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NATURE OF THE ACTION 

1. Plaintiffs invested in a series of shale gas ventures sponsored by Provident 

Royalties, LLC between September 2006 and January 2009 (the “Provident Offerings”).  

Defendants Securities America, Inc., Capital Financial Services, Inc., National Securities 

Corporation, NEXT Financial Group, Inc. and QA3 Financial Corporation (the “Broker 

Defendants”) were members of a nationwide network of broker-dealers who offered and sold the 

Provident Offerings.  Defendants Ameriprise Financial, Inc., Capital Financial Holdings, Inc., 

National Holdings Corporation, NEXT Financial Holdings, Inc., QA3, LLC, and GunnAllen 

Holdings, Inc. (the “Control Person Defendants”) are the respective corporate parents of the 

Broker Defendants and non-party broker-dealer GunnAllen Financial, Inc. (which filed a 

voluntary petition for relief under Chapter 11 of the Bankruptcy Code on April 26, 2010).   

2. The Broker Defendants contracted with Provident Asset Management, LLC 

(“PAM”), an affiliate of Provident Royalties, to solicit investors in the Provident Offerings. The 

Broker Defendants agreed to sell each Provident Offering by means of a Private Placement 

Memorandum (“PPM”) and other selling materials approved by PAM.  The Broker Defendants 

required Plaintiffs to sign uniform subscription agreements stating that they did not rely on 

information inconsistent with the disclosures set forth in the PPMs in deciding whether to invest 

in a Provident Offering.   

3. The PPMs represented that investors in the Provident Offerings could expect to 

receive highly attractive rates of return ranging between 14% and 18% on an annualized basis 

and that their principal would be fully redeemed within 2 to 4 years.  Provident Royalties had no 

prior operating history, however, and none of the founders or managers of Provident Royalties 

had ever successfully operated an oil and gas venture.   
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4. Provident Royalties never published audited financial statements for itself or any 

of its shale ventures.  The Provident securities were not publicly traded and were purportedly 

exempt from the registration requirements of the Securities Act of 1933 under SEC Rule 506 of 

Regulation D.  Plaintiffs were thus dependent on the Broker Defendants to conduct an adequate 

investigation of the Provident Offerings.  

5. Plaintiffs paid syndication management fees of 3% to 4% to PAM for managing 

the offerings.  Plaintiffs also paid PAM an additional 1.5% “non-accountable” due diligence fee.  

Plaintiffs paid the Broker Defendants commissions ranging from 5.5% to 8% for selling the 

Provident Offerings.  Plaintiffs also paid each of the Broker Defendants an additional 1% due 

diligence fee. 

6. The Broker Defendants did not use the 1% due diligence fee they collected to 

conduct independent due diligence.  The Broker Defendants instead relied for due diligence on 

an investigation conducted by Mick & Associates, P.C., a law firm hired by PAM and paid by 

Provident Royalties.  Mick & Associates identified material adverse information in the due 

diligence reports it prepared for the Broker Defendants, who did not follow up on or notify 

Plaintiffs about such material adverse information.   

7. The PPMs and brochures with similar information the Broker Defendants used to 

recommend and sell the Provident Offerings to Plaintiffs were false and misleading in various 

ways, including:   

a. The PPMs said that investors would pay a 1% due diligence fee to the 

broker soliciting the investment but none of the Broker Defendants who 

solicited Plaintiffs’ investments used the fee to conduct reasonable due 

diligence;   
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b. The Provident Offerings were presented as separate ventures when they 

were in fact run as a single enterprise, with assets and liabilities of later 

ventures commingled with those of earlier ventures; 

c. Dividends were to be paid based on profitability and cash flow, but 

dividends were actually paid to participants through capital received from 

investors in later ventures, without regard to the paying venture’s 

profitability or cash flow; and  

d. Provident Royalties was controlled in part by Joseph Blimline, who was 

not identified in the PPMs for the Provident Offerings.  Blimline had a 

documented history of sponsoring fraudulent oil and gas investment 

ventures.   

8. Provident Royalties suspended all dividend payments to investors in the Provident 

Offerings in late January 2009.  The Provident ventures had paid over $30 million in dividends 

to investors while collecting less than $16 million in production revenue.  Provident Royalties 

could no longer raise enough money from new investors to make ongoing dividend payments 

and fund the redemptions of its 2006 and early 2007 offerings.  By the time Provident Royalties 

suspended dividend payments, it owed investors at least $10 million, with an additional nearly 

$200 million coming due during the year.   

9. The Securities and Exchange Commission and the Court-appointed Receiver and 

Chapter 11 Trustee for Provident Royalties and each of its investment vehicles have charged 

Provident Royalties with operating a Ponzi scheme.   

10. The Broker Defendants collected nearly $20 million in commissions and at least 

$2.67 million in due diligence fees for selling the Provident Offerings.     
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11. On their own behalf and on behalf of a Class of investors, Plaintiffs sue the 

Broker Defendants for rescission or damages under Texas Securities Act Section 33(A)(2) for 

offering and selling the Provident Offerings by means of the materially untrue statements and 

omissions of material facts in the PPMs and brochures with similar information, and for breach 

of their fiduciary duties to Plaintiffs and Class members.  Plaintiffs sue the Control Person 

Defendants for rescission or damages under Texas Securities Act Section 33(F)(1) as direct or 

indirect controllers of their broker subsidiaries who are jointly and severally liable with their 

subsidiaries.  

JURISDICTION AND VENUE 

12. This Court has subject matter jurisdiction over this dispute under the Class Action 

Fairness Act of 2005, codified at 28 U.S.C. § 1332(d)(2).  The amount in controversy in this 

action exceeds $5,000,000.  The Class consists of more than 100 individuals and Plaintiffs and 

Defendants are citizens of different states. 

13. Venue is proper in this District pursuant to 15 U.S.C. § 77v because substantial 

acts in furtherance of the alleged misconduct and/or its effects have occurred in this District, 

including the issuance of PPMs that contained untrue statements of material fact or omissions of 

material facts and the receipt of Plaintiffs’ and Class members’ investment funds.    

PARTIES 

PLAINTIFFS 

14. Plaintiff Joseph Billitteri, a resident of Illinois, purchased preferred stock in 

Shale 12 pursuant to the PPM for that offering provided to him by Defendant Securities America, 

Inc., and was damaged.  Billitteri purchased Provident securities in June 2008 from Paula 

Dorion-Gray, a representative of Securities America.  As part of his purchase, Billitteri entered 
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into a subscription agreement governed by Texas law that was signed by Securities America and 

sent to PAM in Texas for processing.   

15. Plaintiff Karen L. Bopp, IRA, a resident of Massachusetts, purchased preferred 

stock in Shale 10 pursuant to the PPM for that offering provided to her by Defendant NEXT 

Financial Group, and was damaged.  Bopp purchased Provident securities in June 2008 from 

Anthony Disavino, a representative of NEXT.  As part of her purchase, Bopp entered into a 

subscription agreement governed by Texas law that was signed by NEXT and sent to PAM in 

Texas for processing.   

16. Plaintiff Bussell Living Trust DTD 12/05/96, a trust under the law of the state of 

Washington, purchased preferred stock in Shale 14 pursuant to the PPM for that offering 

provided to it by Defendant QA3 Financial Corporation, and was damaged.  Bussell purchased 

Provident securities in August 2008 from Shayne Kuebler, a representative of QA3.  As part of 

the purchase, Bussell entered into a subscription agreement governed by Texas law that was 

signed by QA3 and sent to PAM in Texas for processing.   

17. Plaintiff John Gilgallon, a resident of Michigan, purchased preferred stock in 

Shale 5 pursuant to the PPM for that offering provided to him by GunnAllen Financial, Inc., and 

was damaged.  Gilgallon purchased Provident securities in October 2007 from Louis Wright, a 

representative of GunnAllen.  As part of his purchase, Gilgallon entered into a subscription 

agreement governed by Texas law that was signed by GunnAllen and sent to PAM in Texas for 

processing.   

18. Plaintiff Mary Merline, a resident of Michigan, purchased preferred stock in 

Shale Royalties 17, Inc. pursuant to the PPM for that offering provided to her by GunnAllen, and 

was damaged.  Merline purchased Provident securities in September 2008 from Louis Wright, a 
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representative of GunnAllen.  As part of her purchase, Merline entered into a subscription 

agreement governed by Texas law that was signed by GunnAllen and sent to PAM in Texas for 

processing.   

19. Plaintiff James Merrill, a resident of California, purchased preferred stock in 

Shale 10 and Shale 16 and purchased an interest in Provident Energy 2 pursuant to the PPMs for 

those offerings provided to him by Defendant National Securities Corporation, and was 

damaged.  Merrill purchased stock in Shale 10 in June 2008 and stock in Shale 16 in July 2008 

from Brian Folland, a representative of National Securities.  Merrill purchased interests in 

Provident Energy 2 from National Securities in both June and July 2008.  As part of his 

purchases, Merrill entered into subscription agreements governed by Texas law that were signed 

by National Securities and sent to PAM in Texas for processing.   

20. Plaintiff Sharon Kreindel Revocable Trust DTD 02/09/2005, created pursuant 

to the law of the state of Ohio, purchased preferred stock in Shale 12 and Shale 20 pursuant to 

the PPMs for those offerings provided to it by Defendant Securities America, and was damaged.  

Kreindel purchased Shale 12 stock in July 2008 from Howard Slater, a representative of 

Securities America.  Kreindel purchased Shale 20 stock from Rebecca Bar-Shain, also a 

representative of Securities America, in December 2008.  As part of the purchases, Kreindel 

entered into subscription agreements governed by Texas law that were signed by Securities 

America and sent to PAM in Texas for processing.   

21. Plaintiff Donald Stott, a resident of Idaho, purchased preferred stock in Shale 18 

pursuant to the PPM for that offering and promotional brochures provided to him by Defendant 

Capital Financial Services, Inc., and was damaged.  The promotional brochures contained 

information consistent with the information in the PPM for the offering, including the promised 
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high rates of return, identification of key management, and descriptions of the investment 

purpose and prior operating history.  Stott purchased Provident securities in November and 

December 2008 from James Batten, a representative of Capital Financial.  As part of his 

purchase, Stott entered into subscription agreements governed by Texas law that were signed by 

Capital Financial and sent to PAM in Texas for processing.  

DEFENDANTS 

The Broker Defendants 

22. Defendant Securities America, Inc. is a registered broker-dealer with its 

principal offices in La Vista, Nebraska.  Securities America conducts business in Texas and sold 

Provident securities to Texas residents. 

23. Defendant Capital Financial Services, Inc. is a registered broker-dealer with its 

principal place of business in Minot, North Dakota.  Capital Financial conducts business in 

Texas and sold Provident securities to Texas residents. 

24. Defendant National Securities Corporation is a registered broker-dealer with its 

corporate headquarters in Seattle, Washington.  National Securities conducts business in Texas 

and sold Provident securities to Texas residents. 

25. Defendant NEXT Financial Group is a registered broker-dealer with its principal 

offices in Houston, Texas.  NEXT conducts business in Texas and sold Provident securities to 

Texas residents. 

