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IN THE UNITED STATES DISTRICT COURT
¥OR THE DISTRICT OF NEW HAMPSHIRE

)} MD1L Docket No. 02-1335-B
INRE TYCO INTERNATIONAL, LTD., ) This Document Relates To:
SECURITIES LITIGATION ) Securities Action

)

)

CONSOLIDATED SECURITIES CLASS ACTION COMPLAINT

Plaintiffs, by their attorneys, on behalf of themselves agnd the class they seek to represent,
for their Coﬁsoﬁdated Class Action Complaint (thé “Comoplaint”), make the following allegations
against defendants Tyco International, Ltd. (“Tyco™ or the “Compan)f’), L. Dennis Kozlowski,
Mark H. Swartz, Mark A. Belnick, Frank E. Walsh, Jr., Michael A. Ashcroft (the “Individual
Defendants™) (Tyco and the Individual Defendants are collectively referred to as the “Tyco
Defendants™), and PricewaterhouseCoopefs LLP (“PwC”) (Tyco Defendants and PwC are
collecti.vely referred to as “dgfendants”), upon information and belief (except as to allegations
specifically pertaining to plaintiffs and their counsel, which are based on personal knowledge)
based upon the thorough investigation conducted by and under the supervision of plaintiffs’
counsel, which included reviewing and analyzing information and financial data relating to the
relevant time period conceming Tyco and obtained from numerous public and proprietary
sources (such as LEXIS-NEXIS, Dow Jones and Bloomberg), including, among other things,
filings with the Securities andrExchange Commission (the “SEC”), publicly available annual
reports, press releases, published interviews, news articles and other media reports (whether
disseminated in print or by electronic media), and reports of securities analysts and mvestor
advisory services, in order to obtain the information necessary to plead plaintiffs’ claims with

particularity. Plaintiffs’ investigation also included interviewing or consulting with numerous



individuals, including former Tyco employees who worked at the Company during the “Class
Period” (December 13, 1999 through June 7, 2002), and are knowledgeable about Tyco’s
business and operations and/or the industry and markets in which Tyco operates. Except as
alleged herein, the underlying information relating to defendants® misconduct and the particulars
thereof are not available to plamtiffs and the public and lie exclusively within the possession and
control of defendants and other insiders, thus preventing plaintiffs from further detailing
_defendants’ misconduct. Plaintiffs believe that further substantial evidentiary support will exist
for the allegations set forth below after a reasonable opportunity for discovery.
JUMSﬁICTION AND VENUE

1. This Court has jurisdiction over the subject matter of this action pursuant to 28
U.8.C. Sections 1331 and 1337, Section 22 of the Securities Act of 1933 (“Securities Act”) [-15
U.S.C. § 77v], and Section 27 of the Securities Exchange Act of 1934 (“Exchange Act”) [15
U.S.C. § 78aa].

2. The claims asserted herein arise under Sections 11, 12(a) and 15 of the Securities
Act [15 U.S.C. §§ 77k, 771(2) and 770], Sections 10(b), 14, 20(a) and 20A of the Exchange Act
[15 U.S.C. § 78j(b), 78t(a), and 78t-1], and Rule 10b-5 promulgated thereunder by the SEC [17
C.F.R. § 240.10b-5].

3. In its Trahsfer Order dated August 14, 2002, the Judicial Panel on Multidistrict
Litigation transferred this action to this District for coordinated or consolidated pretrial
proceedings.

4. In connection with the acts, conduct and other wrongs alleged in this complaint,

defendants, directly or indirectly, used the means and instrumentalities of interstate commerce



inbluding the mail, the intemnet, telepbone communications and the facilities of national securities
exchanges.

PARTIES
A. PLAINTIFFS

5. Lead Plaintiffs. Lead Plaintiffs Plumbers and Pipefitters National Pension Fund,
United Association General Officers Pension Plan, United Association Office Erﬁployees
Pension Plan and United Association Local Union Officers & Employees Pension Fand,
Teachers Retirement System of Louisiana, Louisiana State Employees Retirement System, and
Voyageur Asset Management purchased the securities of Tyco at artificially inflated prices
during the Class Period, as set forth in the certifications that are attached hereto in Exhibit A, and
were damaéed thereby. The Court has previously designated these entities to serve as Lead-
Plaintiffs pursuant to an Order dated November 20, 2002.

