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Plaintiff Securities and Exchange Commission alleges:

SUMMARY

1. The Commission seeks emergency relief to halt a massive, ongoing fraud

orchestrated by R. Allen Stanford and James M. Davis and executed through companies they

control, including Stanford International Bank, Ltd. ("SIB") and its affiliated Houston-based

investment advisers, Stanford Group Company ("SGC") and Stanford Capital Management

("SCM"). Laura Pendergest-Holt, the chief investment officer of a Stanford affiliate, was

indispensable to this scheme by helping to preserve the appearance of safety fabricated by

Stanford and by training others to mislead investors. For example, she trained training SIB's

senior investment officer to provide false infonnation to investors.

2. Through this fraudulent scheme, SIB, acting through a network of SGC financial

advisors, has sold approximately $8 billion of self-styled "certificates of deposits" by promising

high return rates that exceed those available through true certificates of deposits offered by

traditional banks.
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3. SIB claims that its unique investment strategy has allowed it to achieve double-

digit returns on its investments over the past 15 years, allowing it offer high yields to CD

purchasers. Indeed, SIB claims that its "diversified portfolio of investments" lost only 1.3% in

2008, a time during which the S&P 500 lost 39% and the Dow Jones STOXX Europe 500 Fund

lost 41 %.

4. Perhaps even more strange, SIB reports identical returns in 1995 and 1996 of

exactly 15.71%. As Pendergest-Holt - SIB investment committee member and the chief

investment officer of Stanford Group Financial (a Stanford affiliate) - admits, it is simply

"improbable" that SIB could have managed a "global diversified" portfolio of investments in a

way that returned identical results in consecutive years. A performance reporting consultant

hired by SGC, when asked about these "improbable" returns, responded simply that it is

"impossible" to achieve identical results on a diversified investment portfolio in consecutive

years. Yet, SIB continues to promote its CDs using these improbable returns.

5. These improbable results are made even more suspicious by the fact that, contrary

to assurances provided to investors, at most only two people - Stanford and Davis - know the

details concerning the bulk of SIB's investment portfolio. And SIB goes to great lengths to

prevent any true independent examination ofthose portfolios. For example, its long-standing

auditor is reportedly retained based on a "relationship of trust" between the head of the auditing

firm and Stanford.

6. Importantly, contrary to recent public statements by SIB, Stanford and Davis (and

through them SGC) have wholly-failed to cooperate with the Commission's efforts to account

for the $8 billion of investor funds purportedly held by SIB. In short, approximately 90% of

SEC v. Stanford International Bank, Ltd., et al.
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SIB's claimed investment portfolio resides in a "black box" shielded from any independent

oversight.

7. In fact, far from "cooperating" with the Commission's enforcement investigation

(which Stanford has reportedly tried to characterize as only involving routine examinations),

SOC appears to have used press reports speculating about the Commission's investigation as

way to further mislead investors, falsely telling at least one customer during the week of

February 9,2009, that his multi-million dollar SIB CD could not be redeemed because "the SEC

had frozen the account for two months." At least one other customer who recently inquired

about redeeming a multi-million dollar CD claims that he was informed that, contrary to

representations made at the time ofpurchase that the CD could be redeemed early upon payment

of a penalty, R. Allen Stanford had ordered a two-month moratorium on CD redemptions.

8. This secrecy and recent misrepresentations are made even more suspicious by

extensive and fundamental misrepresentations SIB and its advisors have made to CD purchasers

in order to lull them into thinking their investment is safe. SIB and its advisers have

misrepresented to CD purchasers that their deposits are safe because the bank: (i) re-invests client

funds primarily in "liquid" financial instruments (the "portfolio"); (ii) monitors the portfolio through

a team of20-plus analysts; and (iii) is subject to yearly audits by Antiguan regulators. Recently, as

the market absorbed the news ofBernard Madoff's massive Ponzi scheme, SIB has attempted to

calm its own investors by claiming the bank has no "direct or indirect" exposure to Madoff's

scheme.

9. These assurances are false. Contrary to these representations, SIB's investment

portfolio was not invested in liquid financial instruments or allocated in the manner described in its

promotional material and public reports. Instead, a substantial portion of the bank's portfolio was

SEC v. Stanford International Bank, Ltd., et al.
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placed in illiquid investments, such as real estate and private equity. Further, the vast majority

Sill's multi-billion dollar investment portfolio was not monitored by a team ofanalysts, but rather

by two people - Allen Stanford and James Davis. And contrary to Sill's representations, the

Antiguan regulator responsible for oversight of the bank's portfolio, the Financial Services

Regulatory Commission, does not audit Sill's portfolio or verify the assets Sill claims in its

financial statements. Perhaps most alarming is that Sill has exposure to losses from the Madoff

fraud scheme despite the bank's public assurances to the contrary.

10. SGC has failed to disclose material facts to its advisory clients. Alarmingly, recent

weeks have seen an increasing amount of liquidation activity by SIB and attempts to wire money

out of its investment portfolio. The Commission has received information indicating that in just

the last two weeks, SIB has sought to remove over $178 million from its accounts. And, a major

clearing firm - after unsuccessfully attempting to find information about SIB's financial

condition and because it could not obtain adequate transparency into Sill's financials- has

recently informed SGC that it would no longer process wires from SGC accounts at the clearing

firm to SIB for the purchase of SIB issued CDs, even if they were accompanied by customer

letters of authorization.

11. Stanford's fraudulent conduct is not limited to the sale ofCDs. Since 2005, SGC

advisers have sold more than $1 billion ofa proprietary mutual fund wrap program, called Stanford

Allocation Strategy ("SAS"), by using materially false and misleading historical performance data.

The false data has helped SGC grow the SAS program from less than $10 million in around 2004 to

over $1.2 billion, generating fees for SGC (and ultimately Stanford) in excess of $25 million. And

the fraudulent SAS performance was used to recruit registered financial advisers with significant

SEC v. Stanford International Bank, Ltd., et al.
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books ofbusiness, who were then heavily incentivized to re-allocate their clients' assets to sm's

CD program.

12. Moreover, sm and Stanford Group Company have violated Section 7(d) ofthe

Investment Company Act of 1940 by failing to register with the Commission in order to sell sm's

CDs. Had they complied with this registration requirement, the Commission would have been able

to examine each of those entities concerning sm's CD investment portfolio.

13. By engaging in the conduct described in this Complaint, defendants Stanford,

Davis, Pendergest-Holt, SIB, SOC, and Stanford Capital, directly or indirectly, singly or in

concert, have engaged, and unless enjoined and restrained, will again engage in transactions acts,

practices, and courses ofbusiness that constitute violations of Section 17(a) of the Securities Act

of 1933 ("Securities Act") [15 U.S.c. §§ 77e(a), 77e(c) and 77q(a)], and Section 1O(b) of the

Securities Exchange Act of 1934 ("Exchange Act") [15 U.S.C. § 78j(b)], and Exchange Act Rule

10b-5 [17 C.F.R. § 240.lOb-5] or, in the alternative, have aided and abetted such violations. In

addition, through their conduct described herein, Stanford, SOC, and Stanford Capital have

violated Section 206(1) and (2) ofthe Investment Advisers Act of 1940 ("Adviser's Act") [15

U.S.C. §§ 80b-6(1) and 80b-6(2)] and Davis and Pendergest-Holt have aided and abetted such

violations. Finally, through their actions, SIB and SOC have violated Section 7(d) of the

Investment Company Act of 1940 ("ICA") [15 U.S.C. § 80a-7(d)].

14. The Commission, in the interest ofprotecting the public from any further

unscrupulous and illegal activity, brings this action against the defendants, seeking temporary,

preliminary and permanent injunctive relief, disgorgement of all illicit profits and benefits

defendants have received plus accrued prejudgment interest and a civil monetary penalty. The

Commission also seeks an asset freeze, an accounting and other incidental relief, as well as the

SEC v. Stanford International Bank, Ltd., et al.
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appointment of a receiver to take possession and control ofdefendants' assets for the protection

ofdefendants' victims.

JURISDICTION AND VENUE

15. The investments offered and sold by the defendants are "securities" under Section

2(1) ofthe Securities Act [15 U.S.C. § 77b], Section 3(a)(10) of the Exchange Act [15 U.S.C. §

78c], Section 2(36) of the Investment Company Act [15 U.S.C. § 80a-2(36)], and Section

202(18) ofthe Advisers Act [15 U.S.C. § 80b-2(18)].

16. Plaintiff Commission brings this action under the authority conferred upon it by

Section 20(b) of the Securities Act [15 U.S.C. § 77t(b)], Section 21(d) ofthe Exchange Act [15

U.S.C. § 78u(d)], Section 41(d) of the Investment Company Act [15 U.S.C. § 80a-41(d)], and

Section 209(d) ofthe Advisers Act [15 U.S.C. § 80b-9(d)] to temporarily, preliminarily, and

permanently enjoin Defendants from future violations of the federal securities laws.

17. This Court has jurisdiction over this action, and venue is proper, under Section

22(a) of the Securities Act [15 U.S.C. § 77v(a)], Section 27 ofthe Exchange Act [15 U.S.C. §

78aa], Section 43 of the Investment Company Act [15 U.S.C. § 80a-43], and Section 214 ofthe

Advisers Act [15 U.S.C. § 80b-14].

18. Defendants have, directly or indirectly, made use ofthe means or instruments of

transportation and communication, and the means or instrumentalities of interstate commerce, or

of the mails, in connection with the transactions, acts, practices, and courses ofbusiness alleged

herein. Certain of the transactions, acts, practices, and courses ofbusiness occurred in the

Northern District of Texas.

SEC v. Stanford International Bank, Ltd., et al.
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DEFENDANTS

•
19. Stanford International Bank, Ltd. purports to be private international bank

domiciled in St. John's, Antigua, West Indies. SIB claims to serve 30,000 clients in 131

countries and holds $7.2 billion in assets under management. SIB's Annual Report for 2007

states that SIB has 50,000 clients. SIB's multi-billion portfolio of investments is purportedly

monitored by the SFG's chief financial officer in Memphis, Tennessee. Unlike a commercial

bank, SIB does not loan money. SIB sells the CD to U.S. investors through SGC, its affiliated

investment adviser.

20. Stanford Group Company, a Houston-based corporation, is registered with the

Commission as a broker-dealer and investment adviser. It has 29 offices located throughout the

U.S. SGC's principal business consists of sales of SIB-issued securities, marketed as

certificates ofdeposit. SGC is a wholly owned subsidiary of Stanford Group Holdings, Inc.,

which in tum is owned by R. Allen Stanford ("Stanford").

21. Stanford Capital Management, a registered investment adviser, took over the

management of the SAS program (formerly Mutual Fund Partners) from SGC in early 2007.

Stanford Group Company markets the SAS program through SCM.

22. R. Allen Stanford, a U.S. citizen, is the Chairman of the Board and sole

shareholder of SIB and the sole director ofSGC's parent company. Stanford refused to appear

and give testimony in the investigation.

23. James M. Davis, a U.S. citizen and resident ofBaldwin, Mississippi and who

offices in Memphis, Tennessee and Tupelo, Mississippi, is a director and chief financial officer

of SFG and SIB. Davis refused to appear and give testimony in this investigation.

SEC v. Stariford International Bank, Ltd., et al.
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24. Laura Pendergest-Holt, is the ChiefInvestment Officer of SIB and its affiliate

Stanford Financial Group. She supervises a group of analysts in Memphis, Tupelo, and St. Croix

who "oversee" performance of SIB's Tier II assets.

STATEMENT OF FACTS AND ALLEGATIONS
RELEVANT TO ALL CAUSES OF ACTION

A. The Stanford International Bank

25. Allen Stanford has created a complex web ofaffiliated companies that exist and

operate under the brand Stanford Financial Group ("SFG"). SFG is described as a privately~he1d

group of companies that has in excess of$50 billion ''under advisement."

26. SIB, one of SFG's affiliates, is a private, offshore bank that purports to have an

independent Board of Directors, an Investment Committee, a Chief Investment Officer and a

team ofresearch analysts. While SIB may be domiciled in Antigua, a small group of SFG

employees who maintain offices in Memphis, Tennessee, and Tupelo, Mississippi, purportedly

monitor the assets.

27. As ofNovember 28,2008, SIB reported $8.5 billion in total assets. SIB's primary

product is the CD. SIB aggregates customer deposits, and then re-invests those funds in a

"globally diversified portfolio" of assets. SIB claims its investment portfolio is approximately

$8.4 billion. SIB sold more than $1 billion in CDs per year between 2005 and 2007, including

sales to U.S. investors. The bank's deposits increased from $3.8 billion in 2005, to $5 billion in

2006, and $6.7 billion in 2007. SIB had approximately $3.8 billion in CD sales to 35,000

customers in 2005. By the end of2007, SIB sold $6.7 billion of CDs to 50,000 customers.

SEC v. Stanford International Bank, Ltd., et al.
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28. For almost fifteen years, SIB represented that it has experienced consistently high

returns on its investment ofdeposits (ranging from 11.5% in 2005 to 16.5% in 1993):

51AIiFORD INTBlNATIONAL BANK
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29. In fact, since 1994, SIB has never failed to hit targeted investment returns in

excess of 10%. And, SIB claims that its "diversified portfolio of investments" lost only $110

million or 1.3% in 2008. During the same time period, the S&P 500 lost 39% and the Dow

Jones STOXX Europe 500 Fund lost 41 %.

30. As performance reporting consultant hired by SGC testified in the Commission's

investigation, SIB's historical returns are improbable, if not impossible. In 1995 and 1996, SIB

reported identical returns of 15.71%, a remarkable achievement considering the bank's

"diversified investment portfolio." According to defendant Pendergest-Holt -- the chief

investment officer of SIB-affiliate SFG - it is "improbable" that SIB could have managed a

"global diversified" portfolio of investments so that it returned identical results in consecutive

years. SGC's performance reporting consultant was more emphatic, saying that it is

"impossible" to achieve identical results on a diversified investment portfolio in consecutive

years. SIB continues to promote its CDs using these improbable, ifnot impossible, returns.

SEC v. Stanford International Bank, Ltd., et al.
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31. SIB's consistently high returns of investment have enabled the bank to pay a

consistently and significantly higher rate on its CD than conventional banks. For example, SIB

offered 7.45% as ofJune 1,2005, and 7.878% as ofMarch 20,2006, for a fixed rate CD based

on an investment of$100,000. On November 28,2008, SIB quoted 5.375% on a 3 year CD,

while comparable U.S. Banks' CDs paid under 3.2%. And recently, SIB quoted rates ofover

10% on five year CDs.

32. SIB's extraordinary returns have enabled the bank to pay disproportionately large

commissions to SGC for the sale of SIB CDs. In 2007, SIB paid to SGC and affiliates $291.7

million in management fees and commissions from CD sales, up from $211 million in 2006 and

$161 million in 2005.

33. SIB markets CDs to investors in the United States exclusively through SGC

advisers pursuant to a claimed Regulation D offering, filing a Form D with the SEC. Regulation

D permits under certain circumstances the sale of unregistered securities (the CDs) to accredited

investors in the United States. SGC receives 3% based on the aggregate sales ofCDs by SGC

advisers. Financial advisers also receive a 1% commission upon the sale of the CDs, and are

eligible to receive as much as a 1% trailing commission throughout the term ofthe CD.

34. SGC promoted this generous commission structure in its effort to recruit

established financial advisers to the firm. The commission structure also provided a powerful

incentive for SGC financial advisers to aggressively sell CDs to United States investors, and

aggressively expanded its number of financial advisers in the United States.

35. SIB purportedly manages the investment portfolio from Memphis and Tupelo.

SIB's investment portfolio, at least internally, is segregated into 3 tiers: (a) cash and cash

equivalents ("Tier 1"), (b) investments with "outside portfolio managers (25+)" that are

SEC v. Stanford International Bank, Ltd., et al.
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monitored by the Analysts ("Tier 2"), and (c) unknown assets under the apparent control of

Stanford and Davis ("Tier 3"). As ofDecember 2008, Tier 1 represented approximately 9%

($800 million) of the Bank's portfolio. Tier 2, prior to the Bank's decision to liquidate $250

million of investments in late 2008, represented 10% ofthe portfolio. And Tier 3 represented

81 % of the Bank's investment portfolio. This division into tiers is not generally disclosed to

actual or potential investors.

B. SIB's Fraudulent Sale of CDs

1. SIB Misrepresented that Its Investment Portfolio is Invested Primarily in
"Liquid" Financial Instruments.

36. In selling the CD, SIB touted the liquidity ofits investment portfolio. For

example, in its CD brochure, SIB emphasizes the importance of the liquidity, stating, under the

heading "Depositor Security," that the bank focuses on "maintaining the highest degree of

liquidity as a protective factor for our depositors" and that the bank's assets are "invested in a

well-diversified portfolio ofhighly marketable securities issued by stable governments, strong

multinational companies and major international banks." Likewise, the bank trained SGC

advisers that "liquidity/marketability of SIB's invested assets" was the "most important factor to

provide security to SIB clients." Davis and Pendergest-Holt were aware, or were reckless in not

knowing, of these representations.

37. In its 2007 annual report, which was signed and approved by Stanford and Davis,

SIB represented that its portfolio was allocated in the following manner: 58.6% "equity," 18.6%

fixed income, 7.2% precious metals and 15.6% alternative investments. These allocations were

depicted in a pie chart, which was approved by Davis. The bank's annual reports for 2005 and

2006 make similar representations about the allocation of the bank's portfolio. Davis and

Stanford knew or were reckless in not knowing of these representations.

SEC v. Stanford International Bank, Ltd., et al.
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38. SIB's investment portfolio is not, however, invested in a "well-diversified

portfolio ofhighly marketable securities issued by stable governments, strong multinational

companies and major international banks." Instead, Tier 3 (i.e., approximately 90%) consisted

primarily of illiquid investments - namely private equity and real estate. Indeed, it SIB's

portfolio included at least 23% private equity. The bank never disclosed in its financial

statements its exposure to private equity and real estate investments. Stanford, Davis and

Pendergest-Holt were aware, or were reckless in not knowing, that SIB's investments were not

allocated as advertised by SIB's investment objectives or as detailed in SIB's financial

statements.

39. Further, on December 15, 2008, Pendergest-Holt met with her team of analysts

following SIB's decision to liquidate more than 30% of its Tier 2 investments (approximately

$250 million). During the meeting, at least one analyst expressed concern about the amount of

liquidations in Tier 2, asking why it was necessary to liquidate Tier 2, rather than Tier 3 assets,

to increase SIB's liquidity. Pendergest-Holt told the analyst that Tier 3 was primarily invested

in private equity and real estate and Tier 2 was more liquid than Tier 3. Pendergest-Holt also

stated that Tier 3 "always had real estate investments in it." Pendergest's statements contradicts

SEC v. Stanford International Bank, Ltd., et al.
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what she had previously stated to SIB's senior investment adviser, knowing, or reckless in not

knowing, that the senior investment advisor would provide this misrepresentation to investors.

2. SIB Misrepresented that Its Multi-Billion Dollar Investment Portfolio is
Monitored By a Team ofAnalysts

40. Prior to making their investment decision, prospective investors routinely asked

how SIB safeguarded and monitored its assets. In fact, investors frequently inquired whether

Allen Stanford could "run off with the [investor's] money." In response to this question, at least

during 2006 and much of2007, the bank's senior investment officer - as instructed by

Pendergest-Holt - told investors that SIB had sufficient controls and safeguards in place to

protect assets.

41. In particular, the SIO was trained by Ms. Pendergest-Holt to tell investors that the

bank's multi-billion portfolio was "monitored" by the analyst team in Memphis. In

communicating with investors, the SIO followed Pendergest's instructions, misrepresenting that

a team of20-plus analysts monitored the bank's investment portfolio. In so doing, the SIO never

disclosed to investors that the analyst only monitor approximately 10% of SIB's money. In fact,

Pendergest-Holt trained the SIO "not to divulge too much" about oversight ofthe Bank's

portfolio because that information ''wouldn't leave an investor with a lot of confidence."

Likewise, Davis instructed him to "steer" potential CD investors away from information about

SIB's portfolio. As a result, both Davis and Pendergest-Holt knew, or were reckless in not

knowing, of these fraudulent misstatements.

42. Contrary to the representation that responsibility for SIB's multi-billion portfolio

was "spread out" among 20-plus people, only Stanford and Davis know the whereabouts of the

vast majority of the bank's multi-billion investment portfolio. Pendergest-Holt and her team of

analysts claim that they have never been privy to Tier 1 or Tier 3 investments. In fact, the SIO

SEC v. Stanford International Bank, Ltd., et al.
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was repeatedly denied access to the Bank's records relating to Tier 3, even though he was

responsible, as the Bank's Senior Investment Officer, for "closing" deals with large investors,

"overseeing the Bank's investment portfolio" and "ensuring that the investment side is compliant

with the various banking regulatory authorities." In fact, in preparing the Bank's period reports

(quarterly newsletters, month reports, mid-year reports and annual reports, Pendergest and the

Analyst send to Davis the performance results for Tier 2 investments. And Davis calculates the

investment returns for the aggregated portfolio of assets.

3. SIB Misrepresented that its Investment Portfolio is Overseen by a Regulatory
Authority in Antigua that Conducts a Yearly Audit of the Fund's Financial
Statements.

43. SIB told investors that their deposits were safe because the Antiguan regulator

responsible for oversight ofthe Bank's investment portfolio, the Financial Services Regulatory

Commission (the "FSRC"), audited its financial statements. But, contrary to the Bank's

representations to investors, the FSRC does not verify the assets SIB claims in its financial

statements. Instead, SIB's accountant, C.A.S. Hewlett & Co., a small local accounting firm in

Antigua is responsible for auditing the multi-billion dollar SIB's investment portfolio. The

Commission attempted several times to contact Hewlett by telephone. No one ever answered the

phone.

4. SIB Misrepresented that Its Investment Portfolio is Without "Direct or
Indirect" Exposure to Fraud Perpetrated by Bernard MadofJ.

44. In a December 2008 Monthly Report, the bank told investors that their money was

safe because SIB "had no direct or indirect exposure to any of [Bernard] Madoffs investments."

But, contrary to this statement, at least $400,000 in Tier 2 was invested in Meridian, a New

York-based hedge fund that used Tremont Partners as its asset manager. Tremont invested

approximately 6-8% of the SIB assets they indirectly managed with Madoffs investment firm.

SEC v. Stanford International Bank, Ltd., et al.
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45. Pendergest, Davis and Stanford knew about this exposure to loss relating to the

Meridian investment. On December 15,2008, an Analyst informed Pendergast, Davis and

Stanford in a weekly report that his "rough estimate is a loss of $400k ... based on the indirect

exposure" to Madoff.

5. Market Concerns About SIB's Lack ofTransparency

46. On or about December 12, 2008, Pershing, citing suspicions about the bank's

investment returns and its inability to get from the Bank "a reasonable level of transparency" into

its investment portfolio informed SGC that it would no longer process wire transfers from SGC

to SIB for the purchase ofthe CD. Since the spring of2008, Pershing tried unsuccessfully to get

an independent report regarding SIB's financials condition. On November 28,2008, SGC's

President, Danny Bogar, informed Pershing that "obtaining the independent report was not a

priority." Between 2006 and December 12,2008, Pershing sent to SIB 1,635 wire transfers,

totaling approximately $517 million, from approximately 1,199 customer accounts.

D. From at least 2004, SCM misrepresented SAS performance results.

47. From 2004 through 2009, SCM induced clients, including non-accredited, retail

investors, to invest in excess of $1 billion in its SAS program by touting its track record of

"historical performance." SCM highlighted the purported SAS track record in thousands of

client presentation books ("pitch books").

48. For example, the following chart from a 2006 pitch book presented clients with

the false impression that SAS accounts, from 2000 through 2005, outperformed the S&P 500 by

an average of approximately 13 percentage points:

SEC v. Stanford International Bank, Ltd., et al.
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2005 2004 2003 2002 2001 2000

SAS Growth 12J'9% 1fi15% 32.84% -:tJ3% 4.32% UUM%

4.91% 11188%28.68% -22..10% -11.88% -9.11%

SCM used these impressive, but fictitious, performance results to grow the SAS program from

less than $10 million in assets in 2004 to over $1 billion in 2008.

49. SOC also used the SAS track record to recruit financial advisers away from

legitimate advisory firms who had significant books ofbusiness. After arriving at Stanford, the

newly-hired financial advisors were encouraged and highly incentivized to put their clients'

assets in the SIB CD.

50. The SAS performance results used in the pitch books from 2005 through 2009

were fictional and/or inflated. Specifically, SCM misrepresented that SAS performance results,

for 1999 through 2004, reflected "historical performance" when, in fact, those results were

fictional, or "back-tested", numbers that do not reflect results of actual trading. Instead, SCM,

with the benefit ofhindsight, picked mutual funds that performed extremely well during years

1999 through 2004, and presented the back-tested performance of those top-performing funds to

potential clients as if they were actual returns earned by the SAS program.

51. Similarly, SCM used "actual" model SAS performance results for years 2005

through 2006 that were inflated by as much as 4%.

52. SCM told investors that SAS has positive returns for periods in which actual SAS

clients lost substantial amounts. For example, in 2000, actual SAS client returns ranged from

negative 7.5% to positive 1.1%. In 2001, actual SAS client returns ranged from negative 10.7%

SEC v. Stanford International Bank, Ltd., et al.
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to negative 2.1 %. And, in 2002, actual SAS client returns ranged from negative 26.6% to

negative 8.7%. These return figures are all gross of SCM advisory fees ranging from 1.5% to

2.75%. Thus, Stanford's claims of substantial market out performance were blatantly false.

(e.g., a claimed return of 18.04% in 2000, when actual SAS investors lost as much as 7.5%).

53. SOC/SCM's management knew that the advertised SAS performance results were

misleading and inflated. From the beginning, SCM management knew that the pre-2005 track

record was purely hypothetical, bearing no relationship to actual trading. And, as early as

November 2006, SCM investment advisers began to question why their actual clients were not

receiving the returns advertised in pitch books.

54. In response to these questions, SOC/SCM hired an outside performance reporting

expert, to review certain of its SAS performance results. In late 2006 and early 2007, the expert

informed SCM that its performance results for the twelve months ended September 30, 2006

were inflated by as much as 3.4 percentage points. Moreover, the expert informed SCM

managers that the inflated performance results included unexplained "bad math" that consistently

inflated the SAS performance results over actual client performance. Finally, in March 2008, the

expert informed SCM managers that the SAS performance results for 2005 were also inflated by

as much as 3.25 percentage points.

55. Despite their knowledge ofthe inflated SAS returns, SOC/SCM management

continued using the pre-2005 track record and never asked Riordan to audit the pre-2005

performance. In fact, in 2008 pitch books, SCM presented the back-tested pre-2005 performance

data under the heading "Historical Performance" and "Manager Performance" along side the

audited 2005 through 2008 figures. According to SCM's outside consultant, it was "[grossly

misleading]" to present audited performance figures along side back-tested figures.

SEC v. Stanford International Bank, Ltd., et al.
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56. Finally, SGC/SCM compounded the deceptive nature of the SAS track record by

blending the back-tested performance with audited composite performance to create annualized 5

and 7 year performance figures that bore no relation to actual SAS client performance. A sample

of this misleading disclosure used in 2008 and 2009 follows:

SASG~h

57. Other than the fees paid by SIB to SGC for the sale of the CD, SAS was the

second most significant source of revenue for the firm. In 2007 and 2008, approximately $25

million in fees from the marketing of the SAS program.

CAUSES OF ACTION

FIRST CLAIM
AS TO ALL DEFENDANTS

Violations of Section 10(b) of the Exchange Act and Rule 10-5

58. Plaintiff Commission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

59. Defendants, directly or indirectly, singly or in concert with others, in connection

with the purchase and sale of securities, by use of the means and instrumentalities of interstate

SEC v. Stanford International Bank, Ltd., et al.
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commerce and by use of the mails have: (a) employed devices, schemes and artifices to defraud;

(b) made untrue statements ofmaterial facts and omitted to state material facts necessary in order

to make the statements made, in light of the circumstances under which they were made, not

misleading; and (c) engaged in acts, practices and courses ofbusiness which operate as a fraud

and deceit upon purchasers, prospective purchasers and other persons.

60. As a part of and in furtherance of their scheme, defendants, directly and

indirectly, prepared, disseminated or used contracts, written offering documents, promotional

materials, investor and other correspondence, and oral presentations, which contained untrue

statements of material facts and misrepresentations ofmaterial facts, and which omitted to state

material facts necessary in order to make the statements made, in light of the circumstances

under which they were made, not misleading.

61. Defendants made the referenced misrepresentations and omissions knowingly or

grossly recklessly disregarding the truth.

62. For these reasons, Defendants have violated and, unless enjoined, will continue to

violate Section 10(b) ofthe Exchange Act [15 U.S.C. § 78j(b)] and Exchange Act Rule 10b-5

[17 C.F.R. § 240.1 Ob-5].

SECOND CLAIM
AS TO STANFORD, DAVIS, AND PENDERGEST-HOLT

Aiding and Abetting Violations of Exchange Act Section IOCb) and Rule IOb-5

63. Plaintiff Commission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

64. If Stanford, Davis, and Pendergest-Holt did not violate Exchange Act Section

1O(b) and Rule 10b-5, in the alternative, Stanford, Davis, and Pendergest-Holt, in the manner set

forth above, knowingly or with severe recklessness provided substantial assistance in connection

SEC v. Stanford International Bank, Ltd., et al.
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with the violations ofExchange Act Section 1O(b) [15 U.S.C. § 78j(b)] and Rule lOb-5 [17

C.F.R. § 240.lOb-5] alleged herein.

65. For these reasons, Stanford, Davis, and Pendergest-Holt aided and abetted and,

unless enjoined, will continue to aid and abet violations of Section 1O(b) of the Exchange Act

[15 U.S.C. § 78j(b)] and Rule 10b-5 [17 C.F.R. § 240.lOb-5].

THIRD CLAIM
AS TO ALL DEFENDANTS

Violations of Section 17(a) of the Securities Act

66. Plaintiff Commission repeats and realleges paragraphs 1 through 57 ofthis

Complaint and incorporated herein by reference as if set forth verbatim.

67. Defendants, directly or indirectly, singly or in concert with others, in the offer and

sale of securities, by use of the means and instruments of transportation and communication in

interstate commerce and by use of the mails, have: (a) employed devices, schemes or artifices to

defraud; (b) obtained money or property by means ofuntrue statements ofmaterial fact or

omissions to state material facts necessary in order to make the statements made, in light of the

circumstances under which they were made, not misleading; and (c) engaged in transactions,

practices or courses ofbusiness which operate or would operate as a fraud or deceit.

68. As part ofand in furtherance of this scheme, defendants, directly and indirectly,

prepared, disseminated or used contracts, written offering documents, promotional materials,

investor and other correspondence, and oral presentations, which contained untrue statements of

material fact and which omitted to state material facts necessary in order to make the statements

made, in light of the circumstances under which they were made, not misleading.

69. Defendants made the referenced misrepresentations and omissions knowingly or

grossly recklessly disregarding the truth.

SEC v. Stanford International Bank, Ltd., et al.
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70. For these reasons, Defendants have violated, and unless enjoined, will continue to

violate Section 17(a) ofthe Securities Act [15 U.S.C. § 77q(a)].

FOURTH CLAIM
AS TO STANFORD, SGC, AND STANFORD CAPITAL

Violations of Sections 206(1) and 206(2) of the Advisers Act

71. Plaintiff Commission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

72. Stanford, SGC, and Stanford Capital, directly or indirectly, singly or in concert,

knowingly or recklessly, through the use of the mails or any means or instrumentality of

interstate commerce, while acting as investment advisers within the meaning of Section 202(11)

of the Advisers Act [15 U.S.C. § 80b-2(11)]: (a) have employed, are employing, or are about to

employ devices, schemes, and artifices to defraud any client or prospective client; or (b) have

engaged, are engaging, or are about to engage in acts, practices, or courses ofbusiness which

operates as a fraud or deceit upon any client or prospective client.

73. For these reasons, Stanford, SGC, and Stanford Capital have violated, and unless

enjoined, will continue to violate Sections 206(1) and 206(2) of the Advisers Act [15 U.S.C. §§

80b-6(1) and 80b-6(2)].

FIFTH CLAIM
AS TO STANFORD, DAVIS, AND PENDERGEST-HOLT

Aiding and Abetting Violations of Sections 206(1) and 206(2) of the Advisers Act

74. Plaintiff Commission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

75. Based on the conduct alleged herein, Stanford, Davis, and Pendergest-Holt, in the

manner set forth above, knowingly or with severe recklessness provided substantial assistance in

SEC v. Stanford International Bank, Ltd., et al.
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connection with the violations ofAdvisers Act Sections 206(1) and 206(2) [15 U.S.C. §§ 80b-

6(1) and 80b-6(2)] alleged herein.

76. For these reasons, Stanford, Davis, and Pendergest-Holt aided and abetted and,

unless enjoined, will continue to aid and abet violations of Sections 206(1) and 206(2) of the

Advisers Act [15 U.S.C. §§ 80b-6(1) and 80b-6(2)].

SIXTH CLAIM
AS TO SIB AND SGC

Violations of Section 7Cd) of the Investment Company Act

77. Plaintiff Commission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

78. SIB, an investment company not organized or otherwise created under the laws of

the United States or of a State, directly or indirectly, singly or in concert with others, made use of

the mails or any means or instrumentality of interstate commerce, directly or indirectly, to offer

for sale, sell, or deliver after sale, in connection with a public offering, securities ofwhich SIB

was the issuer, without obtaining an order from the Commission permitting it to register as an

investment company organized or otherwise created under the laws of a foreign country and to

make a public offering of its securities by use of the mails and means or instrumentalities of

interstate commerce.

79. SGC, directly or indirectly, singly or in concert with others, acted as an

underwriter for SIB, an investment company not organized or otherwise created under the laws

of the United States or of a State that made use of the mails or any means or instrumentality of

interstate commerce, directly or indirectly, to offer for sale, sell, or deliver after sale, in

connection with a public offering, securities ofwhich SIB was the issuer, without obtaining an

order from the Commission permitting it to register as an investment company organized or

SEC v. Stanford International Bank, Ltd., et al.
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otherwise created under the laws of a foreign country and to make a public offering of its

securities by use of the mails and means or instrumentalities of interstate commerce.

80. For these reasons, SIB and SOC have violated, and unless enjoined, will continue

to violate Section 7(d) of the Investment Company Act [15 U.S.C. § 80a-7(d)].

RELIEF REQUESTED

Plaintiff Commission respectfully requests that this Court:

I.

Temporarily, preliminarily, and permanently enjoin: (a) Defendants from violating, or

aiding and abetting violations of, Section 1O(b) and Rule 10b-5 of the Exchange Act; (b)

Defendants from violating Section 17(a) ofthe Securities Act; (c) Stanford, Davis, Pendergest-

Holt, SOC, and Stanford Capital from violating, or aiding and abetting violations of, Sections

206(1) and 206(2) of the Advisers Act; and (d) SIB and SCO from violating Section 7(d) of the

Investment Company Act.

II.

Enter an Order immediately freezing the assets ofDefendants and directing that all

financial or depository institutions comply with the Court's Order. Furthermore, order that

Defendants immediately repatriate any funds held at any bank: or other financial institution not

subject to the jurisdiction ofthe Court, and that they direct the deposit of such funds in identified

accounts in the United States, pending conclusion ofthis matter.

III.

Order that Defendants shall file with the Court and serve upon PlaintiffCommission and

the Court, within 10 days of the issuance ofthis order or three days prior to a hearing on the

Commission's motion for a preliminary injunction, whichever comes first, an accounting, under

SEC v. Stanford International Bank, Ltd., et al.
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oath, detailing all of their assets and all funds or other assets received from investors and from

one another.

IV.

Order that Defendants be restrained and enjoined from destroying, removing, mutilating,

altering, concealing, or disposing of, in any manner, any of their books and records or documents

relating to the matters set forth in the Complaint, or the books and records and such documents of

any entities under their control, until further order of the Court.

V.

Order the appointment of a temporary receiver for Defendants, for the benefit of

investors, to marshal, conserve, protect, and hold funds and assets obtained by the defendants

and their agents, co-conspirators, and others involved in this scheme, wherever such assets may

be found, or, with the approval of the Court, dispose of any wasting asset in accordance with the

application and proposed order provided herewith.

VI.

Order that the parties may commence discovery immediately, and that notice periods be

shortened to permit the parties to require production ofdocuments, and the taking of depositions

on 72 hours' notice.

VII.

Order Defendants to disgorge an amount equal to the funds and benefits they obtained

illegally as a result of the violations alleged herein, plus prejudgment interest on that amount.

VIII.

Order civil penalties against Defendants pursuant to Section 20(d) of the Securities Act

[15 U.S.C. § 77t(d)], Section 21(d) of the Exchange Act [15 U.S.C. § 78u(d)], Section 41(e) of

SEC v. Stanford International Bank, Ltd., et al.
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the Investment Company Act [15 U.S.C. § 80a-41(e)], and Section 209(e) of the Advisers Act

[15 U.S.C. § 80b-9(e)] for their securities law violations.

IX.

Order that Stanford, Davis, and Pendergest-Holt immediately surrender their passports to

the Clerk of this Court, to hold until further order of this Court.

X.

Order such further relief as this Court may deem just and proper.

For the Commission, by its attorneys:

February 16,2009

SEC v. Stanford International Bank, Ltd., et al.
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U.S. Securities and Exchange Commission
Burnett Plaza, Suite 1900
801 Cherry Street, Unit #18
Fort Worth, TX 76102-6882
(817) 978-6476 (dbr)
(817) 978-4927 (fax)

25



Case 3:09-cv-00298-N     Document 1      Filed 02/17/2009     Page 26 of 26JS44
'(Rev. 3/9'l)

I.(a) PLAINTIFF DEFEN

SECURITIES AND EXCHANGE COMMISSION STANFORD INTERNATIONAL BANK, LTD., STANFORD

GROUP COMPANY, STANFORD CAPITAL MANAGEMENT,

LLC, R. ALLEN STANFORD, JAMES M. DAVIS, and LAURA

PENDERGEST-HOLT

RECEIVED"

<;~

(b) COUNTY OF RESIDENCE OF FIRST LISTED PLAINTIFF County of Residence of First isted Defendant: Sl. Jot n'sA tigua,

(EXCEPT IN U.S. PLAINTIFF CASES) West Indies
~ otlr£B I 1 20m(IN U.S. PLAINTIFF leASE

NOTE: IN LAND CONDEM~IAoTIO CASES, USE THE LOCATIO OF HE
TRACT OF lAND IN OlV D.

(c) ATTORNEY (FIRM NAME, ADDRESS, AND TELEPHONE NUMBER) ATIORNEYS (If know ):CLERK, U.S. DISTRICT COURT

David B. Reece NORTHERN DISTRICT OF TEXAS

U.S. Securities & Exchange Commission, Burnett Plaza, Ste. 1900,

801 Cherry Street, Unit #18, Fort Worth, TX 76102-6882

(817) 978-6476

II. BASIS OF JURISDICTION (PLACE AN "X" IN ONE BOX ONLY) III. CITIZENSHIP OF PRINCIPAL PARTIES
(PLACE AN 'X" IN ONE BOX FOR
PLAINTIFF AND ONE BOX FOR

(For Diversity Cases Only) DEFENDANT)

PTF PTF PTF PTF

1811 U.S. Government o 3 Federal Question Citizen of This State 01 01 Incorporated or Principal Place 04 04
Plaintiff (U.S. Government Not a Party) of Business In This State

Citizen of Another State 02 02o 2 U.S. Government o 4 Diversity Incorporated and Principal Place 05 05
Defendant (Indicate Citizenship of Parties Citizen or SUbject of a 03 03 of Business in Another State

in Item III) Foreign Country
Foreian Nation 06 06

The JS-44 civil cover sheet and the infonnation contained herein neither replace nor supplement the filing and service of pleadings or other papers as required by law, except as
provided by local rules of court. This fonn, approved by the Judicial Conference of the United States in September 1974, is required for the use of the CJl\k of C<yt for the
purpose of initiating the civil docket sheet. (SEE INSTRUCTIONS ON THE REVERSE OF THE FORM.) ~ 0 9 CV0 2 9 0 - 1.&

IV. NATURE OF SUIT (PLACE AN ")(" /N ONE BOX ONL Y)

CONTRACT TORTS FORFEITURE/PENALTY BANKRUPTCY OTHER STATUTES
o 110 Insurance PERSONAL INJURY PERSONAL INJURY o 610 Agriculture o 400 State Reapprotionment
o 120 Marine 0310 Airplane o 362 Personal Injury - o 620 Other Food & Drug o 422 Appeal 28 USC 156 o 410 Antitrust
o 130 Miller Act o 315 Airplane Product Med. Malpractice o 625 Drug Related Seizure of o 430 Banks and Banking
o 140 Negotiable Instrument Liability o 365 Personal Injury - Property 21 USC 881 o 423 Withdrawal o 450 Commerce/ICC
o 150 Recovery of o 320 Assault, Libel & Product Liability o 630 Liquor Laws 28 USC 157 Rates/etc.
Overpayment Slander o 460 Deportation

& Enforcement of Judgment
o 151 Medicare Act 0 330 Federal Employers' o 368 Asbestos Personal .0 640 R.R. & Truck PROPERTY RIGHTS o 470 Racketeer Influenced

Liability Injury Product Liability and Corrupt Organizations
o 152 Recovery of Defaulted 0340 Marine PERSONAL PROPERTY o 650 Airline Regs. o 820 Copy rights o 810 Selective Service

Student Loans (Excl. Veterans) o 345 Marine Product o 370 Other Fraud o 660 Occupational Safety/Health o 830 Patient 181 850 Securities
Liability o 371 Truth in Lending o 690 Other o 840 Trademark Commodities/ Exchange

o 153 Recovery OF o 350 Motor Vehicle o 380 Other Personal LABOR SOCIAL SECURITY o 875 Customer Challenge
Overpayment Property Damage 12 USC 3410

of Veteran's Benefits
o 160 Stockholders' Suits o 355 Motor Vehicle o 385 Property Damage 0710 Fair Labor Standards Act o 861 HIA (1395FF) o 891 Agricultural Acts
o 190 Other Contract Product Liability Product Liability o 862 Black Lung (923) o 892 Economic Stabilization
o 195 Contract Product Liability o 360 Other Personal o 720 Labor/Mgmt. Relations 0863 DIWC/DIWW (405(g)) Act

Iniurv
REAL PROPERTY CIVIL RIGHTS PRISONER PETITIONS o 730 Labor/Mgmt. Reporting & o 864 SSID Title XVI o 893 Environmental Matters

Disclosure Act 0865 RSI (405(0)) o 894 Energy Allocation Act
0210 Land Condemnation 0441 Voting o 510 Motions to Vacate 0740 Railway Labor Act FEDERAL TAX SUITS o 895 Freedom of

Sentence Information Act
o 220 Foreclosure o 442 Employment Habeas Corpus: o 790 Other Labor Litigation o 870 Taxes (U.S. Plaintiff or o 900 Appeal of Fee
o 230 Rent Lease & Ejectment o 443 Housing/ o 530 General Defendant) Determination Under
0240 Torts to Land Accommodations o 535 Death Penalty o 791 Empl. Ret. Inc. o 871 IRS - Third Party Equal Access to Justice
o 245 Tort Product Liability o 444 Welfare o 540 Mandamus & Other Security Act 26 USC 7609 o 950 Constitutionality of
o 290 All Other Real Property o 440 Other Civil Rights o 550 Civil Rights State Statutes

o 890 Other Statutory Actions

V. ORIGIN (PLACE AN "X" IN ONE BOX ONLY)

1811 Original
Proceeding

o 2 Removed from
State Court

o 3 Remanded from
Appellate Court

o 4 Reinstated or
Reopened

VI. CAUSE OF ACTION (CITE THE U.S. CIVIL STATUTE UNDER WHICH YOU ARE FILING AND WRITE BRIEF STATEMENT OF CAUSE. DO NOT CITE JURISDICTIONSL STATUTUES
UNLESS DIVERSITY.)

Section 17(a) of the Securities Act of 1933, [15 U.S.C. §77q(a)], Section 1O(b) of the Securities Exchange Act of 1934, [15 U.S.C. §78j(b)] and Rule 10b-5
thereunder [17 C.F.R. §240.1 Ob-5], Sections 206(1) and 206(2) of the Investment Advisors Act of 1940, [15 U.S.C. §8'Ob-6(1) and §80b-6(2)] and Section 7(d) of
the Investment Company Act of 1940 [15 U.S.C. §80a-7(d)].

VII. REQUESTED IN CHECK IF THIS IS A CLASS ACTION

COMPLAINT: 0 UNDER F.R.C.P. 23
26 USC 7609

DEMAND $ CHECK YES only if demanded in complaint:

JURY DEMAND 0 YES 181 NO

DOCKET NUMBER
SIGN

_____ AMOUNT APPLYING IFP JUDGE MAG. JUDGE _

VIII. RELATED CASE(S) (See Instructions):

IF ANY JUDGE



Case 1:09-mc-00002-JAD     Document 1-2      Filed 02/20/2009     Page 1 of 26

IN THE UNITED STATES DISTRICT CO RT
FOR THE NORTHERN DISTRICT OF TE S

DALLAS DIVISION

I Case 3:09-CV-00.L Document 1 Filed 02/17/2

01ilGINAL
Page 1 of 26

US DISTRICT COURT
NORTHERN DlSTR1CTOFTEXAS

FIL:ED_

FEB '1 zm
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R. ALLEN STANFORD, JAMES M. DAVIS, and
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Plaintiff Securities and Exchange Commission alleges:

SUMMARY

1. The Commission seeks emergency relief to halt a massive, ongoing fraud

orchestrated by R. Allen Stanford and James M. Davis and executed through companies they

control, including Stanford International Bank, Ltd. ("SIB") and its affiliated Houston-based

investment adVisers, Stanford Group Company ("SGC") and Stanford Capital Management

("SCM"). Laura Pendergest-Holt, the chief investment officer ofa Stanford affiliate, was

indispensable to this scheme by helping to preserve the appearance of safety fabricated by

Stanford and by training others to mislead investors. For example, she trained training SIB's

senior investment officer to provide false information to investors.

2. Through this fraudulent scheme, SIB, acting through a network of SGC financial

advisors, has sold approximately $8 billion of self-styled "certificates ofdeposits" by promising

high return rates that exceed those available through true certificates ofdeposits offered by

traditional banks.
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3. sm claims that its unique investment strategy has allowed it to achieve double-

digit returns on its investments over the past 15 years, allowing it offer high yields to CD

purchasers. Indeed, sm claims that its "diversified portfolio of investments" lost only 1.3% in

2008, a time during which the S&P 500 lost 39% and the Dow Jones STOXX Europe 500 Fund

lost 41%.

4. Perhaps even more strange, sm reports identical returns in 1995 and 1996 of

exactly 15.71%. As Pendergest-Holt - sm investment committee member and the chief

investment officer of Stanford Group Financial (a Stanford affiliate) - admits, it is simply

"improbable" that sm could have managed a "global diversified" portfolio of investments in a

way that returned identical results in consecutive years. A performance reporting consultant

hired by SOC, when asked about these "improbable" returns, responded simply that it is

''impossible'' to achieve identical results on a diversified investment portfolio in consecutive

years. Yet, sm continues to promote its CDs using these improbable returns.

5. These improbable results are made even more suspicious by the fact that, contrary

to assurances provided to investors, at most only two people - Stanford and Davis - know the

details concerning the bulk of sm's investment portfolio. And sm goes to great lengths to

prevent any true independent examination of those portfolios. For example, its long-standing

auditor is reportedly retained based on a "relationship of trust" between the head ofthe auditing

finn and Stanford.

6. Importantly, contrary to recent public statements by sm, Stanford and Davis (and

through them SOC) have wholly-failed to cooperate with the Commission's efforts to account

for the $8 billion ofinvestor funds purportedly held by sm. In short, approximately 90% of

SEC v. Stanford International Bank, Ltd., et al.
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SIB's claimed investment portfolio resides in a "black box" shielded from any independent

oversight.

7. In fact, far from "cooperating" with the Commission's enforcement investigation

(which Stanford has reportedly tried to characterize as only involving routine examinations),

sac appears to have used press reports speculating about the Commission's investigation as

way to further mislead investors, falsely telling at least one customer during the week of

February 9, 2009, that his multi-million dollar SIB CD could not be redeemed because ''the SEC

had frozen the account for two months." At least one other customer who recently inquired

about redeeming a multi-million dollar CD claims that he was informed that, contrary to

representations made at the time ofpurchase that the CD could be redeemed early upon payment

ofa penalty, R. Allen Stanford had ordered a two-month moratorium on CD redemptions.

8. This secrecy and recent misrepresentations are made even more suspicious by

extensive and fundamental misrepresentations SIB and its advisors have made to CD purchasers

in order to lull them into thinking their investment is safe. sm and its advisers have

misrepresented to CD purchasers that their deposits are safe because the bank: (i) re-invests client

funds primarily in ''liquid'' financial instruments (the ''portfolio''); (li) monitors the portfolio through

a team of20-plus analysts; and (iii) is subject to yearly audits by Antiguan regulators. Recently, as

the market absorbed the news ofBemard Madoff's massive Ponzi scheme, SIB has attempted to

calm its own investors by claiming the bank has no "direct or indirect" exposure to Madoff's

scheme.

9. These assurances are false. Contrary to these representations, sm's investment

portfolio was not invested in liquid financial instruments or allocated in the manner described in its

promotional material and public reports. Instead, a substantial portion ofthe bank's portfolio was

SEC v. Stanford Internationa/ Bank, Ltd., et a/.
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placed in illiquid investments, such as real estate and private equity. Further, the vast majority

sm's multi-billion dollar investment portfolio was not monitored by a team ofanalysts, but rather

by two people - Allen Stanford and James Davis. And contrary to sm's representations, the

Antiguan regulator responsible for oversight of the bank's portfolio, the Financial Services

Regulatory Commission, does not audit sm's portfolio or verify the assets sm claims in its

financial statements. Perhaps most alarming is that sm has exposure to losses from the Madoff

fraud scheme despite the bank's public assurances to the contrary.

10. SOC has failed to disclose material facts to its advisory clients. Alarmingly, recent

weeks have seen an increasing amount of liquidation activity by sm and attempts to wire money

out of its investment portfolio. The Commission has received information indicating that in just

the last two weeks, sm has sought to remove over $178 million from its accounts. And, a major

clearing firm - after unsuccessfully attempting to find information about sm's financial

condition and because it could not obtain adequate transparency into SIB's financials- has

recently infonned sac that it would no longer process wires from SOC accounts at the clearing

finn to SIB for the purchase of sm issued CDs, even ifthey were accompanied by customer

letters of authorization.

11. Stanford's fraudulent conduct is not limited to the sale ofCDs. Since 2005, SOC

advisers have sold more than $1 billion ofa proprietary mutual fund wrap program, called Stanford

Allocation Strategy ("SAS"), by using materially false and misleading historical performance data.

The false data has helped SOC grow the SAS program from less than $10 million in around 2004 to

over $1.2 billion, generating fees for SOC (and ultimately Stanford) in excess of$25 million. And

the fraudulent SAS performance was used to recruit registered financial advisers with significant

SEC v. Stanford International Bank, Ltd., et at.
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books ofbusiness, who were then heavily incentivized to re-allocate their clients' assets to SIB's

CD program.

12. Moreover, SIB and Stanford Group Company have violated Section 7(d) ofthe

Investment Company Act of 1940 by failing to register with the Commission in order to sell SIB's

CDs. Had they complied with this registration requirement, the Commission would have been able

to examine each ofthose entities concerning SIB's CD investment portfolio.

13. By engaging in the conduct described. in this Complaint, defendants Stanford,

Davis, Pendergest-Holt, sm, SOC, and Stanford Capital, directly or indirectly, singly or in

concert, have engaged, and unless enjoined and restrained., will again engage in transactions acts,

practices, and courses ofbusiness that constitute violations ofSection 17(a) of the Securities Act

of 1933 ("Securities Act") [15 U.S.C. §§ 77e(a), 77e(c) and 77q(a)], and Section 1O(b) of the

Securities Exchange Act of 1934 ("Exchange Act") [15 U.S.C. § 78j(b)], and Exchange Act Rule

lOb-5 [17 C.F.R. § 240.10b-5] or, in the alternative, have aided and abetted such violations. In

addition, through their conduct described. herein, Stanford, SOC, and Stanford Capital have

violated. Section 206(1) and (2) of the Investment Advisers Act of 1940 ("Adviser's Act") [15

U.S.C. §§ 80b-6(1) and 80b-6(2)] and Davis and Pendergest-Holt have aided and abetted such

violations. Finally, through their actions, SIB and SOC have violated Section 7(d) of the

Investment Company !\ct of 1940 ("ICA") [15 U.S.C. § 80a-7(d)].

14. The Commission, in the interest ofprotecting the public from any further

unscrupulous and illegal activity,brings this action against the defendants, seeking temporary,

preliminary and pennanent injunctive relief: disgorgement ofall illicit profits and benefits

defendants have received plus accrued prejudgment interest and a civil monetary penalty. The

Commission also seeks an asset freeze, an accounting and other incidental relief: as well as the

SEC v. Stanford International Bank, Ltd., et al.
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appointment ofa receiver to take possession and control ofdefendants' assets for the protection

ofdefendants' victims.

JURISDICTION AND VENUE

15. The investments offered and sold by the defendants are "securities" under Section

2(1) ofthe Securities Act [15 U.S.C. § 7Th], Section 3(a)(10) ofthe Exchange Act [15 U.S.c. §

78c], Section 2(36) of the Investment Company Act [15 U.S.c. § 80a-2(36)], and Section

202(18) of the Advisers Act [15 U.S.C. § 80b-2(18)].

16. PlaintiffCommission brings this action under the authority conferred upon it by

Section 20(b) of the Securities Act [15 U.S.C. § 77t(b)], Section 21(d) of the Exchange Act [15

U.S.C. § 78u(d)], Section 41(d) of the Investment Company Act [15 U.S.C. § 80a-41(d)], and

Section 209(d) of the Advisers Act [15 U.S.C. § 80b-9(d)] to temporarily, preliminarily, and

pennanently enjoin Defendants from future violations of the federal securities laws.

17. This Court has jurisdiction over this action, and venue is proper, under Section

22(a) of the Securities Act [15 U.S.C. § 77v(a)], Section 27 of the Exchange Act [15 U.S.C. §

78aa], Section 43 of the Investment Company Act [15 U.S.C. § 80a-43], and Section 214 of the

Advisers Act [15 U.S.C. § 80b-14].

18. Defendants have, directly or indirectly, made use ofthe means or instruments of

transportation and communication, and the means or instrumentalities of interstate commerce, or

of the mails, in connection with the transactions, acts, practices, and courses ofbusiness alleged

herein. Certain of the transactions, acts, practices, and courses ofbusiness occurred in the

Northern District ofTexas.

SEC v. Stanford International Bank, Ltd., et al.
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DEFENDANTS

19. Stanford International Bank:, Ltd. purports to be private international bank:

domiciled in St. John's, Antigua, West Indies. SIB claims to serve 30,000 clients in 131

countries and holds $7.2 billion in assets under management. SIB's Annual Report for 2007

states that SIB has 50,000 clients. SIB's multi-billion portfolio of investments is purportedly

monitored by the SFG's chief financial officer in Memphis, Tennessee. Unlike a commercial

bank:, SIB does not loan money. sm sells the CD to U.S. investors through sac, its affiliated

investment adviser.

20. Stanford Group Company, a Houston-based corporation, is registered with the

Commission as a broker-dealer and investment adviser. It has 29 offices located throughout the

U.S. sac's principal business consists of sales of SIB-issued securities, marketed as

certificates ofdeposit. SGC is a wholly owned subsidiary of Stanford Group Holdings, Inc.,

which in turn is owned by R. Allen Stanford ("Stanford").

21. Stanford Capital Management, a registered investment adviser, took over the

management of the SAS program (formerly Mutual Fund Partners) from sac in early 2007.

Stanford Group Company markets the SAS program through SCM.

22. R. Allen Stanford, a U.S. citizen, is the Chairman of the Board and sole

shareholder of SIB and the sole director ofSGC's parent company. Stanford refused to appear

and give testimony in the investigation.

23. James M. Davis, a U.S. citizen and resident ofBaldwin, Mississippi and who

offices in Memphis, Tennessee and Tupelo, Mississippi, is a director and chief financial officer

ofSFG and SIB. Davis refused to appear and give testimony in this investigation.

SEC v. Stanford IntematioTUJI Bank, Ltd., et al.
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24. Laura Pendergest-Holt, is the Chief Investment Officer of SIB and its affiliate

Stanford Financial Group. She supervises a group ofanalysts in Memphis, Tupelo, and St. Croix

who "oversee" perfonnance of SIB's Tier II assets.

STATEMENT OF FACTS AND ALLEGATIONS
RELEVANT TO ALL CAUSES OF ACTION

A. The Stanford International Bank

25. Allen Stanford has created a complex web ofaffiliated companies that exist and

operate under the brand Stanford Financial Group ("SFG"). SFG is described as a privately~held

group of companies that has in excess of $50 billion ''under advisement."

26. sm, one of SFG's affiliates, is a private, offshore bank that purports to have an

independent Board of Directors, an Investment Committee, a Chief Investment Officer and a

team ofresearch analysts. While sm may be domiciled in Antigua, a small group of SFG

employees who maintain offices in Memphis, Tennessee, and Tupelo, Mississippi, purportedly

monitor the assets.

27. As ofNovember 28,2008, sm reported $8.5 billion in total assets. sm's primary

product is the CD. SIB aggregates customer deposits, and then re-invests those funds in a

"globally diversified portfolio" ofassets. sm claims its investment portfolio is approximately

$8.4 billion. sm sold more than $1 billion in CDs per year between 2005 and 2007, including

sales to U.S. investors. The bank's deposits increased from $3.8 billion in 2005, to $5 billion in

2006, and $6.7 billion in 2007. sm had approximately $3.8 billion in CD sales to 35,000

customers in 2005. By the end of2007, sm sold $6.7 billion of CDs to 50,000 customers.

SEC v. Stanford International Bank, Ltd., et al.
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28. For almost fifteen years, SIB represented that it has experienced consistently high

returns on its investment ofdeposits (ranging from 11.5% in 2005 to 16.5% in 1993):
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29. In fact, since 1994, SIB has never failed to hit targeted investment returns in

excess of 10%. And, SIB claims that its "diversified portfolio of investments" lost only $110

million or 1.3% in 2008. During the same time period, the S&P 500 lost 39% and the Dow

Jones STOXX Europe 500 Fund lost 41%.

30. As perfonnance reporting consultant hired by SGC testified in the Commission's

investigation, SIB's historical returns are improbable, ifnot impossible. In 1995 and 1996, SIB

reported identical returns of 15.71%, a remarkable achievement considering the bank's

"diversified investment portfolio." According to defendant Pendergest-Holt -- the chief

investment officer of SIB-affiliate SFG - it is "improbable" that sm could have managed a

"global diversified" portfolio of investments so that it returned identical results in consecutive

years. SGC's perfonnance reporting consultant was more emphatic, saying that it is

"impossible" to achieve identical results on a diversified investment portfolio in consecutive

years. SIB continues to promote its CDs using these improbable, ifnot impossible, returns.

SEC v. Stariford International Bank, Ltd.• et aI.
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31. sm's consistently high returns ofinvestment have enabled the bank to pay a

consistently and significantly higher rate on its CD than conventional banks. For example, sm

offered 7.45% as ofJune 1, 2005, and 7.878% as ofMarch 20,2006, for a fixed rate CD based

on an investment of $100,000. On November 28,2008, SIB quoted 5.375% on a 3 year CD,

while comparable U.S. Banks' CDs paid under 3.2%. And recently, SIB quoted rates ofover

10% on five year CDs.

32. sm's extraordinary returns have enabled the bank to pay disproportionately large

commissions to SGC for the sale ofSm CDs. In 2007, sm paid to SGC and affiliates $291.7

million in management fees and commissions from CD sales, up from $211 million in 2006 and

$161 million in 2005.

33. sm markets CDs to investors in the United States exclusively through SGC

advisers pursuant to a claimed Regulation D offering, filing a Form D with the SEC. Regulation

D permits under certain circumstances the sale ofunregistered securities (the CDs) to accredited

investors in the United States. SGC receives 3% based on the aggregate sales ofCDs by SGC

advisers. Financial advisers also receive a 1% commission upon the sale ofthe CDs, and are

eligible to receive as much as a 1% trailing commission throughout the term of the CD.

34. SOC promoted this generous commission structure in its effort to recruit

established financial advisers to the firm. The commission structure also provided a powerful

incentive for SOC financial advisers to aggressively sell CDs to United States investors, and

aggressively expanded its number of financial advisers in the United States.

35. SIB purportedly manages the investment portfolio from Memphis and Tupelo.

SIB's investment portfolio, at least internally, is segregated into 3 tiers: (a) cash and cash

equivalents ("Tier 1"), (b) investments with "outside portfolio managers (25+)" that are

SEC v. Stanford Intemational Bank, Ltd., et al.
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monitored by the Analysts (''Tier 2"), and (c) unknown assets under the apparent control of

Stanford and Davis ("Tier 3"). As of December 2008, Tier 1 represented approximately 9%

($800 million) of the Bank's portfolio. Tier 2, prior to the Bank's decision to liquidate $250

million of investments in late 2008, represented 10% ofthe portfolio. And Tier 3 represented

81 % ofthe Bank's investment portfolio. This division into tiers is not generally disclosed to

actual or potential investors.

B. sm's Fraudulent Sale of CDs

1. SIB Misrepresented that Its Investment Portfolio is Invested Primarily in
"Liquid" Financial Instruments.

36. In selling the CD, sm touted the liquidity of its investment portfolio. For

example, in its CD brochure, sm emphasizes the importance of the liquidity, stating, under the

heading "Depositor Security," that the bank focuses on "maintaining the highest degree of

liquidity as a protective factor for our depositors" and that the bank's assets are "invested in a

well-diversified portfolio ofhighly marketable securities issued by stable governments, strong

multinational companies and major international banks." Likewise, the bank trained SGC

advisers that "liquidity/marketability ofSIB's invested assets" was the ''most important factor to

provide security to SIB clients." Davis and Pendergest-Holt were aware, or were reckless in not

knowing, of these representations.

37. In its 2007 annual report, which was signed and approved by Stanford and Davis,

SIB represented that its portfolio was allocated in the following manner: 58.6% "equity," 18.6%

fixed income, 7.2% precious metals and 15.6% alternative investments. These allocations were

depicted in a pie chart, which was approved by Davis. The bank's annual reports for 2005 and

2006 make similar representations about the allocation of the bank's portfolio. Davis and

Stanford knew or were reckless in not knowing of these representations.

SEC v. Stanford International Bank, Ltd., et al.
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38. sm's investment portfolio is not, however, invested in a ''well-diversified

portfolio ofhighly marketable securities issued by stable governments, strong multinational

companies and major international banks." Instead, Tier 3 (i.e., approximately 90%) consisted

primarily of illiquid investments - namely private equity and real estate. Indeed, it sm's

portfolio included at least 23% private equity. The bank never disclosed in its financial

statements its exposure to private equity and real estate investments. Stanford, Davis and

Pendergest-Holt were aware, or were reckless in not knowing, that sm's investments were not

allocated as advertised by sm's investment objectives or as detailed in sm's financial

statements.

39. Further, on December 15, 2008, Pendergest-Holt met with her team ofanalysts

following sm's decision to liquidate more than 30% ofits Tier 2 investments (approximately

$250 million). During the meeting, at least one analyst expressed concern about the amount of

liquidations in Tier 2, asking why it was necessary to liquidate Tier 2, rather than Tier 3 assets,

to increase sm's liquidity. Pendergest-Holt told the analyst that Tier 3 was primarily invested

in private equity and real estate and Tier 2 was more liquid than Tier 3. Pendergest-Holt also

stated that Tier 3 "always had real estate investments in it." Pendergest's statements contradicts

SEC v. Stanford International Bank, Ltd., et al.
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what she had previously stated to sm's senior investment adviser, knowing, or reckless in not

knowing, that the senior investment advisor would provide this misrepresentation to investors.

2. SIB Misrepresented that Its Multi-Billion Dollar Investment Portfolio is
Monitored By a Team ofAnalysts

40. Prior to making their investment decision, prospective investors routinely asked

how sm safeguarded and monitored its assets. In fact, investors frequently inquired whether

Allen Stanford could "run off with the [investor's] money." In response to this question, at least

during 2006 and much of2007, the bank's senior investment officer- as instructed by

Pendergest-Holt - told investors that sm had sufficient controls and safeguards in place to

protect assets.

41. In particular, the SID was trained by Ms. Pendergest-Holt to tell investors that the

bank's multi-billion portfolio was "monitored" by the analyst team in Memphis. In

communicating with investors, the SID followed Pendergest's instructions, misrepresenting that

a team of20-plus analysts monitored the bank's investment portfolio. In so doing, the SID never

disclosed to investors that the analyst only monitor approximately 10% ofSm's money. In fact,

Pendergest-Holt trained the SID ''not to divulge too much" about oversight of the Bank's

portfolio because that information "wouldn't leave an investor with a lot ofconfidence."

Likewise, Davis instructed him to "steer" potential CD investors away from information about

sm's portfolio. As a result, both Davis and Pendergest-Holt knew, or were reckless in not

knowing, ofthese fraudulent misstatements.

42. Contrary to the representation that responsibility for sm's multi-billion portfolio

was "spread out" among 20-plus people, only Stanford and Davis know the whereabouts of the

vast majority of the bank's multi-billion investment portfolio. Pendergest-Holt and her team of

analysts claim that they have never been privy to Tier 1 or Tier 3 investments. In fact, the SID

SEC v. Stanford International Bank, Ltd., et al.
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was repeatedly denied access to the Bank's records relating to Tier 3, even though he was

responsible, as the Bank's Senior Investment Officer, for "closing" deals with large investors,

"overseeing the Bank's investment portfolio" and "ensuring that the investment side is compliant

with the various banking regulatory authorities." In fact, in preparing the Bank's period reports

{quarterly newsletters, month reports, mid-year reports and annual reports, Pendergest and the

Analyst send to Davis the performance results for Tier 2 investments. And Davis calculates the

investment returns for the aggregated portfolio of assets.

3. SIB Misrepresented that its Investment Portfolio is Overseen by a Regulatory
Authority in Antigua that Conducts a Yearly Audit of the Fund's Financial
Statements.

43. sm told investors that their deposits were safe because the Antiguan regulator

responsible for oversight of the Bank's investment portfolio, the Financial Services Regulatory

Commission (the "FSRC"), audited its financial statements. But, contrary to the Bank's

representations to investors, the FSRC does not verify the assets sm claims in its financial

statements. Instead, sm's accountant, c.A.S. Hewlett & Co., a small local accounting firm in

Antigua is responsible for auditing the multi-billion dollar sm's investment portfolio. The

Commission attempted several times to contact Hewlett by telephone. No one ever answered the

phone.

4. SIB Misrepresented that Its Investment Portfolio is Without "Direct or
Indirect" Exposure to Fraud Perpetrated by Bernard Madoff.

44. In a December 2008 Monthly Report, the bank told investors that their money was

safe because sm "had no direct or indirect exposure to any of [Bernard] Madoff's investments."

But, contrary to this statement, at least $400,000 in Tier 2 was invested in Meridian, a New

York-based hedge fund that used Tremont Partners as its asset manager. Tremont invested

approximately 6-8% ofthe SIB assets they indirectly managed with Madoff's investment firm.

SEC v. Stanford International Bank, Ltd., et al.
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45. Pendergest, Davis and Stanford knew about this exposure to loss relating to the

Meridian investment. On December 15, 2008, an Analyst infoITIled Pendergast, Davis and

Stanford in a weekly report that his ''rough estimate is a loss of $400k ... based on the indirect

exposure" to Madofl'.

5. Market Concerns About SIB's Lack o[Transparency

46. On or about December 12,2008, Pershing, citing suspicions about the bank's

investment returns and its inability to get from the Bank "a reasonable level of transparency" into

its investment portfolio infoITIled SOC that it would no longer process wire transfers from SOC

to sm for the purchase ofthe CD. Since the spring of2008, Pershing tried unsuccessfully to get

an independent report regarding sm's financials condition. On November 28, 2008, SOC's

President, Danny Bogar, infOITIled Pershing that "obtaining the independent report was not a

priority." Between 2006 and December 12, 2008, Pershing sent to sm 1,635 wire transfers,

totaling approximately $517 million, from approximately 1,199 customer accounts.

D. From at least 2004. SCM misrepresented SAS performance results.

47. From 2004 through 2009, SCM induced clients, including non-accredited, retail

investors, to invest in excess of$1 billion in its SAS program by touting its track record of

''historical perfoITIlance." SCM highlighted the purported SAS track record in thousands of

client presentation books (''pitch books").

48. For example, the following chart from a 2006 pitch book presented clients with

the false impression that SAS accounts, from 2000 through 2005, outperfOITIled the S&P 500 by

an average ofapproximately 13 percentage points:

SEC v. Stanford International Bank, Ltd., et al.
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2005 2004 2003 2002 2001 2000

S&P500

12.09% 16_15% 32.84% -3.33% 4.33 18.04%

4.91lfJ 10.88% 28.68% -Z2.1Q4l1& -11.88% -9.1116

SCM used these impressive, but fictitious, perfonnance results to grow the SAS program from

less than $10 million in assets in 2004 to over $1 billion in 2008.

49. SGC also used the SAS track record to recruit financial advisers away from

legitimate advisory finns who had significant books ofbusiness. After arriving at Stanford, the

newly-hired financial advisors were encouraged and highly incentivized to put their clients'

assets in the sm CD.

50. The SAS perfonnance results used in the pitch books from 2005 through 2009

were fictional and/or inflated. Specifically, SCM misrepresented that SAS perfonnance results,

for 1999 through 2004, reflected "historical perfonnance" when, in fact, those results were

fictional, or '"back-tested", numbers that do not reflect results ofactual trading. Instead, SCM,

with the benefit ofhindsight, picked mutual funds that perfonned extremely well during years

1999 through 2004, and presented the back-tested perfonnance ofthose top-performing funds to

potential clients as if they were actual returns earned by the SAS program.

51. Similarly, SCM used "actual" model SAS perfonnance results for years 2005

through 2006 that were inflated by as much as 4%.