26. Defendant QA3 Financial Corporation is a registered broker-dealer with its 

principal offices in Omaha, Nebraska.  QA3 conducts business in Texas and sold Provident 

securities to Texas residents. 

27. Capital Financial, National Securities, NEXT, QA3, and Securities America are 
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collectively referred to as the “Broker Defendants.”   

The Control Person Defendants 

28. Defendant Ameriprise Financial, Inc. is headquartered in Minneapolis, 

Minnesota.  Through its subsidiary Securities America and a network of financial advisors, 

Ameriprise offers financial planning, products and services to individual and institutional 

investors nationwide, including in Texas.    

29. Defendant Capital Financial Holdings, Inc., formerly known as Integrity Mutual 

Funds, Inc., is headquartered in North Dakota.  Through its subsidiary Capital Financial, Capital 

Holdings offers investment products and services nationwide, including in Texas.   

30. Defendant National Holdings Corp. is headquartered in New York.  Through its 

subsidiary National Securities, the company offers independent brokerage, advisory and asset 

management services nationwide, including in Texas.    

31. Defendant NEXT Financial Holdings, Inc. is headquartered in Texas.  Through 

its subsidiary NEXT, NEXT Holdings provides financial services nationwide, including in 

Texas.   

32. Defendant QA3, LLC is headquartered in Nebraska.  Through its subsidiary 

QA3, the company provides financial services nationwide, including in Texas.   

33. Defendant GunnAllen Holdings, Inc. is headquartered in Florida.  Through its 

subsidiary, non-party GunnAllen Financial, Inc. (which filed a voluntary petition for relief under 

Chapter 11 of the Bankruptcy Code on April 26, 2010), the company provides financial services 

nationwide, including in Texas.  But for the automatic stay of litigation under 11 U.S.C. § 362, 

GunnAllen would be named as a Broker Defendant in this complaint. 

34. Ameriprise, Capital Holdings, National Holdings, NEXT Holdings, QA3, LLC 
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and GunnAllen Holdings are collectively referred to as the “Control Person Defendants.” 

NON-PARTIES 

THE FOUNDERS OF THE PROVIDENT ENTITIES 

35. Joseph Blimline served as a “Land and Trend Consultant” for Provident 

Royalties.  Blimline was also a founder and manager of Provident Royalties and a control person 

of Provident Royalties and all of the Provident entities.  Blimline resides in Dallas, Texas. 

36. Brendan W. Coughlin was a founder and manager of Provident Royalties and a 

control person of Provident Royalties and all of the Provident entities.  Coughlin owned an 

equity interest in Provident Royalties.  He was also a principal of PAM and a director and 

executive officer of each of the Provident Rule 506 Entities.  Coughlin resides in Dallas, Texas. 

37. Henry Harrison was a founder and manager of Provident Royalties and a control 

person of Provident Royalties and all of the Provident entities.  Harrison owned an equity interest 

in Provident Royalties.  He was also a principal of PAM and a director and executive officer of 

each of the Provident Rule 506 Entities.  Harrison resides in Dallas, Texas.  

38. Paul R. Melbye was a founder and manager of Provident Royalties and a control 

person of Provident Royalties and all of the Provident entities.  Melbye owned an equity interest 

in Provident Royalties.  He was also a director and executive officer of each of the Provident 

Rule 506 Entities.  Melbye resides in Dallas, Texas. 

THE PROVIDENT ENTITIES 

39. Provident Royalties, LLC was a Delaware limited liability company with its 

principal office in Dallas, Texas.  The majority of the interests in Provident Royalties (94.5%) 

were held by two companies:  WPCO, LLC, an affiliate of Melbye; and HBBC Enterprise, LP, 

an affiliate of Coughlin and Harrison.   
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40. Provident Asset Management, LLC (PAM) was a Delaware limited liability 

company with its principal office in Dallas, Texas.  When Coughlin and Harrison purchased 

PAM in 2005, it was a registered broker-dealer named AmTex Associates, LLC.  They renamed 

the company in July 2007.  PAM was the managing dealer for all of the Provident securities and 

shared an office with Provident Royalties.  PAM approved all investments and collected all 

investor funds. 

41. Shale Royalties, Inc. was a Delaware corporation that raised $30,000 from one 

investor in July 2006.  Its officers were Blimline, Melbye and Darin David.   

42. Shale Royalties, LP was a Delaware limited partnership that raised 

approximately $590,000 from nine investors, beginning in July 2006.  Its officers were Blimline, 

Melbye and Darin David.   

43. The Provident Rule 506 Entities were a series of corporations and partnerships 

through which Provident Royalties raised funds from investors.  Provident Royalties was the 

beneficial owner of all of the Provident Rule 506 Entities, which were headquartered in the 

Provident offices in Dallas, Texas.  Melbye, Coughlin and Harrison were identified as the 

directors and executive officers of each of the Provident Rule 506 Entities. 

a. Shale Royalties II, Inc. was a Delaware corporation that raised 

approximately $9.75 million from 177 investors, beginning in September 

2006. 

b. Shale Royalties 3, LLC was a Texas limited liability company that raised 

approximately $20 million from 339 investors, beginning in January 2007. 

c. Shale Royalties 4, Inc. was a Delaware corporation that raised 

approximately $27 million from 487 investors, beginning in March 2007. 
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d. Provident Energy I, LP was a Texas limited partnership that raised 

approximately $6.82 million from 131 investors, beginning in March 

2007.  The partnership agreement is governed by Texas law. 

e. Provident Resources I, LP was a Texas limited partnership that raised 

approximately $9.18 million from 214 investors, beginning in February 

2007.  Provident Resources was a customized program offered only to 

investors of Okoboji Financial Services. 

f. Shale Royalties 5, Inc. was a Delaware corporation that raised 

approximately $29.91 million from 499 investors, beginning in August 

2007. 

g. Shale Royalties 6, Inc. was a Delaware corporation that raised 

approximately $27.46 million from 493 investors, beginning in November 

2007.   

h. Provident Energy 2, LP was a Texas limited partnership that raised 

approximately $25.91 million from 498 investors, beginning in November 

2007.  The partnership agreement is governed by Texas law. 

i. Shale Royalties 7, Inc. was a Delaware corporation that raised 

approximately $31.37 million from 494 investors, beginning in December 

2007.   

j. Shale Royalties 8, Inc. was a Delaware corporation that raised 

approximately $31.81 million from 497 investors, beginning in December 

2007.   
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k. Shale Royalties 9, Inc. was a Delaware corporation that raised 

approximately $33.21 million from 499 investors, beginning in February 

2008.   

l. Shale Royalties 10, Inc. was a Delaware corporation that raised 

approximately $29.10 million from 496 investors, beginning in February 

2008.   

m. Shale Royalties 12, Inc. was a Delaware corporation that raised 

approximately $34.69 million from 488 investors, beginning in May 2008.   

n. Shale Royalties 14, Inc. was a Delaware corporation that raised 

approximately $31.13 million from 446 investors, beginning in July 2008.   

o. Shale Royalties 15, Inc. was a Delaware corporation that raised 

approximately $27.52 million from 458 investors, beginning in July 2008.   

p. Shale Royalties 16, Inc. was a Delaware corporation that raised 

approximately $31.29 million from 466 investors, beginning in July 2008.   

q. Shale Royalties 17, Inc. was a Delaware corporation that raised 

approximately $30.50 million from 492 investors, beginning in July 2008.   

r. Shale Royalties 18, Inc. was a Delaware corporation that raised 

approximately $24.43 million from 306 investors, beginning in October 

2008.   

s. Shale Royalties 19, Inc. was a Delaware corporation that raised 

approximately $12.23 million from 194 investors, beginning in October 

2008.   
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t. Shale Royalties 20, Inc. was a Delaware corporation that raised 

approximately $6.89 million from 91 investors, beginning in October 

2008.   

u. Provident Energy 3, LP was a Texas limited partnership that raised 

approximately $120,000 from 4 investors, beginning in December 2008.  

The partnership agreement is governed by Texas law. 

44. Plaintiffs have not named the Provident entities or their principals as defendants 

due to the July 2, 2009 Order Granting Temporary Restraining Order, Appointing Receiver, 

Freezing Assets, Staying Litigation, Prohibiting the Destruction of Documents and Accelerating 

Discovery.   

THE PROVIDENT OFFERINGS 

45. The Provident Offerings are Shale II, Shale 3, Shale 4, Provident Energy 1, 

Shale 5, Shale 6, Provident Energy 2, Shale 7, Shale 8, Shale 9, Shale 10, Shale 12, Shale 14, 

Shale 15, Shale 16, Shale 17, Shale 18, Shale 19, Shale 20 and Provident Energy 3.  The stock 

and partnership interests offered by these entities are referred to as the Provident securities. 

COUNT I 
§33(A)(2) OF THE TEXAS SECURITIES ACT 

AGAINST THE BROKER DEFENDANTS  
 

46. Plaintiffs repeat and reallege the allegations contained in the foregoing paragraphs 

as if fully set forth herein. 

THE BROKER DEFENDANTS WERE SELLERS OF THE 
PROVIDENT SECURITIES  

 
47. Beginning in September 2006, Provident Royalties began to offer securities 

through the Provident Rule 506 Entities.  PAM, as managing dealer, organized a syndicate of 

broker-dealers across the country to sell the offerings.   
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48. The offerings were sold as investments in the oil and gas business and consisted 

of preferred stock or partnership interests priced at $5,000.  The stock offerings provided for 

annual dividend payments of 14-18%, with full redemption of the purchase price after 24, 36 or 

48 months. The Provident Energy partnership offerings provided that investors would receive 

95% of net cash flow until payout (the point in time when investors have been paid in 

distributions an amount equal to their net capital contributions), after which they would receive 

50% of net cash flow.  

49. The offerings provided a sales commission to broker-dealers ranging from 5.5% 

to 8% of investor funds, plus an additional 1% due diligence fee. 

50. Each Broker Defendant executed a Selected Dealer Agreement for each Provident 

Offering it sold.  Each Broker Defendant agreed that it would not “give any information or … 

make any representations other than as contained in the Memorandum or other documents pre-

approved by the Managing Dealer.”  The Selected Dealer Agreements further required the 

Broker Defendants to offer and sell the Provident Securities “in conformity with the terms” of 

the PPM or “only in accordance with the terms and procedures set forth in this Agreement, the 

Offering Memorandum and any supplemental materials supplied by the Managing Dealer….”   

The Selected Dealer Agreements also required each Broker Defendant to deliver a copy of the 

PPM to any potential investor before the investor submitted a written offer to invest.   

Representative examples of the Selected Dealer Agreements, in forms substantially similar to 

those executed by each Broker Defendant in connection with its sales of the Provident Offerings, 

are attached to this complaint as Exhibits A and B.   

51. The Broker Defendants were offerors and sellers within the meaning of the Texas 

Securities Act because they actively solicited the sale of and sold the Provident Offerings to 
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Plaintiffs and the Class.  

