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EXHIBIT “A”
I BRIEF FACTUAL SUMMARY

From about August 2015 through April 2018, Rahman LAKHANI, acting as an officer and
president of N. Ali Enterprises, Inc., located in Naperville, Illinois, and an officer and president for 21 B
Century Distribution, Inc., located in Las Vegas, Nevada, (“21° Century-Nevada”), 21* Century
Distribution, Inc., located in Rancho Cucamonga, and 21 Century Distribution, Inc., located in Los
Alamitos, California (“21% Century-Los Alamitos”), operated a scheme to evade California excise taxes
on OTP sold in the State of California through false statements on sales invoices given to customers and
through excise tax returns submitted to the California State Board of Equalization (“BOE”), now
renamed the California Department of Tax and Fee Administration (“CDTFA”).

California law required that every person, including someone located out of state, who desired to
sell OTP within California had to first obtain a license from the BOE, now renamed the CDTFA. Only a
person who held a valid California Tobacco Products Distributor’s license could possess OTP in
California upon which the tax had not been paid. When a California licensed OTP distributor sold
untaxed OTP into California to another distributor, that out-of-state distributor with a California license
could expressly assume the excise tax liability owed to California State BOE, or later the CDTFA. If
such an arrangement existed, the out-of-state distributor was required to submit to the California State
BOE (or later the CDTFA) in Sacramento, California, monthly reports reflecting the amount of untaxed
OTP sold into California in the previous month and the amount of excise tax owed, together with
payment in that amount. The monthly reports were generally sent by U.S. mail or common carrier, or e-
mail.

With this in mind, in August 2015, LAKHANI applied for, and obtained, a California Tobacco
Products Distributor’s license for his Nevada OTP business, 21 Century-Nevada. Using that license,
LAKHANI shipped OTP to various California OTP distributors through September 2017, and expressly
assumed the excise tax liability on those shipments. When LAKHANI shipped OTP from 21* Century-
Nevada, he included sales invoices that stated his company assumed the excise tax due on the OTP
shipments. Despite such statements, 21% Century-Nevada did not pay all of the excise tax due to the
California State BOE, or later the CDTFA, on those OTP shipments. In fact, LAKHANI failed to report
on his monthly excise tax returns, which he either e-mailed or mailed to the State California BOE, or
later the CDTFA, all of the OTP he sold in California upon which 21% Century-Nevada owed tax.

LAKHANI also shipped OTP, starting as early as August 2017, from 21% Century-Nevada to his
other business, 21% Century-Los Alamitos, and then from 21 Century-Los Alamitos to his California
customers. For these transactions, LAKHANI had 21% Century-Los Alamitos assume the excise tax
liability for OTP shipments to his California customers (instead of 21 Century-Nevada). Despite that,
21% Century-Los Alamitos did not pay all of the excise tax due to the California State BOE, or later the
CDTFA, on those OTP shipments. In fact, LAKHANI failed to report on his monthly excise tax returns,
which he either e-mailed or mailed to the CDTFA, all of the OTP he sold in California upon which 21
Century-Los Alamitos owed tax. 21% Century-Los Alamitos held a California Tobacco Products

Distributor’s license from mid-July 2017 until April 2018.

I1. SUMMARY OF EVIDENCE

A. California OTP Law and Its Import in this Case

The tobacco excise tax for OTP in California has fluctuated over time. From August 2015 to
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June 30, 2016, the tobacco excise tax was 28.13% of the wholesale (pre-tax) cost of the OTP.

From July 1, 2016 through June 30, 2017, the tobacco excise tax was 27.3% of the wholesale (pre-tax)
cost of the OTP. From July 1, 2017 to April 30, 2018, the tobacco excise tax was 65.08% of the
wholesale (pre-tax) cost of the OTP.

Given the high tax rate, an advantage existed in the market place for OTP distributors, like
LAKHANI, and their customers who conspired to evade payment of the State excise tax. By not paying
all of the tax owed to the California State BOE (or later the CDTFA), LAKHANI increased his profits,
while his California customers gained an unfair advantage over legitimate businesses. LAKHANI’s
customers were able to sell their OTP at lower prices to their downstream customers, making them more
competitive.

