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SUMMARY

The document is a memorandum opinion from the United States District Court for the Middle District
of Tennessee addressing motions to dismiss in a cryptocurrency-investment fraud action. The court
analyzes personal jurisdiction over individual defendants under the Securities Exchange Act and
RICO, including purposeful availment and relatedness, and concludes that most plaintiffs’ RICO
claims should be dismissed for lack of personal jurisdiction while considering the claims of two
Tennessee plaintiffs. The opinion also references fraud, deceit, conversion, and securities-law claims.
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PROCEDURAL POSTURE Plaintiffs brought federal securities-fraud and RICO claims, along with
Tennessee-law fraud, deceit, and conversion claims. Defendants
Sgherzi, Minty, and Ianello moved to dismiss under Federal Rules of
Civil Procedure 12(b)(2) and 12(b)(6).

STANDARD OF REVIEW On a Rule 12(b)(2) motion decided on written submissions, the
plaintiff must make a prima facie showing of personal jurisdiction, and
the court construes pleadings and affidavits in the plaintiff's favor
without weighing conflicting defense assertions. On a Rule 12(b)(6)
motion, the court accepts well-pleaded factual allegations as true,
draws reasonable inferences for the plaintiff, and determines whether
the complaint plausibly states a claim. Fraud-based claims must satisfy
Federal Rule of Civil Procedure 9(b), and securities-fraud claims must
also satisfy the PSLRA's heightened pleading requirements.
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QUESTIONS PRESENTED

1. Whether the court could exercise personal jurisdiction over Sgherzi, Minty, and Ianello under the
Exchange Act and RICO.

2. Whether plaintiffs other than Megibben and Spence established that their RICO claims arose from
defendants' contacts with Tennessee.

3. Whether the securities-fraud claims satisfied Federal Rule of Civil Procedure 9(b) and the PSLRA's
particularity and scienter requirements.

4. Whether Megibben and Spence sufficiently pleaded RICO predicate acts of wire fraud and money
laundering under Rule 9(b).

5. Whether the court should exercise supplemental jurisdiction over the state-law fraud, deceit, and
conversion claims after dismissing the federal claims.

HOLDINGS

1. Section 78aa of the Securities Exchange Act confers personal jurisdiction in a federal district court over
defendants with minimum contacts with the United States, and the court had personal jurisdiction over
Sgherzi, Minty, and Ianello for the securities-fraud claims.

2. For RICO claims, Section 1965(a) does not itself establish personal jurisdiction; the court must first
identify a defendant with traditional forum-state contacts under Rule 4(k)(1)(A) and the forum's long-
arm statute, after which Section 1965(b) may extend jurisdiction to other defendants if the ends of
justice require it.

3. Plaintiffs other than Megibben and Spence failed to establish that their RICO claims were connected to
or arose from defendants' contacts with Tennessee, so those claims were dismissed for lack of personal
jurisdiction.



4. The securities-fraud claims failed because the complaint did not plead the alleged misrepresentations
with the who, what, where, when, and why required by Rule 9(b) and the PSLRA, and did not plead
particularized facts creating a strong inference of scienter.

5. Megibben and Spence's RICO claims failed because the alleged wire fraud and money laundering
predicate acts were not pleaded with the particularity required by Rule 9(b).

6. After dismissing all claims within original federal jurisdiction, the court declined to exercise
supplemental jurisdiction over the state-law fraud, deceit, and conversion claims.

KEY QUOTATIONS

“[Section] 1965(a) provides for venue, not jurisdiction.” (Section IV.B.ii)

“In short, to survive the heightened pleading requirements of Rule 9(b) and the PSLRA, a securities fraud
complaint must “allege the who, what, where, when, and why of the fraudulent statements.”” (Section V.B.i)

“If the federal claims are dismissed before trial, the state claims generally should be dismissed as well.”
(Section VI)

FACTUAL BACKGROUND

Twenty-six plaintiffs alleged that defendants operated cryptocurrency-investment schemes involving PCC, Xeta,
and related entities, induced investments through false representations, and misappropriated investor funds. The
complaint identified only two Tennessee-based investors, Megibben and Spence, and alleged that defendants
communicated with Tennessee investors directly and through an alleged Tennessee agent. The complaint
asserted Exchange Act and Rule 10b-5, RICO, fraud and deceit, and conversion claims.

PROCEDURAL HISTORY

Plaintiffs filed a First Amended Complaint alleging cryptocurrency-investment fraud and related federal and
state claims. Only Minty, Sgherzi, and Ianello had been served and moved to dismiss. The court granted the
motions, dismissed most federal claims for lack of personal jurisdiction, dismissed the remaining federal claims
for failure to satisfy heightened pleading requirements, and declined supplemental jurisdiction over the state-law
claims.

DISPOSITION

dismissed
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