52. The Broker Defendants received fees, including commissions and due diligence 

fees, for their sales of Provident securities to investors.  In selling the Provident Offerings, the 

Broker Defendants were motivated at least in part by a desire to serve their own financial 

interests. 

53. In accordance with the Selected Dealer Agreements, the Broker Defendants were 

required to make uniform representations to Plaintiffs and Class members in soliciting their 

investments in the Provident Offerings.  The Broker Defendants made these uniform 

representations by recommending that each Plaintiff and Class member invest in one or more of 

the Provident Offerings, and by delivering or causing to be delivered to each Plaintiff and Class 

member a copy of the PPM or similar offering materials inducing Plaintiffs and Class members 

to invest in the offerings.  The Broker Defendants solicited Plaintiffs’ and Class members’ 

investments with the understanding that they would receive the commissions and fees promised 

by Provident Royalties and PAM, and such commissions and fees were in fact paid to the Broker 

Defendants in connection with each investment they sold in the Provident Offerings.   

54. The Broker Defendants required Plaintiffs and Class members to sign uniform 

subscription agreements stating that they did not rely on information inconsistent with the 

disclosures set forth in the PPMs in deciding whether to invest in a Provident Offering.  The 

Broker Defendants also signed the subscription agreement, attesting that, among other things, 

“the subscriber and the Selected Dealer had a substantive pre-existing relationship prior to the 

commencement of the Offering.”    
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Securities America’s Sales of Provident Securities 

55. Securities America offered and sold several of the Provident Offerings.  Securities 

America signed a Selected Dealer Agreement for each offering, agreeing to offer and sell the 

Provident securities by making only the statements contained in the PPMs and brochures with 

similar information that were approved by PAM.  Each of the Selected Dealer Agreements that 

Securities America signed contained a Texas choice-of-law provision. 

56. Securities America recommended investment in the Provident Offerings to 

Plaintiffs Kreindel and Billitteri and other Class members who purchased Provident securities 

from Securities America. 

57. Securities America acted in a fiduciary capacity to Plaintiffs Kreindel and 

Billitteri and other Class members who purchased Provident securities from Securities America. 

58. The following chart sets forth each Provident Offering that Securities America 

sold and, for each offering, the date Securities America executed the Selected Dealer Agreement, 

the date ranges of investors’ purchases, and the total amount of sales: 

Offering Amount Sold by 
Securities America 

Per Securities 
America Records 

Date Selected 
Dealer 

Agreement 
Executed 

Date Range of 
Investor Purchases 

Per Securities 
America Records 

Shale 6 $595,000 December 3, 2007 December 10, 2007 – 
January 17, 2008 

Shale 7 $2,390,000 January 28, 2008 February 1, 2008 – 
May 23, 2008 

Shale 9 $4,740,000 April 2, 2008 April 18, 2008 – 
August 12, 2008 

Provident 
Energy 2 

$1,555,000 May 7, 2008 April 18, 2008 – 
August 20, 2008 
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Offering Amount Sold by 
Securities America 

Per Securities 
America Records 

Date Selected 
Dealer 

Agreement 
Executed 

Date Range of 
Investor Purchases 

Per Securities 
America Records 

Shale 12 $12,538,500 May 30, 2008 June 11, 2008 – 
August 12, 2008 

Shale 15 
 

$19,510,000 July 25, 2008 July 31, 2008 – 
December 24, 2008 

Shale 20 $6,360,000 November 21, 
2008 

November 26, 2008 – 
January 22, 2009 

TOTAL $47,688,500  December 10, 2007 – 
January 2, 2009 

 

59. Securities America collected at least $3.48 million in sales commissions.     

60. Securities America collected at least $476,885 in due diligence fees.  

Capital Financial’s Sales of Provident Securities 

61. Capital Financial offered and sold several of the Provident Offerings.  Capital 

Financial signed a Selected Dealer Agreement for each offering, agreeing to offer and sell the 

Provident securities by making only the statements contained in the PPMs and brochures with 

similar information that were approved by PAM.  Each of the Selected Dealer Agreements that 

Capital Financial signed contained a Texas choice-of-law provision. 

62. Capital Financial recommended investment in the Provident Offerings to Plaintiff 

Stott and other Class members who purchased Provident securities from Capital Financial. 

63. Capital Financial acted in a fiduciary capacity to Plaintiff Stott and other Class 

members who purchased Provident securities from Capital Financial. 
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64. The following chart sets forth each Provident Offering that Capital Financial sold 

and, for each offering, the date Capital Financial executed the Selected Dealer Agreement, the 

date ranges of investors’ purchases, and the total amount of sales: 

Offering Amount Sold by 
Capital 

Financial Per 
Capital 

Financial 
Records 

Date Selected 
Dealer Agreement 

Executed 

Date Range of 
Investor Purchases 

Per Capital Financial 
Records 

Shale 2 $3,350,000 September 30, 2006 October 20, 2006 – 
February 12, 2007 

Shale 3 $7,370,000 January 19, 2007 February 16, 2007 – 
October 1, 2007 

Provident 
Energy 1 

$1,580,000 March 7, 2007 April 27, 2007 – 
October 4, 2007 

Shale 4 $4,450,000 May 24, 2007 June 9, 2007 – 
October 22, 2007 

Shale 5 $6,760,000 September 10, 2007 October 1, 2007 – 
December 27, 2007 

Shale 6 

 

$5,005,000 November 19, 2007 December 10, 2007 – 
May 29, 2008 

Provident 
Energy 2 

$3,940,000 November 28, 2007 December 12, 2007 – 
November 21, 2008 

Shale 7 $5,020,000 January 14, 2008 February 4, 2008 – 
June 12, 2008 

Shale 9 $5,950,000 March 19, 2008 April 10, 2008 – June 
25, 2008 

Shale 12 $3,105,000 May 21, 2008 June 5, 2008 – August 
14, 2008 

Shale 14 $8,010,000 July 28, 2008 July 31, 2008 – 
November 14, 2008 
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Offering Amount Sold by 
Capital 

Financial Per 
Capital 

Financial 
Records 

Date Selected 
Dealer Agreement 

Executed 

Date Range of 
Investor Purchases 

Per Capital Financial 
Records 

Shale 17 $3,010,000 August 28, 2008 September 12, 2008– 
November 28, 2008 

Shale 18 $7,725,000 October 10, 2008 November 7, 2008 – 
January 28, 2009 

TOTAL $65,275,000  October 1, 2007 – 
January 28, 2009 

 

65. Capital Financial collected at least $5.14 million in sales commissions. 

66. Capital Financial collected at least $652,750 in due diligence fees.   

National Securities’ Sales of Provident Securities 

67. National Securities offered and sold several of the Provident Offerings.  National 

Securities signed a Selected Dealer Agreement for each offering, agreeing to offer and sell the 

Provident securities by making only the statements contained in the PPMs and brochures with 

similar information that were approved by PAM.  Each of the Selected Dealer Agreements that 

National Securities signed contained a Texas choice-of-law provision. 

68. National Securities recommended investment in the Provident Offerings to 

Plaintiff Merrill and other Class members who purchased Provident securities from National 

Securities. 

69. National Securities acted in a fiduciary capacity to Plaintiff Merrill and other 

Class members who purchased Provident securities from National Securities. 
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70. The following chart sets forth each Provident Offering National Securities sold 

and, for each offering, the date National Securities executed the Selected Dealer Agreement, the 

date ranges of investors’ purchases, and the total amount of sales: 

Offering Amount Sold 
by National 

Securities Per 
National 
Securities 
Records 

Date Selected 
Dealer Agreement 

Executed 

Date Range of 
Investor Purchases 

Per National 
Securities Records 

Shale 5 $415,000 September 24, 2007 October 11, 2007 – 
November 26, 2007 

Shale 6 $1,630,000 November 19, 2007 November 12, 2007 – 
January 22, 2008 

Shale 8 $1,185,000 January 18, 2008 February 1, 2008 – 
April 29, 2008 

Provident 
Energy 2 

$700,000 February 7, 2008 March 10, 2008 – July 
23, 2008 

Shale 10 $475,000 April 18, 2008 May 1, 2008 – July 
23, 2008 

Shale 16 $1,770,000 July 21, 2008 July 23, 2008 – 
September 18, 2008 

Shale 17 $125,000 August 20, 2008 September 9, 2008 – 
September 22, 2008 

Shale 19 $150,000 October 2, 2008 November 12, 2008 – 
January 15, 2009 

TOTAL $6,450,000  October 11, 2007 – 
January 15, 2009 

 

71. National Securities collected at least $450,950 in sales commissions.     

72. National Securities collected at least $64,500 in due diligence fees.   
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NEXT’s Sales of Provident Securities 

73. NEXT offered and sold several of the Provident Offerings.  NEXT signed a 

Selected Dealer Agreement for each offering, agreeing to offer and sell the Provident securities 

by making only the statements contained in the PPMs and brochures with similar information 

that were approved by PAM.  Each of the Selected Dealer Agreements that NEXT signed 

contained a Texas choice-of-law provision. 

74. NEXT recommended investment in the Provident Offering to Plaintiff Bopp and 

other Class members who purchased Provident securities from NEXT.  

75. NEXT acted in a fiduciary capacity to Plaintiff Bopp and other Class members 

who purchased Provident securities from NEXT. 

76. The following chart sets forth each Provident offering NEXT sold and, for each 

offering, the date NEXT executed the Selected Dealer Agreement, the date ranges of investors’ 

purchases, and the total amount of sales: 

Offering Amount Sold 
by NEXT Per 

NEXT 
Records 

Date Selected 
Dealer Agreement 

Executed 

Date Range of 
Investor Purchases 
Per NEXT Records 

Shale 5 $870,000 September 28, 2007 November 1, 2007 – 
December 7, 2007 

Shale 6 $1,745,000 November 19, 2007 November 26, 2007 – 
January 24, 2008 

Shale 8 $5,320,000 January 17, 2008 January 30, 2008 – 
July 3, 2008 

Provident 
Energy 2 

$3,365,000 February 27, 2008 March 31, 2008 –
December 4, 2008 

Shale 10 $10,595,000 April 18, 2008 May 5, 2008 -
September 26, 2008 
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Offering Amount Sold 
by NEXT Per 

NEXT 
Records 

Date Selected 
Dealer Agreement 

Executed 

Date Range of 
Investor Purchases 
Per NEXT Records 

Shale 16 $10,665,000 July 22, 2008 July 28, 2008 - 
December 24, 2008 

Shale 17 $5,535,000 August 21, 2008 September 2, 2008 - 
October 30, 2008 

Shale 19 $5,125,000 November 3, 2008 December 2, 2008 - 
January 16, 2009 

TOTAL $43,220,000  November 1, 2007 – 
January 16, 2009 

 

77. NEXT collected at least $2.65 million in sales commissions.     

78. NEXT collected at least $432,200 in due diligence fees.   

   QA3’s Sales of Provident Securities 

79. QA3 offered and sold several of the Provident Offerings.  QA3 signed a Selected 

Dealer Agreement for each offering, agreeing to offer and sell the Provident securities by making 

only the statements contained in the PPMs and brochures with similar information that were 

approved by PAM.  Each of the Selected Dealer Agreements that QA3 signed contained a Texas 

choice-of-law provision. 

