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By and through their undersigned counsel, Lead Plaintiffs Troy Ratcliff (“Ratcliff”) 

and R. Daniel Altenburg (“Altenburg”) and Plaintiff St. Denis J. Villere & Company, LLC 

(“Villere”) (collectively, “Plaintiffs”) allege the following against Coast Financial Holdings, 

Inc. (“CFHI” or the "Company"), Brian P. Peters (“Peters”), Brian F. Grimes (“Grimes”), 

James K. Toomey (“Toomey”), Joseph Gigliotti (“Gigliotti”), Kennedy Legler III (“Legler”), 

Paul G. Nobbs (“Nobbs”), Thomas M. O’Brien (“O’Brien”), John R. Reinemeyer 

(“Renemeyer”), Michael T. Ruffino (“Ruffino”), M. Alex White (“White”) (collectively, 

“Officer and Director Defendants”), and Sandler O’Neill & Partners, L.P. and Sterne Agee & 

Leach, Inc. (collectively, “Underwriter Defendants”) upon personal knowledge as to those 

allegations concerning Plaintiffs and, as to all other matters, upon the investigation of 

counsel, which included, without limitation:  (a) review and analysis of public filings made 

by CFHI and other related parties and non-parties with the Securities and Exchange 

Commission (“SEC”); (b) review and analysis of press releases and other publications 

disseminated by certain of the Defendants and other related non-parties; (c) review of news 

articles, shareholder communications, and postings on CFHI’s website concerning the 

Company’s public statements; (d) review of other publicly available information concerning 

CFHI, the other Defendants and related non-parties; (e) consultation with experts, and; 

(f) interviews with factual sources, including individuals formerly employed by CFHI and 

industry participants. 

Plaintiffs file this Amended Consolidated Class Action Complaint (“Amended 

Complaint”) pursuant to the Court’s Order of March 13, 2008.  Plaintiffs have not included 

Hacker Johnson & Smith, P.A. (“HJ&S”) in the Amended Complaint in anticipation of filing 
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a motion requesting entry of a final judgment as to HJ&S for the purpose of filing a notice of 

appeal concerning its dismissal by the Court. 

I. SUMMARY OF THE ACTION 

1. This is a federal securities class action against CFHI and certain of its officers 

and/or directors for violations of the federal securities laws.  Plaintiffs bring this action on 

behalf of themselves and the Class under the Securities Exchange Act of 1934 (the “1934 

Act”).  The action is also brought under the Securities Act of 1933 (“Securities Act”) in 

connection with a Secondary Public Offering (“SPO”) on October 5, 2005.  Under the 

Securities Act, Defendants are strictly liable for the material misstatements in the 

Registration Statement for this public stock offering, and these claims specifically exclude 

any allegations of knowledge or scienter.  The Securities Act claims also expressly exclude 

exercise and disclaim any allegation that could be construed as alleging fraud or intentional 

or reckless misconduct.   

2. The Exchange Act claims allege that Defendants engaged in a fraudulent 

scheme and committed accounting fraud.  As a result of the fraud described below, the 

Company has lost most of its value and has experienced a loss in market capitalization of 

nearly 83%.  The Company is also facing multiple government investigations by state and 

federal authorities, and has been forced into a bail-out below book value sale.   

3. CFHI is the parent company of Coast Bank of Florida (“Coast Bank”), a state-

chartered commercial bank that opened for business in April 2000, and was incorporated in 

November 2002.  CFHI’s sole source of revenue and operations is Coast Bank and the two 

entities operate as one and the same.  Coast Bank is a general commercial bank, which 
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provides a broad array of consumer and commercial banking services to individuals and 

small to mid-size businesses located in and around Manatee, Pinellas, Hillsborough and 

Pasco Counties, Florida.  Coast Bank primarily derives its revenues from interest on, and 

fees received in connection with real estate loans and other loans, from the sale of loans, and 

from interest and dividends from investment securities and short-term investments.     

4. Since 2002, CFHI has been engaged in an aggressive growth strategy.  By 

way of example, since 2003 CFHI has gone from six to twenty branches located throughout 

Bradenton, Palmetto, Longboat Key, Seminole, Dunedin, Clearwater, Kenneth City, 

Brandon, St. Petersburg, Lutz, Largo, and Pinellas Park, Florida.  This rapid-pace growth 

strategy paired with the Company’s status as a publicly traded company greatly increased 

expenses and its incentive to boost revenues.  Since CFHI’s revenue is primarily generated 

by interest earned on CFHI’s loan portfolio, the pressure to increase the size of its loan 

portfolio mounted. 

5. Peters and Grimes saw a way to achieve the growth the Company desired by 

capitalizing on Florida’s then booming real estate market.  Peters and Grimes contacted one 

of their old friends and former colleagues – John Miller – who operated a local mortgage 

banking business known as American Mortgage Link, Inc. (“AML”) and, together, they 

approached a local builder Jesse Battle III (“Battle Sr.”).  This “dream team” concocted a 

quasi-ponzi scheme whereby CFHI and its partners would campaign to unsuspecting 

investors primarily located in the Northeast the possibility of making substantial profits with 

no money down.  The investor simply had to lend his or her credit to finance the construction 

of a single-family home in “North Port,” Florida that the investor never intended to occupy, 
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but that could be “flipped” or rented upon completion of construction.  Unfortunately, the 

investors were never told that the scheme entailed CFHI financing the purchase of other land 

for continuing North Port marketing efforts with their money.  This real estate scheme 

(hereinafter referred to as “the North Port Scheme”), was so successful that CFHI was able to 

report staggering year-over-year growth in the value of its loan portfolio and finance the 

rapid expansion of CFHI.  As it turns out, however, the scheme reached its inevitable 

conclusion when, at the end of the Class Period, the investors’ money was gone and they 

were left with nothing but vacant plats of land or only partially completed homes, substantial 

liens, and the prospect of foreclosure.  

6. As described in more detail below, in the face of the North Port Scheme, 

Defendants nevertheless disseminated throughout the Class Period materially false and 

misleading statements and/or omitted to make material disclosures concerning the 

Company’s lending operations.  Among other things, Defendants falsely claimed that: 

(a) CFHI maintained conservative lending (i.e., underwriting) standards; 

(b) CFHI maintained a high quality asset (i.e., loan) portfolio; 

(c) CFHI sought to minimize higher risk types of lending; 

(d) Most of the residential construction loans were made to individuals 

who intended to erect owner-occupied housing, not mere real estate investors/speculators; 

(e) CFHI routinely evaluated its loan portfolio to ensure that total loans to 

any particular group of customers engaged in similar activities, which would cause them to 

be similarly impacted by economic or other conditions, did not exceed 10% of its total loans; 
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(f) Senior management and other lending officials focused on loan review 

and underwriting procedures and that loans were reviewed to assess the adequacy of CFHI’s 

internal loan (credit risk) grading system and to alert management with respect to any 

potential problems that may require remedial action; and 

(g) CHFI’s disclosure controls and procedures were effective. 

7. Moreover, although Defendants represented that their Class Period financials 

were GAAP compliant, they were not.  CFHI’s financial reporting throughout the Class 

Period was materially misstated and violated numerous provisions of GAAP.  This resulted 

in the gross overstatement of the Company’s financial results.   

8. CFHI’s North Port Scheme became so rampant that, by the close of the Class 

Period, these high-risk loans amounted to a material portion, 25% of CFHI’s total loan 

portfolio.  When the truth of the North Port Scheme was initially revealed in January of 

2007, the market reacted swiftly and severely.  And, despite Defendants efforts to “contain 

the disaster” through the release of tightly controlled and circumscribed information, CFHI’s 

stock fell from a Class Period high of $18.90 to $8.68, a stunning fall from grace of 

approximately 54%.   

9. Defendants continued to reveal the truth piecemeal for months following the 

January disclosures.  On May 24, 2007, the Florida Deposit Insurance Corporation (“FDIC”) 

and the Florida Office of Financial Regulation (“OFR”) issued a stinging Cease & Desist 

Order (the “C&D Order”) to CFHI, stating that CFHI “had engaged in unsafe or unsound 

banking practices and had committed violations of law and/or regulations,” including 

operating with an excessive volume of poor quality loans, following hazardous lending 
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practices and operating with inadequate loan policies.  The Company later announced that it 

was facing an SEC inquiry and a grand jury investigation with respect to its involvement in 

the North Port Scheme.  Moreover, CFHI’s financial position became so dire as a result of 

the fraudulent scheme, that CFHI agreed to be acquired by First Banks, Inc. on August 3, 

2007 for the extremely discounted price of approximately $22 million in cash.  

II. JURISDICTION AND VENUE 

10. This Court has jurisdiction over the subject matter of this action pursuant to 

28 U.S.C. §1331 and §27 of the Exchange Act.  The claims asserted herein arise under and 

pursuant Sections 10(b) and 20(a) of the Exchange Act (15 U.S.C. §§78j(b) and 78t(a)) and 

Rule 10b-5 promulgated thereunder by the SEC (17 C.F.R. §240.10b-5) and 28 U.S.C. 

§ 1331,  and Sections 11 and 15 of the Securities Act, 15 U.S.C. §§77k and 77o.   

11. Venue is proper in this district pursuant to Section 22 of the Securities Act 

and Section 27 of the Exchange Act and (15 U.S.C. §78aa and 28 U.S.C. §1391(b)).  Many 

of the acts charged herein, including the preparation and dissemination of materially false 

and misleading information, occurred in substantial part in this district.  Additionally, the 

Company maintains its principal executive office in this district. 

12. In connection with the acts, conducts and other wrongs alleged in this 

complaint, Defendants, directly or indirectly, used the means and instrumentalities of 

interstate commerce, including, but not limited to, the United States mail, interstate 

telephone communications and the facilities of a national securities market.  
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III. THE SECURITIES ACT CLAIMS 

A. The Parties 

  1. Plaintiff 

13. Villere purchased 272,500 shares of CFHI stock in the Company’s SPO on 

October 5, 2005 at a price of $15.50 per share, and has been damaged thereby. (See 

Certification of St. Denis J. Villere & Company LLC Attached as Exhibit A). 

  2. Securities Act Defendants 

   (a) The Company 

14. Defendant CFHI is incorporated in Florida and maintains its headquarters at 

1301 6th Avenue West, Suite 300, Bradenton, FL 34205.  The Company operates as the 

holding company for Coast Bank of Florida (“Coast Bank”), which provides various 

consumer and commercial banking services to individuals and small to medium sized 

businesses in Manatee, Pinellas and Sarasota counties in Florida.  CFHI conducts all of its 

operations through Coast Bank and has the same executive officers and Board of Directors.  

Accordingly, throughout the Complaint, “CFHI” will be used to refer to both Coast Financial 

Holdings, Inc. and Coast Bank. 

   (b) Officer and Director Defendants 

15. Defendants listed below in ¶¶16-19 served as CFHI’s officers and/or directors 

during the Class Period, and are strictly liable under the Securities Act for endorsing the 

Company’s false statements in the SPO Prospectus.   

16. Defendant Peters was CFHI’s President, Chief Executive Officer and Director 

from February of 2004 until his resignation in July of 2006.  Peters signed the Form S-1 



 8

Registration Statement for the SPO, as well as all subsequent amendments before the 

Prospectus was declared effective on October 5, 2005.   

17. Defendant Grimes was CFHI’s Executive Vice President and Chief Financial 

Officer (“CFO”) from February 2004 until he became CEO in July of 2006.  He served as 

CEO of CFHI until May 25, 2007 when his employment was terminated by the Company in 

response to the Cease and Desist Order issued by the Florida Deposit Insurance Corporation 

(“FDIC”) and the Florida Office of Financial Regulation (“OFR”).  He signed the Form S-1 

Registration Statement for the SPO, as well as all subsequent amendments.   

18. Defendant James K. Toomey served as Chairman of the Board, and signed the 

Form S-1 Registration Statement for the SPO, as well as all subsequent amendments.   

19. Defendants Joseph Gigliotti, Kennedy Legler III, Paul G. Nobbs, Thomas M. 

O’Brien, John R. Reinemeyer, Michael T. Ruffino, and M. Alex White served as Directors of 

CFHI signed the Form S-1 Registration Statement for the SPO, as well as all subsequent 

amendments. 

   (c) The Underwriter Defendants 

20. Defendants Sandler O’Neill & Partners, L.P, and Sterne Agee & Leach, Inc., 

are investment banks headquartered in New York and Alabama respectively.  These 

Defendants served as the underwriters for CFHI’s SPO.   

21. CFHI, the Officer and Director Defendants, and the Underwriter Defendants 

will be collectively referred to as the “Section 11 Defendants.”   
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B. Claims Against the Section 11 Defendants Related to CFHI’s SPO 

22. On August 12, 2005, Defendants filed a Form S-1 with the SEC for the sale of 

2.5 million shares of CFHI common stock.  The S-1 was amended on September 15, 2005.  

On October 4, 2005, the Company announced that its public offering of 2,500,000 shares of 

its common stock would be priced at $15.50 per share.  Thereafter, on October 5, 2005, 

CFHI filed its Form 424(b)(1) with the SEC, which contained CFHI’s Prospectus and 

Registration Statement for a secondary offering of its common stock.  The Section 11 

Defendants were able to raise almost $40 million as a result of the SPO.   

23. In the SPO Prospectus, CFHI made the following statements regarding its 

loan portfolio:  

• Asset Quality Initiatives. As part of our restructuring efforts, we also 
undertook a comprehensive review of our loan portfolio, the 
collateral securing these loans, and our underwriting standards.  

 
• We have revised our lending philosophy and credit culture and policy 

to be more conservative and we have tightened our underwriting 
standards.   

 
• We have strengthened our internal control over the loan review 

process by increasing the frequency of reviews, implementing 
changes in officer responsibilities, and instituting a further 
segregation of duties.   

 
• We have shifted the focus of our loan origination efforts to 

commercial real estate, residential real estate, and credit-driven 
consumer lending that primarily consists of home equity loans.   

 
• Maintaining Strong Underwriting Standards and Improving Asset 

Quality. We look to maintain the underwriting standards we 
implemented as part of our restructuring efforts. 
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• Based on the procedures discussed above, management believes that 
the allowance for loan losses was adequate to absorb estimated loan 
losses associated with the loan portfolio at June 30, 2005. 

 
24. The statements in the SPO Prospectus were materially false and misleading 

because:  (a) since 2004, CFHI had been actively engaged in a real estate scam it had 

concocted with AML and CCI, a financially unstable company, without doing any due 

diligence as to its financial condition and its capability of completing construction of the 

North Port Development homes (see, e.g. ¶¶46-56, 80); (b) as part of this scheme, the North 

Port properties were specifically marketed as investment properties to CCI customers who 

were located outside the state of Florida and the majority of individuals who purchased them 

did so with the intention of “flipping them” or renting them out rather then using them as 

owner-occupied dwellings (see, e.g., ¶¶52-54); (c) CFHI’s lending operations were 

significantly geared toward CCI customers and as a result CFHI did not “maintain[] 

diversification when considering investments and granting of loan requests” as it purported, 

but rather encouraged loans to CCI customers and approved them with little to no due 

diligence as to the individual borrowers’ backgrounds (see, e.g., ¶¶48, 57, 69-72); (d) as part 

of this real estate scam, CFHI had loosened its lending standards and was making risky loans 

to CCI customers many of whom were located outside of the state of Florida (see, e.g., ¶¶50-

54, 57, 65); (e) CFHI was complicit in the quazi-ponzi scheme engaged in by CCI, in which 

borrower’s loan money was used to purchase more properties to sell to new investors rather 

than for construction costs (see, e.g., ¶¶46-56, 65, 80-81); (f) the revenues and year-over-

year growth that CFHI reported in its loan portfolio were a product of the North Port Scheme 

(see, e.g., ¶¶44, 48, 66-67); (g) CFHI was making loans to CCI customers without requiring 
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them to put any money down (see, e.g., ¶54); (h) CFHI made improper draws against the 

borrowers’ money and disbursed more than half of the monies of the Affected Loans without 

inspection or oversight as to the progress of CCI’s construction on the North Port homes and 

at the end of the Class Period more than half of the homes had little to no construction 

activity (see, e.g., ¶¶59-61, 83-86, 89-102); (i) the FDIC confirmed that at the end of the 

Class Period, CFHI had been operating with an inadequate allowance for loan and lease 

losses, inadequate oversight of the loan portfolio and concentrations of credit, an excessive 

volume of poor quality loans, hazardous lending practices, and an inadequate loan policy 

(see, e.g., ¶¶9, 98-99); (j) CFHI did not maintain high quality assets, conservative 

underwriting standards or stringent lending practices despite its assurances to the market to 

the contrary (see, e.g., ¶¶48, 50-54, 57, 69-72, 83-86); (k) CFHI’s disclosure controls and 

procedures were ineffective, as was later admitted in the Company’s 2006 annual report filed 

on Form 10-K (see, e.g., ¶96); (l) the Company’s financial results during the Class Period 

were grossly overstated and were not GAAP compliant (see, e.g., ¶¶7, 136-173); (m) CCI 

was delayed in its construction efforts and encountering a multitude of financial problems, 

which would render it unable to honor its contracts to complete the North Port Development 

homes and would negatively impact CFHI’s financials (see, e.g., ¶¶73-88); and 

(n) throughout the Class Period, loan concentrations in loans to CCI customers had risen 

above 10%, eventually totaling 25% of its loan portfolio at the end of the Class Period (see, 

e.g., ¶¶69-72). 
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IV. COUNTS AGAINST DEFENDANTS RELATED TO THE OFFERING 

COUNT I 

FOR VIOLATIONS OF SECTION 11 OF THE 1933 ACT ARISING FROM THE 
COMPANY’S SPO AGAINST THE SECTION 11 DEFENDANTS 

 
25. This Count is brought on behalf of persons who purchased CFHI stock issued 

pursuant or traceable to the October 5, 2005 SPO.  

26. Villere incorporates the allegations contained above pertaining to the false 

Registration Statement and Prospectus for the SPO (the “Offering Documents”).  Villere 

repeats and alleges Sections I, II, III, VI.A., and VII, as if fully set forth herein.  For purposes 

of Counts I and  II, Villere expressly excludes and disclaims any allegation that could be 

construed as alleging fraud or intentional or reckless misconduct, as these counts are based 

solely on claims of strict liability and/or negligence under the Securities Act of 1933.  

27. This Count is brought against the Section 11 Defendants on behalf of Villere 

and all purchasers of CFHI securities pursuant or traceable to the Offering Documents.  The 

Offering Documents were inaccurate and misleading, contained untrue statements of material 

facts, omitted to state other facts necessary to make the statements made not misleading, and 

concealed and failed adequately to disclose material facts as described above.  

28. The Section 11 Defendants are strictly liable for the misstatements and 

omissions and for the damages that Villere and other members of the Class have sustained 

thereby.  The Section 11 Defendants are responsible for the contents and dissemination of 

the Offering Documents, and did not conduct a reasonable investigation or possess 

reasonable grounds for the belief that the statements contained in the Offering Documents 

were true and without omissions of any material facts and were not misleading.  
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29. The Section 11 Defendants issued, caused to be issued and participated in the 

issuance of materially false and misleading written statements to the investing public that 

were contained in the Offering Documents, which misrepresented or failed to disclose, 

among other things, the facts set forth above.  By reasons of the conduct herein alleged, each 

Section 11 Defendant violated, and/or controlled a person who violated, Section 11 of the 

Securities Act. 

COUNT II 

FOR VIOLATIONS OF SECTION 15 OF THE 1933 ACT ARISING FROM THE 
COMPANY’S SPO AGAINST THE OFFICER AND DIRECTOR DEFENDANTS 

 
30. Villere incorporates the allegations contained above pertaining to the false 

Offering Documents.  Villere repeats and alleges Sections I, II, III, VI.A., and VII, as if fully 

set forth herein.  This Count is brought against the Officer and Director Defendants, each of 

whom was a controlling person of CFHI by virtue of their position as directors and/or senior 

officers of CFHI and/or by virtue of their status as a major shareholder of the Company.   

31. These Defendants each had a series of direct and/or indirect business and/or 

personal relationships with other directors and/or officers and/or major shareholders of 

CFHI.  By reason of their positions within the Company and/or their stock ownership and/or 

because of their positions on CFHI’s Board of Directors, these Defendants had the requisite 

power to directly or indirectly control or influence the specific corporate policy that resulted 

in the unlawful acts and conduct alleged in Count I.   

32. Each of these Defendants was a culpable participant in the violations of 

Sections 11 of the Securities Act alleged in Count I above, based on their having signed the 
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Offering Documents and having otherwise participated in the process that allowed the SPO 

to be successfully completed. 

V. CLAIMS AGAINST DEFENDANTS UNDER THE EXCHANGE ACT 

A. The Parties 

  1. Plaintiffs 

33. Plaintiffs Ratcliff, Altenburg and Villere purchased CFHI stock between 

January 21, 2005 and January 22, 2007, inclusive (the “Class Period”), and were damaged 

thereby.   

  2. Defendants 

   (a) CFHI 

As described above, Defendant CFHI is a Florida company that operates Coast Bank, 

which provides various consumer and commercial banking services to individuals and 

businesses.   

   (b) The Individual Defendants 

34. As described above, Defendant Peters was CFHI’s President, CEO and 

Director from February of 2004 until his resignation in July of 2006.   

35. As described above, Defendant Grimes was CFHI’s Executive Vice President 

and CFO from February 2004 until July of 2006 when he became CEO.  He served as CEO 

of CFHI until May 25, 2007 when his employment was terminated by the Company in 

response to the C&D Order issued by the FDIC and OFR. 

36. For purposes of Plaintiff’s Exchange Act claims, Defendants Peters and 

Grimes are referred to herein as the “Individual Defendants.” 
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37. During the Class Period, the Individual Defendants, as senior executive 

officers and/or directors of CFHI, were privy to confidential and proprietary information 

concerning CFHI, its operations, finances, financial condition and present and future 

business prospects.  The Individual Defendants also had access to material adverse non-

public information concerning CFHI, as discussed in detail below.  Because of their 

positions with CFHI, the Individual Defendants had access to non-public information about 

CFHI’s business, finances, products, markets and present and future business prospects via 

access to internal corporate documents, conversations and connections with other corporate 

officers and employees, attendance at management and/or board of directors meetings and 

committees thereof and via reports and other information provided to them in connection 

therewith.  Because of their possession of such information, the Individual Defendants knew 

or recklessly disregarded that the adverse facts specified herein had not been disclosed to, 

and were being concealed from, the investing public. 

38. The Individual Defendants are liable as direct participants in the wrongs 

complained of herein.  In addition, the Individual Defendants, by reason of their status as 

senior executive officers and/or directors, were “controlling persons” within the meaning of 

§20(a) of the Exchange Act and had the power and influence to cause the Company to 

engage in the unlawful conduct complained of herein.  Because of their positions of control, 

the Individual Defendants were able to and did, directly or indirectly, control the conduct of 

CFHI’s business. 

39. The Individual Defendants, because of their positions with the Company, 

controlled and/or possessed the authority to control the contents of its reports, press releases 
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and presentations to securities analysts and through them, to the investing public.  The 

Individual Defendants were provided with copies of the Company’s reports and press 

releases alleged herein to be misleading, prior to or shortly after their issuance and had the 

ability and opportunity to prevent their issuance or cause them to be corrected.  Thus, the 

Individual Defendants had the opportunity to commit the fraudulent acts alleged herein. 

40. As senior executive officers and/or directors and as controlling persons of a 

publicly traded company whose common stock was, and is, registered with the SEC pursuant 

to the Exchange Act, and was, and is, traded on the NASDAQ National Market 

(“NASDAQ”) and governed by the federal securities laws, the Individual Defendants had a 

duty to disseminate promptly accurate and truthful information with respect to CFHI’s 

financial condition and performance, growth, operations, financial statements, business, 

products, markets, management, earnings and present and future business prospects, to 

correct any previously issued statements that had become materially misleading or untrue, so 

that the market price of CFHI’s securities would be based upon truthful and accurate 

information.  The Individual Defendants’ misrepresentations and omissions during the Class 

Period violated these specific requirements and obligations. 

41. The Individual Defendants are liable as participants in a fraudulent scheme 

and course of conduct that operated as a fraud or deceit on purchasers of CFHI’s publicly 

traded securities by disseminating materially false and misleading statements and/or 

concealing material adverse facts.  The scheme: (i) deceived the investing public regarding 

CFHI’s business, operations and management and the intrinsic value of CFHI’s securities; 

(ii) enabled the Company to complete a public offering of its common stock whereby the 
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Company reaped approximately $39.9 million in gross proceeds; and (iii) caused Plaintiffs 

and members of the Class to purchase CFHI’s publicly traded securities at artificially-

inflated prices. 

