Filed on behalf of the Petitioner

Russell Talbot

First affidavit

Sworn this   day of October, 2004

IN THE GRAND COURT OF THE CAYMAN ISLANDS

CAUSE NO          OF 2004

IN THE MATTER OF THE COMPANIES LAW (2004 REVISION) 

AND IN THE MATTER OF PARADIGM INTERNATIONAL LIMITED
AFFIDAVIT

I, Russell Kenneth Talbot, of 32 Island Pines, SMB, Grand Cayman MAKE OATH and SAY as follows:-

Background

1.
I am a South African national, aged 37 who has been engaged in the wine industry for the past 2 ½ years as a salesman.

2.
In February 2003 I commenced employment with New Fine Wines Marketing B.V. (‘NFW’), a company incorporated in the Netherlands and operating out of Schipol. At the time I believed NFW to be owned by Paradigm Holdings Limited (‘Paradigm’), a company owned by Robert Middlemiss (Middlemiss) and incorporated in the Cayman Islands. I was employed to sell wine purchased by Architects of Wine Limited  (“AoW”) which Middlemiss told me was a subsidiary of Paradigm. I was based in the Netherlands. My responsibility was to contact persons on a list supplied by my employer and offer to sell them contracts to purchase wine being produced by a number of wine producers in Europe. The contact list consisted of persons largely in the medical profession in the United States of America. Many of the persons who we were soliciting had been persons who had previously bought wine contracts from a Company known as Seed International (“Seed”). To my knowledge Seed was not owned or controlled by Middlemiss and he told us repeatedly that he had nothing to do with this company. He told us that AoW had sold wine to Seed and when Seed ran into financial difficulty and could not pay him he made arrangements to take over the Seed customer list and the contracts they had.

 3.
If a purchaser were to sign up for our program he was promised wine at original production prices. This wine would be stored in a warehouse in Switzerland for the purchaser and the purchaser was given the option of either keeping the wine for himself, selling the wine to third parties or offering to sell the wine to a company known as AVE International (“AVE”). I was told by Middlemiss that AVE was an international wine distribution company which might be interested in purchasing wine from AoW customers. We were also told by Middlemiss to explain to potential customers that AVE was part of the Paradigm alliance and that, while we could not promise that AVE would purchase a customer’s wine, it would be in the best interest of AVE and the customer for a purchase to take place. In addition we were instructed to inform customers of the AVE consent form and to explain that it had to be executed and returned in order to have AVE  even contemplate purchasing wine from a customer. Now produced and shown to me  marked as “RKT-1” is a copy of the consent form. 

4.
Early in 2003 my employer told me that I must re-locate myself to the Cayman Islands if I wished to continue to be employed by the company. 

5. 
I was never fully compensated with respect to the financial arrangements I had agreed to. The company which employed me seemed to be experiencing financial difficulties and while I was very concerned there was very little I could do as I could not afford to quit without another job and I could not afford to leave the island. Although I was employed by NFW my salary was actually paid through Randstadt, an employment agency based in the Netherlands. I have since learned that the agency has not been reimbursed for monies paid to me and other employees / creditors in the Netherlands, which totals approximately EUR 151,234. Now produced and shown to me marked as “RT-2” is a copy of a ledger showing these outstanding payments.

6. 
When Paradigm rented the premises at Strathvale House AoW established a physical presence in the Cayman Islands. The office consists of sixteen personnel whom 13 were employed as salesmen. Sales commission continued to accrue to myself and other employees but was not actually paid. Meanwhile the sales team were encouraged by management which consisted of Middlemiss, Philip Bamford, Alun Williams, Andrew Crosley, Joel Barrere and Osaman Sultan to find increasing amounts of income for the company from the existing customer base by offering new AoW contracts; Middlemiss and his managers became increasingly adamant that we keep our existing customers to their contractual payments. AVE were also sending customers invitations to bid their wines. To my knowledgfe two payments were actually made by AVE to customers with whom AVE had agreed to purchase wine, but after February 2004 no further payments were made. Customer discontent became overwhelming.

