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To convince investors to vote in favor of a proposed merger, the defendants (who would make millions upon
merger approval) made numerous misrepresentations and withheld critical information, according to the
Commission.

The SEC has charged an Israel-based intelligence communications company and two of its executives with
defrauding shareholders of a special purpose acquisition company (SPAC). According to the Commission,
the defendants misled investors as to the financial position and prospects of the company to get shareholder
approval of a merger within the required timeframe. After the merger was approved, the executives received
millions of dollars in compensation, but after the truth came to light, investors lost approximately $60 million (SEC
v. Hurgin, June 18, 2019).

"[T]he defendants lied to shareholders to make sure the ill-fated merger was approved so they could line their
pockets with tens of millions of dollars from the merger," said Los Angeles Regional Office Director Michele Wein
Layne.

Merger. In 2013, Cambridge Capital Acquisition Corp. was incorporated a SPAC, a company formed to raise
capital for a merger or acquisition within a set timeframe. The company had two years to acquire a target
company with the capital raised in its IPO or its capital would be released back to shareholders. Around June
2015, Cambridge identified Ability, Inc., an Israeli small business that sold cell phone and satellite interception
products, as an acquisition candidate. In December 2015, Cambridge shareholders voted to approve the merger
with Ability. Thereafter, Ability received approximately $19 million, and its CEO and chief technology officer each
received approximately $9 million plus $6 million in put options.

Misrepresentations. In its complaint, the SEC alleges that Ability and its executives lied to the Cambridge
SPAC shareholders about Ability’s business prospects to convince them to vote in favor of the merger proposal.
The Commission states that Ability and its executives made misstatements in investor roadshows and proxy
materials regarding the company’s purported ownership of a new "game-changing" interception product.

The defendants also proffered information regarding a large backlog of existing customer orders, but the
backlog was not supported by actual purchase orders, according to the SEC. In addition, the Commission
alleges, the defendants misled shareholders as to probable future orders, and the proxy materials contained
materially misleading statements about Ability’s business with its largest customer. The executives failed to take
reasonable steps to ensure that the proxy materials fully and fairly furnished all material facts and did not contain
material misstatements or omissions, the SEC states.

Violations and relief. By this conduct, the SEC alleges that Ability and its executives violated the antifraud and
proxy provisions of the federal securities laws. The Commission seeks permanent injunctions against future
violations, disgorgement and penalties, and an officer-and-director bar against Ability’s CEO.

The case is No. 19CV-5705.

Attorneys: Donald W. Searles for the SEC.

Companies: Ability Computer & Software Industries Ltd.; Ability Inc
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