6. Additional Plaintiffs. Numerous additional plaintiffs purchased Tyco securities in
the open market during the Class Period and were damaged thereby. Certain of these plaintiffs
have signed appropriate certifications under the PSLRA (see Exhibit A), and, if needed, are
willing and able to serve as class representatives.

B. TYCO DEFENDANTS

7. Defendant Tyco is 2 Bermuda corporation and holds itself out as a diversified
manufacturing and services company.

8. Defendant L. Dennis Kozlowski was Tyco’s Chairman and Chief Executive

Officer throughout the Class Period until June 3, 2002.

.,



9. Defendant Mark H. Swartz was Tyco’s Executive Vice-President and Chief
Financial Officer during the Class Period. Before his appointment as CFO, Swartz was Tyco’é
Director of Mergers and Acquisitions. Swartz became a Tyco Board member in 2001 and ranked
as the highest paid CFO in the United States that year. According to research firm Equillar Inc.,
Swartz earned nearly $47 million in compensation in 2001, or nearly $15 million more than the
next highest paid CFO, Richard Bressler of Viacom.

10.  Defendant Mark A.- Belnick was Tyco’s Executive Vice-President and Chief
Corporate Counsel throughout the Class Period until June 12, 2002.

il.  Defendant Frank E. Walsh, Jr. was a director of Tyco throughout the Class Period
until February 2002, when he did not stand for re;election to the Board.

12,  Defendant Michael A. Ashcroft was at all relevant times a Tyco director.

Ashcroft became a director of Tyco through Tyco’s acquisition of ADT, a security business
purchased by Tyco for $6 billion in 1997.

13, The Indiwidual Defendants were at all relevant times during the Class Period
controlling persons of Tyco within the meaning of Section 15 of the Securities Act and Section
20(a) of the Exchange Act. Because of the Individual Defendants’ pqsitions with the Company, . -
they had access to undisclosed adverse information about its business, operations, balance sheets,
accounting policies, operational trends, financial condition, and present and future business
prospects through, among other \Sfays, access to internal corporate documents (including the
Company’s operating plans, budgets, forecasts and reports of actual operations compared

thereto), conversations and connections with other corporate officers and employees, attendance



at management meetings and meetings of the board and committees thereof, and through reports
and other information provided to them in connection therewith.

14. Tt is appropriate to {reat the Individual Defendants as a group for pleading
purposes and to presume that the false, misleading and incomplete information conveyed in the
Company’s public filings, press releases and other publications as alleged herein are the
collective actions of the narrowly defined group of Individual Defendants identified above. Each
of the Individual Defendants, by virtue of his high-level position with the Company, d:iiectiy
participated in the management of the Company, was directly involved in the day-to-day
operations of the Company at the highest level and was privy to confidential proprietary
information concerning the Company and 1ts business, operatioﬁs, prospects, growth, finances
and financial condition as alleged herein. These defendants were involved in drafting, producing,
reviewing, approving and/or disseminating the materially false and misleading statements and
information alleged herein (including SEC filings, press releases and other publications), were
aware of or recklessly disregarded that materially false or misleading statements were being
issued regarding the Company, andA nonetheless approved or ratified these statements in violation
of the federal securities laws.

15.  Asofficers, directors and controlling persons of a publicly held company whose
common stock was, and 1s, registered with the SEC, traded on the New York Stock Exchange
(*NYSE"), and governed by the provisions of the federal securities laws, the Individual
Defendants each had a duty to promptly disseminate accurate and truthful information with
respect to the Company’s financial condition and performance, growth, operations, financial

statements, business, earnings, management, and present and future business prospects, and to



correct any previously-issued statements that had become materially misleading or untre, so that
the market price of the Company’s publicly-traded 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.

16.  The Individual Defendants participated in the drafting, preparation and/or
approval of the various public and shareholder and investor reports and other communications
concerning Tyco that are complained of herein and were aware of, or recklessly disregarded, the
misstatements contained therein and the omissions therefrom, and were aware of their materially
false and misleading nature. Because of their positions with Tyco, each of the Individnal
Defendants had access to adverse undisclosed information about Tyco’s business prospects and
financial condition and performance as particularized herein, and knew (or recklessly
disregarded) that these adverse facts rendered the statements complained of herein materially
false and misleading.