7.
Many of the persons who had purchased contracts were being pushed to make instalment payments on old wine purchases and enter into new contracts to purchase more wine while at the same time they were not being paid for wine sale agreements that they had made with AVE. We received many complaints about this. Now produced and shown to me marked “RT-3” are copies of these complaint letters.

8. 
In mid October 2003 the Cayman Islands staff received a visit from the UK management team consisting of Middlemiss and the two senior managers, Joel Barrere, and Osaman Sultan. The management team stated to the sales staff that the company was not in financial trouble but was experiencing cash flow problems due to rapid expansion. We were told that it was imperative to keep existing customers to their payment plans and to also further promote purchases of wine contracts which were becoming available in return for a waiver on initial cash deposits previously required under the old contracts. This new program had been specifically designed to boost cash flow and increase revenues. This approach met with limited success and only a handful of customers took up this offer.

9. 
In March 2004, both the Chief Financial Officer, Diana Church, and the on-island accountant Richard Cranswick, resigned; after enquiring of Richard I was told that this was dismissal action by the company.

10. 
In March 2004, AVE made another round of offers to customers of AoW. To my knowledge none of these offers have been considered or accepted. AVE had by this point agreed to purchase significant quantities of wine, although payments had not been made on agreed purchases from February 2004. After asking repeatedly for details as to why these payments had not been made, I was told that it was simply that Middlemiss had not yet signed the cheques. In mid March Middlemiss signed the cheques and several customers received them, however many complained that they were unable to cash them

11. 
By the end of April 2004, to my knowledge, no further AVE cheques had been sent. I again enquired why and was told by Middlemiss and his managers that legal action in the United States had delayed payment.

12. 
We were also told that alternative banking arrangements had been made for AoW payments in light of legal action, injuctions and restraining orders set in place in New York against company accounts. Customers were to be informed of the change in payments instructions. At this time, we were told that customers cheques were to be couriered to the United Kingdom, as accounts had been set up there to accommodate this change.

13. 
Although I was unaware at the time, by the end of February 2004 a complaint had been filed in the State of Arkansas Securities Department against AoW with regard to provisions by the Arkansas Securities Act. In short it was alleged the modus operandi of AoW to target financially unsophisticated members of the medical profession, sell the securities in wine companies even though AoW was not licensed to sell such securities, transfer the funds to offshore accounts in the Cayman Islands and elsewhere, then demand even more money from their “marks”, when they seek a return of any portion of their funds. A Cease and Desist Order was issued in Arkansas against AoW and related parties on March 4th, 2004. As a result of the order the Bank of New York stopped accepting electronic payments that were intended for the benefit of AoW and customers were requested to send cheques in furtherance of their obligations. Some two weeks later customers were requested to remit funds to the company account at First Caribbean Bank. Now produced and shown to me marked “RT-4”  are copies of the website information concerning the securities violation.

14.
In addition the United States office of the Comptroller of the Currency issued the following notification to all US banks against AoW:

‘The Office of the Comptroller of the Currency (OCC) has received information regarding enforcement actions taken by multiple state regulatory authorities against the above-referenced entity for the sale of unregistered securities using unlicensed persons.

Be advised that banks may be approached to open a deposit account in which the sales proceeds of unregistered investments are deposited and then wired out of the country. Banks should exercise caution and perform appropriate due diligence prior to opening such deposit accounts. Be further advised that, as additional enforcement actions are taken against the entities involved, new company names are being used to engage in the same activities.’ 

Now produced and shown to me marked “RT-5” is a copy of the notification.

15.
More recently it has come to my attention through the website of  WorldLawDirect.com that certain doctors in Michigan have filed a suit against AoW based on alleged violations of the Racketeer Influenced Corrupt Organization Act (‘RICO’) Now produced and shown to me marked “RT-6” is a copy of this proceeding.