52. SCM told investors that SAS has positive returns for periods in which actual SAS

clients lost substantial amounts. For example, in 2000, actual SAS client returns ranged from

negative 7.5% to positive 1.1%. In 2001, actual SAS client returns ranged from negative 10.7%

SEC v. Stanford International Bank, Ltd., et al.
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to negative 2.1 %. And, in 2002, actual SAS client returns ranged from negative 26.6% to

negative 8.7%. These return figures are all gross of SCM advisory fees ranging from 1.5% to

2.75%. Thus, Stanford's claims of substantial market out performance were blatantly false.

(e.g., a claimed return of 18.04% in 2000, when actual SAS investors lost as much as 7.5%).

53. SGC/SCM's management knew that the advertised SAS performance results were

misleading and inflated. From the beginning, SCM management knew that the pre-2005 track

record was purely hypothetical, bearing no relationship to actual trading. And, as early as

November 2006, SCM investment advisers began to question why their actual clients were not

receiving the returns advertised in pitch books.

54. In response to these questions, SGC/SCM hired an outside performance reporting

expert, to review certain of its SAS performance results. In late 2006 and early 2007, the expert

informed SCM that its performance results for the twelve months ended September 30, 2006

were inflated by as much as 3.4 percentage points. Moreover, the expert informed SCM

managers that the inflated performance results included unexplained "bad math" that consistently

inflated the SAS performance results over actual client performance. Finally, in March 2008, the

expert informed SCM managers that the SAS performance results for 2005 were also inflated by

as much as 3.25 percentage points.

55. Despite their knowledge of the inflated SAS returns, SGC/SCM management

continued using the pre-2005 track record and never asked Riordan to audit the pre-2005

performance. In fact, in 2008 pitch books, SCM presented the back-tested pre-2005 performance

data under the heading "Historical Performance" and "Manager Performance" along side the

audited 2005 through 2008 figures. According to SCM's outside consultant, it was "[grossly

misleading]" to present audited performance figures along side back-tested figures.

SEC v. Stanford International Bank, Ltd., et al.
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56. Finally, SGC/SCM compounded the deceptive nature of the SAS track record by

blending the back-tested performance with audited composite performance to create annualized 5

and 7 year performance figures that bore no relation to actual SAS client performance. A sample

of this misleading disclosure used in 2008 and 2009 follows:

(nat if less thaD 1 lean
'\'TO 1J1!il1' 3J11i1Ri 5JIiH 7,.. -InIiIIIlIIm

SASGrowth -7.+4% IUIIl% un, 15.31'lf. It.1J3% ~2.30%

S&P500 ~44% -6.11II% 5.115%. 11.32% 3..711% 2..~"

57. Other than the fees paid by SIB to SGC for the sale of the CD, SAS was the

second most significant source of revenue for the firm. In 2007 and 2008, approximately $25

million in fees from the marketing of the SAS program.

CAUSES OF ACTION

FIRST CLAIM
AS TO ALL DEFENDANTS

Violations of Section 1000 of the Exchange Act and Rule 10-5

58. PlaintiffCommission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

59. Defendants, directly or indirectly, singly or in concert with others, in connection

with the purchase and sale of securities, by use of the means and instrumentalities of interstate

SEC v. Stanford International Bank, Ltd., et al.
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commerce and by use of the mails have: (a) employed devices, schemes and artifices to defraud;

(b) made untrue statements ofmaterial facts and omitted to state material facts necessary in order

to make the statements made, in light of the circumstances under which they were made, not

misleading; and (c) engaged in acts, practices and courses ofbusiness which operate as a fraud

and deceit upon purchasers, prospective purchasers and other persons.

60. As a part of and in furtherance of their scheme, defendants, directly and

indirectly, prepared, disseminated or used contracts, written offering documents, promotional

materials, investor and other correspondence, and oral presentations, which contained untrue

statements ofmaterial facts and misrepresentations ofmaterial facts, and which omitted to state

material facts necessary in order to make the statements made, in light of the circumstances

under which they were made, not misleading.

61. Defendants made the referenced misrepresentations and omissions knowingly or

grossly recklessly disregarding the truth.

62. For these reasons, Defendants have violated and, unless enjoined, will continue to

violate Section 10{b) of the Exchange Act [15 U.S.C. § 78j{b)] and Exchange Act Rule 10b-5

[17 C.F.R. § 240.l0b-5].

SECOND CLAIM
AS TO STANFORD. DAVIS, AND PENDERGEST-HOLT

Aiding and Abetting Violations of Exchange Act Section 10M and Rule 10b-5

63. PlaintiffCommission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

64. If Stanford, Davis, and Pendergest-Holt did not violate Exchange Act Section

1O{b) and Rule 10b-5, in the alternative, Stanford, Davis, and Pendergest-Holt, in the manner set

forth above, knowingly or with severe recklessness provided substantial assistance in connection

SEC v. Stanford International Bank, Ltd., et al.
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with the violations ofExchange Act Section 1O(b) [15 U.S.C. § 78j(b)] and Rule 10b-5 [17

C.F.R. § 240.lOb-5] alleged herein.

65. For these reasons, Stanford, Davis, and Pendergest-Holt aided and abetted and,

-
unless enjoined, will continue to aid and abet violations of Section 1O(b) of the Exchange Act

[15 U.S.C. § 78j(b)] and Rule lOb-5 [17 C.F.R. § 240.lOb-5].

THIRD CLAIM
AS TO ALL DEFENDANTS

Violations of Section 17(a) of the Securities Act

66. Plaintiff Commission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

67. Defendants, directly or indirectly, singly or in concert with others, in the offer and

sale of securities, by use of the means and instruments oftransportation and communication in

interstate commerce and by use of the mails, have: (a) employed devices, schemes or artifices to

defraud; (b) obtained money or property by means ofuntrue statements ofmaterial fact or

omissions to state material facts necessary in order to make the statements made, in light of the

circwnstances under which they were made, not misleading; and (c) engaged in transactions,

practices or courses ofbusiness which operate or would operate as a fraud or deceit.

68. As part ofand in furtherance ofthis scheme, defendants, directly and indirectly,

prepared, disseminated or used contracts, written offering documents, promotional materials,

investor and other correspondence, and oral presentations, which contained untrue statements of

material fact and which omitted to state material facts necessary in order to make the statements

made, in light of the circumstances under which they were made, not misleading.

69. Defendants made the referenced misrepresentations and omissions knowingly or

grossly recklessly disregarding the truth.

SEC v. Stanford International Bank, Ltd., et a/.
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70. For these reasons, Defendants have violated, and unless enjoined, will continue to

violate Section 17(a) of the Securities Act [15 U.S.C. § 77q(a)].

FOURTH CLAIM
AS TO STANFORD, SGC, AND STANFORD CAPITAL

Violations of Sections 206(1) and 206(2) of the Advisers Act

71. PlaintiffCommission repeats and realleges paragraphs 1 through 57 ofthis

Complaint and incorporated herein by reference as if set forth verbatim.

72. Stanford, SOC, and Stanford Capital, directly or indirectly, singly or in concert,

knowingly or recklessly, through the use of the mails or any means or instrumentality of

interstate commerce, while acting as investment advisers within the meaning of Section 202(11)

of the Advisers Act [15 U.S.C. § 80b-2(11)]: (a) have employed, are employing, or are about to

employ devices, schemes, and artifices to defraud any client or prospective client; or (b) have

engaged, are engaging, or are about to engage in acts, practices, or courses ofbusiness which

operates as a fraud or deceit upon any client or prospective client.

73. For these reasons, Stanford, SOC, and Stanford Capital have violated, and unless

enjoined, will continue to violate Sections 206(1) and 206(2) of the Advisers Act [15 U.S.C. §§

80b-6(1) and 80b-6(2)].

FIFfHCLAIM
AS TO STANFORD, DAVIS, AND PENDERGEST-HOLT

Aiding and Abetting Violations of Sections 206(1) and 206(2) of the Advisers Act

74. PlaintiffCommission repeats and realleges paragraphs I through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

75. Based on the conduct alleged herein, Stanford, Davis, and Pendergest-Holt, in the

manner set forth above, knowingly or with severe recklessness provided substantial assistance in

SEC v. Stariford International Bank, Ltd., et al.
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connection with the violations ofAdvisers Act Sections 206(1) and 206(2) [15 U.S.C. §§ 80b-

6(1) and 80b-6(2)] alleged herein.

76. For these reasons, Stanford, Davis, and Pendergest-Holt aided and abetted and,

unless enjoined, will continue to aid and abet violations of Sections 206(1) and 206(2) of the

Advisers Act [15 U.S.C. §§ 80b-6(1) and 80b-6(2)].

SIXTH CLAIM
AS TO SIB AND SGC

Violations of Section 'Cd) ofthe Investment Company Act

77. PlaintiffCommission repeats and realleges paragraphs 1 through 57 of this

Complaint and incorporated herein by reference as if set forth verbatim.

78. sm, an investment company not organized or otherwise created under the laws of

the United States or ofa State, directly or indirectly, singly or in concert with others, made use of

the mails or any means or instrumentality of interstate commerce, directly or indirectly, to offer

for sale, sell, or deliver after sale, in connection with a public offering, securities ofwhich sm

was the issuer, without obtaining an order from the Commission permitting it to register as an

investment company organized or otherwise created under the laws ofa foreign country and to

make a public offering of its securities by use ofthe mails and means or instrumentalities of

interstate commerce.

79. sac, directly or indirectly, singly or in concert with others, acted as an

underwriter for SIB, an investment company not organized or otherwise created under the laws

of the United States or ofa State that made use of the mails or any means or instrumentality of

interstate commerce, directly or indirectly, to offer for sale, sell, or deliver after sale, in

connection with a public offering, securities ofwhich sm was the issuer, without obtaining an

order from the Commission pennitting it to register as an investment company organized or

SEC v. Stanford International Bank. Ltd., et al.
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otherwise created under the laws ofa foreign country and to make a public offering of its

securities by use of the mails and means or instrumentalities of interstate commerce.

80. For these reasons, SIB and sac have violated, and unless enjoined, will continue

to violate Section 7(d) of the Investment Company Act [15 U.S.C. § 80a-7(d)].

RELIEF REQUESTED

PlaintiffCommission respectfully requests that this Court:

I.

Temporarily, preliminarily, and permanently enjoin: (a) Defendants from violating, or

aiding and abetting violations of, Section 10(b) and Rule lOb-5 of the Exchange Act; (b)

Defendants from violating Section 17(a) of the Securities Act; (c) Stanford, Davis, Pendergest-

Holt, sac, and Stanford Capital from violating, or aiding and abetting violations of, Sections

206(1) and 206(2) of the Advisers Act; and (d) SIB and sca from violating Section 7(d) of the

Investment Company Act.

IL

Enter an Order immediately freezing the assets of Defendants and directing that all

financial or depository institutions comply with the Court's Order. Furthennore, order that

Defendants immediately repatriate any funds held at any bank or other financial institution not

subject to the jurisdiction ofthe Court, and that they direct the deposit ofsuch funds in identified

accounts in the United States, pending conclusion ofthis matter.

m.

Order that Defendants shall file with the Court and serve upon PlaintiffCommission and

the Court, within 10 days ofthe issuance ofthis order or three days prior to a hearing on the

Commission's motion for a preliminary injunction, whichever comes first, an accounting, under

SEC v. Stanford International Bank. Ltd., et al.
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oath, detailing all of their assets and all funds or other assets received from investors and from

one another.

IV.

Order that Defendants be restrained and enjoined from destroying, removing, mutilating,

altering, concealing, or disposing of, in any manner, any oftheir books and records or documents

relating to the matters set forth in the Complaint, or the books and records and such documents of

any entities under their control, until further order ofthe Court.

v.

Order the appointment ofa temporary receiver for Defendants, for the benefit of

investors, to marshal, conserve, protect, and hold funds and assets obtained by the defendants

and their agents, co-conspirators, and others involved in this scheme, wherever such assets may

be found, or, with the approval of the Court, dispose of any wasting asset in accordance with the

application and proposed order provided herewith.

VI.

Order that the parties may commence discovery immediately, and that notice periods be

shortened to permit the parties to require production of documents, and the taking ofdepositions

on 72 hours' notice.

VII.

Order Defendants to disgorge an amount equal to the funds and benefits they obtained

illegally as a result ofthe violations alleged herein, plus prejudgment interest on that amount.

VITI.

Order civil penalties against Defendants pursuant to Section 20(d) ofthe Securities Act

[15 U.S.C. § 77t(d)], Section 21(d) of the Exchange Act [15 U.S.C. § 78u(d)], Section 41 (e) of

SEC v. Stanford International Bank. Ltd., et al.
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the Investment Company Act [15 U.S.C. § 80a-41(e)], and Section 209(e) of the Advisers Act

[15 U.S.C. § 80b-9(e)] for their securities law violations.

IX.
~

Order that Stanford, Davis, and Pendergest-Holt immediately surrender their passports to

the Clerk of this Court, to hold until further order of this Court.

x.

Order such further relief as this Court may deem just and proper.

For the Commission, by its attorneys:

February 16, 2009

SEC v. Stanford International Bank. Ltd.• et aI.
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',;" U.S. DISTRICT COURT
NORTHERN DISTRICT OFTEXAS

FILED

IN THE UNITED STATES DISTRICT OURT
FOR THE NORTHERN DISTRICT OF EXAS

DALLAS DIVISION

FEB 11 2009

SECURIT~ES AND .EXCHANGE COMMISSION,

Plaintiff,

v.

STANFORD INTERNATIONAL BANK, LTD.,
STANFORD GROUP COMPANY,
STANFORD CAPITAL MANAGEMENT, LLC,
R. ~LLEN SrANFORD, JAMES M. DAVIS, and
LAURA PENDERGEST-HOLT

Defendants.

§
§
§
§
§
§
§
§
§
§
§
§
§

eMe No.: It)1IJ1t~-J71j)
S-09CV0298-L

TEMPORARY RESTRAINING ORDER, ORDER FREEZING ASSETS, ORDER
REQUIRING AN ACCOUNTING, ORDER REQUIRING PRESERVATION OF

DOCUMENTS, AND ORDER AUTHORIZING EXPEDITED DISCOVERY

This matter came before me, the undersigned United States District Judge, this 16th day

of February 2009, on the application of Plaintiff Securities and Exchange Commission

("Commission") for the issuance of a temporary restraining order against Defendants Stanford

International Bank, Ltd. ("SIB"), Stanford Group Company ("SGC"), Stanford Capital

Management, LLC ("SCM"), R. Allen Stanford ("Stanford"), James M. Davis ("Davis"), and

Laura Pendergest-Holt ("Pendergest-Holt") (collectively, "Defendants"), and orders freezing

assets, requiring an accounting, prohibiting the destruction of documents, pulling the passports of

Stanford, Davis, and Pendergest-Holt, authorizing expedited discovery, and alternative service of

process and notice. On the basis of the papers filed by the Commission, and argument of

Commission counsel, the Court finds as follows:

1. This Court has jurisdiction over the subject matter of this action and over the

Defendants.
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2. The Commission is a proper party to bring this action seeking the relief sought in

its Complaint.

3. Venue is appropriate in the Northern District ofTexas.

4. There is good cause to believe that Defendants have engaged in, and are engaging

Ill, acts and practices which did, do, and will constitute violations of Section 17(a) of the

Securities Act of 1933 ("Securities Act") [15 U.S.C. § 77q(a)], Section 10(b) of the Securities

Exchange Act of 1934 ("Exchange Act") [15 U.S.C. §78j(b)], Exchange Act Rule 10b-5 [17

C.F.R. § 240.l0b-5], Sections 206(1) and 206(2) of the Investment Advisers Act of 1940

("Advisers Act") [15 U.S.c. §§ 80b-6(1), (2)], and Section 7(d) of the Investment Company Act

of 1940 ("Investment Company Act") [15 U.S.C. § 80a-7(d)].

5. There is good cause to believe that Defendants will continue to engage in the acts

and practices constituting the violations set forth in paragraph 4 unless restrained and enjoined

by an order of this Court.

6. There is good cause to believe that Defendants used improper means to obtain

investor funds and assets. There is also good cause to believe that Defendants will dissipate

assets and that some assets are located abroad.

7. An accounting is appropriate to determine the disposition of investor funds and to

ascertain the total assets that should continue to be frozen.

8. It is necessary to preserve and maintain the business records of Defendants from

destruction.

9. This proceeding is one in which the Commission seeks a preliminary injunction.

SEC v. Stanford International Bank, Ltd., et al.
Temporary Restraining Order, Order Freezing Assets,
and Other Relief
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10. The timing restrictions of Fed. R. Civ. P. 26(d) and (£), 30(a)(2)(C) and 34 do not

apply to this proceeding in light of the Commission's requested relief and its demonstration of

good ~ause.

11. Expedited discovery is appropriate to permit a prompt and fai~ hearing on the

Commission's Motion for Preliminary Injunction.

12. There is good cause to believe that Stanford, Davis, and Pendergest-Holt may

seek to leave the United States in order to avoid responsibility for the fraudulent acts alleged

herein.

IT IS THEREFORE ORDERED THAT:

A. Defendants, their officers, directors, agents, servants, employees, attorneys, and

all other persons in active concert or participation with them, are restrained and enjoined

from violating Section 17(a) of the Securities Act [15 U.S.C. § 77q(a)], directly or

indirectly, in the offer or sale of any security by the use of any means or instruments of

transportation or communication in interstate commerce or by the use of the mails, by:

(1) employing any device, scheme, or artifice to defraud; or

(2) obtaining money or property by means of any untrue statement of material

fact or any omission to state a material fact necessary in order to make the

statement(s) made, in the light of the circumstances under which they were

made, not misleading; or

(3) engaging in any transaction, practice, or course ofbusiness which operates or

would operate as a fraud or deceit upon the purchaser;

B. Defendants, their officers, directors, agents, servants, employees, attorneys, and

all other persons in active concert or participation with them, are restrained and enjoined

SEC v. Stanford International Bank, Ltd., et al.
Temporary Restraining Order, Order Freezing Assets,
and Other Relief
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from violating Section 1O(b) of the Exchange Act or Rille 1Ob-5 [15 U.S.C. § 78j(b) and 17

C.F.R. §240.l0b-5], directly or indirectly, in connection with the purchase or sale of any

security, by making use of any means or instrumentality of interstate commerce, or of the

mails, or ofany facility ofany national securities exchange:

(1) to use or employ any manipulative or deceptive device or contrivance in

contravention of the rules and regulations promulgated by the

Commission;

(2) to employ any device, scheme, or artifice to defraud;

(3) to make any untrue statement of a material fact or omit to state a material

fact necessary in order to make the statements made, in the light of the

circumstances under which they were made, not misleading; or

(4) to engage in any act, practice, or course ofbusiness which operates or would

operate as a fraud or deceit upon any person;

C. Stanford, Davis, Pendergest-Holt, SGC, SCM, their officers, directors, agents,

servants, employees, attorneys, and all other persons in active concert or participation

with them, are restrained and enjoined from violating Sections 206(1) and 206(2) of the

Advisers Act [15 U.S.C. §§80b-6(1), (2)], directly or indirectly, by use of the mails or any

means or instrumentality of interstate commerce, by:

(1) employing any device, scheme, or artifice to defraud any client or

prospective client; or

(2) engaging in any transaction, practice, or course of business which operates

as a fraud or deceit upon any client or prospective client;

SEC v. Stanford International Bank, Ltd., et al.
Temporary Restraining Order, Order Freezirig Assets,
and Other Relief
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D. SIB, SGC, their officers, directors, agents, servants, employees, attorneys, and all

other persons in active concert or participation with them, are restrained and enjoined

from violating Section 7(d) of the Investment Company Act [15 U.S.c. §80a-7(d)], directly

or indirectly, by use of the mails or any means or instrumentality of interstate commerce,

by:

(1) acting as an investment company, not organized or otherwise created

under the laws of the United States or of a State, and offering for sale,

selling, or delivering after sale, in connection with a public offering, any

security of which such company is the issuer; or

(2) acting as a depositor of, trustee of, or underwriter for such a company;

unless

(3) the Commission, upon application by the investment company not

organized or otherwise created under the laws of the United States or of a

State, issues a conditional or unconditional order permitting such company

to register and to make a public offering of its securities by use of the

mails and means or instrumentalities of interstate commerce.

5. Defendants, their officers, directors, agents, servants, employees, attorneys, and

all other persons in active concert or participation with them, who receive actual notice of this

Order by personal service or otherwise, and each of them, are hereby restrained and enjoined

from, directly or indirectly, making any payment or expenditure of funds belonging to or in the

possession, custody, or control of Defendants, or effecting any sale, gift, hypothecation, or other

disposition of any asset belonging to or in the possession, custody, or control of Defendants,

pending a showing to this Court that Defendants have sufficient funds or assets to satisfy all claims

SEC v. Stanford International Bank. Ltd., et al.
Temporary Restraining Order, Order Freezing Assets,
and Other Relief
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arising out of the violations alleged in the Commission's Complaint or the posting of a bond or

surety sufficient to assure payment of any such claim. This provision shall continue in full force

and effect until further ordered by this Court and shall not expire.

6. All banks, savings and loan associations, savings banks, trust companies,

securities broker-dealers, commodities dealers, investment companies, other financial or

depository institutions, and investment companies that hold one or more accounts in the name,

on behalf or for the benefit of Defendants are hereby restrained and enjoined, in regard to any

such account, from engaging in any transaction in securities (except liquidating transactions

necessary to comply with a court order) or any disbursement of funds or securities pending

further order of this Court. This provision shall continue in full force and effect until further order

by this Court and shall not expire.

7. All other individuals, corporations, partnerships, limited liability companies, and

other artificial entities are hereby restrained and enjoined from disbursing any funds, securities,

or other property obtained from Defendants without adequate consideration. This provision shall

continue in full force and effect until further order by this Court and shall not expire.

8. Defendants are hereby required to make an interim accounting, under oath, within

ten days of the issuance of this order or three days prior to any hearing on the Commission's

Motion for Preliminary Injunction, whichever is sooner: (1) detailing all monies and other

benefits which each received, directly or indirectly, as a result of the activities alleged in the

Complaint (including the date on which the monies or other benefit was received and the name,

address, and telephone number of the person paying the money or providing the benefit); (2)

listing all current assets wherever they may be located and by whomever they are being held

(including the name and address of the holder and the amount or value of the holdings); and (3)

SEC v. Stanford International Bank, Ltd., et at.
Temporary Restraining Order, Order Freezing Assets,
and Other Relief
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listing all accounts with any financial or brokerage institution maintained in the name of, on

behalf of, or for the benefit of, Defendants (including the name and address of the account holder

and the account number) and the amount held in each account at any point during the period

from January 1, 2000 through the date of the accounting. This provision shall continue in full

force and effect until further order by this Court and shall not expire.

9. Defendants, their officers, directors~ agents, servants, employees, attorneys, and

all other persons in active concert or participation with them, including any bank, securities

broker-dealer, or any financial or depositary institution, who receives actual notice of this Order

by personal service or otherwise, and each of them, are hereby restrained and enjoined from

destroying, removing, mutilating, altering, concealing, or disposing of, in any manner, any books

and records owned by, or pertaining to, the financial transactions and assets of Defendants or any

entities under their control. This provision shall continue in full force and effect until further order

by this Cowt: and shall not expire.

10. The United States Marshal in any judicial district in which Defendants do

business or may be found, or in which any Receivership Asset may be located, is authorized and

directed to make service of process at the request of the Commission.

11. The Commission is authorized to serve process on, and give notice of these

proceedings and the relief granted herein to, Defendants by U.S. Mail, e-mail, facsimile, or any

other means authorized by the Federal Rules of Civil Procedure.

12. Expedited discovery may take place consistent with the following:

A. Any party may notice and conduct depositions upon oral examination and

may request and obtain production of documents or other things for

inspection and copying from parties prior to the expiration of thirty days

SEC v. Stanford International Bank, Ltd., et al.
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after service of a summons and the Plaintiff Commission's Complaint

upon Defendants.

B. All parties shall comply with the provisions of Fed. R. Civ. P. 45

regarding issuance and service of subpoenas, unless the person designated

to provide testimony or to produce documents and things agrees to provide

the testimony or to produce the documents or things without the issuance

. of a subpoena or to do so at a place other than one at which testimony or

production can be compelled.

C. Any party may notice and conduct depositions upon oral examination

subject to minimum notice of seventy-two (72) hours.

D. All parties shall produce for inspection and copying all documents and

things that are requested within seventy-two (72) hours of service of a

written request for those documents and things.

E. All parties shall serve written responses to written interrogatories within

seventy-two (72) hours after service of the interrogatories.

13. All parties shall serve written responses to any other party's request for discovery

and the interim accountings to be provided by Defendants by delivery to the Plaintiff

Commission address as follows:

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Fort Worth Regional Office
Attention: David Reece
Burnett Plaza, Suite 1900
801 Cherry Street, Unit #18
Fort Worth, TX 76102-6882
Facsimile: (817) 978-4927

SEC v. Stanford International Bank, Ltd., et al.
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and by delivery to other parties at such addressees) as may be designated by them in writing.

Such delivery shall be made by the most expeditious means available, including e-mail and

facsimile.

14. Stanford, Davis, and Pendergest-Holt shall surrender their passports, pending the

determination of the Commission's request for a preliminary injunction, and are barred from

traveling outside the United States.

15. Defendants, their directors, officers, agents, servants, employees, attorneys,

depositories, banks, and those persons in active concert or participation with anyone or more of

them, and each of them, shall:

(a) take such steps as are necessary to repatriate to the territory of the United States

all funds and assets of investors described in the Commission's Complaint in this

action which are held by them, or are under their direct or indirect control, jointly

or singly, and deposit such funds into the Registry of the United States District

Court, Northern District ofTexas; and

(b) provide the Commission and the Court a written description of the funds and

assets so repatriated.

16. Defendants shall serve, by the most expeditious means possible, including e-mail

and facsimile, any papers in opposition to the Commission's Motion for Preliminary Injunction

and for other relief no later than 72 hours before any scheduled hearing on the Motion for

Preliminary Injunction. The Commission shall serve any reply at least 24 hours before any

hearing on the Motion for Preliminary Injunction by the most expeditious means available,

including facsimile.

SEC v. Stanford International Bank, Ltd., et aJ.
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17. Unless extended by agreement of the parties, the portion of this order that
l

constitutes a temporary restraining order shall expire at~ o'clock fm. on the L day of

f'A+r"k 2009 or at such later date as may be ordered by this Court. All othe~ pro~sions o!

this order shall remain in full force and effect until specifically modified by further order of this

Court. Unless the Court rules upon the Commission's Motion for Preliminary Injunction

pursuant to Fed. R. Civ. P. 43(e), adjudication of the Commission's Motion for Preliminary

Injunction shall take place at the United States CourthoUse,~allas,

Texas, on the )J.. day of J\N.rc.k ,2009, at to o'clock -'L.m. II 00 Co WlM~( c€ ~<et
ua,lla.s "~tt S 1'5',1.4J.. (~a.(' 1 Ca. b(.ll13IJ~). .

EXECUTED AND ENTERED at 1/:*0 . o'clock£R.m. CST this 16th day of February
2009.

SEC v. Stanford International Bank, Ltd., et al.
Temporary Restraining Order, Order Freezing Assets,
and Other Relief
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UNITED STATES DISTRICT COURT 
 

MIDDLE DISTRICT OF LOUISIANA 
 
SANDRA ALLEN, ON    *  
BEHALF OF HERSELF AND ALL   * 
OTHERS SIMILARLY SITUATED,  * 
       * 
    PLAINTIFFS, * C.A. NO. _________________ 
       * 
VERSUS      *  
       *  
STANFORD GROUP COMPANY,   * 
STANFORD FINANCIAL GROUP,  * 
STANFORD INTERNATIONAL   * 
BANK LTD., STANFORD HOLDINGS, INC., * 
STANFORD CAPITAL     * 
MANAGEMENT, LLC, R. ALLEN   * 
STANFORD, JAMES DAVIS, and   * 
LAURA PENDERGREST-HOLT,   * 
       * 
    DEFENDANTS. * 
______________________________________________________________________________  

CLASS ACTION COMPLAINT 

 1. NOW INTO COURT, through undersigned counsel, comes Plaintiff, Sandra 

Allen, individually and as representative of all persons and entities similarly situated, who 

alleges as follows: 

 2. This is a class action suit brought pursuant to the provisions of the Rule 23 of the 

Federal Rules of Civil Procedure, by Plaintiff Sandra Allen, individually, and on behalf of all 

other persons and entities similarly situated (hereinafter referred to as “Plaintiffs”), who are 

residents of the United States, to obtain relief from Defendants Stanford Group Company, 

Stanford Financial Group, Stanford International Bank, LTD., Stanford Holdings, Inc., Stanford 

Capital Management, LLC (collectively referred to as “Stanford”), R. Allen Stanford, James 

Davis and Laura Pendergest-Holt, collectively referred to as “individual Defendants”), based on 

the facts and causes of action stated below. 

 



THE PARTIES 

 3. Plaintiff, Sandra Allen, is a person of full age of majority who is domiciled in the 

Parish of East Baton Rouge, State of Louisiana. Plaintiff is a member of the Plaintiff Class 

defined herein, and Plaintiff will adequately represent the interests of the Plaintiff Class as the 

class representative in this case. 

 4. Named as Defendants are: Stanford Group Company, Stanford Financial Group, 

Stanford International Bank, LTD., Stanford Holdings, Inc., Stanford Capital Management, LLC 

(collectively referred to as “Stanford”), R. Allen Stanford, James Davis and Laura Pendergest-

Holt, (collectively referred to as “individual Defendants”).   

    JURISDICTION AND VENUE 

 5. The investments offered and sold by Stanford are “securities” under Section 2(1) 

of the Securities Act of 1933 [15 U.S.C. § 77b], and Section 3(a)(10) of the Securities Exchange 

Act of 1934 [15 U.S.C. § 78c].     

 6. This Court has jurisdiction over this action, and venue is proper, under Section 

22(a) of the Securities Act of 1933[15 U.S.C. § 77v(a)], and Section 27 of the Securities 

Exchange Act of 1934[15 U.S.C. § 78a]. 

7. Venue is proper in this district pursuant to 28 U.S.C. § 1391(b) because (1) a 

substantial part of the events or omissions giving rise to Plaintiff’s claims occurred in this district 

and (2) the defendants are subject to personal jurisdiction in this district. 

 
     INTRODUCTION 

8. This is an action brought by Plaintiff pursuant to various provisions of the 

Securities Act of 1933 and the Securities Exchange Act of 1934.  

9. Stanford and the individual Defendants engaged or participated in the 

implementation of manipulative devices to falsely report investment returns to customers, made 

or participated in the making of false and misleading statements, and participated in a scheme to 



defraud, or a course of business that operated as a massive fraud or a deceit on its customers.  As 

a result of Defendants’ wrongful conduct and scheme, thousands of investors placed millions of 

dollars into Stanford’s managed portfolios, including the purchase of “depositor-secured” 

Certificates of Deposit, and have sustained significant financial losses. 

10. This fraud was accomplished through the direction and active participation of the 

individual Defendants who knowingly violated Securities and Exchange Commission (“SEC”) 

and the Financial Industry Regulatory Authority regulatory provisions, and federal securities 

law.  When certain employees of Stanford complained about discrepancies in certain investment 

results, Stanford, through its officers and directors (including the individual Defendants), 

knowingly attempted to “cover up” this information, opting instead to hide and obstruct the truth, 

and Stanford’s duty of compliance with regulatory and statutory law, and its fiduciary duty of 

full and fair disclosure to its customers. Accordingly, Plaintiff and the Class members are 

entitled to rescind the sales and recover damages. 

FACTS RELEVANT TO PLAINTIFF 

 11. In 2008, Plaintiff, Sandra Allen, individually entrusted a significant amount of 

money to Stanford for investment on her behalf, including the purchase of a Certificate of 

Deposit issued by Stanford International Bank, Ltd. (“SIB”), based upon materially false and 

misleading information disseminated by Defendants, to the effect that Stanford was a legitimate 

enterprise engaged in the lawful brokerage and sale of investment securities, with the purported 

rates of return on investment.   

 12.      In determining to invest monies through Stanford, Plaintiff naturally, reasonably, 

and justifiably relied upon Defendants’ misrepresentations in deciding to make such investment. 

 13.    As a consequence of Defendants’ fraud as alleged herein, Plaintiff has been 

damaged in an amount to be proven at trial. 

   



FACTS RELEVANT TO DEFENDANTS 

 
 14. Stanford is composed of the above named U.S. companies and its flagship entity, 

an offshore bank known as Stanford International Bank, Ltd.  All of these companies are 

controlled by R. Allen Stanford, who is either the founder, chairman, and/or chief executive 

officer of all related Stanford companies.  

 15. Defendant R. Allen Stanford, 58, is a Texas billionaire with a reported net worth,  

according to Forbes, of an estimated $2.2 billion, making him the 205th on Forbes 2008 list of the 

richest people in the U.S. worldwide.  He often refers to the meager beginnings of his father’s 

insurance business in Mexia, Texas during the Depression, but he equally touts his prominent 

business and political influence in the twin island Caribbean nation of Antigua and Barbuda, 

where he was knighted by Sir Allen in 2006, and where his Antiguan-based offshore bank is 

located.  

 16. With reported assets of $1 billion in 2001, SIB now has more than $8.5 Billion in 

total assets, according to the bank’s report in December 2008.  To do so, R. Allen Stanford and 

his key management engaged in a campaign to substantially increase SIB assets in Antigua by 

selling high-yield certificates of deposits to affluent U.S. investors through Stanford’s network of 

U.S. companies.  U.S. investors are actively solicited to purchase SIB-issued CDs through his 

array of affiliated companies.  Stanford Group Company is owned by Stanford Group Holdings, 

Inc., which is in turn owned by R. Allen Stanford.  For all practical and legal reasons, all related  

companies are owned and controlled by R. Allen Stanford.  
 
 17. Defendant R. Allen Stanford has created a complex web of affiliated companies 

that exist and operate under the brand Stanford Financial Group (“SFG”). SFG is described as a 

privately-held group of companies that has in excess of $50 billion “under advisement.”  



 18. SIB, an Antiguan bank charted under the laws of the sovereign nation of Antigua 

and Barbuda, boasts in its promotional literature that “deposit safety” is its “number one 

priority.”  Acting in concert with Stanford’s U.S. based companies, the offshore bank taps into 

the lucrative U.S. investor market through the conduit of Stanford Group Companies (“SGC”), 

and its 29 affiliated offices throughout the U.S. In all cases, SGC aggressively pushed its 

advisors to sell the SIB CD’s program and rewarded them handsomely for their success. 

 19.      Among the platform of financial products offered by SGC, the sale of SIB CDs 

offered the greatest incentive to financial advisors.  The campaign involved direct pressure on 

the financial advisors to sell the foreign CDs, coupled with bonus incentives for employees who 

could generate the greatest number of deposits.  The program was aptly named as “The Contest.”  

An “SIB Scoreboard” was kept, listing each group’s performance in meeting their quota, which 

determined the size of bonus they would receive. 

 20.      From a 3% referral fee payable to SGC on every SIB CD sold, SGC advisers 

received a 1% commission if they sold $2 million of SIB CDs in a quarter.  They would also 

receive as much as a 1% trailing commission throughout the term of the CD if they maintained 

the $2 million per quarter production hurdle.  This commission structure provided a powerful 

incentive for SGC financial advisers to aggressively sell CDs to the U.S. investors, and was used 

extensively to recruit new advisors to SGC. 

 21.      SGC aggressively expanded its number of financial advisors in the United States.  

Through this expansion, SIB’s network of representatives who sold CD products grew 

substantially.  According to the Annual Report and information provided to advisors, the total 

assets at SIB grew exponentially from 2001 to 2008, from approximately $1.0 billion in July 

2001, to approximately $5.0 billion in October 2006.  By the end of 2007, SIB sold $6.7 billion 



of CDs, and in its latest report of December 2008, SIB reports over 30,000 clients, representing 

$8.5 billion in total assets. 

 22.      SIB aggregated all funds from the sale of CDs, and purportedly reinvested those 

funds pursuant to an investment strategy monitored by a group of analysts in Memphis, 

Tennessee, who reported to senior investment officers.  According to SIB’s Annual Reports for 

2005 and 2006, which were signed by R. Allen Stanford and James Davis, the bank invested 

customer deposits “in a well-balanced global portfolio of marketable financial instruments, 

namely U.S. and international securities and fiduciary placements.” 

 23.      SIB CDs are offered in three forms at varying terms:  Fixed, Flex and Index 

Linked.  Each CD offers a substantially higher rate of return compared to domestic certificates of 

deposit.  For example, SIB offered 7.45% as of June 1, 2005, 7.878% as of March 20, 2006 for a 

fixed rate CD based on an investment of $100,000. Plaintiff’s 60 month CD, issued in 2008, 

promised to pay interest at a base rate of 8.275%, with an annual yield of 10.25%.   

 24.      SGC advisors who questioned how SIB could pay such high rates of return for 

CDs compared to U.S. banks were told that the bank’s investment strategy had garnered 

consistently high investment returns on its portfolio.  However, any attempts to discover the 

specifics of the investment portfolio were rebuffed, and advisors were summarily told that SIB 

could not disclose the details of its assets or portfolio managers, except to say that the assets 

were safe in a globally diversified portfolio that was capable of 90% liquidation within 48 hours. 

 25.    To allay advisors’ concerns, and facilitate sale of the foreign CDs, senior 

management at SGC and SIB, including the individual Defendants, had to create the appearance 

of a stable, liquid, and secure CD, comparable to the low risk associated with a familiar domestic 

CD.  Advisors were deceived by senior management, including the individual Defendants, to 



make the following misrepresentations which operate as a fraud or a deceit on purchasers of the 

SIB CDs: 

• The CDs are liquid, minimally leveraged, and can be redeemed at any time. 

• SIB is strongly capitalized with R. Allen Stanford’s own personal funds, and  

depositor security is the number one priority. 

• The SIB investment portfolio was monitored by a team of analysts and    

consistently generates more investment return than is paid out in CD interest       

and expenses so that the principal is not really ever in jeopardy. 

• The SIB CDs are secure because of insurance coverage from Lloyd’s and 

other underwriters, and Excess FDIC. 

• The SIB investment portfolio is overseen by a regulatory authority in Antigua, 

and an independent auditor who verified and audited financial statements of 

SIB. 

 26.      These misrepresentations were false and misleading when made to customers who 

purchased the SIB CDs. 

 27.      SGC/SCM induced clients, including non-accredited, retail investors, to invest in 

excess of $1 billion in its managed investment program called “Stanford Allocation Strategies” 

(“SAS”) by touting its track record of “historical performance.”  SGC/SCM highlighted the 

purported SAS track record in thousands of client presentation books. 

 28.      SGC/SCM used these impressive, but fictitious, performance results to grow the 

SAS program from less than $10 million in assets in 2004 to over $1 billion in 2008. 

 29.      SGC/SCM also used the SAS track record to recruit financial advisors away from 

legitimate advisory firms who had significant books of business. 



 30. SGC/SCM told investors that SAS has positive returns for periods in which actual 

SAS clients lost substantial amounts.  Upon information and belief, in 2000, actual SAS client 

returns ranged from negative 7.5% to positive 1.1%.  In 2001, actual SAS client returns ranged 

from negative 10.7% to negative 2.1%.  And, in 2002, actual SAS client returns ranged from 

negative 26.6% to negative 8.7%.  These return figures are all gross of SCM advisory fees 

ranging from 1.5% to 2.75%.  Thus, Stanford’s claims of substantial market out performance 

were blatantly false (e.g., a claimed return of 18.04% in 2000, when actual SAS investors lost as 

much as 7.5%). 

 31.      SGC/SCM’s management knew that the advertised SAS performance results were 

misleading and inflated.  From the beginning, SCM management knew that the pre-2005 track 

record was purely hypothetical, bearing no relationship to actual trading.  And, as early as 

November 2006, SGC/SCM investment advisors began to question why their actual clients were 

not receiving the returns advertised in pitch books. 

 32.      In response to these questions, SGC/SCM hired an outside performance reporting 

expert to review certain of its SAS performance results.  In late 2006 and early 2007, the expert 

informed SGC/SCM that the performance results for the twelve months ended September 30, 

2006 were inflated by as much as 3.4 percentage points.  Moreover, the expert informed 

SGC/SCM managers that the inflated performance results included unexplained “bad math” that 

consistently inflated the SAS performance results over actual client performance.  Finally, in 

March 2008, the expert informed SGC/SCM managers that the SAS performance results for 

2005 were also inflated by as much as 3.25 percentage points. 

 33.      Despite their knowledge of the inflated SAS returns, SGC/SCM management 

continued using the pre-2005 track record.  In fact, in 2008 pitch books, they presented the back-



tested pre-2005 performance data under the heading “Historical Performance” and “Manager 

Performance” along side the audited 2005 through 2008 figures. 

 34.      Finally, SGC/SCM compounded the deceptive nature of the SAS track record by 

blending the back-tested performance with audited composite performance to create annualized 5 

and 7 year performance figures that bore no relation to actual SAS client performance. 

 35.      Other than the fees paid by SIB to SGC for the sale of the CDs, SAS was the 

second most significant source of revenue for the firm. In 2007 and 2008, SCG earned 

approximately $25 million in fees from the marketing of the SAS program. 

CLASS ACTION ALLEGATIONS 

 36. This action is brought as a class action pursuant to Rule 23 of the Federal Rules of 

Civil Procedure.  Plaintiffs are pursuing this action to secure redress on behalf of all persons and 

entities in the United States who have suffered damages as a consequence of Defendants’ 

violations of federal securities laws and regulations.  Plaintiff brings the claims herein on behalf 

of herself and all other persons and entities similarly situated, and seeks certification of the 

following Plaintiff Class: 

  All persons or entities in the United States who purchased securities and  
  certificates of deposit sold by or through the Defendant Stanford entities,  
  or other selling agents affiliated with the Stanford entities, from    
  January 1, 2000 until February 17, 2009 inclusive (the “Class Period”),  
  excluding Defendants and all officers and directors of Defendants during  
  the Class Period (“the Class”). 
 

37. Specifically excluded from the proposed Plaintiff Class are the Judge to whom the 

case is assigned; the Defendants, officers, directors, agents, trustees, representatives or 

employees of Defendants; or entities controlled by Defendants, and their heirs, successors, 

assigns, or other persons or entities related to or affiliated with Defendants and/or their officers 

and/or directors.   



 38. Membership in the Class is so numerous as to make it impractical to bring all 

class members before the Court as individual Plaintiffs.  The exact number of Class members is 

unknown, though believed to be in the tens of thousands, but can be reasonably determined from 

the records maintained by Defendants.   

 39. A class action is superior to other available methods for the fair and efficient 

adjudication of this litigation.  Individual litigation would be unduly burdensome to the courts in 

which individual litigation would proceed.  The disposition of these claims in a class action will 

provide substantial benefits to the Class members, the public, and the courts.   

 40. Defendants’ process and procedure for marketing, promoting, and selling 

investment products, including CDs and securities, were uniform.  Total uniformity in this 

respect is consistent with class action principles.  This action alleges violations of specific 

federal securities laws and regulations during a specific time period by Defendants, and thus a 

singular legal focus on the nature and content of Defendants’ conduct is present.   

 41. Individual litigation would present the potential for varying, inconsistent, or 

contradictory judgments and would magnify the delay and expense to all parties and to the court 

system resulting from multiple trials of the same factual issues.  Plaintiff knows of no difficulty 

to be encountered in the management of this action that would preclude its maintenance as a 

class action.  Accordingly, relief concerning Plaintiff’s rights under the laws herein alleged and 

with respect to the Plaintiff Class would be proper.  This class action provides the benefits of 

unitary adjudication, economies of scale and comprehensive supervision by a single court.   

 42. Plaintiff is a member of the Plaintiff Class described herein and will adequately 

and fairly represent the interests of the classes.  Plaintiff has retained counsel who are 



experienced in class action litigation and are well-qualified and competent to represent the 

Plaintiff Class.  

 43. Neither Plaintiff nor her attorneys have any interests which are contrary to, or 

conflicting with, those of the Class members.  Accordingly, the interests of the Class members 

will be adequately protected and advanced.  In addition, the interests of Plaintiff and members of 

the Class are aligned because they have a strong interest in securing their right to recover 

damages. 

 44. This action has been brought and may properly be maintained as a class action 

under the Federal Rules of Civil Procedure.  The Class satisfies the numerosity, commonality, 

typicality, adequacy, and superiority requirements of Rule 23 of the Federal Rules of Civil 

Procedure because there is a well-defined community of interests and common questions of law 

and fact which predominate over any questions affecting only individual members of the classes.  

These common legal and factual questions do not vary from one class member to another, and 

may be determined on a class-wide basis without reference to the individual circumstances of 

any class member.  These questions include, but are not limited to, the following: 

  (a) whether Defendants violated Section 10b and rule 10b-5 of  

   the Securities Exchange Act of 1934, 15 USC § 78a, by  

   fraudulently inducing Plaintiffs and the Class to purchase  

   investments marketed by Stanford through the use of  

   materially false and misleading Monthly Account   

   Statements, sales materials and oral presentations; 

  (b) whether Defendants violated the provisions of the   

   Securities Exchange Act Section 10b and rule 10b-5 by  



   knowingly or with severe recklessness providing the  

   substantial assistance in connection with the violations of  

   Securities Exchange Act Section 10(b) [15 U.S.C. § 78j(b)] 

   and Rule 10b-5 [17 C.F.R. § 240.10b-5] alleged herein; 

  (c) whether Defendants violated the provisions of the   

   Securities Exchange Act Section 12 by knowingly or with  

   severe recklessness communicating material misstatements  

   and/or omissions that were disseminated by use of the  

   means and instruments of transportation or communication  

   in interstate commerce or of the mails; and,  

  (d) whether Defendants violated the provisions of the   

   Securities Exchange Act Section 17(a) by knowingly or  

   with severe recklessness (a) employing devices, schemes or 

   artifices to defraud; (b) obtaining money or property by  

   means of untrue statements of material fact or omissions to  

   state material facts necessary in order to make the   

   statements made, in light of the circumstances under which  

   they were made, not misleading; and (c) engaging in  

   transactions, practices or courses of business which operate 

   or would operate as a fraud or deceit. 

 45. Plaintiff’s claims are typical of the class she represents.  Plaintiff and members of 

the class all invested in CDs or securities through Stanford and based on representations made by 



Defendants.  The losses experienced by Plaintiff were caused by the same events and conduct 

that gives rise to the claims of the other class members. 

 46. Notice can be provided to members of the Plaintiff Class by a combination of 

published notice, Internet notice, and first-class mail using techniques and forms of notice 

similar to those customarily used in product liability cases and class actions.   

CAUSES OF ACTION 
FIRST CLAIM 

 
FIRST CLAIM FOR RELIEF 

(Violations of § 10(b) of the Securities and Exchange Act and Rule 10-b5) 
 

47.  Plaintiff repeats and re-alleges each and every allegation contained in the 

foregoing paragraphs as if set forth herein. 

48. As more fully set forth in the factual allegations above, Defendants, through the 

use of the mails and the means and the instrumentalities of interstate commerce, fraudulently 

induced Plaintiff and the Class to purchase investments, being marketed by Stanford through the 

use of materially false and misleading Monthly Account Statements, sales materials and oral 

presentations. 

 49. Defendants knowingly transmitted to Plaintiff and the Class and disseminated, 

directly and through its agents, materially false and misleading statements, as more fully 

described above, describing and recommending the purchase of the securities purchased by 

Plaintiff and the Class. 

50. At the time of the misstatements and omissions described above, Defendants 

knew or should have known that such statements were materially false and misleading and 

omitted facts required in order to make the statements made, in light of the circumstances under 



which they were made, not misleading, but knowingly or recklessly made such statements to 

Plaintiff and the Class in order to induce them to purchase the investments. 

51. Plaintiff and the Class reasonably relied upon the information provided to them 

and statements made by Stanford and its agents recommending the purchase of the securities.  At 

the time of such investments, Plaintiff and the Class had no knowledge that the information and 

recommendations provided by Defendants contained material misstatements and omissions. 

52. Plaintiff and the Class would not have purchased the CDs and securities but for 

the materially false and misleading information provided to them by Defendants. 

53. As a result of their investments, Plaintiff and the Class have been damaged and 

their original investment capital has been substantially depleted. 

SECOND CLAIM 
AS TO STANFORD, DAVIS, COMEAUX, PARRISH AND PENDERGEST-HOLT 

Aiding and Abetting Violations of Securities Exchange Act Section 10(b) and Rule 10b-5 
 

54. Plaintiff repeats and re-alleges each and every allegation contained in the 

foregoing paragraphs as if set forth herein. 

55. In addition to violating the provisions of the Securities Exchange Act Section 

10(b) and Rule 10b-5, Stanford, Davis, and Pendergest-Holt, in the manner set forth above, 

knowingly or with severe recklessness provided substantial assistance in connection with the 

violations of Securities Exchange Act Section 10(b) [15 U.S.C. § 78j(b)] and Rule 10b-5 alleged 

herein. 

56. For these reasons, Stanford, Davis, Pendergest-Holt, Comeaux, and Green aided 

and abetted violations of Section 10(b) of the Exchange Act [15 U.S.C. . § 78j(b)] and  Rule 10b-

5. 

 



THIRD CLAIM 
(Violations of Section 12 of the Securities Act) 

 
 

 57. Plaintiffs repeat and re-allage each and every allegation contained in the 

foregoing paragraphs as if set forth herein. 

58. Defendants sold the securities to Plaintiff by means of oral and written 

communications, which contained material misstatements and/or omissions and were 

disseminated by use of the means and instruments of transportation or communication in 

interstate commerce or of the mails. 

59. Plaintiff and the Class, without knowledge of the falsity of Defendants’ 

statements and of the material omissions in the written materials provided by Defendants 

including, but not limited to, Monthly Account Statements and other misrepresentations made by 

Defendants, as described above, and reasonably believing such statements to be true and 

complete, purchased investments from Defendants. 

60. Plaintiff and the Class would not have purchased the investments but for the 

materially false and misleading information provided to them by Defendants. 

 61. By virtue of the foregoing, Plaintiff and the Class have been damaged and are 

entitled to damages and other relief for Defendants’ violations of Section 12 of the Securities Act 

as alleged herein. 

FOURTH CLAIM 
(Violations of Section 17(a) of the Securities Act) 

 
 62. Plaintiff repeats and re-alleges each and every allegation contained in the 

foregoing paragraphs as if set forth herein. 

63. Defendants, directly or indirectly, singly or in concert with others, in the offer and 

sale of securities, by use of the means and instruments of transportation and communication in 



interstate commerce and by use of the mails, have: (a) employed devices, schemes or artifices to 

defraud; (b) obtained money or property by means of untrue statements of material fact or 

omissions to state material facts necessary in order to make the statements made, in light of the 

circumstances under which they were made, not misleading; and (c) engaged in transactions, 

practices or courses of business which operate or would operate as a fraud or deceit. 

64. As part of and in furtherance of this scheme, Defendants, directly or indirectly, 

prepared, disseminated or used contracts, written offering documents, promotional materials, 

investor and other correspondence, and oral presentations, which contained untrue statements of 

material fact and which omitted to state material facts necessary in order to make the statements 

made, in light of the circumstances under which they were made, not misleading. 

65. Defendants made the referenced misrepresentations and omissions knowingly or 

grossly recklessly disregarding the truth. 

 66. For these reasons, Plaintiff and the Class have been damaged, and are entitled to 

damages and other relief for Defendants’ violation of Section 17(a) of the Securities Act as 

alleged herein. 

67. Plaintiff prays for a trial by jury. 

PRAYER FOR RELIEF 

 Wherefore, Plaintiff prays for judgment as follows: 
 

1. For an order certifying that this action may be maintained as a class action against 

Defendants, establishing an appropriate Class, appointing Plaintiff Sandra Allen 

as Class Representative and her counsel to represent the Class, and directing that 

reasonable notice of this action be given to the Class  members; 



2. For an award of all remedies and damages incurred as a consequence of the 

liability of the Defendants, together with legal interest thereon from the date of 

judicial demand until paid; 

3. For disgorgement and restitution of all earnings, profits, compensation and 

benefits received by Defendants as a result of their unlawful acts and practices; 

 4. For an award of a reasonable sum for attorney fees; 

 5. For the costs of these proceedings;  

 6. For such other and further relief as this Court may deem just and proper; and,  

 7. For trial by jury. 

BY ATTORNEYS: 
 
 
       /s/ Patrick W. Pendley                                        

PATRICK W. PENDLEY (LSBA# 10421) 
CHRISTOPHER L. COFFIN (LSBA# 27902) 
STAN P. BAUDIN (LSBA# 22937) 
NICHOLAS R. ROCKFORTE (LSBA #31305) 
PENDLEY, BAUDIN & COFFIN, L.L.P. 
P.O. DRAWER 71 
24110 EDEN STREET 
PLAQUEMINE, LOUISIANA 70765 
TEL:  (225) 687-6396 
FAX: (225) 687-6398 
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AO 440 (Rev. 02/09) Summons in a Civil Action

UNITED STATES DISTRICT COURT
for the

Middle District of Louisiana

Sandra Allen, on behalf of herself and all others
Plaintiff

v.
Stanford Group Company, et al.

Defendant

)
)
)
)
)

Civil Action No.

SUMMONS IN A CIVIL ACTION

To: (Defendant's name and address) LAURA PENDERGREST-HOLT
408 E. Clayton Street
Baldwyn, MS 38824

OR WHEREVER FOUND

A lawsuit has been filed against you.

Within 20 days after service of this summons on you (not counting the day you received it) - or 60 days if you
are the United States or a United States agency, or an officer or employee of the United States described in Fed. R. Civ.
P. 12 (a)(2) or (3) - you must serve on the plaintiff an answer to the attached complaint or a motion under Rule 12 of
the Federal Rules of Civil Procedure. The answer or motion must be served on the plaintiff or plaintiff's attorney,
whose name and address are: Christopher L. Coffin

Pendley, Baudin & Coffin, LLP
P.O. Drawer 71
24110 Eden Street
Plaquemine, LA 70765

If you fail to respond, judgment by default will be entered against you for the relief demanded in the complaint.
You also must file your answer or motion with the court.

CLERK OF COURT

Date: _
Signature ofClerk or Deputy Clerk
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IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF TEXAS

DALLAS DIVISION

SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,

v.

STANFORD INTERNATIONAL BANK, LTD.,
STANFORD GROUP COMPANY,
STANFORD CAPITAL MANAGEMENT, LLC,
R. ALLEN STANFORD, JAMES M. DAVIS, and
LAURA PENDERGEST-HOLT,

Defendants.

§
§
§
§
§
§
§
§
§
§
§
§
§

Case No.: 3:09-CV-00298-L

/:01 /Y) L~..-:s!f])

NOTICE OF APPEARANCE OF COUNSEL FOR RECEIVER

The undersigned counsel hereby give notice that they have been retained to

serve as counsel of record for Ralph S. Janvey in his capacity as Receiver in the above-

referenced matter. Counsel hereby requests that copies of all notices, orders and

pleadings relating to this matter be served on the undersigned counsel.
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Respectfully submitted,

BAKER BOTTS L.L.P.

By: /s/ Kevin Sadler
Kevin M. Sadler, Lead Attorney
State Bar No. 17512450
kevin.sadler@bakerbotts.com
Robert I. Howell
State Bar No. 10107360
robert.howell@bakerbotts.com
David T. Arlington
State Bar No. 00790238
david.arlington@bakerbotts.com
1500 San Jacinto Center
98 San Jacinto Boulevard
Austin, Texas 78701-4078
Tel: 512.322.2500
Fax: 512.322.2501

Timothy S. Durst
State Bar No. 00786924
tim.durst@bakerbotts.com
BAKER BOTTS L.L.P.
2001 Ross Avenue
Dallas, Texas 75201-2980
tel.: (214) 953-6500
fax.: (214) 953-6503

Attorneys for Ralph Janvey, Receiver

2
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Certificate ofService

On February 17, 2009 I electronically submitted the foregoing document with the

clerk of court for the U.S. District Court, Northern District of Texas, using the electronic

case filing system of the court. I hereby certify that I have served all counsel and/or pro

se parties of record electronically or by another manner authorized by Federal Rule of

Civil Procedure 5(b)(2).

/s/ Kevin Sadler
Kevin Sadler

3
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• ORIGINAL
IN THE UNITED STATES DISTRICT CO
FOR THE NORTHERN DISTRICT OF T

DALLAS DIVISION

U.S. DISTRICT COURT
NORTHERN DISTRICT OF TEXAS

FILED

FEB 172~
,

SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,

v.

STANFORD INTERNATIONAL BANK, LTD.,
STANFORD GROUP COMPANY,
STANFORD CAPITAL MANAGEMENT, LLC,
R. ALLEN STANFORD, JAMES M. DAVIS, and
LAURA PENDERGEST-HOLT

Defendants.

§
§
§
§
§
§
§
§
§
§
§
§
§

Case No.:

S-09CV0298-L

CERTIFICATION UNDER FED.R.CIV.P. 65(b)

I, James Kevin Edmundson, do hereby declare under penalty of perjury, in accordance

with 28 U.S.C. §1746, that the following is true and correct, and further that this declaration is

made on my personal knowledge and that I am competent to testify as to the matters stated

herein:

1. I am an attorney-at-law.

2. I am currently admitted to practice in the State ofTexas.

3. I have worked in the Enforcement Division of the United States Securities and

Exchange Commission for 14 years. I currently serve as Fort Worth Assistant Regional Director

of Enforcement. I served for 10 years in the trial unit of the Enforcement Section, two years as

Supervisory Trial Counsel directing the operations of the trial unit.

4. Between October 1, 1998, and the present, the Fort Worth District Office of the

United States Securities and Exchange Commission has filed 61 civil injunctive actions in which
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the Commission sought emergency relief. I In several of those cases, including ones in which the

1. SEC v. Star Exploration, Inc., et aI, No. 3:08-cv-2248-0 (N.D. Tex. 2008)(O'Connor, R.)(order
appointing receiver); SEC v. Patrick Henry Haxton, et al., No. 3-08CYI467-L (N.D. Tex. 2008)(Lindsay, J.)(
granting asset freeze, temporarily restraining order, requiring accountings; prohibiting document alteration or
destruction, authorizing expedited discovery; and authorizing alternative methods of service); SEC v. W Financial
Group, LLC, et al., No. 3:08-CY-499-N (N.D. Tex. 2008)(Godbey, D.)(granting temporary restraining order, order
freezing assets, requiring preparation of sworn accountings, prohibiting document alteration or destruction,
authorizing expedited discovery, repatriating all funds and assets and authorizing alternative methods of service);
SEC v. McNaul, IL et al., No.08-1159-JTM (D. Kan. 2008)(Marten, J.)(granting order freezing assets and requiring
preservation of documents, and order appointing receiver); SEC v. T-Bar Resources, LLC, et al., No. 3-07-CY-1994
(N.D. Tex. 2007)(Boyle, 1.)(granting agreed preliminary injunction and emergency asset freeze, and appointment of
receiver); SEC v. Terax Energy, Inc., No. 3-07-CY-1554 (N.D. Tex. 2007)(Lynn, B.) (granting temporary
restraining order, order freezing assets, requiring an accounting, requiring preservation of documents, and
authorizing expedited discovery); SEC v. Roberts, et al., No. 4:07-CY786-JLH (E.D. AR. 2007)(HoImes,
J.)(granting agreed order of preliminary injunction, order freezing assets, requiring an accounting, and requiring
preservation of documents); SEC v. AmeriFirst Funding, et al., No. 3-07-CY-1188 (N.D. Tex. 2007)(Fitzwater,
S.)(granting temporary restraining order, order freezing assets, requiring an account, requiring preservation of
documents, requiring repatriation of assets and authorizing expedited discovery, and order appointing temporary
receiver); SEC v. Longs, et al., No. 4-07-cv-537-SWW (E.D. AR, Western Div.)(Wrights, S.)(agreed order of
preliminary injunction, order freezing assets, requiring an accounting, requiring repatriation of assets, and requiring
preservation of documents); SEC v. One or More Unknown Purchasers of Call Options for the Common Stock of
TXU Corp, et al., No. 01-07-CY-1208 (N.D. Tex. 2007)(Lindberg, G.) (granting temporary restraining order and
order freezing assets); SEC v. ABC Viaticals, et aI., No. 3-06-CY-2136-P (N.D. Tex. 2006) (Solis, J.)(granting
temporary restraining order and order appointing receiver); SEC v. Seaforth Meridian, LTD., et al. (No. 06-4107
RDR)(D. Kan. 2006)(granting ex parte order freezing assets, requiring repatriation of assets, authorizing expedited
discovery, order requiring preservation of documents and order appointing receiver); SEC v. Integrated Equities,
Inc., et al., No. 2:06-CY-00779-RCJ-GWF (D. Nevada 2006)(Jones, R.)(granting preliminary injunctions and order
appointing temporary receiver), SEC v. Sunray Oil Company, Inc., et al., No. 3:06-CY-1097-R (N.D. Tex.
2006)(Buchmeyer, J.)(granting temporary restraining order, order freezing assets, and order appointing temporary
receiver), SEC v. EFS, LLC, et al., No. 3-06CY0793-M (N.D. Texas 2006)(Sanders, B)(granting ex parte temporary
restraining order and order freezing assets and order appointing temporary receiver), SEC v. ATM Alliance, et ai.,
No.A-05-CA-190-LY (W.D. Tex. 2005)(granting ex parte temporary restraining order, order freezing assets, and
order appointing temporary receiver); SEC v. Travis Correll, et al., No. 4:05-CY-472 (E.D. Tex. 2005)(Schell,
R.)(granting ex parte temporary restraining order, order freezing assets and order appointing temporary receiver),
SEC v. Allixon International Corp., et ai., No. 3:05-CY-2260-P (N.D. Tex. 2005)(Godbey, D)(granting temporary
order freezing assets); SEC v. Nelson, et al., No. 5:05-CY-0266-C (N.D. Tex. 2005)(Cummings, S.)(granting ex
parte order freezing asset and order appointing temporary receiver); SEC v. Megafund, Inc., No. 3:05-CY-1328-L
(N.D. Tex. 2005)(Lindsey, J.)(granting ex parte temporary restraining order, order freezing assets and order
appointing receiver); SEC v. David Tanner, No. 05-4057-SAC (D. Kan. 2005)(Crow, J.)(granting ex parte temporary
restraining order and asset freeze order); SEC v. Philip D. Phillip, No. 2-05CY-I07-J (N.D. Tex. 2005)(Robinson,
J.)(granting temporary restraining order and order freezing assets); SEC v. Jack A. Brown, No. 6:04-CY-537 (E.D.
Tex. Dec. 2004)(Schneider, J.)(granting ex parte order freezing assets and order appointing receiver); SEC v. Kaye,
No. 04-1275-MLB (D. Kan. 2004) (Belot, 1.) (granting ex parte temporary restraining order, order freezing assets
and order appointing receiver); SEC v. Kings Real Estate Inv. Trust, No. 5:04-04006-RDR-KGS (D. Kan. 2004)
(Rogers, J.) (granting ex parte temporary restraining order, order freezing assets and order appointing receiver); SEC
v. Cash Link Systems Inc., No. 3-04-CY-1573-L (N.D. Tex. 2004) (Lindsay, J.) (granting ex parte temporary
restraining order, order freezing assets and order appointing receiver); SEC v. Levy, No. 304-CY- 00351-N (N.D.
Tex. 2004) (Godbey, J.) (granting order freezing assets); SEC v. Montana, No. CIY-04-542 (S.D. Tex. 2004) (Kent,
J.) (granting ex parte temporary restraining order, order freezing assets and order appointing receiver); SEC v. Holt,
No. Civ-03-1825 (D. Ariz. 2003) (Rosenblatt, J.) (granting ex parte temporary restraining order, order freezing
assets and order appointing receiver); SEC v. Henderson, No. 3-03-CY-2661-K (N.D. Tex. 2003) (Kinkeade, J.)
(granting ex parte temporary restraining order, order freezing assets, and order appointing receiver); SEC v. IPIC
Int'l, Inc., No. 3-03-CY-2781-P (N.D. Tex. 2003) (Solis, 1.) (granting ex parte temporary restraining order, order

SEC v. Stanford International Bank, Ltd., et al.
Certificate Under Fed.R.Civ.P. 65(b)

2
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asset freeze was granted ex parte, one or more defendants or relief defendants violated the asset

freeze.

5. Based on those experiences and the information I have been provided about the

freezing assets and order appointing receiver); SEC v. Rocky Mountain Energy Corp., No. H-03-1133 (S.D. 2003)
(Lake, J.) (granting ex parte temporary restraining order, order freezing assets and order appointing receiver); SEC v.
United States Reservation Bank and Trust, No. CIV-02-0581 (D. Ariz. 2002) (Carroll, J.) (granting ex parte
temporary restraining order, order freezing assets, and order appointing receiver); SEC v. Southmark Advisory, Inc.,
No. 02CV-830E-(M) (N.D. Okla. 2002) (Ellison, J.) (granting ex parte temporary restraining order, order freezing
assets, and order appointing receiver); SEC v. Tyler, No. 3-02-CV-0282-P (N.D. Tex. 2002) (Solis, J.) (granting
preliminary injunction, order freezing assets and order appointing receiver); SEC v. Res. Dev. Int'l, L.L. c., No. 3-02
CV-0605-H (N.D. Tex. 2002) (Buchmeyer, J.) (granting ex parte temporary restraining order, order freezing assets
and order appointing receiver); SEC v. Dillie, No. Civ-01-2493 (D. Ariz. 2001) (Teilborg, J.) (granting ex parte
temporary restraining order, order freezing assets and order appointing receiver); SEC v. Stroud, No. Civ-01-999-L
(W.D. Okla. 2001) (West, 1.) (granting ex parte temporary restraining order, order freezing assets and order
appointing receiver); SECv. English, No. Civ-01-223-W (W.D. Okla. 2001) (West, 1.) (granting ex parte temporary
restraining order, order freezing assets and order appointing receiver); SEC v. Hill, No. 3-01-CV-2189-X (N.D. Tex.
2001) (Fitzwater, J.) (granting ex parte temporary restraining order, order freezing assets and order appointing
receiver); SEC v. C-Tech, LLP., No. 3-01-CV-2542-P (N.D. Tex. 2001) (Solis, 1.) (granting order freezing assets
and an order appointing a receiver); SEC v. First Americap Corp., No. H-01-1l53 (S.D. Tex. 2001) (Buchmeyer, J.)
(granting ex parte temporary restraining order and an order freezing assets); SEC v. Perennial Fund I LP, No. COO
21181 (N.D. Cal. 2000) (Ware, J.) (granting ex parte temporary restraining order, order freezing assets and order
appointing receiver); SEC v. Broadband Wireless Int'l Corp., No. Civ-00-1375 (W.D. Okla. 2000) (Russell, 1.)
(granting ex parte temporary restraining order, order freezing assets and order appointing receiver); SEC v. Garland,
No. 3-00-CV-1149-X (N.D. Tex. 2000) (Kendall, 1.) (granting temporary restraining order and order freezing
assets); SEC v. New World Web Vision. Com, Inc., No. 4-00-CV-0231-Y (N.D. Tex. 2000) (Means, J.) (granting
temporary restraining order, order freezing assets and order appointing receiver); SEC v. Stadtt Media, L.L.c., No.
3-00-CV-1489-P (N.D. Tex. 2000) (granting temporary restraining order, order freezing assets and order appointing
receiver) ; SEC v. Ellis, No. 3-00-CV-1040-P (N.D. Tex. 2000) (Solis, J.) (granting ex parte temporary restraining
order and an order freezing assets); SEC v. Le Club Prive, S.A., No. 3-00-CV-1851-R (N.D. Tex. 2000) (Buchmeyer,
J.) (granting ex parte temporary restraining order, order freezing assets, and order appointing receiver); SEC v.
Houston Texans NFL Football Team Holding Co., No. H-00-30n (S.D. Tex. 2000) (Rainey, J.) (granting ex parte
temporary restraining order and order freezing assets); SEC v. Oracle Trust Fund, No. 99-1483-MLB (D. Kan.
1999) (Belot, J.) (granting ex parte temporary restraining order, order freezing assets, and order appointing receiver);
SEC v. Cornerstone Prodigy Group, Inc., No. 4-99-CV-0978-Y (N.D. Tex. 1999) (Means, J.) (granting order
freezing assets and order appointing receiver); SEC v. Highland Financial Corp., No. 4-99-CV-07l9-D (N.D. Tex.
1999) (granting ex parte restraining order, order freezing assets and order appointing a receiver); SEC v. Brooks, No.
3-99-CV-1326-D (N.D. Tex. 1999) (Fitzwater, J.) (granting ex parte temporary restraining order and order freezing
assets); SEC v. Redbank Petroleum, Inc., No. 3-99-CV-1267-T (N.D. Tex. 1999) (granting ex parte temporary
restraining order, order freezing assets, and order appointing receiver); SEC v. Cook, No. 3-99-CV-051-X (N.D.
Tex. 1999) (Buchmeyer, J.) (granting ex parte temporary restraining order, order freezing assets, and order
appointing receiver); SEC v. Inverworld, Inc., No. SA-99-CA-0822-FB (W.D. Tex. 1999) (Biery, J.) (granting order
freezing assets and order appointing receiver); SEC v. Great White Marine and Recreation, Inc., No. W-99-CA-230
(W.D. Tex. 1999) (Smith, J.) (granting temporary restraining order); SEC v. Sunpoint Securities, Inc., No. 6-99-CV
667 (E.D. Tex. 1999) (Hannah, J.) (granting ex parte temporary restraining order, order freezing assets, and order
appointing receiver); SEC v. American Automation, Inc., No. 3-98-CV-1596-D (N.D. Tex. 1998) (Fitzwater, J.)
(granting ex parte temporary restraining order and order freezing assets); SEC v. Trinity Gas Corp., et al., No. 4:97
cv-01018 (N.D. Tex. 1997) (Means, J.) (granting temporary restraining order, order freezing assets, order for
accounting, order prohibiting destruction, order granting expedited discovery, order setting hearing date for
preliminary hearing and appointing receiver).

SEC v. Stanford International Bank, Ltd., et al.
Certificate Under Fed.R.Civ.P. 65(b)
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Defendants named herein, I believe that irreparable injury and loss is likely to occur if the Court

requires notice and a hearing.

SIGNED this Ie.". day of February 2009 at Fort Worth, Texas.

j~i:h
James Kevin Edmundson

SEC v. Stanford International Bank, Ltd., et al.
Certificate Under Fed.R.Civ.P. 65(b)
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FEB 17.

•ORIGINAL• V.S. DISTRICT COURT
NORTHERN DISTRICT OF TEXAS

IN THE UNITED STATES DISTRICT CO RT FILED
FOR THE NORTHERN DISTRICT OF T XAS

DALLAS DIVISION

SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,

v.