80. QA3 recommended the investment in the Provident Offerings to Plaintiff Bussell 

and other Class members who purchased Provident securities from QA3.   

81. QA3 acted in a fiduciary capacity to Plaintiff Bussell and other Class members 

who purchased Provident securities from QA3. 
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82. The following chart sets forth each Provident Offering QA3 sold and, for each 

offering, the date QA3 executed the Selected Dealer Agreement, the date ranges of investors’ 

purchases, and the total amount of sales: 

Offering Amount Sold 
by  QA3 Per 
QA3 Records

Date Selected 
Dealer Agreement 

Executed 

Date Range of 
Investor Purchases 
Per QA3 Records 

Shale 3 $405,000 March 12, 2007 May 17, 2007 – 
October 23, 2007 

Shale 4 $9,365,000 March 15, 2007 May 10, 2007 – 
October 23, 2007 

Provident 
Energy 1 

$2,053,000 May 10, 2007 May 10, 2007 – 
December 3, 2007 

Shale 5 $5,025,000 September 13, 2007 September 28, 2007 
– December 7, 2007 

Shale 6 $4,920,000 November 20, 2007 December 6, 2007 – 
February 19, 2008 

Provident 
Energy 2 

$5,245,000 December 10, 2007 December 12, 2007 
– September 25, 

2008 

Shale 7 $12,218,000 January 18, 2008 January 31, 2008 – 
April 23, 2008 

Shale 9 $12,040,000 April 1, 2008 April 10, 2008 – 
August 29, 2008 

Shale 12 $8,255,000 June 2, 2008 June 4, 2008 – 
December 24, 2008 

Shale 14 

 

$14,018,000 July 28, 2008 August 1, 2008 – 
January 8, 2009 

Shale 18 

 

$8,100,000 November 19, 2008 November 21, 2008 
– January 16, 2009 

Case 3:09-cv-01568-F   Document 116    Filed 09/09/10    Page 24 of 53   PageID 1037



 

 24

Offering Amount Sold 
by  QA3 Per 
QA3 Records

Date Selected 
Dealer Agreement 

Executed 

Date Range of 
Investor Purchases 
Per QA3 Records 

TOTAL $81,644,000  May 17, 2007 – 
January 16, 2009 

 

83. QA3 also sold approximately 30 shares of preferred stock in the Shale 8 offering. 

84. QA3 collected more than $6.20 million in sales commissions.     

85. QA3 collected at least $816,440 in due diligence fees.   

Non-Party GunnAllen Financial’s Sales of Provident Securities 

86. GunnAllen offered and sold several of the Provident Offerings.  GunnAllen 

signed Selected Dealer Agreements for the offerings, agreeing to offer and sell the Provident 

securities by making only the statements contained in the PPMs and brochures with similar 

information that were approved by PAM.  Each of the Selected Dealer Agreements that 

GunnAllen signed contained a Texas choice-of-law provision. 

87. GunnAllen recommended investment in the Provident Offerings to Plaintiffs 

Gilgallon and Merline and other Class members who purchased Provident securities from 

GunnAllen.   

88. GunnAllen acted in a fiduciary capacity to Plaintiffs Gilgallon and Merline and 

other Class members who purchased Provident securities from GunnAllen. 

89. The following chart sets forth each Provident Offering that GunnAllen sold and 

the date GunnAllen executed the Selected Dealer Agreement for each offering: 

Offering Date Selected 
Agreement Executed 

Provident Energy 1 June 12, 2007 
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Offering Date Selected 
Agreement Executed 

Shale 4 June 12, 2007 

Shale 5 August 30, 2007 

Shale 6 November 26, 2007 

Provident Energy 2 January 4, 2008 

Shale 8 January 12, 2008 

Shale 10 April 30, 2008 

Shale 14 unknown 

Shale 16 July 23, 2008 

Shale 17 August 26, 2008 

Shale 19 October 23, 2008 

 

90. GunnAllen sold at least $22,255,000 of Provident securities. 

91. GunnAllen collected at least $1.34 million in sales commissions. 

92. GunnAllen collected at least $222,550 in due diligence fees.   

THE BROKER DEFENDANTS SOLD PROVIDENT SECURITIES BY MEANS OF 
MATERIALLY UNTRUE STATEMENTS AND OMISSIONS OF FACT 

93. The Broker Defendants violated the Texas Securities Act, Section 33(A)(2) in 

that, in soliciting Plaintiffs’ investments, as detailed herein, each of the Broker Defendants made 

untrue statements of material fact and omitted to state material facts necessary to make 

statements made, in light of the circumstances under which they were made, not misleading.  

These false and omitted statements were contained in the PPMs for the Provident Offerings and 

brochures with similar information and were the only representations that the Broker Defendants 

were contractually allowed to make, pursuant to the Selected Dealer Agreements, in offering the 
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Provident securities to investors.  The charts attached as Exhibits C and D show the locations of 

the false or misleading statements in the PPM for each Provident Offering, and are incorporated 

herein as though fully set forth. 

94. The PPM for each Provident Offering other than the Provident Energy partnership 

offerings stated that the broker-dealer would be paid a 1% “due diligence fee” on the amount of 

subscription proceeds received from the broker-dealer.  The statement was misleading because 

the Broker Defendants did not spend the 1% due diligence fee to conduct an independent due 

diligence investigation, and did not conduct such an investigation with regard to any Provident 

Offering.  The PPMs for Provident Energy 1, Provident Energy 2 and Provident Energy 3 stated 

that the broker-dealer would be paid a 9% commission on the amount of subscription proceeds 

received from the broker-dealer.  Similarly, the Broker Defendants did not use 1% of the 9% 

sales commission to comply with their due diligence obligations before offering and selling 

security interests in Provident Energy 1, Provident Energy 2 and Provident Energy 3.  Instead, 

the Broker Defendants relied on Mick & Associates, a law firm hired by PAM and paid by 

Provident Royalties, to conduct any due diligence investigation of the Provident Offerings.   

95. The PPM for each of the Provident Offerings included a statement that the 

venture had “no prior operating history, no significant assets and no current cash flow,” or a 

substantially similar statement.  Each of the PPMs stated that investor funds would be deposited 

into an account (either an escrow account or bank account) belonging to and become the 

property of the Provident Rule 506 Entity created for the offering, and that 83%, 85% or 86% of 

investor funds would be used for oil and gas investments for the benefit of investors in that 

particular offering.  These representations were false and misleading because the Provident 

Offerings were operated as a single enterprise, with the proceeds of one offering used to 
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contribute to the purchase of assets and payment of liabilities incurred by earlier offerings.  The 

assets and liabilities of each venture were not segregated for the benefit of investors in that 

offering, but were instead commingled with those acquired on behalf of investors in earlier and 

later offerings, such that the fortunes of an investor in any Provident Offering were intertwined 

with those of investors in earlier offerings and any later offerings Provident might conduct. 

96. The PPM for each of the stock offerings included a statement that payment of 

dividends or distributions would be made “subject to the profitability and cash flow” of the 

Provident Rule 506 Entity created for the offering, or a substantially similar statement.  Each 

stock offering PPM also included a statement that “[t]he Properties and Oil and Gas Investments 

are anticipated to produce returns to the Corporation that are greater than the dividends likely to 

be paid on the Preferred Stock,” or a substantially similar statement.  The PPMs for Provident 

Energy 1 and Provident Energy 2 stated that “[t]he managing partner will, in its discretion, after 

providing for the satisfaction of the current debts and obligations of the Partnership, make 

distributions to Investor Partners, at least quarterly, out of the Partnership net cash flow.”  These 

representations were false and misleading because Provident Royalties and its management paid 

dividends and distributions to investors in any particular venture from the proceeds of any 

offering, including later offerings or with borrowed money, without regard to the profitability or 

cash flow of the venture in question and without disclosing the source of such dividend 

payments.  For example: 

a. In October 2007, $2.2 million was transferred from a Shale 5 bank account 

to a Shale 4 bank account, and a portion of those funds was used to pay 

dividends to Shale 4 investors. 

b. In or around June 2008, certain Provident Rule 506 Entities did not have 
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sufficient cash to make dividend payments to investors.  Funds were 

transferred from two of the entities’ accounts into the Provident Royalties 

general operating account and then into the accounts of the entities that 

had to pay dividends to investors.  Similar transfers were made in July, 

August, September, October and December of 2008.  Although the 

Provident Royalties accounting department characterized these transfers as 

“loans,” the transfers were undocumented, there were no terms attached, 

and there were no procedures in place to ensure repayment. 

c. In December 2008, Provident Royalties placed $22,640,000 of newly-

raised funds from investors into accounts for Shale 17, Shale 18, Shale 19 

and Shale 20.  Approximately 50% of those funds—$11,250,000—was 

used to fund dividend and distribution payments to prior investors and pay 

general expenses of Provident Royalties. 

d. From January 1 through January 22, 2009, the last day new investor funds 

were accepted, Provident Royalties received approximately $8.5 million 

from new investors.  During that period, Provident Royalties used at least 

$4 million to pay dividends and distributions to investors in other 

Provident Rule 506 Entities, including the following:  Shale II 

($1,370,000); Shale 3 ($252,000); Shale 4 ($202,000); Shale 5 ($198,000); 

Shale 6 ($200,000); Shale 8 ($314,000); Shale 9 ($330,000); Shale 10 

($316,000); Shale 12 ($303,000); Shale 14 ($239,000); Shale 15 

($118,000); Shale 16 ($139,000); and Shale 17 ($12,000). 
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97. The PPM for each Provident Offering included as its Exhibit C a “prior activities” 

table of prior programs sponsored by Provident Royalties.  For each prior program, the table 

showed the aggregate funds invested in property and the amount of “distributions of revenues” to 

investors.  The charts were false and misleading in that none of Provident’s prior ventures had 

performed profitably and dividends were paid to participants in prior programs without regard to 

the profitability or cash flow of any particular program. 

98. The PPM for each Provident Offering identified certain individuals as the 

“management” of the Provident Rule 506 Entity created for that offering.  These statements in 

the PPMs were false and misleading because they omitted Blimline.  The PPMs did not disclose 

that: 

a. Blimline served as a founder, promoter, control person and executive of 

Provident Royalties and all of the Provident entities.   

b. Blimline had no formal training or experience in the oil and gas industry, 

had no geological education or background, and had never successfully 

invested in oil and gas properties.   

c. Blimline was at all times a primary participant in determining how to 

deploy the proceeds of the Provident Offerings, including selecting the oil 

and gas assets to be acquired with investors’ funds.   

d. Blimline also maintained an ownership interest in Provident Royalties and 

otherwise had the power to direct and influence the management and 

business policies of Provident Royalties, including the acquisition of oil 

and gas properties with funds raised through the Provident Rule 506 

Entities. 
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e. Blimline had a history of unsuccessful oil and gas ventures.  On July 21, 

2006, Blimline was ordered by the State of Michigan, Department of 

Labor and Economic Growth, Office of Financial and Insurance Services 

to cease and desist securities violations related to oil and gas investments 

and to pay civil penalties.  Blimline operated a series of oil and gas 

investment ventures out of Michigan that filed for bankruptcy on or about 

March 12, 2007.   

f. Blimline used the Provident Rule 506 Entities to make loans to himself 

and his affiliated entities, and to purchase assets from his other oil and gas 

ventures, including the assets from the Michigan bankruptcy estate, at 

prices substantially greater than the fair market value of the properties.   

g. Blimline and his affiliated entities directly or indirectly received at least 

$85 million in Provident Offering proceeds. 