17.  The Individual Defendants, because of their positions of control and authority as
officers and controlling persons of the Company, were able to and did control the content of the
various SEC filings, press releases and other public statements pertaining to the Company during - -~
the Class Period. Each of the Individual Defendants was provided with copies of the documents
alleged herein to be misleading prior to or shortly after their issnance and/or had the ability
and/or opportunity to prevent their issuance or cause them to be corrected. Accordingly, each of
the Individual Defendants is responsible for the accuracy of the public reports, releases and
statements detailed herein and is therefore primarily liable for the representations contained

therein.



The Individual Defendants' Guidance To Securities Analysts

18.  The Individual Defendants also provided guidance to secunties analysts and used
analysts as a conduit (particularly through analyst conference calls) to provide materially false
and misleading information to the securities markets. Tyco was followed by securities analysts
employed by brokerage firms that throughout the Class Period reported information provided to
them by the Individual Defendants and made recommendations concemning the Company’s
securities based on the information provided by the Individual Défendants. Among the securities
firms that followed the Company during the Class Period were J.P. Morgan, Deutsche Bank,
Alex Brown and UBS Warburg. In writing their reports, analysts reflected information proﬁded
by the Individual Defendants and the Individual Defendants' confirmation that information in the
analysts’ reports did not materially vary from the Individual Defendants’ internal knowledge of
the Company’s current operations and future prospects.

19.  Prior to and during the Class Period, it was the Company’s frequent practice to
have its top officers and key members of its management team, 'including the Individual
Defendants, communicate regularly with securities analysts at the firms identified above (among
others) on a regular basis to discuss, among other things, the Company’s financial results, and tb
provide detailed guidance to these analysts with respect to the Company’s business. These
communications included, but were not limited to, conference calis, meetings, analyst briefings
and investor conferences where the Individual Defendants discussed relevant aspects of the
Company’s operations and financial prospects on, among others, the following dates: January 18,
2000, April 18, 2000, June 28, 2000, July 19, 2000, October 24, 2000, November 14, 2000, |

January 17, 2001, March 13, 2001, April 18, 2001, May 30, 2001, July 18, 2001, August 3, 2001,



September 11, 2001, October 18, 2001, November 15, 2001, January 15, 2002, January 22, 2002,
February 6, 2002, February 13, 2002, February 26, 2002, March 5, 2002, March 12, 2002, March
19, 2002, April, 2, 2002, Apnl 25, 2002, Apnl 30, 2002, May 16, 2002, and June 7, 2002. The
Individual Defendants knew that by participating in these regular and direct communications
with analysts, the Company disseminated information to the in\éésting community, and that
investors relied and acted on such information by purchasing and selling the Company’s
securities. |

20.  Many of the analyst reports issuf._ad during the Class Period were remarkably
stmilar or reported substantially the same facts after meetings with the Company. This confirms
that the information contained in analyst reports came from Tyco and the Individual Defendants.

21.  The Individual Defendants engaged in the above-referenced communications with
analysts to cause or encourage them to issue favorable reports concerning Tyco, and used these
comumumnications to present the operations and prospects of Tyco to the marketplace in a falsely
favorable light to artificially inflate the market price of Tyco securities. Tyco also endorsed the
reports of analysts, adopted them as its own, and placed its imprimatur on them as well as on the
projections, forecasts, and statements contained therein, as set forth in more detail below.
Despite their duty to do so, the Individual Defendants failed to correct these statements during
the Class Period.

22.  The investient community, and in turn investors, relied and acted on the
information communicated in these written reports that recommended that investors purchase
Tyco securities. The Individual Defendants manipulated and inflated the market price of Tyco

securities by falsely presenting to analysts, through regular meetings, and during both telephonic



and written communications, the prospects of the Company, as well as by failing to disclose the
true adverse information about the Company that was known only to them.

23.  Each of the Individual Defendants is liable as a participant in the frandulent
scheme and course of business that operated as a fraud or deceit on purchasers of Tyco securities
by disseminaﬁné materially false and misleading statements and/or concealing material adverse
facts.