STANFORD INTERNATIONAL BANK, LTD.,
STANFORD GROUP COMPANY,
STANFORD CAPITAL MANAGEMENT, LLC,
R. ALLEN STANFORD, JAMES M. DAVIS, and
LAURA PENDERGEST-HOLT

Defendants.

§
§
§
§
§
§
§
§
§
§
§
§
§

C~~RK, V.S.D~CT COURT

Dlputy

Case No.:

S-09CV029S-L

APPLICATION FOR ISSUANCE OF A TEMPORARY RESTRAINING
ORDER, PRELIMINARY INJUNCTION, AND ORDERS FREEZING

ASSETS, REQUIRING AN ACCOUNTING, REQUIRING PRESERVATION
OF DOCUMENTS, AND AUTHORIZING EXPEDITED DISCOVERY

Plaintiff Securities and Exchange Commission ("Commission"), pursuant to Sections 20(b)

and 20(d) ofthe Securities Act of 1933 ("Securities Act") [15 U.S.C. §§ 77t(b) and 77t(d)], Sections

21(d) and 21(e) of the Securities Exchange Act of 1934 ("Exchange Act") [15 U.S.C. §§ 78u(d) and

78u(e)], Sections 41(d) and 41(e) of the Investment Company Act of 1940 ("Investment Company

Act") [15 U.S.C. §§ 80a-41(d) and 80a-41 (e)], Sections 209(d) and 209(e) of the Investment

Advisers Act of 1940 ("Advisers Act") [15 U.S.C. §§ 80b-9(d) and 80b-9(e)], and this Court's

general equitable jurisdiction to issue orders providing ancillary remedies and relief, requests that

this Court issue temporary relief as follows:

1. Orders temporarily restraining and preliminarily enjoining:

A. Defendants, their officers, directors, agents, servants, employees,

attorneys, and all other persons in active concert or participation with them, from
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violating Section 17(a) of the Securities Act [15 U.S.C. §77q(a)], directly or

indirectly, in the offer or sale of any security by the use of any means or

instruments of transportation or communication in interstate commerce or by the

use of themails.by:

(1) employing any device, scheme, or artifice to defraud; or

(2) obtaining money or property by means of any untrue statement of

material fact or any omission to state a material fact necessary in

order to make the statement(s) made, in the light of the

circumstances under which they were made, not misleading; or

(3) engaging in any transaction, practice, or course of business which

operates or would operate as a fraud or deceit upon the purchaser;

B. Defendants, their officers, directors, agents, servants, employees,

attorneys, and all other persons in active concert or participation with them, from

violating Section lO(b) of the Exchange Act or Rule lOb-5 [15 U.S.C. §78j(b) and

17 C.F.R. §240.1 Ob-5], directly or indirectly, in connection with the purchase or sale

of any security, by making use of any means or instrumentality of interstate

commerce, or of the mails, or of any facility of any national securities exchange:

(1) to use or employ any manipulative or deceptive device or

contrivance in contravention of the rules and regulations

promulgated by the Commission;

(2) to employ any device, scheme, or artifice to defraud;

(3) to make any untrue statement of a material fact or omit to state a

material fact necessary in order to make the statements made, in the

SEC v. Stanford International Bank, Ltd., et al.
Application for Issuance of Temporary Restraining Order

2
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light of the circumstances under which they were made, not

misleading; or

(4) to engage in any act, practice, or course of business which operates

or would operate as a fraud or deceit upon any person;

C. R. Allen Stanford, James M. Davis, Laura Pendergest-Holt, Stanford

Group Company, Stanford Capital Management, LLC, their officers, directors,

agents, servants, employees, attorneys, and all other persons in active concert or

participation with them, from violating Sections 206(1) and 206(2) of the Advisers

Act [15 U.S.C. §§80b-6(1), (2)], directly or indirectly, by use of the mails or any

means or instrumentality of interstate commerce, by:

(1) employing any device, scheme, or artifice to defraud any client or

prospective client; or

(2) engaging in any transaction, practice, or course of business which

operates as a fraud or deceit upon any client or prospective client;

D. Stanford International Bank, Ltd., Stanford Group Company, their officers,

directors, agents, servants, employees, attorneys, and all other persons in active

concert or participation with them, from violating Section 7(d) of the Investment

Company Act [15 U.S.c. §80a-7(d)], directly or indirectly, by use of the mails or

any means or instrumentality of interstate commerce, by:

(1) acting as an investment company, not organized or otherwise

created under the laws of the United States or of a State, and

offering for sale, selling, or delivering after sale, in connection

SEC v. Stanford International Bank, Ltd., et a/.
Application for Issuance of Temporary Restraining Order

3
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with a public offering, any security of which such company is the

Issuer; or

(2) acting as a depositor of, trustee of, or underwriter for such a

company; unless

(3) the Commission, upon application by the investment company not

organized or otherwise created under the laws of the United States

or of a State, issues a conditional or unconditional order permitting

such company to register and to make a public offering of its

securities by use of the mails and means or instrumentalities of

interstate commerce.

2. An order prohibiting Defendants, their respective officers, directors, agents, assigns,

servants, employees, attorneys, and all other persons in active concert or participation with them,

including any bank, securities broker-dealer, or any financial or depository institution, who receives

actual notice of this Order by personal service or otherwise, from directly or indirectly assigning,

transferring, conveying, encumbering, selling, dissipating, spending, or disbursing properties owned

by or in actual or constructive possession of these Defendants.

3. An order requiring Defendants to file with this Court and serve upon Plaintiff

Commission within ten days of the issuance of this order or three days prior to any hearing on the

Commission's Motion for Preliminary Injunction, whichever is sooner, an interim accounting,

under oath: (l) detailing all monies and other benefits which each received, directly or indirectly,

as a result of the activities alleged in the Complaint (including the date on which the monies or

other benefit was received and the name, address, and telephone number of the person paying the

money or providing the benefit); (2) listing all current assets wherever they may be located and

SEC v. Stanford International Bank, Ltd., et al.
Application for Issuance ofTemporary Restraining Order

4
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by whomever they are being held (including the name and address of the holder and the amount

or value of the holdings); and (3) listing all accounts with any financial or brokerage institution

maintained in the name of, on behalf of, or for the benefit of the Defendants (includi.ng the name

and address of the account holder and the account number) and the amount held in each account

at any point during the period from January 1, 2000 through the date of the accounting.

4. An order prohibiting Defendants, their officers, directors, agents, servants,

employees, attorneys, and all other persons in active concert or participation with them, including

.
any bank, securities broker-dealer, or any financial or depository institution, who receives actual

notice of this Order by personal service or otherwise, from destroying, removing, mutilating,

altering, concealing, or disposing of, in any manner, any books and records owned by, or pertaining

to, the financial transactions and assets ofDefendants or any entities under their control.

5. An order authorizing the Commission to serve process on, and give notice of

these proceedings and the relief granted herein to, Defendants by u.s. Mail, e-mail, facsimile, or

any other means authorized by the Federal Rules of Civil Procedure.

6. An order authorizing expedited discovery consistent with the following guidelines:

A. Any party may notice and conduct depositions upon oral examination and

may request production of documents or other things for inspection or

copying, or both, from parties and nonparties prior to the expiration of

thirty (30) days after service of a summons and Plaintiff Commission's

Complaint upon Defendants.

B. Any party may notice and conduct depositions upon oral examination

subject to minimum notice of three days.

SEC v. Stanford International Bank, Ltd., et al.
Application for Issuance ofTemporary Restraining Order

5
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C. All parties shall produce for inspection and copying all documents and

things that are requested within three days of service of a written request

for those documents and things.

D. All parties shall serve written responses to any other party's request for

discovery and the interim accountings to be provided by Defendants by

delivery to Plaintiff Commission addressed as follows:

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Fort Worth Regional Office
Attention: David Reece
Burnett Plaza, Suite 1900
801 Cherry Street, Unit #18
Fort Worth, TX 76102-6882
Facsimile: (817) 978-4927

and by delivery to other parties at such address(es) as may be designated

by them in writing. Such delivery shall be made by the most expeditious

means available, including facsimile machine.

7. An order requiring Stanford, Davis, and Pendergest-Holt to surrender their

passports, pending the determination of the Commission's request for a preliminary injunction,

and barring them from traveling outside the United States.

8. An order, pending determination of the Commission's request for a Preliminary

Injunction, that Defendants, their directors, officers, agents, servants, employees, attorneys,

depositories, banks, and those persons in active concert or participation with anyone or more of

them, and each of them, shall:

(a) take such steps as are necessary to repatriate to the territory of the United States

all funds and assets of investors described in the Commission's Complaint in this action

which are held by them, or are under their direct or indirect control, jointly or singly, and

SEC v. Stanford International Bank, Ltd., et al.
Application for Issuance of Temporary Restraining Order

6
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deposit such funds into the Registry of the United States District Court, Northern District

of Texas; and

(b) provide the Commission and the Court a written d~scription of the funds and

assets so repatriated.

This Application for Issuance of a Temporary Restraining Order, Preliminary Injunction,

and Orders Freezing Assets, Requiring an Accounting, Requiring Preservation of Documents,

and Authorizing Expedited Discovery is based on Plaintiff Commission's Complaint, supporting

-
memorandum, declarations and exhibits thereto, and the argument of counsel.

February 16, 2009 Respectfully submitted,

U.S. Securities and Exchange Commission
Burnett Plaza, Suite 1900
801 Cherry Street, Unit #18
Fort Worth, TX 76102-6882
(817) 978-6476 (dbr)
(817) 978-4927 (fax)

SEC v. Stanford International Bank, Ltd., et at.
Application for Issuance of Temporary Restraining Order

7
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U.S. DlSTRICT COURT
IN THE UNITED STATES DISTRICT C UR'EORTHERNDlSTRICTOFTEXAS
FOR THE NORTHERN DISTRICT OF T XAS FI~J~l)

DALLAS DIVISION
FEB 11 2009

Case 0.:

CL~RK,U.~RICT COURT

, D pnty

SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,

v.

STANFORD INTERNATIONAL BANK, LTD.,
STANFORD GROUP COMPANY,
STANFORD CAPITAL MANAGEMENT, LLC,
R. ALLEN STANFORD, JAMES M. DAVIS, and
LAURA PENDERGEST-HOLT,

Defendants.

§
§
§
§
§
§ ..

~ I-09CV0298-L
§
§
§
§
§

MEMORANDUM OF LAW IN SUPPORT OF MOTION FOR
EX PARTE TEMPORARY RESTRAINING ORDER,

PRELIMINARY INJUNCTION AND OTHER EMERGENCY RELIEF

I. PRELIMINARY STATEMENT

Plaintiff Securities and Exchange Commission submits this Memorandum of Law in

Support of its Motion for Ex Parte Temporary Restraining Order, Preliminary Injunction and

Other Emergency Relief to halt a massive, ongoing fraud orchestrated by Robert Allen Stanford

and James M. Davis and executed through companies they control, Antiguan-based Stanford

International Bank, Ltd. ("SIB"), and its affiliated Houston-based investment advisers, Stanford

Group Company ("SGC") and Stanford Capital Management ("SCM").

Certificates ofDeposit

Acting through a network of SGC financial advisers, SIB has sold approximately $8

billion of so-called "certificates of deposit" to investors by promising high interest rates. SIB

claims that it offers high yields because of its unique investment strategy, which has purportedly
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enabled the bank to achieve double-digit returns on its investments over for past 15 years. As

further described below, the bank's claims are improbable and unsubstantiated.

Further, SIB and its advisers have misrepresented to CD purchasers that their deposits are

safe because the bank: (i) re-invests client funds primarily in "liquid" financial instruments (the

"portfolio"); (ii) monitors the portfolio through a team of 20-plus analysts; and (iii) is subject to

yearly audits by Antiguan regulators. Recently, as the market absorbed the news of Bernard

Madoffs massive Ponzi scheme, SIB told investors that the bank had no "direct or indirect"

exposure to Madoffs scheme.

These assurances are false. SIB's investment portfolio was not invested in liquid

financial instruments or allocated in the manner described in its promotional material and public

reports. Instead, a substantial portion of the bank's portfolio was invested in illiquid

investments, such as private equity and real estate. Further, the vast majority SIB's multi-billion

dollar investment portfolio was not monitored by a team of analysts, but rather by two people 

Allen Stanford and James Davis. And contrary to SIB's representations, the Antiguan regulator

responsible for oversight of the bank's portfolio, the Financial Services Regulatory Commission,

does not audit SIB's portfolio or verify the assets SIB claims in its financial statements. Finally,

SIB has exposure to losses from the Madofffraud scheme despite the bank's public assurances to

the contrary.

SGC has also failed to disclose material facts to its advisery clients. In December 2008,

SGC's clearing broker advised SGC that it would no longer facilitate wire transfer requests to

SIB on behalf of existing clients who desire to purchase SIB CDs. The clearing broker decided

to stop transferring money to the bank because of suspicions about the bank's purported

investment returns and the overall lack of "transparency" into the bank's portfolio of

SEC v. Stanford International Bank, Ltd., et al. 2
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investments. SGC never disclosed to clients that Pershing refused to transfer client funds to

SIB.

During the past several weeks, the Securities and Exchange Commission subpoenaed SIB

bank records and witnesses in an effort to account for the $8 billion of investor funds held by the

bank. Among others, the SEC issued subpoenas to Stanford, Davis, and O.Y. Goswick, a SIB

board member residing in Texas, who is purportedly responsible for "investments." None of

these witnesses appeared for testimony or produced a single document. Further, SIB represented

that Juan Rodriquez, SIB's president who resides in Antigua, would voluntarily appear in the

United States to give sworn testimony to the SEC and account for investor funds. Mr. Rodriguez

failed to appear for testimony. The SEC did, however, take sworn testimony from Stanford

Financial Group's Chief Investment Officer and SIB investment committee member (Laura

Pendergest-Holt) and a former Senior Investment Officer (the "SIO"). Neither Ms. Pendergest

Holt nor the SIO could account for the $8 billion entrusted to the bank by its clients. In fact,

Pendergest-Holt and the former SIO could only identify Stanford and Davis as people having

knowledge and access to the vast majority of SIB's portfolio.

Stanford Allocation Strategy

Stanford's fraudulent conduct is not limited to the sale of CDs. Since 2005, SGC

advisers have sold more than $1 billion of a proprietary mutual fund wrap program called

Stanford Allocation Strategy ("SAS"), using materially false and misleading historical

performance data. The false data has helped SGC grow the SAS program from less than $10

million in around 2004 to over $1 billion, generating fees for SGC/SCM (and ultimately

Stanford) in excess of $25 million. And the fraudulent SAS performance was used to recruit

SEC v. Stanford International Bank, Ltd., et al. 3
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registered financial advisers with significant books of business, who were then heavily

incentivized to re-allocate their clients' assets to SIB's CD program.!

Emergency ReliefIs Appropriate

The SEC has learned that Allen Stanford, on or about February 6, 2009, imposed a "two-

month moratorium" on CD redemptions, and instructed SGC advisers that the bank would not

honor redemption requests from clients. Moreover, at least one SGC financial adviser

misrepresented to a client that the Commission had frozen CD-related accounts for two months.

[App. 672-73, 1118]. Finally, last week, SIB's counsel notified the Commission that he was

withdrawing as counsel. [App. 1121]. In so doing, SIB's counsel advised the Commission that

he and his law firm "disaffirm all prior oral and written representations" regarding Stanford

Financial Group and its affiliates. [App. 1122].

The fraudulent scheme is ongoing. SIB is continuing to sell CDs. And SGC/SCM is

continuing to sell SAS. Moreover, the vast majority of investor funds have not been accounted

for and remain under the control of the Defendants. Investor funds and bank assets need to be

located, secured and marshaled by a Receiver for the benefit of investors. Emergency relief is,

therefore, necessary and appropriate in this matter.

To protect investors and to halt this fraudulent scheme, the Commission seeks: (1) an ex

parte temporary restraining order and preliminary injunction against future violations by

Defendants; (2) an immediate freeze of all assets of Defendants; (3) an order requiring

Defendants to provide an immediate accounting; (4) a repatriation order; (5) an order that

Stanford and Davis surrender their passports; (6) an order prohibiting the destruction of records;

In addition to the antifraud violations described above, SIB, SGC and SCM violated Section 7(d) of the
Investment Company Act, which prohibits foreign investment companies and their underwriters from selling
securities in the U.S. without registering with the Commission. Had SIB complied with the law and registered as an
investment company, SIB would have been subject to examination by the Commission.

SEC v. Stanford International Bank, Ltd., et al. 4
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(7) an order expediting discovery; and (8) the appointment of a Receiver to take control of the

assets of the Defendants to marshal and preserve assets for the benefit of the investors defrauded

by the Defendants.

II. DEFENDANTS

Stanford International Bank, Ltd. purports to be private international bank domiciled

in St. John's, Antigua, West Indies. [App. 527, 859, 887]. SIB claims to serve 30,000 clients in

131 countries and holds $7.2 billion in assets under management. [App. 538].1 SIB's multi

billion portfolio of investments is managed by the SFG's chief financial officer in Memphis,

Tennessee. [App. 058,388,936]. Unlike a commercial bank, SIB does not loan money. [App.

50, 668, 862, 1011, 1017]. SIB sells the CD to U.S. investors through SGC, its affiliated

investment adviser. [App 668].

Stanford Group Company, a Houston-based corporation, IS registered with the

Commission as a broker-dealer and investment adviser. [App. 585]. SGC has offices located

throughout the U.S., including Dallas, Texas. [App. 928, 945]. SGC's principal business

consists of sales of SIB-issued securities, marketed as "certificates of deposit." [App. 590, 668].

SGC is a wholly owned subsidiary of Stanford Group Holdings, Inc., which in tum is owned by

Robert Allen Stanford ("Stanford"). [App. 46, 586, 942].

Stanford Capital Management, a registered investment adviser [App. 585], took over

the management of the SAS program (formerly Mutual Fund Partners) from SGC in early 2007.

Stanford Capital Management markets the SAS program through SGC. [App. 679].

Robert Allen Stanford, a U.S. citizen, is the Chairman of the Board and sole shareholder

of SIB and the sole director ofSGC's parent company. [App. 46, 76, 586,881-82].

2 SIB's Annual Report for 2007 states that SIB has 50,000 clients [App. 859].

SEC v. Stanford International Bank, Ltd., et al. 5
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James M. Davis, a U.S. citizen and resident of Baldwin, Mississippi and who offices in

Memphis, Tennessee and Tupelo, Mississippi, is a director and chief financial officer of SFG and

SIB. [App. 80,881-82].

Laura Pendergest-Holt is the Chief Investment Officer of SIB-affiliate Stanford

Financial Group and a member of SIB's investment committee. [App. 31, 74-75, 524}. She

supervises a group of analysts in Memphis, Tupelo, and St. Croix who "oversee" performance of

SIB's "Tier II" assets. [App.80-8l}.

III. STATEMENT OF FACTS

A. The Stanford Empire

Allen Stanford has created a web of affiliated companies that exist and operate under the

brand Stanford Financial Group ("SFG"). [App.926-37}. According to the company's website,

SFG is a privately-held group of companies that has in excess of $50 billion "under advisement."

[www.stanfordfinancia1.com}.

SIB, one of SFG's affiliates, is a private, offshore bank that purports to have an

independent Board of Directors, an Investment Committee, a Chief Investment Officer and a

team of research analysts. [App. 524, 882, 895}. While SIB is domiciled in Antigua, a small

group of SFG employees who maintain offices in Memphis, Tennessee, and Tupelo, Mississippi,

purportedly monitor the bank's assets. [App. 80-81,388].

SIB is operated by a close-nit circle of Stanford's family, friend and their confidants. For

example, Davis was Stanford's college classmate at Baylor University in the 1970s. SIB's Board

of Directors includes Davis, Stanford, Stanford's father James A. Stanford, and O.Y. Goswick, a

Stanford family friend from Mexia, Texas, whose business experience includes cattle-ranching

and car sales. [App. 882, 899}. SIB's investment committee, which is purportedly responsible

SEC v. Stanford International Bank, Ltd., et al. 6



Case 3:09-cv-00298-N     Document 6      Filed 02/17/2009     Page 7 of 35• •
for the management of the bank's multi-billion dollar portfolio of assets, is comprised of

Stanford, Stanford's father, Davis, Goswick and Laura Pendergest-Holt. [App. 524].

4

Pendergest-Holt, who became acquainted with Davis at their church in Baldwin, Mississippi,

joined SFG in 1997, after graduating from Mississippi State University with a master's degree in

mathematics. [App. 73]. Prior to joining SFG, Pendergest-Holt had no experience in the

financial services or securities industries. [App. 73].3 Based on these relationships, and the fact

that Stanford is the sole shareholder of SIB and SGC, it appears that Stanford is subject to little

or no independent oversight.

B. Stanford International Bank

As of November 28, 2008, SIB reported $8.6 billion in total assets. [App. 541]. SIB's

primary product is the CD. [App. 74, 403, 590, 668-70].4 SIB aggregates customer deposits,

and then purportedly re-invests those funds in a "globally diversified portfolio" of assets.

For almost fifteen years, SIB represented that it has experienced consistently high returns

on its investment of deposits (ranging from 11.5% in 2005 to 16.5% in 1993):

Further, Ken Weeden holds the title of Managing Director-Research and Investments. He supervises a
group of "analysts" that work in Memphis and Tupelo. Weeden reports to Pedergest-Holt, who is Weeden's sister
in-law. [App. 588]. Davis' son, and at least one of his college classmates, are research analysts whose
responsibilities include, in part, oversight of a small portion of SIB's portfolio ofassets.

SIB sold more than $1 billion in CDs per year between 2005 and 2007, including sales to U.S. investors.
The bank's deposits increased from $3.8 billion in 2005, to $5 billion in 2006, and $6.7 billion in 2007. [App.856].
SIB markets CDs to investors in the United States exclusively through SGC advisers pursuant to a Regulation D
private placement. In connection with the private placement, SIB filed a Form D with the Commission. [App.668,
906-12].

SEC v. Stanford International Bank, Ltd., et al. 7
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[App. 345, 670, 1030].

Since 1994, SIB claims that it has never failed to hit targeted investment returns in excess

of 10%. [App 407, 590]. And, SIB claims that its "diversified portfolio of investments" lost

only $110 million or 1.3% in 2008. [App.541]. During the same time period, the S&P 500 lost

39% and the Dow Jones STOXX Europe 500 Fund lost 41 %. Id.

SIB's historical returns are improbable, if not impossible. After reviewing SIB's returns

on investment over ten years, a performance reporting consultant hired by Stanford characterized

SIB's performance as "not possible - almost statistically impossible." [App. 159-150]. Further,

in 1995 and 1996, SIB reported identical returns of 15.71%, a remarkable achievement

considering the bank's "diversified investment portfolio." [App. 345, 670] According to

Pendergest-Holt, it is "improbable" that SIB could have managed a "globally diversified"

portfolio of investments so that it returned identical results in consecutive years. [App. 106].

Likewise, the above-referenced performance reporting consultant believes that it is "impossible"

to achieve identical results on a diversified investment portfolio in consecutive years. [App.

SEC v. Stanford International Bank, Ltd., et al. 8
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151]. Nonetheless, sm continues to promote its CDs using these improbable/implausible

returns. [App 345, 590,670].

SIB's consistently high returns of investment have enabled the bank to pay a significantly

higher rate on its CD than conventional banks. [App. 531, 533]. For example, sm offered

7.45% as of June 1, 2005, and 7.878% as of March 20, 2006, for a fixed rate CD based on an

investment of $100,000. [App. 668]. On November 28,2008, sm quoted 5.375% on a 3-year

Flex CD, while comparable U.S. Banks' CDs paid under 3.2%. [App.541].

SIB's extraordinary returns have also enabled the bank to pay disproportionately large

commissions to SGC for the sale of sm CDs. [App. 591,669].5 SGC receives a 3% fee from

sm on sales of CDs by SGC advisers. [App. 591]. Financial advisers receive a 1% commission

upon the sale of the CDs, and are eligible to receive as much as a 1% trailing commission

throughout the term of the CD. [App. 591, 669]. SGC promoted this generous commission

structure in its effort to recruit established financial advisers to the firm. [App. 669]. The

commission structure also provided a powerful incentive for SGC financial advisers to

aggressively sell CDs to United States investors, and aggressively expanded its number of

financial advisers in the United States. Id.

sm purportedly managed the investment portfolio from Memphis and Tupelo. sm's

investment portfolio, at least internally, was segregated into three tiers: (a) cash and cash

equivalents ("Tier I"), (b) investments with "outside portfolio managers (25+)" that are

monitored by the Analysts ("Tier 2"), and (c) unknown assets under the apparent control of

Stanford and Davis ("Tier 3"). [App. 31, 586]. As of December 2008, Tier 1 represented

approximately 9% ($800 million) of the bank's portfolio. [App. 586]. Tier 2, prior to the bank's

In 2007, SIB paid to SGC and affiliates more than $291 million in management fees and commissions from
CD sales, up from $211 million in 2006. [App.869-870].

SEC v. Stanford International Bank, Ltd., et al. 9
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decision to liquidate $250 million of investments in late 2008, represented approximately 10% of

the portfolio. [App. 586]. And Tier 3 represented 80% of the bank's investment portfolio. [App.

586].

c. SIB's Fraudulent Sale of CDs

1. SIB Misrepresented that Its Investment Portfolio is Invested
Primarily in "Liquid" Financial Instruments.

In selling the CD, sm touts the liquidity of its investment portfolio. [App. 85, 352]. For

example, in its CD brochure, sm emphasizes the importance of liquidity, stating, under the

heading "Depositor Security," that the bank focuses on "maintaining the highest degree of

liquidity as a protective factor for our depositors" and that the bank's assets are "invested in a

well-diversified portfolio of highly marketable securities issued by stable governments, strong

multinational companies and major international banks." [App.528].6

In its 2007 annual report, which was signed and approved by Stanford and Davis [App.

881], sm represented that its portfolio was allocated in the following manner: 58.6% equity,

18.6% fixed income, 7.2% precious metals and 15.6% alternative investments. [App. 871].

These allocations were depicted in a pie chart [App. 871], which was approved by Stanford and

Davis. [App. 881].

Likewise, the bank trained SGC advisers that "liquidity/marketability of SIB's invested assets" was the
"most important factor to provide security to SIB clients." [App. 1040].

SEC v. Stanford International Bank, Ltd., et al. 10
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[App.871]

7

SIB's investment portfolio is not, however, invested in a "well-diversified portfolio of

highly marketable securities issued by stable governments, strong multinational companies and

major international banks." Instead, a significant portion of the bank's portfolio is invested in

illiquid investments - namely private equity and real estate. [App. 97, 588]. In fact, in 2008, the

bank's portfolio included at least 23% private equity. [App. 1123-24]. The bank never disclosed

in its financial statements its exposure to private equity and real estate investments.? [App. 504,

871].

Further, on December 15, 2008, Pendergest-Holt met with her team of analysts by

teleconference following the bank's decision to liquidate more than 30% of its Tier 2

investments (approximately $250 million). [App. 587-88]. During the meeting, at least one

analyst expressed concern about the amount of liquidations in Tier 2, asking why it was

necessary to liquidate Tier 2, rather than Tier 3 assets, to increase SIB's liquidity. Id.

One of the bank's analysts candidly admitted that including private equity and real estate in the Equity
allocation "does not make sense." [App. 589].

SEC v. Stanford International Bank, Ltd., et al. 11
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Pendergest-Holt told the analyst that Tier 3 was primarily invested in private equity and real

estate and that Tier 2 was "more liquid" than Tier 3.8 [App. 97, 587-88].

2. SIB Misrepresented that Its Multi-Billion Dollar Investment Portfolio is
Monitored By a Team ofAnalysts

Prior to making their investment decision, prospective investors routinely asked how Sill

safeguarded and monitored its assets. [App. 37]. In fact, investors frequently inquired whether

Allen Stanford could "run off with the [investor's] money." Id. In response to this question, at

least during 2006 and much of 2007, the SIO told investors that Sill had sufficient controls and

safeguards in place to protect assets. Id. In particular, the SIO was trained by Pendergest-Holt to

tell investors that the bank's multi-billion portfolio was "monitored" by the analyst team in

Memphis. !d. In communicating with investors, the SIO followed Pendergest-Holt's

instructions, misrepresenting that a team of 20-plus analysts monitored the bank's investment

portfolio. Id. In so doing, the SIO never disclosed to investors that the team of analysts only

monitor approximately 10% of SIB's money. Id. In fact, Pendergest-Holt trained the SIO "not

to divulge too much" about oversight of the bank's portfolio because that information "wouldn't

leave an investor with a lot of confidence." Id. Likewise, Davis instructed the SIO to "steer"

potential CD investors away from information about SIB's portfolio. [App. 37,43].

Contrary to the bank's representation that responsibility for SIB's multi-billion portfolio

was "spread out" among 20-plus people, even Pendergest-Holt and the SIO did not know the

whereabouts of the vast majority of SIB's investment portfolio. [App. 356]. In fact, the only

people that Pendergest and the SIO could identify as knowing the whereabouts of the bulk of

SIB's portfolio were Stanford and Davis. [App. 31, 98, 588]. According to Pendergest-Holt, she

Pendergest-Holt also stated that Tier 3 always included real estate. [App. 588]. Pendergest-Holt's
statements contradict what she had previously stated to SIB's senior investment adviser. [App. 40, 45].

SEC v. Stanford International Bank, Ltd., et al. 12
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and her team of analysts have never been privy to Tier I or Tier 3 investments. [App. 86, 586].

Similarly, the SID did not have access to the bank's records relating to Tier 3, even though he

was responsible, as the bank's Senior Investment Officer, for "closing" deals with large

investors, "overseeing the bank's investment portfolio" and "ensuring that the investment side is

compliant with the various banking regulatory authorities." [App. 32, 359]. In fact, in preparing

the bank's periodic reports (quarterly newsletters, month reports, mid-year reports and annual

reports), Pendergest and one of the analysts send to Davis the performance results for Tier 2

investments. [App. 64]. And Davis calculates the investment returns for the aggregated portfolio

of assets. !d.

3. SIB Misrepresented that its Investment Portfolio is Overseen by a
Regulatory Authority in Antigua that Conducts a Yearly Audit ofthe Fund's
Financial Statements.

SIB told investors that their deposits were safe because the Antiguan regulator

responsible for oversight of the bank's investment portfolio, the Financial Services Regulatory

Commission (the "FSRC"), audited its financial statements. [App. 391] But, contrary to the

bank's representations to investors, the FSRC does not audit or verify the assets SIB claims in its

financial statements. [App.675]. Instead, SIB's accountant, C.A.S. Hewlett & Co., a small local

accounting firm in Antigua is responsible for auditing the multi-billion dollar SIB's investment

portfolio.9 [App. 675, 512, 881]

4. SIB Misrepresented that Its Investment Portfolio is Without "Direct or
Indirect" Exposure to Fraud Perpetrated by Bernard Madoff.

In a December 18, 2008, letter to investors and a December 2008 Monthly Report, the

bank told CD investors that their money was safe because SIB "had no direct or indirect

exposure to any of [Bernard] Madoffs investments." But, contrary to this statement, at least

9

phone.
The Commission attempted several times to contact Hewlett by telephone. No one ever answered the

SEC v. Stanford International Bank, Ltd., et al. 13
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$400,000 in Tier 2 was invested in Meridian, a New York-based hedge fund that used Tremont

Partners as its asset manager. Tremont invested approximately 6-8% of the SIB assets they

indirectly managed with Madoffs investment firm. [App. 1110]. Pendergest-Holt, Davis and

Stanford knew about this Madoff exposure. Pendergest-Holt and an analyst were personally

notified by Meridian of the Madoff exposure. [App. 1122-1124]. On December 15, 2008, the

analyst confirmed the Madoff exposure through a weekly report (entitled "Laura Report") that

was typically sent to Pendergest-Holt, Davis and Stanford. The report estimated "a loss of$400k

... based on the indirect exposure" to Madoff. [App. 1125-1126].

5. Pershing Transparency

On or about December 12,2008, Pershing, citing suspicions about the bank's investment

returns and its inability to get from SIB "a reasonable level of transparency" into its investment

portfolio, informed SGC that it would no longer process wire transfers from SGC to SIB for the

purchase of the CD. [App. 675]. Since the spring of 2008, Pershing tried unsuccessfully to get

an independent report regarding SIB's financials condition. /d. On November 28,2008, SGC's

President, Danny Bogar, informed Pershing that "obtaining the independent report was not a

priority." Id. Between 2006 and December 12,2008, Pershing sent to SIB 1,635 wire transfers,

totaling approximately $517 million, from approximately 1,199 customer accounts. Id.

C. SGC and SCM Misrepresented SAS Performance Results.

From 2004 through 2009, SGC and SCM induced clients, including non-accredited, retail

investors, to invest in excess of $1 billion in its SAS program by touting its track record of

"historical performance." [App. 679]. SCM highlighted the purported SAS track record in

thousands of client presentation books ("pitch books"). [App. 679-681]. For example, the

following chart from a 2006 pitch book presented clients with the false impression that SAS

SEC v. Stanford International Bank, Ltd., et al. 14
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accounts, from 2000 through 2005, outperfonned the S&P 500 by an average of approximately

13 percentage points [App. 757]:

S&PSOO

2005 2004- 2003 2002 2001 2000

12"~ 16.15% 32J!4% -3.33% 4.32% UHI4%

4.91% 10.88% 28.68% -22.10% -11.88% ~.11%

SCM used these impressive, but fictitious, perfonnance results to grow the SAS program to over

$1 billion in 2008. [App.679].10

The SAS perfonnance results used in the pitch books from 2005 through 2009 were

fictional and/or inflated. Specifically, SCM misrepresented that SAS perfonnance results, for

1999 through 2004, reflected "historical perfonnance" when, in fact, those results were fictional,

or "back-tested", numbers that do not reflect results of actual trading. [App. 9-12; App. 682-

685]. Instead, SCM, with the benefit of hindsight, picked mutual funds that perfonned extremely

well during years 1999 through 2004, and presented the perfonnance of those top-perfonning

funds to potential clients as if they were actual returns earned by the SAS program. I I [App. 10-

10 SGC also used the SAS track record to recruit financial advisers away from legitimate advisory firms who
had significant books of business. [App. 594; 681] After arriving at Stanford, the newly-hired financial advisors
were encouraged and highly incentivized to put their clients' assets in the SIB CD. [App. 669-670).

liOn occasion, the pitch books included disclaimers describing the back-tested performance as hypothetical.
These disclaimers were wholly insufficient because they (i) appeared in only some of the pitch books, (ii) were
buried in small text at the back of the document, and (iii) did not adequately dispel the misleading suggestion that
the advertised performance represented actual trading. [App. 800-801]

SEC v. Stanford International Bank, Ltd., et al. 15
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12

13

14

11]. Similarly, SCM used "actual" model SAS performance results for years 2005 through 2006

that were inflated by as much as 4%.12 [App. 577-582; 681-684; 757].

SCM's management knew that the advertised SAS performance results were misleading

and inflated. [e.g., App. 10-13]. From the beginning, SGC/SCM management knew that the pre-

2005 track record was purely hypothetical. [Id.]. And, as early as November 2006, SCM

investment advisers began to question why their actual clients were not receiving the returns

advertised in pitch books. [App. 12-15; 597]. In response to these questions, SCM hired an

outside performance reporting expert, to review certain of its SAS performance results. [App.

111]. In late 2006 and early 2007, the expert informed SCM that its performance results for the

twelve months ended September 30, 2006 were inflated by as much as 3.4 percentage points.

[App. 122-126]. Moreover, the expert informed SCM managers that the inflated performance

results included unexplained "bad math" that consistently inflated the SAS performance results

over actual client performanceY [App. 123, 152]. Finally, in March 2008, the expert informed

SCM managers that the SAS performance results for 2005 were also inflated by as much as 3.25

percentage points. 14 [App. 140-145].

SCM told investors that SAS has positive returns for periods in which actual SAS clients lost substantial
amounts. [App. 682-683]. For example, in 2000, actual SAS client returns ranged from negative 7.5% to positive
1.1%. In 2001, actual SAS client returns ranged from negative 10.7% to negative 2.1 %. [Id.]. And, in 2002, actual
SAS client returns ranged from negative 26.6% to negative 8.7%. [Id.] These return figures are all gross of SCM
advisory fees ranging from 1% to 2.75%. [App. 842] Thus, Stanford's claims of substantial market out
performance were blatantly false. (e.g., a claimed return of 18.04% in 2000, when actual SAS investors lost as
much as 7.5%). [App.682-683].

During sworn testimony, the expert characterized this "bad math" problem as "fishy," and could not
provide any innocent explanation as to why the supposed mathematical errors worked consistently to the favor of the
SAS models. [App.123].

Despite being informed in early 2007 that its 2006 performance results were materially inflated, SCM
continued using inflated results for 2005 until in early 2008 it received irrefutable evidence of the inflated 2005
results. SCM did not inquire into the accuracy of the pre-2005 numbers until the SEC exam staff in early 2009
asked SCM management pointed questions about pre-2005 performance. [App. 131; 681; 684].

SEC v. Stanford International Bank, Ltd., et al. 16



Case 3:09-cv-00298-N     Document 6      Filed 02/17/2009     Page 17 of 35• •
Despite their knowledge of the inflated SAS returns, SCM management continued using

the pre-2005 track record and never asked the performance expert to audit the pre-2005

performance. [App. 131; 577-582; 681; 684]. In fact, in 2008 pitch books, SCM presented the

back-tested pre-2005 performance data under the heading "Historical Performance" and

"Manager Performance" along side the audited 2005 through 2008 figures. [App.794]. SCM's

outside consultant testified that it was "misleading" to present audited performance figures along

side back-tested figures. [App. 154].

Finally, SCM compounded the deceptive nature of the SAS track record by blending the

back-tested performance with audited composite performance to create annualized 5 and 7 year

performance figures that bore no relation to actual SAS client performance. [App. 682; 794]. A

sample of this misleading disclosure used in 2008 and 2009 follows:

SASGmwth

S&PSOO

Other than the fees paid by SIB to SGC/SCM for the sale ofthe CD, SAS was the second

most significant source of revenue for the firm. In 2007 and 2008, SGC/SCM received

approximately $25 million in fees from the marketing ofSAS. [App.680].

SEC v. Stanford International Bank, Ltd., et al. 17
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IV. LEGAL DISCUSSION AND ARGUMENT

•
Because the Commission is "not ... an ordinary litigant, but ... a statutory guardian

charged with safeguarding the public interest in enforcing the securities laws," its burden to

secure temporary or preliminary relief is less than that of a private party. SEC v. Management

Dynamics, Inc., 515 F.2d 801, 808 (2nd Cir. 1975). "[W]hen 'the public interest is involved in a

proceeding of this nature, [the district court's] equitable powers assume an even broader and

more flexible character than when only a private controversy is at stake.'" FSLIC v. Sahni, 868

F.2d 1096, 1097 (9th Cir. 1989), citing FTC v. H.N Singer, Inc., 668 F.2d 1107, 1112 (9th Cir.

1982). For example, the Commission does not need to show irreparable injury or a balance of

equities in its favor. Id.; see also SECv. Unifund SAL, 910 F.2d 1028,1035 (2nd Cir. 1990). Nor

does the Commission need to demonstrate the lack of an adequate remedy at law, as private

litigants must. See SEC v. Cavanagh, 155 F.3d 129, 132 (2nd Cir. 1998); SEC v. Scott, 565 F.

Supp. 1513, 1536 (S.D.N.Y. 1983), affd sub nom., SEC v. Cayman Islands Reins. Corp., 734

F.2d 118 (2nd Cir. 1984).

Moreover, the ancillary remedy of a freeze order requires a lesser showing than that

needed to obtain injunctive relief. See SEC v. Gonzalez de Castilla, 145 F. Supp. 2d 402, 415

(S.D.N.Y. 2001) ("courts may order a freeze even where the SEC has failed to meet the standard

necessary to enjoin future violations"). For example, to obtain an asset freeze, the Commission

need not show a reasonable likelihood of future violations. CFTC v. Muller, 570 F.2d 1296,

1300 (5th Cir. 1978). Instead, when there are concerns that defendants might dissipate assets, a

freeze order requires only that the court find some basis for inferring a violation of the federal

securities laws. Unifund Sal, 910 F.2d at 1041. Similarly, it is well-established that the Court

has the authority to grant any form of ancillary relief where necessary and proper to effectuate

SEC v. Stanford International Bank, Ltd., et al. 18
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15

the purposes of the federal securities laws. SEC v. Materia, 745 F.2d 197, 200 (2d Cir. 1984),

cert. denied, 471 U.S. 1053 (1985). Included in the court's equitable powers is the authority to

appoint receivers. See, e.g., SEC v. First Fin. Group, 645 F.2d 429,439 (5th Cir. 1981).

A. The Defendants Violated the Antifraud Provisions of the
Securities Act and Exchange Act.

1. Section 17(a) ofthe Securities Act and Section 10(b) ofthe Exchange
Act and Rule 10b-5 Thereunder.

Section 17(a) of the Securities Act prohibits the employment of a fraudulent scheme or

the making of material misrepresentations and omissions in the offer or sale of a security.

Section 1O(b) of the Exchange Act and Rule 10b-5 thereunder prohibit the same conduct, if

committed in connection with the purchase or sale of securities. 15 A violation of these provisions

occurs if the alleged misrepresentations or omitted facts were material. Information is material if

there is a substantial likelihood that the omitted facts would have assumed significance in the

investment deliberations of a reasonable investor. Basic, Inc. v. Levinson, 485 U.S. 224 (1988).

Establishing violations of Section 17(a)(I) of the Securities Act and Section lOeb) of the

Exchange Act and Rule lOb-5 thereunder requires a showing of scienter. Aaron v. SEC, 446

U.S. 680 (1980). However, actions pursuant to Sections 17(a)(2) and (3) of the Securities Act do

not require such a showing. Id. Scienter is the "mental state embracing intent to deceive,

manipulate or defraud." Ernst & Ernst v. Hochfelder, 425 U.S. 185, 193 (1976). Scienter is

established by a showing that the defendants acted intentionally or with severe recklessness. See

Broad v. Rockwell Int'l Corp., 642 F. 2d 929 (5th Cir.) en bane, cert. denied 454 U.S. 965

Even if the investments offered do not exist, the antifraud provisions of the federal securities laws still
apply. SEC v. Lauer, 52 F.3d 667,670 (7th Cir. 1995).

SEC v. Stanford International Bank, Ltd., et al. 19



Case 3:09-cv-00298-N     Document 6      Filed 02/17/2009     Page 20 of 35• •

16

(1981). Stanford, Davis, Pendergest-Holt, and the Stanford corporate defendants violated these

antifraud provisions. 16

2. Defendants' Fraud Was in Connection with Offer or Sale ofSecurity.

There is little doubt here that the defendants fraud was in connection with the offer, sale

or purchase of securities.

a. Defendants' Clients Sold Other Securities
in Order to Purchase CDs.

First, even the "scratch the surface" level of evidence able to be compiled in advance of

this emergency motion confirms that defendants fraudulent behavior, statements and omissions

concerning SIB's CD program coincided with significant - and successful - efforts to lure

investors to convert (i.e. sell) their existing securities holdings into investments in SIB's CDs.

From August 2008 through December 2008 alone, approximately 50 SGC clients liquidated

approximately $10.7 million in stocks, bonds, and other similar securities and invested that

money in SIB's CDs. [App.593]. This sampling, particularly when viewed in light of the heavy

incentives SGC gave to its advisers to push SIB's CDs, strongly suggests that the fraudulent

behavior outlined above coincided directly with the selling of, at least, millions of dollars in

investments that are quintessential securities, such as stock. Accordingly, there can be no serious

dispute that Defendants fraudulent conduct was in connection with the offer or sell of securities.

See SEC v. Zandford, 535 U.S. 813,825 (2002) (holding that the "in connection with" element is

satisfied by "a fraudulent scheme in which the securities transactions and breaches of fiduciary

duty coincide").

To the extent the Court concludes that Stanford, Davis and Pendergest-Holt should not be held directly
liable for violating Section lO(b) of the Exchange Act and Rule lOb-5 thereunder, the evidence demonstrates that
they are liable for aiding abetting violations of those provisions.

SEC v. Stanford International Bank, Ltd., et al. 20
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b. The CD is a security.

In addition to fraud in connection with the selling of securities, the defendants' fraud was

also in connection with the purchase of securities, i.e., SIB's CDs. In fact, SIB itself admits that

"[b]y making this offering to Accredited Investors in the United States, SIBL and its officers are

subject to certain laws of the United States, including the anti-fraud provisions ofthe U.S.

federal securities laws and similar state laws." [App. 888]

The Supreme Court has emphasized that all notes - including products such as the

"certificate of deposits" sold in this case - are presumed to be securities. Reves, 494 U.S. at 64.

This presumption may be rebutted only by a showing that the note bears a strong resemblance to

certain enumerated non-securities such as "the note delivered in consumer financing, the note

secured by a mortgage on a home, the short term note secured by a lien on a small business or

some of its assets, the note evidencing a "character" loan to a bank customer, short-term notes

secured by an assignment of accounts receivable, or a note which simply formalizes an open

account debt incurred in the ordinary course ofbusiness. Reves, 494 U.S. at 65. To determine

whether such resemblance exists, the Supreme Court has applied a "family resemblance test,"

instructing that it is necessary to analyze the following four factors: (1) the motivation of the

parties; (2) the plan of distribution; (3) the reasonable expectations ofthe investing public; and

(4) the existence of factors which would reduce the risk of the instrument. Id. Notably, no one

factor by itself is dispositive. Id.

A comparison of the instruments deemed to be securities in Reves to the current CDs

demonstrates that there should "be little difficulty in concluding that the notes at issue here are

'securities:'" Reves, 494 U.S. at 67.

SEC v. Stanford International Bank, Ltd., et al. 21
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Factor

Motivation ofParties

Plan of distribution

Public's Reasonable
Expectation

Whether some factor such
as the existence of another
regulatory scheme
"significantly reduces the
risk of the instrument,
thereby rendering
application of the
Securities Acts
unnecessary."

•
Reves

"the Co-Op sold the notes in an effort to
raise capital for its general business
operations and purchasers bought them
in order to earn a profit in the form of
interest." Reves, 494 U.S. at 67-68.

Notes were "offered and sold to a broad
segment of the public, and that is all we
have held necessary to establish the
requisite 'common trading' in an
instrument."

"Advertisements for the notes
characterized them as 'investments' ...
and there were no countervailing factors
that would have led a reasonable person
to question this characterization."
Reves, 494 U.S. at 68-69.

"notes here would escape federal
regulation entirely if the [Securities]
Acts were held not to apply." Reves,
494 U.S. at 69.

•
SIB

SIB sold the notes in an effort to
raise capital for its general
business operations and
purchasers buy them in order to
earn a profit in the form of
interest.

Notes were offered to a broad
segment of the public.

SIB provides to its U.S. investors,
among other things, a document
titled "Disclosure Statement U.S.
Accredited Investor Certificate
ofDeposit Program. This
document prominently features a
page labeled, "SECURITIES
INVESTMENT STATEMENT,"
and refers to the purchase as "an
investment decision."

Absent securities laws, no federal
regulation over fraudulent
statements and omissions made in
sale of CDs appears to apply.

Importantly, the Reves Court held that if the seller's purpose is to finance substantial

investments and the buyer is interested primarily in the profit the instrument is likely to generate,

the instrument is likely to be a security. Id. at 66. That is precisely the situation here. Likewise,

when the issuer solicits individuals, as compared to solicitations of sophisticated institutions, that

indicates "common trading" and weighs in favor of finding the instrument a security. Again, that

is the case here, where SIB, acting through its affiliated investment adviser and broker-dealer

routinely solicits individuals via retail investments. [App. 593, 668]. Third, the public would

reasonably view these instruments as securities investments, particularly where SIB itself

SEC v. Stanford International Bank, Ltd., et al. 22
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describes them repeatedly as investments and advises clients that the offering of the CDs is

subject to the antifraud provisions of the federal securities laws. Importantly, in Stoiber v. SEC,

161 F.3d 745, 750 (D.C. Cir. 1998), the D.C. Circuit Court held that courts should consider

instruments to be securities on the basis of public expectations, "even where an economic

analysis of the circumstances of the particular transaction might suggest that the instruments are

not securities as used in that transaction."I?

The only factor that arguably weighs against the conclusion that the CDs are securities

concerns the existence of some other risk-reducing system, given that SIB is subject to some

regulatory oversight by the Financial Services Regulatory Commission of Antigua. To put it

simply, this putative oversight is irrelevant. I8

First, unlike some earlier lower court decisions, in Reves, the United States Supreme

Court made it clear that its fourth factor considered the existence of alternate federal regulatory

system, such as FDIC protection. 494 U.S. at 69. (citation omitted and emphasis added). For

example, in evaluating this factor after Reves, the Tenth Circuit noted that regulation by a state is

not enough. See also Holloway v. Peat, Marwick, Mitchell & Co., 900 F.2d. 1485, 1488 (10th

Cir. 1990), cert. denied, 498 U.S. 958 (1990) (holding that the Supreme Court in Reves clearly

required an alternative federal regulatory system); see also Bradford v. Moench, 809 F. Supp.

In Stoiber, the D.C. Circuit Court noted that the Supreme Court in Reves described this factor as "a one
way ratchet" that "allows notes that would not be deemed securities under a balancing of the other three factors
nonetheless to be treated as securities if the public has been led to believe they are. It does not, however, allow
notes which under the other factors would be deemed securities to escape the reach of regulatory laws." 151 F.2d at
751.

The Commission has noted elsewhere certain facets of the FSRC's regulatory role. The question is not
whether the FSRC carries out those prescribed responsibilities, but whether that oversight - as designed - "virtually
guarantees" the full recovery of deposits. In evaluating that question, it is worth noting how the administrator and
chief executive of the FSCR was quoted late last week in the press, when he described his agency's new approach to
overseeing SIB's activities: "it's not a Friday afternoon cocktail anymore ...." (emphasis added).

SEC v. Stanford International Bank, Ltd., et al. 23
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20

1473, 1483 (D. Utah 1992) (following Holloway decision and holding Utah regulatory system

cannot serve as risk reducing factor).19

As the Supreme Court made clear in Marine Bank, a certificate of deposit does not

invariably fall outside the definition of a 'security' and "each transaction must be analyzed and

evaluated on the basis of the content of the instruments in question, the purposes intended to be

served, and the factual setting as a whole." Marine Bank, 455 U.S. 551 n.l1 (1982). Here, the

factual setting weighs strongly in favor of subjecting SIB's CDs to the federal securities laws.

There simply is nothing here suggesting that the regulatory oversight provided by Antigua comes

close to providing the "virtual guarantee" of repayment the holder of the particular CD at issue in

Marine Bank or Wolfhad, in contrast to an ordinary long-term debt holder who assumed the risk

of the borrower's insolvency. Here, SIB's CDs have no FDIC protection, or any insurance

protection from any Antiguan regulatory or government authority.zo

Indeed, SIB itself admits in various offering documents that its customers assume the risk

of SIB's insolvency, stating in substance that "the ability of SIB to repay principal and interest

The Commission recognizes that several circuits, including the Fifth Circuit, have concluded - prior to
Reves and under significantly different circumstances - that certain certificates of deposit should not be considered
"securities" under the Securities Act and Exchange Act. See Wolfv. Banco Nacional de Mexico, S.A., 739, F.2d
1458 (9th Cir. 1984), cert. denied, 469 U.S. 1108 (1985); Callejo v. Bancomer, S.A., 764 F.2d 1101 (5th Cir. 1985);
Tafflin v. Levitt, 865 F.2d 595 (4th Cir. 1989), ajJ'd on other grounds, 493 U.S. 455 (1990 (Pre-Reves)) (holding
that certificates of deposit which were regulated by the banking system of Mexico or a state in the United States
were not securities.). Due to the emergency nature of this request and because, regardless of how the Court applies
Reves to SIB's CDs, it is clear that defendants fraudulent conduct was, as discussed above, in connection with the
selling of securities, the Commission has not extensively addressed why those pre-Reves cases do not control here.
Likewise, we have not addressed here the question of whether SIB's products could be considered "investment
contracts" covered by the federal securities laws. Should the Court wish additional briefing on that issue, the
Commission is prepared to provide it.

It should be noted, however, that the Commission - the primary agency responsible for determining
whether the securities laws cover certain instruments - has applied the Securities Act to instruments the offering
party claimed were similar to certificates of deposits, despite the existence of certain oversight by a foreign
regulator. See In the Matter ofState Bank ofPakistan, Admin Proc. File No. 3-7727, 1992 SEC Lexis 1041 (May 6,
1992)

This lack of refund guarantee is only exacerbated by SIB's attempts to lull investors with various claims of
"insurance" that do not provide protection to the investor.

SEC v. Stanford International Bank, Ltd., et al. 24
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on the CD Deposits is dependent on our ability to successfully operate by continuing to make

consistently profitable investment decisions" and "you may lose your entire investment." [App.

890]. This is precisely the sort of risks the antifraud provisions and other protections of the

federal securities laws were designed to address.

3. Defendants Misrepresentations and Omissions Were Material.

The misrepresentations to and information withheld from investors in this case concern,

among other things, the disposition of offering proceeds, the security of investment principal, the

returns associated with the investment, and the liquidity of the investment. These issues go to

the core of an individual's investment decision. There is a substantial likelihood that these false

representations and omissions would have assumed actual significance in the investment

deliberations of a reasonable investor. They are therefore material. See SEC v. Research

Automation Corp., 585 F.2d 31, 35-36 (2d Cir. 1978) (misleading statements and omissions

concerning the use of money raised from investors were material as matter of law); see also

United States v. Siegel, 717 F.2d 9, 14-15 (2d Cir. 1983) (holding that failure to disclose the

misappropriation ofmore than $100,000 was a fact which would be important to a stockholder in

his decision making).

4. The Defendants Acted With Scienter

In making their material misstatements and omissions, the Defendants acted with

scienter, which is a mental state embracing intent to deceive, manipulate, or defraud. Ernst &

Ernst v. Hochfelder, et al., 425 U.S. 185, 193 (1976).21 Here, the misrepresentations go to the

core of the investment model marketed to investors. Selling investments marketed as highly

A violation of Section 17(a)(1) of the Securities Act also requires a showing of scienter. However, the U.S.
Supreme Court has held that scienter need not be shown in order to establish violations of Sections 17(a)(2) and (3)
of the Securities Act. Aaron v. SEC, 446 U.S. 680, 696-97 (1980).

SEC v. Stanford International Bank, Ltd., et al. 25
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liquid, but which were in fact heavily invested in illiquid private equity and real estate, while

knowing that only two people actually knew the portfolio allocation and kept that information

under lock and key is, at a minimum, severely reckless. Indeed, this action speaks of a high

degree of scienter. Moreover, the actions of controlling individuals, and therefore their scienter,

are attributable to the controlled company. See SEC v. Manor Nursing Centers, Inc., 458 F.2d

1082, 1094 (2d Cir. 1971).

B. Stanford, SGC and SCM Violated, and Davis and Pendergest-Holt Aided
and Abetted Violations of, the Antifraud Provisions of the Investment
Advisers Act of 1940.

Through their deceitful and fraudulent conduct in selling the CDs and SAS, Defendants

violated the antifraud provisions of the Investment Advisers Act. This is true, even if the Court,

for the sake of argument, determines that the defendants' fraud was not in connection with the

offer, sale or purchase of securities for purposes of Section 17(a) of the Securities Act or Section

1O(b) of the Exchange Act.

1. Section 206 Imposes a Fiduciary Duty on Defendants Prohibiting
Defendants Fraudulent Conduct

Sections 206(1) and 206(2) of the Advisers Act (15 U.S.C. §§ 80b-6(1) & 80b-6(2)),

prohibit an investment adviser from defrauding any client or prospective client by, directly or

indirectly, employing any device, scheme, or artifice to defraud or engaging in any transaction,

practice or course of business which operates as a fraud or deceit upon any client or prospective

client. While scienter is required to establish a violation of Section 206(1), negligence alone is

sufficient to establish fraud liability under Section 206(2). SEC v. Capital Gains Research

Bureau, Inc., 375 U.S. 180, 195 (1963); Steadman v. SEC, 603 F.2d 1126, 1134 (5th Cir. 1979),

ajJ'd on other grounds, 450 U.S. 91 (1981). Unlike the antifraud provisions of the Securities Act

and the Exchange Act, Sections 206(1) and 206(2) of the Advisers Act do not require that the

SEC v. Stanford International Bank, Ltd., et al. 26
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activity be "in the offer or sale of any securities" or "in connection with the purchase or sale of

any security." SEC v. Lauer, 2008 WL 4372896, *24 (S.D. Fla. September 24,2008); Advisers

Act Release No. 1092, 6 Fed. Sec. L. Rep. (CCH) ~ 56,156E, at 44,057-7 to 44,058 (Oct. 8,

1987).

Instead, Section 206 establishes federal fiduciary standards to govern the conduct of

investment advisers. Transamerica Mortgage Advisers, Inc. v. Lewis, 444 U.S. 11, 17 (1979).

The fiduciary duties of investment advisers to their clients include the duty to act for the benefit

of their clients, the duty to exercise the utmost good faith in dealing with clients, the duty to

disclose all material facts, and the duty to employ reasonable care to avoid misleading clients.

SEC v. Capital Gains Research Bureau, Inc. et ai., 375 U.S. 180, 194 (1983). An adviser has

"an affirmative obligation to employ reasonable care to avoid misleading [his or her] clients."

Id. Scienter is required to establish a violation of Section 206(1) but is not a required element of

Section 206(2). SEC v. Steadman, 967 F.2d 636, 643 fn.5 (D.C. Cir. 1992) (Section 206(2)

violation only requires proof ofnegligence, not scienter).

2. Stanford, SGC and SCM are Investment Advisers Subject to Heightened
Fiduciary Duties.

The definition of an investment adviser in Section 202(a)(11) of the Advisers Act, 15

U.S.C. § 80b-2(a)(II), includes "any person who, for compensation, engages in the business of

advising others, either directly or through publications or writings, as to the value of securities or

as to the advisability of investing in, purchasing, or selling securities." SGC/SCM do exactly

that on a daily basis. Likewise, Stanford, as control person of both of those entities, satisfies the

statutory definition of an investment adviser. See In re Jay Deforest Moore, et al., Investment

Advisers Act ReI. No 1548 (Jan. 19, 1996),61 SEC Docket 544, 545 (charging individual with

SEC v. Stanford International Bank, Ltd., et al. 27
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direct violations of Sections 206(1) and (2) of the Advisers Act because he "exercised exclusive

control over" the finn and, therefore, was the finn's alter ego).

Likewise, Davis and Pendergest-Holt aided and abetted the Adviser Act violations.

Aiding and abetting liability requires a showing of: (1) a primary violation; (2) knowledge or a

general awareness of the aider and abettor of having played a role in an overall activity that was

improper; and (3) knowing and substantial assistance by the secondary violator of the conduct

that constitutes the violation. Woodward v. Metro Bank ofDallas, 522 F.2d 84, 94-95 (5th Cir.

1975); In the Matter of Glen Copeland, (CCH) ~83,903, at 87,732 (July 5, 1985); Investors

Research Corp. v. SEC, 628 F.2d 168, 178 (D.C. Cir.), cert. denied, 449 U.S. 919 (1980).

Recklessness satisfies the knowledge requirement, especially as to fiduciaries. See In the Matter

ofKemper Financial Services, Inc., Investment Company Act ReI. No. 21113 (June 6, 1995);

SEC v. Washington County Utility District, 676 F.2d 218, 226 (6th Cir. 1982); Rolf v. Blyth,

Eastman Dillon & Co., Inc:., 570 F.2d 38, 44-47 (2d Cir. 1978), cert. denied, 439 U.S. 1039.

Both Davis and Pendergest-Holt knew of the representations made to clients as to the

securities that would be purchased to support their CD investment, and in fact, actually trained

them to mislead investors. There is no doubt both Davis and Pendergest-Holt knowingly

provided substantial assistance to the fraud violations of SBI, SCM and Stanford.

3. Each ofthe Defendants Acted with Scienter

As described in detail above, the defendants intentionally misled their clients. For

example, knowing the importance to which investors would assign to the issue of exposure to the

Madoff fund, the defendants voluntarily undertook to assure investors that SIB "had no direct or

indirect exposure" to any Madoffinvestments. Pendergest-Holt, Davis and Stanford knew when

this statement was made that it was false. In the market environment of December 2008, it is

SEC v. Stanford International Bank, Ltd., et al. 28
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hard to imagine a more material breach of an investment adviser's heightened duty of care owed

to clients.

C. SIB and SGC Failure to Register as an Investment Company Violated
Section 7(d) of the Investment Company Act of 1940.

Section 7(d) of the Investment Company Act of 1940 prohibits investment companies

organized under the laws of foreign jurisdictions from making a public offering of securities in

the United States, except by entry of an order from the Commission pennitting registration. See

Investment Funds Institute ofCanada (1996 SEC No. Act. Lexis 334 (March 4, 1996). Both sm

and SOC (acting as SIB's underwriter) were bound by this requirement and failed to register,

which was intended to, and had the effect of, shielding SIB's CD program from Commission

oversight.

SIB qualifies as an "investment company" under either a "traditional" or an "inadvertent"

investment company analysis. The "traditional" investment company is defined by ICA Section

3(a)(1)(A) as any issuer that holds itself out as primarily engaged, or proposes to be primarily

engaged, in the business of investing, reinvesting or trading in securities. SIB's primary business

is to manage the deposits of its customers, not any commercial banking activity. Moreover,

these customer deposits are invested primarily in securities.22 [App. 867].

Likewise ICA Section 7(d), in addition to prohibiting SIB's offering, prohibits SOC's

activities as an underwriter for sm. SOC acted as an underwriter pursuant to ICA Section 2(40)

because of its activities in connection with the sale of SIB's CDs.

Alternatively, SIB also qualifies as an "inadvertent" investment company pursuant to leA Section
3(a)(I)(C)'s definition of "any issuer which is engaged or proposes to engage in the business of investing,
reinvesting, owning, holding, or trading in securities, and owns or proposed to acquire investment securities having
a value exceeding 40 per centum of the value of such issuer's total assets (exclusive of Government securities and
cash items) on an unconsolidated basis." In every year since 2004, equity investments have accounted for at least 48
percent of SIB's total assets.

SEC v. Stanford International Bank, Ltd., et al. 29
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24

v. APPROPRIATE RELIEF

A. Injunctive Relief

In analyzing the need for injunctive relief, courts focus on whether there is a reasonable

likelihood that the defendant, if not enjoined, will engage in future illegal conduct. See, e.g.,

SEC v. Comserv Corp., 908 F.2d 1407, 1412 (8th Cir. 1990); SEC v. Bonastia, 614 F.2d 908 (3d

Cir. 1980); SEC v. Commonwealth Chem. Sec., Inc., 574 F.2d 90, 100-101 (2d Cir. 1978). In

determining the likelihood of future violations, the totality of the circumstances is to be

considered. Murphy, 626 F.2d at 655. In granting or denying injunctive relief, courts have

considered the following factors: (1) the egregious nature of the defendant's actions; (2) the

isolated or recurrent nature of the violations; (3) the degree of scienter involved; (4) the sincerity

of the defendant's assurances, if any, against future violations; (5) the defendant's recognition of

the wrongful nature of his conduct;23 and (6) the likelihood that the defendant's occupation will

present opportunities (or lack thereof) for future violations.24 Additionally, other courts consider

the defendant's age and health. See SEC v. Youmans, 729 F.2d 413 (6th Cir. 1984); SEC v.

Wash. County Uti!. Dist., 676 F.2d 218,227 n.19 (6th Cir. 1982); SEC v. Universal Major Indus.

Corp., 546 F.2d 1044, 1048 (2d Cir. 1976), cert. denied, 434 U.S. 834 (1977).

Preliminary and permanent injunctive relief against Defendants are appropriate. Their

violations were not merely technical in nature, but, rather, lie at the very heart of the remedial

statutes.

This consideration is limited in other circuits by SEC v. First City Fin. Corp., 890 F.2d 1215, 1219 (D.C.
Cir. 1989), in which the Court of Appeals said that the '''lack of remorse' is relevant only where defendants have
previously violated court orders, see SEC v. Koenig, 469 F.2d 198, 202 (2d Cir. 1972), or otherwise indicate that
they do not feel bound by the law, see SEC v. Savoy Indus., 587 F.2d 1149, 1168 (D.C. Cir. 1978)."

See SEC v. Carriba Air, Inc., 681 F.2d 1318, 1322 (11th Cir. 1982); see also, SEC v. Bonastia, 614 F.2d
908,912 (3d Cir. 1980); SEC v. Commonwealth Chemical Securities, Inc., 574 F.2d 90, 100-101 (2d Cir. 1978).
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Moreover, Section 20(a) of the Securities Act and Section 21 (d)(I) of the Exchange Act

authorize the Commission to seek emergency reliefwhen it appears that a person is engaged or is

about to engage in acts or practices in violation of the federal securities laws. 15 U.S.C. § 77t(a),

15 U.S.C. § 78u(d)(I). Defendants fraud is ongoing. A temporary restraining order is

appropriate under the circumstances.

B. Ancillary Relief

1. Asset Freeze

An order freezing assets is appropriate to ensure that sufficient funds are available to

satisfy any final judgment the Court might enter against the Defendants and to ensure a fair

distribution to investors. See, e.g., Manor Nursing Ctrs., 458 F.2d at 1106 (freeze of assets

pending transfer to trustee); Unifund, SAL, 910 F.2d at 1041-42. An asset freeze as to each

defendant's assets is appropriate to assure satisfaction of whatever equitable relief the court

ultimately may order and to preserve investor funds. Id.; CFTC v. Muller, 570 F.2d 1296, 1300

(5th Cir. 1978). Additionally, an asset freeze "facilitate(s) enforcement of any disgorgement

remedy that might be ordered" and may be granted "even in circumstances where the elements

required to support a traditional SEC injunction have not been established." See SEC v. Unifund

Sal, 910 F.2d 1028, 1041 (2d Cir.) reh 'g. denied, 917 F.2d 98 (1990). It is well recognized that

an asset freeze is sometimes necessary to ensure that a future disgorgement order will not be

rendered meaningless. See, e.g., United States. v. Cannistraro, 694 F. Supp. 62, 71 (D.N.J.

1988), modified, 871 F.2d 1210 (3d Cir. 1989); SEC v. Vaskevitch, 657 F. Supp. 312, 315

(S.D.N.Y. 1987); SEC v. RJ Allen & Assocs., Inc., 386 F. Supp. 866, 881 (S.D. Fla. 1974).

The ancillary remedy of a freeze order requires a lesser showing than that needed to

obtain injunctive relief. See SEC v. Gonzalez de Castilla, 145 F. Supp. 2d 402, 415 (S.D.N.Y.

SEC v. Stanford International Bank, Ltd., et al. 31
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2001) ("courts may order a freeze even where the SEC has failed to meet the standard necessary

to enjoin future violations"). For example, to obtain an asset freeze, the Commission need not

show a reasonable likelihood of future violations. CFTC v. Muller, 570 F.2d at 1300. This

lower standard results from the recognition that injunctive relief raises the possibility of future

liability for contempt; an asset freeze only preserves the status quo. Unifund Sal, 910 F.2d at

1039. Accordingly, when there are concerns that defendants might dissipate assets, a freeze

order requires only that the court find some basis for inferring a violation of the federal securities

laws. Unifund Sal, 910 F.2d at 1041.

Here, there is a clear basis for fearing dissipation of funds. It appears that $250 million

has been liquidated from Tier 2 since December 2008, and the Commission has learned of

significant attempts to liquidate the portfolio within the last week. Moreover, not only is there

"some basis for inferring a violation of the federal securities laws," for the reasons set out above,

the Commission is more than likely to succeed on the merits of its case for antifraud violations.

2. Defendants Should Be Ordered to Preserve Relevant Evidence.

The Commission seeks an order prohibiting the movement, alteration, and destruction of

books and records and an order expediting discovery. Such orders are appropriate to prevent the

destruction ofkey documents and to ascertain what additional expedited relief may be necessary.

3. Expedited Discovery Is Appropriate.

The Federal Rules of Civil Procedure give District Courts discretion to permit expedited

discovery. Defendants are usually given until at least 45 days after the service of a summons and

complaint to respond to document requests, Fed. R. Civ. P. 34(b), and 30 days after such service

to appear for a deposition, Fed. R. Civ. P. 30(a) or respond to interrogatories, Fed. R. Civ. P.

33(a). But each of these Rules provides that the Court, in its discretion, may shorten these

SEC v. Stanford International Bank, Ltd., et al. 32
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25

periods. See also Gibson v. Bagas Restaurants, Inc., 30 Fed. R Servo 2d 792, 87 F.RD 60

(W.D. Mo. 1980) (accelerated discovery is allowable within the discretion of the Court).

Moreover, where urgent relief is sought and expedited discovery is needed to accomplish that

result, a court may grant accelerated discovery. See Notaro v. Koch, 35 Fed. R Servo 2d 580, 95

F.RD. 403 (S.D.N.Y 1982). Expedited discovery is required in this case to enable the

Commission more fully to develop the evidence prior to the conduct of a preliminary injunction

hearing. The Commission should have the opportunity to supplement a complete evidentiary

record prior to the preliminary injunction hearing. Also, expedited discovery is vital to

determining the scope of the fraud and the whereabouts of investor funds. Accordingly, the

Commission requests depositions on notice of3 days, with notice provided as noted below.25

4. Alternative Service and Notice Provisions

Rule 4(f)(3) of the Federal Rules of Civil Procedure provides that the Court may

authorize alternative means for service of process in foreign countries. The Commission

respectfully requests that the Court authorize service upon the defendants by serving them, in the

manner described in the Commission's proposed order, by providing notice and service of

process on each Defendant bye-mail transmission and by facsimile.

5. Accounting

The Commission seeks an order requiring Defendants and Relief Defendants to make an

immediate accounting. An accounting will enable the Commission to determine more accurately

the scope of the fraud and disposition of investor funds. It will help ensure the proper

distribution of the assets. See SEC v. Int'l Swiss Invs. Corp., 895 F.2d 1272, 1276 (9th Cir.

1990); Manor Nursing Ctrs., 458 F.2d at 1105-06. An accounting is particularly justified

This is particularly important here because Defendants have not produced any documents during the
investigation, and have failed to comply with lawfully issued subpoenas.

SEC v. Stanford International Bank, Ltd., et al. 33
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because of Tyler's use of investor funds and the Relief Defendants' receipt ofproperty traceable

to Tyler's illicit conduct and to investor funds.