THE BROKER DEFENDANTS’ FAILURE TO INVESTIGATE 

99. The Provident Offerings were sold as exempt from the registration requirements 

of securities under Rule 506 of Regulation D of the federal securities laws, and were ostensibly 

sold only to sophisticated investors who met the “accredited investor” net worth requirements. 

100. The Broker Defendants are required under federal and state laws and regulations 

of the Financial Industry Regulatory Authority (FINRA) to conduct a due diligence investigation 

into each private placement offering they offer and sell to investors.  The Broker Defendants are 

required to investigate the issuer and the issuer’s representations about the offering so that they 

understand the nature of the investment and its risks, and to follow up on any adverse 

information and any information that could reasonably be considered a “red flag.”  The Broker 
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Defendants are required to disclose to their customers any essential information the Broker 

Defendants do not have about the investment and any risks related to the lack of information.   

101. The Broker Defendants did not spend the 1% due diligence fee they collected 

from Plaintiffs and Class members to conduct an independent due diligence investigation into the 

Provident Offerings.  The Broker Defendants instead relied on due diligence reports prepared by 

Mick & Associates, an outside law firm hired by PAM. 

102. Mick & Associates was retained by PAM and paid by Provident Royalties to prepare a 

due diligence report for each Provident Offering.  Provident Royalties paid Mick & Associates a fixed 

fee of $12,500 to $17,500 per report, which included the issuance of the report to ten broker-dealers 

selected by PAM.  Provident Royalties paid Mick & Associates $750 or $1,000 for each additional 

broker-dealer PAM selected to receive the report.   

103. Mick & Associates represented the interests of the broker-dealers who received its 

reports.  Each Broker Defendant received a report from Mick & Associates for each Provident Offering 

it sold.  On behalf of the Broker Defendants, Mick & Associates participated in the drafting of the PPMs 

by negotiating with Provident Royalties for changes to the PPMs.  For example: 

a. On March 7, 2007, Mick & Associates sent counsel for Provident Royalties a 

redline of the PPM for Shale 4 containing “suggested mark-ups” related to the 

payment and tax treatment of dividends.  The final PPM included all of the 

“suggested mark-ups” with some minor, non-substantive changes to the wording. 

b. On November 12, 2007, following a request from and discussion with Mick & 

Associates, Provident Royalties revised the PPM for Provident Energy 2 to 

include a limitation that required any debt incurred by the partnership to be 

arranged on a non-recourse basis.   
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c. In December 2007, Mick & Associates drafted inserts to the PPM for Shale 7 that 

described an agreement between Sinclair Oil & Gas Company and certain of the 

earlier Provident Rule 506 Entities, potential conflicts arising from the agreement, 

and how investors might benefit from the agreement even though Shale 7 was not 

a party.  The final PPM included the insert with some modifications that were 

negotiated between Mick & Associates and counsel for Provident Royalties. 

104. Mick & Associates identified certain information that the Broker Defendants failed to 

follow up on or otherwise act upon.   

105. Mick & Associates and the Broker Defendants knew or should have known that the 

PPMs did not fully disclose the extent of intercompany transfers among the Provident Rule 506 Entities 

and with affiliates of Provident Royalties management.  

a. In December 2006, Mick & Associates identified a potential conflict in the 

acquisition by Shale II of leases and minerals from Winter Park, a company 

owned by Blimline and Melbye, for a 26% overall profit.  Mick & Associates 

reported in August 2007 that Shale 5 would likely acquire additional assets from 

Winter Park and other Provident-affiliated entities, but that Melbye had said that 

the majority of assets would be acquired from unaffiliated parties.   

b. Mick & Associates pointed out in the reports for Shale 5, Shale 6, Shale 7, Shale 

8, Shale 9, Shale 10 and Shale 12 that Provident Royalties lacked procedures for 

managing the conflicts of interest inherent in its practice of buying properties 

from persons or entities affiliated with Provident management.   
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c. In the March 2007 report for Shale 4, Mick & Associates also noted the potential 

conflict arising from Provident Royalties allocating assets and investment 

opportunities among the Provident Rule 506 Entities.   

d. Mick & Associates also raised concerns about transactions between the Provident 

Rule 506 Entities, including their frequency, criteria for the transactions, and 

accounting of the transactions, as early as the August 2007 Shale 5 report.  Mick 

& Associates recommended that Provident establish written procedures and 

guidelines for transactions among the Provident Rule 506 Entities and explain 

them to investors in the PPMs.  Mick & Associates reiterated this request in the 

reports for Shale 6, Shale 7, Shale 8, Shale 9, Shale 10 and Shale 12. 

e. In the July 2008 Shale 14 report, Mick & Associates said that Provident Royalties 

had established a list of criteria for engaging in affiliated transactions, but pointed 

out that the criteria did not clarify the circumstances under which affiliated 

entities could advance money to one another or expressly state that the money 

raised in one program could not be advanced to another program for distributions 

to investors.  By then, the Provident Rule 506 Entities collectively reported about 

$40 million of affiliated account receivables, an increase from $25 million on 

March 30, 2008 and $10 million at the end of 2007.   

f. Mick & Associates repeatedly reported the lack of transparency in the 

documentation of transactions among the Provident Rule 506 Entities, stating that 

the unaudited financial statements Provident Royalties provided to Mick & 

Associates did not clearly show the assets and liabilities of each entity. 
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106. Mick & Associates and the Broker Defendants knew or should have known that 

Provident Royalties was causing dividends to be paid to investors in the Provident Rule 506 Entities 

without regard to the profitability or cash flow of those entities.   

a. Neither Mick & Associates nor any of the Broker Defendants ever requested, 

received or reviewed any records or supporting data showing that Provident 

Royalties had acquired royalty interests capable of producing returns of up to 18% 

per year plus full redemption of the purchase price in 2 to 4 years, or that 

Provident Royalties had actually received payments on any such royalty interests 

in an amount commensurate with the dividend payments the Provident Rule 506 

Entities were making on an ongoing basis.  

b. Neither Mick & Associates nor any of the Broker Defendants ever requested, 

received or reviewed any records or supporting data showing that Provident 

Royalties had sold any properties acquired on behalf of any of the Provident Rule 

506 Entities to an unaffiliated third party for a gain, such that any Provident Rule 

506 Entity might have been capable of paying dividends from gains on sale of 

properties sold to such third parties.  

c.  Review of Provident’s financial records would have shown the intercompany 

transfers made to pay investor dividends, such as the October 2007 transfer from a 

Shale 5 bank account to pay dividends to Shale 4 investors.  

d. The December 2007 unaudited consolidated balance sheet Mick & Associates 

reviewed in preparing its March 2008 report for Shale 9 showed that the 

Provident Rule 506 Entities were collectively reporting “a modest net operating 

loss.”  Mick & Associates reviewed subsequent unaudited consolidated balance 
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sheets showing significant increases in the collective net operating loss.  Mick & 

Associates reviewed an unaudited balance sheet dated March 31, 2008 in 

preparing the May 2008 Shale 12 report, which showed a collective net operating 

loss of $6.8 million.  By the July 2008 Shale 14 report, Mick reported that the 

collective net operating loss had reached $8 million, according to an unaudited 

balance sheet dated May 31, 2008. 

107. Mick & Associates and the Broker Defendants knew or should have known that the 

Provident entities were operated as a single enterprise.  

a. The offerings were virtually identical in their terms, had the same investment 

purpose and took place continuously from September 2006 to early 2009.   

b. Provident Royalties limited each offering to 500 investors and total investment 

amounts ranging from $25 to $50 million.  As an offering approached either limit, 

Provident Royalties immediately initiated the next offering.  In effect, each 

offering was a continuation of prior offerings that were approaching over-

subscription or were already over-subscribed.   

c. Many of the offerings overlapped.  Provident Royalties sometimes commenced 

multiple offerings on or around the same date and to be sold at the same time by 

different broker-dealers.  For example, the offerings for Shale 14, Shale 15, Shale 

16 and Shale 17 all commenced in July 2008.  QA3 and Capital Financial sold 

Shale 14, Securities America sold Shale 15, NEXT and National Securities sold 

Shale 16, and Capital Financial sold Shale 17. 

d. The offerings constituted one single integrated offering pursuant to Rule 502 of 

Regulation D, 17 C.F.R. § 230.501-508.  The offerings were part of a single plan 
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of financing, with a single goal of investing in oil and gas properties, involved the 

issuance of the same classes of securities, were made during overlapping periods 

of time, involved the same type of consideration received, and had similar rates of 

return. 

e. Mick & Associates used the same report for each offering, merely replacing the 

name of the offering and adding any new information since the prior offering. The 

reports for the simultaneous offerings were identical except for the name of the 

offering. 

108. Mick & Associates and the Broker Defendants knew or should have known about 

Blimline’s role in the Provident entities and his history in the oil and gas business.   

a. On August 3, 2006, Mick & Associates signed an engagement letter to perform 

due diligence reviews of the July 2006 offerings, Shale Royalties, LP and Shale 

Royalties, Inc.  The PPMs for these offerings identified Blimline as CEO and a 

director.  Mick stated in later due diligence reports that investors in the Shale 

Royalties, LP and Shale Royalties, Inc. offerings had received both a return of 

invested capital and an annualized return of between 11% and 30%.  

b. Mick & Associates was advised on August 4, 2006 that Blimline would need to 

approve the letter agreement engaging Mick & Associates to provide due 

diligence reports on the Provident Offerings.   

c. Until September 2008, Blimline occupied a large corner office in the Provident 

offices and participated openly in the operation of the Provident entities.   

d. From 2006 through 2008, Blimline appeared prominently in Provident Royalties 

promotional presentations, including PowerPoint presentations provided to the 
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Broker Defendants in 2007 and 2008 that identified Blimline as a “Land and 

Trend Consultant.”  

e. Provident lease logs showed numerous instances in which Provident entities 

entered into leases with Blimline or companies affiliated with Blimline.  Such 

instances include:    

i. Shale II acquired 13 leases for approximately $2.4 million from J2 

Investments, LLC on the following dates:  November 28, 2006 and 

January 10, 16, 23 and 24, 2007.  Blimline founded J2 Investments in mid-

2005.   

ii. Shale 4 paid approximately $8 million to acquire 24 leases from J2 

Investments on the following dates in 2007:  March 29; May 24; June 8 

and 12; July 17, 18 and 20; August 10 and 30; September 6, 7, 13, 18, 21, 

25 and 27; October 2, 25 and 30; November 28; and December 7, 17 and 

18.   

iii. In August 2007, Shale 4 acquired seven different leases from Blimline for 

nearly $800,000 on the following dates: August 1 ($114,368 and 

$153,021); August 8 ($128.922); August 23 ($18.307); August 31 

($59,086, $212,309 and $73,154).    

iv. On October 24, 2007, Shale 4 acquired 13 leases from RJW Energy, LLC 

for $1.72 million.  Blimline and Melbye were both principals of RJW 

Energy.   

v. Shale 5 paid $930,000 to acquire two leases from J2 Investments on 

October 22, 2007.   