42. (Paragraph 42 is intentionally left blank in order to retain the original 

paragraph numbering from the prior version of the Complaint.) 

VI. SUBSTANTIVE ALLEGATIONS 

A. FACTUAL BACKGROUND 

1. Background and History of the Company 

43. Coast Bank primarily derives its revenues from interest on, and fees received 

in connection with, real estate loans and other loans, from the sale of loans, and from interest 

and dividends from investment securities and short-term investments.  According to CFHI’s 

public filings with the SEC, “[a] large portion of [its] lending activities consists of the 

origination of residential construction-to-permanent loans throughout the state of Florida, 

which are used to finance the construction of single-family dwellings. Most of the residential 

construction loans are made to individuals who intend to erect owner-occupied housing on a 

purchased parcel of real estate. . . . Construction loans also are made to contractors to erect 

single-family dwellings for resale.”   

  2. CFHI’s Aggressive Growth Strategy  

44. Since 2002, CFHI has been engaged in an aggressive growth strategy.  At the 

end of 2003, CFHI had six branches and has since grown to operate 20 branch offices.  This 

rapid-pace growth strategy paired with the Company’s status as a publicly traded company 

greatly increased CFHI’s expenses and incentive to boost revenues.  Since CFHI’s revenues 
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are primarily determined by its loan portfolio, the pressure to increase loans mounted.  The 

chart below illustrates the rate at which CFHI has increased its loan portfolio since its 

inception.   

 

(Source: CFHI’s website).   
 

45. Prior to the Class Period, CFHI became involved in real estate development 

projects with regional developers and provided construction-to-permanent residential loans 

to their customers.  Such arrangements were beneficial to both parties because the builders 

had ready financing for their customers and CFHI could take advantage of a red-hot real 

estate market to expand its loan portfolio.  For instance, similar to the North Port Scheme 

detailed herein, CFHI had previously provided financing to customers of Enchanted Homes, 

a Ft. Meyers based builder.  Although CFHI had a high concentration of these loans in its 

portfolio, this relationship benefited CFHI because it earned substantial income from interest 

on its loans.   
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3. CFHI Concocts a Speculative Investment Scheme  

46. Spurred by the success of its other real estate development activities, CFHI 

determined that it would get involved in another construction-to-permanent development 

scheme in Southwest Florida with hopes of fattening its loan portfolio and increasing its 

revenues.   

(a) The “Brians” Recruit a Dream Team 

47. In February of 2004, Brian Peters replaced Gerry Anthony as CEO of CFHI.  

Brian Peters and CFO Brian Grimes had a plan.  They got in touch with John Miller, an old 

colleague from their days working together at Republic Bank, another Florida chartered bank 

with primary operations in St. Petersburg, Florida.  John Miller was the President of 

American Mortgage Link Company of Tampa (“AML”), a Tampa-based mortgage 

originator.  Brian Peters and Brian Grimes, nicknamed “the Brians” by former Coast Bank 

employees, introduced Miller to Phillip Coon (“Coon”), the Executive Vice President and 

Residential Lending Manager of CFHI.  Coon was a seasoned bank executive, who had spent 

23 years climbing the ranks of area banks.  He was brought on board by former CEO 

Anthony when he launched CFHI and was known amongst fellow Bradenton bankers for his 

deal-making prowess.  The former Vice President of Commercial Lending revealed that 

Peters and Coon also had a shared history from their previous work together at Florida 

Bancshares and also divulged that “Peters had aligned himself with Phil [Coon].”  Indeed, 

this former insider recalled Peters saying “in all the years I have known Phil Coon, he has 
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never lost money.”1  These Coast executives and Miller came up with an easy money scheme 

(the “North Port Scheme”) to sell residential lots and home construction packages to 

potential investors. 

48. This scheme involved finding investors, who would put no money down on 

the property, but would take construction loans in their names.  The loans would be made 

exclusively through CFHI with AML acting as the mortgage broker.  This was confirmed by 

CCI, who admitted that CFHI refused to accept deals brought to it from other mortgage 

brokers.2  The builder would make all interest payments on a home until its construction was 

complete.  Essentially, the borrower would be simply lending his or her credit to the builder, 

who would draw upon it to build the homes.  In most cases, the buyer never even visited the 

lots they were purchasing.3  CFHI would profit by receiving the interest and closing fees 

associated with these loans.4  AML would receive high broker fees.5  The builder would 

make a profit on the construction of the home, and given the strong real estate market in the 

Tampa area, when the home was completed the investor could sell it quickly for instant 

profit.  It was a winning plan with no clear down side—a get rich quick scheme.   

                                                 

1 The former Vice President of Commercial Lending was employed at CFHI from January 
2006 to early 2007. 

2 See Construction Compliance, Inc., v. Coast Bank of Florida, Inc., et al., 07-ap-00324, 
Docket Entry #1, Complaint, at pg. 6 (M.D. Fla. filed August 21, 2007).  (Hereinafter 
referred to as “Construction Compliance Complaint at pg. ___.”).   

3 See Construction Compliance Complaint at pg. 5. 

4 See Construction Compliance Complaint at pg. 4. 

5 See Construction Compliance Complaint at pg. 4.   
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(b) Battle Signs On 

49. CFHI executives and Miller needed a builder to complete the team so that 

they could make this plan a reality.  They found one in Jesse Battle III (“Battle Sr.”), a 

veteran builder in the Tampa area who was the principal of Construction Compliance, Inc. 

(“CCI”) and Battle Realty, Inc.6  As confirmed by CCI, in the summer of 2004, CHFI and 

American Mortgage Link approached Battle Sr. with their “business plan” and negotiated the 

scheme.7  According to the former CFO of CCI,8 Miller introduced CFHI to CCI and served 

as a conduit between CCI and the bank.  CCI agreed to the deal.  At that time, it owned 

between 20 and 40 lots in the North Port area.  CCI would supply the lots and serve as the 

builder for the homes financed by CFHI.  The North Port Scheme was born. 

50. When CFHI and AML engaged CCI in this development scheme, CCI did not 

have the financial wherewithal to honor contracts to build even a small number of homes let 

alone hundreds.  According to the former CFO of CCI, prior to involvement in the North 

Port Scheme, CCI had been in a relationship with Camillo Homes to build homes in 

Poinciana, Florida.  CCI only built 60 to 70 homes in the Poinciana project but had “lost 

money on every single one of them” in the range of $20,000 to $30,000.  CCI was a 

                                                 

6 See CCI’s Disclosure Statement filed by CCI with the Bankruptcy Court on June 29, 2007,   
In re Construction Compliance, Inc., No. 07-bk-02650, Docket Entry #112, at pg. 9 (M.D. 
Fla. filed June 29, 2007).  (Hereinafter referred to as “Disclosure Statement at pg. __.”).   

7 See Construction Compliance Complaint at pg. 6. 

8 The former CFO of CCI was employed from December 2004 through June of 2006 and was 
responsible for doing all the financial work for CCI, Battle Realty and various other entities 
owned by Jesse Battle III. 
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company that was relatively small in volume, with annual sales of roughly $400,000.  Thus, 

this kind of monetary loss was staggering for a company of its size. 

51. CCI’s troublesome financial condition did not deter CFHI from financing the 

building of homes through Battle Sr.  CFHI did not perform any due diligence with respect 

to CCI’s financial condition upon selecting it as its builder.  If it had, they would have 

discovered that CCI’s operations were losing millions of dollars a year and that it was 

delinquent in filing its income tax returns.  To the contrary, the North Port Scheme went into 

effect quickly.  CFHI began to prepare deeds, established a construction budget for each 

home and drafted loan documents without looking back.   

(c) Soliciting Investors 

52. In the Fall of 2004, investors, mainly located in the Northeast, particularly 

New York and New Jersey, were solicited for this development scheme.  Although this 

scheme was originally conjured by CFHI executives, it was AML, CCI and their affiliates 

who became the front men, responsible for pedaling this speculative development scheme 

and soliciting investors.  Indeed, the former CCI CFO stated that “the way it worked is John 

Miller and Jason Ingram9 would go out to find people to buy the homes from CCI.”  He 

further stated that Ingram was in charge of marketing the construction projects to potential 

investors.  Although he was not a real estate broker, the former CCI CFO revealed that 

Ingram was paid commissions (known internally as “RSVP bonuses”) for luring investors to 

                                                 

9 Jason Ingram was the former Senior Vice President of Sales and Marketing for CCI and 
also served as Senior Vice President of Battle Realty, responsible for marketing the 
construction projects to potential investors.  
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purchase CCI homes.  The former CCI CFO elaborated, stating that “when the deal came 

through, CCI paid Battle Realty a commission, and Battle Realty paid Ingram an RSVP 

bonus.”  

53. At this time, the Florida real estate market was hot10 and AML and CCI 

sought out individuals, particularly in the Northeast, who were willing to invest.  According 

to the former CCI Project Manager,11 CCI specifically marketed homes in the North Port 

Development12 to investors in the New York and New Jersey area.  One way that CCI 

reached out to investors in the Northeast was by pitching the development to investors who 

attended real estate investors meetings. 

54. The marketing “pitch” made by CCI and AML involved wooing potential 

investors with the prospect of making a huge profit on this supposedly “easy money” real 

estate scheme.  The investors, many of whom were working-class people, including retirees 

on fixed incomes, were lured into this investment package because it was pitched as low risk.  

Investors were sold on the idea of putting no money down, not having to cover construction 

interest, and being able to “flip” the homes or rent them out upon completion of construction.  

                                                 

10 See Construction Compliance Complaint at pg. 6.  

11 The former CCI Project Manager was employed with CCI from February 2006 through 
September 2006 and was responsible for building houses in the North Port Development. 

12 The North Port Development is a development of homes constructed in North Port, 
Florida.  The lots for the development were originally owned by CCI, who was the builder of 
the development during the Class Period.   
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Indeed, as CFHI later admitted, these homes were not to be “owner-occupied” but were 

simply investments—the riskiest sort of residential construction financing. 

55. To provide the investors with a greater sense of security about the investment 

and to ensure that the scheme that they concocted would be a success, AML and CCI made 

many promises to them.  For instance, as confirmed by the former CCI Project Manager, 

they guaranteed that CCI would pay the closing costs and interest on the loan during the 

construction period.  This was also confirmed by CCI in its bankruptcy filings, which stated 

that under the scheme, CCI would pay the construction loan interest until a Certificate of 

Occupancy was issued for the home.13  CCI also promised investors that the construction of 

the homes would be finished within the year.  Additionally, investors were assured that if 

they bought these homes, Battle Realty Inc.14 would have them sold again by time 

construction was completed.  Droves of investors signed up, enticed by this investment 

scheme filled with false promises. 

56. Although Defendants had concocted this speculative scheme, which entailed 

making hundreds of CCI loans, it failed to disclose its intent to engage in this sort of 

speculative and risky lending.  Instead, it continued to make public statements touting its 

high quality assets, conservative underwriting, sound lending practices and management’s 

efforts to minimize higher risk types of lending.  As discussed in further detail below, these 

                                                 

13 See Disclosure Statement at pg. 9; See also Construction Compliance Complaint pg. 5.   

14 According to the former CCI CFO, Battle Realty was also owned by Battle Sr. and “was 
set up to flip homes” being built by CCI.  This Company was run by a real estate broker and 
participated in marketing the homes being constructed by CCI. 
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statements were materially false and misleading in light of the risky scheme in which CFHI 

was now fully immersed.  

4. The Scheme Unfolds 

(a) Processing CCI Loans 

57. Once investors became hooked on the North Port Scheme, they would fill out 

paperwork with AML brokers, which would process everything.  The former CCI CFO 

confirmed that “once we had a buyer, Miller would take them to Coast for financing.”15  The 

loan application process required hardly any information about their financial records and 

did not include meeting personally with CFHI personnel.  Despite this, CFHI eagerly 

approved these investors for loans with little scrutiny.  In addition, in some instances CFHI 

and AML falsely represented that CCI had received a down payment from the buyer and in 

others and even falsely represented the income of the Buyer to be higher than it was.16  These 

lax lending practices were the exact opposite of the stringent lending standards CFHI touted 

in its public statements. 

(b) The “Brians” Were Directly Involved with CCI Loans 

58. As the CFHI Executive Vice President of Residential Lending, the “Brians” 

had tasked Coon with running the construction scheme with CCI.  He was assisted by former 

                                                 

15 CCI’s bankruptcy documents demonstrate that all of the North Port development loans 
were financed through Coast Bank.  See CCI’s Monthly Operating Report for the period 
from 4/3/07 to 5/20/07.  In re Construction Compliance, Inc., No. 07-bk-02650, Docket 
Entry # 60, at pgs. 6-12 (M.D. Fla. filed May 21, 2007).  (Hereinafter referred to as 
“Monthly Operating Report at pg. __.”).   

16 See Construction Compliance Complaint at pg. 4.   
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Vice President and Wholesale Lending Manager Patrick McGinnis (“McGinnis”).  The 

former Wholesale Manager 117 confirmed that the CFHI Mortgage Department had 30 to 35 

employees but that the CCI loans were separate and essentially “off limits” to everyone but 

Coon who “ran the show completely.”  However, the “Brians” still remained intimately 

involved and oversaw the speculative development scheme that they had created.  As the 

former Vice President and Manager of Underwriting18 revealed, Coon participated in 

meetings with the Brians, current CFO Justin Locke, current CEO Anne Lee and current 

Senior Vice President Director of IT Dennis Duran to discuss the CCI account.  Indeed, this 

former Vice President and Manager of Underwriting stated that before any change was made 

to the CCI account, Coon would first attend a meeting with these individuals.  The direct 

involvement of the “Brians” in the CCI construction scheme was also confirmed by the 

former Wholesale Manager 2,19 who stated that “both of the Brians were always aware of 

everything that Phil did” and Coon “alluded to the fact that the Brians were in the loop on the 

                                                 

17 The former Wholesale Regional Manager 1 (hereinafter “Wholesale Manager 1”) was 
employed at CFHI in Bradenton, Florida from July 2004 through January 2006.  The 
Wholesale Manager 1 was in charge of securing wholesale loans from “Bradenton to Marco 
Island.”  In this capacity, this former insider solicited mortgage brokers to use CFHI 
products. 

18 The former Vice President and Manager of Underwriting was employed in the Mortgage 
Department of CFHI in Bradenton, Florida from February of 2004 through March of 2007.  
This former insider reported to Phil Coon and Melissa Coon and was responsible for 
overseeing the CFHI underwriting department. 

19 The former Wholesale Regional Manager 2 (hereinafter “Wholesale Manager 2”) was 
employed at CFHI in Bradenton, Florida from September 28, 2004 through April 8, 2005 as 
a mortgage closer responsible for “putting together mortgage closing packages and 
disbursing funds for construction loans.” 
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deal.”  According to this former employee, “Phil was the golden goose, and Phil talked to 

them both every single day.”  Indeed, as a product of his involvement in this real estate scam, 

Coon was highly rewarded with lucrative bonuses approved by the Board of Directors that 

resulted in him earning even more than the “Brians.”  The Wholesale Manager 2 further 

elaborated that Coon “was in constant contact with Brian Peters” and that “they met a couple 

of times a week, if not every single day.”  Peters’ knowledge of CCHI’s transactions with 

CCI was corroborated by a former CFHI Executive Vice President in charge of commercial 

lending.   

(c) Distributing Loan Money Through Draws 

59. Once the loans were approved by CFHI and the paper work processed, CFHI 

began distributing money to CCI to construct the homes.  For every CCI construction-to-

permanent loan, CFHI maintained a Loan in Progress Account (“LIP Account”).  A LIP 

Account contained all the funds left to be drawn on a particular loan.  Money would be 

distributed to CCI or “drawn” from the LIP Account according to the draw schedule set forth 

in the Construction Loan Agreement between the borrower and CFHI.  As explained by 

Wholesale Manager 2, the “draw schedule” set forth the percentage of the loan that CCI 

could draw following the completion of specified events such as the completion of the 

foundation or the installation of the plumbing.  Once CCI achieved a specified event, the 

appropriate percentage of loan money would be distributed to CCI from the LIP fund to be 
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used for construction.  According to CCI, it was CFHI and AML who determined how the 

funds would be disbursed.20 

60. As explained by the Wholesale Manager 2, the first draw made to builders on 

almost all construction loans was a 10% draw.  However, CCI loans were handled differently 

by CFHI.  The Wholesale Manager 2 learned that CCI loans were being processed 

differently than ordinary construction loans in late 2004, when he attended a “big meeting” 

held by Coon and McGinnis in the Underwriting Department office.  Coon told participants 

at this meeting that CCI transactions would make up “a huge chunk of our loan volume” and 

emphasized their importance. 

61. At this meeting, the Wholesale Manager 2 learned that CFHI was not going to 

stick to the “standard” CFHI draw schedule but rather that CCI could take a 30% draw on the 

construction loan at the time of the loan closing.  The 30% draw at the close of the mortgage 

progress was so uncharacteristic of the draws given on other construction loans, that 

Wholesale Manager 2 specifically raised the issue to Coon at the meeting.  Coon stated that 

CCI owned the land on which the homes were being built and the 30% draw at the close term 

was included so that “CCI could pull profits out on the land” ownership.  This set up was 

confirmed by the former CCI CFO who explained that CCI initially owned somewhere 

between 20 to 40 lots in the North Port area on which the development would be constructed.  

However, the draw schedule in the borrowers’ construction loan agreements with CFHI did 

not contain a draw for the purchase of the lots.  CFHI found a way to get around this.  It 

                                                 

20 See Construction Compliance Complaint at pg. 4.   



 29

simply deviated from the agreed upon draw schedule.  At the close of the mortgage, when 

CFHI made the first draw of 10% from the borrowers’ LIP Accounts to disburse to CCI, it 

also drew monies from the LIP account for the purchase of the lot and gave this sum to CCI.  

CCI confirmed that at the close of the loan, it received an initial draw which covered the lot 

payment and start up costs.21  According to the Wholesale Manager 2, CFHI “basically 

bypassed controls” when it came to the draw schedule for construction loans involving CCI.  

He stated that “with other builders, an inspector would go out and take a shot of the slab and 

Wanda [Farr] would disburse the funds.”  With regard to CCI construction, CFHI was 

“obviously not following the draw schedule, or how else would all that money be disbursed 

when the homes were not even started?”  As described in further detail below, this was not 

the last time that CFHI would operate outside the draw schedule when it suited the 

Company’s interests.  

(d) CFHI Collects Interest Payments from LIP Accounts 

62. Interest payments derived from loans are a significant source of revenue for 

CFHI.  When the North Port properties were originally marketed to investors, CCI had 

promised that it would pay the interest on the loans while construction was in progress.  

According to the former CCI Senior VP of Sales and Marketing,22 it is common for the 

builder to pay the interest on the loans through the construction period, because “most 

                                                 

21 See Construction Compliance Complaint at pg. 5.   

22 The former CCI Senior VP of Sales and Marketing was employed at CCI from April 2005 
until January 2007 and reported directly to Battle Sr.  In this capacity, this former CCI 
employee was heavily involved in sales.  
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customers cannot afford to pay the interest while their home is being built.”  However, as 

confirmed by the former CCI CFO, although “it was set up so that CCI was supposed to pay 

the interest on the construction loan,” CCI did not honor this promise.  Instead, the “interest 

was borrowed by the investor” and they were paying it from their financing.  This former 

executive revealed that the interest payments on the loan were deducted from the loans that 

the borrowers had taken.  CCI confirmed that the way in which it paid interest, was actually 

by Coast deducting it from the borrowers’ contract balances in the LIP accounts.23  In 

addition, the interest rates were higher on the loan during the construction phase and would 

be reduced upon conversion to the permanent phase of the loan.24  CCI confirmed that CFHI 

was drawing the higher construction rate interest payment directly from the borrowers’ LIP 

Accounts25 and making payments to itself.  In such a way, CFHI was manipulating the 

borrowers’ money to ensure it got paid. 

63. The former CCI CFO explained that interest began to accrue on a loan once 

the mortgage closed and the initial draw was issued.  The amount of interest accrued would 

then be deducted by CFHI from the next CCI draw on the individual borrower’s loan.  For 

instance, if CCI finished the slab on an investor’s home after six months, then six months of 

interest would have accrued on the initial draw.  When CCI submitted a request for the next 

                                                 

23 See Construction Compliance Complaint at pg. 6.   

24 See Construction Compliance Complaint at pgs. 6-7. 

25 See Construction Compliance Complaint at pg. 7. 
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draw, CCI would receive the subsequent draw amount minus the interest that had accrued on 

the previous draw. 

64. The former CCI CFO divulged that this system eventually caused problems 

for CCI, as further detailed below, when building was delayed on a particular lot after the 

initial draw.  The longer it took CCI to reach a specified event in the draw schedule, the less 

money CCI would actually receive from Coast because interest that had accrued would be 

subtracted from the draw percentage.  In addition, if a house took more than a year to build, 

which was the estimate provided to investors for the completion of construction, there would 

not be sufficient money available for construction.  This is because accruing interest would 

continue to be deduced from the LIP account by CFHI, thus leaving less money available for 

construction costs. 

(e) A Quasi-Ponzi Scheme Takes Shape   

65. As stated above, CCI owned only 20 to 40 lots in the North Port area used to 

construct the North Port Development.  In order to succeed with their scam, Defendants had 

to get more lots to sell to investors.  As part of the first draw, CFHI distributed monies to pay 

CCI for the purchase of these lots.  According to the former CCI CFO, all of the draws 

issued to CCI by CFHI went into the same cash account.  He further clarified that “there was 

not a separate cash account set up for each borrower” but rather the “funds were all co-

mingled and Coast never checked.”  However, the direction of the funds was of no concern 

to CFHI.  While some of these draw monies were used to make partial payments to 

subcontractors for work they had performed on the properties, Battle Sr. also used these 

intermingled draw monies to purchase additional lots for his “building dynasty.”  This 
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former CCI executive revealed that the Battle-owned companies (i.e., CCI and CCI Land) 

purchased the lots by moving money back and forth between the companies.  He stated that 

“there were more than a few times that [he] had to move money inter-company to buy the 

lots.”  In such a way, a ponzi-scheme was born whereby CCI used intermingled draw money 

to purchase additional lots to market and sell to new investors.  As the former CCI CFO 

confirmed, “we just kept buying lots” and in most instances “we would buy the land and then 

find an investor.” 

(f) CFHI Continues to Capitalize on the North Port Scheme 
 

66. CFHI’s participation in the North Port Scheme was seemingly paying off.  

Since construction began on the homes in August of 2004,26 CFHI had made hundreds of 

loans to CCI customers and it was growing rich off the interest payments.  As loan interest 

substantially contributes to CFHI’s revenues, CFHI was able to report these revenues along 

with the year-over-year growth in its loan portfolio to the market.  All of this enabled CFHI 

to bring in new business and to continue the expansion of its banking franchise by opening 

new branches.  Moreover, the benefits CFHI received from its participation in the North Port 

Scheme artificially inflated the price of CFHI stock. 

67. In October of 2005, CFHI further capitalized on the financial success it was 

reaping from the fraudulent North Port Scheme by conducting its SPO.  As detailed in the 

Securities Act claims above, the prospectus issued by CFHI for this offering was replete with 

                                                 

26 CCI’s bankruptcy documents show construction on the first North Port Development 
homes beginning in August of 2004.  See Monthly Operating Report at pg. 11.   
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false and misleading statements and omitted any mention of its relationship with CCI or the 

North Port Scheme.  Instead, it touted CFHI’s growing loan portfolio, CFHI’s “conservative” 

lending standards, and CFHI’s asset quality.  CFHI earned nearly $39.9 million in proceeds 

in the SPO based on this false and misleading prospectus. 

68. The Individual Defendants and other CFHI executives were also profiting 

personally from the North Port Scheme.  For example, Coon, the man charged with running 

the day-to-day aspects of the North Port Scheme, earned substantial commissions for 

initiating loans to CCI customers.  According to the Company’s Annual Proxy Statement 

filed on April 11, 2006, Coon was paid commissions in 2005 in the amount of $308,436, 

which was more than three times his annual salary.  The commissions Coon received were 

calculated based on the aggregate dollar value of residential real estate loans originated by 

CFHI’s mortgage banking department. 