6. Appointment ofa Receiver

As noted above, the defendants in this case have made every effort to deny access to the

records and data necessary to enforce the federal securities laws. In addition, many of the funds

appear to be easily transferrable outside the United States. A receiver is necessary here to

marshal, liquidate and distribute assets to the victims of the defendants' scheme and especially

warranted in light of the Defendants' efforts to shield relevant financial data and other key

documents from independent review, the recent effort to remove operations from the United

States, and recent large liquidations and lying to investors seeking to redeem their CDs.

7. An Order For Passport Surrender Are Appropriate.

An order for repatriation of funds and records sent offshore and still under the control of

the defendants is appropriate. There is evidence that funds and records have been transferred

overseas. In addition, based on the defendants' frequent foreign travel, the fact that Stanford

maintains vast holdings (including residential real estate) in foreign locales, and Stanford's self

proclaimed dual residency, the Commission seeks an order requiring the defendants to surrender

their passports to the court. These orders will ensure the efficacy of whatever equitable relief

might ultimately be granted. See R.J Allen & Assocs., Inc., 386 F. Supp. at 881.

8. A Repatriation Order is Necessary.

The Commission also seeks a repatriation order requiring the Defendants to return to

identified accounts in the United States, all trading proceeds that may be located outside this

Court's jurisdiction. Such equitable relief is appropriate where the Commission is seeking

disgorgement in its prayer for relief. SEC v. R.J Allen & Assoc., Inc., 386 F. Supp. 866, 880-

SEC v. Stanford International Bank, Ltd., et al. 34
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881 (S.D. Fla. 1974).

SEC v. Stanford International Bank, Ltd., et al.
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION APPEARANCES:
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STANFORD GROUP COMPANY Amended, 2/6/2009 M. THOMF.S KELTNER, ESQ.

WITNESS: Michael J. Zarich

PAGES, 1 through 118 OORIGINAL
MICHAEL KING, ESQ.

KEVIN EDMUNDSON, ESQ.

PLACE, Securities and Exchange Commission
DAVID REECE, ESQ.

801 Cherry Street, 19th Floor
CRAIG ELLIS, Regulatory Staff

Fort Worth, Texas
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10 Securities and Exchange Commission

11 801 Cherry Street, 19th floor
The above~entitled matter came on for hearing,

pursuant to notice, at 11:38
12

13

Fort Worth, TX 76102

14 On Behalf of the Witness:

15 PATRICK K. CRAINE, ESQ.

16

17

Bracewell & Guiliani, LP

1445 Ross Avenue, Suite 3800

18 Dallas, TX )5202

19 (214) 758-1048

20

21

22

Diversified Reporting Services, Inc. 23

(202) 467-9200 24

25

1a46b9ge-8d5b-48e7-824e-50<:b5f1<:974e 1a46b9ge·8dSb-48e7·824-e-5Ocb5f1 <:974e

Page 3 Page 4

CONTENTS PROCEEDINGS

2 MR. KELTNER: We're in the record, Mr. Zarich.

WITNESS: EXAMINATION l ' d just like to go through a few preliminaries very quickly.

Michael J. Zarich I know you've had a chance to talk to Terry about

testimony and how it works you know~ We I 11 try to follow

EXHIBITS: DESCRIPTION IDENTIFIED Terry's admonitions -- you know, no non-verbal responses, all

Investment Proposal 61 that kind of stuff.

E-mail, Rawl to Hare, 7/25/2005 73 But just real briefly, I'm Tom Keltner. With me

Stanford Allocation Strategies, today a re Kevin Edmundson and Michael King of the Enforcement

12 staff.

11 David Reece is also here, and also Craig Ellis from our Reg

10 Division. Mr. King has stepped out. He'll be back briefly.

13 We've requested your testimony as part of a formal

inqu~ry in the matter of Stanford Group Company _ We'll go1495

91Bowman

SAS Proposal, prepared for Foster,

prepared for Rumac, presented by

presented by Woolsey

Stanford Allocation Strategy,

10

11

12

13

14

21 MICHAEL J. ZARICH

15 ahead and get you under oath at this point, if you're okay15

16

17

18

19

20

21

SAS presentation prepared for

Rahaim, presented by Rawl

E-mail, Zarich to SGC Houston

branch, 6/21/2005

100

114

16 with that.

17

18

19 hand?

20 Whereupon,

MR. ZARICH: Okay.

MR. KELTNER: Could you please raise your right

22 22 was called as a witness and, having been first duly sworn,

23 23 was examined and testified as follows:

24 24 EXAMINATION

25 25 BY MR. KELTNER:

1a46b9ge-8d5b-48e7-824e-50cb5f1 <:974e
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Q

Page 5

Thank you. Could you please state and spell your Q

Page 6

Okay. Mr. Zarich, you're here under subpoena

full name for the record. today _ After you received the subpoena, could you tel.! me

A

Q

A

Q

Michael Joseph Zarich.

How do you spell Zarich?

Zarich is Z, as in zebra, a~r-i-c-h.

Before we went on the record, I gave you and your

what you did to look for documents and other responsive

materials?

I did_ I checked per our previous phone

conversation. I checked for some files that I thought I

counsel a copy of the Formal Order in this matter, including might have, and it turns out I did, and then Patrick has

an amendment,· a couple of amendments, that added myself and submitted those to you all today a floppy disk.

Michael King to the Formal Order, as well as a copy of the Q Okay, and the computer that you pul.l.ed these

10 Conunission's Form 1662, which you also should have received a 10 documents from, that was a personal computer?

11 copy of with your subpoena? 11 A It was. It was a home desktop computer,

12 A Yes, that's correct. 12 Q Okay, and just generally t how did those documents

13 Q Do you have any questions regarding those documents 13 end up on that computer? Was ita computer you used for

14 at this point? 14 work, from home, logging in, that kind of thing?

15

16

A

Q

I do not.

Okay. They will be available throughout your

15

16

It It was -- and I should backtrack. There

a floppy as well. There were some disks

17 testimony, if you choose to reference them, or if you have 17 floppy, But yeah, it would be downloaded probably from

18 questions at a later date. I'll be happy to answer those 18 e-mail and looking atE iles, so forth and

19 questions. Mr. Zarich, are you represented by counsel today? 19 Q Okay, and these are all documents that would have

20

21

A Yes, I am.

MR. KELTNER: And would counsel please identify

20 been on there for quite some time? They weren't recently

21 added or anything 1ike that?

22 himself?

23 MR_ CRAINE: Patrick Craine from Bracewell

22

23 ago,

A No. It's been -- I left Stanford a year and a half

at least a year and a half.

24 Guiliani, here on behalf of Mr. Zarich. 24 Q Okay. Were there any -- so did all the documents

25 BY MR. KELTNER:

1a46b9ge-8d5b-48e7-824e-5Geb5f1 c974e
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25 that you' re producing today come from that computer?

1a46b9ge..Jd5b48e7-324e-50cIl5f1 c974e
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A

Q

Yes, or the floppy.

Okay, and when you say the floppy, what is that? 2

A

Q

No.

Okay. So no e-mails that say things like, call me,

A Oh, the disk. I still call them floppies. and then led to discussions about --

Q

A

Like CDs?

A CD, I'm sorry.

A

Q

No.

Since you brought it up, who are you still close

Q Okay. wi th at the company?

A And they were on a floppy. I had a work computer, 7 A And I don't know if we want to differentiate my

10

the laptop that I turned into Stanford, that frequently

crashed_ So I think over time I had compiled some files

that disk.

time in Houston or Antigua, but Houston I still talk to Brent

Hennings~ He's in commissions. Mark Grosebeck is a

10 financial advisor in Houston.

11 Q Okay. You transferred. some files over from time to 11 Willie North and Ben Simiski. I believe that's

12 time?

13

14

A

Q

Yes.

Okay. What about e-mail? Did you do any review

12 S-i-m-i-s-k-i. That's kind of our every other week lunch

13 crowd. Mark and Ben work together, and then in Antigua,

14 Sasha Mercer is probably my most frequent, and it is usually

15 for e-mail? 15 bye-mail we communicate_

16 A I did not, because I don't have access to the 16 Q And what· s Sasha' s role?

17 Stanford Exchange server. There wouldn't have been any 17 A She's the -- they call her the protocol officer,

18 hotmail or anything like that. 18 which is really the kind of concierge. She's responsible for

19 Q Any recent e-mail correspondence you had wi th 19 organizing trips to the bank, clients, prospects, hotel

20 people from Stanfo-rd? 20 accommodations, airfare. Kind of runs the tour, if you will.

21 A I have same friends there, lunch -- you know, 21 Q Okay. So did you interact with her quite a bit

22 Super Bowl, who's going to win. Some friends in Antigua and 22 when you were down in Antigua?

23 the Houston office that I keep in touch with. 23 A Yeah, very much so.

24 Q Sure. Anything related to the investigation that's 24 Q Okay. At this point, just to kind of set the

2 5 going on now?

1a46b9ge..ad5b-48e7-824e-5Ocb5f1 c974e

25 stage -- obviously, we've spoken before. We did an informal

L,,-=-===-----=------=--~,,~;2I1!~8l!=fmlfJi2~1'C974e



Case 3:09-cv-00298-N     Document 12      Filed 02/17/2009     Page 4 of 10
Page 9 Page 10

interview, and we're probably going to go back over some of

that ground now, since now we've got a court reporter. 2

it basically became my group. At some point in there, it

redefined as the Investment Advisory Group, which I ran right

So we may -- you know, don't qet frustrated if up until December 31 of 2005, which then -- and then I was

we're going back over stuff we talked about before. transferred down to Stanford International Bank in Antigua,

.n.. Okay. as the role of senior investment officer, until my

6 resignation in July 2007.Q

did you

A

So just kind of starting from the beginning, how

to work at Stanford Group?

I was hired in 1999, June-July in Denver, Colorado,

Q

A

Okay. Who hired you initially?

It was joint, Chip McNeil that I mentioned, who was

11 Advisory Department of Stanford Group Company, the

12 broker-dealer/RIA.

an asset management analyst, in what was then the Private

10 Client Services Group, which is the advisory arm or the

technically my supervisor, and we both reported to Bob Glenn,

10 who ran that whole department, the Private Client Services

11 Group.

much the same until you moved to Houston?

Okay, and then did your reporting chain stay pretty

A Yes, yes. In Denver it did, and then in Houston,

Q

it Chip r-1cNeil and then Jay Comeaux and Alvaro

12

13

14

15

I was hired to create and promote a mutual fund

Services Group, had an array of fee-based products, separate

allocation program called MFP. The PCS, Private Client

13

14

15

16 account managers, this program and a few others. So that was 16 Trullenque. I had a few reports over the years, but

17 while I was hired. Do you want me to kind of run through the

BY MR_ KELTNER:

THE WITNESS: Oh, yeah. Al Trullenque,

T-r-u-l-l ~e-n-q-u-e.

Q Okay, and after you got to Houston, who was in

the I guess, we'll call the Investment· Advisory Group.

time.

COURT REPORTER: Can I get the spelling of that

Sure.Q

last name?

know it changed names

17

18

19

20

21

22

23

24

25He left the company, I believe late that year, and

group in 2002.

whole quick history of

Q Yeah, tha t would be great.

A I worked there in 2002, the beginning of 2002, end

of 2001-2002, that Denver office was essentially closed, and

I was luckily offered a job in Houston, in which

Chip McNeil and myself moved to Houston to still run that

18

19

20

21

22

23

24

25

1a46b9ge-8d5b-48e1-824e-50cb5f1c974e 1a46b9ge-8d5b-48e7-824e-50cb5f1 c974e

2 myself, and we hired an assistant.

A

Page 11

We got there, it was the two of us, Chip and

Page 12

ramp up, and I made my first hire, I believe, in 2004. 2003

2 or 2004 was Jason D'Amato.

Q

A

What was his or her name?

Her -- I'm afraid it' s sad to say I'm going to have

Q

A

Okay, and how did you know Mr. D'Amato"?

A resume that came in through our Human Resources

to say I don't remember. I could come up with it.

Q Yeah.

assistant?

Is that Jurika, or is that a different 6

7

Department.

Q So you hired D' Amato

somewhere in that time frame?

in, you think early '04, '03,

A No. Susan, no. She I s gone. She was wi th us maybe A Yes.

nine months, six to nine months. I do know Susan, though. Q And so he

little bit of 2003.

A She was an assistant, an administrative assistant,

filing, phones. That could be just fairly low level

you say that nine months fell in?

I guess MFP is established at this point.

Yes.

So he comes in --

Was he kind of your number two?

Yes, yes.

A

A

Q

Q Okay. Was he in the Fixed Income group?

A I believe he's still there. He's an institutional

Q And then just to -- since we're on the path, let's

Q Okay, and were there other senior people, or is it

Fixed Income trader /transacter.

switched over to Ben Finkelstein. F-i-n-k~e-l-s-t-e-i-n.

go ahead and walk through how -- both up and down, how the

as I mentioned, and then there was a period in there

mostly you and Mr. D'Amato at this point?

A It was us. We reported. We did report to Jay now,

management chain changes. Because I know at some point Stys

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Oh, that would have been 2002, probably into aA

Q Okay. In what ba~lpark was she? What year would

administrative stuff. Some projects here and there.

Q Okay, and since we're talking about her, what was

her job?

A And forgive me for dates, but my next ~~ Chip

let go, r want to say fall of 2003, I believe. Then I

essentially then had the reins myself, and then it was a

small department at the time4 But the growth was starting to

Q Okay. So how does your staff change after that?

mean, kind of -- what are the significant changes going

forward?

10

11

12

13

14

15

16

17

18

19

20

23

24

25
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comes in and Parrish comes in. Could you kind of sort that then it did spin out to Stanford Capital Managemen,t.

2 out for us? Q Okay, and the business unit that you managed became

A Yes. Let's just go to the beginning. Bob Glenn, Stanford Capital Management?

and Parrish come into the picture?

Chip McNeil, and I'd say Jay and Alvaro together, because

they're a team. That's Jay Comeaux and Alvaro Trullenque.

Ben Finkelstein and then Eddie Rollins, and then really Danny

A

Q

Correct, correct.

Okay, and so were you s till in that group when Stys

Bogar would be my last report. A No.

Q

A

10 director

And just for the record, who is Danny Bogar?

He was -- I think he's still there, the managing

Stanford Group Companies, which would be the 10

Q

correct?

A

Okay. So did Parrish largely replace you, is that

Yes. Jason did, I don 1 t knm" if de facto is right.

11 broker-dealer. I guess anything really under the 11 Jason did technically replace me.

25 was beyond after I left the bank. I want to say 2006, and

12 broker-dealer, Investment Banking, Coins and Bullion.

13 There's actual SO itself.

A Yes.

A Oh, go ahead.

Yes, and I will say I did not live full time in

Okay, Jason D'Amato.

D'Amato when I left for the bank, and then I thinkA

Q Then during this time frame, you're down in

A

A Correct.

Q

Zach Parrish came in shortly after and Jason reported to

Zach. Then Mark Stys came in after that. I think it's kind

of in between Zach and Jason, I believe.

Q So you have probably have some picture in what's

going on up in Houston that you're not directly involved?

Antigua?

23 Antigua. I essentially did a rotation mostly there, but

24 maybe a week a month I was still in Houston, in which case I

25 was officed at the 5050 location, which is where the

12

13

14

15

16

17

18

19

20

21

22Okay, and that was --

Q At one point the investment advisor spins out to a

Q Okay, and so I know at one point

Q And would you include the investment advisor in

Q

that, or no?

A We were under that, yes.

A Then that was after -- the talks were starting when

I was still there in 2005, but I think the ultimate spinout

new company?

14

15

16

17

18

19

20

21

22

23

24

1a46b9ge-8d5b-48e7-824e-50cb5f1 c974e 1a46b99e-8d5b-48e7--824e·50cb5f1 c974e

Page 15

broker-dealer is.

So yes, I was in loose contact. I was mostly in

contact with the financial advisors, and not so much that

Page 16

want to say August of 2005. I accepted, and then that fall

2 really was a training period, getting ramped up for that

position, for a January 1, 2006 start date.

group. Q Okay. When you say "a training period l " what did

Q lIm just trying to' get context. Are you single or that involve?

married at this time? 6 A It was mainly working with Laura Pendergast in

A They were there in Houston.

your family would have been?

back from time -- frequently to see family and all that?

the time line at this poi.nt, was it around the end of '05,

frequently for those three or four months that I was

training. So let me -- there was a previous rotation as well

to Nemphis, even back to the Investment Advisory Group days,

with the intention of getting synergies with that research

group. We were already on a rotation basis. So I had

previously been spending time in Memphis.

their prospects. Go ahead.

Q So it sounds like -- how long were you in Memphis?

A I was there a lot. Not every week, but quite

Memphis on what my duties would be. We talked about a big

part of my responsibility would be essentially facilitating

in the sales process of the CD Products of the bank, and how

to communicate with financial advisors and their clients and

Q Okay, and roughly when was that?

A That would have been in that '05, • 04 -' 05 period.

Q Okay, and I know we' ve ta1ked about a lot of this,

but just to get the context. When you say .. that research

group," can you tell me who you're talking about?

A Yes. Laura Pendergast is the chief investment

19

10

11

12

13

14

15

16

17

18

20

21

22

23

24

25

In between.

Okay. Well, I was just trying to figure out where

A

Q

A Yes. Jim Davis approached me with a position in I

Q Was that part of your deal, that you'd get to come

Q Did you have kids in Houston?

A Kids in Houston.

Q Okay, so you' re rotating back, spending time with

early '06 when you made the move to Antigua?

A Yes. That was certainly a caveat to accepting that

position as senior investment officer, was that I would not

your family?

A That was -- exactly.

move down there. They tried to get me to move, with my

family to move down there, but I did not.

Q Okay, and just since we're kind of going through

10

11

12

13

14

15

16

17

18

19

20

23

24

25
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officer of the Stanford financial Group, and among hee duties

Page 18

portfolio. So--

she has, I want to say, 20

handle sectors and kind of

research analysts that

research on currencies,

Q

A

Ri-ght.

Go ahead.

regions. They're responsible for Asia, Latin America, Q So let's talk about that for a minute. So you say

whatever _

would

So they put out reports that the financial advisors

to educate themselves and their clients, interest

5 it· s not a loan portfolio. Are you saying as opposed to a

conventional bank, where they take money in and they loan it

out, they've got a loan portfolio, SIB is a l.ittle different.

rates and markets r where they're going. Can you tel.l me how it· s different?

13 month to five years.

10 that first of all, there f s no loans at the bank- There's

11 just one chartered bank in Antigua, and the only product they

12 have is a certificate of deposit with maturities from one

10

11

12

13

So it made sense for the Investment Advisory Group

to meet with them, to give us ideas how we're going to

allocate portfolios and strategies.

Q So you interacted with them on MFP-related issues;

is that correct?

A Correct. Yeah, the model is different, in just

14 A Right. 14 So the depositor puts their money on. They get a

15 Q Okay. Advice on investment strategy, whi.ch sector 15 guaranteed rate, whatever percent. That money -- like

they should be in, which parts of the world, those kinds of

A Yes. I would say from a monitoring standpoint, the

portion of the assets of the bank. As we've discussed, the

20 analysts in Memphis were responsible for overseeing a

the returns that they would make in those

This bank would invest it and try to create a

1a46b9ge--8d5b-48e7824e-SOcb5f1c974e

A Stocks, bonds, commodities, currencies, alternative

investments to obviously be profitable and be able to pay the

liabilities of the depositors and give them their money back

traditional banks would loan that money out to create a

in maturity.

Q And then just big picture, since we're tal.king

spread

spread~

about it. What types of assets would they invest in?

16

17

18

19

20

21

22

23

24

25

1a46b99e-3d5b-48e7--824e-50cbSf1 c974e

investment portfolio on a loanassets of the bank is

things?

p.. Yes, yes.

Q Was it also part of the responsibilities or work

flow of this group in Memphis to consult on the management of

the assets of the bank?

16

17

18

19

20

21

22

23

24

25

•
Page 19 Page 20

investments such as hedge funds, funded £unds. here and there, or a piece, never the whole picture.

2 Q Okay, and what's your basis for saying this? Are 2 Q Okay. I mean ,one of the things we 1 re trying to do

you basing this on your time in Memphis or on your time. in

Antigua? I mean, how do you know?

A It was certainly part of my training, and this is

the educational process at Stanford in general. I mean, I

knew that even from day one about the bank and this is how it

is get our arms around how the bank works. It might be

helpful -- you know, somebody with your expertise and your

time down in Antigua.

lim trying to distinguish in my own mind how the

7 investment side of this thing is similar to or different from

by being there I would receive statements, but always one

to say literature, but the training is that there's 25 or 30

maybe eight. I had never -- the literature, and I don't want

statements, do you think there were 25 or 30, or how many did

lot of private equity in there, but

the sense -- you know, you've got your equi.ties, your fixed

income, your alternative investments. How would you compare

just kind of a lot of investment vehicles that smaller

A I would say because it is a bank.. and it's

So it is a bank. It's chartered as a bank,

like a mega-endowment. Well .. I guess not mega compared to

like Yale or Stanford, that it was managed very much in that

regardless of what this investment portfolio does, there's

regard, you know.

They use a lot of private equity, meaning Yale and

chartered as such, and the only product is certificate of

deposits that they issue, makes it very bank-like. So

and contrast those to a hedge fund?

Harvard. I didn't

banking products. The asset side, I always looked at it

still an impli-ed guarantee that has to be paid to the

depositor.

a hedge fund, because it sounds a lot like a hedge fund in

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

forwarded statements direct

statements that indicated thatNo, I did notA

there were 30 or 25. I was

of them, private banks.

Q And you think you met around ten?

A I'd say ten.

Q Okay, and in terms of seeing documentation or

domiciled that run the money for the bank in Antigua.

So I met a lot of them, a lot meaning like ten,

you actually see? What was your sense based on your actual

experience, as opposed to what the training material. said?

anyway. I did receive statements in Antigua. I think just

works. But I was -- while I was at the Investment Advisory

Group, I was asked to go on some trips to Europe, which is

where a lot of the money managers and banks and institutions10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
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institutions or individuals can't get, that they were able to Q

Page 22

Okay. Did Stanford have a similar product when you

put their money with these managers or banks or whatever, to got there? Were they in the business before you got there?

generate this positive spread to keep the bank profitable A The mutual fund?

year~in and year-out_ Q Yes. Were they in the business before you got

I was traveled and met enough of these there?

managers you know, it was believable_ You knml/, I met A The mutual fund? Yes_

them, and as spoke the phone, I mentioned Credit Suisse Q They had a mutual fund allocation?

as a private bank who handles one of the sleeves, let's say A Yes. Chip had done -- yeah. There was assets in

the 25 sleeves_ place, it wasn't -- it didn't start at zero_ It might

10 I don't know how much they managed, but they would

11 even go further into the diversification process by having

12 maybe 20 managers -- you know, underlying managers or funds

13

14

15

16

17

18

19

20

21

22

23

24

25

whatever in there. So a very diverse concept_

Q Okay. Well, I think for now we've got kind of an

overview of the bank and how it works. So let's leave that

for a moment and then we'll come back to it in a little bit.

So I want to back up to earlier you told us that

you were hired to come in and establish a mutual fund wrap

proqram?

A Yes_

Q Okay. Was that pretty much the understanding from

day one?

A Yes.

Q Okay. That's what you were hired to do?

A Yes.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

have had eight million in it.

Q Yeah. I think you told me before seven and a half,

in that bal.lpark?

A Right. So r should -- that's a good point.

mean, I didn't go from ~- I created from zero. I built the

models and picked the funds and hired the promoters.

Q Okay. So when you show up, what do you do? How do

you get started in establishing this program or growing this

program?

A It starts with building models,

Q I mean, kind tell me about it. You're building

models. I assume there's kind of a piece of .it where you' re

figuring out how do we get clients, how do we market -- you

know, that sort of stuff.

A The models start out obviously with kind of a risk

tolerance assessment. You want to, and this is modern

1a46h9ge-8d5b-48e7-824e-5Ocb5f1 c974e 1a46b9ge.adSb-48e7-824e-50cbSf1 c974e

Page 23

portfolio theory, asset allocation 101. You know, you want

to create a model that has the -- you know, the right growth

A

Q

Page 24

Yes.

Okay, and what's on the -- you said it qoes from

objectives, the return objectives with the least amount of 3 to nine in terms of risk. I guess what's the most

conservative and what's

optimization -- you know, you would think of one being the

risk, and you define an optimal mix of equity bonds and cash.

That's what it was back then. Now they have all these other

6 asset classes.

A One conservative, and based on the

You design a questionnaire to client's 7 most conservative with the most fixed income, or cash, in the

risk and investment objectives, and you score it and then you order of cash, fixed income. Then of course even within

come up with -- you know, this is a young person who's going fixed income, you've got government debt, high yield debt.

A Growth. Yeah, -that would be there.

like that. I mean, what

Q Okay, and is nine growth?

fi ve, and that they were defined, I think. Yes, you Ire

And as you kind of scale back in the risk profile,Q

A The models for change. After I left from nine to

So you have different risk parameters of debt in there, to

nine, being all equity.

I think I've seen growth plus income and different things

right. I want to say growth, growth plus income. But I

think there was £i ve. I think Jason and Seth would -- you

10

11

12

13

14

15

16

17

18

19

20

And then as far as creating the allocations,

A Ibbtosson is an optimization software, and what it

I had nine models, 1 being conservative, 9 being

using Ibbtosson at the time as an optimization.

Q Can you spell that for Terry?

A Oh. Ibbtosson is I-b-b-t-o-s-s-o-n.

Q And what's Ibbtosson?

the way to conservative_ So conservative, moderate growth.

the most growth_ The questions in the questionnaire are

to stay for 30 years. They're going to be in the growth all

designed to -- you know, peg the clients on whether --

10

11

12

13

14

15

16

17

18

19

20

does is take historical information from various asset

classes and you find the right mix of the growth model,

21 know, because I don't recollect -~

22 I recollect we had nine models right up in there,

23

24

25

conservative or moderate_

Q Okay. So you said when you started out, quickly

thereafter you had nine strategies?

23

24

25

and they switched over to five.

Q And when you say Seth, is that Seth Hare, H-a-r-e?

A Yes, yes. Seth Hare was our third hire, my third

1a46b99e-8d5b-48e7-824e·50cb5Mc974e
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hire.

Page 26

commoditized style product, that' s where maybe you could

Q

A

Q

Is he an advisor type or an administrative type?

Analyst.

Analyst. And when they went from nine to five

differentiate. Because at the end of the day, these

allocations are probably what Morgan Stanley's putting out in

a variation.

strategies, is that the same time they renamed the program

SAS?

So my thought was to truly add value, would in

taking those managers -- you know, that could be -~ sorry.

manager selection, meaning how long has the manager been

A

Q

A

Yes.

Okay, and what does SAS stand for?

I believe it's St ca teg ic l\llocations -- I don' t

Q

A

That's fine.

So I know at time I had this like 13 point

10 know actuall y . 10 there, what's their background, what's the style of

11 Q Strategic Allocation Strategy or Stanford 11 consistency, what are the historical returns, the risks, all

12 Allocation Strategy f something like that? 12 these kind of 13 steps that you would go through ~~ you know,

13 to pick a manager. Due diligence, if you will.13

14

A

Q

Yes.

And this change from nine to five and the change 14 Q And you're talking about the managers that manage

15 in name, does this happen in '06 when you're down in Antigua? 15 the mutual funds that end up --

18 the strategies together. Then I assume part of it is

19 figuring out how you make this thing attractive to customers, really lagging for a couple of years or whatever, or a

16

17

A

Q

I believe so, yes.

Okay. So we talked a little bit about how you put

16

17

18

19

A

Q

A

The mutual funds you put

Into the different wrap programs?

Right_ Like you have a mutual fund in there that's

20 how do you market it. So what was the strategy there? 20 manager leaves something happens where you need to replace

21 A The next step, you've got your allocation set, your 21 that fund manager.

22 model set, is the fund selection process _ So you have X in 22 Then you go out to the universe of 8,000, and you

23 large cap growth, X in large cap value, and then you want to

24 fill the best manager or mutual fund manager in the space.

25 It was my thought, and even at the time in a pretty

1a46b9ge-8d5b-48e7-824e-5Ocb5f1 c974e

Page 27

analysts and how do you buy, what's _your risk management

process and all those kind of things, and make a selection.

So that to me was one of the big selling points -~ you know,

that somebody' s always watching it, you know. You've got

23 start looking for a manager that you feel would be the best

24 one to perform going forward.

25 You would call them up, maybe talk to one of their

1a46b9ge·8d5b-48e7-824e-SOcbSHc974e

Page 28

about once a year. And similar on the fund side, I don' t

2 think you change funds to -- you don't want to change funds

too frequently.

In my memory, recollection might have one or two a

going to know if -- you know, Joe Blow, the lead manager left

10 the fund. So that's the job of lAG or SCM to manage that

someone that's watching the allocation that will re~balance

6 it, that will do the fund changes for you, and that are

watching these managers.

Whereas, if a broker a financial advisor is not

5 year you would change a fund out, and not because of

performance. You know, I mean, there's -- funds will lag.

If you have a fund manager, I don't want this to

get too technical, that their systems are in place and the

managers are still there and they're doing what they always

10 say they do. Yet they're lagging

11 process, to oversee it. 11 You know, we know the late '90s was a good example

13 them out if there's more of a bigger change in the fund, like

12 of that. That's not a12

13

14

Q

Q

Okay.

BY MR. £LLlS:

Okay. Perhaps I can cl.arify something here, Tom_ 14

to sell them out. You sell

they left the firm or they're doing something. They're large

15 Do you have a general. sense of how often in these programs

16 you woul.d change the allocation of each model., and there's a

17 second question, how often you might switch out a manager for

15 caps buying small cap stocks.

16 Something like that is a reason to change out a

17 manager.

18 each piece of the allocation? 18 Q How often would you actual.ly change the allocation?

20 points to the question. One, I had a 5 percent band, if you

19 A When I was running it, I had a 5 percent -- two 19 Say for example you had a qrowth al.l.ocation that on real

20 basic terms was 60 percent

will, on the allocation. So if a client deviated over that

5 percent threshold, you'd re-balance it.

21

22

A

Q

Oh, I

-- 40 percent al.l.ocation. How often would you

25 re-balance too frequently. That came out to be probably

23 adjust the model. all.ocation?23

24

You didn't want to -- you know, you've got

transaction costs and potential taxes, so you didn't want to 24

25

A About annually, and it's tweaking.

BY MR. KELTNER:

b5f1c974e
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Q

Page 29

Yes, it's not actively managed. Yeah, it's not Q

Page 30

So the models were relatively static, and they

tactical would be the word I would use, by any stretch of the 2 would change from. time to time?

basis and changing allocations or changing managers or

imagination, where you're going to go all cash. It would be

more like you might -- you know, maybe you have 23 percent in

growth and 17 percent in value, and there's a shift in the

A

Q

Yes.

But it's not like you were going in on a monthly

6 market. funds

You know, you may go more in value, 20 percent in A No.

value and 18 percent in growth. We' d look at that about 8 Q When you first started out, let's take growth for

A Well, we 'ct look at it all the time, but maybe example. Ballpark, how many different assets or funds would

10

11

12

change it about once a year.

Q And was that usually around year-end, or -- I mean,

it at the end of the year, where you sat down and

10

11

12

you have allocated to?

A I ran about five equity -- generally speaking, a

large value, a large growth; a small value, a small growth

13 thought, okay, how are we going to reallocate these things, 13 and an international manager. Then in the fixed income

14

15

16

17

18

19

20

21

22

23

24

25

or was it --

A No, I don't recollect.

MR. CRAINE: Excuse me. I didn' t qui te hear the

question.

BY MR. KELTNER:

Q Was there any rhyme or reason to when in the year

you would do the reallocations or --

A I don't recollect it being a calendar year-.

think it's more of a fluid process than a set time.

Q Okay, but typicall.y not much more often than

year would you sit down and make the changes?

A Yes.

14

15

16

17

18

19

20

21

22

23

24

25

piece, a high yield corporate bond fund and maybe like a

government bond fund and then cash.

What is that eight, I gues.s eight plus cash is nine

was about it. Then remember you might have like number 9

model. Wouldn I t have any of those fixed incomes. So you' r-e

allocating amongst the five equity pieces.

Q Okay, and so were a lot of these, just to

characterize them, were they large funds, some index funds ,

those types of things, or were they --

A No, I believe in the active managed approach. So

index funds, and part of my personal due diligence bias

was to steer away from large fund companies, looking for

1a46b99e.-Sd5b-48e7·824e-SOcb5f1 c974e

6 program, like -- you know, look at us, we're finding these

under the radar type mutual funds.

Again, back to -- this is how we 1 re adding alpha.

have the time to do.

smaller asset size. Not always, but --

the brokers at Stanford Group?

A Yes.

Q Okay. So you' re talking to the brokers and you're

Q Monitor it. When you say the brokers, these are

stocks. You want to be out gathering assets.

Let the Private Client Services Group run those

assets for you, you know, to make the trades, to invest the

funds, invest it in the MFP, re-balance it, change funds when

need to. So these are the brokers --

to the brokers and promote, almost like an internal

wholesaler, to promote your program to raise assets.

And in that process, though, you do end up meeting

with clients as well. Hence, why it had to be licensed, with

brokers like Gray, I don't understand it. You talked to my

client --" you know. So you would sit down and go shoot the

proposal.

saying put your clients in my asset?

A Correct. So yes. So the first line is to go out

Page 32

in a period of just incredible bull market. We all could

probably remember Redhead and Qualcom and you' re dealing with

stocks that are doing 100, 220 percent a year.

I'm trying to promote a program that' s targeting

12 percent a year, 14 percent a year. But I'm losing my

6 train of thought. I feel it' s slipping. But the idea to go

out to the broker is look, you don't want to be picking

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

I think that's -- you know, more -- you know,

Sure.Q

A

Page 31

It's a slower, it just drags it down. That's academic.

A Really, my first line of clients would be the

Anybody can pick Magellan or Vanguard or that, and

the theory that larger managers typically underperform.

Q Is that just because it's harder to manage a larger

Larger asset~size managers typically underperform over time.

staying away from the Fidelities and the Vanguards -- you

know. It's like -- I guess it kind of sizzle too in the

Q Sure, and we don't want to get too mired in the

theories behind the study, is they' re not nimble enough in

the market to get out of positions or to get into positions.

We're picking managers or I'm picking managers that you don' t

academic. So I think we understand the asset fairly well

The next piece, how do you get this -- how do you

present it to clients?

portfolio of assets --

A The evidence is, leads to that's one of the

broker, the financial advisor. When I first started, it

10

11

12

13

14

15

16

17

18

19

20

22

23

24

25

1a46b9ge4kf5b--48el-824e-SOcb5f1c974e
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Q

Page 33

Okay, and would those typically be bigger clients

Page 34

should be the client fills out that questionnaire we spoke

that you would be called in for, was it just kind of off the

board? In terms of they had more money to invest?

2 about, here's my investment horizons and my risk tolerance.

We scored up, it's a Hodel 7 and we would generate

A That's a good question. Yes r I would say in a proposal which would be like a Model 7 looks like

general, yes.

Q Okay. So if it was an important pitch, you would

this -~ you know, X in bonds and equity and cash and here are

6 the funds we recommend, and we would present it as such to

7 be brought in? 7 the client, kind of flip through the pages and talk about

A Yes, and that's -- I guess as I became more asset allocation, not having your eggs all in one basket,

24 and the same thing with the bank, too, at the end -- you

25 know, like to close it. But that proposal process was,

23 equity value growth, and then let's break down bonds. Then

24 you would lead into the hypothetical page, and the

25 hypothetical page would be, which everyone wants to see,

cash.

ten pages, maybe 12 pages. The title

we worked off for years was a PowerPointTheA

Then the next chart would be like let's break down

page. Do you want me to kind of run through what it would

look like?

Q Yes.

A The title page. I recollect it was -- it started

The first couple of pages talk about the theory of

asset allocation and why you would do this, and then your

first chart would be the broad allocation, equity, bonds,

presentation. It

et cetera.

Q And so what's that proposal look like? What's the

client getting?

10

11

12

13

14

15

16

17

18

19

20

21

22

A Well, there's d brochure on the program, that talks

about kind of the merits we've been talking about -- you

know, actively managed. We're going to pick your funds with

this I3-step process, re-balance it when necessary. But you

respected in the firm -- you know, after I was -~ I guess

the advisors were more confident putting me in front of

clients.

Q Okay. So when you're talking to the brokers and

I guess to clarify, it would be like -- you know,

would ultimately present a proposal, and that's really where

I would be brought in.

you know the brokers are then going to have to go out and

pitch this to a client, what are you giving thelll in terms of

the tool box? I mean, what do they have to work from? Do

they have any materials?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

1a46b99e-8d5b48e7-824e·50cb5f1 c974e

Page 35 Page 36

2

returns. The hypothetical is just that.

It's like if you invested in this portfolio -- it 2

Q

A

So it's not --

This is what this recommendation did for the last

five years.3 would bea graph4 Like if you had $10,000, if you invested

$10, 000 five years ago, this is what it would have grown to. Q So the recommendation we're givi.ng you today, had

You would also, say in those five years it annualized you beiEm in it for the last five years, this is what you

would have earned?14 percent. This is what the S&U and maybe compare it to the

S&P did whatever, 12 percent. A Correct.

Q Okay, and again we talked about this a li.ttle bit Q Okay, and again, 1 ' m just trying to clarify this,

models

A Yes.

model.

would be presented?

lots of different terms and we want to make

When I say, do you understand what I' m meaning, or

Q So they're historical in a sense, in that this is

should I define --

A I think I do. I think this to me is model

performance, but you want to know like how would those nine

Q Well, I think we' ve seen some other, maybe other

groups or other firms, and maybe perhaps Stanford at various

times, have presented model performance, as in this is what

our model -did the last five years -- you know. This is what

the models were, this is what the return numbers were for the

sure we' re on the same page. Can you compare that for me

to -- you know, model performance, how model performance

because there

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

But Mr. and Mrs. Client, this doesn't mean this is

what's going -- you know about the disclosures. That was

last three pages probably were disclosures. This doesn I t

this is what you' re going to do the next five years.

Q Okay, and it doesn't mean this is what we did the

Q Explain to me kind of like you would explain to a

client what hypothetical performance is?

A Hypothetical is a lookback. This is -- it' s a good

A That's correct4

A Yes.

return.

question. This as if you were here five years ago in these

seven funds I'm recommending, this would have been your

same page.

before, but I know there 1 s lots of different ways to present

performance, so I want to make sure that we' re all on the

.last five years?

10

11

12

13

14

15

16

17

18

19

20

2

23

24

25

1a46b9ge-8d5b-48e7-824e-5Ocb5f1 c974e
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what our model looked like'the last five years. Do you

Page 38

our historical record."

understand what I'm saying?

A I do. I think and I can't say. I mean, every firm

A

Q

They may.

Okay, and that -- when you say the is with

the street probably does that, where they do this model, misrepresentation, is that what you mean?

embellishing, or

7

look back -- I mean, I guess we' re sticking to mutual funds

in this

You know, here's the mutual fund allocation. The

thing that I'm talking about in those proposals

A

Q

A

That is what I mlfan, that a sales person is

Right.

I mean, benefit of the doubt or just not saying

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

again -- you know. These are the five funds we' ce

recorrunending today. Look at this great performance.

Q Okay.

A Even to a single fund -- you know, it's a five star

fund. It did 18 percent last year, in 2008. It's amazing,

you know. You've got to put your money in it.

Q And you know, I think it's obvious, but what are

the limitations of hypothetical performance?

A The concern is misrepresentation, to the client.

Q Right, and define that for me.

A I guess misrepresentation as in ~- you know, if I'm

there that's one thing, or a Compliance person's there. But

we're there 5 percent of the time. I don't know how it' S

being sold.

Q You don I t know what the sales guys are doing?

A Exactly.

Q Okay. So the sales guys may very well say "This is

1a46b9ge-8d5b-48e1-824e-5Ocb5f1c914e

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

anything. I mean, they say, well, the disclosures. That's

in reality what.

Q So the other concern would be whatever you call it

on the first page, the client may not look at page 20, where

it says "This is hypothetical performance." Is that the

other concern on the misrepresentation side?

A Yes.

Q So where the financial advi.sor might be silent and

just ~et the client assume whatever they want about the ...;.-

A There is a concern there, yes, the education kind

of aspect.

Q Okay.

BY MR. ELLIS:

Q Can I kind of take a step back, because I've heard

you guys the word "model" in two different ways, and I

want to .make sure we're really clear on how we'.re using this

going forward.

1a46b9ge-8d5b-48e7-824e-50cb5f1 c974e

market the fund, as opposed to hypothetical performance?

6 the presentations that you referred to, the model wasn It

adjusted in each year going back to reflect what the model

was at that time. It was strictly taking the current

allocation that had been recommended to the client.

Page 39

I think when Tom is talking about model

2 performance, he's referring to this is actually how in 1999,

if you had invested into a model at that ti.me, here's how it

would have performed."

The advertising that it sounds like you're talking

6 about says if you took our current recommendations today, and

if they would have been in place in '99, here' s how they

would have performed. Am I understanding what you're saying

correctly?

Q

A

Q

Page 40

Okay, and that's actual client performance used to

Right.

BY MR. ELLIS:

So in the materials you're talking about that in

10

11

12

13

14

15

16

17

18

19

20

23

24

25

A Right. But I think they're both being presented

that way, and we got into this on the phone calL There is a

way to do it correctly, and we got into this on the phone

call. You've got to go -- you've got to backdate -- you

know, your models, to reflect changes that were made along

the way, to correctly say this is what we did.

Even then, we're forgetting like fees. We' re

forgetting important aspects in there, when we all know, I

mean, in reality, if you' re going to say that or do that,

you've got to -- you should have GIPS-approved actual track

records of clients' performance, if you' re going to say

unequivocally this is what we did.

BY MR. KELTNER:

Q Okay, and is another way to say that composite

performance?

A Yes.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Correct.

Q And how it -- okay_

BY MR. KELTNER:

Q I think we 1 re all clear, but the hypothetical is a

backward look.

A Yes.

Q It has nothing to do with historical performance.

A Correct.

-Q Okay.

A Well, I mean, it is historical performance, but

with hindsight it's 20-20.

Q Right, and so, I mean, could anyone generally pick

the five best performing funds in the last -- you know,

looking back five years? There's no trick to picking the

best-performing funds when you're looking with the benefit of

hindsight; correct?

1a46b9ge-8d5b-48e1-824e-50cb5M c974e
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A Correct, and that's the fallacy. It' s not

Page 41 Page 42

hypothetical. performance, right?

intentional. I mean, you're just -- when you pick a fund

a group of funds, you're likely going to pick funds that

perform well. So they' re going to look good _ Whether it's

one or eight put together, they're just going to look -good,

A

Q

A

Q

Yes_ It was up, yes, to a point.

Okay. So it wasn't an historical track record?

Correct.

Who was involved in putting together those pitch

because you l re not going to pick -- books or PowerPoint presentations?

Q Sure, yes. A The original ones were already kind of in place

A But then you I re going -- then we' re. not going to with Chip McNeil, and then approved by Compliance. I did

kid ourselves. You're not going to show a client like, oh, very, I did not modify it a lot. Let me just back up. ~Jith

10 that. 10 Chip, he -- the why they were in place because he was

11 Q You want to pick the best possible funds looking 11 doing this with separate account managers.

12 forward, but you also want to pick funds that have a good 12 Do I need to distinguish the separate account

13 historica1 track record? 13 managers? It's really the same asset allocation approach,

14 A Right. As a fiduciary, you want to pick the funds 14 but instead of putting mutual funds into the sleeve, you're

15 that you feel have the best chance of outperforming in the 15 putting in these 100,000 minimum separate account manager3,

16 future. I mean, that's our job. 16 where the client actually owns the positions.

17 Q But you're going to put this in front of a client. 17 It's not a mutual fund. So it's higher minimwrts.

18 You obviously don't want to show -- 18 So you'd have a million-dollar -- you know. To allocate

19 A That 's the rub. 19 between seven managers, you'd need at least $700,000.

20 Q You don't want to show them a fund that lost 20 MR. CRAINE: You just let him ask a question and it

21 20 percent the last five years? 21 will be better for you and better for him.

22

23

A

Q

Yes.

Okay. So when you were running this group, the

22

23

THE WITNESS: Okay.

MR. CRAINE: Okay.

24 performance that was given, that your group put together that

25 was given to brokers, that was given to clients, that was all

1a46b99e-Bd5b-4Be7-824e-50cb5f1c974e

Page 43

24

25 Q

BY MR. KELTNER:

So the fact that you all were using hypothetical

1a46b9ge·Bd5b-4Be7-824e·50cbSf1 c974e

Page 44

performance, I think I've seen some of those old while you were there, were hypothetical in nature?

2 presentations, and we might look at one or two here in a

minute. It wasn't a secret that you were using hypothetical

performance numbers, was it?

2

3

A

Q

A

Yes. I mean, I hope.

Okay.

To Michael's point, I guess I really don't know

A No. what in his head, but I hope he knew, as a CFA and an

Q To people i.n your own group, to the people you 6 educated person building these models.

reported to? 7 Q Okay, and he would have seen some of these pitah

A No. books, right?

10

11

Q

Q

Okay.

BY MR. KING:

How do you know that?

10

11

A

Q

A

Yes.

Okay, and when would he have seen them?

Well, he took over that proposal generation

12 I guess just educated. I mean, well -- you know, 12 process. That's why he was hired, to take over that

13 Jason and I were -- you know, we work together. I think 13 function_

14 Jason hired to kind of take over that process of mutual 14 Q Okay. So D'Amato, what time frame was he involved

15 funds, the allocations and things --

16 BY MR. KELTNER:

15 in putting the pitch books together, for l.ack of a better

16 word?

17

18

19

Q

A

Q

And that's Jason O'Amato?

Yes.

And so you guys worked hand in hand very closely?

17

18

19

A

hired.

Q

Right off the batt, just again depending on when he

Okay, and when -- you think that was later '03,

20 A Yes, oh, yes. 20 early '04?

Q Okay, and so Jason would pretty much know 21 A Yes. I mean, I could maybe on a break.

22 everything you know? 22 could -- you know --

23

24

A

Q

Yes, yes.

Okay, I mean, he would have understood that these

23

24

Q

A

Think about it?

Think through the time line some.

25 numbers that you al.l were giving the cl.ients through brokers,

1a46b99e-8d5b-48e7-824e-50cb5f1c974e
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different, if you think of it as a different time frame? A

Page 46

Yes.

A Well, it's not really a time frame. I could Q And then what happens '?

probably zero it in, though. 3 A Then Seth, Jason and myself. depending on the time,

Q And who helped Mr. D'AD1ato put those pitch books would generate a proposal.

together?

A No one, until we hired Seth. 6

Q

A

Okay, and does that

wi th the client's on it.

Q Okay, Seth Hare? Q And does a lot of that depend on just who happened

A

Q

Yes.

And so

to be around, who happened to be available ih terms of who

put it together'?

10 A Sorry, go ahead. 10 A NO, to put it tactfully -- you know, it's a little

11 MR. CRAINE: Good job.
11 bit of a mundane-type job. So -- you know, Seth was hired.

12 BY MR. KELTNER: 12 I hired Jason to do it, because you could be grinding out

13

14

Q

client

I'11 try not to cut you off. So when the

you know, fi11s out their questionnaire and they

13 15 or 20 a day, and then eventually Jason and I hired Seth to

14 do it.

15 give it to the broker, and then the broker, I assume, sends
15 Q Okay. So it sounds like today you're certainly

16 it to the Investment Advisory Group --
16 aware of the limitations and concerns about using

17 A The broker would present it to their client.
17 hypothetical performance; is that fair?

18

19

20

Q

A

Q

Well, no. The broker gets the questionnaire?

Oh, yes, yes.

And they fill out their profile and this is my age

18

19

20

A

Q

You mean as a Good Samaritan. I mean, I know -- I

Well, earlier you talked about the risk of

21 and this is my risk tolerance. Is that the type of
21 misleading investors --

22 information'?

23 A That's how the process works, yes_

22

23

A

Q

Oh, I think we have a duty to do the right thing.

Okay, and you know, today you know there's a risk

24 Q Okay, and then that questionnaire goes to the
24 around -- we talked earlier about the risks, about how that

25 could be misrepresented to a client or a client might be
25 Invesbnent Advisory Group; is that correct?

,<>,~,.",,,,-,,,,,...,,,=,,,,,,.,,.,,,,,,,,"
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Page 47
confused'?

Page 48

that actual live clients were in; is that what you're talking

2 A

Q

Yes.

Did there come a time where you wanted to change

2 about?

A That's right.

how you presented performance, or was there ever talk Q Okay. So assuming you control for mistakes in

6

7

about --

A

Q

A

Yes.

Okay. Tell me about that.

There was a time -- and I think it was right after

allocation and some timing differences and money in and money

out, what you're talking about now and what I described as

7 model performance, you would expect then to see the actual

client performance very close to the model performance,

Jason and Seth were hired -- whereas, if we were to advertise

10 hypothetical model returns, we need to build these models to

11 be as accurate as possible_

10

11

right?

A

Q

That's correct.

Okay. So it· s more of a true historical

12

13

When I say that, to take into account any changes

along the way. One thing we haven't talked about is the

12 performance number, if you can control for those other

13 variables'?

14 actual performance of the clients, you know. You get a model

15 here and the actual performance is what they do. If you want

14

15

A

Q

Yes.

Okay, and so there were discussions about moving to

16 those two, if you want less dispersion between those two, 16 this type of model performance?

17 you've got to go back into your models.

18 You would simply do that by taking into account

19 changes. You make fund changes you made along the way, and

2 a allocation changes.

17

18

19

20

A

Q

A

Q

Yes.

Okay, and then when did those take place?

I want to say '04.

And who was involved in these conversations?

Q So that· s what you're talking about now, and that's 21 A You know, I think it was -- you know, I don't know

what I was loosely using as the term "model performance" 22 if it came from Compliance or the responsibility I felt.

23 earlier. 23 can't recollect the reason why, but I know if you -- just

24 A Yes. 24 against the, to be the good steward of the program. I mean,

25 Q Where your model actually tracks the investments 25 if we're going to do, if we're going to advertise model
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Page 49 Page 50

performance, we should do it right, you know. for different clients?

Q Okay, and so as another way to look at this, you A Yes, there was discounting built into it.

wanted -- when you' re advertising this stuff r you wanted it Q Okay, perhaps for bigger clients, that kind of

to represent what the actual clients were getting? thing?

A Well, and I also wanted to do it to brag, because A Really a broker-client, at their discretion. There

the analysis I was doing was we've done well, you know. I've 6 was, I recollect, a 30 percent- There was something built

done well. Let' s promote that. Let's promote that these in _ There was discretion in there, but I don't remember

-- this is the actual changes. I mean, I still think, what it

like you said, you can't say this is the actual performance. Q Okay, and as far as the actual compensation for the

10

11

12

like you could with a true composite. But you could say

look, these take into account changes we made along the ways,

funds we made mistakes in. They're still in there. We

10 individual brokers, I guess was there a grid and then -- you

11 know, they got some percentage of the 150 or 200 basis

12 points?

13 didn' t take those out. We kept them in there until the point

where they were sold.

15 were paid to the advisory firm went to the broker?

14

15 Q And that type of performance reporting should

13

14

A

Q

They got 45 percent.

So almost half of the commissions or the fees that

16 result in a deviation between the model and customer

17 performance that's rel.atively tight; correct?

18 A Yes. On that, you would a couple of hundred basis

16

17

18

A

Q

Correct.

BY MR. ELLIS:

Can I clarify? Be£ore 2004, did you do anything to

19 points because of fees. I mean, yes, very tight or fairly

20 tight.

19 memorialize your contemporaneous changes in your investment

20 allocation, or your changes in fund managers, that would

24 They might have come down to 150.

the fees on this program,

And I understand there was perhaps some flexibility

Okay, and since we' re there, I' m trying to remember

any fund changes. Two things.Well, write-ups

Yes. That was at the advice of Compliance.

And how did you do that?

A

A

Q

21 allow you to basically keep track of what your model did from

22 month to month?

23

24

25

2 percent on the first tier.

they around 150 basis points?

They originally

Q

Q

A

25

21

22

23

1a46b99e-8d5b-48e7-824e-50eb5f1 e974e 1a46b9ge-8d5b-48e7-824e-SOeb5f1e974e

because of all these XYZ reasons _"

Page 51

One, just kind of internal due diligence, why a fund was

2 changed, replaced, why the new manager. Then an e-mail,

because that' s part of the active management aspect of the

program to send out. "We switched this fund for this,

2 Stearns' facility and it takes just a dump and generates the

performance of the client. So it takes in beginning market

value, any withdrawals, redemptions, contributions during the

way, and then ending value, dividends and generates the

6 performance, the actual client performance.Q Okay. Did you have anything in pl.ace from. 1999 to

A It takes a download. The assets

Page 52

held at Bear

around 2004, when you're tal.king about, that you kept track

of the perfoJ::mance as Model 1 or Model 2 or Model 3, and the

7 Q

A

Okay, and those were done quarterly?

Yes.

client had invested precisely according to that model.? Q Okay, and were those performance reports generated

from. actual client returns?

14 model.

10 and sent to the client?

13 essentially an IRR, internal rate of return that reflects the

14 actual cash flows in and out of the account?

Yes.

And when we talk about performance, is that

A

Q

11

12

We had certainly the performance reports, yes.

Well, both, because the client went into that

With funds specifically from. that model. or just

A

Q

A10

11

12

13

17 it was used for client statements. Was it used by your group

18 in any way, in terms of -- you know, internal tracking or --

15

16

17

18 Q

MR_ KELTNER: I guess this might be -

THE WITNESS: Go ahead.

BY MR. KELTNE'.R:

I don't want to cut you off. We can get some

15

16

A

Q

Yes.

And then this Greenhill, how is it used? You said

just looking at performance over time .versus benchmarks

19 follow-up with anything else you've got. But it might be a

20 good time to talk about how you tracked the actual cl.ient

19

20

A Yes. I had done -- I know I had done some analys is

performance. We've heard tal.k of a software called

22 Greenhil.l?

21 and stuff like that. But it would go Bear Stearns to

22 Greenhill. They'd generate the reports, send them to

23 A Greenhill's the vendor, a third party vendor was
23 Actually, they didn't -- they'd generate, massage

24 used from when I started to 2004 or 2005.

25 Q Okay, and what is the Greenhill software to you?

24 the numbers, and then it would come to us, and we would

25 actually generate the reports, print them out in color,
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review them and then mail them out.

Q Okay, and so then what happens to that Greenhill

Q Okay.

BY MR. KELTNER:

data? Is it preserved? I mean, would you keep each Q Could you not push a button, but could you go in

quarterly report? and tell Greenhill "Aggregate these 15 growth accounts and

tell me what the aggregate performance is," or did you have

to kick them all out to a spreadsheet and then manipulate it?

A

Q

Yes, yes.

Okay.

BY MR. ELLIS: A It -- no, you could not. They might have had

A Correct.

A Yes.

performance from a client?

generate that report.

something else they

Q Okay. So you might kick out all, whatever. We'll

eyeball it and --

A It would be a weighted average. You're right.

think it would have to go to a spreadsheet.

then just weight it?

A Weight them out.

Q Weight it by the end of year balance or something

like that?

know how I did it, but you would have to identify what's a

say there's 50 growth accounts . You put them all in a

spreadsheet, get the internal rate of return for each one and

that service. You know, maybe that

had, but no, you would not do it.

What you would have to do is -- I don't actually

Model 9, what's a Model 8 by either account number, and then

just generate those segregated accounts.

Q So you might generate all 15 accounts 1 and then

would you take a weighted average or would you just kind of

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

In order to determine what, say for example,

So maybe with that in mind, I can clarify then when

talking about what I was trying to get at before.

Q

Q Sorry, because I ask these ten-part questions. It

that is Model 1.? They just sort of tracked that model's

Q And it would be based on actual composite

Model 1, how it performed in 2000, was there a record in

Greenhill or elseWhere that kept track of how bills and

market allocations performed, or would you have to simply

look at all the clients that invested according to Model l?

A You would have to do ~- it wasn't flip the switch.

You'd have to kind of do a little leg work, but you could

performance, so that it's pure performance?

wasn't necessarily that there was an account .in Greenhi1l

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
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A

Page 55

Yeah, either that or you pick a representative

Page 56

maybe we should move to a more true model performance?

account. 2 A Partly, as like I said, is to kind of maybe promote

6 which account fo1lowed which model?

Q

Q

A

Okay.

BY MR. ELLIS:

Was there anything in Greenhi11 that would identify

No.

the performance more verbosely, you know. If we've done this

well, let's not use hypothetical.

I mean, people could see through that. That' s a

6 little bit of a crutch. If we're actually doing this, let's

try to promote it as actual performance, and for regulatory

BY MR. KELTNER: reasons.

Q Was there a system in numbering the accounts that You know, I think at the time the SEC was kind of

the hypothetical numbers?

Q Okay. So you think --

Q When was that? When did that happen?

A The '04-'05 time frame.

had some, I don't know, coming down, was frowning upon these

type of hypothetical look-backs, and promoting that as actual

done. They were built, for lack of a

complete.

a project. It was a project for Seth andIt

No, it

A

A

performance.

Q Okay. So I think I understand the motivations.

Did anything come of. the discussions, or did you continue to

better word. It

10

11

12

13

14

15

16

17

18

19

20

21

Q Okay. So it sounds like you had this Greenhill

would tell you? In other words, did they have different

prefixes or could you tell by just looking at an account

number what strategy it was?

A I don't think so.

A Yes.

capability to generate compos.ite performance; correct?

A For indi:;:iduals.

Q Yes, for individual accounts?

Q And we ta1ked a few minutes ago about discussions

about maybe we should get, move from true hypothetical

performance to something more like historical mode1

10

11

12

13

14

15

16

17

18

19

20

2 performance. Was there discussion about going to composite 22 Jason to do. I oversaw it, we did it. But that's only -- I

23

24

25

performance?

A No.

Q Okay. So what came of these discussions about

23

24

25

don't know what happened beyond that. I mean, you've got to

keep updating it.

Q Right, okay. So when that starts happening, are

1a46b9ge-8d5b-48e7-824e-50cb5f1c974e
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you doing it on a go-forward,

pulling up all the --

Page 57

are you going back and

2

A

Q

Page 58

1999.

Okay.

A

Q

Going back.

So you're going back and trying to essentially

A

Q

So yes, June '99 or July r 99.

So you had to go back physically to . 99 and

build the model? reconstruct, to a degree, what you had done on each model?

A Yes. I had to provide them, before they came A Yes.

there, all the fund changes that were made. I remember the

project vividly. Fortunately for me, there wasn't too many.

So we had to go back to -- I would assume, probably around my

10 inception 10

Q

A

Q

Do you think you were able to accurately do that,

there gaps?

I'm confident it was accurate.

Okay. So let me ask you another way. When we go

11 You know, because my inception was basically the

12 program's inception, and go through and build all those

13 changes into this model, and you come up to say 2005 and it r s

14 done. So now that model hypothetical thing lS more accurate.

11 back and we download the Greenhill data. and we compare

12 actual client performance to the numbers that were reported

13 to clients for . 99. 2000, 2001, these numbers you

14 reconstructed, are we going to see a deviation or

15 Q Okay. 15 A You're going to see a ,deviation. You'll always

16 A But now moving forward, you've got to still -- that 16 a deviation, but it should be tight, fairly tight.

17 the hard part. The easy part is them okay, we made a 17 Q Okay, because one of the questions I asked you

18 change. Let's lock it into the model.

19 Q Okay, and when you say I remember the project

20 vividly, what did you have to do?

18 before, and we'll look at the numbers here in a minute, there

19 were years where you all reported 18 percent returns with a

20 market loss of 9.

21 A I had to dig through files and like we talked 21 A Yeah.

22 about, all the notifications. When did I make this fund 22 Q And those numbers were carried forward into future

23 change and files, e-mails. It wasn't that difficult. 23 advertisements. So do you think those numbers reflected what

24 Q Okay, and so but it sounds like when did 24 clients actually got, as opposed to a histori.cal or a model

25 you -- remind me what year you started?

1a46b9ge-8d5b-48e7·824e-5Ocb5f1 c974e
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25 with the benefit of hindsight?
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Page 60

2

A

Q

I couldn't say.

Well, that's why I'm asking you how confident you 2

Q Go ahead.

BY MR. KELTNER:

were in the work that you did looking back, because -- Q Okay. Well, let's go ahead, and here in about one

A At the time, I was confident. I can't put my stamp minute, we'll take a break. We'll come back. We'll go

of approval on it today. But when the analyses were done and

6 I did the regression, too, towards actual performance

reports, it looked good.

quickly through a few examples of what we're talking about,

6 just to set context, so we all kind of know exactly what

we've been talking about.

Q So you went back and compared the stuff to actual A Okay.

client reports from 1999 -- Q Then we'll transition over to a few questions

10 A Greenhill. 10 regarding the bank.

11 Q From Greenhill. So at the end of this project, 11 A Okay.

12 you've reconstructed the models, and you've talked about

13 model performance. Then as kind of a sani ty check or a

14 check, did you go back and compare to the actual client

12

13

14

Q So you want to take an hour?

MR. CRAINE: We can go off the record.

MR. KELTNER: Yeah. LetTs go off the record.

15 performance? 15 (Whereupon, a luncheon recess taken.)

16

17

18

19

A

Q

Q

Yes.

Okay.

BY MR. 8LLIS:

Were all ME'P client accounts pulled into Greenhill?

16

17

18

19

AFTERNOON SESSION

MR. KELTNER: Let's go back on the record.

Mr. Zarich, before we took a lunch break, we were

20 Did it show all, the whole universe of client account

returns?

20 talking through some of the issues related to SAS and MFP and

21 some of the performance reporting issues. So what I wanted

2 A Yes. I mean, unless for some reason that, which 22 to try to do now for a minute is to go through a few

23 would be a mistake, unless it was never added into Greenhill. 23 documents that you think may represent the pitch books and

24

25

Q

A

But it was supposed to have everything?

Yes, yes.

1a46b9ge-8d5b-48e7-824e--SOcb5f1 c974e

24 things like that that were used for the MFP programs and SAS
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Should we just -- you want to just go through kind of --

Page 62

proposal. I'm not sure it' s an investment proposal, asset

allocation reconunendations, mutual funds recommendations.

Page 61

Some of these documents were produced to us this

morning, and so they're not Bates~stamped, and some of the

others aren' t either. So we'll work our way through them,

and it may be a little tedious, because we may identify some Q Sure. I mean, if you go to what appears to be the

things by -- sixth page --

6 We'll be very careful to talk about what we're

talking about, so that when somebody looks at this record

6 A

Q

Mm-hmm.

It's entitled in the upper left-hand corner "Mutual

11 that was in your production this morning. It's entitled

12 "Investment Proposal." It appears to be perhaps a prototype

13 that's used maybe for other investors. Why don't you just go

14 ahead and tell me what Exhibit Number I is?

Then it's clearly again the models we 1 re talking

Fund Partners Plus, Hypothetical. Performance. 11

about, this particular one, income model. My guess would be

this was around the time when the nine models became five,

a Zephyr

let me rephrase that. The

that page?

I do. The content

Yes.

Okay.

Do you recognize this type of information?

Do you

Then it says "Growth of assets on the first chart"?

Mm-hmm.A

Q

A

A

A

Q

Q

graphics looks to be I would say pretty confident

Q And the pages behind the page that we're

entitIed "Mutual Fund Partners Plus, Hypothetical

Analytics, which is a tool to generate graphs and such, and

statistics and analysis such as these.

we spoke of this morning, and those fives were numbered.

They were named "Income Growth," et cetera.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Then the following page says "Introduction" and it

A Well, it's clearly you're right, some kind of

BY MR. KELTNER:

identification.

(SEC Exhibit No. 1 was marked for

Q Just for the record, I'll note it says "Investment

Proposal" on the cover page, has the Stanford Group company

l.090, and has a place that looks like it's set forth to put

the client name and the date.

later, you can tell from the context of what we' ce saying

specifically which document we' re talking about-

So I'm marking as Exhibit Number 1, it's a docmnent

Stanford.

has some information regarding the Stanford family and Lodis

15

10

16

17

18

19

20

21

22

23

24

25
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Page 63

Performance," the following pages, are those files of the A

Page 64

Is this all the way back? This is CD. Yeah.

2 different funds to which money was al.l.ocated? 2 These are looking more like possibly what I was using.

A Correct. The assumption here is the funds on the Q Just for the record, this appears to be the sixth

page Hancock Classic, Cartesian, Calamos, Keely, that have

these percentages here, that combined 100 percent would make

6 up Stanford MFP Plus.

page from the back of the document. At the top of the page,

it says "Disclosures. 11 Are you on the page entitled

6 "Disclosures If?

A Yes.

the chart that starts "Calculation of Historical Returns"?

allocation based on the all.ocation assumptions made in the

account for fees wrapped of any associated account.

I'm in Glossary, sorry.

It's just behind that.

Yes.A

Q

A

Q Okay. So you see the first paragraph underneath

"The hypothetical historical performance

Q Okay. So it says "Calculation of historical

returns for the total portfolio and total portfolio index are

actual current portfolios, but hypothetical historical

al.1.ocations assume a quarterly re-balance. These are not

based on the proposed asset allocation and uses the

all.ocation for each historical period." Let's see. Then

proposal. Actual performance can and will vary. Past

performance is not any indication of any future resul.ts."

just skipping forward, it says "These hypothetical historical

performance returns are net of manager fees only and does not

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

talked about before, the hypothetical performance with the

lookback?

Performance," so does this generally represent what we had

couldn't be certain. I mean, again, in all likelihood, it's

Q Sure. So looking at this page that we started at,

the one entitled "Mutual. Fund Partners Plus Hypothetical

this allocation of funds that's making up that model.

Q Well, let's flip real quickly toward the back of

A Potentially. I mean, yes.

Q Given the title, is that what you think it

A Yes. It's a model allocation, I would think, but I

the document, and look for the pages entitled "Glossary" in

The Stanford MFP Plus model benchmark should be the

weighted indices for each of these funds corresponding to

those percentages. But I have no way of telling that. Then

of the S&P is the S&P 500 index.

the upper l.eft-hand corner. Then behind that, there 1 s a page

entitled "Discl.osures."

represents?

10

11

12

13

14

15

16

17

18

19

20

22

23

24

25
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A Mrn-hmm.

Page 65 Page 66

return. Thi.s is a hypothetical. It may fall sport of

Q So does this generally describe how the explaining that, but it just says it does say it's

3 hypothetical calculations were calculated like we talked

about earlier today? Is this an accurate description of the

hypothetical.

BY MR. KING:

hypothetical --? Q How does it fall short?

6 A I don't think it l S a descri.ption~ It's hard to A Well, I guess it doesn't get technical into what

answer that. It f S more of a legal question. I think it' s

attempt to explain it.

hypothetical is, kind of how we've been explaining it all

day, that this performance is not a stream, a historical

Q Can you tell me what it means? stream of current recommendations of funds or whether -- it

10 A It means to me that these performances are based on 10 just the word "hypothetical." So I guess it would leave

11 the allocation that's set forth in this proposal. Yes, the 11 that up to interpret-ation.

12 historical performance is based the allocation set forth 12 Q Okay, and sometimes I've seen in other perhaps more

13 in the proposal. 13 recent drafts, language to the effect that these numbers are

14 Q Okay t and so as it says here, these are not actual 14 calculated with the benefit of hindsight. Would that be more

15 current portfolios but hypothetical historical allocations,

16 based on the al.l.ocation assumptions made in the proposal?

15 accurate or give the reader more information, in terms of

16 letting you know that it's a current -- it's essentiall.y a

17 A Yes. 17 lookback?

18 Q So what does that mean to you? 18 A Again, kind of a legal question, and it depends on

19

20

A

Q

Again, hypothetical. I mean --

So is it attempting to explain to the client that

19 the audience, because I know what a hypothetical is. I think

20 a lot of people in the business do. But I think to answer

21 this is based on today I S assumptions with the benefit of

22 hindsight or with the l.ookback, as opposed to actual

21 your question yeah, you probably could put more simple

22 language in there.

23 perfonnance data? 23 Q That kind of brings me to a question that I thought

24 A Yes. Or more to your latter point, that this is 24 about earlier. When we were talking about the dangers of

25 not an actual client portfolio. This is not an actual

1a46b99e-3d5b-48e7-824e-SOCbSf1 c974e
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think one of the things you said, and correct me if I'm

25 using hypothetical perfonnance or the risks around that, I
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Page 68

stuff?

2 wrong, was that YOU don' t know what people say when you' re 2 A Like I said earlier, the presentations that I was

3 not there or when Comp1.iance isn't there; correct? working off for those -- you know, I guess until this kind of

A

Q

Yes.

Okay. What were the FAs told? I mean, were they

format came along, it was pretty static. So it was signed

off once and probably reviewed periodically as COJ.:llPliance

6 told how to present this stuff? Were they told make sure

that peopl.e know this is hypothetical. and not actual.? You

know, what kind of training was there for the FAs?

would do audits.

So it was approved, and then as long as we had made

changes to it, it was good from that point on.

A There were product training sessions. I don't know BY MR. KING:

10 the frequency, but we did have them in the Private Client

11 Services Group or Investment Advisory Group. Certainly, when

10

11

Q

A

Until what was approved?

The proposal and the disclosures, the presentation.

12 a big part of that was when new brokers and teams came over, 12 Like this, maybe the ODe we spoke of earlier, ten pages. So

13 and I can't speak to but I' ill sure Compliance and Branch had 13 it's like this is what we 're going to send out. The format.

14 their levels of training as well. 14 Now what obviously changes all the time would be

15 Q But I know that generally there were these 15 the allocation of the dollar amount, the client name_ The

16 meetings. But were the FAs specifically told, when you talk 16 format was approved by Compliance.

17 to your clients, you've got to make clear that this is

18 hypothetical and not actual historical. performance?

17

18 Q

BY MR. KELTNER:

And how would that -- because it sounds like you

19 A I don't remember. I would assume yes, but I can't 19 were using the same format pretty much from when you got

20 say definitively either I don't remember, or -- 20 there. So I guess first, how do you know it was reviewed by

Q Now, you talked about Compliance. Aside from 21 Compliance?

2 general. assumptions that Compliance would have reviewed this

23 stuff, anything specific you can point to? You know, do you

24 remember specific peopl.e, specific meetings, specific review

22

23

24

A

Q

A

I remember once looking at it.

And who is that?

When I first got there, it was Rep Poppell,

25 procedures? Bow do you know Compl.iance would read this

1a46b99e-8dSb-48e7-824e-SOcb5f1 c974e
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Q

Page 69

Okay r and so what do you remember about Rep being A I think the language, the verbiage of the

Page 70

2 involved? What did he do? 2 presentation.