Case 3:09-cv-01568-F   Document 116    Filed 09/09/10    Page 38 of 53   PageID 1051



 

 38

vi. Unlike entries on the logs for non-Blimline entities, the Blimline-related 

entries typically lacked information about the net acreage of the lease and 

other similar details. 

f. In June 2008, Mick & Associates received drafts of the PPMs for Shale 14 and 

Shale 15 that identified Blimline as a member of Provident’s management.  

Blimline was omitted from the final versions of the PPMs. 

g. Blimline’s history of failed oil and gas businesses was a matter of public record.  

The July 2006 Michigan cease and desist order and the March 2007 bankruptcy of 

several of Blimline’s companies could have been located by the type of records 

searches that Mick conducted for Melbye, Coughlin, Harrison and other key 

personnel of Provident Royalties.  A review of the publicly-available bankruptcy 

records, for example, would have revealed that in late 2007, Shale 5 agreed to pay 

$45 million to purchase oil and gas assets from the bankruptcy estate of some of 

Blimline’s other oil and gas companies, known as the “Jordan River” ventures.   

109. In addition, the Broker Defendants and Mick & Associates knew or should have known 

from investigation of the Provident entities’ financial information and accounting practices that the 

entities engaged in numerous transactions with Blimline and his affiliated companies that did not benefit 

Provident, including: 

a. Between 2006 and 2008, Provident Royalties paid Blimline a salary and 

consulting fees of approximately $500,000, among the largest salaries paid 

to any employee, including Melbye, the principal in charge of operations 

for Provident Royalties.   

b. Investor funds in multiple Provident Rule 506 Entities were used to make 
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$22 million in payments for the oil and gas assets Shale 5 agreed to buy 

from Blimline’s bankrupt Jordan River ventures.  The assets had a value at 

the time of $3 million to $5 million. 

c. Beginning in December 2007, Blimline obtained more than $20 million in 

loans from Provident entities.  These loans were supposedly short term 

and were for no stated purpose.  Blimline purported to repay some of the 

loans using the proceeds of later loans from Provident entities. 

d. In August 2008, Blimline arranged for incoming investor funds to be used 

to purchase properties from one of his earlier oil and gas ventures, Truluck 

Enterprises LLC, paying $1.6 million for properties worth $50,000. 

e. Provident Royalties advanced funds to Blimline for the purchase of a 

number of ranches in Oklahoma.  Despite being paid for the properties in 

their entirety, Blimline transferred only the mineral interests to the 

Provident entities and retained the surface interests for his own companies. 

f. Blimline was routinely able to obtain funds from the Provident entities by 

merely supplying a “purchase order.”  Acting on Blimline’s instructions, 

the Provident Royalties accounting department would transfer funds to 

Blimline or Blimline-controlled entities with little, if any, documentation 

of the purpose for the transfers or verification that the assets purchased 

were ever delivered to any Provident entity.    

g. Blimline often received duplicate payments from Provident Royalties for 

the same property and rarely returned the duplicate payments. 

h. Blimline and his affiliated entities directly or indirectly received at least 
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$85 million in Provident Offering proceeds. 

110. Information available to each Broker Defendant further demonstrates that the Broker 

Defendants knew or should have known the PPMs and brochures were false and misleading.  

Representatives of each of the Broker Defendants visited the Provident offices for sales presentations 

and Provident Royalties paid their travel expenses.  Blimline routinely participated in the broker-dealer 

presentations and in conference calls with broker-dealers, including the Broker Defendants.  The 

presentations and conference calls the Broker Defendants participated in include:   

a. On October 31, 2007, Jay Idt and other members of Securities America’s 

due diligence committee participated in a telephone conference about the 

Provident Offerings.  Blimline was one of the presenters for the telephone 

conference. 

b. Sales representatives of Securities America, including Scott Schoettlin, 

Azim Nakhooda, Brad Schlang, Scott Swander and Randy Schneider, 

visited the Provident offices in the summer and fall of 2008.   

c. Capital Financial sales representatives Pamela McClenny, Dayton Ault 

and Robert LaBonte, attended presentations in the Provident offices in the 

late spring and summer of 2008.  Capital Financial sales representatives 

Larry Bakken, Jim Brinkman, and Michael Eathorne visited the Provident 

offices in October 2008.  Capital Financial representatives Kevin Mickan 

and John Turrell visited the Provident offices in December 2008.     

d. Several representatives of National Securities, including Michael Strasser, 

Steve Jones, Ken Bolton, Derek Lopez, Ferdinand Dosono and Louis 

Rodgers, visited the Provident offices in November 2007. 
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e. Sales representatives of NEXT, including Dawson White and James 

Franklin, attended a presentation at the Provident offices in June 2008.   

f. QA3 sales representative Paul Sweas visited the Provident offices in July 

2007 and December 2007.  In addition, QA3 sales representatives Jeff 

Nesseth, John Redfearn and Ron Lundy visited the Provident offices in 

November 2007.  QA3 sales representatives Jason Swiercek, Tony 

Devassy, Robert Sweas and Richard Borba visited the Provident offices in 

February, April, October and December of 2008, respectively.     

g. GunnAllen sales representatives Louis Wright and Frank Bluestein visited 

the Provident offices in September 2007.     

THE BROKER DEFENDANTS ARE LIABLE TO 
PLAINTIFFS AND CLASS MEMBERS  

111. The Broker Defendants are liable to Plaintiffs and the Class under Section 

33(A)(2) of the Texas Securities Act for rescission or damages that Plaintiffs and the Class 

suffered in connection with their purchases of Provident securities.  

112. Plaintiffs and Class members have suffered damages in an amount to be proven at 

trial. 

113. Plaintiffs, individually and on behalf of all Class members, hereby tender to 

Defendants those Provident securities that Plaintiffs and Class members continue to own, in 

return for the consideration paid for those Provident securities together with interest thereon.  

Class members who have sold their Provident securities demand damages. 

COUNT II 
§ 33(F)(1) OF THE TEXAS SECURITIES ACT 

AGAINST THE CONTROL PERSON DEFENDANTS AS CONTROL PERSONS 
 

114. Plaintiffs repeat and reallege the allegations contained in the foregoing paragraphs 
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as if fully set forth herein. 

115. The Control Person Defendants are jointly and severally liable, under Section 

33(F)(1) of the Texas Securities Act, to Plaintiff and the other Class members for damages they 

suffered in connection with their purchases of Provident securities. 

116. The Control Person Defendants directly and/or indirectly controlled the Broker 

Defendants (and non-party GunnAllen) within the meaning of Section 33(F)(1) of the Texas 

Securities Act as alleged herein.  Each Control Person Defendant exercised control over the 

management, policies and operations of its subsidiary broker-dealer and had the power to control 

the specific transactions and/or activities upon which Count I is predicated.   

117. Each Control Person Defendant had the ability to prevent its subsidiary broker-

dealer from acting as a seller of Provident securities.  In particular, each Control Person 

Defendant had direct and supervisory involvement in and/or knowledge of the day-to-day 

operations of its subsidiary and therefore had the power to control or influence, and exercised the 

power to control or influence, the transactions giving rise to the securities violations alleged 

herein. 

Ameriprise 

118. Ameriprise wholly owns and directs the management and policies of Securities 

America Financial Corporation, which in turn wholly owns Securities America and directs the 

management or policies of Securities America.   

119. Securities America’s Annual Audited Reports for 2006, 2007, 2008 and 2009 

identify it as a “wholly-owned subsidiary of Securities America Financial Company, Inc. 

(SAFC), which is wholly owned by Ameriprise Financial, Inc….” 

120. Securities America has reported to FINRA that Ameriprise wholly owns and 
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directs the management or policies of Securities America Financial Corporation, which in turn 

owns 75% or more of Securities America and directs the management or policies of Securities 

America.      

121. Ameriprise and Securities America share certain common management, including 

Ameriprise’s CFO and Executive Vice President, Walter S. Berman, who also serves as a 

director of Securities America.   

122. Ameriprise, through its indirect ownership, had direct and supervisory 

involvement in and/or knowledge of the day-to-day operations of Securities America and 

therefore had the power to control or influence, and exercised the power to control or influence, 

the transactions giving rise to the securities violations alleged herein. 

Capital Holdings 

123. On its website, Capital Holdings states that Capital Financial is a “wholly owned” 

subsidiary of Capital Holdings.  Capital Financial’s Annual Audited Report for 2009 identifies 

Capital Financial as a “wholly-owned subsidiary of Capital Financial Holdings, Inc.”  Capital 

Financial’s Annual Audited Reports for 2006, 2007 and 2008 identify Capital Financial as a 

“wholly-owned subsidiary of Integrity Mutual Funds, Inc.,” the former name of Capital 

Holdings.  Capital Holding’s Annual Audited Report for 2009 states that Capital Holdings 

“derives 100% of its income from its sole subsidiary, Capital Financial Services, Inc.”   

124. Capital Holdings and Capital Financial share the same address and phone number. 

125. Capital Holdings and Capital Financial share certain common management, 

including Bradley P. Wells (President, CEO and CFO of Capital Holdings and Director and 

Treasurer of Capital Financial); Jacqueline L. Case (Vice President and Corporate Secretary of 

Capital Holdings and Vice President and Secretary of Capital Financial); and Vance C. 
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Castleman (a director of both Capital Holdings and Capital Financial).   

126. Capital Financial has reported to FINRA that Capital Holdings owns 75% or more 

of Capital Financial and directs Capital Financial’s management or policies.  In a 2009 

application for broker-dealer registration with FINRA, Capital Financial listed Capital Holdings 

as an “owner” and a “control person” of Capital Financial and also identified Wells as a “control 

person” of Capital Financial. 

127. In September 2006, Provident Royalties sought authorization from Wells when 

entering into an agreement with Capital Financial to sell one of the early Provident offerings.    

128. Capital Holdings had direct and supervisory involvement in and/or knowledge of 

the day-to-day operations of Capital Financial and therefore had the power to control or 

influence, and exercised the power to control or influence, the transactions giving rise to the 

securities violations alleged herein.  

National Holdings 

129. National Securities’ Annual Audited Reports for 2006, 2007, 2008 and 2009 

identify it as a “wholly owned subsidiary of National Holdings Corporation.”   

130. National Securities has reported to FINRA that National Holdings owns 75% or 

more of National Securities and directs National Securities’ management or policies.   

131. National Holdings and National Securities share the same address and phone 

number. 