B. Lakhani’s Sales Invoices

As mentioned above, LAKHANI included sales invoices with his OTP shipments and sales
into California, which falsely stated that his respective companies assumed payment of the excise taxes.
Those invoices also included fake prices for the listed OTP items. The fake prices made it appear as
though LAKHANI was actually charging his California customers enough to cover payment of the
excise taxes. LAKHANI and his California OTP customers knew the prices were fake, however, and
that the fake prices were meant to make it appear like the prices were legitimate.

By including prices in the invoices that seemed legitimate, and stating that one of his
companies paid the excise taxes owed, LAKHANI tried to protect his customers from being detected by
the California BOE, or later the CDTFA, as co-conspirators. LAKHANI’s customers could try to point
to the fake prices and statement about how his company agreed to pay the excise taxes to defend against
a claim that they knew he was not paying the California BOE, or later the CDTFA, the excise taxes
owed on their transactions.

C. Searches and Lakhani’s Confession

In September 2017, agents conducted searches at LAKHANTI’s three OTP businesses: (1) N. Ali
Enterprises, Inc.; (2) 21% Century-Nevada; and (3) 21% Century-Los Alamitos. LAKHANI was present
at the 21° Century-Nevada location, and he agreed to speak with agents.

During his interview, Lakhani admitted that he was not paying the excise tax owed to California
BOE, or later the CDTFA, on the OTP he shipped from 21 Century-Nevada into California and that he
was lying on his excise tax returns, which he submitted by U.S. mail or e-mail. He also admitted that
the OTP either came from N. Ali Enterprises, Inc., then went to 21 Century-Nevada, and finally into
California, or the OTP came straight to 21% Century-Nevada, and then was shipped into California.
Records reviewed by agents showed that the defendants fraudulently concealed from state taxing
authorities the amount of OTP exported from Illinois and Nevada by the two companies, N. Ali
Enterprises, Inc., and 21 Century Distribution, Inc., which served to further conceal from California
BOE or CDTFA the fraud. Regardless of how it arrived in California, LAKHANI said that his sales
invoices for OTP shipments directly from 21% Century-Nevada to his California customers stated that
21 Century-Nevada paid all of the excise taxes owed in California. Agents seized 215 Century-
Nevada’s sales invoices, and they contained that statement about 21% Century-Nevada’s assumption of
the excise tax liability.

LAKHANI further admitted that he had recently started shipping OTP from 21 Century-Nevada
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to 21% Century-Los Alamitos, and then from there, he would ship the OTP to his California customers.
For those transactions, sales invoices showed that 21 Century-Los Alamitos was responsible for paying
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the excise tax to the CDTFA.

D. Use of the Mails and Wires

The Mailings:

Count Date Content of Mailing Recipients

1. October 26, 2015 September 2015 Monthly Excise Tax | California BOE
Return for 21% Century-Nevada Sacramento, CA

2 November 24, 2015 | October 2015 Monthly Excise Tax California BOE
Return for 21% Century-Nevada Sacramento, CA

8 December 14, 2015 | November 2015 Monthly Excise Tax | California BOE
Return for 21% Century-Nevada Sacramento, CA

4. January 22, 2016 December 2015 Monthly Excise Tax | California BOE
Return for 21% Century-Nevada Sacramento, CA

6. April 18,2016 February 2016 Monthly Excise Tax | California BOE
Return for 21% Century-Nevada Sacramento, CA

s June 24,2016 March 2016 Monthly Excise Tax California BOE
Return for 21% Century-Nevada Sacramento, CA

9, August 24, 2016 May 2016 Monthly Excise Tax California BOE
Return for 21% Century-Nevada Sacramento, CA