A Well, I guess just that, as far as we're talking Q Okay. What do you mean by that? Like give me an

here. I mean, his job was to -- I think at the time the BD

and the RA was kind of blended together. But him and members

example.

A The disclosures, glossar.y -~ you know, the history

6 of his team would up to Denver maybe quarterly and do of the firm, stuff that 1 s not pertaining specific to a client

their audits. 7 situation. Client situation being dollar amount invested.

What -- you know, I probably like mock SEC audits, BY MR. KING:

go through files and make sure the client's agreements are Q Was Stanford using a client proposal when you got

10 signed and things like that. 10 there?

11 Q Okay, but specific to the proposals, what did 11 A Yes, it was just -- again, it was a PowerPoint

12 Comp~iance do? 12 template. It wasn't a generation system anything like

13 A I just recollect that it was really just 13 that. But yes, there was one there.

14 approved you know, and then if it was changed, that 14 Q And so how soon after you arrived do you have to

19 trained me on that.

would have to get that re-approved.

that and did it happen?

21 BY MR. KELTNER:

I just. -- you know, and I'm again, drawing back

Okay. We· talked a while back or before the break

A

Q

far-. But changing from the separate account. The program17

15 get re-approval from Compliance for some change?

16

22

18 was called Portfolio Advisors, to this new MFP program

19 required something, but I just don't remember who and how it

20 actually happened, and if it was me or Chip McNeil.

I just think that was -- you know, my superiors

Okay, and was there an instance where --

Okay, and tell me about that. How did you know

I mean, there was -- I'm soery, go ahead.

Were there instances where that happened? Well,

Q

A

A

Q

Q

15

16

17

18

20

21

22

23 first, what types of change would require Compliance, because

24 as you were saying, lots of things changed from proposal to

25 proposal. So what would trigger a compliance review?

23 about the discussions that took place about hypothetica1,

24 whether the data should be presented as hypothetical or as a

25 model that more closely represented actua1 performance or

1a46b99e--3d5b-48e7-824e-5Oeb5f1e974e 1a46b9ge4kl5b-48e7-824e-5Ocb5f1 e974e

Page 71 Page 72

composites, kind of as three different buckets. program inherited from its legacy program?

Were there any discussions regarding changing how A Yes, yes. And I don't know about these ones here,

the information was presented to the client? In other words, but for me, they were.

involvement, correct, on the disc10sures?

the document that we just looked at clearly says hypothetical

performance, and we talked about how adequate the di.sclosure

Q Oh, so that might not have required Compliance's

or wasn't. A It may be4 Again, I don't know, and I seriously

But were there discussions about changing what it

ti. tled? In other words, dropping the word hypothetical

doubt I wrote the disclosures for like you said, the legacy

programs.

or adding the word historical? I mean, those seem like, just Q Do you know remember having specific conversations

10 to me, the kind of things that you would run by Compliance.

11 Is that true, or were there ever those discussions?

10 with anyone in Compliance regarding historical performance

11 results for this mutual fund wrap program?

13 discussions on that.

12 A don't remember specific to that to disclosures,
12

13

A

Q

No, I don't recollect.

So other than Comp1iance just doinq their general

14 things that they do, reviewing account forms and doing

15 quarterly SEC-type audits, you don't know that they were

16 looking specifica1ly at client proposals related to the

17 Mutual. Fund Partners program?

20

19 that they

14

15

16

17

18

19

20

Q

A

Q

A

Q

A

BY MR. KING:

Who drafted the disclosures?

I don't know.

Were you involved in drafting the disclosures?

NO, no.

Were you consu1ted on drafting the disclosures?

No, because they are -- I think it was more or less

18 A I don't think they were. I mean, I don I t remember

MR. KELTNER: I'm just trying to get a sense for

stock language -- you know, when I --

2

23

Q

A

What do you mean by stock language?

From previous proposals that were already in place,

21 how these thins may have changed over time, and you know,

22 which forms you may recognize. I want to go through just a

23 few more and kind of walk forward in time.

24 other programs.
24 So I'm going to go ahead and mark Exhibit

25 Q Were the disc10sures that were used in the MFP
25 Number 2 a document that I' ~l represent to you that itt s

1a46b9ge-3d5b-48e7-824e.5Oeb5f1e974e .......=--""''''''=---==------....-....,:::..-.l'ie'd!!::flel125~!e974e
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Page 73

e-mail with an attachment, entitled -- it's an e-mail

2 exchange between Seth Hare and Charlie Rawl, on or around

July 25th, 2005, and it appears to attach one of these

Q

A

Q

Page 74

Analyst, financial?

Yes.

And I think we said earl.ier today that you, Mr.

presentations.

I'll just note that you were copied the initial

D' Amato and Mr. Hare at various times prepared some of these

presentations?

request e-mail from Charles Rawl to Seth Hare

2005 at 1: 38 p.m. You can see --

July 25th, A

Q

Correct.

And so this is typical. of the protocol, where an FA

(SEC Exhibit No. 2 was marked for

identification. )

might .e-mail one of the three of you, in thi.s case Mr. Hare,

and request a proposal. Then Mr. Hare would pul.l it together

10

11 Q

BY MR. KELTNER:

I mean, the initi.al a-mail exchange, if you'd just

10 based on the criteria in the questionnaire and then send it

11 back?

12 look at the bottom of the page, you see there where you're

13 listed as a copy on the July 25th --

12

13

A

Q

Yes.

This is an example of that?

14

lS

A

Q

Yes, yeS.

And just for context, again who's Charles Rawl?

14

15

A

Q

Yes. well, it appears to be.

So ~et· s go ahead and look at the presentation.

16

17

A

Q

He was a financial advisor with the Stanford Group.

Okay, and Seth Hare, I think you said is somebody

16 I'll note the front page has the Stanford crest, and it says

17 "Prepared for Louis L. Jacob, presented by Charles Rawl.."

18 who worked in your group? 18 Just thumb through it real quickly and tell. me if

19

20

21 made?

A

Q

He was a junior analyst within the group, yes.

I think you said he was the third hire that you

19 you recognize this format? I think I've seen several. hundred

20 in this format. I didn't know if this one might be more

.21 familiar to you.

22 A Yes, and I should qualify that with Seth, other 22 A This one has, yes.

23 than Operations. 23 Q Okay, and again, just for the record, what is

2S

24 2 4 Exhibi t Number 2?

•
Q

A

The third --

Analyst.

1a46b99e-8d5b-48e7-824e·5Ocb5f1 c974e

Page 75

2S A It's an e-mail with a proposal attached.

1a46b~dSb-48e7--824e-50cbSf1c974e

Page 76

2

Q

A

Okay, and just general.ly, what T s the proposal?

Well, it 1 S to Luis Jacob, presented by Charlie 2

and various ratios and statistics.

It also compares this model against its balanced

3 Rawl, Charles Raw!. weighted index, presumably an MFP Plus income index, and then

Q And what's it presenting to the client? well as the S&P 500 index.

A It looks to be a proposed investment allocation of 5 Q Okay. I think looking at a number of these, the

6 $1 million, broken down to the asset allocation, alternative 6 S&P 500 was the typical benchmark; is that correct?

investments, equity, fixed income. It kind of goes into each A I think -- well, the balance benchmark and then the

of those sectors in more depth. Then about halfway through, S&P is kind of the recognized standard index.

hypothetical performance. Q Okay. So again, these numbers here represent the

10 Q Yeah, let's start on that page there. It's just a 10 hypothetical model all.ocation selected today, and then the

11 blank page, but at the bottom right, it says "Historical

12 Hypothetical. Portfoli.o Performance."

1] back-tested or the performance generated as if clients had

12 been in this investment in the prior period?

13

14

A

Q

Oh, yeah.

Perhaps the page right before the page you're on.

13

14

A

Q

Yes.

Okay. It· s clear to me looking at this that this

15 Okay, okay. So again this is describing the performance as

16 Historical Hypothe.tical Portfol.io performance. Looking at

15 is not the true historical. performance that an actual. client

16 woul.d have received?

17 the next page, the one enti-tled "Mutual Fund Partners Plus

18 Income Performance," and it appears to be dated as of June

17

18

A

Q

Yes, yes.

That's consistent with your recol.lection of when

19 2005, what is this page represent? I asswne you've seen some 19 you were actually working there?

20 of these before? 20 A Correct.

21 A

Q

Yes.

Okay. What is this page?

21

22 Q

BY MR. ELLIS:

Based on the date, thi.s says these numbers are as

23 A This is again a hypothetical performance of the 23 of June 2005. At what point did peop~e on your team start

24

25

recommended model presumably, the model being MFP Plus

Income. It shows historical returns going back five years

1a46b9ge-8d5b-48e7-824e-50cb5f1c974e

24 reconstructing model performance from past years? Did this

25 represent model performance or is it hypothetical. back-tested
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Page 77

performance? A

Page 78

Correct. I think it adds more validity to what

A When we were talking earlier about going back you're doing, to the marketing efforts.

3 through? You know, it was prior to this, because this is Q Okay. So what I'm a little confused by is if you

about when I was on the way out to my next assignment with wanted people to know that this is your real track record or

the company. You know, if we can remember when Seth was closer to your real track record, would you want hypothetical

hired, you know. Somewhere in '04, late '04 maybe, somewhere 6 stamped on top of it? Do you folloW' my question?

in '04. A Not really.

Q And really, I'm trying to clarify whether these Q Okay. Well, you said you wanted to be able to show

numbers represent the whole hypothetical performance clients your real track record, right, or something close to

2 3 were proud of your real track record, and you wanted to be

24 able to show clients that, versus hypothetical, benefit of

25 hindsight numbers?

BY MR. KELTNER:

A Close to, a more accurate reflection.

demonstrate your real track record, right?

Right.

Yes.

Okay, and if you were going to do that, would you

I think hypothetical is non-accurate. I mean,

Okay, and explain that to me?

Q

A

Q

Q Still hypothetical?

A Well, it still is. I mean; anything that's not,

Q Okay, and why is that?

Q But what if it tracks the actual model, because

A Oh, hypotheticaL

A

that tracked your actual model?

A Right. But it' s still hypothetical.

unless it's the client's actual return, it's hypotheticaL

wasn't that your goal, to come up with performance numbers

12

13 call that hypothetical, or what would you call that?

10 it?

11 A

14

15

16

17

18

19

20

21

22

23

24

25

And I can't say.

the newer version that --

I understand, yes.

Okay.Q

Q One of the things you told us earlier was that this

A Not being able to -- you know, just on this.

Q

A

A

Q Sure, and you said that was, I think, because you

You said you wanted to do that, because you wanted to

discussion about using, for lack of word, more aCCurate model

performance. In other words, closer to real performance.

10

11

12

13

14

15

16

17

18

19

20

21

22

1a46b9ge-8d5b-48e7-824e-50cb5f1 c974e 1a46b99e--8d5b-48e7-824e-50cb5f1 c974e

Page 79

that's not the right word. It's not the real performance.

2 Unless you use the real performance, then it's hypothetical.

Page 80

it's one client or a composite of clients. As much as we did

2 or I wanted to achieve the accurate r:eflection of the model,

Q

BY MR. KING:

So when you use the term- hypothetical, you mean it

it's still hypothetical today_

BY MR. KING:

5

6

to mean anything other than a composite?

A Correct.

Q

A

So in your view,' all mode1.s are hypothetical?

Yes.

BY MR. KELTNER: Q Okay. Now when we talk about calculating the mode.!

9 to be able to present something to investors that was true,

A No.

data?

A In my opinion, yes, yes_

A Yes.

performance.

hindsight?

Q Right_ You can have a model that doesn't utilize

those two?

A I mean, I guess -- wait, one with the benefit of

securities that if that were an investor, that that's what

Q Okay, and can you tell me the difference is between

Q We1.l, now, couldn't you just have a model portfolio

that's not an actual investor, a model portfolio of five

hindsight?

A Yes.

we're going to have this year?

hindsight as an investment technique; correct?

A Yes. I guess that would be an actual composite of

with the benefit of hindsight, would you agree with me that

are two different types of models. One done without the

benefit of hindsiqht, and one done with the benefit of10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Okay. So if you were going to use -- if you wantedQ

Would you do that with anything less than composite

Q Okay, and why not?

A Well, part of it is I I ve learned that you can't_

real performance. It' s not the actual performance, whether

Q Okay. So you persona.!ly, you're at your new firm;

But it I s still, back to your earlier question, it's not the

to clients as a historica.! performance track record.

they're doing something similar to this -- not say they do.

But you 1 re at your new firm, and you •re presenting something

historical performance, you wanted to be able to slap

historical performance on the top of it, is the only way to

do that to do composites? I'm trying to understand, in the

context of what Michael just asked you.

10

11

12

13

14

15

16

17

18

19

20

23

24

25

1a46b9ge-8d5b-48e7-824e-5Ocb5f1c974e 5Hc974e
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the benefit of hindsight, right? You could pick those today

Q

Page 81

Right, and those would not have to be picked. with

Page 82

have -"- did Stanford present to c.lients, in pitch books or

otherwise, composite data or was it a11, as we tal.ked about

and say if you invest in this, this is our model? here, hypothetical?

A Oh, sure. Sure. A As far I know, hypothetical.

Q So not all models are done with the benefit of

hindsight? Q

BY MR. KING:

Now, was it all hypothetical with the benefit of

A Correct. hindsight, or was it just merel.y a mode1?

BY MR. KELTNER: A I guess I don't -- the semantics are kind of not

Q And just to follow up on that, I mean, you said at all clear yet.

14 your investment recommendations, and they reconstructed --

10

11

12

13

14

some point that's -- it sounds like that what you were trying

to qet to, where your actual model was what you were

presenting the client?

A Yes. Well, I think ultimately the composite

returns, right.

10

11

12

13

BY MR. ELLIS:

Q If I understand right, once you said you remember

with c1arity this process where you had Jason D'Amato and I

be1ieve Seth Hare go back, and you provided them. with a11 of

compile composite data?

A I have heard that, yes. I've heard that.

Q Before he came in to do his work, did Stanford

Q Okay. Are you aware that the Stanford Group and

the advisory group brought in an outside consultant to

15 Q

16 is?

17

18

19 Q

20 A

21

22

23

24

25

But before -- okay. Do you know who Steve Reardon

COURT REPORTER: I'm sorry, the name?

BY MR. KELTNER:

Steve Reardon?

I know the name, but I can' t --

15

16

17

18

19

20

21

22

23

24

25

A Yes.

Q -- what your investment mode1s woul.d have, what

they performed during the past, rather than just taking them

from an a11ocation and 100king back with it~ That's our

distinction between a mode1 versus a mode1 with hindsight.

BY MR. KELTNER:

Q In other words, one represents what you actua11y

t01d your clients to put their money in; the other one is

sitting here today, I'm going to pick the best possible

portfolio. That's the hindsight situation, sitting here

today.

1a46b9ge-8d5b-48e7-824e·50cb5Mc974e

A

Q

Page 83

Right.

I think what Mr. King is talking about is this is

Page B4

composite numbers to clients in its I guess what did you call

2 it?

my actual model and you know, taking a hypothetical whatever

it is, $1,000, put it in there, this is what the return

numbers were going forward. You know, one reflects your

MR. KELTNER: pitch books.

MR. KING: In its pitch books?

THE WITNESS: Composite, no.

numbers to clients in its pitch books that did not uti1ize

actual model that you had investors in.

I mean, so when he's talking about model -- you

know, with the benefit of hindsight, that's sitting here

6

Q

BY MR. KING:

During your tenure, did Stanford provide any m.odel

10

11

12

13

14

15

16

17

18

19

20

22

23

24

25

today, versus model performance based on your real model,

your actual allocation models, okay.

So what we're trying to get our arms around is

which numbers are going to clients? Were they all models

with the benefit of hindsight, or were they -- did they

reflect your actual allocations?

A I would say hindsight, until this project, as Craig

brought up and we talked about. But and the project

completed, but I do not know what happened after that. So

there was a period of time in this '04-' 05 where the models

used in hypothetical performance.

Q With the benefit of hindsight?

A No, without. Like we went through, let's say,

January 30th of 2004, and recreated all the models to reflect

the actual changes in the portfolios.

MR. KING: Let me see if I can clean this up for

you. During your tenure, did Stanford Group provide any

1a46b9ge-8d5b-48e7-824e-5Ocb5M c974e

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

hindsight?

A I don't know.

Q During your tenure at Stanford, did Stanford Group

provide to customers in its pitch books mode1 numbers that

did inc~ude numbers that usedbindsight?

A Yes.

Q And how long did it do that? How long did it

provide numbers -- well, when did it stop using hindsight in

its pitch books?

A I· don't know.

BY MR. KELTNER:

Q Well, we've ta1ked a lot around this project that

was done, and what we're trying to pinpoint is when that was

done and when changes were made based on that project?

A Yeah, I apologize for not knowing when. I remember

the project. I remember doing the analyses, and I don' t

remember the follow-through, how it transpired into this.

cb5f1c974e
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Q

Page 85

So sitting here today, do you know one way or

Page 86

pitch books are utilizing hindsight or not?

3 I've been there, and I cannot say one way or the other, under

another whether they stopped using the models wi th the

benefi t of hindsight?

2 A I guess years, a lot of years have gone by since

know.

A I do not know, I mean, not equivocally. don't oath, for a fact, that I know that the project I initiated

got completed and was carried forwar:d.

BY MR. KING: I don't know. I mean, it done and there was a

Q

A

So that wasn't done during your time at Stanford?

The models were, yeah. This project we did?

period of time where I think things were good. But what

you're asking me is under oath do I -~ no, I don't know.

Q No. You don't know whether they stopped using Q Okay. So you ini tiated a project whereby Stanford

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

hindsight in their models during your time there?

A Right.

Q Okay_ I want to make sure I understand. You're

running this program, right?

A Yeah.

Q And you're sending out the pitch books and you're

responsible, at least to some degree, for the historical

performance reporting fright?

A Right.

Q Okay. But you don't know whether the numbers being

provided to cl.ients were with hindsight and at what point

they stopped using hindsight?

A Correct.

Q Okay. Explain how that could be to me. I mean,

how is it that the person running the program doesn' t know

whether or not the numbers that are going to clients in these

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

would stop using hindsight in its performance reporting to

clients?

A Yes.

Q Did Jason D'Amato work on that initiative with you?

A Yes. Jason and Seth.

Q And what was Jason' s role in particular?

A He really passed the torch on finding the MFP,

ME'P Plus, now SAS program to him. Seth was hired as another

junior analyst to do more kind of the day-to-day proposal

generation.

Q But in the actual process of converting from models

with hindsight to models that didn' t involve hindsight, what

Jason DIAmato's role?

A He would have been over that project4 I mean,

you're right. I was in the charge of the department. I had

the ultimate responsibility. But he would have done the

1a46b9ge-8dSb-48e7-824e-SOcbSf1c974e 1a46b9ge-8dSb48e7..a24e-5Ocb5f1 c974e

Page 87

day-to-day crunching the numbers, the analytics, probably

with the help of Seth.

Q So is there any doubt in your mind, as you sit here

today, that Jason D1Amato understood that prior to you

ini.tiating this project, the numbers that were being provided

to clients included models that utili.zed hindsight?

hindsight? Was that you or was that Jason or is that Seth?

A Well, software does a lot of it -- you know, that

generates. You have to plug in the funds and the weightings,

the allocations.

3

A

Q

I'm sorry, one more time?

Is there any doubt in your mind that Jason D' Amato,

2

3

6

7

Q

Q

A

point.

Page 88

And who actually calculated the models with

But who did that?

Mostly Jason and Seth. I mean, all of us at some

10

11

12

13

14

15

16

17

18

19

20

22

23

24

25

pri.or to you initiating the project to convert away from

hi.ndsight, knew that hindsight was involved in the numbers

that were being provided to clients?

A Well, I mean, we asked that this morning. I don' t

how we couldn't have. I mean, of course he knew.

BY MR. KELTNER:

Q And why is that? Is it because he worked hand in

hand with you --

A Well, he' s a bright guy. He's a CFA. I mean,

these are clearly -~ well, I can't say these l but the process

of doing hypothetical returns.

BY MR. KING:

Q You talked to Jason D'lunato about the fact that the

numbers used in the previous project were numbers used with

hindsight?

A Yes.

BY MR. KELTNER:

1a46b9ge-8d5b-48e7-824e·SOcb5f1 c974e

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

BY MR. KING:

Q Sure. So there couldn't -- if you're the one

plugging in an allocation as of today, and I assume you tell

the proqram to kick out a hypothetical historical return; i.s

that correct?

A Mrn-hrnm, mm-hmm.

Q Yes?

A Yes, I'm sorry. The program kicks out.

Q So you 1 re the one -- somebody is putting in the

allocation -- you know, these ten funds and telling it to

kick out a hypothetical historical track record?

A Yes.

Q With the benefit of hindsight sitting here?

A Yes.

Q I mean, it has to be.

A Yes.

Q You' re putting in the a1location that day, right?

b5f1c974e
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Page 89 Page 90

A Right. Q If I understand ri.ght, when you say you're always

2 Q And you're telling me that the primary person who doing some amount of hindsi.ght, it sounds to me like you're

did that was Jason D I Amato? referring to the fact that when I'm picking a fund for my

A Yes. client 1 S use, I'm obviously going to look at the past track

hindsight was being used to develop these models?

record. Is that

around a lot. Yeah, I think you do. You look. You look at

a historical, just like you would look at anything else. But

Q

A

Q

Who picked the mutual funds?

I did. I did for years and then Jason.

Okay. So qive me a year where you know that

6 A I just think the word "hindsight" is getting thrown

A Again, this hindsight thing. Hindsight' s always that I s just performance.

10 used to look at, I mean, a track record. You're always using 10 MR. KING: But we're not talki.ng about the

11 hindsight, but as far as presenting it with a historical

12 hindsight numbers, always when I was there.

11 selection of the funds. We're talking about the presentation

12 of data to the client. That1s the context.

13 Q Okay, so let's say for 2004. Would you agree that 13 MR. CRAINE: Exactly. I wanted to clarify it,

14 hindsight was used in 2004? 14 because he said yes, I always used hinds ight _ But it's not

17 model with hindsight for 2004?

16 past returns when pi.cking funds and directing them to

17 clients. I did want to get that --

15

16

A

Q

Yes.

Who picked the mutual funds in the hypothetical

15 like he you were probably saying of course I look back at

18 A It was right around -- you know, when 1 was passing 18 MR. KELTNER: Well, that's what Michael was asking

19 the torch to Jason. Again dates. I mean, he was hired to 19 about, selecting funds.

20 take that program. I don't know when_ 20 Real quickly I want to fly through a couple of

22 Jason was the one inputting them into the software and

23 generating the models?

21 Q Even if he waso' t picking them, is it likely that 21 these other presentations. I've had marked as Exhibit

22 Number 3 a document that appears to be another pitch book.

23 It's entitled "Stanford Allocation Strategies," and it says

25 Nigel Bowman." Do you know Mr. Bowman?

24

25

A

BY MR. KELTNER:

24 "Prepared for Barry Rumac," R-u-m-a-c, and "Presented by

1a46b9ge-8d5b-48e7-824e-50cb5f1c974e 1a46b9ge-SdSb-48e7-824e-50cb5f1 c974e
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(SEC Exhibit No. 3 was marked for

Page 92

right hand corner that's qot the dates running across· the

2 identification. ) top?

THE WITNESS: I do not. A It's a historical performance calendar year, with

agai.n does this appear to you be another standard pitch book

Q

BY MR. KELTNER:

Okay. Just fl.ipping through Exhibit Number 3,

this particular SAS growth model, and then again the blended

growth model index, and then again the S&P SOD, and it's

calendar year returns from 2006 back to 1999.

for MFP/SAS? Q It appears to have an "As of February 2007" date in

A Yes. small font there?

Q And again, going to the page entitl.ed "A.1.l.ocation A Yes, .correct.

1 0 Performance" or "Historical. All.ocation Performance," do you 10 Q Flipping to the disclosures at the back real

that, Historical A110cation Perfo:onance?11

12

13

A

Q

Mm-hmro, yes.

I'1l just note that the term "hypothetical" is

11 quickly, and this is going to be the next to last page, do

12 you that page?

13 A Mm-hmm.

15 Funds," I guess.

14 dropped from the page there. Did you have any discussions

15 with Mr. D'Amato or anyone e1se about the idea of dropping

14 Q Okay. The fi~st paragraph underneath the "List of

16 the use of the word "hypothetical"?

19 surt there, it says "Stanford Allocation Strateqies, SAS

20 Growth Performance." Do you see that page?
20 hypothetical historical performance allocation assumes a

18 says "These hypothetical historical performance returns

19 net of manager fees. 11 I' m skipping forward. "The

It talks about again, the use of hypotheticals. It

Mm-hrrun.

Q

A16

17
No.

When you f~ip to -- you know, the next page, 1et' s

A

Q

17

18

A Yes.
21 quarter re-balance. These are not actual current portfolios,

different arrangement.
24 performance can and will vary."

22 but hypothetical historical allocation, based on the

23 allocation assumptions made in the proposal. Actual
22

23

24

25

Q

A

Q

Are you familiar with this type of format?

Yes. It's the same Zephyr Analytics, just

Okay, and you see wbat 's in the chart in the upper
25 The sentence the talks about the hypothetical

1a46b9ge-8d5b-48e7--824e-5Ocb5f1 c974e b5f1c974e
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historical performance, and then goes on to talk about that A

Page 94

Well, hypothetical, I mean, I guess it could be

the allocation is based on allocation assumptions made in the misleading here to say historical allocation. I mean, it is

proposal, I mean, does that sound like the hypothetical misleading. It implies that it's the actual perfor-mance of

performance that you were using when you were there, where it the portfolio or a composite.

talks about based on the assumption, the allocation Q Okay. Which implies that?

assumptions made in the model? A This cover page saying "historical allocation

A It's similar, but I don't know if it's apples to performance. to

apples. But I'm not sure. As f03T as the consistency of the Q Okay, and to you, the use of the term "hi.storical.

language? al.location performance" to describe hypothetical perfonnance

10 is misleading?10

11

12

Q

A

Q

Right_

I don't know.

If you go back to the performance page that we

11

12

A

Q

Yes.

And that's something you woul.d not have done when

13 on a minute ago, the page entitled "Stanford Allocation
13 you were there?

16 2002, 2003.

14 Strategies, SAS Growth Performance," and you know, we looked

15 at the historical track record going back '99, 2000, 2001,

19 staff was clearly labeled as hypothetical, but it's now

20 labeled as historical dropping the title "hypothetical," is

21 that something you would have done when you were there?

22 Would you have been comfortable presenting this stuff as

2 3 historical without a hypothetical disclaimer?

I hope not.

I don't think so.

Correct.

Sitting here today

And you absol.utely woul.d not be comfortabl.e with

And aqain, not to bel.abor the point, but is the

Q

A

A

Q

A

Q

it?

21 danger here that you' re call.ing this stuff historical

22 performance.in the front of the boo.k, and you're dropping a

23 sentence at the back of the book that says something about

14

15

16

17

18

19

20

If I were to tell you that those numbers matched

the numbers that were being used in prior years when the

17

18

24 "hypothetical performance"?
24

25

A

Q

No.

Okay, and explain to me why not.
25 A The danger is misrepresenting your performance.

1a46b99e-8d5b-48e7-824e-5OcbSf1c974e 1a46b99e-8dSb-48e7-824e-5Ocb5f1c974e

Q

Page 95

Right. So the danger is that the client is going

Page 96 '<

the growth model.?

2 to think this is true historical performance generated by the 2 A It does. It's a track record for SAS. It looks

manaqer?

A Yes, and the financial advisor. And/orthe

3 like just returns -- well, in one risk parameter. But track

record for SAS growth model versus just the S&P 500.

financial advisor. 5 Q Okay, and again this is entitl.ed "Historical

6 Q Just real quickly, I'm going to hand you a document 6 Performance. " No use of the word "hypothetical." Again, you

that I'm marking as Exhibit 4. I'll represent to you that 7 think that's misleading, right?

this is what we believe to be a very current pitch book. It A I do.

was produced to the SEC in the course of a recent Q Okay. Based on -- you know, you said you talked a

10 examination_ 10 number of clients over the years. You sat in on pitches.

11 It's entitled "Stanford A1l.ocation Strategy,

12 SAS Proposal, ff and it's prepared for Jane Foster, presented

13 by Tom. Woolsey, or Woolsey, W-o-o-l.-s-e-y. First, do you

11 Your typical client walking into the office, do you think

12 your typical client understands the difference between

13 hypothetical and historical. performance?

14 know Mr. Woo1.sey? 14 A I probably couldn I t answer that. I mean,

18 typical client wou1d conc1ude from that?

15 everyone's different. Some do and some don It.15

16

17

18

19 Q

(SEC Exhibit No.4 was marked for

identification. )

THE WITNESS.: I do not.

BY MR. KELTNER.:

Flipping to the seventh page, and it· s a document

16

17

19

Q

A

Okay 4 But if you slap "Historical Performance"

the top of the page, surely you can tell me what the

It implies that it I s the actual performance of this

20 entitled "Historical Performance" at the top? 20 particular model.

A Mm-hmm. 21 Q In other words, if I were a client, and I had

23 are the results that I woul.d have gotten; correct?

22 invested in this model at the beginning of the year, these2

23

24

Q

A

Q

Do you see that?

Yes_

Okay, and again this a track record for the growth_ 24 A Yes, or even back further than the year 4 It reads

25 Does this appear to be a track record for the growth fund or 25 to me historical performance as this model did 12.4 percent
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2

3

in 2007, 14.6 in 2Q08 -- you know, so on and so on.

Q So somewhere in Stanford I s fi1.es, I should be able

to go back and find a client who is in this model in 2007

the numbers there under historical performance from. 2007 back

to 1999, that that would have been misleading; correct?

A Yes.

that qot these numbers, right, or close to these numbers? Q And how does that -- during the break, you

MR. KING: If they're in fact hypothetical.

MR. KELTNER: If they are historicaL

THE WITNESS: If they're historical composites,

characterized that in a particular way. What's your reaction

to the fact that it appears that Stanford Group Company used

those 2007 back to 1999 numbers under the heading "Historical

yes. Performance"?

BY MR. KING: A Well, I used the word "shocking," but it was used

anything else that you would consider significant?

seems like that should have been picked up on.

in really that it wasn't prevented by Compliance or

Q Okay, and in reviewing Exhibit 4, did you note

r mean, I guess if

wherever it was, it

one, and I'm not sure if it was thisThereA

this was disseminated out to clients

apparently no checks and balances to

It's semantics, but you have advisor fees too. So

Q And why do you characterize that as "shocking"?

A Well, it's 3. lack of oversight. It is, like I

performance of the actual clients and not hypothetical.

said, historical performance just. implies historical

exhibit. There was a disclosure that said performance was

it's actually gross. It's net of mutual fund management

you have

net of management fees. That's actually incorrect, because

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q I mean, if that -- if an investor in this program

A That it's implying that, yes.

MR. KELTNER: We'll go back on the record. I think

BY MR. KING:

MR. KELTNER: I'm going to go off the record.

in the current al.locations a11 the way through the end of the

were invested on January 1st and stayed in in that current,

We'll take a five-minute break and be right back.

(A brief recess was taken.)

year I then that c1ient would have gotten the numbers on this

page, represented on Exhibit 4?

during the break briefly.

Mr. King wanted me to note a few discussions that took place

Q And also to qive you an opportunity to

discuss ~- you were talking, I think, about Exhibit 4 a

moment ago, and I think you referenced earlier that putting

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
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fees, but gross of advisor fees. Anything that says "net of

fees" is misleading as well.2

3

Q

BY MR. KELTNER:

Okay. So it's qross of the fees that Stanford

Page 100

Stanford's fees, we dido 1 t have any other discussions during

the break; correct?

A Not pertaining to this,

MR. KELTNER: Just real quickly, during the break I

5 charqes'?

6 A Charged. But to me, it's a management fee. To a

ran up and got another document, what I'm going to mark·as

Exhibi t 5. just want to try to wrap up around a few of these

client, that' s what a management fee is, is what you 1 re 7 issues.

charging me, percent, 1 percent, one-and-a-half4 Exhibit 5 appears to be another SAS presentation.

Q So to be more accurate, in your view,you would It says "Prepared for Chris Rahaim," R-a-h-a-i-m, and

23 reaction to Stanford's use of the term "historical

24 performance" to refer to the 2007 back to '99 resu1ts, and

25 this issue of whether -the numbers used were gross or net of

A Correct.

Q And it's not.

Q Okay. I'll just note I hand-marked the original

Q You see there the title "Historica1 Hypothetica1

BY HR. KELTNER:

identi fication.

A Yes.

THE WITNESS: Yes.

A Yes_

"Presented by Charles Rawl." Again, does Exhibit 5 appear to

be a SAS growth proposal?

(SEC Exhibit No.5 was marked for

and then copied it, just for ease of use, and I also omitted

any pages after the 14th page. Flipping to the 13th page,

the next-to-the-last page?

Portfo1io Performance"?

Q And then flipping to the next page, you see the

chart in the upper right-hand corner that· s got 2004 through

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

BY MR. KING:

Okay, and other than those two issues, your

A But yeah, that would be hard to do.

Q Okay.

Q

fees from these return numbers, if you're goinq to call them

net of fees'?

A Or put another way, you just say this is gross of

all fees.

back out 150 basis points or 200 basis points as Stanford

Q But if you say it's net of all. fees, it shou1d be

net of fees'?

10

11

12

13

14

15

16

17

18

19

20

22

1a46b9ge-8d5b-48e7-824e-5Ocb5f1c974e
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2001? A You know, I can't -- I don't know how

A

Q

Yes.

Okay, and it says "As of August 2005." I mean,

2 We talked about changing the models. I don't know

how many models SAS had.

based on the preceding page and the discussions that we've Q Okay. Let's look at it this way. In 2004, what

had, does it appear to you that this is the hypothetical the annual return for MFP Growt.h'?

lUodel perfono.ance that we've been talking about all day A 16.15 percent.

today?

A

Q

Yes.

Okay, and then I want you to grab Exhibit Number 4.

Q

A

Q

Okay, and for SAS Growth'?

Oh, 16.15 percent.

Okay, and for 2003,?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Leave that one out. You see Exhibit Number 4? Flip to the

page entitled "Historical Performance."

A Okay.

Q What I want to do is put this, this Exhibit

Number 4 side by side with Exhibit Number 5. I' 11 just note

that Exhibit Number 4 is SAS Growth, or is -- MF, SAS Growth.

Oh, I'm sorry. Exhibit Number 4 represents MFP Growth;

correct?

A I'm sorry. I thought four

Q Four I have as SAS Growth.

A Okay.

Q So Exhibit 4 is SAS Growth and ExhibitS is MFP

Growth; correct?

A Yes.

Q Are those the same things, other than the fact that

the names were changed?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A 32.84 percent.

Q For both SAS and MFP Growth'?

A Yes.

Q Okay, and l.ikewise 2002, the loss of 3.3 for both?

A Yes.

Q And 2001, 4.32 percent positi.ve'?

A Correct.

Q And 2000, a gain of 18.04 percent'?

A Correct.

Q Okay, for both SAS Growth and MFP Growth?

A Yes.

Q Okay, and when we looked a minut.e ago at Exhibit

Number 5, which is MFP Growth, it was label-ed "Hypothetical

Historical Perfoxmance."

A Right, yes.

Q And as we've tal-ked about ad nauseam, that's

1a46b99e.8d5b-48e7--824e.stkb5f1c974e 1a46b99e-8d5b-4Be7·824e-5Oc;;b5f1c974e
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hypothet.ical performance w.ith the benefit of hindsight?

2 A Mm-hrrun. 2

A

Q

Page 104

Yes, yes. I got you.

So Stanford .is using the same set of numbers under

Q Yes? two different headings, one under Hypothetical and one under

A Yes. Historical; correct?

Q Okay, and as we talked about e'arlier, you see in A Correct.

Exhibit 4 t.he exact same return numbers portrayed as

historical performance; do you see that? Q

BY MR. ELLIS:

Does this give you any -- does it jog your memory

A

Q

Yes.

Okay, and would you agree with me that that's

or give you any more of an impression of whether these

numbers represent the results of your model calculations from.

A Yes.

BY MR. KING:

correct.'?

in the earlier version as historical; correct?

thing thatWell, I'll tell you thereA

returns.

2004, or the fact that these are the numbers they're using

today, does that indicate to you whether these

A Well, I'll tell you -- I'm sorry.

Q Okay, sorry _ Go ahead.

Q Correct.

A And it I s possible that there could be locked-in

returns back there, because these further back calendar year

returns have remained the same. So in other words, if 2008

very interesting here. The Exhibit 4, with just the

historical performance, is through June of 2008. Exhibit 5,

am I doing that right, is through August of 2005. So you

have a three-year period, yet you have the same calendar year

24 rolls around and you change some funds, you should have

25 different calendar year returns.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

As in the MFP Plus Growth and SAS?

No. As in hypothet.ical. and historical'?Q

A

Q Well, it. portrays these hypothetical numbers that

Q So Stanford's using the same numbers under two

different beadi.ngs, right'?

perfo.t:mAnce'?

A I'm sorry, misleading how again?

misleading, implying that this is historical when it's

precisely the same numbers that were disclosed as

A Yes, that is misleading.

Q Okay, and they're preci.se1.y the same numbers;

hypothetica1 and h.istorica1, hypothetical/historical

10

11

12

13

14

15

16

17

18

19

20

.1

22

23

24

25
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So the fact that they're similar does in fact lend

2 credence that there might be some of those changes locked in.

Page 106

minutiae, I wanted to take a few steps back. One of the

2 things we talked about during our informal interview, a

Does that make sense?

on observation, not from any recollection you have of when?

6

Q Yes. But that's based -- you 1 re just basing that

Observation of these two reports.

couple of issues that I think fit together.

You brought up the idea of performance issues

coming to a head, I think it was a term you used last time we

talked, and I think the context for that was around the time

waulcin I t expect to see a change if these were true historical

Q

BY MR. KELTNER:

And that would be if it was actually -- you

that they brought in the outside consultant, and there was

talk in late '06 about getting performance numbers. I mean,

tell me what that was about.

10 results, right?

13 then looking back in time that you would expect to see the

14 change?

12 Antigua, that there was disgruntled FAs, financial advisors,

13 about the performance of the program.

11 machine,

I had been hearing in the halls, around the coffee

frequent visits back to the U.S. office from

Okay, and specifically what were the FAa unhappy

A

Q

10

14

Correct.

So itT s only if you're changing the model today and

A

Q

11

12

15 A Right. The allocations here, the recoilUliended 15 about? Was it just that the program wasn't doing well, or

16 allocations here are completely different than the

allocations here.

19 advertised.

18 subpac and that I guess even more so, it wasn't what it was

I certainly heard both, that the performance wasA

there more to it?16

17

Could you identify --

Oh, I'm sorry. The two presentations, Exhibit 4

Q

A

17

18

19

22 performance?

21 upset, because their clients weren't getting the advertised

20 and Exhibit 5, have completely different recommended funds,

21 you know. I think I've got to scratch that, because I don't

22 think the funds are in here. Yeah, I have to retract that.

20 Q Okay. So to clarify, the financial advisors were

I can't make the comment.

25 of what you heard?

23

24

25 Q

BY MR. KELTNER:

Okay. Now that we've gotten mired in exhibits and

23

24

A

Q

Yes.

Okay. So what can you tell me about that, in terms

1a46b9ge-3d5b-48e7-824e-5OcbSf1c974e 1a46b9ge-8d5b48e7-824e·50cb5Mc974e
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1 A Just a general -- you know, your group's gone to A I did not. I just kind of --

2 hell in a handbasket, what I s going on? You know, just

3 advisors complaining about performance. 3

Q

A

Kind of what?

I just didn't -- I didn 1 t get involved. I was a

Q To try to nail this down a little bit, you sounding board.

5 mentioned at the beginning of our conversation that

Mr. Grosebeck was a friend of yours?

A Yes.

6

7

Q

A

Q

Okay. Sounding board for the FAa?

Yes.

Okay. Anything else you can remember about those

Q Okay. Was Mr. Grosebeck one of the people you conversations?

talked to about this i.ssue? A No. No, I don't.

16 Mr. Grosebeck and who else?

13 think -- you know, voiced concerns about it, about the

18 probably other advisors that I don't recollect names.

returns. I don't know specifics of the conversation.

2006 that this was happening. I suppose the

Well, this would have been in the 2006 kind of time

Did it give you an idea of the magnitude of the

So it was the 2006 performance reporting that they

A

Q

A

Q

concerned about?

frame, but not as far as magnitude, if that's what -- you

know.

returns of question would have been probably the last year

10

12

13

14

15

16

17

18

11 problem or what years they were talking about?Okay, and what did Mr. Grosebeck talk to you about?

He's not one to complain. I mean, he just, I

Charlie Rawl, Charles Rawl, Mark Tidwell. I mean,

Yes.

Okay. So you heard this hallway talk from

A

Q

Q

A

A

10

11

12

17

14

15

19 Q Okay. So they had talked to you about this 19 two. Bless you.

21 conversations?

20 performance reporting issue while they were still at the

company, still at Stanford?

20 Q So anything else you can tell me about these

22

23

A

Q

Yes, yes.

And so what came out of this? I mean r did you have

22

23

A

Q

Not really.

Okay. But just to summarize it and make sure I

24 any discussion with D'Amato or Stys or Como or Parrish

25 regarding these issues?

24 understand, again the issue was the financial advisors

25 concerned or upset that their actual clients were not

1a4Eib9ge-8d5b-48e1-824e-50cb5Mc914e
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receiving the performance that was presented to clients in

2 advertising?

Page 110

THE WITNESS: Not that I know of _ It was just her.

MR. CRAINE: Yes great. Go ahead.

A Correct, and just generally upset about THE WITNESS: She was asking about what was the

performance. I should probably add that meaning relative

performance.

name of that performance vendor we used to use_

I'm like, "Oh, that's Greenhill." Pretty short

6 Q

A

Q

Relative to the market?

Yeah. SAS is down. What' s going on over there?

Okay. Al.ong those same lines, I understand that

call.

She's like, "Oh, the SEC's here -- you know.

They're trying to get, I guess get some old archived

9 recentl.y you' ve been contacted by Stanford reqarding

10 performance reporting issues; is that correct? 10

performance. "

I said, "Well, there should be records. That stuff

11 A Well, they as you know, had an examination, SEC 11 should be kept ten years," putting on your hat, or is it

12 examination I guess this month for a couple of weeks, and I

13 got two calls from Operations personneL

12 seven? Or call Greenhill, you know. I said they're in D. C.

13 They probably have archive files, and then that was it.

14

15

Q

A

Okay, and who were the Operations personnel?

The first call was from Laura Comeaux,

14

15 Q

BY MR. KELTNER:

Okay. What did you -- did you say anything else to

16 C-o-m-e-a-u-x.
16 her? Were you surprised that they were calling to get

17

18

Q

A

How is she related t.o Mr. Comeaux?

To Jay Comeaux? She is his daughter-in-Iaw~ his

17 historical. data? Were you surprised they woul.d have to call

18 an ex-employee to qet the historical data?

19 son's wife.
19 A Very surprised. I mean~ I very cordial and

20 Q So was that the first call?
20 very friendly. I want to help them, but I was just like why

21 A Yes.
21 you calling me?

22

23

24

Q

A

Okay, and what did she call you about?

She called --

MR. CRAINE: And then just so I'm clear, there was

22

23

24

Q

A

Q

Okay, and why were you surpri.sed?

Well, I had left that department four years ago.

And were you surprised that an advisory firm that

25 nobody from Legal present or involved?

1a46b9ge-8dSb-43e7-824e-SOcbSf1 (:974e

Page III

fingertips the documentation to support the track record that

25 presents their track record to clients wouldn't have at their
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old backup drive.

2 they claim? 2 BY MR. KELTNER:

3 A

Q

Yes.

Is that because working in the business r you

Q

A

Okay. Specificall.y, what were they. asking you for?

Old funds and allocations. When I say "old," I

understand that you have to have evidence for a track record

6 if youlre going to use i.t for your clients?

think pre

Q Pre-' OS?

A Yes, and performance reports. You have to have A Yeah, IDS, '04, '03 and beyond.

records of anything sent to clients in the performance Q Okay, and what were you able to tel1 them about

reports. where to find that stuff?

10 Q Okay. Anything else you said to Laura on that 10 A I had no idea as far as files. I suggested to go

11 call? 11 to IT.

12 A No. 12 Q So they were trying to find client data, or were

13

14

Q

A

Okay _ So what leads to the second call?

It Laura and this time she brought in

13 they trying to find the old allocation data, like where the

14 model was i.nvested or what the model was?

15 Julie Mayse, who was another one of my hires_ 15 A I think more the latter, more what was invested,

16

17

Q

A

What was that last name?

Mayse is M-a-y-s-e.

16 you know. It was a strange call. I mean, it wasn't where' s

17 this, but it was like old allocations.

fourth person, not Legal. 20 9 models. Where are those allocations?

18

19

20

Q

A

Okay_

And Marie Gardner, and there might have been a

MR. CRAINE: Thank you.

18

19

21

Q

A

Q

Yeah. What was the --

Not proposals but like the models, like your old

Okay. What was the tenor of the call or what was

2 THE WITNESS: And they asking to get more 22 it like to you?

23 archived information on some of these old model allocations.

24 Where would they be kept? I said I don't know. I suggested

25 call IT ~ maybe go through myoId network or something. Go to

1a46b9ge-8dSb-48e1-824e-SOcb5f1(:974e

23

24

25

A

Q

A

I'm sorry. Could you elaborate?

Sure 4 I mean, were they -- I mean

You mean like stressed, or --
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Q Stressed or were they embarrassed at all to be made, performance results from the changes, performance of

asking for this stuff, anything like that? the program and current commentaries and expectations." We

A I don' t think so. go ahead and mark it as Exhibit 6.

Q Who was leading the call? It's an e-mail dated June 21 from Michael Zarich to

A Laura. SGC Houston Branch, copying Jason O'Amato, Priscilla Olivia,

Q And again, what's Laura's role? 6 it looks like.

A She's in Operations with SCM, but I don't know her (SEC Exhibit No_ was marked for

title, her official title. And they did say that Rhonda identification. )

Lear, I think is the Compliance officer, would be calling me, THE WITNESS: My assistant.

10 and she did. Or might be calling me with questions, 10 BY MR. ~ELTNER:

11 but she never did. 11 Q So ballpark this time frame, is this close in time

12 Q Okay _ Did they give you any indication as to what 12 to when you were given the offer to go to Antigua?

13 they had found so far? No? 13 A Yes, I think --,. I'm sorry_ It was probably a

14 A Oh, I'm sorry, no. 14 couple of months prior. I think August.

15 Q Just real briefly, I don' t even think I need to 15 Q Okay. So what was the purpose of this State of the

16 mark this as an exhibit necessarily, but there's an e-mail 16 Union address?

17 that we found dated June 21, '05, and it's just sent by you 17 A Well, it was common to have sales meetings with the

18 to the SGC Houston branch e-maiL That's all the FAs in 18 brokers. I mean, that's part of what I would do, not just in

19 Houston? 19 this branch but in other branches. I'm curious at Point 2 is

20 A Yeah. Branch FAs, assistants. 20 kind of what we've been beating around all day, lookback at

21 MR. KELTNER: It says "Please Jason D'Amato and 21 the strategic changes in the program.

22 myself in the Lodis Room, Monday, June 27th at 3:00 p.m. for 22 Q When you say "strateqic" --

23 a State of the Union address on the MFP program. II 23 A Meaning when we talked about trying to make those

24 It says "We'll be discussing methodology and 24 models as realistic as possible, I don't know.

25 process, lookback at strategic changes, Why changes were 25 Q Okay. So you think this

•............~ .•....
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Page 115 Page 116

A I mean, it's -- I'm sorry. MR. KELTNER: We're going back on the record

Q So you think -- does thi.s give you any idea that briefly after a short break. During the break, we agreed to

maybe the process of doing that project took place in 105, 3 adjourn to another date next week that we' 11 work out, that' s

close to your leaving for Antigua? mutually agreeable. We 111 go ahead and go off the record at

A I'd like to think that- I will say certainly it's 5 this point and we'll reconvene next week.

6 a sales meeting. I'm sure the pretense is to sell MFP, again
(Whereupon, at 3: 37 p.m., the examination was

to keep promoting it. But that's what number two is. If I
adjourned. )

had to guess, that was probably on the heels of that analysis

11 that be you or O'Am.ato or --

project, whatever you want to call it.

10

12

Q

A

And who would have run a meeting like that? Would

I would have. I would have run, most likely_

10

11

12

13
13 might have had -- he might have spoke took, but I would have

14

16 the Union address?

19 Comeaux' s the branch of Houston.

14 it.

sales meetings with his team all the time. He's like

15

16

17

18

19

20

21

22you

because he wants to have

Yeah. I'm surprised at really my vernacular, but

He probably said get my

Was there anything significant about this State ofQ

A

I'm sure it was just a sales meeting. You know, Jay

15

17

18

20

know, do a sales meeting with my group, and that's 23

23 probably

24 MR. KELTNER: Let's go ahead and go off the record.

24

25

25 (A brief recess was taken _ l

1a46b9ge-8d5b-48e7-824e-5Ocb5f1c974e
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PROCEEDINGS

MR . KELTNER: we'll go ahead and go on the record

at 10:00 a.m. This is a continuation of Mr. zarich's

testimony.

I'm just reminding Mr. zarich, you remain under

oath, so same rules, same procedures that we talked about

last time will apply today.

page 3

10

11

page 2

Zari ch-Mi chae1_20090204. txt
THE WITNESS: okay.

whereupon,

MICHAEL ZARICH

was recalled as a witness and, having been previously duly

sworn, was examined and testified further as follows:

EXAMINATION

BY MR . KELTNER:

Q The last time when we left off we had spent a lot

of time talking about SAS and NFP, and you really just

started to touch issues related to the CD program, and your

move to Anti gua.

A Yes.

Q And we talked a little bit about that obviously,

before, in an informal interview. But I want to go ahead

briefly today and talk about, just from the beginning, how

you were approached to make the move down to Antigua, who

approached you. Just kind of start there.

A I was approached, I want to say, in probably August

of 2005 by Jim Davis, who is the CFO of Stanford Financial

Group. He offered me the position of senior investment

officer, which would be an investment officer on-site at the

Bank of Antigua. I accepted the position and then we

commenced it to a three~, four-month training period with

Laura Pendergest for a start date of January 1st, 2006.

Q okay. Initially, how did Mr. Davis explain the

position to you?

A It was a strategic vision of him and Al stanford to

have an investment person on~site at the bank that could

speak more intelligently to how the assets were managed at
Page 4
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Yes.A

I mentioned zo~~ChheJfc~~h,aei~_2doPl°luOr~'~xu~ to be more of a

marketing position, but just monitoring the portfolio, never

investing. I was never under the impression I would be

involved at that level of the portfolio to move money, invest

money, but just be privy of how some of the money is managed.

Q okay. You said initially you were under the

impression. Did you get that impression for Mr. Davis?

23 Q okay. And so after you spoke with Mr. Davis, you

24 had the impression that you would be overseeing the

25 investment portfolio on some level, even if you weren't

actively involved in the day-to-day trades?

A That's correct.

Q And did you get a similar message from Ms.

15

16

17

18

19

20

21

22

A Yes.

Q okay, and specifically the sales of certificates of

deposit?

A Yes.

Q More generally though what were you told your

responsibilities would be in terms of being an investment

officer?

A To work wi th the ; nvestment comm; ttee of stanford

National Bank, which would be Jim Davis, Allen stanford, and

specifically the chief investment officer of the stanford

zari Ch_Mi chae'_20090204. txt

the bank for respective clients and financial advisors, or

existing clients that visit the bank to start their due

diligence process.

Q okay. So to playa role in the sales process?

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

pendergest?

A Yes.

the portfolio you would be able to see?
page 6

your role

So what were you told in terms of which parts of

So once the training commences, is

Q

Q

explained to you any differently, or are you continuing to

have that same impression?

A The difference is and I should backtrack a little~

I was under the impression that I would under time get to see

more and more of the portfo1i 0 to be able to exp1ai nit

better to clients. So going into the training it became

clear that I would be overseeing parts of the portfolio but

enough of the portfolio to hopefully speak intelligently to

potential investors on how the assets of the bank were

managed.

10

11

12

13

14

15

16

17

18
page 5

Financial Group. laura Pendergest, and a team of analysts in

Memphis. in helping oversee and monitor the portfolio but

specifically to speak of that somewhat, I guess, as a liaison

be'tWeen thi s investment commi ttee and the anal ysts to tal k

about a portfolio to these client prospects.

Q okay, so you help exp1ai n how the assets are

invested to prospective clients?

A Yes.

Q okay. But what was your actual oversight role to

be? I mean what were you told in terms of were you going to

be overseeing the portfolio. Were you going to be actively

involved receiving reports daily, weekly?

A Initially, none. I was under the impression I

would be more involved with the investment side. I think as

10

11

12

13

14

•

12 investment portfolio of stocks, bonds and equities, utilizing

13 some of the same private banks or institutional money

14 managers out of Europe, primarily, but it was proprietary

15 then.

22 alternative investments, commodities. Some cash as well that

23 is under Laura Pendergest, the chief investment officer and

24 her team of analysts that I would be more from an oversight

25 and monitoring privy to that side of the portfolio. And tier

III was under the discretion of Jim Davis and Allen stanford.

And at the time, I have an impression, over time I would be

privy to more of the portfolio, meaning tier III.

Q We talked a little before we went on the record,

giving you a preview of some of the things we might look at.

That included some of these Q and A documents that we worked

through in Memphis. There's a lot of discussion in those

documents or at least mention of the different tiers. what

were you told during the training sessions about what was in

10 tier III?

zari ch_Mi chae1_20090204. txt

A The portfolio was divided into essentially three

tiers: tier one, tier two, tier three. Tier one is cash;

tier two is an investable portfolio of stocks, bonds,

Laura Pendergest.

BY MR . KELTNER:

Yes.

I assumed, at 1east, a few of them asked what money

BY MR. KING:

You said part of your training was not to talk

All of them.A

Q

A

Q

A

Q okay. And when they asked that, what did you tell

them, that is, what were you coached to tell them by
page 8

was invested?

zari ch_Mi chae1_20090204, txt
okay, I believe so.

Q Again, we'll drill on this a little bit more later,

but one thing with is the proprietary nature of tier III,

because looking through the Q and A documents, it looks like

about the tiers?

A Correct. To a prospect of tier I, tier II, tier

III, that was more of an internal accounting process?

Q who trained you to do that?

when clients inquired about tier II, they were told. well,

what were they told when they inquired about tier II? If

they called up and said I want to see what's in tier II.

A I don't remember talking about the tiers to

clients. I think that was part of training,

MR. KELTNER: Sure, sorry, I'll try not to clip

your answers.

20

21

22

23

24

25

22

23

24

25

10

11

12

13

14

15

16 Q Let me ask you more generally. When a client

17 called or a prospective client was on the island, and they

18 said, I'd like to see the investment portfolio, presumably

19 you were talking toa big fish, $5 million plus investors?

Laura.

Laura Pendergest?

Yes.

Laura Holt? I'm sorry. which do you call her?

pendergest. I take it she's married -- Holt --

Page 7

That it was similar to tier II, that it was an

And who told you that?

A

A

Q

Q

A

Q

A

16

17

18

19

20

21

11

19

20

21

•
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page 9

22 CDs.

23 Q okay, so again I'm trying to wrap my head around,

24 and you haven't been there. I'm hoping you can help me with

25 this. You said tier III was proprietary and that's why you

14 A You know, we'd give him asset allocation, try to

15 drill down from a macro level, mention some name of these

16 banks, but if it did happen, they'd just push, push, push.

17 Give me an actual security. Give me something. It was

18 proprietary nature would be my answer. It's the desire of

19 the board of di rectors not to gi ve that i nformat; on; and,

20 it's also part of the regulation of the bank, being chartered

21 as a bank. In Antigua we cannot sell investments or sell

zari Ch_Mi chae1_20090204. txt

And you never saw ti er III?
page 10

okay, and so you're there, you left in what, '077

Q

Q

Q Okay, so you, the senior investment officer get

access to what, 750 million have high-end?

A In terms of privilege from a day-to-day, yes.

billion.

A Yes, summer of '07.

Q Okay, so the bank's overall portfolio is up to

what, about six billion?

A Five to six billion, yes. Yeah, five and six

zaric~Michael_20090204.txt
never saw it. Correct?

A Yes.

Q okay. What's the difference between tier II and

tier III when investors aren't allowed to see tier II either?

A They don't see the difference.

Q well, I mean, how is tier III proprietary and tier

II different?

A propri etary mi ght not be the ri ght word. I thi nk

proprietary, from me, so that being the big difference is the

size of tier III and assets is the assets of the bank.

Q so, let's talk about that a little bit. So tier I

is cash. When you are there can you ball park that for me?

Is it a hundred million, two hundred million?

A Three, four hundred million, hundred five, hundred

million. It definitely fluctuates.

20

21

22

23

24

25

10

11

12

13

14

15

16 Q And, you know, we'll look at the investment

17 portfolio summaries. But, tier II, you know, can you ball

18 park that for me?

19 A I think it was a couple hundred million.

Yes.

okay. And then what di d you tell them?

A

Q

pendergest?

A That the portfolio was allocated amongst 25 or so

private banks, institutional money managers located primarily

in Europe. Each manager or bank has a long-standing

relationship with the bank, manages a sleeve of the overall

assets, and each one has their own diversification about the

invested objectives, so it's kind of a further institutional

diversification among these 25 entities.

Q Did any of the prospective clients want to drill

down further and say that's great, but I want to see what

they've invested in?

10

11

12

13

•

•
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A Never.

Q Okay. so, you know, 4-1/2 billion, 4 billion,

whatever the number is, you never saw, never had access to?

A correct.

Q since we're goi n9 down that path, before we

directly into the Q and A documents, I think you told me you

tal ked to a few of the anal ysts in Memphi s .

A I did a part of my training, and as we mentioned

last week, I was up there a lot anyway with my role with the

investment advisor group, but I didn't spend time at all.

Q okay. And did you also see a few of them at

Anti gua from time to time?

A That's correct. The analysts rotated on two-week

rotations, two at a time, continuously, while I was in

Antigua.

Q Okay, when you spoke with them, I would think just

as an investment professional and out of curiosity, you know,

given the bank's impressive track record -- you know, hitting

their 15 percent roughly for 20 consecutive years -- did you

ever ask this? How do we do it? What's in tier III? Did

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Zari chJ1i chae1_20090204. txt
tier III. Right?

A I did not.

Q Okay. As you're down there and you've been working

for a year or so, did you ever go back to Jim Davis or Laura

Pendergest and ask questions about tier III?

A Not to Jim Davis. And I don't recollect

specifically to Laura asking about tier III. It's to see

more of the long portfolio.

Q So I guess you're kind of the primary investment

contact when CD investors come down to Antigua. correct?

A Yes.

Q So were they supposed to come down and they want to

ask you about the investment portfolio, the answers you

provide are based fairly on tier I and tier II?

A Yes. And, not necessar; 1y; I mean the all ocat; ons

for the whole portfolio were done quarterly.

Q When you say allocations, are you talking about

these percentage breakdowns by asset cl ass?

25 you ever ask that question?

analysts were charged with overseeing a particular bank or

financial institution out of these 25, give or take. So I

would talk specifically about their particular manager that

their monitoring.

Q I think earlier you said that you expected that

eventually you'd see more of the assets, but you never saw

page 11

annual reports?

Q And what about. I guess I've seen pi e charts. Is

that the kind of thing you shared with clients?

R;ght, asset class.

Yes, there's quarterly publications.

Okay, like ;n the quarterly reports and then in the

well, the quarterly report is kind of a glossy,
page 12

A

A

A

A correct.

Q Where did you get those allocation numbers?

A They were down by the Memphis analysts.

Q Who sent them to you?10

11

Not tier III, but about I should say each of theA

•
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22 Q what information would you need to put together the

23 pi e chart?

zari ch_Mi chae'_20090204. txt

BY MR. KING:

Q what does the pi e chart represent?

internal document, I think came from Angie Skelton.

Q One of the analysts?

A Yes.

means to you.

A Alternatives is an asset class that's not a

fixed-income, not a security. It's typically less correlated

to those other asset classes, cash, fixed-income, real

estate, because it uses typically some hedging, long, short,

arbitrage, various styles within alternative investments to

lessen the overall volatility of the portfolios was why it

would be used, why you would use them.

Q okay, so I kind of understand what i!'s not. I

still don't understand fully what it is. Is it a derivative

16

17

18

19

20

21

22

23

24

25

zarich--Mi chael_20090204. txt
15 alternative assets? Because I want to know what that term

There were a few. I know one was the allocationA

from the equity fixed-income cash. I think there was one on

currencies, how the portfolio was allocated amongst

currencies and then maybe alternative investments, how they

were allocated among hedge funds and alternatives.

12

13

14

15

16

17

18

19

20

21

•

10 mean I would infer it as well looking at the quarterly

11 reports based on the overall allocation if we were stating SO

12 percent in equity that there was 60 percent in equity, but

13 what that equity composed of, I didn't know.

A Yes.

A E-mail.

BY MR. KELTNER:

Q Were there any assets inti er III just by cl ass

that were different than tier II? I think you said it was

very similar, same advisors, stocks, bonds. Did you say

that?

There was no hard real estate that I knew of, butA

Q okay. what about exposure to real estate? I think

I saw in the Q and A somethi ng about we don't have any real

estate exposure. Was that your impression?

alternative.

Q So I take it you di dn' t know what was in the

alternative bucket?

A I saw the managers I did ~isit with when I was in

Europe, some of the underlying managers, but generally more

from an asset allocation standpoint, broad asset allocation

portfol io?

A It could be derivatives, stocks that short the

market.

Q CAGs?

A You might consider commodity futures trading as an

17 real estate access through refunds, like a real estate

18 investment trust fund that tends to be more liquid trade than
page 14

12 standpoi nt.

13

14

15

16

10

11

page 13

I think it was several of them but I don't know. I

How did you get the pie chart from Angie skelton?

okay. what di d you tell investors about the

You would need all the portfolio holdings.

Incl udi ng t; er III?

Q

Q

A

A

Q

24

25

14

•
21 chart?

20 Q

19 any daily.
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22 came to be in compliance operations, and I would step in and

23 talk about how the deposi ts, how the assets of the bank are

24 managed.

So the high level of presentation on how the CDQ25

Zari ch_Mi chae1_20090204. txt

Alternative.

So if the pie chart's telling me that alternative

So where would that REIT asset show up in the pie

Q

A22

23

24 is a 10 percent piece or an 8 percent piece, there shouldn't

25 be a big 40 percent real estate piece out there. I mean
proceeds were invested, basically?

A Yes.

Q So allocation type information, but no specifics?

A Yes.

Just for the pi e chart?

that's your impression?

A Yes.

A well, just on I guess the weightings of the

portfolio.

Cal Stat:e is my money. You know, where is the

Were there any hot button issues? well, forQ

Q And, again, we'll drill down a little bit: in a

minute, but generally what: were people told when t:hey asked

how do I know my money's safe?

A That: it: was safer than a traditional bank in that

Just t:o say over and over.

Q So in short: how do, you achieve these impressive

A Correct.

example, there's going to be a lot of prospective questions

from clients in there. whether things they told you, this is

what you need to worry about. This is what you need to focus

on or anything like that.

A Not to worry, clearly to focus on the questions for

19

20

21

22

18 money.

17 A

14

15

10

16 returns year over year?

11 my pi ece rea11 y came down to just the same questi ons and just

12 a thousand different: iterations. How do you do i1:. How is

13 it done. How safe is my money. What are you doing here.

23 there were no loan portfolios. If there was no loan

24 portfolio, there's no loan reserves. Being an offer or

25 enti ty that:' s not: regu1at:ed by u.s. banki n9 1aws, we have "the
Page 16

That came out of Memphi s?

Yes.

okay. And where did you get that impression?

Q

Q

A I would be a point person on island, at the bank,

to visit with prospective clients, financial advisors and

existing clients that come down there. I would work with the

president of the bank, Juan Rodriguez, to help present the

15

16

17

18

10 Q So let's talk a little bit about these training

11 sessions. So we've seen some of the Q and As and we'll look

12 at them here in a minute. Explain to me generally initially

13 what do they tell you you were going to be in and then kind

14 of how the process worked in terms of trai ni ng.

19 bank kind of as the sequence of events. He would start it

20 off talking about the history of the island and how the bank

21 came to be, the history of stanford Financial, how the bank

page 15

•
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17 who was leading your training sessions?

18 A Laura Pendergest and, I apologize, I don't remember

19 her last name, but there was an external consultant that kind

20 of facilitated it. It was Tammy, Tamara. It was really the

21 three of us for a couple of months, not every day.

15 markets.

zari ch.>ti chae1_20090204. txt

flexibility to have this investment portfolio, any markets,

any security, long, sort, cash, flexible, liquid, so a lot of

it I think trying to release a lot of my presentation talked

about how the models were different than what a particular

client might be used to in a banking model.

Q And then a distinction between a commercial bank

and a typical commercial bank and stanford is essentially how

the money is invested?

A Correct. You know, a traditional bank, a

commercial bank takes deposits in. It lends them out and

creates a narrower spread, has to keep loan reserves, which

of course erodes more of the capital revenue; whereas,

stanford International Bank, that model, it invested

therefore potentially creating a larger spread in the global

$4 billion?

$4 billion.Q

A

A I would only have known on parts of tier II by

A I did not.

MR. KELTNER: Okay. So I'm going to hand you a

document that I' m marki~ng as Exhi hi t 7.

(SEC Exhibit No. 7 was marked for

i denti fi cati on.)

was?

seei ng the statements.

Q okay, as far as the other $4 million, how did you

know where that money was?

money and whzea:eiihs-Mtih~h~ne2yO.0901nOd4·It~~inkyou just told us

about what you would say when someone would ask about the

safety of the money.

A Right.

Q what do you say if someone asked you about where is

the money?

A I would mention again the 25 private banks and

institutions, and they would use either their own custodians

or other custodians just like any other investor, whether

it's UBS or Bear Stearns. or schw~b or HSBC. So the assets

were kind of held at these multiple facilities around the

world.

Q And how di d you know that that 1 s where the money

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
BY MR. KING:

okay. well, let's go ahead and let's go quickly.Q

22

10

11

12

13

14

16

•

•

23 Q Before you go too far down the road. I want to go

24 back to one thing you said just a minute ago. You said that

25 in your overall focus it was how you do it, the safety of the

page 17

MR. KELTNER: It's entitled SIBl questions from

october 24, 2005, or 10/24/05 Memphis meetings. I know you

had a brief opportunity to flip through these documents

before we started testimony; and, if at any point you want to
page 18

17 Are these answers that you came up with on your own or were

18 they based on what you were told by Laura?

19 A These answers were from Laura that I believe I

20 wrote them in. In other words I don't think she wrote these

21 in. I believe I asked the questions and probably typed them

22 in and wrote them in.

23 Q okay. So do you think you had collected a bunch of

24 questions and then perhaps had a meeting on october 24th with

zari ch.>ti chae1_20090204. txt

take time and review the document, just let me know. At a

high level, what is Exhibit 7?

THE WITNESS: Thi s looks to be questi ons I put

together based on some of my observations. let me backtrack.

I think the early part of the training I spent one on ones

with each of these analysts and came back to laura with some

of my i ni ti a1 questi ons.

BY MR . KELTNER:

Q So this looks like maybe questions that you had

compiled after you had training sessions.

A Early on.

20 laura?

I'm just going to go through it in order and hit a few

questions for you. Item 1 says what oversight you have on

wade and David's commodity trade portfolio and Mark's equity

Yes.

So for lack of a better way to get through this,

A

Q

zari chJ4i chae1_20090204. txt
Q Okay. But generally?

MR. REECE: Was that the standard practi ce?

THE WITNESS: I did it a lot, but I wouldn't say

standard practi ce.

BY MR. KELTNER:

Q Is that how you remember the meetings going when

these training sessions when you were doing the Q and As that

you would sit there live and take information down?

A Yes, I mean I'm a big note taker and it would have

been a combination of probably handwritten and typed in.

Q But are you fairly confident that the questions are

questions that you put together and the answers came from

21

22

23

24

25

10

11

12

13

14

15

16

17

18

19
Okay, and then there are obviously answers in here.Q

10

11

12

13

14

15

16

wade, Davi d and Mark?

A Wade McGee, David Fontenot and Mark collingsworth

are all three analysts with the Memphis group. David

Fontenot has left the firm and they were managing essentially

a commodity portfolio in-house, trading future contracts on

commodi ti es .

Q Okay. And Mark, what was his role? Is it

collingsworth? Is that right?

A Yes, collingsworth, he had an equity strategy. a

long only equity strategy. wade and David have a commodity
page 20

•
25 laura where you asked her the questions?

A Correct.

Q And then are you sitting there with a laptop typing

in answers as you go or are you taking notes?

A I would guess I was with a laptop taking notes.

Q So you're taki ng these answers down 1ive as Laura 1 s

giving them to you?

A Most likely, but don't recollect for certain.

page 19

10

11

strategy. Let's start with who are those people? who are

APP0034



Case 3:09-cv-00298-N     Document 12-4      Filed 02/17/2009     Page 6 of 10

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

Zari ch_Mi chae'_20090204. txt

trading portfolio. There is a distinction there.

Q And are these in-house portfolios, or are these

advisors that are overseeing?

A My impression Mark's was kind of a prototype

portfolio, but it wasn't live with actual money. And then

wade and David I believe were managing assets.

Q So I think I saw some later questions, and I'm

paraphrasing here, but essentially are the advisors in

Memphi 5 go; ng to be a11 owed to handl e real money down the

road. So at this point, the advisors are just using -- not

to be pejorative -- but play money? I mean, they're using a

syntheti c portfo1;07

A I believe Mark Collingsworth's was, but I believe

wade and David's was not.

15 senior invesZt~ein;h~;f~hc~erld200eOs90,2xO,4'a~xdt there are also

16 references to the chief investment officer doing things.

17 what we're trying to figure out is whether you were told to

18 tell people that you did these things. And it looks like it

19 from the face of the document. So that's what I'm trying to

20 get clarified.

21 A Hm-hmm. Is there a question?

22 Q That's essentially the question. Were you told

23 that this would be a role, or were you told that this is what

24 you should tell them?~

25 A It seems looking at this that I was told this would

be my role.

Q okay, so senior investment officer is likely you?

discretion.

Q Because what we're trying to get -- I mean, when we

get to this, you'll see a recurring theme, but it says the

page 21

they're runni ng a commodi ty portfo1i o?

A Right.

