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)

COMPLAINT

Plaintiff Securities and Exchange Commission alleges:

I. INTRODUCTION

1. Norman Stumacher, a certified public accountant, while serving as auditor to Video
Without Boundaries, Inc. (“Video™), a then Fort Lauderdale, Florida-based consumer electronics
company, issued audit reports falsely stating Video’s financial statements were presented in
conformity with generally accepted accounting principles (“GAAP”). Stumacher’s reports further
falsely represented that his audits were conducted in accordance with generally accepted auditing
standards (“GAAS”).

2.  These representations were false becaﬁse Video’s financial statements contained
numerous departures from GAAP. In fact, because Video’s management engaged in a massive
accounting fraud, Video’s Forms 10-KSB for 2002 and 2003 materially overstated the company’s
revenues and assets and materially understated its net losses. Moreover, contrary to Stumacher’s
audit reports, his audits were not conducted in accordance with GAAS because he utterly failed to
comply with professional standards related to field work and general standards in the performance

of his audits.



II. DEFENDANT
3.  Stumacher, 81, resides in Bellmore, Nevs} York. He has been licensed as a CPA in
New York since 1965, and his license is active through September.2008. He was also admitted
to practice law in New York in 1962. Videb engaged Stumacher as its auditor from April 2001
to February 2005.

III. JURISDICTION AND VENUE

4.  This Court has jurisdiction over this action pursuant to Sections 21(d) and 27 of the
Securities Exchange Act of 1934 (“Exchange Act”), 15 U.S.C. §§ 78u(d) and 78aa.

5. Venue is proper in the Southern District of Florida because many of Stumacher’s
acts constituting violations of the Exchange Act occurred in the Southern District of Florida.
Video’s principal office was located in the Southern District of Florida.

6. Stumacher,. directly and indirectly, has made use, in the United States, of the means
or instrumentalities of interstate commerce, the means or instruments of transportation or
communication in interstate commerce, and/or the mails, in connection with the acts, practices,
and courses of business set forth in this complaint.

IV. VIDEO’S FNANCIAL STATEMENTS WERE NOT
PRESENTED IN CONFORMITY WITH GAAP

7.  Video, incorporated in 1999, is a consumer electronics company based in Fort
Lauderdale, Florida. Since 1999, Video’s common stock has been registered with the Commission
pursuant to Section 12(g) of the Exchange Act. Video changed its name to MediaREADY, Inc. in
August 2006 and, in April 2008, again changed its name to China Logistics Group, Inc.

8.  Stumacher audited Video’s 2002 and 2003 annual financial statements and issued
audit reports containing unqualified audit opinions, representing that the financial statements were

presented in conformity with GAAP and that he conducted his audits in accordance with generally



GAAS. As described below, these representations were false.

A. Video’s 2002 Revenues Were Not Presented in Conformity with GAAP

9. In May 2002, Video sighed a consulting agreement to provide services to
Cornerstone Entertainment, Inc., an entertainment comi:)any, in exchange for 650,000 shares ovf
Cornerstone stock. Although Video received the shares, it never provided any services to
Cornerstone. Yet, in its 2002 Form 10-KSB, contrary to GAAP, Video improperly recognized
$325,000 in revenues for services provided to Cornerstone. This directly contradicted Video’s
statements in its 2002 Form 10-KSB that ‘it recognized services “when the services are
performed.” Furthermore, the $325,000 constituted 98% of Video’s reported $331,000 revenue
for the year.

10. Moreover, in its 2002 and 2003 annual filings, Video reported a $114,000 stock
dividend of Cornerstone shares to Video shareholders, even though Video never issued such a
dividend. Video did not reverse these baseless entries until it filed its amended 2002 Form 10-
KSB in June 2005.

B. Video’s 2003 Revenues Were Not Presented in Conformity with GAAP

11.  Graphics Distribution, Inc. (“Graphics”), a distributor of Video’s products since
2003, is in the business of developing, selling, and distributing electronic products. Video and
Graphics had an informal understanding under which Video could ship its products to Graphics’
warehouse, but Graphics was not obligated to pay for them until it sold the products to third
parties.

12. Video used this arrangement with Graphics to inflate its revenue in 2003. In its
2003 Form 10-KSB, nearly 99% of Video’s reported revenue — $189,000 of about $191,000 —
was based on Video’s purported sales to Graphics. In fact, Video did not sell any merchandise to

Graphics in 2003. The company simply inflated its revenue by fraudulently recognizing



products shipped to Graphics for potential sales as actually having been sold.