132. National Holdings and National Securities share certain common management, 

including Mark Goldwasser, who serves as the CEO of both National Holdings and National 

Securities.  Goldwasser was apprised of developments relating to Provident Securities starting in 

October 2007 or earlier and received communications directly from PAM. 
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133. National Holdings had direct and supervisory involvement in and/or knowledge of 

the day-to-day operations of National Securities and therefore had the power to control or 

influence, and exercised the power to control or influence, the transactions giving rise to the 

securities violations alleged herein.    

NEXT Holdings 

134. NEXT’s Annual Audited Reports for 2006, 2007, 2008 and 2009 identify NEXT 

as a “wholly-owned subsidiary of NEXT Financial Holdings, Inc.” 

135. NEXT has reported to FINRA that NEXT Holdings owns 75% or more of NEXT 

and directs NEXT’s management or policies.   

136. NEXT Holdings and NEXT share the same address and phone number. 

137. NEXT Holdings and NEXT share certain common management, including 

Gordon D’Angelo (Chairman and CEO of NEXT Holdings and Chairman and CEO of NEXT), 

and three individuals—Norm Grant, David Holtz and Arthur Farr—who serve as a director for 

both NEXT Holdings and NEXT.   

138. D’Angelo, Grant, Holtz and Farr all attended a September 2008 conference in 

Laguna Niguel, California that was sponsored by Provident Royalties.   

139. Holtz and Farr both personally solicited investments in the Provident Offerings.  

Holtz sold Provident securities to NEXT investors, including on the following dates in 2008:  

April 16, April 30, May 30, July 2 and July 8.  Farr sold Provident securities to several NEXT 

investors, including on the following dates in 2008:  July 8, and October 2, 8, 13, 14, 15 and 22. 

Holtz and Farr also interacted directly with Provident Royalties personnel, including in August 

and October of 2008, respectively.  

140. NEXT Holdings had direct and supervisory involvement in and/or knowledge of 
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the day-to-day operations of NEXT and therefore had the power to control or influence, and 

exercised the power to control or influence, the transactions giving rise to the securities 

violations alleged herein.    

QA3, LLC 

141. QA3’s Annual Audited Reports for 2006, 2007, 2008 and 2009 identify it as a 

“wholly owned subsidiary of QA3, LLC.”   

142. QA3 has reported to FINRA that QA3 LLC owns 75% or more of QA3 and 

directs QA3’s management or policies.   

143. QA3, LLC and QA3 share the same address and phone number. 

144. QA3, LLC and QA3 share certain common management, including Stephen K. 

Wild (CEO and Chairman of QA3, LLC and Chairman, President and Director of QA3); Teri 

Shepherd (Executive Vice President and COO of QA3, LLC and Vice President and CFO of 

QA3); Thomas Zielinski (Vice President and Compliance Officer of QA3, LLC and Vice 

President, Compliance Officer and Director of QA3); Heather Jansen (Vice President of 

Strategic Development and Treasurer of QA3, LLC and Vice President, Treasurer and Director 

of QA3); and Dan Tobin (Vice President, Operations of QA3, LLC and Vice President, 

Operations and Director of QA3).   

145. In addition, Gregory Bolton, head of the Legal and Due Diligence Department for 

QA3, is also Vice President, General Counsel and Secretary of both QA3, LLC and QA3.   

146. QA3’s due diligence committee reports directly to QA3 LLC CEO Wild, and 

Wild supervises all department heads, including Bolton.   

147. In July 2009, Wild signed a letter notifying investors about the Provident 

bankruptcy proceedings.   
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148. QA3, LLC had direct and supervisory involvement in and/or knowledge of the 

day-to-day operations of QA3 and therefore had the power to control or influence, and exercised 

the power to control or influence, the transactions giving rise to the securities violations alleged 

herein.  

GunnAllen Holdings 

149. GunnAllen’s Annual Audited Reports for 2006, 2007, and 2008 identify it as a 

“wholly-owned subsidiary of GunnAllen Holdings, Inc.”   

150. Until April 2009, GunnAllen Holdings and GunnAllen shared the same address 

and phone number in Tampa, Florida and shared the same Chief Executive Officer, Gordon 

Loetz.   

151. GunnAllen Holdings had direct and supervisory involvement in and/or knowledge 

of the day-to-day operations of GunnAllen and therefore had the power to control or influence, 

and exercised the power to control or influence, the transactions giving rise to the securities 

violations alleged herein. 

COUNT III 
BREACH OF FIDUCIARY DUTY 

AGAINST THE BROKER DEFENDANTS 

152. Plaintiffs repeat and reallege the allegations contained in the foregoing paragraphs 

as if fully set forth herein. 

153. The Broker Defendants acted in a fiduciary capacity to the Plaintiffs and Class 

members who purchased Provident securities from them.  By reason of, among other things, the 

Broker Defendants’ representations and their role and responsibilities with respect to the 

Provident Offerings, the Broker Defendants owed fiduciary duties to Plaintiffs and the Class with 

respect to the management and protection of the Class’s funds invested in the offerings. 
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154. The Broker Defendants were under a fiduciary duty to deal fairly with Plaintiffs 

and the Class and to communicate promptly to them all material facts that they knew or should 

have known with respect to the true nature of the investments in the Provident entities. 

155. As set forth in ¶¶ 93-98, the PPMs contained untrue statements of material fact 

and omitted other material facts necessary to make the statements in the PPMs not misleading.  

Among other things, the PPMs failed to disclose the commingling of the funds invested in other 

Provident Rule 506 Entities, the failure to invest all of the proceeds as represented in the PPMs 

and that the funds received from one offering were used to pay dividends to investors in prior 

offerings.   

156. In breach of their fiduciary duties, the Broker Defendants failed to conduct 

reasonable due diligence of the Provident entities, and failed to disclose that the PPMs had 

misrepresented or omitted material facts as set forth in ¶¶ 93-98, and failed to conduct proper due 

diligence in conformance with their fiduciary duties.   

157. As a result of the Broker Defendants’ misconduct, Plaintiffs and the Class have 

suffered damages. 

CLASS ACTION ALLEGATIONS 
 

158. Plaintiffs bring this action pursuant to Rules 23(a) and 23(b)(3) of the Federal 

Rules of Civil Procedure. 

159. This class action is filed on behalf of a Class of all investors who purchased 

Provident securities from the Broker Defendants in the following offerings:  Shale II, Shale 3, 

Shale 4, Provident Energy 1, Shale 5, Shale 6, Provident Energy 2, Shale 7, Shale 8, Shale 9, 

Shale 10, Shale 12, Shale 14, Shale 15, Shale 16, Shale 17, Shale 18, Shale 19, Shale 20 and 

Provident Energy 3. 
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160. Excluded from the Class are the Defendants, any entity that is a parent or 

subsidiary of, or is controlled by any Defendant, and the officers, directors, affiliates, legal 

representatives, predecessors, successors and assigns of any Defendant.  The Provident entities 

are also excluded from the Class, along with any entity that is a parent or subsidiary of, or is 

controlled by, any Provident entity, and the officers, directors, affiliates, legal representatives, 

predecessors, successors and assigns of any Provident entity. 

161. The Class satisfies the requirements of Rule 23(a) and 23(b)(3) of the Federal 

Rules of Civil Procedure including numerosity, typicality, adequacy, commonality, 

predominance and superiority.  

162. Numerosity.  The members of the Class are so numerous that joinder of all 

members would be impracticable.  The number of Class members is estimated to be in the 

thousands.  The names and addresses of Class members can be ascertained from the books and 

records of Provident Royalties and Defendants.  Notice can be provided to Class members by 

first-class mail, using techniques and a form of notice similar to those customarily used in class 

actions. 

163. Typicality.  Plaintiffs’ claims are typical of the claims of the other Class members 

because they arise from and are based on the same untrue statements of material fact or 

omissions of material facts made by Defendants in the PPMs.  Plaintiffs do not have any interests 

antagonistic to, or in conflict with, the Class. 

164. Adequacy.  Plaintiffs will fairly and adequately represent and protect the interests 

of the Class members.  Plaintiffs have retained competent counsel experienced in class actions 

and securities. 

165. Commonality and Predominance.  Common questions of law and fact exist as to 

Case 3:09-cv-01568-F   Document 116    Filed 09/09/10    Page 50 of 53   PageID 1063



 

 50

all Class members and predominate over any questions affecting solely individual Class 

members.  Among the questions of law and fact common to the Class are: 

a. Whether Defendants are liable under the Texas Securities Act as alleged 

herein;  

b. Whether Defendants breached their fiduciary duties as alleged herein; and 

c. The extent of injuries sustained by the Class and the appropriate measure 

of damages. 

166. Superiority.  A class action is superior to other available methods for the fair and 

efficient adjudication of this controversy.  Since the damages suffered by individual Class 

members may be relatively small, the expense and burden of individual litigation make it 

impossible for the Class members to seek redress for the wrongful conduct alleged.  Plaintiffs 

know of no difficulty that will be encountered in the management of this litigation that would 

preclude its maintenance as a class action. 

PRAYER FOR RELIEF 
 
WHEREFORE, Plaintiffs pray for relief and judgment, as follows: 
 
A. Determining that this action is a proper class action, certifying Plaintiffs as 

representatives of the Class under Rule 23 of the Federal Rules of Civil Procedure and Plaintiffs’ 

counsel as counsel for the Class; 

B. Awarding Plaintiffs and Class members rescission or damages against all 

Defendants; 

C. Awarding Plaintiffs and Class members compensatory damages against all 

Defendants, for all damages sustained as a result of Defendants’ wrongful conduct in an amount 

to be proven at trial; 
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D. Awarding Plaintiffs and Class members pre- and post-judgment interest; 

E. Awarding Plaintiffs and Class members their reasonable costs and expenses 

incurred in this action, including counsel fees and expert fees; and 

G. Granting such other and further relief as the Court may deem just and proper. 

JURY TRIAL DEMANDED 

Plaintiffs hereby demand a trial by jury. 