Q continuing in item number 1, it says they have an

investment policy in place, weekly holdings reports. They

have discretion. However, SIO has overriding abilities.

occasionally, they run· by trades before executing. So the

SIO, that's you?

A I would read that as the CIO, but I never have any

A Yes.

Q okay. And whether what you actually did later is

different is another issue. But I'm just trying to get, you

know, when you're taking these notes and the training is

going on you were told that this would be your role?

Q okay. So at this point you were told that you

would have overriding abilities most likely?

A Based on thi s questi on, yes.

Q And you take that to mean that you woul d have had

some sort of veto role with regard to trades or positions?

A Yes. Reading this, that's what I would take.

Q skipping down just a little bit to item 5, there's

a question entitled, "what kind of internal auditing

procedures are in place?" I guess, let's just get through

this and let's talk about how this is consistent with what
page 22

Yes.A

10

11

12

13

14

15

16

17

18

The commodi ty portfo1i o?

Right.

So you think at some point in this '05 timeframeQ

A

Q

10

11

12

13

14

•
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19 your recollection was, how things actually worked, and if

20 that was actually what investors were told.

21 So what kind of internal auditing procedures, and A

22 is checks and balances. And it talks about patricia, Mr.

23 Davis, and SID, to determine cash available, and then Mr.

24 Davis approves the wire. Just stopping there first, who is

zari ch_Mi chae1_20090204. txt
22 A Yes.

23 Q okay. And then they would be the ones that would

24 then wrap the money. Where does the money go once the CD

25 money comes in?

did.

investments?

page 23

better word, over tier I cash. she's essentially the cash

manager of ti er I.

Q okay, and is she in Houston?

A She is in Houston.

No.A

Q It goes on to say: "Patricia monitors liquidity

needs and all the work together to monitor cash in tier one.

Always be aware of tier II, cash 2," So what's the di stance

between tier I cash and tier II cash?

A In tier II you're going to inevitably have cash if

you liquidated investments or you're moving cash in there and

you're waiting to invest the assets. You mi ght have some

cash to accumulate, so I think you would want to make sure

you don't have too many cashes. Patricia with tier I doesn't

necessarily know tier II or 3. So I think what this tells me

is just make sure we don't have too much cash, that we're

fully invested.

Q okay. In the following sentence there~'s a

reference to drawing down 50 million monthly. Do you know
page 24

A It would be wired, I think at the time there was

three banks. So the client money would go into, I know, HSBC

was one of them. Toronto Dominion was another, and I think

there was a thi rd in the states, but I don' t recall ect. And

that's where she would manage at all those banks, manage the

cash.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q okay. There's a statement in here about the SIO

determines cash available in conjunction with Davis and

Patricia? Did you have any role in overseeing the cash in

10 tier I?

Patricia Maldonado is the manager, for lack of a

Does she work for stanford Group or who does she

A

Q

Patricia?

Q what does she do? I mean, you can't get in your

titl e what she di d.

A Treasury would oversee the cash at the bank, all

the money coming in, all the money going out, making sure

that the assets and liabilities were mixed right. There's no

shortage of cash. Maybe with a bunch of deposits, CDs coming

due in a month or two, they would kind of keep that balance

of cash at a bountiful level just to maintain liquidity.

Q So this cash that comes in, is that largely CD

work for?

A She works for stanford Financial.

Q stanford Financial Group?

A I believe she reports directly to Jim Davis, or she

25

10

11

12

13

14

15

• 16

17

18

19

20

21
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page 25

what that' 5 about?

A I don't:. I'd speculate it's expenses at the bank,

I would guess an internal audit:or if I had to
page 26

Yes, yes.

And you never got any statements on ti er III?

I don't believe so.

In item D there's a reference to Edmundo audits

A

Q

Q

A

A

e-mail.

Q okay. And we only found two of them, I think, in

the production you had. Did you actually get those on a

weekly basis or just from time to time?

A weekly.

Q And then what about the monthly statements? You

sai d you got some of them. I mean, I thi nk when we tal ked

with you before you made some reference to, you know,

statement.s being misfiled or stuck in the wrong in-box and

finding their way to you down in Antigua. Was there a

systematic protocol for you to get every statement from every

supervisor in tier II?

A There was not a system in place. I'm not sure what

I said before. some came to my desk and I found a way, but

clearly not all of them.

Q I mean ball park it for me. Were you getting a

significant piece of portfolio or just a few random

statements here and there?

A A very minute part of the portfolio.

Q Okay, and for the minute part of tier II?

David, wade and Mark's trades annually. Who's Edmundo?

A I do not know.

Q Does the name mean anythi ng to you?

A

4

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Yes.

Q In item C, and again we're under the heading

"Internal Audit procedures," there's a reference to "monthly

statements sent to me in Antigua, weekly statements faxed to

me from SFG Memphis." "Me" is you?

A Yes.

Q okay. So was that the practi ce? Di d you get

monthly statements and weekly statements from Memphis?

A I received some monthly statements from the

custodian firms from the banks that managed the assets, and I

received a weekly e-mail statement on I believe just tier II

investments.

maybe.

Q Sure. Let's just skip to item c.

':' I'm sorry. It might be to pay depositors. That's

what it could be, interest.

Q Just when CDs become due?

A Yeah I become due.

Q Or early redemption?

22 Q okay. So we had a couple of examples that will

23 show you the monthly roll-up with the pie charts and had

24 aggregated to 150 million and then had sub tabs for all the

25 advisors and spreadsheet. Is that what you're talking about?

10

11

12

13

14

15

16

17

18

19

20

21

•

•
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19 come from Memphis?

items on internal audit. who did you interact with from

internal audit, if anybody?

Q Because there are references throughout these

documents to internal audit coming down to Ant.igua. Did you

ever see the int.erna1 audit. in Antigua?

But they never spoke to you, the senior investment

Correct.

we'll get into more detail on that a little bit.

Yes.

But never just spur of the moment spot checks, any

Correct, they did not.

There's a reference in 'F' to FSRC doing spot

What's that reference?

It would read in addition to their quarterly

but I do not see any spot checks. I'm sorry, annual

not "quarterly."

So the FSRC, that's the Antiguan bank regulator?

oh, yes, Financial services Regulatory commission.

And you'd see them on annual visits?

Q

A

Q

A

Q

Q

A

A

Q

Q

A

checks.

visits,

visits,

and operatioZn~.ic~-MtiyCphi~~~_2~uOjPt20v~·S;\tiSthey're hold up in

a conference room, doors closed.

24

25

10

23 thing like that?

11 offi cer?

12

13

14

15

16

17

18

19

20

21

22

Houston.

From Houston. okay, who were they employed by?

Stanford Financial came as far as the direct

No one.

Were these people based out of Antigua, or do they

we'll talk a little bit as we hit some of these

A

Q

A

A

Q

guess.

A Yes, yes.

Q When and who?

A well, I can't remember names. Pretty frequently I

would say a minimum of quart.erly, but I don't remember any

20

21

22

17 names.

18 Q

10

11

12

13

14

15

16

23 report, and I'm not: sure.

okay. I take it they never interviewed you?

No. In item SG it says "checking balance between Fred and each

analyst as well as zack run in parallel figures." First, who

are Fred and zack?

A Fred Pomleedin and zack Davis.

A No.

Q So pretty much no interaction with you?

A Other than socially, no interaction as far as the

assets or portfolio.

Q okay. who did you interact with?

A It think probably would be someone in compliance

page 27

A Jim Davis.

Q Explain that to me. What does that mean, "checking

balance between Fred?

A YoU referenced the spreadsheet with all the tabs.

He would put it together. He would get an individual tab or

individual port from the various analysts and put it into the
page 28

•
24

25

Q

A

Q They never asked you for any records?

10

11

Q zack, who is hi s father?
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19 A Yes.

20 Q And what's the reference to zack running parallel

21 fi gures?

zari ch_Mi chae '_20090204. txt

12 macro report and e-mail it to me. He e-mailed the weekly

13 report.

Q How do you know Fred did that? Did you talk to him

about it?

A I got the e-mail and we did speak.

Q So you know that Fred was the one that prepared

those spreadsheets?
22 invested. presumably, some of them also asked about controls

23 and safeguards. So what were the told if they asked a

21 questi on 1i ke thi s?

I would talk about how many analysts are lookingA

zari ch_Mi chae1_20090204. txt
A Yes and no. I think this would not be a polished

answer to a potential investor. As we talked of it, again, I

think this is kind of for my own edification entering into

thi s process.

Q okay. We talked earlier about, you know, investors

asking where the money is and how the returns are gained, and

pretty much every single one asking you where the money is

25

15

16

17

18

19

20

21

I believe he is running also your same kind ofA22

14

15

16

17

18
•

23 year-term roll-up. probably for a checking balance. But I

24 did not receive. Maybe it was a backup or something, but I

25 did not receive e-mails that I know of from zack Davis.

Q So the idea may not be in the basically Fred and

zack are preparing the same data, and just set them side by

side and made sure that they could?

A That's how I would view it.
money.

A Yeah, I thi nk we saw that one. It was somewhat

10 entertaining.

•
10

11

12

13

14

BY MR. KING:

Q Item 5G on Exhibit 7 would be a checking balance

from tier II?

A what I received from them was only tier II.

Q So you don't know whether this item 5G, whether

that checking balance was ever applied to tier III?

A Correct. I don't know.

BY MR. KELTNER:

Q So does item 5 represent what you were told to tell

investors by Laura?

Page 29

11

12

13

14

15

16

17

18

over the portfolio. You have 20 plus analysts in Memphis.

Each analyst is in a sense segregated with their own piece of

the portfolio that they monitor. It'S monitored daily. You

have checks and balances. You have, you know, globally

diversified array of money managers, different custodians.

The money is virtually very spread out. So that was another

typical question. could Allen stanford run off with the

Q oh, was it? so, I mean a typical question was

could Allen Stanford run off with my money?

A Right, and the answer would be it would be

extremely difficult. There's no money at the bank. In fact

that was one of the jokes of the tour, when whoever di d the

tour, took the clients on the tour of the bank, there

actua11 y is a safe, but it's a safe that had petty cash in

it. The money's invested across the globe, so he'd have to
page 30

19

20

21

22
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go from bank to bank to bank, you know, custodian. And with

a very large suitcase to actually take the money.

Q okay. If you can see I'm struggling with all the

safeguards and procedures that he referenced, they would all

22

23

24

25

zari ch-Mi chae1_20090204. txt
safeguards are there, and your response is in part there's

this team of global analysts. Each one of them manages an

investment advisor. That's part of the answer.

A That's the monetary part of the answer. The

23 apply to tier II, right?

Page 31

21 question is investors may ask you the general question what

13 invested with some of these same banks located around the

14 world. So to answer your question, it was just belief and

15 trust.

16 MR. KING: Did you ever tell a potential investor

17 that the analysts didn't know what money was in tier III?

18 THE WITNESS: No.

Page 32
I have not.

I did not. I would not tell an investor that.

Who have you a trai ned to do that?

Laura pendergest.

BY MR. KELTNER:

A

A

Q

A

BY MR. KING:

Q why not?

A You know, that was partly because it was

proprietary. I was trained not to divulge too much

information, but it just wouldn't leave an investor with a

lot of confi dence .

reality is where the money is it's diversified and held.

Q Sure. But the reality is what 75, 80 percent of

the money the analysts never see, ri ght?

A As far as I knew they di d not.

Q okay. And so was that communi cated to your

investors? Were investors told we've got· all these

safeguards in place. We've got all these analysts that look

at the money, but they only look at 10 percent of it or 20

percent of it?

25

20 Tell us about it a little bit. Item 6, has there

21 ever been an outside audit on the following page in item 6,

22 CAS Hewlitt & company. We talked to you a little bit in our

23 interview about CAS Hewlitt. Have you ever met anyone from

24 the fi rm?

10

11

12

13

14

15

16

17

18

19

BY MR . KELTNER:

Yes.

Yeah, so I guess that's kind of the overriding

Okay, and as far as you know, you know nothi ng

Q

A

Q

A Right.

Q okay. So as I understand it, when they ask that

question, it's a little misleading. I mean are investors

goi ng to assume that those safeguards apply to all money?

A It was my belief that the money in tier III,

although may not have had these eyes on it, was still

about the safeguards surrounding tier III, right?

A Right.

Q okay. I guess here's what I'm struggling with. An

investor, when they ask you the question, they're not asking

what safeguards are there for 20 percent of my money,

they?

24

25

19

20

10

11

12

•
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page 33

18 come up. why not a big name auditor?

19 A Right.

20 Q And what's the answer to that question?

21 A I've heard answers they wouldn't even give stanford

22 the time of day 20, 25 years ago, and these were the guys

23 they trusted and done this since, I think, the beginning.

24 Q Did that ever make it hard to sell the CDs to the

25 best you would ever push back and say, you know, I'd feel a

22 big audit firm's expensive.

23 Q And the other side of the question being that

•

•

10

11

12

13

14

15

16

17
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Q okay. You were down in Anti gua for what, a year

and a half, two years, year and a half?

A Yes, year and a half.

Q okay. Did you ever see anyone from CAS Hew';tt?

A I did not.

Q Were you ever given a copy of the audit?

A I don't believe so.

Q Sitting here today and aside from the audit letter

and the fi nand a1 statements, can you say one way or the

other whether or not it was conducted while you were there?

A I couldn't say.

Q What were you told about CAS Hewlitt?

A I reeD11 eet he or they had a 1ongstandi ng

relationship with Allen stanford, or maybe even his father.

They were one of the few auditors that we'd kind of take them

on early on in the bank. And there was, you know, just a

trusted relationship there. And the question would often

10

11

12

13

14

15

16

17

18

19

20

21

24

25

lot better ;bo'"u~cht~~cha~e1pr2PcOe90J~t~'r~~~se,or you know, pick

your bi 9 four fi rm?

A I can't say my role at the bank was such as 1ast

kind of closer role with a CD. I would imagine selling the

CD product was probably difficult, depending on the financial

advi sor' s re1ati onshi ps and scale.

Q Di d you get that questi on when folks came down to

Anti gua or otherwi se?

A Yes.

Q okay, and when clients asked a quest:ion, I know

you'd give the relationship story, but when they really

drilled down, did you have anything else you could tell them?

A You know, you would talk, and Juan maybe answered

the question. I maybe answered the question. The board of

directors has talked about maybe getting another auditing

firm in here but realized Mr. and Mrs. client, this is going

to be expensive. It'S going to erode some of the yields,

though the yields won't be as competitive with these things.

Q so, was part of the answer CAS Hewl itt cheaper than

a big name audit firm?

A I would say a big part of the answer was getting a

Hew1itt is less expensive?

A oh, I think to the client, do you want a lower

yield. I think you put it to the client, which would you

rather have -- 75 basis points less yield -- and also, you

know, I know you could probably ad nauseam about do you even

trust the auditing firm. You know, I think Juan could
page 34

that?

Q Neve r had ali st of references or anythi ng 1i ke

zari ch_Mi chae1_20090204. txt

probably speak to that better, Juan Rodriguez.

Q Sure. What kind of answer would you or Juan give?

A oh, I may have used it, you know, that such and

such audited Enron. Did that do you any good? You know,

stuff 1i ke that.

Q So basically a big name audit firm is not a

guarantee, that kind of thing?

A Yes.

Q When you were down in Antigua -~ it's a more

general question -- do you know of any other clients that CAS

Hewlitt has?

I would tell them that the safer, fixed-income type

Just so I make sure I got it, what did you tell

A

Q

at.

desk securities would be used for leverage to create margin

to buy alternative investments.

them?

BYMR . KELTNER:

Q okay. You know, I want to sort of get through some

of this just quickly as we can, so just go to item 9 on page

2 of Exhibit 7, talking to advisors. Item 9, first, that

reference to advisors, that's the global network of 24, 25
page 36

return.
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Q So your recollection is that tier III included, I

guess, more safe, secure, fixed-income assets that were then

levered to invest in alternative investments?

A or, certainly, a larger percentage, just given the

size of tier III.

Q So what do you know about the leverage in tier III?

I guess that was just part of the strategy to 1ever up the

alternative piece?

A Alternative investments would be levered from other

safer securities. I believe there was the investment policy

had a cap on that, maybe 30 percent.

BY MR. KING:

Q Did you ever discuss with any potential investor

the fact that certain tier III assets would be leveraged?

A I would never use the term tier III, but I did

discuss leverage, which is the same concept how leverage is

used in the portfolio, and now what parameters it's limited

10

11

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

I do not.A

first one. What did you know about the leverage in tier III?

A That that's trigger something. I recollect that

tier III held a fair amount of fixed-income type securities,

presumably investment grade. So if you were going to lever a

piece of the portfolio, as this concurs, you would lever off

the safer investment. Take the leverage. Take the margin,

if you will, and buy into other assets to enhance your

page 35

I don't recollect seeing any references.

Okay. Moving forward to item 8, it says: "HoW is

leverage calculated on the overall portfolio? Most

leveraging done in tier III, margin against existing

securities, hedge funds that leverage is also included. Most

leveraged capital used to purchase alternative funds and

about LIBOR plus an 8." okay. So 1et' s talk about that

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
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12 advi sors. Is that correct?

17 managers?

19 Q

20 ri ght:?

21 A
25 reference to you going to visit the advisors twice a year.

I don't recollect they did come in.

okay, and ball park it for me, I mean, as a

So the other 22 or 23 advisors didn't actually come

Yes.

zadchJ1i chae1_20090204. txt
I believe there were two firms.

okay, so two fi rms.Q

Q

A

Q

A

A

A And I think they were required to come annually.

Q okay. So those two fi rms came in and di d thei r own

for thei r own purposes?

23

24

22 to visit?

15

16

17

18

19

20

21

Yes.

No, financial advisors; well, let me read it.

Yes, yes.

So that's a reference to these international mciney

okay.

Yes.

So SID is a relationship manager. So that's you,

This says, "on view is the global macro, top down

A

Q

A

Q

A

Q22

18

13

14

15

16•
23 expert. SFG analyst does all the day-to-day analysis and

24 weekly/monthly reporLs. call when I have something specific

25 to discuss until relationship forms. They should come to us
A I di d not go see them after I became CIa. I had

visited them the previous year four times, ballpark.

to you at 1east once a year, di d that happen?

A It happened not once a year, but they di d have

their own due diligence requirements from their firm, so

10 there were some visits to the bank.

at 1east once a year and I wi 11 go there about twi ce a year.

I think when we talked to you before, you said you met a

handful of the analysts on trips, or the advisors when you

went over to Europe. Is that true?

A Yes.

11 Q

A Same.

Yes.

So, again, when you went over and visited you met a

And so thi s idea that you would go to them at 1east

when you talked to those, I guess, with what weQ

Q

Q

A

twi ce a year di dn' t happen?

A Di d not happen.

BY MR. KING:

Q okay.

A And not all 25 of them, let's say, four times as in

four trips to Europe seeing maybe six, seven.

Q And when you went back was it the same six or

seven, or did you stick through all 24?

18 were calling analyst portfolio managers in Europe, what was
page 38

14

15

16

17

10 core group of six or seven advisors, but never met the other

11 18?

12

13

So this idea that each of the advisors would come

So, systemati call y, di d every advi sor come vi si t

No.

So ballpark it for me.

Page 37

Q

A

Q

12 you?

13

14

•
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19 on the agenda?
you went to, essenti all y?

A Yes, essentially.

Q And you said you went four times, and each time met

20

21

22

A When I originally went I was still in the capacity

of the investment advisor group, the managing director of the

investment advisory group. It was my belief that Jim Davis

22

23

24

25

Q
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And that happened wi th each of these meeti ngs that

23 wanted me to go to kind of see the process, you know, kind of

24 feel the story, understand. who knows? Maybe he was seeing

25 me as SID down the road, but also kind of get a picture of
with, what, five or six advisors?

A Yes.

Q And typically the same five or six?

room.

the g1oba1 network of stanford Fi nanci a1 .

In those meetings, very superficial. I would

actually leave when the portfolio discussions would start.

Statements would come out. I would leave the conference

capacity and it was still viewed as proprietary information.

So you were pressed to 1eave?

10 probably.

11 So who was at this meeting? YOU, laura Pendergest,

12 and Jim Davis?

BY MR. KING:

regions, commodities, et cetera." So the senior investment

officer, that's you, right?

A Yes.

Q So this idea that you played a role in making sure

that there was no, I guess, overlap at the security level.

First, the overlap, is that talking about different advisors

Q Again, just trying to work through this document

pretty quickly, skipping on to 18, page 4 of Exhibit 7:

"Who's responsible for monitoring overlap of the security and

fund level? 510. Each advisor may have their own exposure

to Asia, merging markets, Eastern Europe, et cetera. There

are no limits to individual positions; however, portfolio

does have to be diversified across all countries, sectors,

25 being invested in the same thing, so you're less diversified
page 40

12

13

14

15

16

17

18

19

20

21

22

23

24

A Yes.

Q okay. And was that pretty much universal whenever

it came time to talk about the money and the financial

statements, you were asked to 1eave?

A Yes, and it wasn't -- I mean -- some of the

meetings, we might just have dinner. I mean it always

10 varied, but I was not in any meetings when the portfolio was

11 di scussed.
Because I wasn't in a senior investment officer

Why is that?

A

page 39

A Yeah, it depends. Each trip was different. I

think the first couple was laura, Jim and I, but he would go

visit other managers; and, sometimes, I would be with Laura.

And like I said we would have an hour meeting, maybe talking

about what we were doing in the states, the IRA, what they're

doing. Maybe there are some synergies there. And then it's

like, okay, well let's do our annual portfolio or view and

then I would step out.

13

14

15

16

17

18

19

20

21
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than you thi nk?

or whatever the example is?
Yes.

So liquidity. Was that kind of a key piece of theQ

A

Q Right.

A But it was not part of our pitch. And certainly

when Juan Rodriguez is sitting in the presentation, you know,

it would be like all constantly remember this is a CD. So no

matter what this portfolio does it's still a CD that pays.

But in talking about the portfolio, liquidity was important.

I don't think from the concern of how am I going to get my

deposit back, but if something major happens in the world and

we have to liquidate this entire portfolio, most of the

securities can be sold in days.

Q Okay. And tha"t was what the inves"tors were told is

look. If there's a giant terrorist attack, or whatever the

would be dilf~rciu~h~t~chs~~\-2mO~r9k02t004'm~Xr\etand what not. So

it's not typically a liquid asset.

Q Okay. So was part of the story when you talked to

investors we've got this investment portfolio. It's very

liquid, you know. If people want their money out, we can get

it quickly?

sales pitch?

10 A Yes, liquidity, and we should say -- I'm probably

11 going to say this a lot to day -- but it was never the sales

12 pitch to talk about the investments. It was a necessary part

13 of the process, because everyone asked.

14

15

16

17

18

19

20

21

22

23

24

25
Yes.

okay. There's a reference to data liquidity

okay. So the danger is all the advisors in Enron,Q

Q

A

A Yes.

Q okay. And so did you actually play that role? Did

you go· through and look at all the reports and make sure that

there weren't overlaps in the individual security positions?

A I did not.

Q okay. Do you know who di d?

A I would think in tier II Laura and the analyst

monitored that.

MR. KING: How about ti er III?

THE WITNESS: I don't: know.

BY MR. KELTNER:

Q So item 19, quickly, there's a reference to "any

plans for real estate investments in the portfolio." And

there's a response back, "currently we do not hold real

estate due to liquidity constraints." So I assume t:hat's

what laura Holt pendergest told you, that there was no real

estate exposure?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

•

A Yes.

cataclysmic event is, we can liquidate most of our positions

within a matter of days.

•
24 constraints. Can you explain that to me?

25 A I believe my question was land. I mean hard assets

page 41
Q Okay.

page 42

James Holt?

22 percent.

23 Q okay. Did you ever hear anything about a

24 Memphis-based hedge fund or anything like that?

25 A No. No. It's possible SSM is in Memphis.

A No.

Q skipping forward to item 22 on the next page of

Exhibit 7, entitled, "Explain credits and their potential

role in the overall portfolio," then the response is: "Tier

III or separate tier altogether, looking for additional ways

page 43
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A And they certainly wouldn't told, you know, we've

got a third of our portfolio locked up in real estate or

anythi ng 1i ke that.

Q Just real quickly, item 20 refers to SSM. It says,

"IS SSM Investment a private placement or a capital

investment in a venture capital firm?" What's SSM?

A I don't know. It was something I saw, initially,

an investment. And I'm asking what it is, and it looks like

it was probably a venture capital firm or something, private

placement.

Q Okay. Were you told anything about money that was

invested outside of these 24 global investment advisors? In

other words, you know, were there any U.S. based firms that

we re used in SSM be one?

A It might, yes. I don't recollect. I know if any

very little invested with u.s. firms, but I never knew the

answer for certain if it was zero, five percent or ten

Yes.

okay. So you unti 1 today have no reco11 ecti on of

A

A

Q

Never.

MR. KING: How did you know to ask this question?

THE WITNESS: It must have come up in a

conversation with Jim Davis talking about that; and, I

believe, I probably asked laura: "So is this something we

might do, invest in these credit commercial loans?"

BY MR . KELTNER:
page 44

buyi ng secondary debt in the market.

Q But aside from that, the monthly reports you got,

the weekly reports, you never saw any reference to credits or

anythi ng 1 i ke that?

what these credits are?

A You know what? I actua11 y do reco11 ect. I thi nk

it was something Jim Davis had talked about possibly doing;

and, I think this is probably this document. It's just notes

and fragments of ideas, but yes there was. And I don't know

if they actually ever did it, but it would be essentially

credits?

A I have no idea. whatever the answers refer to it's

20 percent of the entire portfolio, but I really don't know.

Q Okay. So I mean 20 percent sounds like a

significant exposure. Correct?

to diVerSifyz~rti,c~-:s~Cht~e~n-220009pOe2rOc~'n\X~fenti re portfolio.

These are basically large commercial loans from companies,

governments, et cetera. SIBl made by these loans as well

will hire underwriters and risk analysts specialists." when

we talked about tier III a little bit, what are these
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Does the name Jim Holt mean anything to you orQ
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12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

A I believe to build out an investment staff

permanent in Antigua at the bank.

Q okay. what was the reasoni ng for that?

A probably what you eli mi nate or reduce the re1i ance

on the Memphi sana1yst group, whi ch I thi nk was the start of

the genesi's of the 510 and building all the investments

time horizon for hiring staff in Antigua?" And it talks

about eventually we'll hire support staff, credit

professionals, analysts, and then in parens "(unless SFG

Memphis continue rotations, etc.) If Memphis ceases

rotations, then probably should hire a few analysts like

generalists." So what's the discussion there? Explain it to

Yes.

So it looks good to clients?

okay. And, if there were any interactions, who was
page 46

Q

Q

A

A Yes. All investors, potential investors

Q okay; and I think I know the answer, but why would

you want to have an analyst team on-site when the -nvestors

came through?

A I think to bolster that image and to answer

questions to them, the analysts would tend to be more

generalist in their areas, and they would never sit in on the

presentation, but they would be a part of the tour of the

b,ink. They would go into their room and they migh1:, you

know, I would have already introduced them. Mark

collingsworth's here. He covers U.S. Equity. So they might

ask questions to hear what the analyst has to say.

Q And typically how long would the interac1:ion

between the analyst team and potential client be?

A Mostly brief, like rotate through the room, kind of

a mee1:, handshake and leave.

Q okay. So I take it there were no i n-dep1:h

questi ons from the investors to the analyst team?

A No.

Q okay. When you had a particular big ;nVllstor

scheduled to rotate through to come in for the; r v"isit to the

bank, was there an effort: made to be certain that there was

an analyst team on-site, you know, when those inve~;tors came

24

25

23 through?

17

18

19

20

21

22

15

16 and it's more cohesive.

10

11

12

13

14

15

16

17

18
page 45
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continuing on, item 26 says: "what: is the plan and

I don't think so. I mean, unless, I don't think it

Q

A

pieces, back to when you asked me about Jim Davis approaching

That was the one piece that's kind of been missing from

the bank. So when clients are down there, prospects are down

there. So where's your investment people? oh, they're in

Memphis.

Q okay, so was the issue that they could do their

jobs better from Antigua or was the issue the image for

cl i ents?

A I would say both.

Q okay. If they're getti ng statements from Europe

and all across the world, and they're doing an analysis

presumably related to assets that have nothing to do with

Antigua, does it matter where they are?

10

11

12

13

14

•
23 Q okay. And I thi nk Mi chae1 has estab1i shE'd, you

24 know, there was no distinction made between the tiE'rs in

25 terms of what you did or didn't do?

zari ch_Mi chae1_20090204. txt

19 allowed to talk to the investors? would that be

20 collingsworth?

21 A They could talk. Anyone that was there would talk,

22 and I think 9 out of 10 questions would probably be about,

23 oh, you cover Asia? You know, what do you think of china's

24 government or something?

25 MR. KELTNER: So more superficial.

22 A

A

zari ch-Mi chae1_20090204. txt
Yes.

Right. we'll see if that stops additional

individual positions and overall asset allocation. Is this

done across all tiers?" And the response back is 510 and

board of directors. The 510, that's you, right?

Yes.

Does that seem accurate to you? I mean, they

A

Q

essentially received statements? They keyed them 1nto a

spreadsheet and then they sent them to another anal yst to
page 48

22

23

24

25

questions on that.

BY MR. CRAINE:

Q Just real quickly, flipping the page to ltem 30, it

says: "Where do you see the role of an SFG analyst involving

over the next few years as it relates to their advlsor

rel ationshi ps?" There's a response. "They're becoming more

and more involved with the advisor relationship." It goes on

from there. Were their discussions about what the analysts

10 di din expandi ng thei r role?

11 A The question was, you know, at the time, I believe

12 the analysts for the most part were receiving statE~ments from

13 their banking advisor, putting them into their sprE'adsheet~.

14 giving them to Fred, put the whole thing together, needing

15 very litt:le phone dialogue. what I was getting to., you know,

16 are they going to be more involved wit:h investment: decisions.

17 And it looks like the answer here was, you know, event:ually

18 they would go over to Europe and meet them. And maybe some

19 of them have, you know.

20 Q candidly, we've heard from an analyst or two that

21 it was essentially a data entry position?
Correct.

okay, item 28: "who monitors the parameters set on

A

Q

A Yeah.

And I think we've established you didn't do that?

A No. I think this more maybe held the position I

was initially trained or my thought. But no; I did not.

Q okay. And this reference to doing it across all

tiers, I mean I think we talked earlier when clients asked

you about how the money was invested, you didn't distinguish

between tiers, right?

MR. KING: Di d the anal ysts eve r tell any of these

potential investors that they didn't know where their tier

III money was?

THE WITNESS: Not that I know of.

BY MR . KELTNER:

okay. So if they asked you a quest:ion about what

controls are in place or what did you do, the answer was

general and applied across the entire portfolio?

page 47
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16 the basis to challenge or question any investment decisions

17 made by these experienced financial advisors overseas?

18 A I think, yes. I think they were given, maybe they

19 understand targets of an advisor. The advisor certainly had

20 discretion over how they managed. My understanding of the

21 analyst role is to just make sure that they're kind of within

22 those constraints, so maybe some obvious red flags, you know,

23 1i ke they blew out of a portfo1i 0 completely that they just

24 had one week that would go up the flagpole to Ken Weedon or

25 probably laura. But, no. Not to the inertia of why are you

of cases?

aggregate?

A Yes.

Q That was the; r pri mary ra1e?

There was one that was terminated prior to my

what about hi ri ng of new advi sors? Di d you playQ

A

BY MR. KELTNER:

Q okay. Just throughout the Q and As, ther'e are some

questions that refer to hiring and firing of advisors. Were

there any occasions where an advisor was terminated that you

buy; n9 theseZ~o~c:~~~he~e~n2dOO:h~2s0~"a~Xs~'t seem 1ikE! a smart

investment.

Q okay. And t:hey certainly weren't monitodng

day-ta-day trade activity?

A probably weekly, not day-ta-day.

Q without getting into detail, there's a reference

here to a Gavelli, G-a-v-e-l-l-i managing tier I cash? who

20 arrival, I think, because there was a big turnover in

21 personnel. Remember, the advisor, 'x' company, thf~re's

22 usually bankers that stanford would deal with. I think that

23 some had left the firm and they just felt it was best to just

24 sever that relationship, but not while I was there that I

25 knew of.

is that?

A Gavell; is a money manager out of -- he -'s just

10 North of New York, Mario Gavell;. You thought you all had

11 your run of Mario, but I think there were discussions that he

12 would be another one of those added cash managers to that

13 tier I. I don't know if that ever came to fruition.

18 know of?

14

15

16

17

19

So not necessarily seasoned financial

Yes.

okay. And would they have even ,really known or had

A

Q okay.

A Yes.

Q

professi ona1s?

A Yes.

Q okay, and you know, more candidly, as we understand

it, most of these guys and girls/women, are in their late

20s, early 305?

A That sounds ri ght.

Q Typically their first jobs out of college in a lot

4

10

11

12

13

14

15

•

•
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any role in that process?

A Again, I met with some money managers, GilVelli is

one, from a due diligence standpoint, but I did not playa
Page 50

1ater on in the year.

So how does that work though, if you hit your

target return at 20 percent, but then you don't earn any

money for the rest of the year. Does that then drive the

return down on an annualized basis, or how does that work?

A You know, it would depend on how much that advisor

has. The target returns of the bank were always calendar

page 51

17 It says, "IS risk minimized if advisors reached targets prior

18 to year-end." Can you talk to me a little bit about this

19 idea of targeted returns?

20 A It was my understanding that an advisor would have

21 a parti cul ar target for the year, and you bet based on market

22 and economic envi ronment, and the question seems to be

23 leading to if an advisor knocks out 20 percent in the first

24 six months, do they go to all cash, essentially removing that

25 money off the table, instead of risking potential volatility

A Yes.

Exhibit 8. It'S entitled, "stanford International Bank's

ten-year investment portfolio performance." Have you seen

Exhibit 8 before?

(SEC Exhi bit No. 8 was marked for

I did not.

Okay. What is it?Q

A

A It's presumably a Powerpoint presentation

advertising the bank asset portfolio returns from year ending

1994 to year ending 2004, the investment return; and, I'll

represent to you that it came from the CD of stuff that you

produced to us.

Q How waul d you have gotten it?
page 52

10

11

21

22

23 identification.)

24 Q Just real quickly, since we're talking about

25 returns, I'm going to hand you a document that I'm marking as

Zarich_Mi chael_20090204. txt. .
year returns. So, obviously, understandlng thelr f!XpenSes

and liabilities coming due, they might target a return of 123

10 percent. If you're already there in 5e'Ptember, why risk the

11 last quarter? In practice, I don't know if that actually

12 happened. You know, I di dn' t noti ce anyone goi ng to complete

13 cash at any time during the year from my vantage point.

14 Q Okay. But was that part of the explanat-ion? You

15 know, if we have these target returns and when we hit them we

16 stop. We pull some of our money back out?

17 A As a potential, not a given; but it's one thing

18 that they would evaluate throughout the years.

19 Q okay. And when they got the account statements you

20 never actually saw that happening?

Zari ch-Mi chae1_20090204. txt

role in recommending or denying such manager.

Q So it was in any way your job to go out and look

for prospective advisors?

A It was not in my job description.

Q And di d you do that, or?

A I did a lot with my previous role with the

investment advisory group, searching managers, so I believe

maybe the reason why I was included on some of these trips to

visit with potential money managers, but I was never part of

the final decision?

Q Okay. Let's talk a little bit about something

that's mentioned in item 38 on the next page of Exhibit 7.

10

11

12

13

14

15

16

•
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19 A well, I was putting my compliance cap on or even my

20 ra1e at the bank. Agai n. ; t's not about what the bank

21 portfolio has done is irrelevant to the CDs as far as the

22 clients can be certain, because this can be construed as

23 selling an investment.

zari ch_Mi chae1~0090204.txt
15 exactly the same percentage amount, 15.71 percen"t. I guess,

16 first, how hard is that to do on a $2 billion porLfolio?

17 And, two, was there a party explanation for how that

18 happened?

19 A I never heard one. It's a coincidence. 11:'S not

20 hard to do. I mean, it's hard to do. 11:'S not hard to

21 achieve 15 plus percent. especially in '95 and '96. But if

22 you're asking to get the same return each year, it is a

•
12

13

14

15

16

17

18

zari chJ1i chae1-20090204. txt

A It was an internal document. I don't know how. I

think it came from Laura's group at some point. This;s not:

something that would be hopefully shown to clients. I would

have had it for my own internal reference because the

questions always came up.

Q when you say hopefully it wouldn't be shown to

clients, what do you mean?

23

24

25

1ittl e unusual.

Q On 25 different investment advisors?

A Yes.

24

25

Q

A

Explain that to me.

The more you tout, if you will, the returns of the
Q okay. How is that even poss i b1e down to the

decimal point?

A It's a coincidence; and I've never asked or heard

an exp1anati on.

coi nci dence?

A I can't really say. That's quite possible.

okay. I mean to get down to the hundredth decimal

poi nt, waul dn' t you have had to return to pretty much

precisely the same cash flows from one year to the next?

A I would think, and I've seen returns. I've seen

mutual funds do it. Each destination is different. One

might do it like this and the other one do it like this, but

it's conceivable. You could end up with the same return at

the end of the year, but not 1i ke thi s.

Q Just out of curiosity, have you seen the same

mutual fund, returned the same return to the hundredth

decimal point in back-to-back years?
page 54

•

bank and how great they are, I think you're inevitably

leading the clients to like, those are great returns. Those

are consistent. But their actual return is going to be their

yield on their CD. They're not getting this .

• Q Right. okay;. and so again you were told whenever

clients asked questions to steer them away from things like

this, like Exhibit A, to steer them away from the investment

portfolio and try to keep them focused on the CD itself?

A Right. But if they drilled down and asked detailed

10 questions, you would answer as we talked about earlier. Yes.

11 Q since we're talking about these target returns and

12 what not, one thi ng I wanted to ask you about that we've

13 always been a little curious about, if we look at 1995 and

14 1996 you see that the billion-dollar plus portfolio returned

page 53

10

11

12

13

14

15

16

17

18

Q A coincidence? I mean a highly unlikely

diversified 1~n~~h,-M:ndhi'i-r2eO?e9~e2nOc~·stxa~FSRC report in the

answer. 11: says, "Funds are itemized out of individual

securities, equity funds, fixed-income funds and alternative

funds." What's that F5RC report in reference to?

19

20

21

22

23

24

25

Zari ch_Mi chae1_20090204. txt

A I think so. I think I've seen it.

Q Have you?

A I'm going to look.

Q I just assumed "that might stand out to an investor

to be that precise in your return numbers from year to year,

and we were just trying to figure ou"t if an investor asked

and if there was an explanation for how that happened?

22

23

24

25

A The FSRC is their annual report that the bank

A No.

presentations with it.

page 55

BY MR . KELTNER:

Q okay. 11:ems 39 and 40 relate to the FSRC, the

Antiguan banking regulator. The first one asks how is equity

treated in the overall allocation when it comes to

Yes.

So it actually has the actual positions that these

come to you?

They were given to me e-mail, probably from Laura.

okay, so I guess that would be part of the year-end

Q

A

Q

A

those

overseas advisors hold?

A I recollect, no, just the broad allocation.

Q Okay, so it doesn't give like a security by

security, you know, Exxon or whatever?

A I don't recollect it doing that.

Q Okay, you know, we'll go through it a little later.

Some of those reports were on the CD that you produced to us,

or at least it appears that that's what they are. How did

audit:?

A Quarterly, actually.

Q Okay. So item 40 talks about -- it says -- how

indefinitely I need to go with regulators. It says the
page 56

submits to the FSRC

Q Have you seen that report?

A Yes.

Q And so it gives this itemized kind of detailed

breakout of the asset classes mentioned here, individual

securities and equity funds. so it's a fairly detailed

report?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Presentati ons to who?

I never would show this to an investor.

BY MR. KING;

How was this document used internally?

I'm not sure. I don't know if advisors were doing

Q

Q

A

A

A cl i ents maybe, or prospects.

Q When you say advi sors, you mean advi sors at

stanford Group company?

A Yes, financial advisors; and, I say that it has

disclaimers on it. I just wanted those returns. I mean, I

would answer a client's question, you know, the portfolio is

done at roughly 12 percent annual i zed.

Q If this weren't being provided to clients, would

there have been any reason to have a disclaimer at the

bottom?

10

11

12

13

14

15

• 16

17

18

19

20

21
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zar; ch--Mi chae'_20090204. txt

page 57

11 inspections, whatever they're called.

22 positions. So let's say for an individual advisor, you know,

23 pick one, Coutts, whoever it is. Once the FSRC are seeing on

24 that, are they just seeing like, this is our position. This

25 is how much money we have with this advisor.

zari ch_Mi chae1_20090204. txt
I believe they are seeing that report, the I

Yes.

Correct.

So did the FSRC ask you any more detailed,

They di d not.

There were none.

Q

A

A

A

A

A

tiers, tier I, tier II, tier III?

Q okay. Fl i ppi ng the page to item 41 and 42 in

Exhibit 7 there are two questions. 41: "what happens if the

portfolio misses target returns, and has this ever happened?"

So that question, I take it, was the typical response similar

to what's here in Exhibit 7, "we never fail to hit our

returns." Is that the answer that was given to clients?

Q Were there any discussions with the FSRC about the

Q So this discussion in item 42 that starts,

"Assuming the worst, what risk measures are in place in case

of a complete, global, financial meltdown, i.e. mass

terrorist attack. So stops are in place for individual
page 58

believe you have in your position. That's what they get.

That is their quarterly report.

Q Yeah, you bei ng the seni or investment advi sor or

officer, was there anybody else from kind of the investment

chain of command that was present for those interviews or

meetings?

A No.

13 appointed questions about, you know, where the money is, what

14 are the actual underlying investments?

15

16

17

18

19

20

21

22

23

24

25

11

12

Q okay, so Laura is not there. Jim's not there.

10 correct?

Yes.

Okay, so the year-end audits for '05 and '06 were

A

Q

2006, 2007.

Q Okay, you know, you referenced the reports bei ng

fairly high level still, not drilling down to individual

Q So tell me about that:. What did the regulators

want to tal k to you about?

A The first meeting, I believe, I really kind of did

my spiel on, you know, kind of the presentation: why I'm

there, what my role is; but nothing beyond that. And then

the second meeting the second year I don't remember saying

much at all.

questionnaire will arrive in December from the FSRC and talks

about some procedures and questions that may come up.

practically speaking, what was your interaction with the FSRC

folks when they came in?

A I met with them twice. They did an annual review,

so there's a quarterly report but there was an annual review;

and" like this says, it was roughly in January. February. And

I sat in on a couple of those. I guess it would have been

10

12

13

14

15

16

17

18

19

20

21

•

•

20 certain level.

22 place yourself, or do you have any first-hand knowledge of

23 that?

zari ch--Mi chae1_20090204. txt

securiti es. II "Stop," I assume that's stop loss?

A Yes.

Q Stop losses and then again back to the liquidity

point. Explain the stop losses to me.

A A stop loss is you put basically on a long only

position to have it sold out automatically if it hits a

Yes.

Yes.

Okay. And 25 percent in five days?Q

A

A

Q And a minute ago you referenced, and then there's

the liquidity issue or something like that. Looking at the

final paragraph of 42 where it says, "As long as there's a

market to do business in, the portfolio will be traded. If

worse comes to worse, could liquidate 50 percent of the

portfolio in T plus two, another 25 percent T plus 5, and the

remaining 25 percent in 60 to 90 days." So just so I

understand that, you can liquidate 50 percent of the

portfolio in two days?

zari ch_Mi chae1_20090204. txt
A It means you buy the bonds and you hold it' ti 1

maturity, realizing your coupons along the way and barring

10 default along the way, you get your money back at maturity.

11 So despite the value of the actual face amount of the bond,

12 whi ch can be vol ati 1e, you have un real i zed losses, but not

13 real i zed losses.

14

15

16

17

18

19

20

21

22

23

24

25
Okay, did you see those stop loss provisions inQ

Q Okay. "Stop loss limits 8 to 10 percent on

equities. Bonds have a no-loss discipline; generally, not

bought at a premium and held to maturity. The managers,

diversified funds, have to perform within their own relative

performance ranges. 40 to 50 percent portfolio is invested

in diversified funds." Is this a question that came up with

investors? You know, what happens if I need to get my money

out if something horrible happens?

A Yes.

21

10

11

12

13

14

15

16

17

18

19

24 A I did not see him. I don't have first-hand

i nformati on?

page 59

A Laura pendergest.

That they exist?

A Yes, Laura, right.

Q And this idea about bonds being bought with a

no- loss di sci p1i ne, I mean, what's that mean?

A Yes.

Okay. And did you get that information from Laura?Q

And again that was part of a response to clients.

The clients were concerned about liquidity issues?

A Yes.

Q okay, and so in other words there were no liquidity

issues to be concerned about, because we can get out of 75

percent of the portfolio in five days?
page 60

A Correct.

Q And the balance of the portfolio can be liquidated

withi n 60 to 90 days?

10

11

okay. So who woul d you have gotten that from, theQ

25 knowledge.

•
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Page 62
Correct.A

A No.

Q Did you ever see any indication that he was

involved in managing the money?

committee.

A Well, perhaps. He's on the board of directors, and

I've met him, but I have not seen him interact with the

and offers aZd~iic~h-rn~~hn~~~_2tOo09s0h2~p~'~xh~ overall strategy of

portfolio and weightings within policy parameters." First, I

think you talked about the investment committee earlier. And

di d you say that was Mr. Davi s, Mr. stanford and All en

stanford's father?

A You know, I don't think it was ever memorialized.

It was certainly Allen stanford, Jim Davis, Laura pendergest

was maybe joined somewhere in there, joined the investment

committee. And at one time she told me a.Y. Goswick, who is

on the board, was on thi s investment committee, but really

from here it was Jim and Allen, and that's kind of the

15

16

17

18

19

20

21

22

23

24

25

14 portfolio or anything.

15 Q Okay, so in terms of first-hand knowledge, you've

16 seen no indication that he was involved in managing the money

17 personally?

A No.

Q okay. What about stanford's father. I think I've

10 seen hi s name on a few 1i sts as maybe bei n9 on the investment

18

11

12

13

Yes.

Did Jim Davis ever tell you that?

No. I don't recollect.

A

Q

A

Zari ch_Mi chae'_20090204. txt

A Not that I know of.

Q okay. So you're under the assumption that there's

not a big real estate portfolio out there that you would have

to liquidate?

A I was told there was none.

Q And you were told that by Laura?

Houston? understandi ng.

Q Did you ever meet O.Y. Goswick?

A I did not.

Q Ever hear him on a conference call?

A Correct.

Q And the remaining 25 percent in 60 to 90?

A Right, and this is definitely my writing in the

notes, assuming that you can get assets to the markets.

Q Assumi ng the markets aren't shut down?

A Right.

Q what' 5 ; n that bucket that takes 60 to 90 days to

sell?

A That would be those alternative type investments.

Q Hedge funds where you might have a lock-up period

where you have to give notification and then wait.

A Right.

Q BUt: certainly tha1:'s not an office building in

10 Q Okay, item 45, switching to the next page, there's

11 a questi on about how often the board of advi sors meets,

12 members and bios. It says they "do not have a set meeting,

13 but more or less advise the investment committee on a

14 quarterly basis. Each member is an expert in their own area

page 61

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

•
zari ch-.Mi chae1_20090204. txt

Q who is this board of advisors.

A It's an external board of kind of a columnist.

Luis Giusti is an example.

19

20

21

22

23

Q

A

Can you spell that name?

Yes, Luis, L-u-i-s; Giusti, I believe is

22

23

24

25

the way. soZm~~~ht:MhiechE~er~-p2eOaO;0;d~~'s~xr~ i nd; vi dua11 y named

might be considered on the board of advisors.

Q But in terms of an actual investment advisory

committee meeting where they came in and sat down and talked

24 G-i-u-s-t-i. He is the former CEO of some big oil company,

25 so he was kind of the energy commodity specialist. sir

I think it says "Aymeric will provide member lists

A

A

Q

and bios," at 45.

A He was Jim Davis's executive assistant or assistant

during this time period, 2005, 2006, 2007.

oh, Amyric, r'm sorry. Yeah.

Marti ni oa, M-a- r-t-i -n-i -o-a.

Is there more you want to do on the spelling?

I'm done.

MR. KELTNER: Michael, did you have anything else?

MR. KING: Why don't we take a quick break?

MR . KELTNER: Let' s go off the record.

(A brief recess was taken.)

MR. KELTNER: we'll go back on the record at 11:45.

I just want to go ahead and tick through a few of these other

Q and A documents. So I'm goi ng to mark as Exhi bit 9 a

document entitl ed, "Treasury meeti ng 12/9/05," and hand that
page 64

A Yes.

Q who's Amyric, or Aymeric?

A Aymeric is Aymeric Martinioa. I'm sorry. What was

the questi on?

strategy?

A No, that never saw that or participated.

Q So, as I understand it, most of your interaction

with them was when these individuals would come in and speak

at some firm event or client event, something like that?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

I've met some of them, let's see, in presentationA

formats in different. events. I certainly read the research

and had a few calls back and forth with the washington

Research Group and definitely the Memphis Group, that kind of

interaction.

okay, but as far as these outs ide advi sors, you

mentioned the individuals. Were they meetings when they came

in and talked about investment strategies, anything like

that?

A They were hi red. I know a few of them spoke at our

quarterly events, broker events. So yes, I met some along

Page 63

courtney Blackman, who was also on the board of directors,

who was a fed governor of Barbados. So in a presentation

format, you know, we worked with a dozen or so of these

advisors that kind of helped shape the investment policy, the

recommendati ons, I woul d reference, stick some of stanford's

affiliated companies such as the Washington Research Group,

the Memphis Group, kind of just this collective, intellectual

mind trust.

Q okay. Did you ever interact with the members of

the board of advi sors?10

11

12

13

14

15

• 16

17

18

19

20

21
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zari ch~ichae '_20090204. txt

to you.

(SEC Exhibit No.9 was marked for

i dent; fi cat; on.)

4 MR. KELTNER: I know you've had a brief opportunity

to review it before we got: started. Do you have a copy

Patrick?

Patricia?

zari ch~ichae1_20090204. txt
I remember.

Electronic.A

A

Q what was the purpose of your meeting with Patricia?

A To discuss her role, which is manager of tier I

cash, and just how that process flows, what it entails.

Q So was this just so you were going to playa role

with respect to tier I cash, or is this just so you would

have an answer when asked, the purpose of the meeti ng?

A More or less just to have an answer or just to

understand the process of having spent the bulk of the trade

up until then with Memphis, just to get a feel for, you know,

how at least this portion of the portfolio is managed.

Q okay, so what cash is it: that runs through

Patricia's group?

A It was my understanding that all the cash of the

portfolio was held in tier I cash.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Why di d you go back and type them out?

A well, it's just--

Q Your note-taki ng?

A Ves, you see, writing up I guess to commit it to

memory, just to review them and have them. This meeting of

course was part of my training as SID, so I guess to have a

more codified. These are for me.

Q Did you put it in a binder or did you just keep the

10 electronic files?

These were written and then typed up.

Why do you know that with respect to this? Was itQ

A

A It was just: her and I.

Q okay. So again, are these notes that you're just

taking live, presumably on your laptop? would it have been

your practice to take written notes and then go back and type

them up, or would you typically type them?

THE WITNESS: Yes, I do.

BY MR. KELTNER:

Q So what' 5 thi 5 document?

A This;s from notes on December 9. 2005, of a

meeting I had with Patricia Maldonado who is the manager of

the treasury department of st:anford Financial Group.

Q okay, and so does this meeting, did it take place

in Houston or Memphi s?

A Houston.

Q okay, so was anybody else there with you and

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

•

25 something that stands out?
Q Okay, so tier III sells an asset. Does that cash,

•
Page 65

you think, end up in tier I cash?

A I think there is. veah, tier II and III would

inevitably accumulat:e cash during the course of business
page 66

A Yes.

pay Stanford Financial Group for their services to manage the

cash.

Q okay, yeah. I thi nk I see on the fi nanci a1

statements annually a management fee being paid from the bank

for a whole host of services?

18 The second paragraph or I guess thi rd paragraph

19 starts, "There is a service agreement in place between the

20 SIBL and SFG treasury. In addition to shareholder reserves

21 treasury is responsible for overseeing and allocating

22 management fees received from SIBl."

23 A The service agreement is tipped to run the cash

24 from the bank, so I guess for a fee they would get. They're

25 affiliated companies but separate companies, so SIBl would

Ves.

Is that the consis"tent s"tory when people are asked?

Allen stanford is the single shareholder.

And is that pre"tty much true across all the

Q

A

A

Q

A I would say been told.

A Yes.

okay. And to your knowledge does Jim Davis have an

I mean is that something you know firsthand or just been

told?

Q But that's generally what, when people ask who owns

Stanford, the answer is Robert Allen stanford.

di d they 90larD~chyoMuick~~~w2hOo0geOn2dOe~·~xpt wi thout the money?

A Depending on who they paid, I'm not sure if that

includes the manager fees. It:'s been a while since I've

looked at the annual report, but you have the management fees

or the banks, and advi sors that are runni ng the money, and

then you have fees for legal, treasury. Memphis I'm sure for

the research has paid a fee, so there's probably fees going

out to all these affiliated companies to service the bank.

Q What do you know about the structure of those

entities in terms of who owns them?

page 68

21

22

23

24

25

20 entities?

i nteresti ng?

A I don't think so. I don't know.

okay. The fo 11 owi ng paragraph, Exhi bi t 9, starts

out: "cash sits at: three correspondent banks: TO, Toronto

Dominion, HSBC and National Republic." Obviously, TO is in

10 canada. Do you know where the HSBC and National Republic

11 branches are?

10

11

12

13

14

15

16

17

18

19

page 67

July of 2007.

Remember when you left?

okay. Those management fees that SIBl paid, where

Q

Q

A

them there.

Okay. we'll go through this in a little more

detail on that, that when you were in your SIO role, were

there any significant liquidations of investment positions or

significant going to cash transactions?

A Not that I knew of.

zari Ch_Mi chae1_20090204. txt

depending on it's too much, too little, whether it's going to

be redeployed into investments in tier II or III, it would go

back to cash. Tier I is I recollect Patricia is a very

dynamic piece, so depending on what kind of expenditures or

CDs are coming in or do go out, is how much they kind of keep

10

11

12

13

14

15

16

17

•
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around that process.

zari ch-Mi chae'_20090204. txt
15 (The witness examined the document.)

16 BY MR. KELTNER:

17 Q Can you tell me what Exhi bi t 10 is?

18 A These are a compilation of questions that would be

19 deemed as typical client questions that would come to the

20 bank.

21 Q okay. I have to go back and check, but I think

22 this document dates to probably a time after your training

23 was complete. But to your recollection was this done while

24 you were still in Memphis?

2S A I would think while I was still in Memphis or

Yeah.Q

A Or is. I'm sure they've been bought out:.

Q okay. Just more generally and in this treasury

meeting, what were you told about who con'trolled the cash? I

mean did Patricia have discretion to issue wire transfers?

who's managing it?

A she's managing it. I can't remember. she might

have had some discretion, but she reports to Jim Davis. He's

the chief financial officer, so he had ultimate discretion.

Q okay. I guess there I s a reference a few 1; nes down

zari chJ1i chae'_20090204. txt

A I recollected that: it's the London branch.

Q okay. Is National Republic a London-based bank or

do they just have an office there?

A I thought that was U.S.

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

Q okay.

A But I could be wrong.

Q So were these actual client questions, or were

these illustrative client questions?

A These would be a compilation of, I think, kind of a

top whatever here, 20 questions that Laura pendergest had

received over the years in her role as CIO and to anticipate

these questions over and over or variations of that.

10 Q okay. When we talked about one of the prior

11 exhibits, I think you said they were questions that you would

come up with during your training.

given to you by Laura or are these your own questions?

A The questions were given to me and the answers were

also given to me, but I don't know if it's in my writing.

I'm going to guess it was in my writing, because I would
page 70

•

to executing transactions. It says getting approval on

transactions over one million from Mr. Davis?

A Yeah.

Q So it's consistent with what you remember Patricia

you Mr. Davis signed-off on the significant letters?

A Yes.

MR. KELTNER: I think that's all I have on that

one. I'm just going to go through them in chronological

order. I'm handing you a document I'm marking as Exhibit 10.

10 (SEC Exhibit No. 10 was marked for

11 identification.)

12 MR. KELTNER: It's entitled, "client SIBL

13 questions." I'll give you a brief chance to look through

14 this document here.

page 69

12

13

14

15

16

17

18

A

Q

Yes.

This Exhibit 10, are these questions that were

least a distinctive banking model. It's first and foremost.

but genera11~a~hC;t-MJa~h~hle-2~nOs9v?e2rO~'i-r:e~to investors when

they asked?

zari Ch_Mi chae1_20090204. txt

19 probably want to be conscious of answering it from my

20 knowledge base.

21 Q okay. So you think Exhibit 10, maybe, you got the

22 list of questions from Laura, and when you sat down with

23 Laura and she gave you the party line or the answers?

22

23

24

25

A We've covered on some of this. It's a unique or at

that are duplicative and the answers seem to be duplicative

of prior exhibits. But skipping forward to item 6 of Exhibit

10, this question, how does the bank pay such high rates, I

think we talked about that a little bit. Was that: a

recurring question that you got from investors?

A Yes.

Q okay, and high rates rolled into what?

A They're presumably U.S. rates, but where the

clients come from; and it depended. I mean, there is not

necessarily the CD in some countries, but pace lower rates or

typically a U.S. client or a U.S. rate or a London~European

rate, why are the CDs hi gher?

Q Just generally. I mean, I know it changed a little

bit over time, but what was' the spread between SIBS, cos,

and, you know, a U.S. bank?

A T~ LIBOR or U.S. CDs with equal maturities,

probably about 300 basis points.

Q So in five years you might see 600 basis points at

Stanford, and 300 at a U.S. bank?

that he rarely took a dividend, a profit at the end of the
page 72

own bank.

Q I think I've heard an expression, Robert Allen

Stanford or Mr. stanford has never taken a dime out of the

bank. Was that kind of a recurring theme or was that part of

the stanford story?

It'S domiciled ata zero, low-tax jurisdiction, so there's

corporate tax. There's no loans, so you don't have loan

reserves. You have the flexibility of an investment

portfolio that could capitalize on various opportunities in

global markets. The very low overhead of employees, I think

that ties into legal, H.R. A lot of the other functions are

pai d out so you don't have to hi re people at the bank. I

guess the board of di rectors sets thei r own rates so you're

not tied to a reserve or like a local bank that's required to

take money out or lend money out in the community.

Q what about the sentence here in item 6, where it

says: "We have a single shareholder, therefore we do not have

to pay shareholder dividends?"

A privately held, right. You know, if they're a

private company, you don't have to pay dividends at the end

of the year. I think there's an extension to that in a

shareholder who has not taken very many, that I remember,

dividends at the end of the year and just reinvested into his

Yeah, I don't know if it's ever, but I underst.andA

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
page 71

Yes.

So, you know, you can read through the items on 6,

Yes.

I'm going to try to skip over some of the questionsQ

Q

A

A24

25

10

11

12

13

14

15

• 16

17

18

19

20

21
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A Yes.

A Correct.

Zar; clLMi chae'_20090204. txt:

15 three percent. ri ght?

Hm-hmm.

Is that a yes?

Yes, sorry.

That was for Terry's benefit.

Yes.

Yes.

And the sole shareholder of those entities is alsoQ

Q

A

Q

A

A

A

Q Just real quick, there's a couple things in item 7.

I mean it's a similar question: "How do you achieve your

A Right, yeah.

Q So here I'm looking at a copy of the '07

financials. I'm showing you referral fees of 149 million in

2007 and management fees of 143 million. So that money would

all go to one of the stanford Financial Group companies,

21 returns." The reference in the 1ast paragraph on the page

22 that starts, "SIBL utilizes 20 plus advisors primarily

23 located in Europe and canada. Many of these advisor

24 relationships have been around since the inception of the

25 SIBL portfolio." This language, I think you told us that

zari chJ1i chae1_20090204. txt
component that was a percentage, I think, of assets under

management or somethi ng 1 i ke that. I thi nk we' ve ki nd of

covered management fee service agreements, but also the

management fee· to those running the assets of the bank?

17 Robert Allen stanford. Correct?

10 ri ght?

18

19

20

11

12

13

14

15

16
What' 5 the percentage? That

Because I think I remember in '07 referral fees

Yeah, I mean, the referral fees on the CDs were

Hm-hmm.

Three percent went to the stanford Group Company

Q

Q

Q

Q

A I think it varied from country to country. I

believe it was three percent of the united States to the firm

and to the broker.

A okay. oh. you know, I think it depends. To sell a

CD you mean?

A It was a bi 9 number.

sounds feasible.

year that he just reinvested his retained earnings.

Q okay. And that's speaking of the profits from the

bank i tse1f?

Q I guess that doesn't take into account management

fees, referral fees, things that were paid to the

broker-dealer?

12

13

14

16

17

18

19

20

21

22

10 were about $140 million and management fees were about $150

11 mi 11;on. Does that sound ba11 park?

•

23 broker-dealer?

A Yes.

it's kin,d of a consistent sales message that's given to the

clients?

•
24

25

A

Q

Yes.

okay. And then there was also a management fee

page 73
Q One other thing I wanted to touch on in the last

page 74

Mexico led the bank as a place to park profits that he had

made for hi s investors.

Q what was the insurance company? I mean was it a

nationwide like State Farm or was it like an agent?

zari ch_Mi chae1_20090204. txt

paragraph of item 7 on the fall owi ng page that s tarts out

"The investment discipline dates back over seven years with

stanford, and 20 years with the SIBl portfolio." What was

your understandi ng about the pre-sIBl track record or the

pre-sIBl experience? What's that in reference to, the 50

years before the 20?

A well, the company I guess, was the grandfather of

lotus, started the company about seven years ago as an

insurance company. So this to me is in reference to the

success of the insurance company. It'S my understanding that

second generation and then the thi rd generation kind of

divested into more real estate investing. And ultimately

Allen stanford real estate investment in the Caribbean and

how it's conservative?

Q was that one of the selling points for stanford

bank? You know, we've got thi s seven-year hi story. we've

been around forever. Was that the kind of thing that showed

up in marketing materials? I think I've seen pictures of

Lotus, thi ngs 1i ke that.

A I think in the marketing material there's reference

to seven years, three generations, famil y-owned, but not

really at the bank. I personally didn't know, as I just

exhibit a lot about the history of the firm. You know, prior

to the bank, as it pertains to selling the bank.

Q It'S not much of a budget for cuts. Just real

quickly, item 8 is entitled, "How safe are client's deposits

and what guarantees exist for payment of interest." I know

we've gone through some of this, so I don't want to belabor

it, but the first sentence starts with, "From an investment

standpoint, hopefully, is very conservative." Explain to me

zari ch_Mi chae1_20090204. txt
Yes.A

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
I want to say, and I didn't know. There wasn't aA

10

11

12

13

14

15

16

17

18

19

20

21

22

whatever market you're in or investment.

But not necessarily in terms of it's all in

you're not exposed to large concentrations of risk in

that you're spread-out amongst a lot of our asset classes or

all asset classes. In addition, countries and currencies, so

From a diversification standpoint, conservative inA

government issued securities or fixed-income, it's not

conservative from that standpoi nt?

A Correct. conservative from a diversification

10 standpoint and to a discipline of staying within your

11 parameters of that discipline, of that allocation, I should
page 76page 75

Q Is that kind of the sum total of the history you

were given regarding the stanford Family businesses?

23 lot of training on this but I just want to recollect it was a

24 regional maybe property and casualty. It was kind of a

25 local, Mahaia, Texas, spawned out of the depression insurance

company.

Q So you think an actual insurer as opposed to like

agency that sells insurance?

A I was led to believe an insurance company, an

insurer, yes.•
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12 say.

13 Q okay. Again, I'll skip over some of the stuff

14 we've covered, but in the paragraph below, there's a sentence

15 that says. "The S10 cannot transfer money; n and out of

16 accounts and can only request transfers and wait for Mr.

17 Davis's approval." Just: to clarify, that role wasn't your

18 role to manage the money to request transfers in and out.

excess FDIC insurance.

Q okay. candidly, one of the reasons we ask is

because, you know, we've heard stories with, perhaps,

A Yes, I believe that's a u.s. bank.

Q Why would it be called excess FDIC insurance, when

it sounds like most of the money is in Toronto, London?

A I don't understand FDIC, but it would have to be

insurance on whatever banks are used in the u.s. to call it

zarich~ichae1_20090204. txt
HSBC.

You thi nk maybe the Repub1i c Bank money was in theQ

A

u.s. ?

15

16

17

18

19

20

21

22

23

24

25

correct?

A That: would be I think in the perfect execution of

that position or realistic execution of that position the SIO

would essentially maybe take over Laura Pendergest's role,

could see that we move money from one advisor to the next but

19

20

21

22

23

•

12 in thi s account.

24 woul d have to be approved.

25 Q okay, but when you were there that was more Laura's

14 money was ina branch in London?

page 77

job?

Yes.

And what would the response be?

Typically, steer back to the investment process and
Page 78

A

A

Q

supervisors, particularly folks selling outside the u.s., but

also maybe within the U.S., as part of the sales pitch would

strongly imply and/or say these things are insured. These

CDs are insured, and throw around words like excess FDIC

insurance. one, did you ever see anything like that or here

anything like that in a pitch?

A I did not. And I rarely participated on the sale

side, you know, in the u.s. It was mostly in Antigua, a few

times, by conference call. So I have not witnesses, and I'm

sure I would have stopped it if I was in that meeting.

Q Because clearly CDs are not insured?

A That's correct.

Q okay. And in your interactions with clients, did

anyone ever ask, hey are these things insured or is there

anything like FDIC insurance?

10

11

12

13

14

15

16

17

18

Sure. I think before you told me you thou9ht thatQ

A Yes.

Q I real quickly want to touch on something you

mentioned in the last sentence of item 8. There's a

reference to excess FDIC insurance. What is that?

A I think it's a separate policy. No, actl,lally, I

think it's a policy with the actual funds held at

corresponding banks in the U.S., because FDIC has access

insurance. So whatever's held at this national republic,

there's insurance to cover over the, whatever, the 100,000,

400,000 FDIC limit is. presumably, there's probably millions

10

11

13

•
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19 somehow get back to that safety of assets and the process,

20 government oversight.

21 Q They're not FDIC insured, but all this other stuff?

22 A Right.

23 Q Nine, just touching on it real quickly, says, "How

24 liquid is the portfolio?" And the response back, "Extremely

2S liquid. up to 50 percent can be liquidated in two plus two;

22

23

24

25

A AnZtirduC:n-Mb~cnhki~lg2rOeO:u~2aOt\0~xst, yes, as a charter

bank in Antigua, we were bound by law, I guess, for lack of a

better word, to hold ourselves out to be that as a bank and

not an investment vehicle.

Q Okay. Were you ever told that the law specifically

said we can't tell you what's on our portfolio or was it an

Laura, correct?

20 percent in two plus three; and then the remaining within

90 days." So again this is information that you got from

A Correct.

Q So, again, juts rough math, 70 percent of the

portfolio can be liquidated in three days or less?

20 Q Those banking regulations, are those Antiguan

21 banking regulations or were you told anything about that?

Page 79

Yes.

correct, yes.

The following paragraph says investment should only

A

A

Q

Q The next paragraph says "Regulatory language states

do not hold yourself out to be a fund." Is that hedge funds?
page 80

be discussed from an investment philosophy or macro

perspective. The only product SIBL offers are certificates

of deposit. Therefore, the investment portion of the

portfolio is really moot. The important issue to the client

should be terms of CDS, rates, financial strength of the

bank, operational efficiency of the bank, regulatory

environment, et cetera. And that seems to encapsulate kind

of what you told me was the party line when people asked

about the returns.

12

13

14

15

16

17

18

19

20

21

22

23

24

25

issue?

A Yeah, I do. I think it was how you hold yourself

out. I don't recollect it being specific. My understanding

of the training is the more you get into it. The more you

keep talking about it and lifting up the hood, the more

you're emphasizing the investment side.

Q Okay. So, again, the consistent theme of steering

10 investors away from the investment side and back to the terms

11 of the CD?

Yes.

Hm-hmm.

Excuse me, correct.

And that's what Laura told you?

A

Q

A

A

Q And the remaining can be liquidated within 90 days,

the balance of a portfo1i o?

A Yes.

Q Okay. And item 10 touches on something we talked

about a little bit earlier. will the bank publish individual

portfolio positions? It says, unfortunately we're not

allowed to disclose individual positions because of banking

regulations. And that's generally, I think, consistent with

what you told me before today?

10

11

12

13

14

15

16

17

18

19•
APP0049



Case 3:09-cv-00298-N     Document 12-6      Filed 02/17/2009     Page 1 of 10

zarich-.-Michael_20090204. txt

21 credit suisse response to the societe Genera1e, but this is

22 at a point we wouldn't want clients circumventing the C&E,

23 potentially going straight to these advisors.

Is that what: you meant when you typed "fund?"

A Correct. The question came up a lot. You're

rea11 y just a fund to funds wi th a guarantee or it' 5 just one

giant fund. That's a quite, I think, just as an emphasis. I

don't think it:'s taken from any direct language. But: don't:

hold yourself out again.

Q okay, so you were coached. You know, be very clear

that we're not a hedge fund. We I re a bank.

A Yes, very.

10 Q And that was a recurring question you got from

11 investors?

mention advisor relationships, but generally do not in order

to protect their privacy and avoid clients calling direct to

an advi sor. II what does that mean?

A The European advisors, there was a time where there

almost held in the strictest of confidence, but they've

kind of given us an okay. I'll name some of the advisors.

But you don't know what they were talking about?

Correct.

Yes, all the ones I knew of, all dozen or so.

And yet here, I think you told me before that you

A

A

Q

Q

MR . KELTNER: oi d those tend to be the well-known

names, the Coutts, the HSBC, that kind of thing?

THE WITNESS: Yes.

BY MR. KING:

Q But in theory at least, if you could give them

some, you could have given them all had you been pressed?

Q And you don't know of any advi sors that are

actually managing money in tier III?

A No. I don't know. Actually, I had not seen

statements or been in any meetings, but I know, as I

mentioned, Jim Davis would meet with some of these same banks

24 on his own.

zari chJ1i chae120090204. txt
of the third party advisors to a prospective client. Right?

A I could have. I was trained not to, maybe, say a

few. And I was never pressed for all of them. Again, kind

of like what r've said. You know, there was just the kind of

the obvious,ones I would rattle off, and everyone was like,

okay.

25

15 were clear, the advisors that you would get had asked about

16 third-party UBOR would have been advisors to money that was

17 located in tier II. Correct?