5. CFHI’s Plan Falls Apart 

(a) Loan Concentrations in CCI Loans Get Too High 

69. Although Defendants had handsomely profited from providing hundreds of 

loans to CCI customers, toward the end of 2005, they became concerned that their loan 

portfolio had become too highly concentrated in CCI loans. 

70. As stated in the Company’s 2005 annual report, CFHI routinely evaluated its 

loans concentrations which were “defined as amounts loaned to a number of borrowers 

engaged in similar activities which would cause them to be similarly impacted by economic 

or other conditions.”  As explained in the Company’s 2006 annual report, high loan 

concentrations in any one activity were considered risky because a concentration of 



 34

residential construction loans made to individuals who contract with the same builder to 

construct homes increases the risk of repayment of these residential construction loans if the 

contractor is unable to perform its contractual obligations in a timely fashion.  Moreover, as 

detailed below, Coast had repeatedly assured the market though its false and misleading 

public statements that total loan concentrations “to any particular group of customers 

engaged in similar activities or having similar economic characteristics did not exceed 10% 

of total loans.”  See e.g., CFHI Form 10-K for the fiscal year ending December 31, 2005. 

71. During the Class Period, the Individual Defendants knew that CFHI had more 

than a 10% concentration in loans to CCI customers.  As confirmed by the former Vice 

President and Manager of Underwriting, among the loans in CFHI’s portfolio, “there was 

nothing else as concentrated as CCI.”  CFHI did not provide a similar amount of loans for 

any other construction company.  CFHI executives were well aware of this high 

concentration in CCI loans.  According to the former Vice President and Manager of 

Underwriting, the upper management of CFHI “had several reports showing the loan 

concentration,” which were prepared by P.J. Kohler, a former CFHI employee who dealt 

with the Company’s loan portfolio.  According to the former Vice President and Manager of 

Underwriting, Kohler not only prepared reports which showed the loan concentration, but 

distributed them to the executive management team and the Board of Directors.  In addition, 

this source revealed that Senior Vice President Director of IT Dennis Duran “made an excel 

spreadsheet” for the executive management team, including the Individual Defendants, 

which listed every single construction loan, with the name of borrower, the amount of the 

loan and where the loan originated from.  Referring to “the Brians,” the former Vice 
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President and Manager of Underwriting stated that “[t]here is no way they can claim they 

were not aware of the loan concentration in CCI.”  A former CFHI Account Executive27 

clarified that monthly loan reports were generated for individuals who sold mortgages and 

that these reports showed all the loans that an individual closed in a prior month along with 

the amount of the loan, the mortgage broker and the name of the builder for a construction 

loan.  By receiving these reports, Coon and the “Brians” knew of the high concentration of 

CCI related loans.   

72. CFHI feared that its high concentration in loans to CCI customers and its 

involvement in the risky North Port Scheme would be exposed.  To prevent the whole 

scheme from unraveling, CFHI turned to CCI and asked it for help in concealing its true loan 

concentrations in CCI related loans.  As confirmed by the former CCI Senior VP of Sales 

and Marketing, CFHI asked CCI to build homes in the names of other affiliated companies, 

so that their loan portfolio appeared diversified.  As a result, CCI started to build homes 

under Armor Homes, Co., another Battle Sr. owned company.  This was confirmed by the 

former CCI Sr. VP of Sales and Marketing as well as the former CCI CFO, who stated that 

“once we reached a certain number of HUD statements under CCI and Armor, Coast asked 

us to diversify” and elaborated that “Coast could only make so many loans to CCI, so we 

started funneling loans to Florida State Builders.”  Florida State Builders was a company 

titled in the name of Battle Sr.’s son, Jesse Battle IV (“Battle Jr.”).   The former CCI CFO 

                                                 

27 The former CFHI Account Executive worked for CFHI for two years and wholesale 
mortgages to mortgage brokers.  He reported directly to Patrick McGinnis. 
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explained that CCI started listing Florida State Builders as the builder on home starts and 

that as part of the effort to diversify, CCI paid Florida State Builders a $1,000 fee on each 

HUD statement listing Florida State Builders as the builders.  In reference to this practice, 

the former CCI CFO commented that in his experience in the industry, he had “never heard 

of anything like that before.”  Although CCI made it appear as though CFHI had made 

construction loans to customers of three different building companies, all of these builders 

were one and the same. 

(b) Delays Mount and Expenses Rise 

73. In the summer and early Fall of 2005, hurricanes ripped through the country.  

Although these hurricanes demolished Mississippi, Alabama, and Louisiana in particular, 

they also had an impact on construction throughout the country, including Florida.  As 

reported by the Wall Street Journal on September 7, 2005, Hurricane Katrina, which 

devastated the gulf area, resulted in increased demand for skilled labor in this region.  This 

led to labor shortages in other parts of the United States, as skilled laborers poured into this 

devastated area where they were able to earn higher pay.  The repairs and rebuilding in the 

gulf region also led to shortages in building materials, which in turn increased in price.  The 

end result was that by the Fall of 2005, hurricanes had caused an increase in construction 

costs and also slowed the pace of construction throughout the country, including Florida. 

74. Both the former CCI CFO and former CCI Senior VP of Sales and Marketing 

confirmed that this negatively impacted the North Port Development.  According to the 

former CCI Senior VP of Sales and Marketing, this hit CCI’s construction efforts hard, 

causing them to fall behind their building schedule.  The former CCI Senior VP of Sales and 



 37

Marketing clarified that what had once taken CCI 60 days to build, was now taking 6 to 8 

months.  In addition, since expenses had risen, CCI’s original estimates for cost and expected 

time frame for the construction were no longer accurate. 

75. On top of the hurricane induced delay in construction, the former CCI Senior 

VP of Sales and Marketing stated that CCI ran into problems with getting the permits that 

they needed to build.  At that time, North Port was a booming area and the county was 

issuing a thousand permits a month.  This made it difficult to get the necessary permitting for 

the North Port Development completed.28  There was also a back log in surveying, which 

further delayed the construction.  The situation became so dire, that at one point, CCI even 

tried to buy a survey company to “in-house” this function. 

76. The delays in completing the homes were causing CCI’s financial condition 

to deteriorate further.  According to former CCI CFO, “it was taking too long to build the 

homes and there was not much mark up in the homes to begin with.”  The former CCI CFO 

stated that “Coast should have been able to tell by the end of 2005 that CCI was in real 

trouble.  According to this former CCI executive, “we only had 60 homes completed and 

there were 350 loans outstanding.”  He further recalled that at the start of 2006, he “tried to 

kick ‘em in the butt to get more production” and that “none of the houses were getting done.”  

By February and March of 2006, the former CCI CFO informed Battle and Miller that CCI 

was in deep financial trouble and that CCI was “running about five months behind” on 

                                                 

28 Indeed, “so many building permits were being applied for that the building officials 
could not keep up the processing time and building application times tripled and worse.”  
See Construction Compliance Complaint at pg. 6.   
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paying subcontractors.  He stated that “times were tough.”  For example, he specifically 

remembered that the Company was five months behind in paying cabinet, heating, framing 

and clearing subcontractors.  He told Battle  that “CCI would have to complete 200 homes in 

2006 just to break even.  By contrast, CCI had finished construction on less than 60 homes in 

all of 2005.” 

77. The mounting delays in CCI’s construction of the North Port Development 

were confirmed by the former CCI Project Manager.  This former employee revealed that in 

the Summer of 2006, “Subcontractors started complaining that they were not being paid” and 

“we just didn’t have any money.”  CCI’s cash flow problems at this time were confirmed by 

the Company in its bankruptcy filings.29  While previously CCI requested draws on the CFHI 

construction loans every two weeks, at this point, the former CCI Project Manager recalled 

that CCI executives instructed her to draw as much from the construction loan as possible, 

telling her that “anything you can get, go for it.” 

78. Defendants knew or were reckless in not knowing about CCI’s problems.  

After all, only 60 homes had been completed at the close of 2005 with 350 loans outstanding.  

Moreover, the hurricanes and their aftermath were national news.  CFHI was also a regional 

bank whose portfolio was filled with real estate and construction loans.  Problems procuring 

materials and skilled labor as well as regional permitting issues would not have evaded its 

notice.   

                                                 

29 See Disclosure Statement at pg. 9.   
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79. In addition, CCI’s delays were obvious from the pace at which draws were 

made from the borrowers’ accounts and from the amount of interest that was accruing.  As 

described above, CFHI made the draws or disbursements from the borrowers’ LIP accounts 

to CCI.  If it was taking CCI longer than anticipated to achieve specified draw events on 

hundreds of loans, this should have raised a red flag.  CFHI also knew or recklessly 

disregarded that the money in the LIP accounts was no longer sufficient to pay for the 

construction of the homes. 

(c) Battle Uses Draw Money to Build His Dynasty 

80. CFHI had taken a huge risk when it decided to get involved with CCI and its 

owner Battle.  As the former CCI CFO expressed above, CFHI had done no due diligence 

before establishing the relationship with CCI and performed no checks on what was 

happening to the draw money that it disbursed.  This risk came back to haunt CFHI.  As 

revealed by the former CCI CFO, Battle Sr. was not using the draw funds entirely for the 

purpose for which they were intended.  While he completed some construction and partially 

paid the subcontractors, he was also using the draw money and CCI’s cash to finance other 

investments.  He stated that “Jesse was trying to parlay the draw money into building a 

dynasty.” 

81. For instance, as stated above, Battle was using the initial draw monies 

supplied by CFHI to purchase other lots in the North Port area to sell to new investors in the 

quasi-ponzi scheme detailed above.  Battle was also misusing the draw money to invest in 

properties outside of the development.  The former CCI CFO divulged that Battle had made 

a $600,000 property investment in the Hollywood, Florida area in late Fall of 2005.  
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Although, the property rights in this Hollywood property were being held by the Battle 

Holding, Co. (another Battle Sr. owned property), the Hollywood lots were purchased using 

$300,000 from CCI land and $300,000 from CCI, Inc. as a security deposit on the lots.  In 

addition, Battle had siphoned draw money to create other investment companies such as the 

CCI Software Company. 

82. The end result was that Battle was draining his companies’ funds and the 

borrowers’ money and the homes were not getting built.  The former CCI CFO explained 

that a home builder should operate with a two-to-one ratio of cash to payables.  Indeed, he 

clarified that “two-to-one should be the worst case ratio.”  This former executive disclosed 

that by January 2006, CCI was “running at a 1 to 2.1 ratio” as a result of Battle Sr.’s misuse 

of draw monies.  Battle Sr.’s constant siphoning of the Company’s cash and draw funds had 

accelerated CCI’s financial ruination.   

(d) CFHI Gives CCI Borrowers’ Money 

83. On top of the mounting problems and delays detailed above, CFHI’s real 

estate scam began to further unravel in the summer of 2006,30 when the once hot real estate 

market in Southwest Florida began to cool.31  While CCI was struggling to get the North Port 

homes built, they were no longer going to be worth what was once estimated.  As a result, in 

                                                 

30 This is confirmed by an August 25, 2006 analyst report issued by Sterne, Agee & Leach, 
Inc. which analyzed real estate sales data from July of 2006 and stated that Florida’s real 
estate market was overheated and prices were trending downward.  In particular, this report 
found the Southwestern coast of the state showing significant weakness. 

31 See Construction Compliance Complaint at pg. 6.   
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the summer of 2006, with CCI’s financial situation becoming graver by the day and 

construction deadlines a dream of the past, Battle Sr. tried to get a bridge loan from Coast to 

help carry CCI while it completed construction on the homes.  However, according to the 

former CCI Senior VP of Sales and Marketing, CFHI “refused to take his calls.”`  Although 

CFHI and AML had handpicked Battle Sr. and his company CCI, to be the builder in their 

investment scheme, Battle Sr. “couldn’t even get a meeting” with CFHI executives.  CFHI 

was not willing to lend its money to CCI.  Nevertheless, CFHI had a plan, a way to get CCI 

more money.  It would steal it. 

84. Fearing the total collapse of CCI and the disclosures that it would be required 

to make to its shareholders, CFHI eventually came up with a solution.  Although CFHI was 

still unwilling to part with its own money and bear the risk of making a loan to CCI itself, it 

was willing to part with the borrowers’ money in the LIP Accounts.  CFHI decided to make 

another deviation from the draw schedule.  This was confirmed by the former CCI CFO who 

stated that, “Coast came up with a deal.  Coast would fund another 5% draw once CCI 

proved it had building permits for the properties.”  CFHI tried to mask this money as a 5% 

“permit draw,” however, the additional disbursement was outside the draw schedule.  The 

former CCI CFO stated that “Coast definitely knew CCI was in trouble.”  He explained 

Coast’s rationale behind that kind of draw as follows:  “Coast just tried to throw more money 

at it to get it turned around.”  Essentially, while CFHI refused to come to the aid of CCI with 

its own money, as confirmed by the former CCI Sr. VP of Sales and Marketing, it released 

approximately $2 million dollars of the borrowers’ money to CCI so that the company could 

attempt to right itself and to prevent the whole scheme from unraveling. 
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85. The money that CFHI gave to CCI was not enough.  On July 17, 2006, 

following the $2 million disbursement to CCI, the Company and Brian Peters terminated 

their relationship.  Despite his involvement in the North Port Scheme, the Board of Directors 

appointed Grimes as CEO. 

(e) CCI Buckles and Stops Building 

86. CFHI’s unethical “stop gap” measure did little to aid CCI.  Eventually, the 

company buckled under the weight of its many financial difficulties.  CCI halted 

construction on the homes all together.  Out of the nearly 500 homes undertaken by CCI, no 

work had progressed on 216 of them—approximately 45%.  Another 112 of the homes 

undertaken by CCI were only partially completed.  Thus, with respect to 68% of the CFHI 

homes, investors who put no money down on this “low risk” investment were now stuck 

with steep loans for empty plats of land or only homes that were partially constructed.  In 

addition, since CCI had stopped paying its subcontractors, CCI customers were slapped with 

constructions liens on their homes for these debts.  CFHI ceased making loans to new CCI 

customers and disbursements to CCI for existing borrowers in the Fall of 2006.  However, by 

the end of the Class Period, CFHI had made approximately 482 North Port loans, committing 

approximately $110 million to CCI customers—25% of CFHI’s total loan portfolio. 

87. Despite the negative impact this failed scheme would have on its financial 

results, CFHI never disclosed any of this critical information to the market.  Rather, CFHI 

remained silent for months, biding its time while it calculated the best way to release this 

information without causing its stock price to suffer.   
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88. Finally, the Company was out of options.  When it closed its books on 

December 31, 2006, it was evident that its financial results had been dramatically impacted 

by its failed North Port Scheme.  CFHI had no choice but to disclose to the market the 

problems CCI was having and the negative impact its association with CCI was going to 

have on its financials.   

6. The Truth Begins to Emerge 

89. On Friday January 19, 2007, Defendants filed a Form 8-K, signed by 

Defendant Grimes, revealing that CFHI’s concentration of loans and loan portfolio value was 

far different, and riskier, than previously represented to investors.  The Form 8-K stated: 

Coast Financial Holdings, Inc. (the “Company”), the holding company for 
Coast Bank of Florida (the “Bank”), has been advised of circumstances that 
are reasonably likely to have a material adverse impact on its construction-to-
permanent residential loan portfolio. Each of the Bank’s construction-to-
permanent residential loans (“residential construction loans”) are with 
individual owners of properties (“Borrowers”) who have separately 
contracted with builders to construct single family dwellings thereon. A local 
builder (“Builder”) that has been hired by a significant number of Borrowers 
has indicated that it may not have sufficient financial resources to complete 
its existing construction contract commitments. In this regard, the Bank has 
been advised that subcontractor and other liens have been placed on several 
of the existing construction projects with its Borrowers and has been advised 
by the Builder that it has effectively ceased construction activities.  
 
The Bank is in the process of reviewing the full residential construction loan 
portfolio and, as of the date of this report, has determined that the Builder and 
affiliates (“Builder Group”) have construction contracts with approximately 
482 Borrowers for which the Bank has committed approximately $110 
million to fund the construction of such Borrower’s homes. More than half of 
the committed funds have been disbursed to date. The Bank’s loans are 
directly with the Borrowers, and it is the Borrowers who are responsible for 
completing the construction of their single family dwellings and repaying the 
debt obligation. The failure of the Builder Group to complete construction, 
however, may materially adversely impact the ability of the Borrowers to 
satisfy their obligations under the residential construction loan and, in turn, 
may adversely affect the value of the Bank’s collateral.  
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The Company currently is taking steps to assess the impact that these 
developments may have on the Bank and its Borrowers. The Bank is 
evaluating each residential construction loan involving the Builder Group to 
determine the status and progress of the construction, the amounts needed to 
complete construction, the draws available under the existing residential 
construction loans, the deficiencies, if any, and the current performance of 
the Borrower under each loan. Further, the Audit Committee of the 
Company, working with independent professionals, will conduct a broader 
review of the construction-to-permanent residential loan program to ascertain 
whether other significant builder relationships exist within the portfolio and, 
if so, whether similar risks to performance are present. The Audit Committee 
also will evaluate the internal controls and underwriting procedures used with 
the construction-to-permanent residential loan program. While this review is 
ongoing, the Bank has determined to cease the generation of additional 
residential construction loans.  
 
Because the Bank has not completed its review of the residential construction 
loan portfolio involving the Builder Group and has not been able to verify the 
financial viability of the Builder Group, the Company is unable to presently 
determine the impact that these developments may have on its loan portfolio 
or results of operations. Based on the limited facts currently available to the 
Company, management believes that a material charge to its loan portfolio 
for impairment is reasonably likely to be required under general accepted 
accounting principles. The Company currently is unable to provide an 
estimate or range of the amounts of the potential impairment charge. 
Similarly, the Company currently is unable to assess the adequacy of its loan 
loss provision or the classification of the loans in its residential construction 
loan portfolio.  
 
The Company will evaluate the possible courses of action to mitigate any loss 
that may result from these residential construction loans. Because we are 
unable to determine the extent to which any workouts may be required or the 
extent of the current review process, we are unable to estimate the out-of-
pocket expenditures, including legal fees, that may be incurred in connection 
therewith.  
 
90. The market was stunned by this announcement and the price of CFHI stock 

plunged by $3.97 per share, or approximately 25%, to close at $12.10 per share, on heavy 

trading volume. 
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91. On the following Monday, January 22, 2007, the Company issued another 

press release “clarifying” the Form 8-K which was filed on January 19, 2007.  The Company 

stated, in material part, that it made loans to a builder (CCI) who had notified the Company 

that it was having financial difficulty and that this would likely have a material adverse 

impact on CFHI’s construction-to-permanent residential loan program.  Upon this 

announcement, the price of CFHI stock crashed another $3.42 per share, or approximately 

28%, to close at $8.68 per share, on heavy trading volume.  As a result of these revelations, 

in just two days, CFHI stock had lost more than half of its value. 

7. Post Class Period Revelations 

92. CFHI’s shocking disclosures on January 19, 2007 and January 22, 2007 were 

not the last the Company would make, but were just the beginning of a series of revelations 

which slowly untangled the full truth as to CFHI’s involvement in the North Port Scheme.  

Indeed, a couple of days later, on January 24, 2007, after the market closed, the Company 

issued a press release announcing that the “[C]ompany’s Board of Directors has engaged 

Sandler O’Neill & Partners, L.P. to advise on the financial aspects of the Company’s review 

of its strategic options.”   

93. This was followed by a press release issued by the Company on January 26, 

2007, which provided further information regarding the Company’s construction-to-

permanent residential loan portfolio.  In this press release, Defendant Grimes revealed that 

the Company had carefully analyzed the 482 loans.  Out of the 482 loans, 154 of the loans 

were made on homes which were more than 90% complete, 112 of the loans were made on 
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homes which were between 10% and 90% complete and the remaining 216 loans were made 

on lots where there had been no construction activity.   

94. On March 2, 2007, the Company issued a press release announcing that it had 

increased its loan loss reserves by $21 million, with $14 million specifically allocated to as 

of yet unnamed “builder” impaired loans.  It also reported a loss of $17.3 million dollars for 

the fiscal year ended December 31, 2006.   

95. Then, on March 6, 2007, Defendants filed a Form 8-K with the SEC revealing 

that CFHI’s additional $14 million loan loss provision may not adequately cover all costs 

and expenses associated with the “Affected Loans” (i.e., North Port Development loans).  

96. On March 13, 2007, the Company filed its Form 10-K for the year ended 

December 31, 2006, in which it admitted ineffective controls and procedures.   

97. On May 2, 2007, CFHI issued another press release, reporting a loss of 

$2.4 million for the quarter ended March 31, 2007.  The Company also announced that it had 

increased its loan loss reserves by $1.4 million dollars.  Defendant Grimes noted that the 

increase in net loss is primarily attributable to extraordinary circumstances, stating that “[f]or 

the past several months, CFHI has been operating under difficult circumstances and the 

earnings report is reflective of the situation.”  He further elaborated stating that “[a]s 

previously disclosed we have a large number of customers who have been negatively 

impacted by their builder filing for bankruptcy in the midst of their new home construction. 

This situation has generated large extraordinary expenses, negatively impacting the 

performance of CFHI.”   
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98. On May 24, 2007, CFHI announced in a press release that the FDIC and the 

OFR had issued the C&D Order against CFHI.  The C&D Order stated that, among other 

things, the FDIC and OFR had “determined that there is reason to believe that the bank had 

engaged in unsafe or unsound banking practices and had committed violations of law and/or 

regulations.”  The C&D Order, which was the product of five months of investigation, 

demanded in pertinent part, that CFHI, its institution-affiliated parties and its successors and 

assigns “cease and desist from the following unsafe and unsound banking practices and 

violations of laws and/or regulation: 

• operating with an excessive volume of poor quality loans; 

• following hazardous lending practices and operating with an 
inadequate loan policy; and 

• operating with ineffective allowance for loan and lease losses. 

99. The Order issued various sanctions and that CEO Brian Grimes be fired.  It 

also directed CFHI to take certain affirmative measures in the areas of board oversight, 

management planning and auditing, equity management, loan loss allowance, loan portfolio 

review, liquidity management and information technology.  The Company later 

acknowledged that the investigation of matters related to or underlying the Order were 

continuing and the Company had been advised that the Order may not be the only remedies 

pursued by the OFR and FDIC.32 

                                                 

32 This announcement was made in CFHI’s Form 10-Q for the second quarter of 2007 filed 
with the SEC on August 9, 2007. 
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100. On August 9, 2007, the Company filed a Form 10-Q for the Second Quarter 

of 2007 revealing more information about its devastated financial condition and announcing 

that it was facing both a grand jury investigation and an SEC inquiry with respect to its 

involvement in the North Port Scheme and its Affected Loans.  Moreover, the Company 

admitted that as of June 30, 2007, “the Company had outstanding balances of approximately 

$116.2 million of residential construction loans that had similarity in product, primarily 

related to the investment purpose of the financing by borrowers.”  (emphasis added).  It 

stated that of the $63.7 million of non-accrual loans, $37.8 million represented the non-

accrual balance of the Affected Loan Portfolio, loans which were made to CCI customers as 

part of the North Port Scheme.   

101. This 10-Q along with the C&D Order finally confirmed what CFHI had 

known throughout the Class Period, but had failed to disclose to the market: the truth about 

its banking practices, its involvement in risky lending activities contrary to public statements, 

its knowledge or reckless disregard for the financial condition of its partner —CCI— and the 

impact the financial demise of CCI would have on its loan portfolio and overall financial 

condition, as well as its unethical and illegal use of borrowers’ money. 

102. CFHI’s involvement in the North Port Scheme left it in such a tenuous 

financial position that it became undercapitalized.  As a result, on August 3, 2007, CFHI 

announced in its Form 8-K and accompanying press release that it had entered into an 

Agreement and Plan of Merger by which it would be acquired by First Banks, Inc. for 

$22,130,793.80 or $3.40 per share in cash.  In its Form 10-Q filed several days later, the 

Company announced that it was “unlikely that the Holding Company’s available funds 
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[would] be sufficient to cover its operating expense obligations through the date of the 

closing of the Merger.”  It noted that to remedy this, it had sought a bridge loan of $250,000 

from its Chairman and received a commitment for lines of credit from First Banks Inc. to 

stay in business.  The proposed acquisition was so dire to CFHI’s survival, that it stated in its 

2007 Second Quarter Form 10-Q that, “[i]n view of the foregoing, if the Merger were not to 

close, management of the Company would have substantial doubt about the Holding 

Company’s ability to continue as a going concern.” 