 
Dated:  September 9, 2010 

GIRARD GIBBS LLP 
 

By:      /s/  Daniel C. Girard              
 
Daniel C. Girard 
Jonathan K. Levine 
Amanda M. Steiner 
Christina H.C. Sharp 
601 California Street, 14th Floor 
San Francisco, CA  94108 
Tel:  (415) 981-4800 
 
 

  Susan Salvetti 
  Sona R. Shah 
 ZWERLING, SCHACHTER &  
     ZWERLING, LLP 
  41 Madison Avenue 

New York, NY  10010 
Tel:  (212) 223-3900 
 
 
Dan Drachler 

  ZWERLING, SCHACHTER &  
     ZWERLING, LLP 
  1904 Third Avenue, Suite 1030 

Seattle, WA 98101 
Tel:  (206) 223-20530 
 
Interim Co-Lead Plaintiffs’ Counsel 
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Lewis T. LeClair 
McKOOL SMITH P.C. 
State Bar No. 12072500 
300 Crescent Court, Suite 1500  
Dallas TX 75201  
Tel: 214.978.4984  
Fax: 214.978.4044  
Email:  lleclair@mckoolsmith.com 
 
Liaison Plaintiffs’ Counsel 

 
 
  Ari H. Jaffe 

KOHRMAN JACKSON & KRANTZ, PLL 
  One Cleveland Center, 20th Floor 

Cleveland, OH  44114 
Tel:  (216) 696-8700 
 
Jeffrey W. Chambers 
WARE JACKSON LEE &  
CHAMBERS L.L.P.       
America Tower 
2929 Allen Pkwy 
Houston, TX  77019 
Tel:  (713) 659-6400 
 
David M. Foster 
DAVID M. FOSTER PC 
30833 Northwestern Highway 
Suite 209 
Farmington Hills, MI 48334 
Tel:  (248) 855-0940  
 
Plaintiffs’ Counsel 
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Exhibit C   

Untrue and Misleading Statements of Material Fact in PPMs for Stock Offerings 

 

Offering PPM Broker-
dealers 
are paid a 
1% “due 
diligence 
fee.” 
(¶ 94) 

The entity 
has “no 
prior 
operating 
history, no 
significant 
assets and 
no current 
cash flow” 
(¶ 95) 

Investor funds 
are deposited 
into escrow or 
bank account 
for and 
become the 
property of the 
Rule 506 
Entity. (¶ 95) 

85% or 86% 
of investor 
funds to be 
used for oil 
and gas 
investments. 
(¶ 95) 

Payment of dividends is 
“subject to the 
profitability and cash 
flow” of the entity. (¶ 96)  

“The Properties and Oil 
and Gas Investments are 
anticipated to produce 
returns to the 
Corporation that are 
greater than the 
dividends likely to be 
paid on the Preferred 
Stock.”  (¶ 96) 

Identification 
of the entity’s 
management. 
(¶ 98) 

Shale Royalties 
II, Inc. 

Pages 
12, 15 

Pages 1, 
6, 18 

Page 12 
(bank 

account) 

Page 15 
(85%) 

Page 6 (“The 
Corporation may not 

generate sufficient cash 
flow or projects to 

make dividend 
payments or redeem the 

Preferred Stock.”) 

Page 8 (“While the 
Corporation believes 
that the Corporation 
will have adequate 
cash flow to make 

timely payments on 
the Preferred Stock, 

there can be no 
assurance that the 

Corporation will have 
sufficient cash flow 
or other resources to 

make timely 
payments of 

dividends on, and the 
Redemption Price of, 
the Preferred Stock.”)

Pages 6-7 
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Offering PPM Broker-
dealers 
are paid a 
1% “due 
diligence 
fee.” 
(¶ 94) 

The entity 
has “no 
prior 
operating 
history, no 
significant 
assets and 
no current 
cash flow” 
(¶ 95) 

Investor funds 
are deposited 
into escrow or 
bank account 
for and 
become the 
property of the 
Rule 506 
Entity. (¶ 95) 

85% or 86% 
of investor 
funds to be 
used for oil 
and gas 
investments. 
(¶ 95) 

Payment of dividends is 
“subject to the 
profitability and cash 
flow” of the entity. (¶ 96)  

“The Properties and Oil 
and Gas Investments are 
anticipated to produce 
returns to the 
Corporation that are 
greater than the 
dividends likely to be 
paid on the Preferred 
Stock.”  (¶ 96) 

Identification 
of the entity’s 
management. 
(¶ 98) 

Shale Royalties 
3, LLC 

Pages 
14, 17 

Pages 1, 
7, 25 

Page 14 
(bank 

account) 

Page 17 
(85%) 

Page 7 (“The Company 
may not generate 

sufficient cash flow or 
projects to make 

distribution payments 
or redeem the Class A 

Units.”) 

Page 23 (“The 
Properties and Oil 

and Gas Investments 
are anticipated to 

produce returns to the 
Company that are 
greater than the 

distributions likely to 
be paid on the Class 

A Units.”) 

Pages 7-9 

Shale Royalties 
4, Inc. 

Pages 
14, 17 

Pages 1, 
8 

Pages 15, 17 
(bank 

account) 

Page 17 
(85%) 

Page 7 (“The 
Corporation may not 

generate sufficient cash 
flow or projects to 

make dividend 
payments or redeem the 

Preferred Stock.”) 

Page 20 Pages 8-9 

Shale Royalties 
5, Inc. 

Pages 
13, 16 

Pages 1, 
7, 21 

Pages 2, 14 
(escrow) 

Pages 16-17 
(85%) 

Page 1 Page 20 Pages 7-8 
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3 
 

Offering PPM Broker-
dealers 
are paid a 
1% “due 
diligence 
fee.” 
(¶ 94) 

The entity 
has “no 
prior 
operating 
history, no 
significant 
assets and 
no current 
cash flow” 
(¶ 95) 

Investor funds 
are deposited 
into escrow or 
bank account 
for and 
become the 
property of the 
Rule 506 
Entity. (¶ 95) 

85% or 86% 
of investor 
funds to be 
used for oil 
and gas 
investments. 
(¶ 95) 

Payment of dividends is 
“subject to the 
profitability and cash 
flow” of the entity. (¶ 96)  

“The Properties and Oil 
and Gas Investments are 
anticipated to produce 
returns to the 
Corporation that are 
greater than the 
dividends likely to be 
paid on the Preferred 
Stock.”  (¶ 96) 

Identification 
of the entity’s 
management. 
(¶ 98) 

Shale Royalties 
6, Inc. 

Pages 
14, 17 

Pages 1, 
8, 22 

Pages 2, 15 
(escrow) 

Page 17 
(85%) 

Page 1 Page 20 Pages 8-9 

Shale Royalties 
7, Inc. 

Pages 
16, 20 

Pages 1, 
9, 25 

Pages 2, 17 
(escrow) 

Page 20 
(86%) 

Page 1 Page 24 Pages 9-11 

Shale Royalties 
8, Inc. 

Pages 
16, 20 

Pages 1, 
9, 26 

Pages 2, 17 
(escrow) 

Page 20 
(86%) 

Page 1 Page 24 Pages 9-11 

Shale Royalties 
9, Inc. 

Pages 
16, 20 

Pages 1, 
9, 25 

Pages 2, 17 
(escrow) 

Page 20 
(86%) 

Page 1 Page 24 Pages 9-11 

Shale Royalties 
10, Inc. 

Pages 
16, 20 

Pages 1, 
9, 25 

Pages 2, 17 
(escrow) 

Page 20 
(86%) 

Page 1 Page 24 Pages 9-11 

Shale Royalties 
12, Inc. 

Pages 
15, 18 

Pages 1, 
8, 23 

Pages 16, 17 
(bank 

account) 

Page 18 
(86%) 

Page 1 Page 22 9-10 

Shale Royalties 
14, Inc. 

Pages 
16, 18 

Pages 1, 
9, 24 

Pages 16, 18 
(bank 

account) 

Page 18 
(86%) 

Page 1 Page 22 Pages 9-10 
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4 
 

Offering PPM Broker-
dealers 
are paid a 
1% “due 
diligence 
fee.” 
(¶ 94) 

The entity 
has “no 
prior 
operating 
history, no 
significant 
assets and 
no current 
cash flow” 
(¶ 95) 

Investor funds 
are deposited 
into escrow or 
bank account 
for and 
become the 
property of the 
Rule 506 
Entity. (¶ 95) 

85% or 86% 
of investor 
funds to be 
used for oil 
and gas 
investments. 
(¶ 95) 

Payment of dividends is 
“subject to the 
profitability and cash 
flow” of the entity. (¶ 96)  

“The Properties and Oil 
and Gas Investments are 
anticipated to produce 
returns to the 
Corporation that are 
greater than the 
dividends likely to be 
paid on the Preferred 
Stock.”  (¶ 96) 

Identification 
of the entity’s 
management. 
(¶ 98) 

Shale Royalties 
15, Inc. 

Pages 
16, 19 

Pages 1, 
9, 24 

Pages 16, 18 
(bank 

account) 

Page 18 
(86%) 

Page 1 Page 23 Pages 9-11 

Shale Royalties 
16, Inc. 

Pages 
16, 19 

Pages 1, 
9, 24 

Pages 16, 18 
(bank 

account) 

Page 18 
(86%) 

Page 1 Page 22 Pages 9-11 

Shale Royalties 
17, Inc. 

Pages 
16, 19 

Pages 1, 
9, 24 

Pages 16, 18 
(bank 

account) 

Page 18 
(86%) 

Page 1 Page 22 Pages 9-11 

Shale Royalties 
18, Inc. 

Pages 
16, 19 

Pages 1, 
9, 25 

Pages 17, 19 
(bank 

account) 

Page 19 
(86%) 

Page 1 Page 23 Pages 9-10 

Shale Royalties 
19, Inc. 

Pages 
16, 19 

Pages 1, 
9, 25 

Pages 17, 19 
(bank 

account) 

Page 19 
(86%) 

Page 1 Page 23 Pages 10-11 

Shale Royalties 
20, Inc. 

Pages 
16, 19 

Pages 1, 
9, 25 

Pages 17, 19 
(bank 

account) 

Page 19 
(86%) 

Page 1 Page 23 Pages 10-11 
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Exhibit D  

Untrue and Misleading Statements of Material Fact in PPMs for Partnership Offerings 

 

Partnership 
Offering 
PPM 

Broker-
dealers are 
paid a 9% 
sales 
commission. 
(¶ 94) 

“The Partnership is 
recently formed and 
has no significant 
operating history, 
assets or current cash 
flow.” (¶ 95) 

Investor funds are 
deposited into a 
bank account for 
and become the 
property of the Rule 
506 Entity. (¶ 95) 

83% or 85% of 
investor funds to 
be used for oil 
and gas 
investments. 
(¶ 95) 

“The managing partner will, 
in its discretion, after 
providing for the satisfaction 
of the current debts and 
obligations of the Partnership, 
make distributions to Investor 
Partners, at least quarterly, 
out of the Partnership net cash 
flow.” (¶ 96)  

Identification of 
the partnership’s 
management. 
(¶ 98) 

Provident 
Energy 1, 

LP 

Pages 6, 
14, 16, 20 

Page 47 (“no prior 
activities, no 

significant assets 
and no current cash 

flow”) 

Pages 1, 6, 14  Pages 7, 20 
(83%) 

Page 45 Pages 21-22 

Provident 
Energy 2, 

LP 

Pages 6, 
15, 17, 21 

Page 26 Pages 1, 6, 15 Pages 7, 21 
(85%) 

Page 47 Pages 23-24 

Provident 
Energy 3, 

LP 

Pages 5, 
14, 15, 18 

Page 22 Pages 1, 5, 14 Pages 6, 18 
(85%) 

Page 44 (“The Managing 
Partner intends to review 
the accounts of the 
Partnership on a quarterly 
basis and determine 
whether cash distributions 
are appropriate and the 
amount to be distributed, if 
any.”) 

Pages 19-21 
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CERTIFICATE OF SERVICE 
 

 On September 9, 2010, I electronically submitted the foregoing document with the clerk 

of court for the U.S. District Court, Northern District of Texas, using the electronic case filing 

system of the court. I hereby certify that I have served all counsel and/or pro se parties of record 

electronically or by another manner authorized by Federal rule of Civil Procedure 5 (b)(2).  

 
By:  /s/ Daniel C. Girard   
 Daniel C. Girard 
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