10

11

12

13

14

18

19

20

21

22

23

okay.

BY MR. KING:

And item 10, the next paragraph says "we canQ

A12

13

14

15

16

17

18

19

20

•

24 Q okay, so not that you ever did this, but it's

25 possible, I guess, or you could have provided a list of all
A No.

•
Page 81

BY MR . KELTNER:

Q And I think you told me earlier today that those

meetings that you went to with Mr. Davis were prior to you
page 82

13 you, and then they said you need to leave, we're going to

14 talk about tier III?

nothing like a fund to funds by definition and legal

page 83

funds question, item 17, a couple pages ahead in Exhibit 10,

says: "Is the portfolio a fund to funds?" And I think you

said this was a common question you got from investors?

A Yes.

16 typically Jim and Laura did separate meetings as well, which

17 made me believe that there was overlap with tier III and tier

18 II. why there were two different meetings, and you know, I

19 don't know.

20 MR. KING: So go back to the original question

21 which is if a prospective client asked you for the names of

22 these thi rd party advisors, the names that you could have

23 been provided, would have only been those for tier II?

24 THE WITNESS: Yes, that's correct.

25 BY MR. KELTNER:

Right. Is there a real distinction between how a

Yes.

Q

A

Q okay, but invested th rough sub advi sors that manage

thei r own funds?

A Correct. I think a lot of this, maybe it says it

in there too, is clearly a structure of a fund to fund is the

limited partnership or an LLC. It's not liquid. It's locked

up. There's high fees. So it's volatile.

Q okay, so the primary distinction is not how the

money's invested, as I hear it, because stanford

International Bank is invested in the portfolio securities

just like a fund to funds would be. Right?

A on a grander scale, yes.
page 84

10

11

16

17

15 commercial bank is how the money's invested?

18 fund to funds invests its money and how stanford invests its

19 money?

20 A Well, a fund to funds is primarily specific to a

21 strategy. You might have a market neutral fund to funds that

22 looks for equally long and short positions and they might

23 have 10 managers to do that; whereas, the bank has equity and

24 bonds and commodities, kind of the whole gray. But if it's

25 anything, it's a multi-manager approach.

zari ch_Mi chae1_20090204. txt
structure. SIBL is a bank and offers only banking product.

All banks have investment portfolios. The only difference is

10 most banks' portfolios are allocated more towards loan

11 portfolios versus investment portfolios. SIBL does make

12 loans, but they are cash back and represent less than five

13 percent of the entire portfolio. II so, again, the primary

14 distinction between Stanford and National Bank and a

Just to tie out a couple of issues on the fund to

Right. That's correct. And I'll add to that that

Correct.

okay. Just reading the answer seems to be "It'S

So it's not like they had a tier II meeting with

And nor did they discuss tier III?

A

A

Q

Q

Q

Q

zari ch_Mi chae1_20090204. txt

becomi ng the sro?

A Correct.

Q So when you were in those meetings they didn't

discuss tier II while you were there?

A That's correct.

15

10

11

12

•
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Q okay. But your understandi ng was that stanford

could get out of all its investments essentially within 90

days?

22 fee?

23 A specifically, I mean yes, depending on that

24 particular investment and, you know, the parameters of tt,

25 the agreement.

zari ch--Mi chae '_20090204. txt .
15 you get out. The client could get out at any tlme.

16 Q Can you do that wi th respect. because you tal ked

17 about the liquidity of the fund investments that stanford

18 could liquidate everything within 90 days?

19 A Yes.

20 Q Ri ght. So you can get out of those funds as we11 •

21 can't you? You have just have to pay an early redemption

Yes.A

A Yes.

Q So the real difference between stanford and a fund

to funds is just in terms of the economics of the transaction

between the investor and the firm. In other words, I think

what is said later on in this document is fund to funds

requires, you know, your pay, your two and 20. Your two

percent management fee and your 20 percent fee on top of

that, and there's lock-up provisions. And the CD is just a

time deposit where you pay the fixed interest rate.

zari chJfi chae'_20090204. txt

Q when you get down to the core assets, the fund to

funds is going to be invested in securities bonds,

alternative investments, and stanford has invested in those

same types of assets. Right?

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

A Yes.

MR . KELTNER: Let's go off the record. Take a

•
10

11

12

13

14

Q so when you say that's different from a fund to

fund, you're talking about that distinction, not necessarily

di sti ncti ons to how the money is invested?

A The structure is a big distinction. Correct.

Q Okay. One of the things you talked about was the

money being locked up. The CDs were typically for a time

period, right?

A Yes.

Q They're typi call y what: one year, two-year, or

five-year?

A up to five.

Q okay, so that vive-year money is locked up for five

years in theory, ri ght?

A It's actually liquid. It's like a minor penalty if

Page 85

10

11

12

13

14

15

16

17

18

break.

(Whereupon, a 1uncheon recess was taken.)

AFTERNOON SESSION

MR. KELTNER: we'll go back on the -record at 12:50.

So we've been going through a number of Q and A documents. I

think we're· done with the one we were just looking at.

(SEC Exhibit No. 11 was marked for

i denti fi cati on.)

MR . KELTNER: I'm goi ng to hand you a document that

I'm marking as Exhibit 11, and it's entitled "Questions from

Role play," and came from the documents that you produced to

us on CD. And I thi nk thi sane's the one: "Questi ons from

Role play II," I think is what it's called on the file.
Page 86

22 what do you connect it to? What was going on?

23 A This was part of my training. It was well, in the

24 fall of 200S, there was a week or two where the Memphis

25 analysts actually sat in as clients. I don't think they were

19

20

21 Q

Zari ch_Mi chae1_20090204. txt

(The witness examined the document.)

BY MR . KELTNER:

Just at a high level, what is this document and

22

23

24

25

A I ;ahiin~hth\~h~~ld2P~iPn~0~'e~xpt into memory. I thi nk

afterwards. I want to say the session went on and then it

was the meeting afterwards. We did get here, maybe this

here. This here, and I'd have to look at, well, obviously

these notes would have been done afterwards as well, because

I would have been busy answering questions.

Sure. So who's taking down the questions? I mean

she did. I don't remember. she showed up to oneA

the room the entire day and then analysts are rotating

through and asking you questions?

A Yes, not the enti re day, but we di d one group a day

or something, I guess.

Q A group, how many analysts is that?
page 88

did you do that during?

A I believe as I mentioned this third party, mystery

lady Tamara. she took them down.

Q Okay. This mystery lady, was she a long-term

stanford client, or was she brought in just to prep you?

A She was an external consultant and I want to say

her area was people, personnels and cultures. No, she stayed

on retainer. I think she worked with other areas within the

Stanford organi zati on.

okay, and did she give you her background or tell

you hi, I'm so and so. This is what I do. That sort of

21

22

23

24

25

17 of our investment committee meetings. When I say investment

18 committee, back to the stanford Group days, presented

19 samethi ng.

20 Q So she and Laura and you are the ones that are in

16

15 thing?

10

11

12

13

14

Yes.

Okay. And so the analysts are peppering you with

Yes.

okay. Just so I understand. Analysts sitting

So she sat in the room during the Q and A session?

A

A

Q

Q

Q

across from you pretending to be a prospective CD purchaser?

given specific questions to ask, but I guess more of a live

baptism by fire. I think I was given like an hour with each

of them, sometimes in groups, and they were basically lobbing

questions at me and I would answer them as I would in front

of a client.

Q okay. So was thi s towards the end of a process?

A probably. Yeah, definitely through some of the

initial training.

Q Did Laura participate in the questioning?

A No. I don't think so.

questions and you're answering?

A Yes.

Q okay. Did Laura help you with the answers? In

other words, if she thought you needed to modify answer, did

she give you some gui dance?

page 87

10

11

12

13

14

15

• 16

17

18

19

20

21
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questions?

A I think it: was the whole team.

A I think only two in each of these meetings.

Q okay. who were the folks that were asking you

Q If you think it was t:he whole team, were there any

folks that stand out? I mean people who you talked to for

longer periods of time? who were some of the more senior

people? Anything like that?

A No. I wi 11 1augh, because I know the fi rst

question came from zack Davis and it was what do you do. And

I remember being completely caught off-guard, because I don't

know, so I think this is a more polished answer here.

Q So you're asked all these questions. You give your

answers at the time and then afterwards you consult with

Laura pendergest and the consultant?

A Yes.

Q And they give you some suggestions on how you

should answer the questions?

A The consultant, she was more of a facilitator, a

note taker. she would help me presentation techniques and

Yes.A

the answers made sense?

could read through a couple?

Q Yeah.

A Because the Role play would have been very raw.

Q oh, sure. And these polished answers, are these

your answers after the fact that Laura revi ewed, or are they

Laura's answers that you took down?

A It would be a combination. NOW, whether she wrote

the answers down, it was probably me writing the answer down.

You know, formalizing them and then giving them to her for

edi ti ng and proofi ng to pol i sh th'"em up.

(The witness examined the document.)

BY MR. KELTNER:

Zari chJ1i chae1_20090204. txt
from Laura Pendergest?

A Yes.

Q okay. Was there anyone else involved in the

feedback process?

A No.

Q okay. so, this Q and A document were questions

from Role play document Exhibit II? Is this something you

would have then gone back and talked to Laura about to see if

11 Q okay. So you compiled your own answers after

12 you've had all this interaction?

13 A No, I think these are more polished. I mean, if I

14

15

16

17

18

19

20

21

22

23

24

25

10

okay.

Do you want me to name them?

Q

A

10

11

12

13

14

15

16

17

18

19

20

21

22

•

23 stuff. she had no part of the nuts and bolts of the

24 training.

you do," again the message seems to be that your role is to
page 90

•
25 Q So all the substantive issues, the feedback was

Page 89

Q

A

Q

okay. Are you ready?

I apologize. I reviewed.

so in the first response to the question, "What do

14 direct supervisor?

22 multiple trips to Europe.

23 Q How do you know he works for the investment

24 committee?

Zari ch_Mi chae1_20090204. txt

oversee the bank's investment portfolio.

BY MR. KING:

Q What was Juan Rodriguez's role in managing the

portfolio of assets?

A He would work with investment committee, but I do

not know to the extent of how much information he was privy

to. I know that he has made at least one trip, maybe

Never.

BY MR . KELTNER:

Did you ever talk to him about the investment

I don't know.

Now, you worked for him, right?

No, other than in front of cl i ents. I mean, not

Yes.

Q

A

A

A

A

Q

zari ch_Mi chae1_20090204. txt
he saw thi ngs .

Q so you don't know if he saw individual positions?

together really, were presenting to clients.

Q so your senior investment officer. He's your

direct supervisor but you never had interaction regarding the

investment portfo1i o?

A Correct. It was the proverbial, definite dotted

line to the investment committee and Laura in Memphis.

15

16

17

19

20

21

22

23

24

25

13 Q Did you discuss with him whether he was a,ware of

14 individual positions, for example, in tier III?

18 portfolio?

10

11

12

Yes.

That's right.

And the note in here about you reporting the Juan

Hm-hmm.

And that's not in practi ce what you ended up doi ng.

Yes.

Was he who you actually reported to? Was he your

Q

Q

Q

A

A

A

Ri ght?

A

11 Rodri guez?

12

13

10

15

16

17

18

19

20

21

page 91

done, and my understanding from his office, so he would have

to get the pi eces of investments to bundl e it into the enti re

report that would go on to the FSRC.

Q Did you know what information he was provided with

so that he could pass it along to the F5RC?

A I would guess he was provided with the allocations,

the breakdowns of assets. I don't know, again, how granular

•
25 A The quarterly FSRC report and annual report is

10

11

For you?

A Yes, t:hat:'s where I got: all my information. That:'s

where all my interaction was. He made sure I was on island.

He's still my boss, approved bonuses and travel and day to

day supervision.

BY MR. KING:

Q Other than day to day supervision and compiling the

FSRC report and transmitting it to them, what other

responsibilities did Juan Rodriguez have?

A certainly to present the clients that came to the

bank and then just to run the day-to-day operations at the
page 92
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11 financial advisors that were being recruited to work at the

12 company. They might bring them down to the bank, they being

13 stanford Group company, to educate them on the bank. Yes,

14 certainly, the bulk of them were prospective clients,

Q How many of these client meetings did you and Mr.

Rodriguez do, ballpark?

A About average. A couple a week for about a year

and a half.

Q okay. So 25 or 75 times? 100, 150, somewhere in

there?

A Yes. You know, some weeks none; some weeks 10.

Q Sure, and these are all five million plus

could you ball park it for me?
Page 94

okay.

Yes.

Was it the excepti on where somebody came i ri and met

Q

Q

A

think, hence, the reason, you know, the genesis for this 510

position is to have that last piece in place so that you see

your operations in compliance and investments. And they're

all right there at the bank. And the close rates were very

hi gh at the bank by that poi nt. But, you're ri ght. Advi sors

have been working potentially years or months with these

wi th you all and deci ded not to invest?

A Yes.

prospects.

Q okay. And you ki nd of jumped to the questi on I was

going to ask next, which was given how far down the road you

were in the process, did you pretty much close the deal a

very hi gh percentage of the time? In other words, after they

came in and met with you and the bank president, typically

was the sale then consummated?

zari ch-Mi chae'_20090204. txt .
15 sometimes existing clients that might be on lsland

16 vacationing that just kind of come in. But, yes, it's

17 typically a high-end client prospect that would come to the

18 bank.

19 Q I think you told us that your interaction with the

20 client was at the very end of the process and that they had

21 already talked to the advisor? They were, I guess, doing

22 their diligence. Is that fair?

23 A Yes. The stop at the bank would, you know,

24 presumably be the last step to fly there, see it and meet the

25 people, see the organization and all the pieces in place. I

10

11

12

13

14

15

16

17

18
Page 93

Some. I mean different groups sometimes recruitA

prospective investors?
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bank to oversee operations and compliance and client

services. You know, keep it running efficiently and sound.

Q okay. And when Juan Rodriguez was presenting to a

potential client, were you typically present during those

meet; ngs?

A Yes. I was always.

Q And I know we've asked this as to you. we've asked

this as to the analyst, but I'm going to ask you as to him

now, which is "Did you ever hear Juan Rodriguez differentiate

between the various cheers at the bank and his conversations

with respective clients?"

A No. He did not talk about the tiers in front of

clients that I heard.

BY MR. KELTNER:

10

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

•
21 at the bank ended up buyi ng CDs?

25 million new, and 700 million. It had to be net new.

19

20

22

23

A

Q

A
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I heard Juan mention 99 percent, almost all.

So virtually every customer that came down and met

Yes.

MR. KING: Was your compensation tied to that

22

23

24

A

Q

A
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Correct.

Di d I say that ri ght?

Yes, I mean, not just new. You could have 500

24 percentage?

25 THE WITNESS: Now, my bonus was ti ed to growth at
Q The bank had to be growi ng?

page 95

20 new money, you mean new CD sal es. 1ess money that came out of

21 the bank?

A Yes.

What ball park of how many months of bonus di d you

get for '06?

A six months.

A I mean, as you all know, the growth has been pretty

extraordinary, so all the 200 million thresholds were met

each quarter. So that came out to an extra six months salary

for that enti re year.

Q Just to clarify for the record, when you say net

Yes.

Is it more accurate to say they assisted Laura
page 96

A

Q

Q

A Yes, assets mi nus.

Q Redempti on.

A Contributions plus redemptions.

MR. KELTNER: That's clear. Thank you.

BY MR. KING:

Did you ever have conversations with Juan Rodriguez

about the FSRC exami nati ons?

A Not that I recollect. Like I mentioned there were

two here at the end of the meeting. The questionnaire, the

annual one, a questionnaire would come in like around the end

of the year and then it would go to the various departments.

And then the investment piece would go to Laura and Jim to

fill out. And there's pieces on the client information would

go to the different departments and he was ultimately

responsible for, I guess, the role up and submitting it to

the FSRC. The same with the quarterly ones.

BY MR . KELTNER:

Q I just want to hi t one more poi nt on thi s Role

play. Most of it I think is repetitive, but item 3 where it

said "The Memphis Group manages the portfolio." It says "SFG

Memphis does not manage the portfolio, but rather assists

in the day-to-day monitoring of the portfolio."

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

okay.Q

the bank. Base salary was just base salary. I think we

talked about that on the phone a couple of weeks back, but it

tiered. I don't remember the numbers, but if the bank

brought in 50 million net new and a quarter 'x' amount, I

think the max was like if over 200 million came in, you might

get like two months salary on that quarterly bonus.

BY MR. KELTNER:

So like in '06, which you were there for the whole

'06 calendar year?

10

11

12

13

14

15

16

17

18

19•
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Q Okay. So consistent with this Exhibit 12, you

know, how did you explain to the client again what your role

tier III. BZ::~C:y-:eiCIh~~~_2nO~i~Oe2.04M~y1,eI thought that was a

trust issue after months, or you know a year at the job.

More of it would have been opened up to me to truly be

monitoring it as some of the training material dictated.

MR . KELTNER: okay. I'm goi ng to mark a document

as Exhibit 12.

(SEC Exhi bi t No. 12 was marked for

i denti fi cation.)

MR. KELTNER: It appears to be a Powerpoint

presentation with a. title at the top of the page, "senior

Investment officer." And in the lower left corner, "stanford

International Bank Limited." And then a pi cture. I assume

that's the bank that shows up in all the literature?

THE WITNESS: Yes.

BY MR. KELTNER:

Feel free to take your time and just kind of thumb

To work with the investment committee, to represent
page 98

A

Q

through this PowerPoint slide. And, again, I'll represent to

you we got this from your production off of your CD. Where

did Exhibit 12 come from?

A Thi s was a porti on of the presentati on that was

conducted to visiting prospects of clients at the bank,

particularly my piece of presentation.

Q - okay. So this would be the piece that you would

present to the client, the prospective client?

A Yes.

was?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Yes.

Q And I guess, you know, you can't leave the question

unasked. I mean was the point of all this to give the

impression that a person who was managing the money was in

Antigua?

A No. I mean not all the clients. It was just to

have a spokesperson there that could talk about it credibly

and, you know, in front of clients. I mean I was always the

one who would be clear. From day one, I do think, you know,

that I thought I would have monitored more of it including

page 97

A Yes.

Q okay. And that wasn't your role?

A Yes. I think, and that would go with your first

question today, what position was presented. And it wasn't

necessarily going to be at day one, but that I would evolve

as Sal and to seeing more of it, doing more of it. That

never happened.

Q okay. And did this oversee the bank?

A And I see how it's misleading, but it's really

meant to be monitoring, not controlling the assets. So I

want to just make that point.

Q NOW, and you know, that's kind of a recurring theme

throughout the documents where he talks about you doing

things that actually it looks like to us Laura did?

pendergest in managing the portfolio?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

•

•

19 interest income.

21 targeted returns are achieved. It was not your role to

22 achieve the goals, correct?

Zari ch_Mi chae1_20090204. txt

the portfolio, talk about how it's allocated, the process of

that. The process of staying within line of the investment

pol i cy statement that the board of di rectors puts out, the

targeted returns on an annual basis, that the investment site

is compliant with quarterly audits and the annual review.

10 And then it's thoroughly allocated to portfolio

11 diversification from a risk standpoint.

12 Just walking through the bullet points on the first

13 page of page 12, it says: "Insure investment portfolio within

14 parameters of the investment policy statement." Is that

15 something you did?

16 A No. I did not do it per se to move assets, but to

17 tal k about how it's done from an asset all ocati on standpoi nt;

18 and, as it says on slide 3, how much in equity, how much

25 was just a typical conference room?

projector, conference room.

I know there's a theater set up in Houston. This

A23

24

20 A Yes.

21 Q How would you present "that? Would it be up on a

22 projector, or would you sit down with them at a computer?

Advi sor . " AZnd~~h-rhiechla~~~2vO~19uOe2,0~·lXy~u look at it, it looks

like this is for training and these are the things the senior

10 investment officer does. And so that's the question, you

11 know.

12 A My thought is the senior investment officer is a

13 spokesperson for the investment committee, how the portfolio

14 is allocated, why it's allocated, how it's managed, how it's

15 monitored, that I was there as senior investment officer to

16 speak on the behalf of Allen stanford, Jim Davis, Laura

17 pendergest.

18 Q And, again, this Exhibit 12 was part of the larger

19 presentation that was used every time clients came in?

okay. And again the next bullet point saying that20

23

24

A

Q

Correct.

It was your role to present, you know, how it was

2S managed but not to actually do bullet two?

okay. And also strategically positioning the

portfolio to mitigate risk, that would have been the Memphis

team who actua11 y di d that? Or the investment commi ttee .

A okay.

Q And so again, we kind of have to ask the question.

I mean, the title of the slide is "senior Investment

page 99

your production. Can you tell me what Exhibit 13 is?

10 A This looks to be the entire presentation we were

11 speaking of that was ~~~:e~~~d in Antigua to visiting clients

drops down.

MR. KELTNER: okay. since we' rethere, I'm going

to hand you another document that I'm marking as Exhibit 13.

(SEC Exhibit No. 13 was marked for

i denti fi cation.)

Yes, more round table like this with a screen that

BY MR . KELTNER:

Again, it's another document that we received in

A

Q

Correct.A

•
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THE WITNESS: Hm-hmm.

BY MR. KELTNER:

Q And it's got you listed there? I apologize the

page numbers didn't print on this; maybe that page. It'S the

management team at 5IBL headquarters, and you see your name

in the mi ddl e of the page?

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

prospects.

Q okay. So who gives the bulk of this presentation?

Is that: the president of the bank?
Yes, it just looks like a different format, rough,

zari ch-Mi chae'_20090204. txt
Yes.

And there's essentially the same pages from Exhibit

Towards the back?

Yes.

I got it.

Tell me about that.

A

Q

Q

A

A

Q There's a page in there entitled management support

and it references portfolio management out of Memphis,

Tennessee. What was the explanation t:hat was given to

investors and how was that explained? You know, where the

money is managed, who does it.

A I recollect that's where I was introduced on the

A Juan used to talk about some of the anti-money

laundering laws of Antigua. His prevention act was in 1996

how Antigua was ahead of the curve. They actually have a

much more stringent anti-money policies than even the u.s.

I guess it goes through these amendments, and then kind of
page 102

management side, portfolio management side, and Memphis was

introduced as the support to help monitor the portfolio and

oversee the process. And then, of course, Jim Davis and his

group and Laura pendergest were on the investment committee

of the board.

MR . KELTNER: Anythi ng else?

20

21

22

23

24

25

BY MR. KING:

Q Look at the slide. I apologize again there's no

-9 page numbers. Entitled, "Anti-money laundering."

16 Q

17 12?

18 A

19 but yes.

15

10

11

12

13

14

15

16

17

18

And it looks to be a typo, "em?"

I assume CIa is chief investment officer?

Yes.

Yes, Juan Rodriguez.A

A

A

Q

A Yes.

MR. KING: Was this presentation also given to

prospective financial advisors?

THE WITNESS: Yes.

MR. KELTNER: Just one thing I wanted to point out

real quick. There's a page entitled management team at SIBL

headquarters, St. John's, Antigua?

Q okay. And do you thi nk that was a typo?

A Yes. It's probably an old version.

Q Okay, and it looks like the last four slides on the

page per your presentation. Correct, where it says

investment portfolio and strategy?

page 101

Q So Juan gives the general presentation and then you

would take over and do kind of your section on the role on

the ; nvestment pi ece?

10

11

12

13

14

•
bank?

A Just probably in these presentati ons and eli ent

meetings, them talking about it.

Q who's in charge of money laundering program at the

zari ch_Mi chae1_20090204. txt

19 spoke at 1ength on some of the checks and balances at the

20 bank. You know, to even open an account there, multiple

21 forms of 1.0., bank reference letters, and it's another

22 concern of clients, you know, who else is invested here at

23 this bank. So to just really hammer home the point, just how

24 astringent it is in Antigua.

25 Q So other than multiple forms of I.D. and letters of

22

23

24

25

Q
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And how -do you know that?

Page 103

Do you know who the three people are?

Yeah. I know Pedro. I'm saying it was either

The potential investors that made the trip to

A

Q

Q

Antigua, were they all U.S. residents?

A No. No, they were from all over the world.
Page 104

23

24

25

22 place.

11

12

A The chief compliance officer was Pedro Gonzalez, I

want to say. I'm sorry I can't remember his last name. So

there was a compliance team in place. Ultimately Juan is

accountable and responsible as the president.

Q How many people were on the money laundering team?

A There was just a handful. I mean it was just all

the comp1i ance team.

Q How many comp1i ance people are in Anti gua?

10 A There was three in the bank.

13 Rodriguez or Gonzalez. I should know. I played golf with

14 the guy all the time, and then Sean Smith. And then they had

15 I think an assistant. And that's just to comply. I mean

16 they're still screening, I know, at account services when the

17 accounts come in.

18 so, again, I can't speak specifically to the process,

19 but a new account comes in, it's revi ewed by the account

20 service person. Then it kind of goes up to the clients and

21 they review it, everyone making sure all documents are in

Do you know if anyone was turned down during your

Did you discuss with Juan Rodriguez any money

I don't. I know Alan Burr is one. I don't think

Q

Q

A

A No.

time in Antigua?

A I think so.

laundering concerns?

A No. I mean he would mention anecdotally that

people have been turned down by the bank and then he's maybe

they've issued like a handful of SAR reports annually, every

year, but.

that was a regular firm. They might be one they call under

extraordi nary ci rcumstances if somebody' s suspi ci ous.

Q During their time in Antigua, did you ever

encounter any money laundering concerns?

reference from the bank or another bank, were there any other

checks and balances relating to the money order?

A Yeah, they did. I guess I'm out of turn talking

about it, but I know they used various external sources to

verify people.

Q Do you know who they were?

10

11

12

13

14

15

• 16

17

18

19

20

21
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any money laundering concerns?

Q Was the presentation any different for u.s.

residents as opposed to foreign nationals?

A Juan did it in spanish frequently. I always did

mine in English. A few times he translated for me when the

English was just that poor. But, you know, they were from

everywhere.

entities?

And he made some substantial money on these clients12

zari chJ1i chae'_20090204. txt

A Almost always individuals.

Q One of the questions that was in Exhibit 11 was why

Antigua. It's question 63. what was the explanation for why

the bank is in Anti gua?

A You know. I heard. I thi nk we tal ked about thi 5 a

little this morning that Allen stanford had been doing some

real estate, kind of retyped fund structures in the '70s,

r 80s, do; n9 a 1at of development of 1and in the Car; bbean

10 basin, that he did a lot originally in the Danish Islands,

11 Aruba.
In meeting any of these investors did you ever have

No.

Q

A

•

17 involved with?

11 looking to invest $20 million or something?

19 moved to Anti gua?

13 and the clients were 1ike,You know, what can we do next. So

14 he wanted to create a vehicle for them and invest money

15 further into other products, so he started this bank in

16 Montserrat. And as far as I know, it was the same model from

17 day one.

I know, but I can't remember. I know there was a

What's the story with why the bank in MontserratQ

A20

18

You never had anybody come in 19 years old and was

You mean just kind of the obvious kind?

Yeah, just ki nd of.

BY MR. KELTNER:

How big was the biggest CD sale that you all were

No.

Q

A

A

Q

12

13

14

15

16

10

20 assume the biggest ones would stand out in your mind.

22 and I didn't really follow-up. It wasn't like, you know,

23 ringing a bell. Hey, we closed this one. You know, 10, 20

24 million I had to guess.

18

19

21

A

Q

A

I don't know. oh, like just during this?

Yeah, just the narne of the potenti ali nvestor. I

well, you know, actually not. There were so many,

21 volcano. You know, I think some banks started to blow up in

22 Montserrat, which is never good for anyone from a headline

23 kind of standpoint, so I think they wanted to go to a more

24 sound government structure. Because you could be doing the

2S right thing all day long, but if you're neighbors, harboring

•
25 Q Were those individuals, or were they through

page 105

illicit funds and what not, it makes everyone look bad. So

poor oversight.

Q I know this is on the list from the Role play. Did

you ever get that question from investors, you know, why are
Page 106

12 regulatory problems in Montserrat or stanford?

17 banks in Montserrat were being told to close down?

14 MR. KING: I heard the opposite, and I heard the

15 regulatory was too lax there.

21 you were asked to put out SEC regulation of a bank or other

22 U.S. regulators?

security?

Yes.

MR. KING: Was that intended to provide prospective

BY MR. KELTNER:

So was it that "the SEC might not have oversight of

That was the message?

That's what I would have said.

Q

A

A

Q

24 THE WITNESS: As I said earlier, I'd want to steer

25 away from any feeling of this thing is insured, protec"ted,

23 investors with an additional level of

19

20

21

22

17 the bank and its products, but it did have oversight of the

18 sales process?

15

16

Zari ch_Mi chae1_20090204. txt
A If memory serves me, it will come up in the

question of what u.s. agencies have anything to do with this

10 or do they. I think that would put at least a U.S. investor

11 at ease. It's kind of the same. well, it's sold in the

12 U.s., so it's how it's sold, like I just said. The clients

13 responsible for income, so the IRS, they certainly have to

14 report thei r income earned to the IRS.

NO, I did not.

BY MR. KING:

MR. KELTNER: Did you ever hear anything like the

You know, in the sense from the low tax

Your presentation to your prospective clients where

Okay. Did you ever hear anything about any

THE WITNESS: I have not heard that.

A

Q

A

Q

Zari ch_Mi chae1~20090204.txt

you guys in Antigua. What's the benefit or anything like

that?

13

jurisdiction is beneficial to the point still that Allen was,

you know. He's been down there almost his whole life, you

10 know, in the cari bbean.

11

16

18

19

20

23 A It came up in the sense that how the CD was

page 107

regulators jurisdic"tion with regard to stanford company's

sale of the CD?

24 distributed in the u.s. I guess it's a private placement, a

25 Reg 0, so it was under the SEC's jurisdiction on the sales

side of the CD in the U, S. But any questi ons about those

agencies having oversight over the bank was more or less

deferred to the FSRC or any of the Caribbean oversigh"t

authorities had jurisdiction over "the bank.

I think I just knew it, even well before I got
page 108

who told you that there was SEC oversight on theQ

A

because it's not.

comfortable?

BY MR. KELTNER:

A I can't say. I mean, I would think just to answer

the question, but to the client, I would just answer the

question if they asked it.

Q Just the idea that there was some oversight around

the sale, I mean, was that to make u.S. customers more

10 sales side?

11

what specifically was said about SEC or U.S.Q•
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Yes.

BY MR. EDMUNDSON:

Do you feel fairly confident that you were askedQ

A

Q Were you asked that or a similar question by the

financial advisors when they came down in connection with

their due diligence or learning about the bank?

25

22

23

24 that question?

zar; chJ1; chae '_20090204. txt
15 question and did you give substance to that answer?

16 A I don't remember specifically. I'm sure I was

17 asked a quest; on.

18 MR. KELTNER: And that's how you would have

19 answered it?

20 THE WITNESS: Yeah, it's a private placement, Reg

21 D. credited investor, you know.

BY MR. EDMUNDSON:

Q Do you recall any discussions as to whether or not

a bank had to register as an investment company to sell

products in the united States?

A I do not. You know, I don't know how long it was

sold in the u.S. I know around this time it was more or less

zari chj1; chae'_20090204. txt

there, of the CD program. And it was first rolled out when I

was ; n Denver, you know. what' 5 thi 5 company? Because no

one even knew about it, and Jane Bates and maybe someone

else, Juan, maybe. Yeah, Juan did. He came up in like '99

to Denver to sell, promote it to the FAs up there.

Q And that 1 5 the context in whi ch you 1earned about

there being a Regulation D private placement?

A Yes.

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

being actively promoted. And maybe that's when the filings

all came about.

14 you would have answered. My question is were you asked that

page 109

answer. with respect to the Reg 0 clients, you understood

that the bank COs were not registered with in the united

States, but the sales process was subject to oversight and

regulation by the Securities and Exchange commission. Is

that fai r?

Q Do you recall giving that explanation to investors

if you were asked?

A Yes, I mean, that's what I woul d have answered.

Q I want to be a little bit more specific. It's what

Page 110

Yes. Am I wrong? That's what I thought. That's

No.A

A

A No.

Q Do you recall any internal discussions with any

bank employees about the sales process under the Reg 0

filing?

A I don't recollect.

BY MR. KELTNER:

Q Do you believe the SEC has jurisdiction over the

sales process for the sale of COs pursuant to the Reg 0

product?

18

14 what I was told.

15 Q okay. And you were never told otherwise? You

16 weren't told that the SEC has no jurisdiction over the CD

10

11

12

13

17 sales?

I want to make sure I understand your previous

Yes.

Q

A

10

11

12

13

•
Zari ch~ichae1_20090204. txt

19 Q Let me back up. A minute ago you told us that

20 generally your answer to that question, which you're fairly

21 certain you would have been asked would have been that there

22 is SEC oversight over the Reg 0 private placement of the CDs.

23 Is that fai r?

22

23

24

25

play Q and Az.ariLCeht~if~~~o2uOtO~h2Pct·~Xn~. whichever one ends

on question 66. I think you noticed that earlier.

MR. KING: It'S Exhibit 11.

MR. KELTNER: Yeah, it's the questions from Role

24

25

A

Q

Yes.

Okay. And so you certainly wouldn't have given the
play. so, 14. Okay.

(SEC Exhibit No. 14 was marked for

i denti fi cation.)

page 111

client inaccurate information about that. Right?

A only if I did. I said, was it inaccurate, and I

didn't know it.

So did anyone from stanford ever tell you that the

SEC did not have jurisdiction over the sale of the COs?

part of the operational side. That question just didn't

really come up.

Aside from the client?

A We11, at the bank it mi ght have come up, you know,

with Juan in the room or with an advisor, but most of them

were already educated somewhere along the line.

MR. KELTNER: Sure. Okay. We may playa little

bit of the game of what is this just on some documents. Can

you identify them for the record?

THE WITNESS: oh, okay.

MR . KELTNER: I'm goi ng to hand you a document

that's marked as Exhibit 13. This one doesn't have a title,

but it starts with a question number 67 that says, "Do you

have a feel for the overall position in each sector?" This

is a continuation of one of the previous exhibits of the Role

20 been told?

Yes.

okay. consistent with what investors would have

Yes.

oh, yes.

So your answers with regard to how that document

A

Q

Q

A

prepared and the circumstances around it would be the

BY MR . KELTNER:

Q

A of the asset side? Yes.

Q Okay. There's question 101. I don't think we've

gone through this in explicit detail, but says, "IS SIBL very

different from a commercial bank?" Yes. Again, we've talked

about loans, generally, but loans made up a very small piece
page 112

and 67.

A

Okay. So you think Exhibit 14 is a continuation of

Role play document Exhibit II? The numbers line up. It's 66

Q I think most of these are repetitive of prior

questions that we talked about in different Q and A

documents. There's was a question 85 that says "Are most of

the investments in stocks and bonds?" "Yes." And that's

consistent with your understanding when you were at Stanford?

21

22

23

24

25

12

13

14

15

16

17

18

19

11 same?

10
No. And I want to also clarify, I just was not aA

10

11

12

13

14

15

• 16

17

18

19

20

21
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A Yes.

Zari ch-Mi chae1-20090204. txt:

14 activities? When I think of a bank, you know. I assume, you

of stanford's product mix or asset: side of the balance sheet.

Is that correct?

I think now, maybe,

page 114

r'm sorry. Managed banks assets--?

zari ch_Mi chae1_20090204. txt
BY MR. KELTNER:

I guess a prospective customer, coul d they even

Yes.

okay. So a true private bank so to speak?

Mississippi?

Yes.

BY MR. EDMUNDSON:

Q

Q

A

Q

A

A

Q While you were the senior investment officer, in

your view, did Jim Davis call the shots with respect to the

assets of the bank?

Q Managed the bank's assets from Memphi s?

A The direction of the asset management is wherever

Jim and Allen are. And just for semantics, managed, they're

not Jim and Allen, as far as I know, aren't buying and

money goes.

Q Where does Him Davis work?

A He used to work in Memphis.

he's in Tupelo.

BY MR . KELTNER:

show up at the bank unannounced?

A On1y, I mean, it's happened wi th maybe someone on

vacation, stopping by, but I don't: believe it's ever

happened.

A Yes.

BY MR. EDMUNDSON:

17 selling securities all day long. They're directing where the

12

13

14

15

16

18

19

20

21

22

23

24

25

10 Q But the bank's assets in your view managed from

11 Memphis?

No ATM.

page 113

BY MR. EDMUNDSON:

Did the bank even have a walk-up facility?

No.

okay. ATM accounts?

And as I understand it, the majority of all the

No car loans.

Okay. what about credit cards? Maybe, maybe not?

I don't know if they had a credit card. They might

A

A

Q

A

A

Q

Q

coul dn' t get a car loan from stanford?

loans that were made were secured by CDs?

A Yes, that was my understanding as well.

Q okay. So you couldn't just walk in off the street

and get a loan unless you were a CD client?

A Yes.

Q okay. And I think even then, the loans were

limited to some percentage of your CD balance?

A I think it was 80 or is 80 percent.

Q okay. what about other conventional bank

21

22

23

24

25

15

16

17

18

10

11

12

13

~9 have had a credit: card for some kind of sweep accounts~or

20 something, but no car loans, mortgages.

•

•

15 What do people do where the tier III assets are

16 invested?

there.

At the time you were employed there, he worked in

Did he work in Memphis at the time? Or do you

think he may have worked in Tupelo at the time?

That's current. He worked at Memphis while I was
I did not tell the client that.

BY MR. KELTNER:

I did not. Again, I only presented the big

Correct.

Did you inform the clients that you didn't even

No.

Did you inform the financial advisors that you as

A

A

Q

Q

A

A

Q Just to close that loop out, with respect to each

of the disclosures that Mr. Edmundson just referenced, did

zari ch_Mi chae1_20090204. txt
a senior investment officer didn't know where a vast majority

of the assets were located?

22

23

24

25

10

11

17

18 picture.

19 Q okay. And in those presentations you did not

20 distinguish between the tiers that you testified previously

21 about?

15 the senior investment officer did not know how the vast

16 majority of the bank's assets were invested?

13

14

12 know what the vast majority of the assets were?

I mean I know Jim and Allen, and that's all I know.

How do you know that?

I don't. I don't.

zari Ch_Mi chae1_20090204. txt

BY MR. KING:

Yes.

BY MR . KELTNER:

And why do you leave Laura off that list?

I'm not sure she was privy to it. And I could be

Yes.

And Laura reported to him. Is that fair?

A

Q

A

A

17

18

19

20

21

22

10 Memphis?

11

12

13

14

23 wrong. she might be. We just never talked tier III.

A Correct.

assets were?

page 115

Q And in any client presentation that you ever

participated in, did you tell respective clients that you as

A No.

decision?

Q And it was you and he were the primary presenters

in the presentations in Antigua?

A Yes.

A No, they did a tour of the bank. They did usually

activities during the day, but they were mostly accompanied

by thei r financial adv'isor.
page 116

Q And typically you two were the last people the

investors talked to before they made their investment

the bank president make any of those disclosures?

10

11

Is that based on conversations you had with Laura?

Yes, from the training.

Q

A

BY MR. EDMUNDSON:

Q Mr. Zarich, with respect to tier III bulk of the

assets at the bank, you don't know who knows where those

24

25

•
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13 the purchase process?

22 lot, but in the building.

23 Q In the year and a half you were there, how often do

24 you believe you saw Mr. stanford on-site conducting business?

25 A In the bank, five, six times.

Q In the year and a half that: you were there, how

often do you thi nk you saw hi m?

A Inside the building? I mean he was on the ·island a

17 Antigua?

You took trips with

Did you not?

Correct.

zari ch~ichae1_20090204. txt
Correct.

okay. Certainly no discussions about tier III?

Yes.

And in those discussions you had some conversationQ

A

A

Q

A

BY MR. EDMUNDSON:

Q Let me make sure I understand.

Mr. Davi sand Mr. pendergest to Europe.

and how this works and the nuts and bolts of the manager or a

about bank assets. Di d you not?

A Yes. Jim is not. I mean he's a very conceptual,

phil asaphi cal, so he would tal k about the hi story of stanford

15

16

17

18

19

20

21

22

23

24

25

Rarely.

Yes.

BY MR. EDMUNDSON:

How often did Allen Stanford visit the bank in

zari ch-Mi chae '_20090204. txt

Was the visit to Antigua typically the last step in

Q

A

Q

A

12

14

15

16

18

19

20

21

•

14 about the bank's assets?

twice a quarter.

Q Did you ever have any discussions with Mr. Stanford

about the bank's assets?

13 Q I just have one last: thing on this. While you were

14 in Antigua as a senior investment officer, what was your

15 underst:anding of who you knew were the tier III assets were

16 invested?

A Yes.

Jim and Allen.

BY MR. EDMUNDSON:
page 118

A

BY MR. KING:

A No.

BY MR. KELTNER:

Q And, in fact, when he tal ked to the fi nanci a1

advi sors, you were asked to the 1eave the room, about the

detai 1s of the investment?

hedge fund.

Q So the details how the assets were actually

invested. Those types of discussions you didn't have with

Mr. Davis?

10

11

12

17

18

Yes.

Okay. So no detailed conversat:ions wit:h Mr. Davis

page 117

No.

A little more frequently, probab.ly about once or

A handful?

Yeah, a handful.

How often did you see Jim Davis physically at the

BY MR. KELTNER:

would your answer be the same for Mr. Davis?

A

A

Q

Q

A

Q

Q

A

4 bank?

10

11

12

13

•
19

20

21

22

23

24

Q

A

Q

A

Q

zari ch-Mi chae1_20090204. txt

What is the basis of your understanding?

That's what I was told.

By whom?

Laura.

BY MR. KELTNER:

And so Laura in the course of these hours of

22

23

24

25

zari ch_Mi chae 1(S2EO~9EOx2hOit·i~x~0. 15 was marked for

i denti fi cati on.)

MR. KELTNER: Just kind of closing out the loop on

some of the Antigua documents, I'm going to hand you a

25 preparation that you did, the training that you did before

you went to Antigua, she never volunteered. Did she know

where the ti er III money was?

A Correct, yes. she never volunteered. I don't know

if she knows.

document that I've marked as Exhibit 15. It's entitled,

"stanford International Bank, Limited." The first sentence

talks about a visit to 51BL and STel, the client.

(The witness exami ned the document.)

BY MR . KELTNER:

Q And the second page is entitled, "visit request,

SIBL guidelines, October 2004."

BY MR. KING:

Q Were investors told that Robert Allen stanford and

Jim Davis were the only people who knew where the tier III

page 119

assets we were investing?

A Not that I know of.

Q Did you mention to them that Mr. stanford did not

routinely take profits out of the bank?

Is the primary qualification for a visit to the

Yes.

So those are one of two ways to get your free trip

Yes.

Yes.

Q

A

A

Q

A

to Antigua?

A Yes, I believe it was paid for by stanford.
page 120

Q Can you tell me what Exhi bi t 15 is?

A This looks to be the protocol for requesting trips

to the bank to financial advisors for bringing client

prospects to the bank.

Q Okay. So would this be a document that would be

given to the financial advisors so they know what the rules

of radar, what kind of a protocol?

Q So either a current client with $5 million in COs

or a prospective client looking to invest $5 million?

A Yes.

18 bank $5 million?

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

Yes.

I'm sorry. I did, yes.

You di d?

A

Q

A

A Yes.

Q That was part of the presentation?

A I guess that sound byte, I obvi ous1y don't know for

a fact but that's what I've been told, yes.

BY MR. EDMUNDSON:

Q Did you have reason to tell prospective clients

that Mr. stanford was the sole shareholder of the bank?

10

11

12

13

14

15

16

17

18

19

20

21

•
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Zari ch-Mi chae1_20090204. txt

15 purpose, and why di d you want just one group there at any

16 given time?

not scheduling overlapping trips? Or maybe it was back in

10 the Q and A. I can't remember. "Because the experience has

11 to be unique, we will generally not allow more than one set

Q okay. And typi call y how do those folks 1eave, the

big investors? How do they get there?

A On one of the private jets, stanford's.

Q And who were they accompani ed by?

A Almost always the financial advisor, and there are

typically groups, husband and wife, maybe Some friends of

thei rs.

zari ch_Mi chae1_20090204. txt
They would do like lunch at the Sticky wicket,

BY MR. KELTNER:

So typically with these folks flying in on a

week day.

How long were they usually there?

THE WITNESS: I don't think so. But I don't know

Q

Q

A

A

typically, after the presentation in the morning. And then I

think it varies. Some people want to golf and snorkel, and

they would do like a tour of the island and then go back to

their hotels and do the other restaurant, the five star

restaurant. The Pavilion would be kind of the final night

and Juan and I would be at that dinner, kind of under any

other questions. And it was almost always social at that

point.

MR. KING: Was that a common practice or commercial

A I thi nk two ni ghts .

Q okay, so they would get their tour, and wining and

dining, and maybe the following day would they have their

meeti ngs at the bank?

A Get in usually in the afternoon, kind of go down,

get checked in. I think they're kind of on their own that

first night. Business at the bank, dressed in a suh and

tie, dressed up, come into the bank, presentation, lunch at

the sticky wicket and then the island tour and dinner at the

Pavilion and then out. so it's two nights; out like on a
page 122

13

18

19

20

21

22

23

24

25

14 for sure.

15

16

11 practice as you know in terms of selling CDs in the united

12 States?

10

17 weekend, or would they fly in during the week?

I thi nk I noted somethi ng in the gui de1i nes about

So was that part of the procedure? For what

Was the restaurant the one that stanford owns?

A couple.

Yes, what's it called, the "sticky wicket?"

page 121

Q

Q

A

Q

Q

of visitors at the bank at one given time."

A Yes.

A It was a production beyond the bank and the trips

were handl ed and coordi nated by Sasha Mercer and Natasha

Gonzalez. Freedom at the hangar, get "them to their hotel,

dinner, other activities, tour the island. See some of the

other stanford companies there. Visit the restaurant. Go to

the bank.

17

18

19

20

21

22

23

24

25

12

13

14

•

•
11 and all those types of things?

18 registered investment advisor at the Group, the R.A.

19 BY MR. EDMUNDSON:

Zari ch_Mi chae1_20090204. txt

wednesday -- in on a r-,onday afternoon, out on a wednesday.

Q okay, and again the primary hosts were you and the

bank presi dent?

A At the dinner at the Pavilion after that night of

the presentati on.

23 the auditors?

Just in the presentation format, I don't think; or

Do you know whether MS. Bates asked to review the

In connection with her due diligence trip, did you

I don't know.

Do you know whether or not she ever asked to meet

Yeah.

she never asked me.

Do you know whether or not she asked to meet with

A

Q

Q

Q

A

Q

Q

A

meet with her in connection with her due diligence?

Zari ch_Mi chae1_20090204. txt
A I do. I can say she used to take the financial

advisors, and then Eddie Rollins started "taking recruits down

there. And the financial advisors, as he took over the

broker-dealer, she took a group down that were more culprit

people as due diligence from stanford capital Management.

A At the bank?

24

25

21

22

20 assets of the bank?

19

10

11

12

13

14

15

16

17

18 at a dinner.

she was chief compliance officer over the

Do you know Jane Vance?

Yes.

BY MR. KING:

okay, and I assume there was staff to do the tours

Yes, sasha and Natasha.

Yes.

Did you meet with her in Antigua?

Approximately how many times?

Actually, my first trip there was with Jane. Jane

Who is she?

A

Q

Q

A

Q

A

A

Q

A

20

21

22

23

10

12

13

14

15

16

17

page 123

the due diligence "trip was?

24 used to go down with, I guess, new FAs for educational part

25 of their education at the bank.

Q While you were employed at the bank in Antigua,

approximately how many times did you observe Jane going down?

A A couple.

Q Did she make due diligence trips?

A Yes.

And I take it from your answers throughout the day
Page 124

Q

Do you know whether or not she was denied access to

information about the bank assets?

A That wouldn't surprise me, but I don't know if she

asked or was deni ed.

Q And do you know whether not she was deni ed access

to the auditor or to the regulators in connection with her

due di 1i gence at the bank?

A I don't know.

with the regulators?

A I don't know,

10

11

Do you have an understanding of what the nature ofQ
•
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12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

A Yes. Or correct.

Q And you never facilitated the meeting with the

regulators or the auditors?

Q And beyond Jane Bates, did you ever have an

occasion to meet with the other compliance officers for

stanford Group Company while you were in Antigua?

A Yes. Rhonda Leer. That might have been the same

THE WITNESS: Yes.

BY MR. EDMUNDSON:

Q I need to ask the same questions. with respect to

Mr. Young and Rhonda Lear, did you ever have a discussion

page 125

Q Is it your understanding that he would do that,

become more familiar with a company or to discharge his

responsibilities as a compliance officer?

A I would think, from a compliance officer's

standpoi nt, to get a feel from an affi 1i ated company that was

selling products in the U.s.

BY MR. KELTNER:

Q One document that I di dn' t necessari 1y want to make

a copy of, but I wanted to see if you could tell me what it

was, and then I could pull a copy of it if it's not clear to

you. There's a document in the materials that you produced

call ed a "Trai ni ng and Marketi ng Manual."

It's about a half inch thi ck, had a bunch of

procedures in there and things about the CD program, and s'ome

of the substantive material that we've talked about from the

PowerPoint slides, you know, how do you earn these returns

and answers to questions like that. Does that ring a bell?

Do you know how that was used or what came from it?
page 126

zari ch Mi chae1 20090204. txt
15 with them about th-e overall assets at the bank?

16 A Not: at a specific level, just again a broad

17 presentation.

18 Q And to your knowledge, were they provided access to

19 regulators or to the auditors in connection with any due

20 di 1 i gence they may have been do; n9 on the bank in Anti gua?

21 A Not: to my knowl edge; they were not.

22 Q Do you have an understanding as to why Mr. Young

23 would visit the bank?

24 A I just think to get educated, to see it, to meet

25 the president.

10

11

12

13

14

15

16

17

18

Correct.A

trip. Rhonda Leer, who is now the compliance officer over

stanford capital Management. she is down there at the bank.

Q Anybody else?

A I don't remember anyone else. oh, no. It's

Ber.nie. I thin" he's the head of compliance guy now, and he

came down with one other guy. I want to say Madoff -

Bernie -- you guys know his name.

MR . KELTNER: The guy from the NASD?

MR. EDMUNDSON: Bernie Young.

MR. KELTNER: Bernie Young? Young? Is that it?

zari chJti chae1-20090204. txt

that you certainly did not walk her through the bank assets

while she was now on-site?

A only the presentation you've heard today is what:

she would have received from me.

Q And tha1: presentation would not include a detailed

breakout of the bank' 5 assets?

10

11

12

13

14

•
did a training program. He's in Miami. It's possible it's

that. He's more ABC'S kind of nuts and bolts product.

Zari ch.....Mi chae1_20090204. txt
22 just been around one of the first sales guys.

23 Q And so he would take that training manual and he
19

20

21

A

Zari ch--Mi chae1_20090204. txt

There may still be. There was. Oreste Tonarelli

24

25

would sit down with you at FA'S new financial advisors?

A Yes.
22 Q Yeah, but it looks fairly official.

23 A It's probably the training manual.

24 okay. And that manual is used toe train financial

25 advisors? Q And he would provide them with this information at

a high level and tell them what the CD is, how to sell it by

that.

Q And who is thi s gentl eman that gave the

presentation?

A oreste, O~r-e-s-t-e; Tonarelli, T as in Tom,

A Yes, sales assistants, financial advisors. If it's

what I think it is, it's more kind of like what the products

are. Yes, a little background on the bank and things like

How is it that you know about this?

It was just the program in place. I don't know if

is. This was before I was· SID, just knew about it.

Q

A

A I did not.

you gave us.

company.

A Yes.

Q okay. Did you sit in on any of those presentation

(SEC Exhibit No. 16 was marked for

i dentifi cation.)

MR. KELTNER: The entire document is about 514
page 128

A Yes.

Q Let~s talk a few minutes about and in a little more

detail about the portfolio tracking. You know, we talked

earlier today about how you got weekly reports?

A Yes.

MR . KELTNER: I'm goi ng to hand you a document that

I'm marking as Exhibit 16, so again I'll represent to you

that this is a document I printed out for the production that

it still

I mean I know the guy and tal ked to hi m.

Q okay. So you tal ked to hi m and you knew that's

generally what he did and what his role was?

materials?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Yes.

And, I guess, was he one of the leading sales guys?Q

A

Is that why he was in this role?

A Yes, leading, he's selling a lot of it and it's

page 127

o-n-a-r-e~l-l-i .

Q And who is he? Where does he fit in?

A He's a long-time advisor. He's been selling the

bank from the beginning of the 80s and somewhere along the

line took up training. And he at one time, I think had -- it

was standard for all the new employees to go down there -

nobody is selling it to his training facility in Miami and he

would do like a two-day beat-down on the bank.

okay. So he was a financial advisor out of the

Mi ami offi ce?

10

11

12

13

14

15

• 16

17

18

19

20

21
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21 Q Okay. And just so I'm on the same page in

22 understanding this, if you go to the right-hand side of the

23 page where you see current balance, kind of in the middle of

24 the page by itself, that 154 million 362 some odd thousand.

2S That's the sum total of the tier II assets as of this March

15 BY MR . KELTNER:

16 Q okay. So this first page that's entitled "weekly

17 Statement for March 15, '04," this appears to be a roll-up of

18 all the assets that are on the tabs that follow. Is that

19 generally what this is?

pages, so what I did was I took basically the first three

pages from each tab. So the fi rst page appears to be a

summary page entitled, "Stanford International Bank Weekly

Statement for March 15, 2004. t1

There's some more detail in that summary, and then

it looks like there are also summaries for subsequent:

periods, March 8, 2004. Then there's what appear to be pie

charts, and then eventually you're searching tabs for each

investment advi sor or at: 1east what I bel; eve to be each

10 investment advisor. So I'm going to hand you Exhibit 16 and

11 if you can confi rm for me what that ; 5 .

12 THE WITNESS: This is of course before r was SID,

13 but this is similar to what I would have received as my

14 weekly report you spoke of on tier II assets.

You asked about tier I. Tier II, you know, we'veA

II assets?

Jiryes.

got 2, 300 when I was there.

Q Okay. certainly not in the billions?

A certainly not.

Q So again, this first page appears to be a roll-up

of the subsequent pages. If you look through, I want to go

through some of the sub advisors with you real quickly, so go

to the first page that says "credit suisse."

A Yes.

Q Okay. so credit Suisse, First Boston CSFB, so is

thi s an advi sor that you are fami 1i ar wi th?

A Yes.

Q okay. Is this one of the ones you met with?

A Yes.

Q Okay. And where did you meet with them?

A London.

Q Okay. And so do you know who the London contact

was?

A I do. ziad, z-i -a-d; Jiryes, J-i -r-y-e-s; ziad

Q That's my understanding as well, and that's

consistent with what your understanding was when you were at

stanford in terms of the size of the portfolio. And before

did you tell me it ranged from what, 200 to 500 of the tier

15, 2004.
zari ch--Mi chae1_20090204. txt

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Yes.A20

•

•
Page 129

Q

account?

A

And was the actual, I guess, senior advisor on the

There was a team. There were others. He came to
Page 130
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Antigua as well, and I don't recollect -- Abbot, maybe -~

Mark Abbot?

Q In speaking with ziad, was he actually managing the

money or was he a re1ati onshi p guy? But you don't know how

he spoke. could you tell?

10 A Yeah, this team, just to say him, he would allocate

11 the money out to undermi ne managers.

12 Q Okay. And so looking at the following page,

13 there's a CSFB Credit suisse, First Boston, Brandeis; and,

14 the prior page is Credit suisse, First Boston Equity. What's

15 the distinction there?

16 A Brandeis is a money manager. Equity, I would think

17 might be individual positions.

18 Q And again, I just printed the first page for me. I

19 mean, is it your recollection you could look at some of the

20 detail and see kind of categories of investment and things

21 1i ke that?

some di scretZi~ni.ch-BMr~Cn~~eils_2iOs09~2~0~·e~x~anagerthat t S actua11 y

investing in securities if that makes sense.

10 Q Sure. So CSFB, they're getting a cut for advising

11 the bank on which funds they should be in, with which asset?

12 A okay.

13 Q So is that similar to a fund-to-funds where, you

14 know, CSFB is getting their whatever, their management fee.,

15 Do they also get a percentage of the Ops?

16 A oh, I don't think so, but I don't know. Their

17 performance fee, yes, it's almost a fund to funds.

18 Q It's a fund to fund to fund? Is that what you're

19 sayi ng?

20 A Yes.

22

23

A

Q

Yes, just kind of from a broad equity fixed~income.

what is Brandei s, di d you say? They're a money

21

22

23

24

25

Q Okay. I guess quickly looking at the CSFD equity

page, do you see the pie chart on the right-hand side?

A Yes.

Q So is this representing that this money is in 40

percent equities and 60 percent cash? Am I reading it right?

24 manager?

chicago, but it's also sold in Europe too.

Q okay. So this is an example of the bank, Credit

suisse, taking whatever from stanford, and here's some to

Brandeis. Here's some to you. So CSFB is kind of allocating

the fund out to subdivi sors?

A Yes, and ziad would go, I really like these

Brandeis guys. You should put money with them. So he had

page 131 page 132

Q And then on the following pages, Brandeis, it looks

like it's three percent cash and 97 percent diversified

investments. What is that?

A Brandei s would typi call y have/hold 50 stocks,

international compani es.

Q Okay. Why wouldn't that be in the equities bucket?

Is that different?

A That's why I think Brandeis is a diversified fund,

is a fund. I think the equities are actual individual

positions.

Yes.A

10

11

An international money manager, I think they're inA25

•
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17 don't really do separate accounts like we do here in the

18 states.

A Yes.

Q okay, and then I guess the fo 11 ow; n9 page. that' 5

CSFB bonds?

Toronto oomi ni on in Toronto?

And do you know who the advi sor was for that

I don't remember.

What ci ty was the offi ce in?

Toronto; they managed individual equities.

The following page, Coutts Bank, switzerland -- andQ

A Yes.

A

A

Q okay.

A

Q

that group?

21 account?

22

23

24

25

18

19

20

15

16 going through quickly.

17 Q T.O. Private asset management. Did you meet with

They

So are these bonds? It doesn't look like there's a

It's a fund, mutual fund.

okay. Like Magellan, or whatever?

Yeah, and that's how they're sold in Europe.

Q

Q

A

A

zari chJ1i chae'_20090204. txt

Q okay, so the diversified funds, for lack of a

better assertion?

19

20

21

22

12

13

14

15

16•
23 sub advisor here.

24

25

A

Q

These are individual bonds.

That CSFB has selected?
that's C-o-u-t-t-s -- did you meet with that group?

A Yes.

Q okay. Where di d you meet with the Coutts Bank

percent fixed income, nine percent cash, and 19 percent

diversifi ed?

Q okay, and then go; n9 to the next page, Lehman 143.

Are you fami 1i ar wi th that advi sor?

A I'm familiar with Lehman, but I don't know if 143

Q oi d anybody else from that team you can recall?

A I don't. He had a partner, but I don't recollect.

Q okay. The following page, "SG (CBG compagnie) in

care of Geneve," I'm guessing. We'll get you that spelling

afterwards.

A It's a Soc Gen -- Societe Generale.

Q Okay, that's helpful. So did you meet with the
page 134

•
10

11

12

13

14

is.

A

Q

A

Q

A

Q

A

Q

Yes.

okay, so looking at: the pie chart here, it's 72

It's probably a fund.

A fund of bonds. essent; a11 y?

Yeah, yep.

Sure. oi d you meet with the team from Lehman?

This could be a trading account. No. I did not.

okay. Do you know where they were located?

page 133

10

11

12

13

14

15

16

17

18

team?

A

Q

A

Q

A

Q

A

Geneva.

And who were the advisors on that account?

Peter Brooks. This is the July report.

And he was in Switzerl and?

Yes.

Okay, and did he travel Antigua?

He did. He did.

team from Soc Gen?

A I did.

Q okay. And who's that?

A Yes.

Q Who ran that group or who are you associated with

Baumgardner.

oi d you say guess?

Can you give me a name?

I believe it's Steven Richards; and, again, part of

And do you know the manager for Meri di an?

No. But I want to ·differentiate not a bank, but an
page 136

Yes, not Anti gua.

He's the pri mary?

I think he would be.

And di d you 1i ve in Geneva?

Q

A

Q

A

Q

A

Q

essentially a brokerage.

Q okay. Just continue down the path. Axia, on the

next page?

A Yes, Geneva, switzerland.

investment.

A That's a fund. I mean, that tells me it's a fund.

I think this is probably why it asks the question, who's SSM

in my role plan. But I do not know who they are. They

weren't in Europe; or at least I don't remember.

Q Okay. How about Meridian on the following page?

A I think Meridian is just an actual hedge fund.

Q Can we talk a little bit earlier about SSM Venture.

seeing this here, it looks like the position is around half a

million; and, I think it's listed as 100 percent diversified

A

the team.

A I Zta~'n~htMhie~h,~eel-r~OgO,9s0t2eO:e'dtxa~ a broker-dealer and

then also kind of an investment banking; and then their

broker-dealer sells the CD. And, you know, all the

regi strations are di fferent down there, but they're

Q okay.

A Not a bank but just a hedge fund.

22

23

24

25

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Yes, met wi th them, Geneva. I thi nk Rene

Yes.

What do they do as i de from manage the spa fund?

page 135

That is a stanford affiliate in Quito, Ecuador.

Yea, Baumgardner, B-a-u-m-g-e.

So the next page is stanford Group, Casa de

Geneva.

Zari ch~ichae1_20090204. txt

And did he travel to Antigua?

Blaise Friedli: B-l-a-i-s-e F-r-i-e-d-l-i.

And where did you m~et with Mr. Friedli?

A

Q

A

A

A

A

Q

A

A

Q

Q Okay.

A I think they were just doing bonds. Yes, 74.

Q 74 percent fixed income, so is that going to be in

latin American bonds, probably?

that group?

A ulysses, u-l-y-s-s-e-s ; Alvear, A~1~v-e-a-r.

Q okay. Again, that's a stanford affiliate?

He did not while I was senior manager.

we'll just do the same thing on the next page,

Medieval Int., S.A.

valores.

10

11

12

13

14

15

16

17

18

19

20

21

19

20

21

22

23

24

25

•
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R-a-p-i -e-r?

actual fund. So this is an example of where the money just

goes di rect to the manager, the fund manager.

Q Directly to the hedge fund manager?

19 zurich.

20 Q And then Refco?

21 A You know, I'm thinking Refco and Lehman are

22 custodians. I mean as the custodians, so this is probably

23 some decisions that were at Refco. I don't know who managed

24 them. It could be the commodity positions.

I don't know.

zari ch_Mi chae1_20090204. txt
BY MR. KING:

Mr. zari ch, when di d you take over as seni or

okay.

You know, it may coi nci de with the tri p to Europe.

(SEC Exhibit No. 17 was marked for

i denti fi cati on.)

So, I'm curious. Do you have any idea why they

Q

Q

Q

A

A

at as Exhibit 17. So, generally, what's Exhibit 17 at a high

Q okay.

A unless -- I really don't know.

Q I mean, it doesn't seem inconsistent with them

asking you to leave the room when they talk about live

account data.

A But I think there's documents to show I did receive

these legally, and I'll just get re-e-mails.

23 MR. KELTNER: Let's think for a minute about some

24 of these FSRC reports, where there's a document I'm looking

25

investment officer?

A officially it was January 1st of 2006.

Q How did Exhibit 16 come into your possession?

A oh, what we're 1ooki ng at, I'm thi nki ng from the

training. I mean, it's clearly dated.

BY MR. KELTNER:

11

12

13

14

15

16

17

18

19

20

21

22

10 would have given you your own data?
I don't know.

Yeah.

Yes.

Just continuing, Barbary coast, Rapier Partners,Q

A

A

A

Q okay. So were most of your meeti ngs in Geneva and

London then?

A Yes, and Zurich, but I don't know who we saw in

Q Banque Franck, B-a-n-q-u-e, F-r-a-n-c-k?

A Yeah, thi sis one of the meeti ngs. I met the guy,

I think, in a hotel. I don't remember his name, like a

handshake, and I was excused and the meeting went on. So I

di dn' t go to thei r offi ce, and I don't remember hi s name.

It's in Geneva.

Q Geneva?

10

11

12

13

14

15

16

17

18

•

25 MR . KELTNER: okay.
level?

•
page 137

THE WITNESS: It'S the FSRC quarterly report,

Financial services Regulatory Commission. It consists of

asset information from the bank. I believe it has client
Page 138

21 equity, how much we have here and here.

Zarich-.Mi chae'_20090204. txt
goes into thi s report.

Q okay. So what do you get from Jim that shows you

10 tier III?

A I get nothi ng, but what I thi nk the anal ysts get,

for Fred or Laura, is probably just the asset allocation,

probably just equity funds, cash, whatever they ask for.

Q okay. But you never see an e-mail or a document that

comes from Jim Davis. You just know that you're waiting for

Jim Davis to provide the information so you can finalize the

report?

A Yes.

Q okay. And why is it you assigned Jim to that as

opposed to Laura? Had you heard that and you heard we're

waiting for Jim to give us the--

A oh, r've heard it, yes.

Q okay. So that typi call y one of the 1ast steps was

getting the number from Jim Davis?

10

11

12

13

14

15

16

17

18

19

20

22

zari ch_Mi chae1_20090204. txt

information as it deposit times, country of origin, types of

CDs that are invested in. This report is what would be

submitted quarterly to the regulatory body.

BY MR. KELTNER:

Q okay. How does this report makes it way to the

regul atory body?

A It'S my impression that Juan Rodriguez kind of

coordinates a quarterback's process, various departments,

such as the investment team, which supply information on

assets. I'm sure his operation team supplies information on

the clients. Maybe there's a tier I cash. And then I

believe he memorializes it and sends it to the FSRC, and then

I recei ve a copy when it' s all done from Moi ra.

okay. Why do you get it?

A You know, again, for me I like to look at how we're

allocated so I can speak intelligently on how much we have in

okay.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25 A Yes.

by the time you got the tier III numbers?

A Yes, I think. I mean yes, I would say.

Q okay, so the ti er II numbers waul d have come from

the Memphis team and would have been placed at the end of the

report, and then you're just: waiting for the tier III

numbers?•

23 A And, I know, also the client information is

24 helpful. Where are your clients from? You know, technical

25 agents come up as well.

Q Okay. The data on investments that ends up in the

F5RC report, did you play any role in pulling that together?

A I did a few that towards my last few quarters in

Antigua, a substantial team would come from Memphis and look

at all the statements for tier II, all the managers, and kind

of reconcile everything into the spreadsheet, wait for Jim

Davis to put tier III together, and that entire piece then

Page 139

10

11

Q

A

Q

A

okay. So were the tier II numbers already compiled

Yes.

And those would have come from Jim Davis?

Yes. sorry, yes.

And these quarterly reports, they were submitted as
page 140
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A Yes.

audit, they examine?

10 what they call it.

11 BY MR. EDMUNDSON:

Yes.

I suppose at some level it is a formality, but wasQ

A

A No, he would have to submit something in this

format, because that's what they requested.
page 142
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Q On the FRSC si de?

A Yes. We talked earlier. I believe Jim Davis met

with them separate, outside the bank on the investment side.

r mean maybe. maybe not.

Q Were these quarterly reports at the FSRC viewed by

23 it viewed as a rigorous exercise?

24 A I would say yes. The times I worked on the asset

25 side it was tough going through, getting the positions, going

21

22

20 bank employees as a formality?

17

18

through all the statements. I thi nk they wanted it by

country and currency. so, yeah, it took a good like eight of

us a solid week to put that together.

Q Do you recall whether or not the FSRC ever had any

follow-up questions to a quarterly report?

A I don't know of any.

BY MR. KELTNER:

Q And, excuse me. I think we talked about this a

little before, but just to be sure I'm clear on it, did the

10 FSRC ever receive or ask to receive the actual securities

11 positions?

12 A Yeah, I don' t know. They never asked me, and I'm

13 not sure if they asked.

14 Q okay. And as you told us, the tier III data that

15 you provided was the high level allocations from your datas.

16 Correct?

15

16

17

18

19

A lot of thoseI \hink it's friendly, cordial.

Yes.

what was the bank's relationship with FSRC?

And then at the end of '06. you know. was there

A

A

Q

Q

guys have been there for a while.

page 141

annual audit in early 'on

Q okay.

A That's a good question. I think that annual audit

is more of a questionnaire. I mean it's still this, and I

just think there's more information, more specific

information leading up to an on-site examination.

Q I guess that may be an important di sti ncti on. I

think in the Q and A I saw some reference to the FSRC doesn't

Q okay. what's that?

A I think that's just banking terminology. It's not

an audit. It's an examination.

Q Okay. Why was that di sti ncti on important? why di d

it find its way into the Q and A?

A Maybe just the vernacular of audits, kind of more

negative, maybe. Or maybe it's because it is an examination,

Zari ch.-M; chae'_20090204. txt

part of the normal course of regulation from the FSRC? In

other words, they weren't part of the special audit. It was

regular quarterly reports?

A Yes.

12

13

14

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

•
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Q currency, country, as far as actual securities

positions, did FSRC ever ask for or receive those?

A I don't know.

MR. KELTNER: I'm handing you one more document

related to this that I'm marking as Exhibit 19; and, I think

it may be the document request that you referred to a minute

19

20

21

22

23

24

Q

A

Q

To your knowl edge di d they?

To my knowledge I don't know.

But what?

22

23

24

25

A
zari chJ1i chae1_20090204. txt

Yes.

25 MR. CRAINE: That was no.

19 or exam?

(SEC Exhibit No. 18 was marked for

identification. )

MR. KELTNER: Another FSRC outside exam related

document, I'm handing you a document that I marked as Exhibit

18, and it says, "Financial services Regulatory Commission

On-site Examination," and it appears to be an outline, roman

numerals on the left~hand side.

(The wi tness exami ned the document.)

BY MR . KELTNER:

Q Do you recognize Exhibit 18?

A This would be from the on-site examination. This

is what they'd be requesting in advance. I think I probably

took a summary from the questionnaire and put it into an

outline.

Q okay, so this is maybe something you compiled as a

summary of what you needed to go get for the FSRC about it?

A Yes.

Q And would this be in connection with the '06 audit

BY MR. EDMUNDSON:

I don't know that we've covered this, but was Laura

No.

Was Jim Davis a bank employee?

I mean, board of director, but I guess not.
page 144

Q

A

Q

A

requests onto the team in Memphis?

A Yes, Laura, I would assume, this is Laura and Jim.

a bank employee?

BY MR. KELTNER:

Q okay. The handwriting on the second page, the list

of requested documentation and information. Is that your

notation, or whose is that?