B. DEFENDANTS’ FALSE AND MISLEADING CLASS PERIOD 
STATEMENTS AND FINANCIAL REPORTING  
 
1. False and Misleading Statements 

103. The Class Period begins on January 21, 2005.  On that date, Defendants 

issued a press release reporting financial results for the year ended December 31, 2004.   

Bradenton, Florida - January 21, 2005 - Coast Financial Holdings, Inc. 
(Nasdaq: CFHI), parent company of Coast Bank of Florida, today reported 
that strong loan and deposit growth contributed to a 54% increase in net 
interest income for the year ended December 31, 2004, compared to the prior 
year.  Coast reported net income of approximately $831,000, or $0.22 per 
diluted share in 2004, compared to a loss of $1.7 million, or $1.01 per diluted 
share in 2003.  For the fourth quarter, net income was approximately 
$318,000 or $0.08 per diluted share, compared to a net loss of $1.5 million, 
or $0.54 per diluted share, in the fourth quarter of 2003. 
 
“Our 2004 results reflect the solid foundation we laid early in the year and 
new initiatives implemented to stimulate future growth,” said Peters.  “Our 
sales and lending teams continued to do an excellent job of developing new 
business relationships and expanding existing ones, while improving credit 
quality.  We invested in the continued expansion and improvement of our 
franchise with the new Downtown Bradenton branch office, which we 
opened in May, and we are on track to move our operations center into the 
same office building later this quarter.  In addition, we are nearing the 
possible final stages of a contract to sell our existing operations center and 
have announced plans to open four new locations in or near St. Petersburg in 
Pinellas County.  While our infrastructure investments increased costs in 
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2004, we are confident they will provide solid contributions to earnings in the 
future.” 

 
* * * 

 
Income Statement Review 

 
Revenues (net interest income before the provision for loan losses plus other 
operating income) for the fourth quarter grew approximately 40% to 
$3.4 million, from $2.5 million in the fourth quarter of 2003. For the year 
ended December 31, 2004 revenues increased approximately 42% to 
$12.9 million, compared to $9.1 million for the 2003 fiscal year. 

  
Net interest margin was 3.26% in the fourth quarter of 2004 compared to 
3.12% in the previous quarter, and 3.34% in the fourth quarter of 2003.  For 
the year, net interest margin was 3.21%, a five-basis-point reduction from 
3.26% in 2003. 

 
In the fourth quarter, net interest income, before the provision for loan loss, 
increased approximately 47% to $2.8 million, compared to $1.9 million a 
year ago.  Noninterest income increased approximately 16% to $642,000, 
from $554,000 in the fourth quarter of 2003. 
 

* * * 
 

For the year ended 2004, the same factors that affected the quarter also 
affected the year-end results.  Net interest income increased approximately 
54% to $10.0 million, from $6.5 million last year. Noninterest income grew 
approximately 14% to $2.9 million, compared to $2.6 million I 2003.  
Noninterest expense increased by approximately 17% to $10.2 million, from 
$8.7 million in 2003. 

 
Balance Sheet Review 
 
“Our focus in 2004 has been to increase our loans while maintaining strong 
loan quality,” noted Peters.  “We continue to experience strong loan demand, 
which has been funded by deposit growth at branches opened during the last 
12 months.”  Net loans increased approximately 39%, to $298 million at 
December 31, 2004, from $214 million a year ago.  Coast increased its asset 
base approximately 46% to a record $385 million at year-end compared to 
$264 million a year earlier. 

 
* * * 
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Non-performing assets totaled $1.5 million, or 0.38% of total assets at 
December 31, 2004, compared to non-performing assets of $1.1 million, or 
0.42% of total assets a year earlier.  Reflecting the improved asset quality, the 
allowance for loan losses totaled $2.9 million, or 0.96% of total loans 
outstanding, at December 31, 2004, compared to $3.2 million, or 1.48% of 
total loans outstanding, a year earlier. 

 
104. On March 31, 2005, CFHI filed its annual report on Form 10-KSB for the 

year ended December 31, 2004 with the SEC, signed by Defendants Peters and Grimes.  The 

2004 10-KSB reaffirmed the financial results announced in the press release above in ¶103.  

Additionally, CFHI stated: 

• [W]e seek to make prudent lending decisions. . . . 
 
• Coast Bank maintains diversification when considering investments and the 

granting of loan requests. 
 
• Coast Bank primarily enters into lending arrangements for its portfolio loans 

with individuals who are familiar to us and are residents of our primary 
market area. 

 
• A large portion of Coast Bank’s lending activities consist of the origination 

of single-family residential mortgage loans collateralized by owner-occupied 
property located in our primary service area.  

 
• Most of the residential construction loans are made to individuals who intend 

to erect owner-occupied housing on a purchased parcel of real estate. 
 
• Construction loans are generally offered on the same basis as other 

residential real estate loans except that a larger percentage down payment is 
typically required.  

 
• Coast Bank does finance the construction of individual, owner-occupied 

houses on the basis of written construction loan and underwriting 
management guidelines. ***  Such construction loans on residential 
properties are generally made in amounts up to 80% of appraised value.  

 
• Loan proceeds on builders’ projects are disbursed in increments as 

construction progresses and as inspections warrant.  
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• Loan applications, whether originated through Coast Bank or through 
mortgage brokers, are underwritten and closed based on the same standards, 
which generally meet FNMA underwriting guidelines. 

 
• The loan underwriting procedures followed by Coast Bank are designed to 

conform with regulatory specifications and to assess the borrower’s ability to 
make principal and interest payments and the value of any assets or property 
serving as collateral for the loan. Generally, as part of the process, a bank 
loan officer meets with each applicant to obtain the appropriate employment 
and financial information as well as any other required loan information.   

 
• The mortgage banking department’s lending efforts are widely distributed 

throughout Florida and are not reliant on a specific region within Florida.  
 
• During 2004, we continued to expand our operations, grow our asset base, 

and increase the volume of our lending operations while generating our first 
fiscal year profit and taking steps to lay a strong fiscal foundation for future 
periods. We critically analyzed...the quality of our loan portfolio. . . . 

 
• We believe that the determination of the allowance for loan losses represents 

a critical accounting policy. The allowance for loan losses is maintained at a 
level management considers to be adequate to absorb probable loan losses 
inherent in the portfolio, based on evaluations of the collectibility and 
historical loss experience of loans. Credit losses are charged and recoveries 
are credited to the allowance.  

 
• [M]anagement believes that the allowance for loan losses was adequate to 

absorb estimated loan losses associated with the loan portfolio at December 
31, 2004. Actual results could differ from these estimates. 

 
• Management seeks to maintain a level of high quality assets through 

conservative underwriting and sound lending practices. 
 
• In an effort to maintain the quality of the loan portfolio, management seeks to 

minimize higher risk types of lending and additional precautions have been 
taken when such loans are made in order to reduce our risk of loss.  

 
• While there is no assurance that we will not suffer any losses on our 

construction or commercial real estate loans, management has sought to 
reduce the risks associated therewith by, among other things, making 
substantially all of such loans in connection with owner-occupied projects, 
projects where the borrower has received permanent financing commitments 
from which our loan will be repaid, and projects where the borrower has 
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demonstrated to management that its business will generate sufficient income 
to repay the loan. We also seek to further limit our risks by primarily entering 
into agreements with individuals who are familiar to Coast Bank personnel, 
are residents of our primary market area, and are believed by management to 
be good credit risks.  

 
• In addition to maintaining high quality assets, management also limits Coast 

Bank’s risk exposure to any one borrower or borrowers with similar or 
related entities.  

 
• The board of directors of Coast Bank concentrates its efforts and resources, 

and that of our senior management and lending officials, on loan review and 
underwriting procedures. 

 
• In this regard, our loans are reviewed to assess the adequacy of our internal 

loan (credit risk) grading system and to alert management with respect to any 
potential problems that may require remedial action. Senior loan officers also 
have established a review process with the objective of quickly identifying, 
evaluating, and initiating necessary corrective action for substandard loans.  

 
• It is management’s policy to maintain an adequate allowance for loan losses 

based on, among other things, management’s loan loss experience, evaluation 
of economic conditions, and regular reviews of delinquencies and loan 
portfolio quality.  

 
• Management monitors our asset quality and will charge-off loans against the 

allowance for credit losses when appropriate or provide specific loss 
allowances when necessary.  

 
• An evaluation was performed under the supervision and with the 

participation of the Company’s management, including its Chief Executive 
Officer and Chief Financial Officer, of the effectiveness of the design and 
operation of our disclosure controls and procedures (as defined in Rule 13a-
15(e) of the Exchange Act), as of the end of the period covered by this annual 
report. 

 
• Based on their evaluation of our disclosure controls and procedures, our 

Chief Executive Officer and Chief Financial Officer concluded, subject to the 
limitations described above, that our disclosure controls and procedures as of 
the end of the period covered by this report were effective.  

 
• The allowance for loan losses is evaluated on a regular basis by 

management. . . . 
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105. Moreover, Defendants Peters and Grimes asserted that the information 

contained in the 2004 Form 10-KSB was accurate.  Specifically, Defendants Peters and 

Grimes signed Sarbanes-Oxley (“SOX”) certifications which stated: 

1. I have reviewed this annual report on Form 10-KSB of Coast Financial 
Holdings, Inc.;  

  
2. Based on my knowledge, this report does not contain any untrue 

statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period 
covered by this quarterly report;  

 
3. Based on my knowledge, the financial statements, and other financial 

information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of 
the registrant as of, and for, the periods presented in this report;  

 
4. The registrant’s other certifying officer(s) and I are responsible for 

establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the 
registrant and have:  

  
(a) Designed such disclosure controls and procedures, or caused such 

disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the 
registrant, including its consolidated subsidiaries, is made known 
to us by others within those entities, particularly during the period 
in which this report is being prepared;  

 
(b) Evaluated the effectiveness of the registrant’s disclosure controls 

and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of 
the end of the period covered by this report based on such 
evaluation; and  

 
(c) Disclosed in this report any change in the registrant’s internal 

control over financial reporting that occurred during the 
registrant’s most recent fiscal quarter (the registrant’s fourth 
quarter in the case of an annual report) that has materially 
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affected, or is reasonably likely to materially affect, the 
registrant’s internal control over financial reporting; and  

 
5. The registrant’s other certifying officer(s) and I have disclosed, based 

on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent 
function):  

 
(a) All significant deficiencies and material weaknesses in the design 

or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to 
record, process, summarize and report financial information; and  

 
(b) Any fraud, whether or not material, that involves management or 

other employees who have a significant role in the registrant’s 
internal control over financial reporting.  

 
106. For the reasons stated above in Section VI.A., Factual Background, and as 

detailed herein, the statements made in the 2004 Form 10-KSB and the accompanying press 

release set forth in ¶103 through ¶105, which touted among other things the Company’s 

“prudent” lending decisions, “conservative underwriting practices,” diversification when 

considering loan requests, and an increase in net interest income and revenues were 

materially false and misleading when made or omitted material facts to make such 

statements not false or misleading. 

107. In addition, they were false and misleading or omitted material facts to make 

such statements not false or misleading because: (a) in 2004, CFHI had concocted and 

engaged in a real estate scam with AML and CCI, a financially unstable company, without 

doing any due diligence as to its financial condition and its capability of completing 

construction of the North Port Development homes (see, e.g., ¶¶46-56, 80); (b) as part of this 

scheme, the North Port properties were specifically marketed as investment properties to 
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CCI customers who were located outside the state of Florida and the majority of individuals 

who purchased them did so with the intention of “flipping them” or renting them out rather 

then using them as owner-occupied dwellings (see, e.g., ¶¶52-54); (c) CFHI’s lending 

operations were significantly geared toward CCI customers and as a result CFHI did not 

“maintain[] diversification when considering investments and granting of loan requests” as it 

purported, but rather encouraged loans to CCI customers and approved them with little to no 

due diligence as to the individual borrowers’ backgrounds (see, e.g., ¶¶48, 57, 69-72); (d) as 

part of this real estate scam, CFHI had loosened its lending standards and was making risky 

loans to CCI customers many of whom were located outside of Florida (see, e.g., ¶¶50-54, 

57, 65); (e) CFHI was making loans to CCI customers without requiring them to put any 

money down (see, e.g., ¶54); (f) CFHI made improper draws against the borrowers’ money 

without inspection or oversight as to the progress of CCI’s construction on the North Port 

homes (see, e.g., ¶¶59-61, 83-86, 89-102); (g) CFHI had been operating with an inadequate 

allowance for loan and lease losses, inadequate oversight of the loan portfolio and 

concentrations of credit, an excessive volume of poor quality loans, hazardous lending 

practices, and an inadequate loan policy (see, e.g., ¶¶9, 98-99); (h) CFHI was complicit in 

the quazi-ponzi scheme engaged in by CCI, in which borrower’s loan money was used to 

purchase more properties to sell to new investors rather than for construction costs (see, e.g., 

¶¶46-56, 65, 80-81); (i) the revenues and year-over-year growth that CFHI reported in its 

loan portfolio were a product of the North Port Scheme (see, e.g., ¶¶44, 48, 66-67); (j) CFHI 

did not maintain high quality assets, conservative underwriting standards or stringent lending 

practices despite its assurances to the market to the contrary (see, e.g., ¶¶48, 50-54, 57, 69-
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72, 83-86); (k) CFHI’s disclosure controls and procedures were ineffective, as was later 

admitted in the Company’s 2006 annual report filed on Form 10-K (see, e.g., ¶96); (l) the 

Company’s financial results were grossly overstated and were not GAAP compliant (see, 

e.g., ¶¶7, 136-173). 

108. On April 22, 2005, Defendants issued a press release reporting its financial 

results for the first quarter of 2005, the period ended March 31, 2005.  The press release 

stated in pertinent part: 

Bradenton, Florida - April 22, 2005 - Coast Financial Holdings, Inc. (Nasdaq: 
CFHI), parent company of Coast Bank of Florida, today reported that strong 
loan and deposit growth contributed to a 29% increase in net interest income 
for the first quarter ended March 31, 2005, compared to the first quarter of 
2004.  Coast reported net income of $77,000, or $0.02 per diluted share in the 
first quarter of 2005, compared to $9,000, or $0.01 per diluted share in the 
first quarter of 2004. 
 
“We have generated both top and bottom line improvements, with revenues 
increasing 21%, loans expanding 37% and net income improving eight-fold 
from year ago levels,” said Brian Peters, President and Chief Executive 
Officer.” 
 

* * * 
 
Income Statement Review 
 
Revenues (net interest income before the provision for loan losses plus other 
operating income) for the quarter ended March 31, 2005 increased 21% to 
$3.5 million, compared to $2.9 million for the first quarter of 2004.  For the 
quarter, net interest income, a basic measure of bank profitability, grew 29% 
to $3.0 million, compared to $2.3 million in the like quarter of 2004. Net 
interest margin was 3.23% for the 2005 first quarter, compared to net interest 
margin of 3.24% for the fourth quarter of 2004, and net interest margin of 
3.60% for the first quarter of 2004.  “We experienced a compression in out 
net interest margin compared to the first quarter of 2004 as a result of exiting 
our high risk, high yielding car loan portfolio early last year.  We are 
confident that with better management of our cost of funds we will be able to 
expand our margin going forward,” said Peters. 
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Non-interest income for the first quarter was $527,000, compared to 
$587,000 for the first quarter of 2004 and $641,000 for the fourth quarter of 
2004.  Non-interest expense increased by 18% to $3.0 million, compared to 
$2.5 million in the first quarter a year ago, due to the increased staffing and 
occupancy expenses associated with the Bank’s expansion. 

 
* * * 

 
 Balance Sheet Review 
 

Assets increased 39% to a record $424 million at March 31, 2005, compared 
to $304 million a year earlier.  Book value increased to $9.27 per share at 
March 31, 2005, from $9.06 per share a year earlier. 

 
Coast Financial increased its net loans 37%, to $323 million at March 31, 
2005, from $235 million a year ago.  “Over the past 12-months, we have 
expanded our loan portfolio and anticipate that because of the high growth 
throughout the Tampa Bay market, we should be able to continue at that rate 
this year,” said Peters. “The economy across the Tampa Bay market remains 
strong.  This loan demand has been funded by deposit growth at both our new 
and existing branches.” 

 
Commercial real estate loans grew 74% and now comprise 34% of Coast’s 
net loan portfolio at March 31, 2005, compared to 27% a year earlier.  
Residential construction and land loans grew 50% and now account for 49% 
of net loans, compared to 45% at March 31, 2004. 
 
Non-performing assets totaled $1.4 million, or 0.34% of total assets, 
compared to $1.5 million, or 0.38% of total assets at December 31, 2004, and 
$1.9 million, or 0.61% of total assets at March 31, 2004.  The allowance for 
loan losses was $3.0 million, or 0.94% of total loans outstanding, at March 
31, 2005, compared to $3.2 million, or 1.35% of total loans outstanding, a 
year earlier. “The decrease in allowance for loan losses was due to the write 
off of certain loans in 2004 that had been provided for at the end of 2003” 
said Peters.  Consequently, the ratio of net charge-offs to average loans 
outstanding improved 21 basis points to 0.29% at March 31, 2005, compared 
to 0.50% a year ago. 
 
109. On May 5, 2005, CFHI filed its quarterly report for the first quarter of 2005 

on Form 10-Q with the SEC, the period ended March 31, 2005, which was signed by 

Defendants Peters and Grimes.  The 2005 first quarter 10-Q reaffirmed the financial results 
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announced in the press release above in ¶108.  Further, it repeated the same language 

regarding CFHI’s disclosure controls and procedures that was included in its 2004 Form 10-

KSB.  Moreover, the 2005 first quarter 10-Q contained the same SOX certifications from 

Defendants Peters and Grimes that were included in CFHI’s 2004 10-KSB. 

110. For the reasons stated above in Section VI.A., Factual Background, and in 

¶¶106-107, the statements made in the 2005 first quarter 10-Q and the accompanying press 

release set forth in ¶108 through ¶109, which touted among other things the Company’s 

increasing revenues and expanding loan portfolio were materially false and misleading when 

made or omitted material facts to make such statements not false or misleading.  

111. On August 12, 2005, Defendants issued a press release reporting its financial 

results for the second quarter of 2005, the period ended June 30, 2005.  The press release 

stated in pertinent part: 

BRADENTON, Fla., Aug. 12 /PRNewswire-FirstCall/ -- Coast Financial 
Holdings, Inc. (Nasdaq: CFHI), parent company of Coast Bank of Florida, 
today reported that strong loan and deposit growth in the second quarter 
contributed to a 33% increase in net interest income for the second quarter 
ended June 30, 2005, compared to the second quarter a year ago. Assets grew 
40% to $468.3 million, deposits increased 44% to $394.7 million and loans 
grew 40% to $359.6 million from year ago levels. Following a $1.3 million 
provision for loan losses in the second quarter of 2005, Coast Financial 
reported a loss of $958,000, or $0.25 per basic share during the second 
quarter, compared to earnings of $235,000, or $0.06 per basic share, in the 
second quarter last year. For the first six months of 2005, the Company 
reported a loss of $881,000, or $0.23 per basic share, compared to earnings of 
$244,000, or $0.07 per basic share, in the first half of 2004. 
 

* * * 
 
“We are very pleased with our growth, branch expansion and expanded ATM 
delivery channels to better serve our new and existing customers. The staff 
has worked tirelessly to continue to make Coast a true success story. While 
unfortunate, the provision and related write-off of several credits and the 
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settlement of the employee lawsuit are related to activities of prior 
management and are not representative of how Coast now conducts business. 
We are pleased to get these issues behind us so that we can focus on 
continuing to improve shareholder value through profitable growth. 
Excluding these items, we believe we are on track with our business plan and 
are very pleased with the progress of the Coast team.  
 
112. On August 12, 2005, CFHI filed its quarterly report for the second quarter of 

2005 on Form 10-Q with the SEC, the period ended June 30, 2005, which was signed by 

Defendants Peters and Grimes.  The 2005 second quarter 10-Q reaffirmed the financial 

results announced in the press release above in ¶111.  Further, it repeated the same language 

regarding CFHI’s disclosure controls and procedures that was included in the 2004 Form 10-

KSB.  Moreover, the 2005 second quarter 10-Q contained the same SOX certifications from 

Defendants Peters and Grimes that were included in CFHI’s 2004 Form 10-KSB. 

113. For the reasons stated above in Section VI.A., Factual Background, and as 

detailed herein, the statements made in the 2005 second quarter 10-Q and the accompanying 

press release set forth in ¶111 through ¶112, which touted among other things, CFHI’s 

increase in net interest income and expanding loan portfolio were materially false and 

misleading when made or omitted material facts to make such statements not false or 

misleading.   

114. In addition, they were false and misleading or omitted material facts to make 

such statements not false or misleading because: (a) since 2004, CFHI had been actively 

engaged in a real estate scam it had concocted with AML and CCI, a financially unstable 

company, without doing any due diligence as to its financial condition and its capability of 

completing construction of the North Port Development homes (see, e.g., ¶¶46-56,80); (b) as 

part of this scheme, the North Port properties were specifically marketed as investment 
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properties to CCI customers who were located outside the state of Florida and the majority of 

individuals who purchased them did so with the intention of “flipping them” or renting them 

out rather then using them as owner-occupied dwellings (see, e.g., ¶¶52-54); (c) CFHI’s 

lending operations were significantly geared toward CCI customers and as a result CFHI did 

not “maintain[] diversification when considering investments and granting of loan requests” 

as it purported, but rather encouraged loans to CCI customers and approved them with little 

to no due diligence as to the individual borrowers’ backgrounds (see, e.g., ¶¶48, 57, 69-72); 

(d) as part of this real estate scam, CFHI had loosened its lending standards and was making 

risky loans to CCI customers many of whom were located outside of the state of Florida (see, 

e.g., ¶¶50-54, 57- 65); (e) CFHI was complicit in the quazi-ponzi scheme engaged in by CCI, 

in which borrower’s loan money was used to purchase more properties to sell to new 

investors rather than for construction costs (see, e.g., ¶¶46-56, 65, 80-81); (f) the revenues 

and year-over-year growth that CFHI reported in its loan portfolio were a product of the 

North Port Scheme (see, e.g., ¶¶44, 48, 66-67); (g) CFHI did not maintain high quality 

assets, conservative underwriting standards or stringent lending practices despite its 

assurances to the market to the contrary (see, e.g., ¶¶48, 50-54, 57, 69-72, 83-86); (h) CFHI’s 

disclosure controls and procedures were ineffective, as was later admitted in the Company’s 

2006 annual report filed on Form 10-K (see, e.g., ¶96); (i) the Company’s financial results 

during the Class Period were grossly overstated and were not GAAP compliant (see, e.g., 

¶¶7, 136-173); (j) CFHI was making loans to CCI customers without requiring them to put 

any money down (see, e.g., ¶54); (k) CFHI made improper draws against the borrowers’ 

money and disbursed more than half of the monies of the Affected Loans without inspection 
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or oversight as to the progress of CCI’s construction on the North Port homes and at the end 

of the Class Period more than half of the homes had little to no construction activity (see, 

e.g., ¶¶59-61, 83-86, 89-102); (l) the FDIC confirmed that at the end of the Class Period, 

CFHI had been operating with an inadequate allowance for loan and lease losses, inadequate 

oversight of the loan portfolio and concentrations of credit, an excessive volume of poor 

quality loans, hazardous lending practices, and an inadequate loan policy (see, e.g., ¶¶9, 98-

99); and (m) CCI was delayed in its construction efforts due to hurricanes and a permitting 

back log and was encountering a multitude of financial problems, which would render it 

unable to honor its contracts to complete the North Port Development homes and would 

negatively impact CFHI’s financials (see, e.g., ¶¶73-88). 

115. On October, 5, 2005, CFHI filed its Form 424(b)(1) with the SEC, which 

contained CFHI’s Prospectus and Registration Statement for its SPO.  The Prospectus made 

materially false and misleading statements as identified in ¶23.   

116. On October 28, 2005, Defendants issued a press release reporting its financial 

results for the third quarter of 2005, the period ended September 30, 2005.  The press release 

stated in pertinent part: 

BRADENTON, Fla., Oct. 28 /PRNewswire-FirstCall/ -- Coast Financial 
Holdings, Inc. (Nasdaq: CFHI), parent company of Coast Bank of Florida, 
today reported that strong loan and deposit growth contributed to earnings for 
the quarter ended September 30, 2005. Net income was $106,000, or $0.03 
per diluted share, compared to $269,000, or $0.07 per diluted share, in the 
third quarter of 2004. Following a $1.3 million provision for loan losses in 
the second quarter of 2005, Coast Financial reported a loss of $775,000, or 
$0.21 per diluted share, for the nine months ended September 30, 2005, 
compared to earnings of $513,000, or $0.14 per diluted share, for the same 
period a year earlier. More financial information can be found in the 
Company’s third quarter 10-Q previously filed with the Securities and 
Exchange Commission. 