10. January 13, 2017 September 2016 Monthly Excise Tax | California BOE
Return for 21% Century-Nevada Sacramento, CA

11. January 28, 2017 October 2016 Monthly Excise Tax California BOE
Return for 21* Century-Nevada Sacramento, CA

13. November 25, 2017 | Third Quarter 2017 Quarterly Excise | California CDTFA
Tax Return for 21% Century-Rancho | Sacramento, CA
Cucamonga

14. December 7,2017 | September 2017 Monthly Excise Tax | California CDTFA
Return for 21% Century-Los Alamitos | Sacramento, CA
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The Wires:

¢ Using his Gmail account rlakhani78@gmail.com, Rahman Lakhani sent the following wires to
the BOE, or later CDTFA, located in Sacramento, California, in furtherance of the scheme:

Count Date Content of Wire Recipients

1% October 14,2016 | Email transmitting August 2016 California BOE
Monthly Excise Tax Return for 21% Sacramento, CA
Century-Nevada

18. March 3, 2017 Email transmitting November 2016 California BOE
Monthly Excise Tax Return for 215 Sacramento, CA
Century-Nevada

1. March 3, 2017 Email transmitting December 2016 California BOE
Monthly Excise Tax Return for 21% Sacramento, CA
Century-Nevada

20, April 21,2017 Email transmitting January 2017 California BOE
Monthly Excise Tax Return for 21% Sacramento, CA
Century-Nevada

23. June 16, 2017 Email transmitting April 2017 California BOE
Monthly Excise Tax Return for 21% Sacramento, CA
Century-Nevada

24. June 26, 2017 Email transmitting May 2017 California BOE
Monthly Excise Tax Return for 21 Sacramento, CA
Century-Nevada

25. September 12, Email transmitting June 2017 California CDTFA

2017 Monthly Excise Tax Return for 21 Sacramento, CA

Century-Nevada

27, January 24,2018 | Email transmitting August 2017 California CDTFA
Monthly Excise Tax Return for 21% Sacramento, CA
Century-Los Alamitos

28. April 11, 2018 Email transmitting August 2017 California CDTFA
Monthly Excise Tax Return for 21% Sacramento, CA
Century-Nevada

During the scheme, there were no Gmail email servers located in the State of California. The
BOE, and later CDTFA email servers, during all relevant times in the Indictment were located in
Sacramento, California. Therefore, every email listed in the chart above had to move in interstate to
reach the BOE, or CDTFA.

For Counts 18 and 19, Rahman Lakhani was also located in the State of Illinois at the time he
sent the emails listed. For Count 25, Rahman Lakhani was also located in the State of Nevada at the
time he sent the email listed.

Each of the mailed and wired excise tax returns listed above contained false statements regarding

the quantity and cost of the OTP Lakhani sold in the State of California during that period.
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Additional Conduct in Furtherance of the Scheme:

e On or about July 1, 2017, 21% Century-Nevada backdated an invoice to June 30, 2017 for the sale
of approximately $152,499.00 of OTP to a California customer.

e On orabout July 18,2017, 21 Century-Nevada backdated an invoice to June 30, 2017 for the
sale of approximately $412,549.00 of OTP to a California customer.

e On or about July 25, 2017, 21* Century-Nevada backdated an invoice to June 30, 2017 for the
sale of approximately $38,445.00 of OTP to a California customer.

By backdating these invoices, Lakhani falsely represented that a lower, prior tax rate applied to
these shipments.

The conduct set forth above is not meant to be exhaustive and is merely an example of
Lakhani’s, 21 Century Distribution, Inc.’s, and N. Ali Enterprises, Inc.’s conduct in furtherance of the
scheme.

As a result of the defendant’s conduct, Lakhani and his corporate entities defrauded the State of
California of at least $5,919,204.99 on over $20 million of OTP shipments.

I have reviewed the entire factual basis in Exhibit A above and, as far as my own conduct is

concerned, I adopt if as my own true statement.

Dated: ,/”/)'0 1"
) RAHMAN LAKHAANI, PRESIDENT, ON
BEHALF OF, N. ALI ENTERPRISES,
INC.
Defendant
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