16.
Notwithstanding all of the above the staff were repeatedly told by the Middlemiss management team that the “litigation was nonsense”, that we were “not selling securities but rather physical wine”; we were also informed that Coudert Brothers, a well known New York law firm were defending these actions. We were told to advise the customers that problems had come to a head with Bank of New York due to “ commercial terrorism” and that wire transfers were to be sent to First Caribbean Bank. As noted above cheques posted to the Cayman Islands were received by AoW and then sent by courier to the UK for clearance with UK banks.

17. 
Shortly after the Bank of New York withdrew its facilities, DHL International on the instructions of U.S. Authorities also ceased to deal with AoW and cheques which US customers were sending to the Cayman Islands. Consequently these cheques were returned to the senders. We were told to tell customers to send their cheques express mail, and that AoW was going to sue DHL.

18. 
During this period my colleagues and I attempted to contact Middlemiss, and were told that he was on holiday and therefore uncontactable.

19. 
Salaries remained unpaid throughout April 2004,and we were told that this was due to First Caribbean Bank withdrawing facilities and the actions of Worldlaw Direct, making it impossible to transfer money to the Cayman Islands from other group companies.

20.
In July 2004, as staff were about to lose their accommodation due to non-payment of salaries by the company, an emergency payment was made by Deva Pscarl (an Italian based group company) of approximately US$ 1000 per staff member. We were also told that Middlemiss was constructing a payment plan and also would be making a statement to customers and ourselves to address issues that had been raised in the last several months.

21. 
In spite of numerous requests for information as to the state of the company, to allay both our own and our customers worries, we were told by Middlemiss through Williams, that there was no financial crisis within the company or the group, and that it was merely a cash flow problem. 

22. 
In August 2004 we were advised by Middlemiss, again through Williams, to encourage customers to continue contractual payments, and to also to point out the danger of repossession of their wine stocks should payments not be received. A letter was sent by Middlemiss to all customers and other relevant parties stating that the group had been a victim of “commercial terrorism”, and that this was the sole reason for the group’s financial difficulties. By time instructions were sent to customers requesting them to wire transfer monies to Deva Pscarl in Italy. It is my understanding that the company is owned by Middlemiss and Barone Pizzini, a well known Italian wine producer. At this point the sales force refused to ask customers for installment payments on their existing contracts and several staff resigned. I had made enquiries with other employers on the island and was waiting on confirmation of new employment before officially resigning from AoW.

23. 
After September 11 2004, an offer of relocation was made by Mr. Phil Bamford through Williams, stating any member of staff wishing to leave the Caymans may be accommodated within the group in the UK, providing they make their own way to the UK, although no guarantee of employment was made. Most of the sales staff left though, given prospective employment opportunities in Cayman, I elected to stay.

24. 
In spite of several efforts I have been unable to contact any representative of AoW in the UK, and have had no calls returned. To date I have had no contact or information regarding the arrears of salary or commission, and AoW has made no attempt to repay the amount due to me of approximately CI $ 25,000.

Paradigm Holdings Limited 

25. 
Whilst I was not employed by Paradigm I can confirm that the company is owned by Middlemiss. Now produced and shown to me as “RT-7 is  a long “Letter from the Chairman” prepared by Middlemiss and sent to all of the customers. On page 14 of this letter Middlemiss states that he is the sole shareholder of Paradigm. The Register of Shareholders dated November 13th, 2003 shows that Paradigm is the owner of AoW. . Now produced and shown to me as “RT-8 is a copy of the said register. 

Related Companies 

26. 
Now produced and shown to me as “RT-9” is an article published on the website www.investdrinks.com that refers to the companies owned and controlled by Middlesmiss. As can be seen on pg 4 on September 8th, 2004 Paradigm Alliance Limited was wound up in the high court in London. According to this article  Bob Middlemiss was Paradigm’s sole director and shareholder. Architects of Wine UK Limited based on Northampton started advertising UK wines online but failed to pay (their debts). The article goes on to say that he (Middlesmiss) was a director of Cellar Select Limited that operated as Winefinds, a mail order wine company. The company was founded in 1993. Cellar Select Ltd went into administrative receivership on 10th, March 1998. Middlesmiss then acted as a consultant to the re-born Winefinds, the trading name for Consulate Wines plc and Discern Ltd. These companies in turn failed and went into liquidation in June 2000. In addition to the above the staff of Architects of Wine UK Ltd walked out due to non-payment of their salaries.  