 63

 
“We believe that we are successfully growing our franchise, and over the past 
year have added branches to our network and expanded our ATM delivery 
channel to better serve our new and existing customers,” said Brian Peters, 
president and CEO. “Our focus will continue to be to improve shareholder 
value through continued, profitable growth. Tampa Bay is a robust market 
today, with employment up 3.7% this year, fueled by new employers moving 
into the Tampa area from higher cost markets. A friendly business climate 
and an efficient infrastructure are further draws in the area. We believe our 
franchise expansion will afford solid opportunities for our growth in the 
coming years.” 
 
117. On October 28, 2005, CFHI filed its quarterly report for the third quarter of 

2005 on Form 10-Q with the SEC, the period ended September 30, 2005, which was signed 

by Defendants Peters and Grimes.  The 2005 third quarter 10-Q reaffirmed the financial 

results announced in the press release above in ¶116.  Further, it repeated the same language 

regarding CFHI’s disclosure controls and procedures that was included in the 2004 Form 10-

KSB.  Moreover, the 2005 third quarter 10-Q contained the same SOX certifications from 

Defendants Peters and Grimes that were included in CFHI’s 2004 Form 10-KSB. 

118. For the reasons stated above in Section VI.A., Factual Background, and as 

detailed herein, the statements made in the October 2005 Offering Prospectus, the 2005 third 

quarter Form 10-Q and the accompanying press release set forth in ¶23 and ¶¶116-117, 

which touted among other things, CHFI’s conservative lending philosophy, tightened lending 

standards, strengthened internal controls as well as the Company’s strong loan growth for the 

quarter were materially false and misleading when made or omitted material facts to make 

such statements not false or misleading.   

119. In addition, they were false and misleading or omitted material facts to make 

such statements not false or misleading because: (a) since 2004, CFHI had been actively 
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engaged in a real estate scam it had concocted with AML and CCI, a financially unstable 

company, without doing any due diligence as to its financial condition and its capability of 

completing construction of the North Port Development homes (see, e.g., ¶¶46-56, 80); (b) as 

part of this scheme, the North Port properties were specifically marketed as investment 

properties to CCI customers who were located outside the state of Florida and the majority of 

individuals who purchased them did so with the intention of “flipping them” or renting them 

out rather then using them as owner-occupied dwellings (see, e.g., ¶¶52-54); (c) CFHI’s 

lending operations were significantly geared toward CCI customers and as a result CFHI did 

not “maintain[] diversification when considering investments and granting of loan requests” 

as it purported, but rather encouraged loans to CCI customers and approved them with little 

to no due diligence as to the individual borrowers’ backgrounds (see, e.g., ¶¶48, 57, 69-72); 

(d) as part of this real estate scam, CFHI had loosened its lending standards and was making 

risky loans to CCI customers many of whom were located outside of the state of Florida (see, 

e.g., ¶¶50-54, 57, 65); (e) CFHI was complicit in the quazi-ponzi scheme engaged in by CCI, 

in which borrower’s loan money was used to purchase more properties to sell to new 

investors rather than for construction costs (see, e.g., ¶¶46-56, 65, 80-81); (f) the revenues 

and year-over-year growth that CFHI reported in its loan portfolio were a product of the 

North Port Scheme (see, e.g., ¶¶44, 48, 66-67); (g) CFHI was making loans to CCI 

customers without requiring them to put any money down (see, e.g., ¶54); (h) CFHI made 

improper draws against the borrowers’ money and disbursed more than half of the monies of 

the Affected Loans without inspection or oversight as to the progress of CCI’s construction 

on the North Port homes and at the end of the Class Period more than half of the homes had 
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little to no construction activity (see, e.g., ¶¶59-61, 83, 86, 89-102); (i) the FDIC confirmed 

that at the end of the Class Period, CFHI had been operating with an inadequate allowance 

for loan and lease losses, inadequate oversight of the loan portfolio and concentrations of 

credit, an excessive volume of poor quality loans, hazardous lending practices, and an 

inadequate loan policy (see, e.g., ¶¶9, 98-99); (j) CFHI did not maintain high quality assets, 

conservative underwriting standards or stringent lending practices despite its assurances to 

the market to the contrary (see, e.g., ¶¶48, 50-54, 57, 69-72, 83-86); (k) CFHI’s disclosure 

controls and procedures were ineffective, as was later admitted in the Company’s 2006 

annual report filed on Form 10-K (see, e.g., ¶96); (l) the Company’s financial results during 

the Class Period were grossly overstated and were not GAAP compliant (see, e.g., ¶¶7, 136-

173); (m) CCI was delayed in its construction efforts and encountering a multitude of 

financial problems, which would render it unable to honor its contracts to complete the North 

Port Development homes and would negatively impact CFHI’s financials (see, e.g., ¶¶73-

88); and (n) throughout the Class Period, loan concentrations in loans to CCI customers had 

risen above 10%, eventually totaling 25% of its loan portfolio at the end of the Class Period 

(see, e.g., ¶¶69-72). 

120.  On January 27, 2006, Defendants issued a press release reporting financial 

results for the year ended December 31, 2005.  The press release stated in pertinent part: 

BRADENTON, Fla., Jan. 27 /PRNewswire-FirstCall/ -- Coast Financial 
Holdings, Inc. (Nasdaq: CFHI), parent company of Coast Bank of Florida, 
today reported that strong loan and deposit growth contributed to a 32% 
increase in net interest income for the year ended December 31, 2005, 
compared to the prior year. For the fourth quarter of 2005, the company 
earned $160,000 or $0.02 per diluted share, compared to $318,000, or $0.08 
per diluted share, in the fourth quarter a year ago. The company reported a 
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net loss of $615,000, or $0.14 per diluted share in 2005, compared to 
earnings of $831,000, or $0.22 per diluted share in 2004. 
 

* * * 
 
“The expansion of our branch network in the greater Tampa Bay area is 
beginning to pay off, which is demonstrated by our strong loan and deposit 
growth in 2005,” said Brian Peters, president and CEO. “The decision we 
made last year to enter Pinellas County was timely, giving us a good foothold 
in one of the most attractive demographics in Florida and providing more 
opportunities for growth. 
 

* * * 
 

Income Statement Review 
 
Revenues (net interest income before the provision for loan losses plus other 
operating income) for the fourth quarter increased 23% to $4.2 million, from 
$3.4 million in the fourth quarter of 2004. For the year ended December 31, 
2005 revenues increased 20% to $15.5 million, compared to $12.9 million in 
2004. 
 
Net interest margin was 3.03% in the fourth quarter of 2005 compared to 
3.06% in the previous quarter, and 3.26% in the fourth quarter of 2004. For 
the year, net interest margin was 3.10%, compared to 3.25% in 2004. The 
decline in the net interest margin was primarily a result of the higher cost of 
deposits associated with the branch expansion. 
 
In the fourth quarter of 2005, net interest income before the provision for 
loan loss increased 32% to $3.7 million, compared to $2.8 million in the 
fourth quarter of 2004. For the full year, net interest income increased 32% to 
$13.2 million, compared to $10.0 million in 2004. Net interest income 
increased for both the fourth quarter and year ending December 31, 2005, as 
a result of increased net interest earning assets, which offset the impact of the 
decrease in net interest margin. Total noninterest income was $531,000 in the 
fourth quarter of 2005, compared to $642,000 in the fourth quarter of 2004. 
For the year 2005, noninterest income was $2.4 million, compared to $2.9 
million in 2004. The decrease was largely due to the gain associated with the 
2004 sale of the bank’s credit card portfolio and merchant services portfolio. 
 

* * * 
 

Balance Sheet Review 
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Assets increased 43% to a record $550 million at year-end compared to $385 
million a year ago. Deposits grew 38% over the past 12 months to $449 
million at December 31, 2005, compared to $326 million at December 31, 
2004. Book value was $11.34 per share at December 31, 2005, up from $9.30 
per share a year earlier, largely as a result of the follow-up offering 
completed in the fourth quarter. 
 
“Over the past 12 months, we have expanded our loan portfolio and 
anticipate that because of the high growth throughout the Tampa Bay area we 
should be able to continue at that rate this year,” said Peters. Net loans 
increased 31%, to $391 million at December 31, 2005, from $298 million a 
year ago. 
 
Commercial real estate loans now comprise 30.6% of the company’s net loan 
portfolio at December 31, 2005, compared to 33.5% a year earlier. 
Residential construction loans account for 42.3% of net loans compared to 
30.1% at December 31, 2004. Residential real estate loans represent 15.1% of 
net loans at December 31, 2005, compared to 15.8% a year earlier and 
installment loans now comprise just 7.4% of net loans compared to $15.8% 
of net loans at December 31, 2004. 
 
At December 31, 2005, non-performing assets totaled $1.3 million, or 0.24% 
of total assets, compared to $1.5 million, or 0.38% of total assets a year 
earlier. The allowance for loan losses was $3.1 million, or 0.80% of total 
loans outstanding, at December 31, 2005, compared to $2.9 million, or 0.96% 
of total loans outstanding, a year earlier. 
 
121. On March 24, 2006, CFHI filed its annual report on Form 10-K for the year 

ended December 31, 2005 with the SEC, which was signed by Defendants Peters and 

Grimes.  The 2005 10-K reaffirmed the financial results announced in the press release above 

in ¶120.  CFHI further stated: 

• In 2004, we began an initiative to enhance the quality of our loan portfolio 
and to emphasize lending activities that bring profitability without undue 
risk.  As part of this initiative, we undertook a critical review of our loan 
portfolio, the collateral provided for our loans and our underwriting 
standards.  

 
• We continued to adhere to the more conservative lending philosophy and 

policies adopted in 2004 and we have maintained the tightened underwriting 
standards adopted as part of this initiative.   
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• We continued our strengthened internal control over the loan review process 

by increasing the frequency of reviews, implementing changes in officer 
responsibilities, and instituting a further segregation of duties.   

 
• Maintaining Strong Underwriting Standards And Improving Asset Quality. 

We look to maintain the underwriting standards we implemented as part of 
our restructuring efforts in 2004 and we intend to continue reducing the 
balances of the high risk loans identified as part of our 2004 loan review.  

 
• [W]e seek to make prudent lending decisions. . . . 
 
• Most of the borrowers are located in the county where our branches are 

located or in the surrounding counties. Our residential construction loan 
program, however, has borrowers throughout the state of Florida. 

 
• A large portion of Coast Bank’s lending activities consists of the origination 

of residential construction-to-permanent loans throughout the State of 
Florida, which are used to finance the construction of single-family 
dwellings. Most of the residential construction loans are made to individuals 
who intend to erect owner-occupied housing on a purchased parcel of real 
estate.  

 
• Coast Bank finances the construction of individual, owner-occupied houses 

on the basis of written construction loan and underwriting management 
guidelines.  ***  Such construction loans on residential properties are 
generally made in amounts up to 80% of appraised value.  

 
• Construction loans to developers generally have terms of up to 24 months. 

Loan proceeds on builders’ projects are disbursed in increments as 
construction progresses and as inspections warrant.  

 
• Loan applications, whether originated through Coast Bank or through 

mortgage brokers, are underwritten and closed based on the same standards, 
which generally meet FNMA underwriting guidelines. 

 
• The loan underwriting procedures followed by Coast Bank are designed to 

conform with regulatory specifications and to assess the borrower’s ability to 
make principal and interest payments and the value of any assets or property 
serving as collateral for the loan. Generally, as part of the process, a bank 
loan officer meets with each applicant to obtain the appropriate employment 
and financial information as well as any other required loan information.  
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• Management seeks to maintain a level of high quality assets through 
conservative underwriting and sound lending practices.  

 
• In an effort to maintain the quality of the loan portfolio, management seeks to 

minimize higher risk types of lending and additional precautions have been 
taken when such loans are made in order to reduce our risk of loss.  

 
• Loans outside our local market area also entail risks. We attempt to mitigate 

these risks by engaging reputable broker correspondents.  
 
• While there is no assurance that we will not suffer any losses on our 

construction or commercial real estate loans, management has sought to 
reduce the risks associated therewith by, among other things, making 
substantially all of such loans in connection with owner-occupied projects.... 
We also seek to further limit our risks by primarily entering into agreements 
with individuals who are familiar to Coast Bank personnel, are residents of 
our primary market area, and are believed by management to be good credit 
risks.  

 
• On a routine basis we evaluate these concentrations for purposes of policing 

these concentrations and to make necessary adjustments in our lending 
practices that most clearly reflect the economic times, loan to deposit ratios, 
and industry trends. At December 31, 2005 total loans to any particular group 
of customers engaged in similar activities or having similar economic 
characteristics did not exceed 10% of total loans.  

 
• The Board of Directors of Coast Bank concentrates its efforts and resources, 

and that of our senior management and lending officials, on loan review and 
underwriting procedures.  As part of this process, our loans are reviewed to 
assess the adequacy of our internal loan (credit risk) grading system and to 
alert management with respect to any potential problems that may require 
remedial action. Senior loan officers also have established a review process 
with the objective of quickly identifying, evaluating, and initiating necessary 
corrective action for substandard loans.  

 
• Management monitors our asset quality and will charge-off loans against the 

allowance for credit losses when appropriate or provide specific loss 
allowances when necessary. 

 
• An evaluation was performed under the supervision and with the 

participation of the Company’s management, including its Chief Executive 
Officer and Chief Financial Officer, of the effectiveness of the design and 
operation of our disclosure controls and procedures (as defined in Rule 13a-
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15(e) of the Exchange Act), as of the end of the period covered by this annual 
report. 

 
• Based on their evaluation of our disclosure controls and procedures, our 

Chief Executive Officer and Chief Financial Officer concluded, subject to the 
limitations described above, that our disclosure controls and procedures as of 
the end of the period covered by this report were effective.  

 
122. Moreover, Defendants Peters and Grimes asserted that the information 

contained in the 2005 Form 10-K was accurate.  Specifically, Defendants Peters and Grimes 

signed SOX certifications substantially similar to those found in ¶105, above. 

123. For the reasons stated above in Section VI.A., Factual Background, and as 

detailed herein, the statements made in the 2005 Form 10-K and the accompanying press 

release set forth in ¶120 through ¶122, which touted among other things CHFI’s conservative 

lending philosophy and “prudent” lending decisions, strong underwriting standards, 

minimization of high-risk lending, as well as the Company’s strong loan growth for the year 

were also materially false and misleading or omitted material facts to make such statements 

not false or misleading. 

124. In addition, they were false and misleading or omitted material facts to make 

such statements not false or misleading because: (a) since 2004 and throughout all of 2005, 

CFHI had been actively engaged in a real estate scam it had concocted with AML and CCI, a 

financially unstable company, without doing any due diligence as to its financial condition 

and its capability of completing construction of the North Port Development homes (see, 

e.g., ¶¶46-56, 80); (b) as part of this scheme, the North Port properties were specifically 

marketed as investment properties to CCI customers who were located outside the state of 

Florida and the majority of individuals who purchased them did so with the intention of 
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“flipping them” or renting them out rather then using them as owner-occupied dwellings 

(see, e.g., ¶¶52-54); (c) CFHI’s lending operations were significantly geared toward CCI 

customers and as a result CFHI did not “maintain[] diversification when considering 

investments and granting of loan requests” as it purported, but rather encouraged loans to 

CCI customers and approved them with little to no due diligence as to the individual 

borrowers’ backgrounds (see, e.g., ¶¶48, 57, 69-72); (d) as part of this real estate scam, CFHI 

had loosened its lending standards and was making risky loans to CCI customers many of 

whom were located outside of the state of Florida (see, e.g., ¶¶50-54, 57, 65); (e) CFHI was 

complicit in the quazi-ponzi scheme engaged in by CCI, in which borrower’s loan money 

was used to purchase more properties to sell to new investors rather than for construction 

costs (see, e.g., ¶¶46-56, 65, 80-81); (f) CFHI was making loans to CCI customers without 

requiring them to put any money down (see, e.g., ¶54); (g) CFHI made improper draws 

against the borrowers’ money and disbursed more than half of the monies of the Affected 

Loans without inspection or oversight as to the progress of CCI’s construction on the North 

Port homes and at the end of the Class Period more than half of the homes had little to no 

construction activity (see, e.g., ¶¶59-61, 83-86, 89-102); (h) the FDIC confirmed that at the 

end of the Class Period, CFHI had been operating with an inadequate allowance for loan and 

lease losses, inadequate oversight of the loan portfolio and concentrations of credit, an 

excessive volume of poor quality loans, hazardous lending practices, and an inadequate loan 

policy (see, e.g., ¶¶9, 98-99); (i) the revenues and year-over-year growth that CFHI reported 

in its loan portfolio were a product of the North Port Scheme (see, e.g., ¶¶44, 48, 66-67); 

(j) CFHI did not maintain high quality assets, conservative underwriting standards or 
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stringent lending practices despite its assurances to the market to the contrary (see, e.g., 

¶¶48, 50-54, 57, 69-72, 83-86); (k) CFHI’s disclosure controls and procedures were 

ineffective, as was later admitted in the Company’s 2006 annual report filed on Form 10-K 

(see, e.g., ¶96); (l) the Company’s financial results during the Class Period were grossly 

overstated and were not GAAP compliant (see, e.g., ¶¶7, 136-173); (m) CCI was delayed in 

its construction efforts and encountering a multitude of financial problems, which would 

render it unable to honor its contracts to complete the North Port Development homes and 

would negatively impact CFHI’s financials (see, e.g., ¶¶73-88); and (n) throughout the Class 

Period, loan concentrations in loans to CCI customers had risen above 10%, eventually 

totaling 25% of its loan portfolio at the end of the Class Period, and Defendants had asked 

CCI to conceal this by building homes under the names of affiliated Battle-owned companies 

(see, e.g., ¶¶69-72).   

125. On April 25, 2006, Defendants issued a press release reporting its financial 

results for the first quarter of 2006, the period ended March 31, 2006.  The press release 

stated in pertinent part: 

BRADENTON, Fla., April 25 /PRNewswire-FirstCall/ -- Coast Financial 
Holdings, Inc. (Nasdaq: CFHI), parent company of Coast Bank of Florida, 
today reported that its branch network expansion generated solid loan and 
deposit growth for the first quarter of 2006. In the first quarter, loans grew 
32%, deposits increased 38% and net interest income increased 35% 
compared to the first quarter a year ago. 
 
“We are focused on achieving the objectives outlined in our business plan. 
Naturally, with a business plan that includes significant branch expansion in 
an effort to gain market share, we expect to incur net losses until these new 
locations reach breakeven,” said Brian Peters, president and CEO. “We 
believe our branch expansion is prudent and will yield significant 
improvement in shareholder value over the longer term.” For the first quarter 
of 2006, the company reported a loss of $314,000 or $0.05 per diluted share, 
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compared to earnings of $77,000, or $0.02 per diluted share, in the first 
quarter of 2005. 
 

* * * 
 
Income Statement Review 
 
Revenues (net interest income before the provision for loan losses plus other 
operating income) grew 29% to $4.6 million in the first quarter compared to 
$3.5 million in the first quarter of 2005. For the first quarter of 2006, net 
interest income before the provision for loan loss increased 35% to $4.0 
million compared to $3.0 million in the same quarter a year ago. Total 
noninterest income for the first quarter was $564,000 compared to $576,000 
in same quarter last year. 
 
Net interest margin was 3.13% in the first quarter of 2006 compared to 
3.23% in the first quarter of 2005. The decline in the net interest margin was 
primarily a result of the higher cost of deposits associated with the branch 
expansion. 
 

* * * 
 
Balance Sheet Review 
 
Assets increased 37% to a record $582 million at March 31, 2006, compared 
to $424 million a year earlier. Book value per share improved to $11.25 at 
March 31, 2006, from $9.27 a year earlier, largely as a result of the follow- 
up offering completed in the fourth quarter of 2005. 
 
Net loans increased 32%, to $427 million at March 31, 2006, compared to 
$323 million a year earlier. “Over the past 12 months, the major components 
of our loan portfolio have showed significant growth,” said Peters. “We have 
increased residential construction loans 7% and commercial real estate loans 
14% from a year ago. These components now make up 73% of the loan 
portfolio. In addition, we continue to let our installment loans drop off as 
they now represent just 8% of the loan portfolio compared to 9% a year ago.” 
 

* * * 

Asset quality continues to improve, with non-performing assets declining to 
$1.1 million, or 0.19% of total assets at March 31, 2006, compared to 
$1.4 million or 0.34% of total assets a year earlier. The provision for loan 
losses for the first quarter was $133,000, compared to $360,000 in the first 
quarter of 2005. The allowance for loan losses was $3.3 million, or 0.76% of 
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total loans outstanding at quarter-end compared to $3.0 million, or 0.77% of 
total loans outstanding, at the end of the first quarter of 2005. 
 
126. On May 2, 2006, CFHI filed its quarterly report for the first quarter of 2006 

on Form 10-Q with the SEC, the period ended March 31, 2006, which was signed by 

Defendants Peters and Grimes.  The 2006 first quarter 10-Q reaffirmed the financial results 

announced in the press release above in ¶125.  Further, it repeated the same language 

regarding CFHI’s disclosure controls and procedures that was included in the 2005 Form 10-

K.  Moreover, the 2006 first quarter 10-Q contained the same SOX certifications from 

Defendants Peters and Grimes that were included in CFHI’s 2005 Form 10-K. 

127. For the reasons stated above in Section VI.A., Factual Background, and in 

¶¶123-124, the statements made in the 2006 first quarter 10-Q and accompanying press 

release set forth in ¶125 through ¶126, which touted CHFI’s increased revenue and strong 

loan growth for the first quarter of 2006 were materially false and misleading when made or 

omitted material facts to make such statements not false or misleading. 

128. On July 28, 2006, Defendants issued a press release reporting its financial 

results for the second quarter of 2006, the period ended June 30, 2006.  The press release 

stated in pertinent part: 

BRADENTON, Fla., July 28 /PRNewswire-FirstCall/ -- Coast Financial 
Holdings, Inc. (Nasdaq: CFHI), parent company of Coast Bank of Florida, 
today reported solid loan and deposit growth for the second quarter of 2006. 
In the second quarter, loans grew 33%, deposits increased 33% and net 
interest income increased 34% compared to the second quarter a year ago. 
Coast has experienced strong growth in assets of 33% compared to the 
second quarter a year ago. 
 

* * * 
 



 75

For the second quarter of 2006, the company reported a loss of $704,000, or 
$0.11 per diluted share, compared to a loss of $958,000, or $0.25 per diluted 
share, in the second quarter of 2005. For the first six months of 2006, the 
company reported a loss of $1.0 million, or $0.16 per share, compared to a 
loss of $881,000, or $0.23 per share, in the first six months of 2005. “Even 
though losses were experienced, results were in line with the Company’s 
2006 business plan,” said Grimes. 
 
Income Statement Review 
 
Revenues (net interest income before the provision for loan losses plus other 
operating income) increased 26% to $4.8 million in the second quarter 
compared to $3.8 million in the second quarter of 2005. For the first six 
months of the year, revenues increased 28% to $9.3 million compared to 
$7.3 million in the first six months of 2005. Second quarter net interest 
income before the provision for loan loss increased 34% to $4.2 million, 
compared to $3.1 million in the same quarter a year ago. Year-to-date, net 
interest income before the provision for loan losses increased 34% to 
$8.2 million compared to $6.1 million in the like period a year ago. 
 
Net interest margin was 3.06% in the second quarter of 2006 compared to 
3.09% in the second quarter a year ago and 3.13% in the first quarter of 2006. 
“In the quarter, our net interest margin came under pressure as deposit costs 
increased faster than loan yields,” said Grimes. “We expect out net interest 
margin to continue to tighten during the remainder of the year as pricing 
remains competitive and the higher costs of deposits associated with other 
branch expansion.” For the first six months of 2006, net interest margin was 
3.09% compared to 3.16% in the first six months of 2005. 
 