C. DEFENDANT PRICEWATERBOUSECOOPERS

24, Defendant PwC, which is headquartered in New York City, acted as the
Company’s purportedly independent outside auditor at all relevant times during the Class Period.
PwC audited Tyco’s materially false and misleading financial statements during the Class Period
and issued materially false and misleading opinions on those financial staternents. Additionally,
PwC consented fo the use of its unqualified opinions on Tyco’s financial statements and in
Tyco’s reports and Registration Statements and Prospectuses filed with the SEC and otherwise
disseminated to the investing public.

| DEFENDANTS’ WRONGFUL COURSE OF CONDUCT

25.  Throughout the Class Period, defendants failed to disclose and falsely-denied the .. -~
falsification of Tyco’s financial reporting, reported acquisition costs, and the purported success
of its acquisition strategy. Defendants also failed to disclose the looting of the Company by its
senior executives who were cond.ucﬁng Tyco as a criminal enterprise. Tyco has admitted that
during the Class Period it, among other things:

(1) failed to disclose that it was engaged in “a pattemn of aggressive accounting

which . . . was intended to increase reported earnings above what they would have been if
more conservative accounting had been employed” (Section A below);



(2) misrepresented that growth was “organic,” and failed to disclose that it
engineered financial results through a wide variety of improper accounting procedures,
including the widespread use of undocumented journal entries {Section A.1 below);

(3) failed to disclose that senior management “exerted pressure” on and “provided
incentives” to employees to artificially inflate reported earnings (Sections A.1.b, B.1,B.2,
B.3 and B.4 below);

(4) failed to disclose that it paid off executives at companies to be acquired by
Tyco to incentivize them to manipulate their financial reporting before the acquisition to
create the false appearance of superior earnings for Tyco after the acquisition (Sections
A.1.b, below); A

(5) failed to disclose “a number of accounting entries that were incorrect and
required correction” (Section A.1.a below);

(6) failed to disclose a number of material related party transactions, including (a)
“abuse of [Tyco’s] employee relocation loan program™; (b) *“unapproved bonuses™; (c)
“compensation arrangements”™; (d) “perquisites”; and (e) “self-dealing transactions”
(Sections A.1.b, B below);

(7) failed to disclose that it artificially inflated the Company’s earnings by
engaging in “Financial Engineering” and the improper manipulation of accounting
reserves (Section A.1.d below);

(B) failed to disclose that Tyco’s earnings were inflated as a result of the failure to
timely recognize expenses, including an impairment in the value of reported goodwill
(Section A.1.e below);

(9) failed to disclose that it improperly included excess “reimbursements”
received by its home security business (ADT) in the Company’s earnirigs rather than
recognizing such payments over the life of the contract; Tyco has now admitted that the
cumulative effect of the “reimbursements” recorded in years prior to fiscal 2002 in excess
of costs incurred, net of the effect of the appropriate recognition of such payments, totaled
approximately $186 million (Section A.1.f below);

(10) failed to disclose contingent liabilities and significant risks and uncertainties
(Section A.1.g below);

(11) failed to disclose the effects of Tyco’s numerous (approximately 700)
undisclosed acquisitions (Section A.2 below); and

10



(12) failed to disclose that it improperly withheld incriminating responsive
documents from the SEC during that agency’s 1999-2000 inquiry into Tyco’s accounting
practices (Section A.1.3 below).

A. Material Omitted Information Concerning the Falsification of Tyco's
Financial Reporting, Reported Acquisition Costs, and the Purported Success
of its Acquisition Strategy

26.  Throughout the Class Period, the Tyco Defendants touted Tyco's financial

success, falsely stating that it arose “organically” out of “synergies” created by the management
strategies that Tyco applied to the companies it acquired. In fact, Tyco's financial reporﬁng was
falsified in myriad ways té create the appearance of financial success through an intentiongl and
undisclosed scheme to inflate financial results, as Tyco has now admitted after the close of the
Class Period. The nature of this scheme was never disclosed to investors during the Class
Period. To the contrary, the Tyco Deféndants falsely and repeatedly represented that there Wés
no accounting manipulation at Tyco. As aresult, throughout the Class Period, all of Tyco's
periodic reports of earnings and revenues and its.ﬁnancial projections given to investors and
securities analysts were materially false and misleading and omitted material information.

27.  Asthe Company has feéently admitted in its Form 8-K filed on December 30,

2002 (the “December Report™), during at least the five years preceding defendant Kozlowski’s
resignation in June 2002, Tyco pursued a “pattern of aggressive accounting” that was “intended”
to “increase current earnings above what they would have been if a more conservative accounting
approach had been followed.” The Company has also admitted that there were instances when.
senior management “exerted pressure and provided incentives which had the purpose and effect

of encouraging unit and segment officers to achieve higher eamings, including in some cases by

their choice of accounting treatments.”

11





































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