Recent Events

27. 
As noted in paragraph 23 above staff were offered the opportunity to relocate to the UK, following closure of the Cayman office. I chose to stay in the Cayman Islands and was hoping to find alternative employment. During the week ending September 25th, many of the companies records were loaded onto a container going to the UK. Other records largely consisting of fifty binders were left behind in the office. I saw the container outside Strathvale House being loaded and observed one server and four disk drives were included in the shipment. Since that time it has come to my attention that these items of equipment were leased from Kirk Office Supply Limited. I therefore reported that matter to them on September 29th, 2004.  I also reported the matter to Dean Smith of the Royal Cayman Islands Police Department (RCIP) on the same day. On October 1st, 2004 an employee of Kirk Office Supply Limited visited Strathvale House to verify the computer equipment leased by AoW and confirmed the misappropriated items. Subsequently Geoffrey Cuff made a complaint to the RCIP. 

Financial Position

28. 
It is my understanding that there is less than CI$ 7,000 of free funds in the Company’s bank accounts in the Cayman Islands. However I believe that there is approximately $80,000 held by The Royal Bank of Canada, held as security in respect of credit cards issued by AoW. I further believe an application can be made to the Department of Immigration for a refund of work permit fees in respect of those persons who have left the island.

I am not in a position to establish the amount of wine nor its value held by Paradigm on behalf of AoW, AVE and their customers. Nor am I able to comment on accounts receivable or the validity thereof.

29. 
I am unable to quantify the amount of monies due to customers. I can confirm that salaries and commissions are owed to the salesmen and that debts are due to Strathvale House limited, Kirk Office Supply, The Travel Shop, Mrs. Ida Brown, Coudert Brothers, Randstad and Caledonian Bank and Trust Limited.

Conclusion
30.
From all of the information I have been able to review in the last two weeks it seems that the Paradigm group of companies controlled by Robert Middlemiss have been selling wine to unsophisticated purchasers and then breaching the agreements to purchase it back in a transaction that would result in a profit for the original purchaser. It appears that most of the customers have not received any funds from the purported buyback transaction. It also appears from the information I have been able to see that the Paradigm companies have been selling this wine purchase program in contravention of many United States state securities laws. Moneys were initially sent to the Cayman Islands and when the banks refused to take in further deposits, monies were couriered elsewhere out of this jurisdiction. I have reason to believe as a result of conversations with Richard Cranwick (the accountant) that at a time when AVE owed approximately 9 million dollars to customers as a result of purchase contracts that funds were received by AoW as installment payments from customers and then, rather than purchasing wine contracts, moneys were being transferred indirectly to AVE in order that AVE could attempt to honour some of their purchase commitments. I am not knowledgeable about matters such as these but I have been advised that this type of transaction amounts to what is known as a ponzi scheme. 

31. 
I have now had the opportunity to review those records of the three companies that were left behind in the office. From my review and, appreciating that I am not an accountant, it certainly looks as if none of these companies are able to meet their financial obligations to the customers and to their creditors including myself. For this reason I am supporting the application to have Paradigm Holdings Limited placed into provisional liquidation. 

Sworn before me this
8th
 )

 day of October  2004 

 )

 :
_________________________________________






 )
Russell  KennethTalbot





 :

________________________ )

Deputy Clerk of the Court/

Notary Public

THIS AFFIDAVIT was filed by Broadhurst DaCosta, the attorneys-at-law for the petitioner, whose address for service is 40 Linwood Street, P.O. Box 2503, George Town, Grand Cayman, Cayman Islands, B.W.I.
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