* * * 
 
Balance Sheet Review 
 
“Our lending team has done an excellent job of growing the loan portfolio 
and adding to the loan pipeline while maintaining loan quality,” said Anne 
Lee, Chief Operating Officer. “We anticipate continued high growth 
throughout the greater Tampa Bay area, which should continue to fuel double 
digit growth in our loan portfolio.” Net loans increased 33%, to $479 million 
at June 30, 2006, compared to $360 million a year earlier. 
 
“Over the past 12 months, the major components of our loan portfolio have 
showed significant growth,” Lee continued. “We have increased residential 
construction loans 66%, commercial real estate loans 4% and residential real 



 76

estate loans 48% from a year ago. These components now make up 89% of 
the loan portfolio.” 
 

* * * 
 
Assets increased 33% to a record $625 million at June 30, 2006, compared to 
$468 million a year earlier. Book value per share improved to $11.11 at 
June 30, 2006, from $9.08 a year earlier, largely as a result of the public 
offering completed in the fourth quarter of 2005. 
 
Asset quality continues to improve, with non-performing assets at 
$1.3 million, or 0.20% of total assets at June 30, 2006, compared to 
$1.3 million or 0.27% of total assets a year earlier. The provision for loan 
losses for the second quarter was $174,000, compared to $1.5 million in the 
second quarter of 2005 when Coast charged off $1.1 million for certain loans 
that were originated before February 2004. The allowance for loan losses 
totals $3.4 million, or 0.71% of total loans outstanding at quarter-end 
compared to $3.2 million, or 0.88% of total loans outstanding, at the end of 
the second quarter of 2005. 
 
129. On July 28, 2006, CFHI filed its quarterly report for the second quarter of 

2006 on Form 10-Q with the SEC, the period ended June 30, 2006, which was signed by 

Defendants Peters and Grimes.  The 2006 second quarter 10-Q reaffirmed the financial 

results announced in the press release above in ¶128.  Further, it repeated the same language 

regarding CFHI’s disclosure controls and procedures that was included in the 2005 Form 10-

K.  Moreover, the 2006 second quarter 10-Q contained the same SOX certifications from 

Defendants Peters and Grimes that were included in CFHI’s 2005 Form 10-K. 

130. For the reasons stated above in Section VI.A., Factual Background, and as 

detailed herein, the statements made in the 2006 second quarter 10-Q and accompanying 

press release set forth in ¶128 through ¶129, which touted CHFI’s increased revenue and 

strong loan growth for the second quarter of 2006 were materially false and misleading when 

made or omitted material facts to make such statements not false or misleading.   
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131. In addition, they were false and misleading or omitted material facts to make 

such statements not false or misleading because: (a) for nearly two years, CFHI had been 

actively engaged in a real estate scam it had concocted with AML and CCI, a financially 

unstable company, without doing any due diligence as to its financial condition and its 

capability of completing construction of the North Port Development homes (see, e.g., ¶¶46-

56, 80); (b) as part of this scheme, the North Port properties were specifically marketed as 

investment properties to CCI customers who were located outside the state of Florida and the 

majority of individuals who purchased them did so with the intention of “flipping them” or 

renting them out rather then using them as owner-occupied dwellings (see, e.g., ¶¶52-54); 

(c) CFHI’s lending operations were significantly geared toward CCI customers and as a 

result CFHI did not “maintain[] diversification when considering investments and granting 

of loan requests” as it purported, but rather encouraged loans to CCI customers and approved 

them with little to no due diligence as to the individual borrowers’ backgrounds (see, e.g., 

¶¶48, 57, 69-72); (d) as part of this real estate scam, CFHI had loosened its lending standards 

and was making risky loans to CCI customers many of whom were located outside of the 

state of Florida (see, e.g., ¶¶50-54, 57, 65); (e) CFHI was complicit in the quazi-ponzi 

scheme engaged in by CCI, in which borrower’s loan money was used to purchase more 

properties to sell to new investors rather than for construction costs (see, e.g., ¶¶46-56, 65, 

80-81); (f) CFHI was making loans to CCI customers without requiring them to put any 

money down (see, e.g., ¶54); (g) CFHI made improper draws against the borrowers’ money 

and disbursed more than half of the monies of the Affected Loans without inspection or 

oversight as to the progress of CCI’s construction on the North Port homes and at the end of 
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the Class Period more than half of the homes had little to no construction activity (see, e.g., 

¶¶59-61, 83-86, 89-102); (h) the FDIC confirmed that at the end of the Class Period, CFHI 

had been operating with an inadequate allowance for loan and lease losses, inadequate 

oversight of the loan portfolio and concentrations of credit, an excessive volume of poor 

quality loans, hazardous lending practices, and an inadequate loan policy (see, e.g., ¶¶9, 98-

99); (i) the revenues and year-over-year growth that CFHI reported in its loan portfolio were 

a product of the North Port Scheme (see, e.g., ¶¶44, 48, 66-67); (j) CFHI did not maintain 

high quality assets, conservative underwriting standards or stringent lending practices despite 

its assurances to the market to the contrary (see, e.g., ¶¶48, 50-54, 57, 69-72, 83-86); 

(k) CFHI’s disclosure controls and procedures were ineffective, as was later admitted in the 

Company’s 2006 annual report filed on Form 10-K (see, e.g., ¶96); (l) the Company’s 

financial results during the Class Period were grossly overstated and were not GAAP 

compliant (see, e.g., ¶¶7, 136-173); (m) CCI was delayed in its construction efforts and 

encountering a multitude of financial problems, which would render it unable to honor its 

contracts to complete the North Port Development homes and would negatively impact 

CFHI’s financials (see, e.g., ¶¶73-88); (n) throughout the Class Period, loan concentrations 

in loans to CCI customers had risen above 10%, eventually totaling 25% of its loan portfolio 

at the end of the Class Period, and Defendants had asked CCI to conceal this by building 

homes under the names of affiliated Battle-owned companies (see, e.g., ¶¶69-72); and 

(o) CCI was insolvent and asked CFHI for a bridge loan, to which CFHI responded by giving 

CCI approximately two million dollars from borrowers’ LIP Accounts outside of the 

borrowers’ draw schedule (see, e.g., ¶¶76-78, 83-88). 
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132. On November 1, 2006, Defendants issued a press release reporting its 

financial results for the third quarter of 2006, the period ended September 30, 2006.  The 

press release stated in pertinent part: 

BRADENTON, Fla., Nov. 1 /PRNewswire-FirstCall/ -- Coast Financial 
Holdings, Inc. (Nasdaq: CFHI), parent company of Coast Bank of Florida, 
today reported significant loan and deposit growth for the third quarter of 
2006, with loans growing 45%, deposits increasing 38% and net interest 
income rising 30% compared to the third quarter a year ago. Coast has 
generated strong growth in assets of 40% in the past year as it aggressively 
invested in expanding its franchise in the growing greater Tampa Bay market. 
For the third quarter of 2006, the company reported a loss of $1.5 million, or 
$0.22 per share, as compared to earnings of $106,000, or $0.03 per share, in 
the third quarter a year ago. For the first nine months of 2006, the company 
reported a loss of $2.5 million, or $0.38 per share, as compared to a loss of 
$775,000, or $0.21 per share, in the first nine months of 2005. 
 

* * * 
 
    2006 Year-To-Date Highlights (compared to 2005 Year-To-Date) 
 - Loan portfolio increased 45% 
 - Deposits increased 38% 
 - Revenues increased 26% 
 - Net interest income increased 30% 
 - Total assets increased 40% 
 - Non-performing assets improved to 0.15% of total assets 
 - Coast incurred an after-tax expense of $476,000 related to costs 

associated with terminating relationship with former CEO 
 
Income Statement Review 
 
Third quarter net interest income before the provision for loan loss increased 
30% to $4.3 million compared to $3.3 million in the same quarter a year ago. 
Year-to-date, net interest income before the provision for loan losses 
increased 33% to $12.6 million compared to $9.4 million in the like period a 
year ago. Revenues (net interest income before the provision for loan losses 
plus other operating income) increased 24% to $4.9 million in the third 
quarter as compared to $4.0 million in the third quarter of 2005. Year- to-
date, revenues increased 26% to $14.2 million as compared to $11.3 million 
in the same period a year ago. 
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Net interest margin was 2.85% in the third quarter of 2006 as compared to 
3.06% in the second quarter of 2006 and in the third quarter of 2005. “Our 
net interest margin came under pressure during the quarter as deposit costs 
continue to increase faster than loan yields,” said Grimes. “We anticipate 
deposit costs will continue to rise during the remainder of the year and that 
our net interest margin will continue to tighten.” For the first nine months of 
2006, net interest margin was 3.00%, as compared to 3.12% in the first nine 
months of 2005. 
 

* * * 
 
Balance Sheet Review 
 
“During the quarter, loan volumes increased as our new branches expand our 
market opportunities,” said Anne Lee, Chief Operating Officer. “For the most 
recently completed quarter ending September 30, loans were up 
$52.2 million, or 43% annualized, as a result of these efforts. We anticipate 
continued high growth throughout the greater Tampa Bay area, which should 
continue to fuel significant loan growth for the remainder of the year.” Net 
loans increased 45%, to $531 million at September 30, 2006, as compared to 
$366 million a year earlier. 
 
“Over the past 12 months, the major components of our loan portfolio have 
shown significant growth,” continued Lee. “We have increased residential 
construction loans 64%, commercial real estate loans 9% and residential real 
estate loans 90% from a year ago. These components now make up 89% of 
the loan portfolio.” 
 

* * * 
 
Total assets increased to a record $676 million at September 30, 2006, or 
40% as compared to $483 million a year earlier. Book value per share 
improved to $10.99 at September 30, 2006, from 9.03 a year earlier, largely 
as a result of the public offering completed in the fourth quarter of 2005. 
 
Credit Quality 
 
Non-performing assets also improved 32% to $985,000, or 0.15% of total 
assets, at September 30, 2006, as compared to $1.4 million or 0.30% of total 
assets a year ago. The provision for loan losses for the third quarter was 
$275,000, as compared to $2,000 in the third quarter of 2005. The allowance 
for loan losses totaled $3.7 million, or 0.70% of total loans outstanding at 
quarter-end compared to $3.2 million, or 0.86% of total loans outstanding, at 
the end of the third quarter of 2005. “We are maintaining our strong credit 
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posture and are being very diligent regarding new loan applications -- across 
the board,” Grimes concluded. 
 
133. On November 1, 2006, CFHI filed its quarterly report for the third quarter of 

2006 on Form 10-Q with the SEC, the period ended September 30, 2006, which was signed 

by Defendants Peters and Grimes.  The 2006 third quarter 10-Q reaffirmed the financial 

results announced in the press release above in ¶132.  Further, it repeated the same language 

regarding CFHI’s disclosure controls and procedures that was included in the 2005 Form 10-

K.  Moreover, the 2006 third quarter 10-Q contained the same SOX certifications from 

Defendants Peters and Grimes that were included in CFHI’s 2005 Form 10-K. 

134. For the reasons stated above in Section VI.A., Factual Background, and as 

detailed herein, the statements made in the 2006 third quarter 10-Q and accompanying press 

release set forth in ¶132 through ¶133, which touted CHFI’s increased revenue and strong 

loan growth for the third quarter of 2006 were materially false and misleading when made or 

omitted material facts to make such statements not false or misleading.   

135. In addition, they were false and misleading or omitted material facts to make 

such statements not false or misleading because: (a) for nearly two years CFHI had been 

actively engaged in a real estate scam it had concocted with AML and CCI, a financially 

unstable company, without doing any due diligence as to its financial condition and its 

capability of completing construction of the North Port Development homes (see, e.g., ¶¶46-

56, 80); (b) as part of this scheme, the North Port properties were specifically marketed as 

investment properties to CCI customers who were located outside the state of Florida and the 

majority of individuals who purchased them did so with the intention of “flipping them” or 

renting them out rather then using them as owner-occupied dwellings (see, e.g., ¶¶52-54); 
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(c) CFHI’s lending operations were significantly geared toward CCI customers and as a 

result CFHI did not “maintain[] diversification when considering investments and granting 

of loan requests” as it purported, but rather encouraged loans to CCI customers and approved 

them with little to no due diligence as to the individual borrowers’ backgrounds (see, e.g., 

¶¶48, 57, 69-72); (d) as part of this real estate scam, CFHI had loosened its lending standards 

and was making risky loans to CCI customers many of whom were located outside of the 

state of Florida (see, e.g., ¶¶50-54, 57, 65); (e) CFHI was complicit in the quazi-ponzi 

scheme engaged in by CCI, in which borrower’s loan money was used to purchase more 

properties to sell to new investors rather than for construction costs (see, e.g., ¶¶46-56, 65, 

80-81); (f) CFHI was making loans to CCI customers without requiring them to put any 

money down (see, e.g., ¶54); (g) CFHI made improper draws against the borrowers’ money 

and disbursed more than half of the monies of the Affected Loans without inspection or 

oversight as to the progress of CCI’s construction on the North Port homes and at the end of 

the Class Period more than half of the homes had little to no construction activity (see, e.g., 

¶¶59-61, 83-86, 89-102); (h) the FDIC confirmed that at the end of the Class Period, CFHI 

had been operating with an inadequate allowance for loan and lease losses, inadequate 

oversight of the loan portfolio and concentrations of credit, an excessive volume of poor 

quality loans, hazardous lending practices, and an inadequate loan policy (see, e.g., ¶¶9, 98-

99); (i) the revenues and year-over-year growth that CFHI reported in its loan portfolio were 

a product of the North Port Scheme (see, e.g., ¶¶44, 48-67); (j) CFHI did not maintain high 

quality assets, conservative underwriting standards or stringent lending practices despite its 

assurances to the market to the contrary (see, e.g., ¶¶48, 50-54, 57, 69-72, 83-86); (k) CFHI’s 



 83

disclosure controls and procedures were ineffective, as was later admitted in the Company’s 

2006 annual report filed on Form 10-K (see, e.g., ¶96); (l) the Company’s financial results 

during the Class Period were grossly overstated and were not GAAP compliant (see, e.g., 

¶¶7, 136-173); (m) loan concentrations in loans to CCI customers totaled 25% of its loan 

portfolio at the end of the Class Period (see, e.g., ¶¶69-72, 89-102); (n) CFHI had given CCI 

approximately two million dollars from borrowers’ LIP funds outside of the borrowers’ draw 

schedule (see, e.g., ¶¶76-78, 83-88); (o) CCI’s multitude of financial problems had 

consumed it rendering it financially insolvent, it had stopped paying sub-contractors and had 

ceased construction on the North Port Development homes leaving the majority of homes 

strapped with construction liens and partially constructed or not constructed at all (see, e.g., 

¶¶76-78, 83-102); and (p) CCI’s failure to honor its contracts to complete construction on the 

North Port homes would negatively impact CFHI’s financials (see, e.g., ¶¶83-102). 

2. False and Misleading Financial Reporting 
 

136. As set forth herein, at all relevant times during the Class Period, CFHI 

represented that its financial results were reported in accordance with GAAP.33   These 

representations were materially false and misleading because CFHI’s financial reporting 

during the Class Period was materially misstated and violated numerous provisions of 

                                                 

33 GAAP are those principles recognized by the accounting profession as the conventions, 
rules and procedures necessary to define accepted accounting practices at a particular time.  
Generally Accepted Auditing Standard (“GAAS”) §AU 411.02.  Regulation S-X [17 C.F.R. 
§210.4-01(a)(1)] states that financial statements filed with the SEC that are not prepared in 
conformity with GAAP are presumed to be misleading and inaccurate.  Additionally, 
Regulation S-X requires that interim financial statements must also comply with GAAP.  17 
C.F.R. 210.01-01. 
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GAAP.  Indeed, as stated above, the FDIC has now issued CFHI an order to cease and desist 

from engaging in practices associated, in part, with the improper accounting alleged herein.  

Despite this order, CFHI has improperly failed to restate its misstated Class Period financial 

statements or commence an internal investigation into its false and misleading financial 

reporting during the Class Period, evidencing the Defendants’ proclivity to mislead investors 

about the Company’s true historical financial performance during the Class Period.  Now the 

Company is being investigated by the SEC and faces a grand jury investigation into the 

North Port Scheme.  

(a) CFHI’s Violations of GAAP 

137. CFHI and the Individual Defendants had the responsibility to present the 

Company’s business activities in accordance with Section 13 of the Exchange Act of 1934, 

which provides: 

Every issuer which has a class of securities registered pursuant to Section 12 
of this title and every issuer which is required to file reports pursuant to 
Section 15(d) of this title shall - - 

A. make and keep books, records, and accounts, which, in 
reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the issuer; and 

B. devise and maintain a system of internal accounting controls 
sufficient to provide reasonable assurances that - - 

i. transactions are executed in accordance with 
management’s general or specific authorization; 

ii. transactions are recorded as necessary (a) to 
permit preparation of financial statements in conformity with 
generally accepted accounting principles or any other criteria 
applicable to such statements, and (b) to maintain 
accountability for assets; 
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iii. access to assets is permitted only in 
accordance with management’s general or specific 
authorization; and 

iv. the recorded accountability for assets is 
compared with the existing assets at reasonable intervals and 
appropriate action is taken with respect to any differences. 

138. As set forth in Financial Accounting Standards Board (“FASB”) Statement of 

Concepts (“Concepts Statement”) No. 1, a fundamental objective of financial reporting is to 

provide useful information about an entity’s financial performance.  In addition, Concepts 

Statement No. 2, provides that financial reporting should be reliable in that it represents what 

it purports to represent with reliable financial information being a notion that is central to 

GAAP. 

139. As detailed below, CFHI’s financial reporting violated these and numerous 

other provisions of GAAP which materially inflated its true financial results during the Class 

Period.   

(b) CFHI’s Income was Materially Overstated as a Result of 
Its Failure to Timely Record an Impairment in the Value 
of Its Residential Mortgage Loan Portfolio 

 
140. Financial institutions utilize an allowance for loan losses (“ALL”) to account 

for losses inherent in an institution’s loan portfolio.  During the Class Period, CFHI and the 

Individual Defendants knew or recklessly ignored that CFHI materially understated its ALL 
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associated with, at least, its residential mortgage loan portfolio, which caused in an equal 

overstatement in CFHI’s pre-tax income.34 

141. The FASB’s Statement of Financial Accounting Standards (“SFAS”) Nos. 5 

and 114 are the primary sources of GAAP governing the accounting for ALL.35  Moreover, 

the SEC’s staff issued Staff Accounting Bulletin (“SAB”) No. 102 in July 2001, which 

identified the documentation public companies are expected to prepare and maintain in 

support of their ALL.36 

142. Pursuant to SFAS No. 5, financial statements should recognize and report a 

charge to income when information existing at the date of the financial statements indicates 

that it is probable (i.e., likely) that an asset has been impaired or a liability has been incurred, 

and the amount of such loss can be reasonably estimated.37 

143. SFAS No. 114 requires that impaired loans be measured based on the present 

value of expected future cash flows discounted at the loan’s effective interest rate or, as a 

practical expedient, at the loan’s observable market price or the fair value of the collateral if 

                                                 

34 Loans secured by one-to-four family residential property are generally referred to as 
“residential mortgage loans.” 

35 Additionally, in 1998 and 1999, the SEC and banking agencies issued three interagency 
statements reiterating the significance of a financial institution’s responsibility to account for 
and report their ALLs in conformity with GAAP. 

36 SABs are considered to be among the highest levels of GAAP for public companies.  AU 
§411. 

37 SFAS No. 114 amended SFAS No. 5 to clarify that a creditor needs to evaluate the 
collectibility of both the contractual interest and the contractual principal of loans when 
assessing the amount of ALL. 
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the loan is collateral-dependent.  In addition, SFAS No. 114, as amended, requires that 

financial statements provide the following disclosures: (a) the recorded investment and 

allowances related to impaired loans, (b) the policy of recognizing interest income on 

impaired loans, and (c) the average recorded investment in impaired loans. 

144. In addition to these provisions of GAAP, the SEC issued Financial Reporting 

Release No. 28 wherein it noted that certain registrants had appeared to lack adequate 

documentation of procedures for performing detailed reviews of loan portfolios and for 

determining amounts of allowances and provisions for loan losses.  These observations were 

similar to those observed by the General Accounting Office in its Report to Congressional 

Committees, Depository Institutions: Divergent Loan Loss Methods Undermine Usefulness 

of Financial Reports. 

145. In recognition of these concerns, the FDIC, the Federal Reserve Board, the 

Office of the Comptroller of the Currency, and the Office of Thrift Supervision issued its 

interagency guidance, “Policy Statement on Allowance for Loan and Lease Losses 

Methodologies and Documentation for Banks and Savings Institutions,” in July 6, 2001, 

advised lending institutions about on the nature and purpose of the allowance, the related 

responsibilities of the Board of Directors and management and loan review systems. 

146. In addition, SAB 102 directs public companies in accounting for ALL to: 

• include a detailed analysis of the loan portfolio, performed on a regular basis; 

• consider all loans (whether on an individual or group basis);  

• identify loans to be evaluated for impairment on an individual basis under 
SFAS No. 114 and segment the remainder of the portfolio into groups of 
loans with similar risk characteristics for evaluation and analysis under SFAS 
No. 5;  
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• consider all known relevant internal and external factors that may affect 
loan collectibility; 

• apply a consistent methodology but, when appropriate, be modified for new 
factors affecting collectibility;  

• consider the particular risks inherent in different kinds of lending;  

• consider current collateral values (less costs to sell), where applicable;  

• require that analyses, estimates, reviews and other loan loss allowance 
methodology functions be performed by competent and well-trained 
personnel;  

• utilize current and reliable data; 

• offer well documented, clear explanations of the supporting analyses and 
rationale in writing; and  

• include a systematic and logical method to consolidate the loss estimates 
and ensure the loan loss allowance balance is recorded in accordance with 
GAAP.  

147. Defendants turned a blind-eye toward the plethora of guidance and the 

warnings issued by U.S. governmental agencies about the importance of properly accounting 

for ALL and brazenly understated the Company’s ALL and its related provision for loan 

losses in significantly material amounts during the Class Period. 

148. As detailed above, beginning in the second half of 2004, CFHI initiated the 

North Port Scheme.  As Defendants knew or recklessly ignored, CCI was in financial trouble 

at the time CFHI began financing CCI built homes in 2004 (see, e.g.,¶¶49-51).  In fact, if 

Defendants inquired, had they not already known, they would have learned that during at 

least 2004 and 2005, the total amount CCI received on the sale of homes it built was less 

than its cost of construction (see, e.g., ¶50).  Accordingly, had CFHI performed any due 

diligence or requested CCI to provide it with 2004 or 2005 audited financial statements prior 
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to lending money on homes built by CCI, Defendants would have learned, had they not 

already known, that CCI’s operations were losing millions of dollars a year and that it was 

delinquent in filing its income tax returns. 

149. These adverse facts about CCI significantly increased CFHI’s loan portfolio 

risk of loss, which CFHI was required by GAAP and SAB No. 102 to consider in accounting 

for its ALL and its related provision for loan losses.  As Defendants knew or recklessly 

ignored, the adverse facts about CCI alleged herein increased the risk that the homes it built 

would be substandard, defective or not completed, which significantly increased the risk that 

the borrowers of CCI built homes would default on their loans and the value of the homes 

CFHI might use as collateral would be impaired. 

150. Indeed, Defendants understood this risk as CFHI disclosed the following in its 

First Amendment to its 2005 Form S-2 Registration Statement: 

Our mortgage banking department originates a significant volume of 
residential real estate loans that are comprised primarily of construction-to-
permanent financing. Although such loans are originated with the intent of 
selling them in the secondary market upon conversion to “permanent” 
financing, these loans are subject to risks during the construction phase 
that are not present in standard residential mortgage loans.  These risks 
include: 

 • the viability of the contractor, and 

 • the contractor’s ability to complete the project, meet 
deadlines and time schedules, and to stay within cost estimates.  (Emphasis 
added). 

151. During the Class Period, Defendants turned a blind-eye to these known risks 

and  CFHI’s financial statements, and in violation of GAAP and the SEC’s accounting rules 
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and regulations, failed to timely account for the risk of loss associated with CCI built homes 

by materially understating its ALL and its related provision for loan losses. 