C. Video Restates its Financial Statements

13. In February 2005, Video retained a new auditor who determined it could not rely on
the 2002 and 2003 audits. As a result, Video restated its financial statements for the year ended
December 31, 2002 in June 2005 and again in September 2005. Video restated its financial
statements for the year ended December 31, 2003 in September 2005. The restatement showed
Video’s accounting fraud had created material misstatements of the company’s revenues, net

losses, and total assets, as shown in the following table:

Revenues Net Loss Total Assets
Period Filing Originally As % Originally As Misstat Originally As %
Ended Type Reported Restated Misstated Reported Restated ed Reported Restated Misstated
12/31/02 10-KSB $330,621 $5,621 5,782% $(923,076) $(1,054,702) 12% $394,545 $104,888 276%
12/31/03 10-KSB $190,770 $1,770 10,678% | $(1,262,302) $(1,870,252) 33% $874,877 $519,673 68%

As the table above illustrates, Video’s financial statements for 2002 and 2003 were not presented
in conformity with GAAP.

V. STUMACHER FAILED TO EXERCISE PROFESSIONAL DUE CARE
IN CONNECTION WITH VIDEO’S 2002 AND 2003 AUDITS

14.  Stumacher issued audit reports containing unqualified audit opinions on Video’s
2002 and 2003 annual financial statements, represventing that he conducted his audits in
accordance with GAAS. These representations were false because Stumacher’s audits
constituted significant departures from GAAS and professional standards related to field work,
including standards related to evidential matter, audit risk and materiality, consideration of fraud,
analytical procedures and documentation, and general standards, including due professional care

in the performance of the audits.



15. Under the professional standards related to field work, Stumacher failed to consider
audit risk, fraud, and materiality when planning and performing the audits of Video’s financial
statements. Stumacher did not develop nor document any audit procedures to assess audit risk.
He failed to consider adequately audit risk or identify significant business risks or unusual
reporting issues.

16. Additionally, in performing his field work, Stumacher was required to obtain
corroborating evidential matter to support the accounting information Video provided. However,
Stumacher failed to review any corroborating evidential matter, other than the Cornerstone
consulting agreement provided to him by Video’s management. He rﬁade no other efforts to
obtain or review any corroborating evidential matter concerning that agreement, :the value of the
Comerstone stock, or the 2003 recorded sales to Graphics.

17. Among other failures related to the auditing standards of field work, Stumacher
failed to verify or perform any tests on any of the account balances in the general ledgers, failed
to perform any procedures to identify related party transactions, and failed to perform any
analytical procedures.

18.  Stumacher also failed to prepare and maintain audit documentation to support his
audit conclusions or to show a reasonable basis for his audit reports containing unqualified
opinions on Video’s 2002 and 2003 financial statements. Stumacher failed to create any audit
programs, worksheets, schedules or analyses, planning or other memoranda, engagement or
management representation letters, or documents reflecting that he observed auditing standards

19.  Video paid Stumacher $50,000 in connection with his audits of the company’s 2002

and 2003 financial statements.



V1. CLAIMS FOR RELIEF

COUNT1I

Stumacher Violated Section 10(b) of the
Exchange Act and Rule 10b-5

20. The Commission repeats and realleges its allegations set forth in paragraphs 1
through 19 of this complaint as if fully restated herein.

21. In conmnection with his audits of Video’s 2002 and 2003 financial statements,
Stumacher, directly and indirectly, by use of the means or instruments of transportation or
communication in interstate commerce or by use of the mails, or of any facility of any national
securities exchange, in connection with the purchase or sale of securities, as described herein,
knowingly, willfully, or recklessly: (i) employed devices, schemes or artifices to defraud; (ii)
made untrue statements of material facts and omitted to state material facts necessary in order to
make the statements made, in the light of the circumstances under which they were made, not
misleading; and/or (iii) engaged in acts, practices and courses of business which have operated,
are now operating and will continue to operate as a fraud upon the purchasers of such securities.

22. By reason of the foregoing, Stumacher, directly and indirectly, violated Section
10(b) of the Exchange Act,15 U.S.C. § 78j(b), and Rule 10b-5 thereunder, 17 C.F.R. § 240.10b-

5.



RELIEF REQUESTED

WHEREFORE, the Commission respectfully requests that the Court:
L

Declaratory Relief

Declare, determine and find that Stumacher has committed the violations of the federal
securities laws alleged herein.
I
Disgorgement
Issue an order directing Stumacher to disgorge all ill-gotten profits or proceeds he
received as a result of the acts and/or courses of conduct alleged in this complaint with
prejudgment interest.
1.
Penalties
Issue an order directing Stumacher to pay a civil money penalty pursuant to Section 20(d)
of the Securities Act, 15 U.S.C. § 77t(d); and Section 21(d) of the Exchange Act, 15 U.S.C. §
78(d)(3).
IV.

Further Relief

Grant such other and further relief as may be necessary and appropriate.
V.

Retention of Jurisdiction

Further, the Commission respectfully requests that the Court retain jurisdiction over this

action in order to implement and carry out the terms of all orders and decrees that may hereby be



entered, or to entertain any suitable application or motion by the Commission for additional

relief within the jurisdiction of this Court.
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