152. CFHI’s financial statements then falsely represented that it complied with the 

above noted provisions of GAAP during the Class Period.  In its annual financial statements 

for the year ended December 31, 2004, filed with the SEC on Form 10-KSB, CFHI falsely 

disclosed the following, in material part, with respect to its policy of accounting for loan 

losses38 : 

The allowance for loan losses is established as losses are estimated to have 
occurred through a provision for loan losses charged to operations.  Loan 
losses are charged against the allowance when management believes the 
uncollectibility of a loan balance is confirmed.  Subsequent recoveries, if any, 
are credited to the allowance.  The allowance for loan losses is evaluated on 
a regular basis by management and is based upon management’s periodic 
review of the collectibility of the loans in light of historical experience, the 
nature and volume of the loan portfolio, adverse situations that may affect 
the borrower’s ability to repay, estimated value of any underlying collateral 
and prevailing economic conditions.  ***  A loan is considered impaired 
when, based on current information and events, it is probable that the 
Company will be unable to collect the scheduled payments of principal or 
interest when due according to the contractual terms of the loan 
agreement.  Factors considered by management in determining impairment 
include payment status, collateral value, and the probability of collecting 
scheduled principal and interest payments when due.  ***  [Emphasis 
added.] 

153. These representations were repeated in all material respects in CFHI’s 

financial statements for the year ended December 31, 2004, filed with the SEC on Form 10-

                                                 

38 GAAP, in APB Opinion No. 22, ¶7, provides that the usefulness of financial statements 
in making economic decisions depends significantly upon the user’s understanding of the 
accounting policies followed by a company.  In fact, GAAP states that information about 
the accounting policies adopted by a reporting company is “essential” for financial 
statement users.  (APB Opinion No. 22, 8)  [Emphasis added.] 
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KSB.  In addition, CFHI’s Forms 10-KSB and Form 10-K filed with the SEC during the 

Class Period falsely disclosed: 

In this regard, we have implemented the Statement of Financial 
Accounting Standards No. 114 “Accounting by Creditors for 
Impairment of a Loan,” (SFAS No. 114).   

154. Then, on March 2, 2007, the Company disclosed: 

The Company, which is the holding company for Coast Bank of Florida (the 
“Bank”), announced today that it has completed a thorough review of all of 
the residential construction-to-permanent loans (“residential construction 
loans”) held in its portfolio relating to the local builder (“Builder”) which had 
recently ceased construction activities on its existing contractual 
commitments with a number of the Bank’s borrowers (“Borrowers”) and has 
determined that, in connection therewith, to make an additional provision of 
$14 million to its loan loss allowance, effective as of December 31, 2006.  A 
copy of the press release issued in connection therewith is attached hereto as 
Exhibit 99.1 and is incorporated herein by reference.  

On January 19, 2007, the Company filed a Form 8-K to report that it had 
been advised of developments suggesting that the Builder may not have 
sufficient financial resources to complete its existing construction contract 
commitments, including those affecting the Borrowers.  Although each of the 
residential construction loans are with the Borrowers, each of whom has 
separately contracted with the Builder to construct single family dwellings on 
properties owned by the Borrower, the Company concluded that the failure 
of the Builder and affiliates (“Builder Group”) to complete construction 
would likely have a material adverse impact on the ability of the Borrowers 
to satisfy their obligations under the residential construction loan and, in 
turn, may adversely affect the value of the Bank’s collateral.  

155. As Defendants knew or recklessly ignored, the facts and circumstances about 

CCI which led CFHI to conclude that its ALL and its related provision for loan losses were 

materially understated existed long before March 2007. 

156. Moreover, the $14 million increase in CFHI’s December 31, 2006 ALL 

balance represented a staggering 120% increase to the balance on that date.  In fact, as noted 
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in the chart below, CFHI’s ALL as a percentage of its total loans increased by more than 

300% in December 2006: 
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157. In fact, the Company’s ALL associated only with its residential construction 

loans increased more than eightfold in December 2006.  The magnitude of this increase 

relative to what existed during the Class Period is illustrated in the following chart: 
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158. Notwithstanding such increase, on or about May 25, 2007, the FDIC ordered 

CFHI to cease and desist from operating with an inadequate allowance for loan and lease 

losses. 

159. As a result of the foregoing violations of GAAP, CFHI’s ALL, assets, 

shareholders’ equity and earnings were materially misstated throughout the Class Period. 

(c) CFHI’s Improper Financial Reporting of Credit Risk 

160. GAAP, in SFAS No. 107, as amended, requires financial statements to 

disclose the fair value of financial instruments when it is practicable to estimate the fair 
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value.39  In addition, SFAS No. 107 requires financial statement disclosure of significant 

concentrations of credit risk of financial instruments. 

161. Concerning the concentration of credit risk of a financial instrument, SFAS 

No. 107 requires that financial statements disclose:  

all significant concentrations of  credit risk arising from all financial 
instruments, whether from an individual counterparty or groups of 
counterparties.  Group concentrations of credit risk exist if a number of 
counterparties are engaged in similar activities and have similar economic 
characteristics that would cause their ability to meet contractual 
obligations to be similarly affected by changes in economic or other 
conditions. The following shall be disclosed about each significant 
concentration: 

a. Information about the (shared) activity, region, or economic 
characteristic that identifies the concentration;  

b. The amount of the accounting loss due to credit risk the entity would 
incur if parties to the financial instruments that make up the concentration 
failed completely to perform according to the terms of the contracts and the 
collateral or other security, if any, for the amount due proved to be of no 
value to the entity; 

c. The entity’s policy of requiring collateral or other security to support 
financial instruments subject to credit risk, information about the entity’s 
access to that collateral or other security, and the nature and a brief 
description of the collateral or other security supporting those financial 
instruments; 

                                                 

39 SFAS No. 107 defines a financial instrument as cash, evidence of an ownership interest in 
an entity, or a contract that: 
 (a) imposes on one entity a contractual obligation to (1) deliver cash or another 
financial instrument to a second entity, or (2) exchange other financial instruments on 
potentially unfavorable terms with the second entity; and  
 (b) conveys to that second entity a contractual right to (1) receive cash or another 
financial instrument from the first entity, or (2) exchange other financial instruments on 
potentially favorable terms with the first entity. 
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d. The entity’s policy of entering into master netting arrangements to 
mitigate the credit risk of financial instruments, information about the 
arrangements for the entity is a party, and a brief description of the terms of 
those arrangement, including the extent to which they would reduce the 
entity’s maximum amount of loss due to credit risk. 

162. In violation of the above provisions of GAAP and the Company’s duty to 

disclose such information, CFHI’s financial statements during the Class Period improperly 

failed to disclose the Company’s credit risk ensuing from the high concentration of its 

construction-to-permanent and/or residential real estate loans collateralized by CCI built 

homes. 

163. Ultimately, in January 2007, CFHI disclosed that: 

The Bank is in the process of reviewing the full residential construction loan 
portfolio and, as of the date of this report, has determined that the Builder and 
affiliates (“Builder Group”) have construction contracts with approximately 
482 Borrowers for which the Bank has committed approximately 
$110 million to fund the construction of such Borrower’s homes.  More 
than half of the committed funds have been disbursed to date.  The Bank’s 
loans are directly with the Borrowers, and it is the Borrowers who are 
responsible for completing the construction of their single family dwellings 
and repaying the debt obligation.  The failure of the Builder Group to 
complete construction, however, may materially adversely impact the ability 
of the Borrowers to satisfy their obligations under the residential 
construction loan and, in turn, may adversely affect the value of the Bank’s 
collateral.  [Emphasis added.] 

164. With this disclosure, CFHI revealed for the first time that 25% of its total 

residential loan portfolio was in loans made to CCI customers.  Upon this news, CFHI’s 

stock dropped 25% on extraordinary volume. 

165. With respect to the fair value of financial instruments, SFAS No. 107 requires 

that financial statements: 
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• disclose, either in the body of the financial statements or in the 
accompanying notes, the fair value of financial instruments for which it is 
practicable to estimate that value;  

• include the method(s) and significant assumptions used to estimate the fair 
value of financial instruments; and 

• disclose the following if it is not practicable for an entity to estimate the fair 
value of a financial instrument or a class of financial instruments: 
(a) information pertinent to estimating the fair value of that financial 
instrument or class of financial instruments, such as the carrying amount, 
effective interest rate, and maturity and (b) the reasons why it is not 
practicable to estimate fair value. 

166. In its December 31, 2004 financial statements filed with the SEC, CFHI 

falsely disclosed the following about the fair value of its loan financial instruments: 

For variable-rate loans that reprice frequently and have no significant change 
in credit risk, fair values are based on carrying values.  Fair values for fixed-
rate loans are estimated using discounted cash flow analyses, using interest 
rates currently being offered for loans with similar terms to borrowers of 
similar credit quality.  Fair values for impaired loans are estimated using 
discounted cash flow analyses or underlying collateral values, where 
applicable.  [Emphasis added.] 

167. This disclosure, which was repeated in all material respects in CFHI’s 

December 31, 2004 and 2005 financial statements, was materially false and misleading in 

that the fair value of, at least, CFHI’s impaired residential real estate and construction loans 

were not reported at their true discounted cash flow or underlying collateral values during the 

Class Period.  In violation of GAAP, CFHI improperly inflated the reported fair value of its 

construction-to-permanent residential loan portfolio during the Class Period.   
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(d) CFHI’s Improper Financial Reporting of Off-Balance-
Sheet Credit Risk 

168. GAAP, in the American Institute of Certified Public Accountants (“AICPA”) 

Statement of Position (“SOP “) 01-6 states that financial statements need to disclose the 

following about financial instruments with off-balance-sheet credit risk:40 

a. The face or contract amount; 

b. The nature and terms, including, at a minimum, a discussion of the: 

 (1) Credit and market risk of those instruments; 

 (2)  Cash requirements of those instruments; 

 (3) Related accounting policy pursuant to APB Opinion No. 22, 
Disclosure of Accounting Policies; 

c. The entity’s policy for requiring collateral or other security to support 
financial instruments subject to credit risk, information about the entity’s 
access to that collateral or other security, and the nature and a brief 
description of the collateral or other security supporting those financial 
instruments. 

169. In addition, Section 401(a) of SOX added Section 13(j) to the Securities 

Exchange Act of 1934, which required the SEC to adopt rules to require each annual and 

quarterly financial report filed with the SEC, to disclose “all material off-balance sheet 

transactions, arrangements, obligations (including contingent obligations)” that may have a 

material current or future effect on financial condition, changes in financial condition, results 

                                                 

40 Pursuant to SOP 01-6, off-balance-sheet risk refers to credit risk on off-balance sheet loan 
commitments, standby letters of credit, financial guarantees, and other similar instruments 
other than  those within the scope of SFAS No. 133. 
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of operations, liquidity, capital expenditures, capital resources, or significant components of 

revenues or expenses of the company. 

170. Accordingly, on January 22, 2003, the SEC issued its “principles based” FR 

No. 61, which indicates that investors will find disclosures of aggregated information about 

contractual obligations and commercial commitments beneficial in a single location. 

171. In violation of the above financial reporting provisions and the Company’s 

duty to disclose such information, CFHI’s financial reporting during the Class Period 

improperly failed to disclose the true composition of the Company’s off-balance sheet credit 

risk by omitting to disclose its unfunded construction loans. 

172. Indeed, the magnitude of CFHI’s off-balance sheet risk associated with its 

unfunded construction loans during the Class Period is illustrated in the chart below. 
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173. Ultimately, in its December 31, 2006 financial statements, filed with the SEC 

on or about March 13, 2007, CFHI disclosed the total amount of its unfunded construction 

loans (but failed to provide the other items of disclosure mandate by SOP 01-06). 

(e) CFHI’s False and Misleading Reporting on and 
Certifications of Disclosures and Internal Controls 

 
174. As directed by Section 404 of SOX, the SEC revised Item 307 and added Item 

308 of Regulation S-K [17 C.F.R. 229.307 and 308], which requires companies to disclose 

the conclusions made by its principal executive and principal financial officer on the 

effectiveness of the Company’s disclosure controls and procedures and disclose a report by 

management on its internal control over its financial reporting.41 

175. These rules require, among others, management to evaluate any change in the 

entity’s internal control that occurred during a fiscal quarter and that has materially affected, 

or is reasonably likely to materially affect, the entity’s internal control over financial 

reporting. 

176. Accordingly, CFHI’s 2004 Form 10-KSB disclosed: 

An evaluation was performed under the supervision and with the 
participation of the Company’s management, including its Chief Executive 
Officer and Chief Financial Officer, of the effectiveness of the design and 

                                                 

41  The Securities Exchange Act Rules and Regulations define disclosure controls as: 
(1) controls and other procedures designed to ensure that the information required to be 
disclosed to investors under The Securities Exchange Act is recorded, processed, 
summarized and reported; and (2) internal control over financial reporting as a process 
designed by, or under the supervision of, the issuer’s principal executive and principal 
financial officers to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance 
with GAAP. 
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operation of our disclosure controls and procedures (as defined in Rule 13a-
15(e) of the Exchange Act), as of the end of the period covered by this annual 
report. 

* * * 

Based on their evaluation of our disclosure controls and procedures, our 
Chief Executive Officer and Chief Financial Officer concluded, subject to 
the limitations described above, that our disclosure controls and procedures 
as of the end of the period covered by this report were effective. 

There have been no significant changes in our internal controls, or in other 
factors that could significantly affect our internal controls, subsequent to the 
date the Chief Executive Officer and Chief Financial Officer completed their 
evaluation, including any corrective actions with regard to significant 
deficiencies and material weaknesses.  [Emphasis added.] 

177. CFHI repeated the above disclosures in all material respects in its 2005 Form 

10-K.42 

178. These false and misleading representations about CFHI’s disclosure and 

internal controls during the Class Period were then repeatedly certified as set forth above by 

the Individual Defendants, who  knew such certifications were false and caused such 

certifications to be included in CFHI’s Forms 10-K during Class Period. 

179. Then, in its 2006 Form 10-K, filed on March 15, 2007 with the SEC, CFHI 

admitted that the above representations about its internal and disclosure controls during the 

Class Period were materially false and misleading: 

Coast Financial Holdings, Inc.’s management assessed the effectiveness of 
the company’s internal control over financial reporting as of December 31, 
2006, based on the criteria established in Internal Control-Integrated 
Framework issued by the Committee of Sponsoring Organizations of the 

                                                 

42 CFHI made similar false representations in its interim filings with the SEC on Forms 10-Q 
during the Class Period. 
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Treadway Commission (COSO). Based on the assessment, management 
determined that, as of December 31, 2006, the company’s internal control 
over financial reporting was not effective, because we did not have 
sufficient or adequate policies, procedures and controls to monitor and 
report certain concentrations of risk associated with residential permanent-
to-construction loans (“residential construction loans”) underwritten by 
Coast Bank. Specifically, the Company did not have procedures and controls 
to identify and monitor concentrations of builders hired by our borrowers for 
the construction of their homes which were financed with the residential 
construction loans. Also, the Company did not have procedures and controls 
to identify and monitor geographic and investor concentrations for its 
residential construction loans.  Failure to establish such controls may permit 
concentrations to go unnoticed and could result in a material misstatement in 
our financial statements.  [Emphasis added.] 

180. In addition, the Company’s 2006 Form 10-K disclosed: 

(a) Evaluation of Disclosure Controls and Procedures. 

* * * 

The Company’s management, under the supervision and with the 
participation of the Chief Executive Officer and Chief Financial Officer, 
evaluated the effectiveness of the design and operation of our disclosure 
controls and procedures (as defined in Rule 13a-15(e) of the Exchange Act), 
as of the end of December 31, 2006, the period covered by this annual report. 

Based on their evaluation of our disclosure controls and procedures, our 
Chief Executive Officer and Chief Financial Officer concluded that our 
disclosure controls and procedures were ineffective as of December 31, 
2006, the end of the period covered by this report, solely as a result of the 
material weakness in internal controls over financial reporting described 
below.  

(b) Internal Control Over Financial Reporting. 

The Company’s management, under the supervision with the participation of 
our Chief Executive Officer and Chief Financial Officer, evaluated the 
effectiveness of the Company’s internal control over financial reporting as of 
December 2006 based on the criteria set forth by the Committee of Sponsor 
Organizations of the Treadway Commission (COSO) in “Internal Control 
Integrated Framework.” 

As a result of management’s evaluation and review of our internal controls 
our financial reporting, management has concluded that the Company did 
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not have sufficient or adequate policies, procedures and controls to monitor 
and report certain concentrations of risk associated with residential 
permanent-to-construction loans [sic] (“residential construction loans”) 
underwritten by Coast Bank. Specifically, the Company did not have 
procedures and controls to identify and monitor concentrations of builders 
hired by our borrowers for the construction of their homes which were 
financed with the residential construction loans.  Also, the Company did 
not have procedures and controls to identify and monitor geographic and 
investor concentrations for its residential construction loans. 

* * * 

(c) Changes in Internal Controls Over Financial Reporting. 

We recognize that the initial controls and procedures adopted by the 
Company were inadequate as it relates to the monitoring and reporting of 
certain concentrations of risks in our residential construction loan 
portfolio that resulted in the additional provision made to our loan loss 
allowance as disclosed in our Current Reports on Form 8−K filed on January 
19, 2007 and March 2, 2007.  We have taken several actions to remediate 
these deficiencies and to improve our internal controls over financial 
reporting, including: 

• strengthening our lending policies to include requirements for builder and 
geographic concentrations exceeding certain required amounts to be reported 
to the officers’ loan committee and the board of directors of the Bank; 

• maintaining detailed records and the preparation of comprehensive reports 
identifying builders and geographic locations of our residential construction 
loans on a periodic basis allowing management to review and detect risk 
concentrations. 

• instituting an independent review of the residential construction loan 
portfolio by individuals outside of that lending department. 

Additionally, we have currently ceased all wholesale residential lending 
through broker correspondents which should reduce the materiality of these 
operations and related banking activities in the future. 

The Company believes that the implementation of the foregoing procedures 
will significantly strengthen the Company’s internal controls over financial 
reporting.  [Emphasis added.]  
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181. (Paragraphs 181-204 are intentionally left blank in order to retain the 

original paragraph numbering from the prior version of the Complaint.) 

C. ADDITIONAL SCIENTER ALLEGATIONS 

205. Defendants acted with scienter in that they knew or recklessly disregarded 

that the public documents and statements issued or disseminated in the name of the Company 

were materially false and misleading; and knowingly or severely recklessly substantially 

participated or acquiesced in the issuance or dissemination of such statements or documents 

as primary violators of the federal securities laws.  In addition to the numerous allegations of 

scienter throughout the Complaint, the Confidential Witnesses detail how the Individual 

Defendants were specifically informed of the material securities risks facing the Company.    

206. Indeed, Defendants, by virtue of their receipt of information reflecting the 

true facts regarding CFHI and its business practices, their control over and/or receipt of 

CFHI’s allegedly materially misleading misstatements and/or their associations with the 

Company that made them privy to confidential proprietary information concerning CFHI, 

were active and culpable participants in the fraudulent scheme alleged herein.  These 

Defendants knew and/or severely recklessly disregarded the falsity and misleading nature of 

the information, which they caused to be disseminated to the investing public.  The ongoing 

fraud as described herein could not have been perpetrated over a substantial period of time, 

as has occurred, without the knowledge and/or severe recklessness and complicity of the 

personnel at the highest level of the Company, including the Individual Defendants. 
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1. Additional Scienter of the Individual Defendants 

207. In addition to the numerous allegations throughout the Complaint, herein 

incorporated by reference, demonstrating the Individual Defendants’ scienter, for the reasons 

further detailed herein, each of the Individual Defendants had knowledge of or recklessly 

disregarded that the public statements and documents the Company issued or disseminated 

were materially false and misleading and each was motivated to conceal the fraud alleged in 

order to sell approximately $39.9 million worth of CFHI stock at inflated prices in an 

Secondary Public Offering that occurred on October 11, 2005 to fund the Company’s 

expansion plans.43 

208. Additional indicia of scienter are information from former CFHI employees, 

as detailed above, evidencing that the Individual Defendants received internal reports, 

attended meetings and possessed extensive knowledge regarding CFHI’s loan portfolio and 

lending activities. 

209. Defendants also undertook the affirmative obligation to obtain knowledge in 

order to ensure that the Company’s disclosures to the market were truthful.  In CFHI’s 2004 

Form 10-KSB, Section 8A, Controls and Procedures, the Company stated the following: 

An evaluation was performed under the supervision and with the 
participation of the Company’s management, including its Chief Executive 
Officer and Chief Financial Officer, of the effectiveness of the design and 
operation of our disclosure controls and procedures (as defined in Rule 13a-

                                                 

43 CFHI’s Form 10-K for the year ended 2005, filed with the SEC on March 24, 2006, stated 
that “the costs associated with our 2006 expansion activities will be funded from the 
proceeds from the 2005 public offering of our common shares.” 
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15(e) of the Exchange Act), as of the end of the period covered by this annual 
report.  

* * * 
  
Based on their evaluation of our disclosure controls and procedures, our 
Chief Executive Officer and Chief Financial Officer concluded, subject to the 
limitations described above, that our disclosure controls and procedures as of 
the end of the period covered by this report were effective.  
 
There have been no significant changes in our internal controls, or in other 
factors that could significantly affect our internal controls, subsequent to the 
date the Chief Executive Officer and Chief Financial Officer completed their 
evaluation, including any corrective actions with regard to significant 
deficiencies and material weaknesses.  
 
210. Similarly, during the following year, Defendants again undertook the 

affirmative obligation to obtain knowledge in order to ensure that the Company’s disclosures 

to the market were truthful.  In CFHI’s 2005 Form 10-K, Section 9A, Controls and 

Procedures, the Company stated the following: 

An evaluation was performed under the supervision and with the 
participation of the Company’s management, including its Chief Executive 
Officer and Chief Financial Officer, of the effectiveness of the design and 
operation of our disclosure controls and procedures (as defined in Rule 13a-
15(e) of the Exchange Act), as of the end of the period covered by this annual 
report.  
 

* * * 
Based on their evaluation of our disclosure controls and procedures, our 
Chief Executive Officer and Chief Financial Officer concluded, subject to the 
limitations described above, that our disclosure controls and procedures as of 
the end of the period covered by this report were effective.  
 
There have been no significant changes in our internal controls, or in other 
factors that could significantly affect our internal controls, subsequent to the 
date the Chief Executive Officer and Chief Financial Officer completed their 
evaluation, including any corrective actions with regard to significant 
deficiencies and material weaknesses.  
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211. Furthermore, in each of CFHI’s interim reports filed with the SEC on Form 

10-Q, signed by either or both Defendants Peters and Grimes, Defendants undertook the 

affirmative obligation to obtain knowledge in order to ensure that the Company’s disclosures 

to the market were truthful.  In each CFHI Form 10-Q during the Class Period, CFHI made 

the following or substantially similar statement: 

The Company maintains controls and procedures designed to ensure that 
information required to be disclosed in the reports that the Company files or 
submits under the Securities Exchange Act of 1934 (the “Exchange Act”) is 
recorded, processed, summarized and reported within the time periods 
specified in the rules and forms of the Securities and Exchange Commission, 
and that such information is accumulated and communicated to the 
Company’s management, including our Chief Executive Officer and Chief 
Financial Officer (the Company’s Principal Executive Officer and Principal 
Financial Officer, respectively), as appropriate to allow for timely decisions 
regarding timely disclosure. In designing and evaluating disclosure controls 
and procedures, management recognizes that any controls and procedures, no 
matter how well designed and operated, can provide only reasonable 
assurance of achieving the desired control objectives, and management is 
required to apply its judgment in evaluating the cost/benefit relationship of 
possible controls and procedures.  
 
Our management, with the participation of our Chief Executive Officer and 
our Chief Financial Officer, has evaluated the effectiveness of our disclosure 
controls and procedures, as such term is defined in Rules 13a-15(e) and 15d-
15(e) under the Exchange Act as of the end of the period covered by this 
Form 10-Q.  
 
Based on this evaluation of our disclosure controls and procedures, our Chief 
Executive Officer and our Chief Financial Officer have concluded that the 
Company’s disclosure controls and procedures, subject to the limitations 
disclosed above, were effective as of March 31, 2006.  
 
There were no significant changes in our internal controls over financial 
reporting (as defined in Rule 13a-15(4) of the Exchange Act) that occurred 
during the first quarter of our 2006 fiscal year that has materially affected, or 
in other factors that could or is reasonably likely to materially affect, these 
controls subsequent to the date of the evaluation of those controls by the 
Chief Executive and Chief Financial officers.  
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212. Additionally, in both its 2005 and 2006 Forms 10-K, signed by Defendants 

Peters and Grimes, CFHI disclosed that it had retained the services of Stogniew & 

Associates and/or CPA Associates, independent consultants, to perform semi-annual loan 

documentation and compliance reviews.  As part of the reviews, CFHI’s loans were 

“reviewed to assess the adequacy of [CFHI’s] internal loan (credit risk) grading system and 

to alert management with respect to any potential problems that may require remedial 

action.”  Moreover, the Forms 10-K stated that CFHI’s senior loan officers had established a 

review process with the objective of “identifying, evaluating and initiating necessary action 

for substandard loans.” 

213. Defendants’ scienter is also made clear by their participation on CFHI’s 

Board wherein they approved bonuses paid to Phil Coon.44  Indeed, in CFHI’s 2005 and 

2006 Proxy Statements, CFHI states that “[o]n an annual basis, the Compensation 

Committee has the discretion to propose and recommend to the Board of Directors the 

payment of bonuses to . . . other executive officers and management of the Company.  For 

each of 2004, 2005, and 2006, Phil Cool’s annual bonuses, alone, exceeded the Defendants’ 

respective annual base salary and bonus, combined.  Thus, a compelling and cogent 

inference of scienter exists as it is clear that the Board, including Defendants, would have 

known or otherwise recklessly disregarded the true nature and extent to which CFHI was 

                                                 

44 Peters was a member of CFHI’s Board for each of 2004, 2005, and 2006.  Defendant 
Grimes was a member of CFHI’s Board during 2006. 
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partnered with CCI as well as Phil Coon’s responsibilities for and success in generating the 

growth in CFHI’s loan portfolio vis-à-vis CCI. 

214. The Individual Defendants’ scienter as to the North Port Scheme is further 

evidenced by their involvement in a similar real estate development scheme involving 

Enchanted Homes.  The North Port Scheme was not the first such scheme Defendants were 

involved in and thus the Individual Defendants had knowledge.  Rather, the Company had 

provided all the loans to customers of Enchanted Home builders 

215. (Paragraphs 215-221 are intentionally left blank in order to retain the 

original paragraph numbering from the prior version of the Complaint.) 

D. PRESUMPTION OF RELIANCE: FRAUD ON THE MARKET 
DOCTRINE 

 
222. The market for CFHI’s publicly traded securities was open, well-developed 

and efficient at all times.  As a result of these materially false and misleading statements and 

failures to disclose, CFHI’s publicly traded securities traded at artificially inflated priced 

during the Class Period.  Plaintiffs and other members of the Class purchased or otherwise 

acquired CFHI’s publicly traded securities relying upon the integrity of the market price of 

those securities and the market information relating to CFHI, and have been damaged 

thereby. 

223. At all relevant times, the market for CFHI’s securities was an efficient market 

for the following reasons, among others: 

(a) CFHI’s stock met the requirements for listing, and was listed and 

actively traded on the NASDAQ, a highly efficient and automated market; 
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(b) As a regulated issuer, CFHI regularly made public filings, including 

its Form 10-K, Forms 10-Q and related press releases with the Securities and Exchange 

Commission (“SEC”) and the NASDAQ; 

(c) CFHI regularly communicated with public investors via established 

market communication mechanisms, including through regular disseminations of press 

releases on the national circuits of major newswire services and through other wide-ranging 

public disclosures, such as communications with the financial press and other similar 

reporting services; and 

(d) CFHI was followed by several securities analysts employed by major 

brokerage firms such as Sterne Agee & Leach, Inc. and PriceTarget Research, Inc., who 

wrote research reports, which were distributed to the brokerage firms’ sales force, and the 

public at large.  Each of these reports was publicly available and entered the public 

marketplace. 

224. As a result of the foregoing, the markets for CFHI’s securities promptly 

digested current information regarding CFHI from all publicly available sources and 

reflected such information in the prices of CFHI securities. 

225. Under these circumstances, all purchasers of CFHI’s securities during the 

Class Period suffered similar injury through their purchase of CFHI’s securities at artificially 

inflated prices and a presumption of reliance applies. 

226. At the times they purchased or otherwise acquired CFHI’s securities, 

Plaintiffs and other members of the Class were without knowledge of the facts concerning 

the wrongful conduct alleged herein and could not reasonably have discovered those facts.  
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As a result, the presumption of reliance applies.  Plaintiffs will also rely, in part, upon the 

presumption of reliance established by a material omission. 

227. In sum, Plaintiffs will rely, in part, upon the presumption of reliance 

established by the fraud-on-the-market doctrine in that: 

(a) Defendants made public misrepresentations or failed to disclose facts 

during the Class Period; 

(b) The omissions and misrepresentations were material; 

(c) The Company’s securities traded in an efficient market; 

(d) The misrepresentations alleged would tend to induce a reasonable 

investor to misjudge the value of the Company’s securities; and 

(e) Plaintiffs and the other members of the Class purchased the 

Company’s securities between the time Defendants misrepresented or failed to disclose 

material facts and the time the true facts were disclosed, without knowledge of the 

misrepresented or omitted facts. 

 E. LOSS CAUSATION 

228. As detailed in this Complaint, Defendants’ fraudulent scheme and false 

statements artificially inflated CFHI’s stock price by failing to disclose that: (a) for nearly 

two years CFHI had been actively engaged in a real estate scam it had concocted with AML 

and CCI, a financially unstable company, without doing any due diligence as to its financial 

condition and its capability of completing construction of the North Port Development 

homes (see, e.g., ¶¶46-56, 80); (b) as part of this scheme, the North Port properties were 

specifically marketed as investment properties to CCI customers who were located outside 
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the state of Florida and the majority of individuals who purchased them did so with the 

intention of “flipping them” or renting them out rather then using them as owner-occupied 

dwellings (see, e.g., ¶¶52-54); (c) CFHI’s lending operations were significantly geared 

toward CCI customers and as a result CFHI did not “maintain[] diversification when 

considering investments and granting of loan requests” as it purported, but rather encouraged 

loans to CCI customers and approved them with little to no due diligence as to the individual 

borrowers’ backgrounds (see, e.g., ¶¶48, 57, 69-72); (d) as part of this real estate scam, CFHI 

had loosened its lending standards and was making risky loans to CCI customers many of 

whom were located outside of the state of Florida (see, e.g., ¶¶50-54, 57, 65); (e) CFHI was 

complicit in the quazi-ponzi scheme engaged in by CCI, in which borrower’s loan money 

was used to purchase more properties to sell to new investors rather than for construction 

costs (see, e.g., ¶¶46-56, 65, 80-81); (f) CFHI was making loans to CCI customers without 

requiring them to put any money down (see, e.g., ¶54); (g) CFHI made improper draws 

against the borrowers’ money and disbursed more than half of the monies of the Affected 

Loans without inspection or oversight as to the progress of CCI’s construction on the North 

Port homes and at the end of the Class Period more than half of the homes had little to no 

construction activity (see, e.g., ¶¶59-61, 83-86, 89-102); (h) the FDIC confirmed that at the 

end of the Class Period, CFHI had been operating with an inadequate allowance for loan and 

lease losses, inadequate oversight of the loan portfolio and concentrations of credit, an 

excessive volume of poor quality loans, hazardous lending practices, and an inadequate loan 

policy (see, e.g., ¶¶9, 98-99); (i) the revenues and year-over-year growth that CFHI reported 

in its loan portfolio were a product of the North Port Scheme (see, e.g., ¶¶44, 48-67); (j) 
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CFHI did not maintain high quality assets, conservative underwriting standards or stringent 

lending practices despite its assurances to the market to the contrary (see, e.g., ¶¶48, 50-54, 

57, 69-72, 83-86); (k) CFHI’s disclosure controls and procedures were ineffective, as was 

later admitted in the Company’s 2006 annual report filed on Form 10-K (see, e.g., ¶96); (l) 

the Company’s financial results during the Class Period were grossly overstated and were 

not GAAP compliant (see, e.g., ¶¶7, 136-173); (m) loan concentrations in loans to CCI 

customers totaled 25% of its loan portfolio at the end of the Class Period (see, e.g., ¶¶69-72, 

89-102); (n) CFHI had given CCI approximately two million dollars from borrowers’ LIP 

funds outside of the borrowers’ draw schedule (see, e.g., ¶¶76-78, 83-88); (o) CCI’s 

multitude of financial problems had consumed it rendering it financially insolvent, it had 

stopped paying sub-contractors and had ceased construction on the North Port Development 

homes leaving the majority of homes strapped with construction liens and partially 

constructed or not constructed at all (see, e.g., ¶¶76-78, 83-102); and (p) CCI’s failure to 

honor its contracts to complete construction on the North Port homes would negatively 

impact CFHI’s financials (see, e.g., ¶¶83-102). 

229. These false and misleading statements, individually and collectively, 

concealed CFHI’s true financial circumstances and future business prospects, resulting in the 

stock being artificially inflated until, as indicated herein, the relevant truth about CFHI was 

revealed.  While each of these misrepresentations was independently fraudulent, they were 

all motivated by Defendants’ desire to artificially inflate CFHI’s stock price and the image of 

its future business prospects to give the market the false notion that CFHI was engaged in 

conservative banking practices.  Defendants’ false and misleading statements had the 
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intended effect and causes, or were a substantial contributing cause of CFHI’s stock trading 

at artificially inflated levels throughout the Class Period. 

230. The true picture of CFHI’s business, operations and finances were disclosed 

to the market on January 19, 2007 and January 22, 2007.  On January 19, 2007, CFHI 

revealed to the market that it had made $110 million worth of mortgage loans (25% of its 

portfolio) to borrowers of a local builder contracted by 482 borrowers to build homes, and 

that that borrower had ceased construction on the homes.  CFHI also disclosed that it 

expected to take a material charge for that debt.  When CFHI provided the market with these 

partial revelations of CFHI’s true financial condition, it was an indication to the market that 

Defendants’ prior Class Period statements were false and misleading.  As a result of the 

information revealed to the market on January 19, 2007, doubt was cast upon the veracity of 

Defendants’ prior statements causing CFHI’s stock price to drop approximately 25%, as it 

fell from a close of $16.07 per share on January 18, 2007 to $12.10 per share on January 19, 

2007 on abnormally high trading volume.  ¶¶89-90. 

231. On the following Monday, January 22, 2007, the Company issued another 

press release “clarifying” the Form 8-K which was filed on January 19, 2007.  The Company 

stated, in material part, that it made loans to a builder (CCI) who had notified the Company 

that it was having financial difficulty and that this would likely have a material adverse 

impact on CFHI’s construction-to-permanent residential loan program.  When the market 

received this additional disclosure as to CFHI’s true financial condition, it was an indication 

to the market that Defendants’ prior Class Period statements were false and misleading.  As a 

result of the information revealed to the market on January 22, 2007, the market cast doubt 
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on the veracity of Defendants’ prior statements and CFHI’s stock price dropped an additional 

28% to close at $8.68 per share on heavy trading volume.  ¶91. 

232. The market’s negative reactions to CFHI’s revelations are demonstrated in the 

stock chart below:  
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233. The rapid decline in CFHI’s stock price following both the January 19, 2007 

and January 22, 2007 disclosures was a direct and foreseeable consequence of the revelation 

of the falsity of Defendants’ Class Period misrepresentations and omissions to the market.  

Thus, the revelation of truth at the close of the Class Period, as well as the resulting clear 

market reaction, support a reasonable inference that the market understood that CFHI’s prior 

statements were false and misleading. 

234. In sum, as the truth about Defendants’ prior misrepresentations and 

concealments was revealed, the Company’s stock price quickly sank, the artificial inflation 

came out of the stock, and Plaintiffs were damaged suffering true economic losses. 
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235. The decline in CFHI’s stock price in January of 2007 was a direct result of the 

nature and extent of the revelations made to investors and the market, regarding CFHI’s 

relationship with CCI, its involvement in the real estate scam, its lack of internal controls and 

its risky lending practices, that had been concealed or misrepresented by Defendants’ scheme 

and misstatements.  The timing and magnitude of CFHI’s stock price decline negates any 

inference that the losses suffered by Plaintiffs were caused by changed market conditions, 

macroeconomic or industry factors or Company-specific facts unrelated to the Defendants’ 

fraudulent conduct.  The economic loss, i.e., damages, suffered by Plaintiffs were a direct 

and proximate result of Defendants’ scheme and misrepresentations and omissions which 

artificially inflated CFHI’s stock price, and the subsequent significant decline in the value of 

CFHI’s stock when the truth concerning Defendants’ prior misrepresentations and fraudulent 

conduct, entered the market place. 

VII. PLAINTIFFS’ CLASS ACTION ALLEGATIONS 

236. Plaintiffs bring this action as a class action pursuant to Federal Rule of Civil 

Procedure 23(a) and (b)(3) on behalf of a class consisting of all those who purchased or 

otherwise acquired the publicly-traded securities of CFHI between January 21, 2005 and 

January 22, 2007, inclusive, and who were damaged thereby (the “Class”).  Excluded from 

the Class are Defendants, the Officers and Directors of the Company, at all relevant times, 

members of their immediate families and their legal representatives, heirs, successors or 

assigns and any entity in which Defendants have or had a controlling interest.  In addition, 

this action is brought on behalf of all persons who purchased CFHI shares pursuant or 
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traceable to the Company’s Registration Statement and Prospectus for its October 5, 2005 

SPO of 2,500,000 shares of common stock.   

237. The members of the Class are so numerous that joinder of all members is 

impracticable.  Throughout the Class Period, CFHI’s stock was actively traded on the 

NASDAQ.  While the exact number of Class members is unknown to Plaintiffs at this time 

and can only be ascertained through appropriate discovery, Plaintiffs believe that there are 

hundreds or thousands of members in the proposed Class.  CFHI issued and sold 2,500,000 

shares of common stock in the SPO.  Record owners and other members of the Class may be 

identified from records maintained by CFHI or its transfer agent and may be notified of the 

pendency of this action by mail, using the form of notice similar to that customarily used in 

securities class actions. 

238. Plaintiffs’ claims are typical of the claims of the members of the Class as all 

members of the Class are similarly affected by Defendants’ wrongful conduct in violation of 

federal law complained of herein. 

239. Plaintiffs will fairly and adequately protect the interests of the members of the 

Class and has retained counsel competent and experienced in class and securities litigation. 

240. Common questions of law and fact exist as to all members of the Class and 

predominate over any questions solely affecting individual members of the Class.  Among 

the questions of law and fact common to the Class are: 

(a) whether the federal securities laws were violated by Defendants’ acts 

as alleged herein;  
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(b) Whether the Registration Statement and Prospectus issued by 

Defendants to the investing public in connection with the SPO were negligently prepared 

and, as a result, contained untrue statements of material fact, omitted to state facts necessary 

to make the statements made therein not misleading and were not prepared in accordance 

with the rules and regulations governing its preparation; and   

(c) whether Defendants’ statements omitted material facts necessary to 

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

misleading; 

(d) whether Defendants’ misrepresented material facts; 

(e) whether the Exchange Act was violated by Defendants’ acts alleged 

herein; 

(f) whether Defendants knew or were severely reckless in disregarding 

that the statements made by them were false and misleading; 

(g) whether the prices of CFHI’s publicly traded securities were 

artificially inflated during the Class Period; and 

(h) the extent of damage sustained by Class members and the appropriate 

measure of damages. 

241. A class action is superior to all other available methods for the fair and 

efficient adjudication of this controversy since joinder of all members is impracticable.  

Furthermore, as the damages suffered by individual Class members may be relatively small, 

the expense and burden of individual litigation make it impossible for members of the Class 
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to individually redress the wrongs done to them.  There will be no difficulty in the 

management of this action as a class action. 

VIII. EXCHANGE ACT CLAIMS 

COUNT I  

FOR VIOLATIONS OF SECTION 10(B) OF THE EXCHANGE ACT  
AND RULE 10B-5 PROMULGATED THEREUNDER AGAINST  

CFHI AND INDIVIDUAL DEFENDANTS 

242. Plaintiffs repeat and reallege each and every allegation contained in Sections 

I, II, V, VI, and VII, as if fully set forth herein.   

243. During the Class Period, Defendants carried out a plan, scheme and course of 

conduct which was intended to and, throughout the Class Period, did: (i) deceive the 

investing public, including Plaintiffs and other Class members, as alleged herein regarding 

CFHI’s business, operations and management and the intrinsic value of CFHI’s securities; 

(ii) artificially inflate and maintain the market price of CFHI’s publicly traded securities; and 

(iii) cause Plaintiffs and other members of the Class to purchase CFHI’s publicly traded 

securities at artificially inflated prices.  In furtherance of this unlawful scheme, plan and 

course of conduct, Defendants, and each of them, took the actions set forth herein. 

244. Defendants: (a) employed devices, schemes, and artifices to defraud; (b) made 

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

statements not misleading; and (c) engaged in acts, practices and a course of business which 

operated as a fraud and deceit upon the purchasers of the Company’s securities in an effort to 

maintain artificially high market prices for CFHI’s securities in violation of Section 10(b) of 
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the Exchange Act and Rule 10b-5.  Defendants are sued as primary participants in the 

wrongful and illegal conduct charged herein. 

245. In addition to the duties of full disclosure imposed on Defendants as a result 

of making affirmative statements and reports, or participation in the making of those 

statements and reports to the investing public, they had a duty to promptly disseminate 

truthful information that would be material to investors in compliance with the integrated 

disclosure provisions of SEC Regulation (17 C.F.R. §210.01 et seq.) and S-K (17 C.F.R. 

§229.10 et seq.) and other SEC regulations, including accurate and truthful information 

about the Company’s operations, financial condition and performance so that the market 

prices of the Company’s publicly traded securities would be truthful, complete and accurate 

information. 

246. Defendants, individually and in concert, directly and indirectly, by the use, 

means or instrumentalities of interstate commerce and/or of the mails, engaged and 

participated in a continuous course of conduct to conceal adverse material information about 

the business, practices, performances, operations and future prospects of CFHI as specified 

herein. 

247. Defendants employed devices, schemes and artifices to defraud, while in 

possession of material adverse non-public information and engaged in acts, practices, and a 

course of conduct as alleged herein in an effort to assure investors of CFHI’s value and 

performance and continued substantial growth, which included the making of, or the 

participation in the making of, untrue statements of material facts and omitting to state 

material facts necessary in order to make the statements made about CFHI and its business 
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operations and future prospects in the light of the circumstances under which they were 

made, not misleading, as set forth more particularly herein, and engaged in transactions, 

practices and a course of business which operated as a fraud and deceit upon the purchasers 

of CFHI’s securities during the Class Period. 

248. Each of the Individual Defendants’ primary liability, and controlling person 

liability, arises from the following facts: (i) the Individual Defendants were high-level 

executives and/or directors at the Company during the Class Period and members of the 

Company’s management team or had control thereof; (ii) each of these Individual 

Defendants, by virtue of his responsibilities and activities as a senior officer and/or director 

of the Company was privy to and participated in the creation, development and reporting of 

the Company’s internal budgets, plans, projections and/or reports; (iii) Defendants enjoyed 

significant personal contact and familiarity with the other Defendants and were advised of 

and had access to other members of the Company’s management team, internal reports and 

other data and information about the Company’s financial condition, performance, and 

operations at all relevant times; and (iv) Individual Defendants were aware of the Company’s 

dissemination of information to the investing public which they knew or recklessly 

disregarded was materially false and misleading. 

249. Defendants had actual knowledge of the misrepresentations and omissions of 

material facts set forth herein, or acted with reckless disregard for the truth in that they failed 

to ascertain and to disclose such facts, even though such facts were available to them.  Such 

Defendants’ material misrepresentations and/or omissions were done knowingly or 

recklessly and for the purpose and effect of concealing CFHI’s operating condition and 



 121

business prospects from the investing public and supporting the artificially inflated price of 

its securities.  As demonstrated by defendants’ overstatements and misstatements of the 

Company’s business, operations and earnings throughout the Class Period, defendants, if 

they did not have actual knowledge of the misrepresentations and omissions alleged, were 

reckless in failing to obtain such knowledge by deliberately refraining from taking those 

steps necessary to discover whether those statements were false or misleading. 

250. As a result of the dissemination of the materially false and misleading 

information and failure to disclose material facts, as set forth above, the market prices of 

CFHI’s securities were artificially inflated during the Class Period.  Unaware that market 

prices of CFHI’s publicly traded securities were artificially inflated, and relying directly or 

indirectly on the false and misleading statements made by Defendants, or upon the integrity 

of the market in which the securities trade, and/or on the absence of material adverse 

information that was known to or recklessly disregarded by Defendants but not disclosed in 

public statements by Defendants during the Class Period, Plaintiffs and the other members of 

the Class acquired CFHI’s securities during the Class Period at artificially high prices and 

were damaged thereby. 

251. At the time of said misrepresentations and omissions, Plaintiffs and other 

members of the Class were ignorant of their falsity, and believed them to be true.  Had 

Plaintiffs and the other members of the Class and the marketplace known of the true 

performance, business practices, prospects and intrinsic value of CFHI, which were not 

disclosed by defendants, Plaintiffs and other members of the Class would not have purchased 

or otherwise acquired their CFHI’s securities, or, if they had acquired such securities during 



 122

the Class Period, they would not have done so at the artificially inflated prices which they 

paid. 

252. By virtue of the foregoing, Defendants have violated Section 10(b) of the 

Exchange Act, and Rule 10b-5 promulgated thereunder. 

253. As a direct and proximate result of Defendants’ wrongful conduct, Plaintiffs 

and the other members of the Class suffered damages in connection with their respective 

purchases and sales of the Company’s securities during the Class Period. 

COUNT II 

FOR VIOLATIONS OF SECTION 20(A) OF THE EXCHANGE  
ACT AGAINST INDIVIDUAL DEFENDANTS 

 
254. Plaintiffs repeat and reallege each and every allegation contained in Sections 

I, II, V.A.1., V.A.2.(a) and (b), VI.A., VI.B., VI.D.1, VI.E, VI.F., and VII, as if fully set forth 

herein. 

255. The Individual Defendants acted as controlling persons of CFHI within the 

meaning of Section 20(a) of the Exchange Act as alleged herein.  By virtue of their high-

level positions, and their ownership and contractual rights, participation in and/or awareness 

of the Company’s operations and/or intimate knowledge of the false financial statements 

filed by the Company with the SEC and disseminated to the investing public, the Individual 

Defendants had the power to influence and control and did influence and control, directly or 

indirectly, the decision-making of the Company, including the content and dissemination of 

the various statements which Plaintiffs contend are false and misleading.  The Individual 

Defendants were provided with or had unlimited access to copies of the Company’s reports, 

press releases, public filings and other statements alleged by Plaintiffs to be misleading prior 
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to and/or shortly after these statements were issued and had the ability to prevent the 

issuance of the statements or cause the statements to be corrected. 

256. In particular, each of these Individual Defendants had direct and supervisory 

involvement in the day-to-day operations of the Company and, therefore, is presumed to 

have had the power to control or influence the particular transactions giving rise to the 

securities violations as alleged herein, and exercised the same. 

257. As set forth above, CFHI and the Individual Defendants each violated Section 

10(b) and Rule 10b-5 by their acts and omissions as alleged in this complaint.  By virtue of 

their positions as controlling persons, the Individual Defendants are liable pursuant to 

Section 20(a) of the Exchange Act.  As a direct and proximate result of Defendants’ 

wrongful conduct, Plaintiffs and other members of the Class suffered damages in connection 

with their purchases of the Company’s securities during the Class Period. 

WHEREFORE, Plaintiffs, on their own behalf and on behalf of the Class, pray for 

relief and judgment, as follows: 

A. Declaring that this action may be maintained as a class action pursuant to 

Rule 23(a) and (b)(3) of the Federal Rules of Civil Procedure on behalf of the Class defined 

herein; 

B. Awarding compensatory damages in favor of Plaintiffs and the other Class 

members against all Defendants, jointly and severally, for all damages sustained as a result 

of Defendants’ wrongdoing, in an amount to be proven at trial, including interest thereon; 
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C. Awarding Plaintiffs and the Class pre-judgment and post-judgment interest, as 

well as their reasonable costs and expenses, attorneys’ and experts’ witness fees incurred in 

this action; and 

D. Such other and further relief as the Court may deem just and proper. 

JURY TRIAL DEMANDED 

Plaintiffs hereby demand a trial by jury. 

DATED:  April 2, 2008 COUGHLIN STOIA GELLER 
 RUDMAN & ROBBINS LLP 
 
   s/Jack Reise 

JACK REISE 

JACK REISE 
Florida Bar No. 058149 
STEPHEN R. ASTLEY 
Florida Bar No. 0139254 
ELIZABETH A. SHONSON 
Florida Bar No. 0022282 
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561/750-3364 (fax) 
jreise@csgrr.com 
sastley@csgrr.com 
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