A That is not. I don't know if that's a priority,

ago that you may have summarized.

(SEC Exhibit No. 19 was marked for

i denti fi cation.)

THE WITNESS: Correct. This is a letter to the

president, Juan Rodriguez, announcing the examination and

what they were looking for. Juan would have given me my

areas, and then I would have probably sent this to Laura and

Jim in outline form.

18

19

20

21

22

23

24

25

14 or, well I guess they're just numbe red. That is not mi ne.

15 Q But you think this Exhibit 19 is likely what you

16 were given by the bank president, and then you take it,

17 summarize it, figure out what you needed, and forwarded those

10

11

12

13

Page 143

I think it was '07. '06, excuse me, '06.

Year-end '06 taking place in early '077Q

A20

21

10

11

12

13

14

15

16

17

18•
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Q How about: A11 en stanford?

zari Ch_Mi chae'_20090204. txt

13 through tier I?

A chai rman. chai rman of the board.

Q You're sending the FSRCS. requests for information

about the bank, to Laura, who is not a bank employee. Why?

A Because she was on the investment committee.
BY MR. KELTNER:

Yeah.

This note 12 on page 36, "Financial Assets at Fair

This one?

Can you tell me what Exhibit 20 is?

That's a picture of Seth on the inside cover?

We talked about him Friday.

okay. I think we saw a picture of you in 'OS? Is

Q

Q

Q

Q

A

Q

A

A Yeah, I was in there.

Q veah, I don't think we've got a lot of time to get

through this in detail, but if you go to page 36?

A Yeah.

A It'S the stanford International Bank Annual Report,

although it's from 2006. By the way, that's Seth Hair. vou

haven't met him yet.

24 value, II I take it that represents the investment portfolio

25 for stanford International Bank?

A Correct.

zari ch.-Mi chae1_20090204. txt
of money was put into the bank, I should see it flowing

through tier I, if I gained access to tier I?

A oh, yes, fair to say.

MR. KELTNER: Real quickly, I'm going to hand you a

document that I'm marking as Exhibit 20.

(SEC Exhi bit No. 20 was marked for

i denti fi cation.)

17

18

19

20

21

22

23

10

11

12

13

14

15

16 that correct?

No exceptions?

Yes.

Okay.

Yes.

So it wouldn't matter how large the investment was?

Correct.

The protocol was it would all flow through tier I.

Correct.

So for example, if earlier this year a large amount

Q

Q

Q

Q

A

A

A

A

Q

BY MR. KING:

Q While he's looking for the next document, does each

time an investor purchase a CD, does that money travel

A Yes. so I' m send; n9 asset:- related i nformat; on from

the examination requests to her because she's a member of the

; nvestment camm; ttee.

A I don't think so. I'm almost certain, because the

wi re woul d go to one of those banks.

Q Okay, and that's known as the treasury of tier I,

20

21

22

23

24

25

14

15

16

17

18

19 ri ght?

10

11

12

•

•
page 145

Q So the break-out here: equity, fixed-income,

fiduciary alternatives, precious metals; so these are the

asset c1 asses that the bank was at at year~end 2006?
page 146

11 company.

17 equity funds, is that going to fall in the alternative

18 category?

Q okay. And so the re' s not goi n9 to be, you know,

marketable, trading securities like securities in a public

Q Okay. So you see alternative of what, 317 million,

roughly?

No. I don't think so.

zari ch_Mi chae1_20090204. txt
Hm~hmm.

MR. KELTNER: okay. Obviously, you told us this is

A

A

any si gni fi cance.

Q In the income chart that's very similar to this, a

few pages ahead, they call it equities versus equity, and we

just want to make sure there wasn't any distinction. It

THE WITNESS: Yes.

BY MR . KELTNER:

Q okay. And I think we found a copy of perhaps this

year or maybe some other years in the stuff you produced to

25 us?

21

22

23

24

10

11

12 didn't seem like there should be, but I don't know if there

19 a copy of the stanford International Bank 2006 annual report.

20 correct?

18

13

14

15 MR. CRAINE: Hey, Tom, I can't let you go further.

16 I'm going to have to object. Do you think you can lay a

17 foundation to this document?

I just want to make sure

Yes.

Yes.

Yes.

zari ch_Mi chae1_20090204. txt

At year-end '06. And that's where you would find

Okay.

So securities and equities securities in the

Okay. So if you've got hedge funds or private

A

Q

Q

Q

A

A Yes.

A

A

Q okay. What was equity?

we're allan the same page.

A stocks.

19

20

21

22

23

14 company?

10

15

16

12

13

24 all the hedge fund and private equity investments?

Q okay, so equiti es are what they say they are,

right? I mean it's the common use of the term, "stock," in a

public company?

A Yes. Yes.

A Ah-hah.

How would you receive a copy of the annual report?

A Well, bound copy; that would probably be the first

And then I think it's on the bank's site.

•
25 A Correct.

Q okay. who prepares the annual report?

internally does?

A Prepares the financials?

who

Page 147

by is in the pie chart below or in this case a circle chart.

Do you see the equity at 57.4 percent?

Q Yes.

10 investment side, Jim, laura, probably in conjunction with Gil

11 lopez from stanford Financial Group accounting.
page 148

I mean it's the same kind as the FSRC with theA
Okay. One of the things we were a little confusedQ
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22 reports?

23 THE WITNESS: None.

24 BY MR • KELTNER:

19 stanford?

maybe. underZ~\Ch~dec;.aei-2dOoOn9,ot20k~'o~X~hY I know that they t re

involved as they were, but I think it makes sense, because

they were the accountants for the whole fi rm.

Q okay. For stanford Financial Group globally?

A Yeah.

Q Who di d they work for?•
12

13

14

15

16

17

18

20

21

Q

A

Q

A

Q

A

Q

A

zarich~;chael_20090204. txt

where is Gil Lopez out of?

He is in Houston.

He's in Houston?

Yes.

And ; s he an employee of stanford Fi nanci a1 Group?

Yes.

okay, and as far as you know. is he sti 11 at

Yes.

MR. KING: what was your role in preparing annual

15

16

17

18

19

20

21

22

23 know?

24

25

A

Q

A

Q

Jim.

okay. Was there an entity they worked for? Do you

stanford Fi nand a1 Group. Is that what you mean?

Yeah.

A
25 Q Okay. How do you know what the process was? Was

Yeah.

BY MR. KING:

Q So how do you know, looking at page 36 of Exhibit

20 that equity there means stock?

A I mean I don't know, because I don't know for sure.

Q That I s what it means to--

A That's what it means to be in--

Q say that again for Terry. So that on what basis

are you testifying that equity means stock on page 36 of

10 Exhi bi t 20?

11 A My knowledge of the business.

12 MR. KELTNER: So commonsense to a degree?

•

there, you know, was there a working group? Were there

e-mails that went out? It'S time to prepare the annual

report, things like that?

A I vaguely remember. It's a topic, but I don't

remember specifics.

Q But is it fair to say the only people with access

to the i nformati on necessari 1y to compi 1e the annual report,

and particularly on the asset side or the team in Memphis,

Jim Davis and Mr. stanford?

10 A Right, and you would probably get treasury in there

11 and then accounti ng, because when you get into the management

12 fees, Tracy and all those, would be done out of Houston. And

13 I also worked with Gil Lopez's Mark Khurdt. I know he worked

14 in -- K-h-u-r-d-t, I think -- he worked under, or still does

page 149

13

14

15

16

17

18

THE WITNESS: Yes.

BY MR. KELTNER:

Q were references in the Q and A documents to pie

charts? Yeah, I think there was one saying, you know, I'm

having trouble reconciling the pie chart to something or

other. The pie charts that were referenced in the Q and A,
page 150

22 Q Okay, so the information that was given to

23 prospective CD purchasers and CD clients, that would have

24 come from the quarterly and annual reports, most likely?

zari ch_Mi chae1_20090204. txt

are those the pie charts that end up in the quarterly reports

and the annual report?

grounds, b1 eZa~hiecrhs-,M~C:oaer~s2tO~u9rO;nOt~' ,txa~ ath1eti c cl ub. I

know he owns an island called Maiden Island off of Antigua,

and he might have some other raw land holdings on the island.

19

20

21 A Yes.

22

23

24

25 Q So is the personal residence there?

25 A Yes.
A

Q

Yes.

Does Mr. Davis have a personal residence there?

15 assets did not include purchasing?

21 He's got a publishing, printing, newspaper. He owns cricket

page 151

criteria.

10 Are you asking where I think it should be? Because

11 I don't thi nk they own any hard real estate, but if they di d

12 own actual real estate, I would guess they'd have it in as

13 alternatives.

19 there?

Low teens, low to mid-teens. I don't remember.
page 152

I don't know.

Do you know who owns the bank building. You think

No.

Yeah. Or is company.

Yes.

Do you know tha-r with certainty?

He di d, yes.

Does Ms. Pendergest have a personal residence

A

Q

A

Q

A

A

Q

A

A

Q Do you know whether or not the bank owns any other

real estate holdings outside of Antigua?

A I don't know.

Did tier II perform while you were a senior

there?

A No. Jim's maybe Allen's. I know he had a house.

I don't know if he actually owned it. It could be. I mean I

1i ved in one of probably two dozen houses he owns.

Q He being Allen?

25

24 investment offi cer?

11 Q My question related to Allen. My ques-rion now

12 re1ates to the bank. Do you know of the bank's real estate

13 holdings in Antigua?

17

18

19

20

21

22

23

16 that's Mr. stanford?

10

14

15

I believe he owns all his buildings, the bank.

Your understanding is the bank's portfolio and

A

Q

BY MR. EDMUNDSON:

Q What is real estate holdings in that pie chart?

A Some would say alternatives. You mean as in those

REITs and stuff? probably alternatives. I think it should

be its own asset class. You mean hard real estate, like a

pi ece of property?

Yeah, hard real estate, not a securities

investment; hard real estate that would fit within that

A That's cor reet .

Q Can you tell me what ki nd of real estate ho1di ngs

Mr. stanford had on the island of Antigua while you were down

20

14

16

17

18•
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Zari chJ1i chae'_20090204. txt

11 guess it was 10-1/2 or somethi ng, and a decent market. It

12 wasn't 15.71.

13 MR. CRAINE: You've got about 20 more mi nutes.

14 Let's sti ck to the questi ons.

15 MR. KELTNER: I just want to identify a couple of

16 things that were in your production.

17 (SEC Exhibit No. 21 was marked for

don't recollect:.

zari chJ1i chae'_20090204. txt
Yes.

(SEC Exhibit: No. 22 was marked for

i dent; fi cat; on.)

BY MR. KELTNER:

Yes, it may be the SIBL website.

okay, and this is the bio. You would have written

It'S speaking in the present tense about you being

Yes.

Did he from time to time send you periodic reports

Yes.

Do you know Ken weedon?

Yes.

BY MR. KING:

who was he?

He's in charge of the analysts in Memphis. He's

Can you tell me what Exhibit 22 is?

It looks like my bie.

okay. and what I 5 the purpose of thi 5 document?

It might have been for a website maybe, would be my

Q

A

A

A

A

Q

A

Q

Q

Q

Q

A

A

A

guess.

thei r di rect: report:.

Q Does he participate in the preparation of reports

24

25

23 for Laura, do you know?

11 the seni or investment 1evel?

10 Q

15

16

17

18

19

20

21

22

14 thi s bio?

12

13

BY MR. KELTNER:

Can you tell me what Exhibit: 21 is?

That's my resume.

Okay. Did you prepare Exhibit 21?

i dentifi cation.)

okay. And you produced it to us as part of your

Yes.

Q

Q

A

Q

A

Q How did that compare to the overall return on

investment for the bank's portfolio?

A I think stated returns '06 were slightly under 11

percent of the annual return, and I don't know about '07.

Q So at least your time in Antigua, tier II out

performs ti er III?

A Yes, I believe so; well, only because of the final

number. It'S only a weighted average of a small sliver of

the whi 1e thi ng. And it wasn I t an unbe1 i evab1e return. I

18

19

20

21

22

23

24

10

•

•
25 producti on?

Page 153

of tier II assets while you were in Antigua?

A I don't think so. I mean, because they got mostly

Fred Palmliden was in charge of that. I mean it's possible

in Fred's absence. I mi ght have gotten a report from someone
page 154

zari ch_Mi chae1_20090204. txt

11 A Yes, he's Laura' s brother-i n-l aw. I mean, I don t'

12 know. I think he was an attorney, if I remember correctly.

13 You know, then joined, I don't know, seven, eight years ago,

14 maybe.

15 MR. KELTNER: Let's go off the record. We'll take

16 a break for two mi nutes. Then we'll come back and get you

17 out of here.

else.

(A brief recess was taken.)

MR. KELTNER: we'll go back on the record for just

a few mi nutes .

zari ch_Mi chae1_20090204. txt
I understand that maybe a number of the analysts

Okay. Quite a few folks from Baldwin or Tupelo?

Tupelo, Baldwin, Northern Mississippi.

where did Laura go to school. Do you know?

Mississippi State.

okay, and di d she get her masters from there as

Q

Q

Q

A

A Yes, there's some others. I don't know, maybe

Angie, Jimmy Haley. Maybe not so much church, but it's a

A I'm sorry. Her masters from Mississippi state; her

undergrad from some private college in Mississippi, a

women's-only college, I think.

MR . KELTNER: Kevi n, what's the name of that?

MR. EDMUNDSON: Mississippi Women's college, or

21

22

23

24

25

18 A

19 Q

20 well?

15

16

17

12

13

have that connection. Is that true? Are you familiar with

10 other analysts that have that same relationship through the

11 Baldwin church?

14 small town.

Just a kind of general question we haven't talked

BY MR . KELTNER:

Q

Q Do you have an understanding as to how Ken joined

the company?

A I don't understand. I mean--

Q Did he have a supplier relationship with Mr. Davis

before joining the staff?

18

19

20

21

22

10

23 about today. what is Laura's history. What's her background

24 pre~Stanford? Do you know what her qualifications are?

page 155

I know she has a master's in mathemati cs. I'm not sure about

her undergrad. she's known Jim Davis for quite some time.

Okay.

A Through thei r church.

Q So she's a friend of Jim's through his church in

Baldwin, Mississippi?

A Yes.

THE WITNESS: Yes.

BY MR . KELTNER:

Q And those are the FAs employed by stanford Group

Yes.

okay. And was that the primary or only conduit for
page 156

A

Q

company?

somethi ng 1 i ke that.

THE WITNESS: Yes, the 'w,' they call it the 'W'.

MR . KELTNER: okay.

MR. EDMUNDSON: Di d the FAs at Stanford Group

company sell CDs in the united States?

10

11

professionally, I think it might be her first job.A25

•
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14 MR. KELTNER: I think that's all we've got for now,

15 and hopefully we won't need to talk to you again. You know,

16 it's always possible we will need to follow-up on some

17 things. If we do, we'll contact Patrick. We do always want

18 to give you the opportunity. If there's anything you want to

19 correct, any additional information to provide, we'll give

20 you an opportunity to do so now on the record; and, if

21 there's anything else that comes to mind later, let us know.

22 THE WITNESS: I think I've said enough.

23 MR. KELTNER: We're off the record.

zari ch-.Mi chae1_20090204. txt
15 been compared to the reporting or recording accomplished at

16 the heari ng.

17

18

19

20•
12

13

Zari ch--Mi chae1_20090204. txt

selling CDs in the U.S.?

A Yes, as far as I know.

21 (proofreader's Name)

22

23

24

25

(Date)

•

•

24 (Whereupon, at 2:53 p.m., the examination was

25 concluded.)

PROOFREADER' 5 CERTIFICATE

In the Matter of: STANFORD GROUP COMPANY

Witness: Michael zarich

File Number: FW-2973

Date: wednesday, February 4, 2009

Location: Fort worth, Texas 76102

10 This is to certify that I, Donna Raya, (the

11 undersi gned) , do hereby swear and affi rm that the attached

12 proceedings before the u.s. securities and Exchange

13 commission were held according to the record and that this is

14 the original, complete, true and accurate transcript that has

page 157 Page 158
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EXAMINATION
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EXHIBITS:

23

24

25

10

11 26

12

13 27

14 28

15

16

17

18

19

20

21

22

23

24

25

DESCRIPTION

SEC Form 1662

subpoena

stanford International Bank limited

investment committee document

stanford International private

banking document

Monthly report

stanford International Bank

quarterly report

IDENTIFIED

26

70

86

134

pendergest-Holt_Laura......20090210. txt
Exchange commi ss i on. Thi sis an i nvesti gati on by the

united States securities and Exchange commission in

10 the Matter of stanford Group company, Matter No.

11 FW-2973, to determi ne whether there have been certai n

12 violations of certain provision of the federal

13 securities law.

14 However, the facts developed in this

lS investigation might constitute violations of other

16 U.S., federal or state, civil or criminal laws. Your

17 testimony today has been subpoenaed as part of the

18 formal i nvesti gati on.

19 Ms. Holt, if you would, please raise

20 your ri ght hand.

21 whereupon,

22 LAURA HOLT

23 called as a witness and, having been first duly sworn,

24 exami ned and testi fi ed as fo11 ows:

25 EXAMINATION

BY MR. KING:

10 MR. SJOBLOM: Sure. My name is Thomas sjoblom with

11 the law firm proskauer, Rose, representing the company.
page 4

And, MS. Holt ,are you represented by counselQ

I am.

MR. KING: If counsel would make an appearance for

the record, please.

today?

A

Q And if you would, please, state and spell your name

for the record?

A Laura Holt, L-a-u-r-a. Last name Holt, H-o-l-t.
PROCEEDINGS

page 3

MR. KING: We are on the record at 1:10.

Reece.

Today is February, 10th, 2009. I am Michael King, and

with me are Tom Keltner, Kevin Edmundson and David

For the purposes of today's proceeding,

we are officers of the united States securities and

•
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•
pendergest-Holt_Laura....20090210. txt

12 Mr. Ki ng. before we start, may I make a few

13 statements? First of all, has there been a criminal referral

14 in this matter?

15 MR. KING: Mr. sjoblom, I think your client -- you

16 and your client were provided with SEC Form 1662. SEC Form

17 1662, which your client has in front of her, lays out routine

18 uses of information provided to the commission.

19 I am not at liberty as an officer of the united

20 States Securities and Exchange commission from discussing

21 other than wnat -- the information included in SEC Form 1662.

22 MR. SJOBLOM: currently, are you working together

23 with the United States Attorneys office in the Northern

24 District of Texas or any other united States Attorneys

Pendergest-Holt_Laura-2009021O. txt
15 to seek to elicit today.

16 Finally, I would just say that, together with Mr.

17 Edmundson, we have agreed this morning that in as much as

18 Mrs. Holt's testimony undoubtedly will refer to banking

19 information, account informa"tion, portfolio information and,

20 therefore, implicate the documents of the bank, which are

21 subject to bank secrecy under Antigua law, we have agreed

22 there will not be a waiver of that issue and that

23 confidentiality, even though Mrs. Holt is going to testify to

24 those questions. So I'd reserve all of those objections as

25 we move forward and have them on the record. Thank you.

25 office?

MR. KING: Mr. sjoblom, I just referred you to SEC

Form 1662.

MR. EDMUNDSON: Just so we' reclear, Mr. sjoblom,

do you represent the witness here today?

MR. SJOBLOM: I represent the company stanford

Financial Group and affiliated companies.

MR. KING: And do you represent anybody else in

connection with this matter?

MR. SJOBLOM: I represent the companies is who I

13 understanding is.

14 MR. EDMUNDSON: Just so we're clear. As I

15 understand your· statement, you do not, as far as you're

•

MR. SJOBLOM: Okay. Next, before you start asking

questions, as we've discussed with Mr. Edmundson previously

and with many of your predecessors going back four or five

years, there's certainly an issue here whether or not the

certificates of deposit are securities. So I have an

objection to the purported jurisdiction of the SEC over this

instrument.

10 secondly, it's my view that the bank is located --

II that's stanford International Bank -- is located outside the

12 jurisdiction of the united States and there is no

13 jurisdiction by the SEC over that bank and its product lines

14 and, hence, over the information that, 1 ' m sure, you're going

page 5

10

11

12

16

17

18

represent.

MR. KELTNER: Does that include the bank?

MR. SJOBLOM: Not that I -- Not my understanding.

My understanding, I represent stanford Financial Group and

affiliated entities inside the United States. That's what my

concerned, represent the witness here today?

MR. SJOBLOM: I represent her insofar as she is an

officer or director of one of the Stanford affiliated
Page 6

pendergest-Holt_Laura-20090210. txt

19 compani es.

pendergest-Holt_Laura-20090210. txt
22 Exhibit 23?

20

21

22

23

Q

A

Q

BY MR. EDMUNDSON:

Ms. Holt, are you ready to proceed?

Yes.

Okay. Would you like to have personal

23

24

25

A I have received it.

(SEC Exhi bi t No. 24 was marked for

i denti fi cation.)

24 representation of counsel before proceeding?

25 A No.
BY MR. KING:

Q Ms. Holt, I'm also going to hand you now what's

been marked as Exhibit 24. I'll represent to you that it is

Exhibit 24 asks that you not only appear today, but

A

Q

A Yes.

Yes.

-- issued by the SEC to you. Is that the -- Is

Exhibit 24 the subpoena that you are appearing here pursuant

a copy of a subpoena --

to today?

King. perhaps insofar as -- through other regulators

documents have been obtai ned, ceased, produced that may be

available to the commission currently or through some future
page 8

also produce certain documents to the SEC, correct?

A That's correct.

Q What, if any, search did you engage in in response

to receiving Exhibit 24?

A I have revi ewed documents and -- but under the

regulations of Antigua law have not made those available

Q Did you bring any documents with you today?

23

24

25

10

11

12

13

14

15

16

17

18 A No.

19 Q To your knowl edge, are any of the documents

20 revi ewed, have they been produced to the SEC?

21 A To my knowledge, no.

22 MR. SJOBLOM: well, let me just interject, Mr.

MR. SJOBLOM: What is this?

MR. KING: This is SEC Form 1662.

(SEC Exhibit No. 23 was marked for

i denti fi cati on.)

Thank you.

BY MR. KING:

Ms. Holt, as we discussed before we began, you were

Q

Q

then.

4 provided with a copy of the formal order of investigation in

this case, and I think that document is sitting in front of

your counsel right now.

A okay.

Q It will be available to you throughout the day. If

at any point you need to refer to it, please feel free to do

so. The same goes for SEC Form 1662, which is sitting in

front of you now. I think it was previously marked as

Exhibit 1, if I'm not mistaken.

Okay. Let's go ahead and mark it as an exhibit

BY MR. KING:

Q I'm going to mark it Exhibit 23. For purpose of

the record, Ms. Holt, will you acknowledge your receipt of

page 7

10

11

12

13

14

15

• 16

17

18

19

20

21
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12 Memphis?

10 purposes of your testimony today, did you review some

11 documents that were available to you in your office in

page 10
T-u-p-e-1-0.

Yes. well, in Tupelo --

THE REPORTER: well, I'm sorry. What?

THE WITNESS: In Tupelo. Tupelo, Mississippi,

Yes.

Were some of those documents made available to you

A

MR. SJOBLOM: other than banking documents.

MR. REECE: That was not the questi on.

THE WITNESS: could you please --

MR. EDMUNDSON: Yeah.

THE WITNESS: -- restate the questi on?

Q

Q

A

BY MR. EDMUNDSON:

Q You testified that you reviewed certain documents

in advance of your testimony; is that right?

in Memphi s?

A Some documents are avai 1able in Memphi s.

Q And you reviewed certain documents in Memphis?

pendergest-Ho1t_Laur~20090210. txt . .
right now that you, as counsel to the stanford FlnanClal

Group corporate entiti es, have no objection to the FSRC

producing information to the SEC?

MR. SJOBLOM: I thi nk we've already so stated. I

mean, I gave Mr. Edmundson a copy of the 1etter. He has it

in his hands. That should be known to you, Mr. King.

MR. KING: okay.

BY MR. EDMUNDSON:

One follow-up. The document that you reviewed for

13

14

lS

16

17

18

19

20

21

22

23

24

2S

pendergest-Holt_Laur~20090210.txt

process.

For example, we know that there's -- that FINRA has

most of, if not all, these documents that can be accessed by

the commission. We also know that --

MR. KING: No. Mr. Sjoblom, I'm just asking for

this witness's knowledge. I don't want to -- I don't want to

• -- I mean, this witness can testify whether she knows whether

the documents that she -- were produced to the commission.

page 9

That's all I'm asking.

10 MR. SJOBLOM: Mr. King, I'm going to state my

11 position on the record so it's clear, and I'd appreciate if

12 you don't interrupt me.

13 NOW, with respect to the FSRC, the commission has

14 the ability to deal with the Financial service Regulatory

15 commission in Antigua, and there's a statutory provision

16 available to the SEC to do that, and the Antigua regulators

17 have indicated that they would do that. So there are means

18 of following through with the procedure you're asking about.

19 MR. KING: What have the Antigua regulators

20 i ndi cated they're wi 11 i ng to do to you?

21 MR. SJOBLOM: As far as I know, if you make an

22 appropriate access request or have a memo of understanding or

23 whatever protocol you deem appropriate, that that's the

24 procedure that's required and they will follow it.

25 MR. KING: okay. will you state for the record

•

•

that were made available to you that you reviewed in advance

10 of your testimony?

11 MR. SJOBLOM: Can you be more specific as to the

12 type of documents?

16 United States that are available, yes.

17 Q All right. But you did review some documents in

18 Tupelo prior to your testimony here today, right? You looked

19 at some documents in Tupelo?

20 MR. SJOBLOM: She's shaking her head no.

21 THE WITNESS: I'm sorry. There are a lot of

22 documents. could we please be more specific as to what

20 your testimony today?

11 testimony just a few minutes ago that you reviewed some --

12 some documents.

BY MR. EDMUNDSON:

I am confused. I thought I understood your

Did you review any documents in preparation for

Mr. sjoblom.

Anybody else?Q

Q

pendergest-Holt_laura_20q90210: txt
revi ewed the statements of SIBl 1 n Antl gua.

A In preparation of my part,

Q okay. You said this morning that you spoke with

Mr. Davis on the telephone, correct?

BY MR. KING:

Okay. who did -- without telling me the substance

of the conversation, who did you meet with in preparation for

21

22

23

24

2S

17

18

19

13

10

14 your testimony here today in Tupelo?

15 A I'm sorry. I'm thinking. In preparation of today

16 in Tupelo? No.
BY MR. EDMUNDSON:

Anythi ng. Anythi ng.

I'm sure there have been some documents in the

No.

Were there other documents in the United States

How about in Boca Raton?

pendergest-Hol t_Laur~20090210.txt

BY MR. EDMUNDSON:

Q

A

Q

A

Q

13

14

lS

23 you're--

24 BY MR. KING:

-- without telling me about any conversations with Mr.

sjoblom --

A Right.

Q -- what di d you do to prepare for your testimony

today?

A I have been to Antigua. I have reviewed statements

and looked through, gosh, other issues, but mainly I have

page 11

Mr. King, may we?

MR. KING: Sure. let's go off the record.

(A discussion was held off the record.)

MR. KING: Let's go back on the record.
page 12

Q And that's Jim Davis, correct?

A That is correct.

Q what did you talk about?

A I actually just talked --

MR. SJOBLOM: well, first of all, was there a

lawyer present? Can we go off the record just one second?

I did.A

10

11

let's ask it this way: What did you do to prepareQ2S

•
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19 and to check in. He's my immediate supervisor.

20 Q Mr. Davis know that you're testifying here today?

22 Q Did you ever have discussion outside the presence

23 of an attorney to discuss with Mr. Davis your testimony?

23 advi sors.

24 Q okay. So portfolio of who? who owns that

25 portfolio?

Anti gua?

A second tier portfolio advisor statements.

Q What do you mean by "second ti er"?

A It;s the second tier of the portfolio. It is a

globally diversified investment portfolio that uses portfolio

BY MR. KING:

All right. What documents did you review in

pendergest-Holt_Laur~20090210.txt
THE WITNESS: oh, no.

Q

15

16

17

18

19

20

21

22

I did.

Anybody else on the telephone?

No.

What di d you tal k about?

Actually. I just called to ask him how he was doing

Yes.

Pendergest-Holt_Laur~20090210.txt

BY MR. KING:

This morning you talked to Mr. Davis, correct?

Q

Q

A

A

A

Q

A21

12

13

14

15

16

17

18

•
24

25

A

Q

No.

outside the presence of an attorney, did you
A stanford Internat:ional Bank.

12 talking, was there a third person present. For example, when

13 we were preparing last night, was there a third person

14 present?
18 Fi nanci a1 Group?

page 14

Q okay. But you're not a bank employee, correct?

A That is correct.

Q But you reviewed weekly statements -- or statements

that belong to the bank?

A I review weekly reports and monthly statements.

Q okay. Before we get too far down thi s road, what's

your -- what's your educational background?

A I have a bachelor degree of mathematics.

fundamental and anal yti cal. I am also a math educati on

major, and then in my master study I am a mathematician,

fundamental versus quant, and also a minor in statistics.

Q And what's -- what's your employment history?

currently you're an employee of stanford Financial Group,

That's correct.

Where did you work before you worked with stanford

A

Q

correct?

10

11

12

13

14

15

16

17

page 13

discuss your testimony with anybody else?

A Not to my recollection, no. well, do other people

know I am here today? Yes. Did I discuss my testimony? No.

Q How do they know you I re here today?

A well, my husband knows I'm here today. I'm

traveling.

Q okay. Did -- In preparation for your testimony

today with Mr. Sjoblom, was anybody else present when you

were preparing?

A If Mr. sjoblom were present, is that --

MR. SJOBLOM: No. He's asking when we were

10

11

•
mathemati cs.

Q So it was your fi rst job?

pendergest-Holt_Laur~20090210.txt

A I came into stanford from a master's study in19

20

21

22

23

A

Q

Yes.

okay. what background do you have in investments,

22

23

24

25

A pe~~~~g~i~;~~~~-~3~r~~~0~~~t~gt~~ think if that was

before or after my bi rthday . Earl y 20s.

Q so you had known Mr. stanford since you were 13?

A I di d not know Mr. stanford, no.

24 securi ti es?

25 A When I first came into stanford, I trained under
Q I mean -- Excuse me. Mr. Davis since you were 13?

21 stanford?

page 15

12 really study charts from a technical or statistical study.

13 Q How di d you come to work at stanford?

Mr. Davis on markets, market research and oversaw a commodity

you understand

Is it Financial

I do not know. sorry. I believe it's stanford
page 16

Does your paycheck say "Stanford Financial Group"

Yes, it is.

Yes, it does.

okay. I want to just define a few terms before we

Yes.

And what enti ty is that?

That is stanford Fi nanci a1, the group that I am

And if I say -

BY MR. KELTNER:

Is that a specific entity?

Q You know what the legal name is?

A

A

Q

A

A

Q

Q

A

Group ,L. L. c.?

A NO, that's not accurate. I've know Mr. Davis

probably since I was 16 -- 15, 16.

Q Justa family friend?

A I knew him through church.

go forward so that we don't --

A okay.

Q -- cloud up the record. okay?

If I say "Stanford Financial Group,"

what entity it is that I'm talking about?

18

19

20

21

22

23

24

25

16 Q

17 on it?

15 employed by.

10

11

12

13

14

Ten years, maybe.

okay. How old were you when you started at

okay. Prior to joining stanford, what was your

what were you hi red to do?

Research.

what does that mean?

I was hired to research various financial markets,

I knew Mr. Davis.

How di d you know hi m?

A I knew hi m from my hometown, from Ba1dwi n,

A

Q

A

Q

Q

A

Q

A

experience with investments?

A There was no experience prior to joining stanford.

Q When were you hi red at stanford?

A June 2nd, 1997.

portfolio.

Mississippi.

Q For how long?

14

15

16

17

18

19

20

10

11

•
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pendergest-Ho1t_Laura.-20090210. txt

stanford Financial Group?

20 stanford Fi nanci a1 Group?

Financial Group company. and I don't know the initials after

it.

It's an international bank that is domiciled in

Yes.

Yes, I do.

That's the international bank that lives in

Banking.

what does it do?

It is an international bank.

what products does it have?

It has certificates of deposit and credit cards.

okay. What -- what is -- Tell me about the credit

Tell me about that.Q

A

Q

A

A

A

Q

Q

A

Q

A

card business.

A I'm sorry. I don't know.

Q okay. Does stanford International Bank do any

Antigua, right?

24

25

pendergest-Holt_Laura.-20090210. txt
A Yes, he is.

Q what does Mr. Davi s do?

A He is chief financial officer.

Q okay. since we're doing definitions, if I say

"Stanford International Bank," do you know what entity I'm

referring to?

23 loans?

14

15

16

17

18

19

20

21

22

11 Antigua, yes.

12 Q okay. And what business is stanford International

13 Bank in?

10
Mr. stanford is the sole shareholder.

BY MR. KING:

okay. who are -- who are the principals at

I do not know.

okay. who do you work for?

I work for Mr. Davi s.

Is Mr. Davis an employee of stanford Financial

Okay. what does Mr. stanford do on behalf of

what is -- okay. Let's start here. What is

A

Q

Q

Q

Q

A

Q

A

Q who runs Stanford Financi al Group's day-to-day

busi ness?

A I'm sorry.

21

22

23

24

11 stanford Fi nanci al Group's busi ness?

12 A We provide services to our other affiliated

13 compani es .

14 Q okay. And does Mr. stanford run the. day-to-day

15 operations at stanford Financial Group?

16 A I wouldn't say he runs the day-to-day, no. There

17 are a lot of day-to-day, and that would be micromanaged from

18 his point.

10

19

•

•
25 Group?

page 17

A

Q

A

I'm sorry. I don't know the details of loans.

How do you know they do loans then?

It'S listed in the annual report.

BY MR. KOROTASH:
page 18

12 loans, yes.

14 certificates of deposits, the investments in certificates of

18 Q How does stanford International Bank make money?

19 A I'm sorry. I'm not privileged to exactly how they

20 make money. I -- So if you can narrow it down for me, I'll

21 try to answer your question.

22 Q okay. Does Stanford International Bank invest the

23 assets of a portfolio?

Yes.

You're fami 1i ar wi th that enti ty?

I am familiar with that entity.

What is stanford Group company?

June 2nd, 1997.

BY MR. KING:

okay. Stanford Group company.

That is correct.

And it makes loans that you believe are secured by

That is correct.

Anything else?

The investment portfolio, international CDs and

To my recollection, that is correct.

BY MR. EDMUNDSON:

Just so we're clear, and I'm sure I missed it. when

Q

A

A

A

A

Q

Q

Q

A

A

Q

Q

loans.

the certificates of deposit?

18 di d you start at Stanford? what year?

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

BY Mr. KING:

And, typically, that would be through the

Yes.

pendergest-Holt_Laura.-20090210. txt

These aren't commercial loans, are they?

A

Q

MR. SJOBLOM: If you know.

THE WITNESS: I'm sorry. I really don't know.

BY MR . KELTNER:

Q Do you know whether or not the loans are secured by

certificates of deposit?

A I do believe that they are cash collateralized

Q

16

17

13

15 deposit?

10

11

investment portfolio.

Q Okay. So let's go back over what we talked about

that you know that the bank does. okay?

Q when you were hi red at stanford in 1997, what was

your title?

A I believe I was research analyst.

A Chief investment officer.

Q Have you held any other titles besides the two you

just named?•
24

25

A

Q

A

Q

A

Yes.

How do you know that?

Because I -- or I oversee tier two of the

okay.

You know that the bank has a CD product, correct?

That is correct.

Page 19

10

11

A

Q

A

Q

A

It is our broker dealer. It's a BOlA.

Okay. What's your current title?

Yes.

Tell me what those were.

Manager -- Vice president, I believe, of research
page 20
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14 BY MR. KING:

page 23

20 of my recollection. If you have something that you have --

21 that I've served on, I could certainly confirm it or say that

Yes, it does appear.

You ever serve on the Stanford International Bank

APP0075

MR. KING: No.

THE WITNESS: And, actually, I have asked if I
page 24

Yes, si r.

BY MR. KING:

I'm goi ng to show you what's been marked as Exhi bi t

BY MR. KING:

Have you had an opportunity to look at Exhibit 25?

i denti fi cati on.)

okay.

MR. SJOBLOM: Can I have a copy?

okay.

Take a look at it, and I'll ask you a couple

You serve on any committees?

sorry. Recently had restructuring.

Te11 me about that.

policy research, working on -

It's a good name for them.

Yeah. It'S pretty straightforward. How policy

okay.

If you will, list for me your job duties.

A

Q

Q

(SEC Exhi bit No. 25 was marked for

A

A

Q

A No.

A

Q

Q

A

Q

A

Q

A

A

limited investment committee?

A On the investment committee, no.

MR. SJOBLOM: Do you have a date when this was?

25.

pendergest-Ho1t Laura-20090210. txt
it's a mistake, but that's from memory. I'm sorry.

Q Di"d you ever serve on any of the bank committees?

questions about it.

A pe~d:~~e:~~~~iiyL~~~~2~~~~~~~. ~~~h the pol i cy

research group.

Q what do they go?

A I oversee our proprietary research group. In that

oversight I help produce the stanford investment model. I

will occasionally review new products that are being offered

by affiliated companies and I oversee the second tier of the

portfo1 io.

I also oversee the production of newsletters that

are published by my team, not by other affiliated. That's

pretty much the gi st of it.

22

23

24

25

19

20

21

22

23

24

25

10

11

12

21 impacts the economy or various sectors.

22 Q Let's talk about your job duties as chief

23 investment officer.

13 Q Have you ever seen Exhibit 25 before?

14 A No, not to my recollection, even after seeing it.

15 Q okay. It appears, as well, on Exhi bi t 25 that

16 you're listed with four other individuals as a member of the

17 stanford International Bank limited investment committee,

18 correct?

24

25

12 A We -- We have gone to a regional breakdown versus

13 an international breakdown. So we are broke down by regions.

14 I'm not on some of the regi ona1 commi ttees. I'm not on any

15 of the regional committees. So as a result, some of the

16 committees that may have been global in the past, are no

17 longer -- I'm part of the stanford investment committee.

18 Q okay. Let's go through all the committees that
page 22

10

11

15

16

17

18

19

20

BY MR . KELTNER:

Just for clarification. Is that committee -- which

Okay. What about committees for -- I just want to

That is for stanford Financial Group, yes.

Is that the committee with -- roughly how many

Approximately, 20.

(The witness conferred with counsel.)

MR. SJOBLOM: May I? Did you say "stanford

okay.

list them for me, if you WOUld.

The stanford investment committee

During what time period, please?

No. I mean, ever?

what were you doing in washington?

Page 21

okay. Where is your office?

I am in Tupelo, Mississippi.

You have an office anywhere else?

since you joined stanford in 1997.

No.

When did you become chief investment officer?

Around four years ago -- four or five years ago,

Q

A

Q

A

A

Q

A

Q

Q

Q

Q

A

A

A

A

Q

make sure we're cl ear about what the 1i st is. The 1i st is any

committee you've served on for any stanford affiliated

entity, correct?

A Yes. Like I sai d, there may be others to the best

-- Is that for stanford Financial Group?

Pendergest-Holt_Laura-20090210. txt

you've served on as chief investment officer -- since

becoming chief investment officer.

members?

Financial Group?

another one in there. I'm not certain. It's been awhile.

Q You ever work for any other entity besides stanford

15

16

17

18

19

19

20

21

22

23

24

25

22 maybe.

23

24

25

investment committee or --

THE WITNESS: I said Stanford. I don't know the

10 formal I don't know how it's formally named, but they are

11 the same. I have been on a product vetting committee in the

12 past. I am not currently. I'm sorry. To my recollection,

13 that's it. There may have been others, but --

A Presently, no.

Q since becoming chief investment officer, have you

had an office anywhere else besides Tupelo?

A Yes. Memphi s, Tennessee.

A 1999 or early -- the end of 1999 through 2007, I

believe, is when I officially gave up that office. I have

also -- I'm sorry. I have also had an office in washington,

D.C. I was there for one year.

10 Q what year was that?

11 A I believe I moved there in October of 2006 and

12 moved back to the Tupelo office, actually, in November of

13 2007.

14 Q

pendergest-Holt_Laura-2009021O. txt

12 at one poi nt, managi ng di rector of research and investments

13 and then chief investment officer. There may have been

14

15

16

17

18

19

20

21

•

•

•
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22 Exhibit 25.

15 the investment commi1:tee for stanford International Bank?

20 you tal ki ng about the context of thi s document?

pendergest-Hol'CLaurCL20090210. txt

Have you ever met James A. stanford, the father of

Do you know who that is?

He was one of the board members.

BY MR. EDMUNDSON:

Then who is it?

It'S Allen stanford. It'S Mr. Stanford. It's the

Yes.

okay. Who is James A. stanford?

He is Mr. stanford's father, chairman emeritus.

I thi nk we've already tal ked about Mr. Davi s ,

Who is o. 1. Goswick?

Either 2006 or 2007.

Approximately how many times do you think you've

I have.

When was the 1ast time that you have met with him?Q

A

Q

A

A

Q

A

A

Q

A

Q

Q

Q

Q

A Yes, I do.

who's that?

A Yes. of course.

sorry? General or --

A In terms of his interaction with stanford or -- I'm

2S met with him?

pendergest-Holt_Laura....2009021O. txt
R. All en stanford?

20 All en stanford?

21

22

23

24

15

16

17

18

19

14 correct?

10 sole shareholder of Stanford.

11

12

13

here on

BY MR. KING:

No. I'm sorry.

And I believe you told me when you took over as

I do.

Who's Allen stanford, R. Allen Stanford?

He's the --

MR. SJOBLOM: Are you talking generally now or are

MR. KING: well, I'm just reading the names off of

That r S correct:.

Do you recognize the other people's

okay. Next: to your name there it says

A

Q

Q

Q

Q

A

A

A

Q Next: to your name it says "chief investment

officer." That's your current title, correct?

A That;s correct.

were on -- or I tried to see whether or not I were personally

on the investment committee. To my knowledge, I was not.

"subcommittee." You have any idea what that means?

21

11 chief investment officer, you said four or five years ago or

12 somethi ng 1 i ke that?

13

14

16

17

18

19

10

•

23

24

25

THE WITNESS: okay.

BY MR. KING:

On Exhibit 25, do you see where it says the name,
A I'm sorry. In terms of meeting, do you mean seeing

•
page 25

him or actually sat down and met with him on a subject?

Q Have you ever met with Mr. stanford to di scuss

business relating to stanford International Bank?
Page 26

20 the tier two portfolio, correct?

16 hal f, two years ago mi ni mum. He hasn't been in good health

17 recentl y.

reports on global economies in which he was present with the

10 board a handful of times. probably more than five, less than

11 ten.

13 Exhibit 25.

BY MR. KING:

Yes.

To my knowledge,

And, I think, you said earlier that you actually

Te11 me about that.

Yes, we were.

Lists your name there under investment committee.

MR. SJOBLOM: well, foundati on agai n, please.

THE WITNESS: When and with whom?

A

A

A

at 1:51.

22

23

24

25

pendergest-Ho1t_Laura....20090210. txt
MR. KING : All ri ght. Let's go back on the record

20 asked someone if you were on the investment committee,

21 correct?

16 Were you ever on the stanford International Bank limited

17 investment committee?

11 Ms. Holt, when we were -- when we took our --

12 before we took our break, I think, we were talking about

10

14

15

18

19

Have you ever discussed with Mr. Goswick the tier

BY MR. KING:

okay. So you're responsible for the oversight of

Yes. That is correct.

And have you ever met O. Y. Goswi ck?

I have.

When was that?

several years ago. I'm sorry. Maybe a year and a

James A. Stanford.

Just to clarify which Mr. stanford. I have made

Pendergest-Holt_Laura...20090210. txt

THE REPORTER: I didn't hear what you said.

MR. EDMUNDSON:

Q

Q

A

Q

Q

Q

A

A

21

22

12

13

14

15

18

19

23 two portfolio?

MR. KING: Let's go off the record.

(A bri ef recess was taken.)

page 27

A No, not individually.

Q Have you made a presentation to him as a member of

the board regarding the tier two portfolio?

A Yes. I'm so sorry. I really need a rest room

break.
A stanford counsel.

investment committee with?

No. In-house counsel.
page 28

okay. Mr. sjoblom?

BY MR. KING:

MR. SJOBLOM: When, where, who was present.

MR. KING: I think she understood me.

MR. SJOBLOM: We need to have it c-l ari fi ed because

Q Who did you discuss whether or not you were on the

A

Q

there are conversations with lawyers. So-

THE WITNESS: That's correct.

10

11

Individually or in a board setting?

Ever discuss it with him individually?

A

Q

24

25

•
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22 -- two weeks, a month ago, in that vicinity.

A Recently. Not long ago. I can't give you a

specific time or specific date.

Q Last week?

A No. Longer ago than that, ac~ual1y. probably two

14 A

15

16 Q

17 place?

22 might be on the committee?

23 A I have made presentati ons before on research, but

24 have not· been to all committee meetings. And so as I had

25 made presentation, it was a very fair question as to whether

BY MR. KOROTASH:

what made you think you were on the committee or

MR. KOROTASH: Wah a second.

pendergest-Holt_Laura.....20090210. txt
MR. SJOBLOM: Yes.

BY MR. KING:

okay. I think we were talking about your jobQ

18 duties

15

16

17

19

20

21 Q

BY MR. KING:

Approximately when did that conversation take

Mauricio Alvarado.

pendergest-Ho1t_Laur~2009021O. txt

BY MR. KELTNER:

who was that?Q

12

13

18

19

20

21

•
23 BY MR. KOROTA5H:

24

25

Q

A

Why were you having a conversation with him?

I was trying to find out what committees I was on
or not I was the invited guest or whether I were, in fact, on

the investment committee.

14 di recti ng her not to answer my questi on?

page 29

11 Tom, what commi ttee she 1 s on.

12 MR. SJOBLOM: It has legal --

it related to stanford International Bank.

BY MR. KING:

Q How many times did you make presentations to the

investment committees?

Let's tal k about your other job duti es as chi ef

probably five to ten times.

BY MR. KELTNER:

Did you ever represent yourself to be a member of

No.

You're sure of that?

Q

A

A

Q

the investment commi ttee?

investment officer.
page 30

17

18

12 A To the best of my reco11 ecti on, I have not. As IS

13 shown by papers that can be produced, though, there caul d be

14 possibly something out that recalls me to say differently,

15 but, to my recollection, no.

16 BY MR. KING:

10

11

MR. KOROTASH: It's not legal advice. Are you

MR. KOROTASH: Why is that?

MR. SJOBLOM: Because he's counsel to the company.

MR. KOROTASH: She's not asking for legal advice,

what did he tell you?

MR. SJOBLOM: No. object. That's a privileged

Q

Q

question.

10

13

•
19

20

21

22 that.

pendergest-Ho1t_Laura_..20090210. txt

A okay.

Q In that capacity, what documents do you review?

A I'm sorry. I gave you a long list in relation to

22

23

24

25

A pe~~~~~~s~~~~i;-~~~h~~~090210. txt

Q How do you get to -- what is a portfolio statement?

A It's a statement of holdings including transaction

st:atements and listings of deposits and withdrawals generally

23

24

Q You know, doing your job.

MR. SJOBLOM: And the question is?

25 BY MR. KING:

15 portfolio advisors; what their global outlook is, for

What documents do you look at in doing your job as

chief investment officer?

A I review research reports prepared by my team,

independent research from Bloomberg, independent research

from other areas, such as, Don Mccarthy, S&P, and other such

example.

Q That comes from the bank?

A No. That would come from the actual tier two

advisors -- the portfolio advisors for the bank. So it's

through those accounts that I receive that information.

Yes.

via e-mail?

vi a e-mail , not hard copy. That's correct. I went

Yes.

Generally not.

Have you from time to time?Q

A

Q

A

A

A

BY MR. KING:

Q What's the weekly report?

A The weekly report is a faxed copy. It'S generally

faxed. It can be e-mail from the portfolio advisor just

stating the value of the portfolio tier two for that given

25 week'.
page 32

17

18

19

20

21

22

23

24

on a monthly basis. They can be quarterly.

Q And how do you get the portfolio statements?

A They are generally -- They are generally a hard

copy to stanford International Bank in Antigua.

Q How do you get them?

A I either go to the bank and get them. There are

cases in which they are e-mailed from -~ directly from the

portfolio advisor, not from t:he bank.

Q okay. So there are occasi ons when they send them

10 to you in Tupelo?

11

12

13

14 to Antigua to see them. I'm sorry.

15 Q You got -- Do you bring a copy of the portfolio

16 statements back to Tupelo?

Page 31

What else?

What documents ~- What stanford International Bank

What else?

I review various global economic pieces sent by theA

Q

Q

Q

documents do you review in doing your job as chief investment

officer?

A Tier two portfolio, statements and weekly reports

and the compiled reports presented to me by my team. "My

team" bei ng propri etary research.

10

11

12

13

14

16

17

18

19

20

21

•
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page 33

We generally receive weekly reports from all

advisors. Some we receive only monthly or quarterly reports.

MR. KELTNER:

Q And the weekly reports are all delivered to you at

your offi ce and --

A They are faxed or e-mailed. Not always to me

specifically. some1:imes to members of my research team.

Q okay. But to someone in Tupelo or Memphi s?

A Or St. croix, yes. Just so we can have it straight

10 for the record, I have analyst in different locations.

I'm sorry_
page 34

Yes.

That's what I wanted to know. compile could

BY MR. KELTNER:

What does that mean?

He is going to -- How does he compile them? I'm

what does "compile" mean?

Q

A

A

A

Q

Q

Q

A

overseesP~h~~r~~~~;~o~~_;a~~~~~og~~~~: tx~ would get a

compiled report that has been put together by one of my

analyst.

whi ch anal yst?

Fred Palmliden.

MR. SJOBLOM: P-a-l-m-l-i-d-e-n. P-a-l-m-l-i -d-e-n.

BY MR. KING:

Q okay. And does Mr. Palmliden make any changes to

-- these weekly reports or monthly reports?

In other words, does he just pass along the

i nformati on, consoli date them into one batch and then send

them to you or does he add content to the document?

A He compiles them only.

A okay. So each analyst is going to receive a

portfo1i 0 report. They are goi ng to put what thei r report

contains into various categories. They are going to send

thei r reports to Fred. Fred is then goi ng to campi 1e all of

those reports and send them to me.

Q okay. So when you say "compiled," do you mean puts

them ina spreadsheet?

10

11

12

13

14

15

16

18

19

20

21

22

23

24

25

17 sorry.

MR. SJOBLOM: what was the question?

MR . KELTNER: I thi nk it's been answered.

BY MR. KING:

How many portfolio advisors does stanfordQ

11

12

13

14

15 International Bank have?

16 A In tier two, stanford International Bank has

17 approximately 20. I think the exact number is 17.

18 Q So 17 portfolio advisors fax a weekly report to

19 you?

20 A No, not all 17. As I just mentioned, most of them

21 are weekly. Some are monthly or quarterly.

22 Q How do they actually come to your desk? Do you

23 actually see each individual weekly report?

24 A No, I do not. They are generally given to the

25 research advisor or the research analyst on my team who

•

•

pendergest-Holt_Laur~20090210. txt

Q -- put them all in a stack and --

A No. No. No. He puts them in a spreadsheet and

gives the spreadsheet to me. I do not physically touch the

weekl y reports.

15 A I look to see the performance, week to date, of the

16 portfolio, including and excluding cash. I'll look at the

17 diversification of the overall portfolio by product, by

18 privacy breakdown and then I'll look at the individual

19 advisors for the same information.

20 Q Who else gets a copy of the compiled report?

21 A It's actually sent out by Fred Palmliden. I could

22 go back and look at the two lines, but to state them all -- I

23 don't send it to anybody. It's sent out by Fred.

24 Q So you don't forward the compiled report to anyone?

12 report?

19 (The witness conferred with counsel.)

Correct.

But you review portfolio statements relating to the

Does Robert Allen stanford get it?

Is his first name Robert?

I thi nk so.

I thought it was Randy. It doesn't matter. I'm

5i r All en stanford?

sir Allen stanford. I honestly do not recall.

Q

A

Q

A

Q

A

A

Q

24

25

20 BY MR. KING:

21 Q okay. Ms. Holt, you're -- we've gone over this

22 several times now. You're not an employee of the bank,

23 correct?

17

18

16 sorry.

pendergest-Holt_laur~20090210.txt
BY MR. KELTNER:

Q Do you get copied on Fred Palmliden's e-mails?

10 A Yes. I get copied on the e-mail. And I don't know

11 every name on there.

12

13

14

15

I look at it. I review it.

For what?

So --

BY MR. KING:

What do you -- What do you do with the compil ed

Q

A

Q

Q

10

11

13

14

A Not without 1ooki ng.

quoti ng names ri ght now.

Does Jim Davis get it?

11 financial officer?
page 36

bank's ho1di ngs?

A That's correct.

Q Have you ever signed any kind of confidentiality

agreement with the bank?

A To my knowledge, no.

Yes. That's correct.

I believe you told me earlier that he's the chief

Jim Davis?

Who is your supervisor at stanford Financial Group?

Mr. Davis.

Q

A

Q

Q

A

10

I would be guessing to start

Page 35

You don't know who gets it?

No, I do not.

Yes.

How do you know that?

I do recall his name being on the tier list.

A

A

Q

25

•
APP0078



Case 3:09-cv-00298-N     Document 12-9      Filed 02/17/2009     Page 1 of 10

17 -- or the investment: area of research, accounting, treasury.

18 risk. I believe that's all.

21 A No. I'm sorry. The investment and research

22 division. That's my division. currently known as global

23 research division.

pendergest-Ho1t_Laura-.20090210. txt

A that is correct.

Q okay. The fi rst thi n9 you sa; d there was he

oversees the investment ponfolio?

Is that Patricia Maldanado?

BY MR. KELTNER:

BY MR. KING:

Yes.

The person you interacted with?

what were'those wi re t:ransfers?

Q

Q

Q

A

A I have requested wire transfer instructions from

them in the past.

Q pe~~~r~~~td~o~~uLk~~:-i~~iOi;~~~~~y would have -- the

treasury group in Houston would have some interaction with

the bank?

15

16

17

18

19

20

21

22

23

24

25

what does he do for stanford Fi nanc; a1 Group?

He's the chief financial officer.

what: does the chief financial officer do?

He oversees the investments, investment committeeA

A

Q

Q

19

20

12

13

14

15

16•
24 Q okay. I think you said he oversees treasury,

25 right?
A Recently when we were redeeming or liquidating

portions of second tier, I would send the cash to tier one

and I would request the wiring instructions from Patricia.

12 treasury. Houston has access to ti er -- or have some

13 interaction with tier one. AS to whether or not that is the

14 only treasury of stanford International Bank, I do not know.

Group?

A It'S other treasury functions.

Q It's not the same treasury function for stanford

International Bank, though, correct?

A I do not know. I believe -- I know -- I don't

know. I'd be speculating.

Q Does he oversee treasury for stanford International

page 37

Q You said that Mr. Davis was responsible for the

risk function. What does that mean?

That's our insurance area, various insurance

okay. So if you -- When your oversight function

And what policies are those?
page 38

No.

Q

A

A

Q

for tier two had liquidated a position and you needed to send

cash to someone, you're sending it to the treasury -- your

group in Houston?

A No. I'm actually sending that to the correspondent

bank, but I would receive the wire t;ansfer instructions from

the treasury group.

Q okay. Does anybody else at stanford Fi nanci a1

Group supervise you?

10

11

12

13

14

15

16

17 policies.

18

I don't know. I'm sorry. I do want to clarify

That 1 5 correct.

What is -- what ;s treasury for stanford Financial

A

A

Q

10 Bank?

11

•
22 and research function of stanford Financial Group?

24 Willard. And Franchesca is a water analyst. Nil Willard is a

25 fixed income analyst.

19

20

21

Pendergest-Holt_Laura......20090210. txt

A I'm sorry. could not even begin to name what all

our insurance policies are.

Q okay. How does Mr. Davis oversee the investment

22

23

pendergest-Holt_Laura......20090210. txt
MR. SJOBLOM: Can you say those again?

THE WITNESS: Sure. Franchesca Mcclain and Nil

23 A If I understand your question, I do report to him.

24 I give to him our research. I present to him all of our

25 reports. If I need permission to bring somebody on, of
BY MR. KING:

Q Anybody else besides t:he analysts, Ms. Mcclain and

Mr. willard?

page 39

11 point.

20 those, we hope in the future that they will oversee product.

21 currently, neither has been assigned or put to market.

course, would run that hiring process through him.

Any salary increases that would be overseen by my

group or would be given to my group, I would request those to

be approved by him. Expenses are approved through him. But

in terms of, like, day-to-day research calls, he doesn't go

that far into the micromanagement.

(Nodd; ng.)

Michael zarich was stanford's ~~ stanford

Yes.

Te11 me about that.

That I directly supervise?

No.

Has stanford International Bank ever had a senior

A

A

Q

Q

A No.

Q Does stanford Financial Group have a senior

Q

A

A okay.

Q Basically, you supervise the analysts and then Ms.

MCClain and Mr. Willard, but you don't supervise the senior
page 40

Q Has st:anford International Bank -- Does stanford

International Bank have a senior investment officer?

investment officer?

starting in 2005, maybe. Possibly 2004. I know 2005

through, I believe, 2007.

Q okay. So 1et me make sure I got the 1i st ri ght and

23

24

25

18 International Bank's senior investment officer, I believe,

19

20

21

22 then I want to drill down on some of these.

10

11

12

13

A No.

15

16

17

14 investment officer?

I don't

I do. Franchesca Mcclain and Nil Willard. Both of

-- to talk about just general positions at this

okay.

Who do you supervise?

I oversee a team of research analysts. They

okay.

A

A

Q

A

A

research global economies, global markets, noncorrelated

products and global asset allocation.

Q okay. Do you supervise anyone other than the

analysts?

Q okay. Let's talk about who you supervise.

want to talk about names. I want --

12

13

14

15

16

17

18

19

10

•
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Q pe~~~~g~~~;~~~fy~a~~:-~~~;O~iO~~~f the COs in the

united States?

•
pendergest-HoIt_Laura.....20090210. txt

investment officer?

A I did not supervise the senior investment officer,

A

Q

A

Q

They are a BOlA.

stanford Group company?

Yes.

And how many offices does stanford Group company

17 backed by the CDs, correct?

18 MR. SJOBLOM: No. she di dn' t say that.

19 BY MR. KING:

responsibilities -- what do the analysts do?

A As I've already mentioned, they research the

various areas I mentioned; global economies, markets, asset

10 allocation, technical analysis, fundamental analysis. So

11 that's their general research functions. Again, very general.

Q Where do the analysts office?

A They have offi ces -- Some are offi ced in Memphi s ,

some in Tupelo, the remainder in St. croix.

Q Okay. I believe you said earlier that the bank

makes investments, offers CDs, does a few loans that are

A Yes. Absolutely.

Q And

MR. SJOBLOM: More than a dozen cities or more than

okay. More than a dozen"{

BY MR. KING:

okay. Your office is in Tupelo?

That's correct.

Was formerly in Memphis?

Yes. That is correct.A

Q

Q

A

Q

have in the united States?

A oh, dear God. I don't know the exact number. And I

could start naming cities, if you would like.

a dozen enti ti es?

THE WITNESS: Both.

BY MR. KELTNER:

Q stanford Group company?

A Yes. I believe it's more than a dozen. Let's see.

what it is? Bigger than a breadbox, smaller than a cart.

somewhere in that vicinity.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

No.

Just generally, as the analyst roles and

You di'dn't supervise Mr. zarich?

Makes loans backed by the CDs, correct?

Yes.

Okay. How does -- Let's talk about the

And I said that was to my knowledge what they did?A

Q

Q

Q

Q

A

A

20

21

22

23

12

13

14

15

16

24 It certainly -- not necessarily all inclusive of what they

page 42
Fi nanci a1 Group --

•
25 do.

page 41

Q

A

Q

Mr. Davi s' offi ce is where?

He has offi ces in both Tupelo and Memphi s.

And he's the chief financial officer of Stanford

pendergest-Holt_Laura.....20090210. txt

A That's correct.

croix and Tupelo. Not in all three. Some are in Tupelo.

10 Some are in Memphis. Some are in St. croix.

11 Q Okay. How many analysts are in Memphis?

Q How many anal ysts are in St. eroi x?

A Three. I hope that comes up to number.

thereabout. It's approximate.

Q Are there any analysts in Antigua?

A No, not that I directly supervise.

Memphis, correct?

A No. That is not correct.

(The reporter read back the record.)

BY MR. KING:

And your answer was no, correct?

That is correct.

where is the portfolio management function of the

No. That is not correct.

I'm goi ng to show you

MR. SJOBLOM: Can you please repeat that last

A

A

Q

Q

Q

manageme~~n~fr§~~~f~~~tI~~~~~~~~~~~I~~~k~ at 1east to the

extent that you know about it, happens in Memphi s?

bank performed?

A To my knowledge, it's performed where the portfolio

advisor is. So some of our portfolios would be advised or

managed out of switzerl and. Some woul d be managed out of

Toronto. Some would be managed out of London. Some would be

managed in Memphis by SSM. It'S going to be dependent upon

25 where the portfolio advisor is.

14

15

16

17

18

19

20

21

22

23

24

13 question?

10

11

12

It's

They are in Memphi s, St.

-- correct? And the analysts all office in

BY MR . KELTNER:

How long have the anal ysts been in St. eroi x?

Going on two years, I believe. Over a year.

So the analysts -- A large percentage of the

Approximately 12.

How many anal ysts are in Tupelo?

Five.

Q

A

Q

A

Q

Q

A12

13

14

15

16

17

18

19

20

21

22

23

24 analysts are in Memphis, correct?

25 A That's correct. Yes.

Page 43

Tupelo?

A That's correct.

Q And Mr. Davis, the chief financial officer, a

member of the investment committee, is in Memphis, correct?

A Mr. Davis in Memphis and in Tupelo.

So is it fair to say then that the portfolio

•
Q And you, as the chief investment officer, are in

10

11

BY MR . KELTNER:

who oversees the management from the stanford

Fi nanci a1 Group?

The board of directors officially oversees them.

AS I stated earlier --

MR. SJOBLOM: That's it:.

THE WITNESS : okay.

BY MR. KING:

Q All right. Now, I want to show you what's been

marked previously as Exhibit 13. I'll represent to you that

it:' s a presentation by stanford International Bank.
page 44
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22 presentations or trips to Antigua.

19 seen bits and pieces of it on separate occasions.

pendergest-Holt_LaurU0090210. txt

12 A okay.

13 Q Have you ever -- rake a look at the front page

14 there, if you want to. I just handed you a page that's not

15 numbered.

16 Have you ever seen that before -- ever seen Exhibit

17 13 before?

uh-huh.

-- CFO'S office in Memphis, Tennessee?

I do see that.

And you see there at the bottom is says "portfolioQ

A

Q

A

pendergest-H<?lt_LaurCl..:.200~0210.txt . ?
presentation llke thlS used wlth lnvestors 1" the CD.

A rhi 5 exact one. I cannot reca11. Have I seen

similar presentations? Yes.

Q okay. Let: I 5 loak at the 51 i de there that says

"management support" at the top. Do you see that?

A uh-huh.

23

24

25

22 management"--

15

16

17

18

19

20

21
The entire presentation at one time, no. I have

When was that?

Gosh, over the years. It could have been in FA

Q

A

A

20

21

18

•
23 BY MR. KELTNER:

24 Q When you say "FA presentations," do you mean

25 training meetings for --
THE REPORTER: I'm sorry. I need you to let him

finish his question.

THE WITNESS: I'm sorry. I do see it.

A Correct.

BY MR . KELTNER:

Q Training presentations to employees of the broker

dealer who sell the CDs?

18 do you?

11 manage the portfolio.

12 Q when you say "we," who are you referring to?

13 A My team. So as much as it is up to my knowledge

14 and my group. we oversee portions of the portfolio.

15 "Portion" being tier two.

16 Q But you don't know that the management support

17 slide in Exhibit 13 is inaccurate as to tiers one or three,

BY MR. KING:

Did you -- Have you ever seen this slide before?

To the best of my recall ecti on, no.

Is there anything inaccurate about that slide --

Yes.

-: Exhibit 13?

Absolutely. We oversee the portfolio. We do not

page 46

Q

A

A

A

Q

Q

10

BY MR. KING;

Okay. If you'll turn to page that

Yeah.

oh, before we do that. Have you seen a

page 45

Yes.

-- financial advisors --

Yes.

Not just financial advisors but broker dealers?

Yes.

THE REPORTER: Can I get you to keep your voice up?

A

Q

Q

A

Q

A

A

10

11

12

13

14

•
21 where ti er one and ti er three are managed?

19

20

22

23

A

Q

A

Q
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I do not know.

You don't know whether exhibit -- You don't know

No.

You have any reason to believe that Exhibit 13 is

22

23

24

25

Q

A

Q

What did you and Juan Rodriguez discuss?

We actually discussed global economies.

Anything else?

24 inaccurate?

25 A As much as it pertains to my group, it is
A That I met with Mr. Rodriguez about or meetings in

inaccurate.

general? I'm sorry.

Q Anything else you discussed with Mr. Rodriguez?

MR. SJOBLOM: Was there a lawyer present?

15 and myself. I believe that's it.

Page 47

specific members of my team.

Q whi ch ones?

A Fred palmliden, Ken weeden, Tao Yu -- T-a-o. Her

last name is Y-u -- David Bishop and wade MCGee, M-C-G-e~e,

enti rety.

Q I think you -- when we were talking earlier today

and you made your presentation, I think you said that you'd

just gotten back from Antigua, correct?

Doctor?

BY MR. KOROTASH:

BY MR. KING:

So the only thing you discussed with Mr. Rodriguez

No.

(The witness conferred with counsel.)

I don't know.

Who was on the teleconference?

I don't know everybody who was on the

Okay. He was on the teleconference. So~-

oh. And was there -- was there any lawyers on this

THE WITNESS: No.

A

A

A

A

Q

Q

part of.

Q Let's talk first just about Mr. Rodriguez.

tel econference. I'm sorry.

Who do you know was on the teleconference?

I know it was Mr. Rodri guez, Mr. Davi sand myself
page 48

20

21

22

23

24

25

19 te1econference?

12 was global economies?

13 A Yes and no. when I actually met with him, yes.

14 There were other meetings. There was a teleconference that I

10

11

15

16

17

18

As to the bank's portfolio --

I cannot speak to the bank's portfolio in its

That is correct.

who did you meet with in Antigua?

I was actually there with my team -- or with

A

Q

A

Q

A

Q okay. who did ~- who did you and your team meet

with from the bank?

A We were actually there for our own purpose, not for

other meeti ngs.

Q Did you meet with any bank employees during your

trip?

16

17

18

19

20

21

10

11

12

13

14

•
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20 who had a CD. I came in to get the global economic piece.

advi sors.
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Q whi ch one?

A Tom Espy.
The

Yes.

Tom Espy.

oh, I'm sorry. Were you on the entire call or just

oh.

What I'm trying to get out here, is was there a

Which FA?

Pendergest-Holt_Laura.....20090210. txt
BY MR. KING:

How do you spell his last name?

I have no idea. I'm sorry. I'm assuming like it

Q

A

Q

MR. SJOBLOM: Can we go off the record a mi nute?

MR. KING: Sure. Let's go off the record.

(A discussion was held off the record.)

MR. KING: Let's go back on the record.

BY MR. KING:

Q • Ms. Holt, I think we were talking about a

Q

A

Q

Q

A

A

Q -- with an existing city client, correct?

A Yes.

Q What was the purpose of the teleconference?

A I was brought in to discuss global economies.

FA had requested a meeting for a client and --

sounds.

-- with this

MR. SJOBLOM: well, okay. I'm just going to state

the objection, then you can do what you feel appropriate. To

the extent you start inquiring into the customers personal
page 50

25

23

21 a portion of the call?

22 A I was on the enti re ca11 .

24 parti cu1ar issue

11 teleconference with a --

10

12

13

14

15

16

17

18

19

20

stanford Group Company.

what was on the agenda on the teleconference?

It was for a client.

What does that mean?

It was a teleconference for a client -- or a client

Who does he work for?

A potential client?

Existing client.

Okay. Who's the existing client?

MR. SJOBLOM: If you know.

THE WITNESS: I do. Gary Magness.

Page 49

Q

Q

A

A

A

Q

A

because we were in a room together. I do not recall who was

on the other end.

Q what was the purpose -- purpose --

MR. SJOBLOM: Can we get a when. when thi 5

happened, a date?

THE WITNESS: Try; ng to thi nk when I was in

Antigua. second, third week of January, I suppose.

BY MR. KING:

Q What was the purpose of the teleconference?

A It was a teleconference with one of our financial

21

22

23

24

25

10

11

12

13

14

15

16

17

18

19

•

•

12 and Mr. Davis.

13 BY MR. KING:

16 client would like to have a conference call with the bank. I

17 was there as was Mr. Davi s, but the cl i ent di d not request to

18 speak -- to my knowledge, the client had not requested to

19 speak to me personally.

20 Q okay. What was the issue that was -- Just 1i st for

21 me all the issues that were discussed during this call.

pendergest-Ho1t_Laura....20090210. txt

banking information, you may have a privacy issue. so you

can treat it the way you want to treat it.

MR. SJOBLOM: If you know. If you can recall.

THE WITNESS: I'm sorry. I cannot recall exactly

Okay.

BY MR. KOROTASH:

okay. And what di d he speak about? He tal ked

BY MR. KING:

What did Mr. Rodriguez speak about on the call?

He spoke about CD redempti ons. He spoke about the

sorry_

Q

Q

Q

A

A

pendergest-Holt_Laur~20090210. txt
presentati on.

23 bank, and that was about it.

24 Q At any time in this teleconference, did anyone

25 express concerns about the bank's portfolio?

14

15

16 what Mr. Davi s spoke about.

17 BY MR. KOROTASH:

11 about the assets of bank, di d he not?

12 A I'm thi nki ng. Tryi ng to recall how the

13 conversation went.

18

19

20

21

22

10

MR. SJOBLOM: Well, I'm going to object. I mean,

How did the call come to being?

The financial advisor, Tom ESpy, had said that theA

BY MR. KING:

I'll just ask it this way: Why did this customer

request a call with you, Mr. Davis and --

MR. SJOBLOM: I don't think she said that.

THE WITNESS: They didn't request a call with me

22

10

11

14

15

portfolio, yes.

Q what questions?

A What the numbers were for year end, what the

returns were for year end for the investment portfolio. I'm

sure there were other questions about the bank portfolio.

Q All right. We talked about your conversation with

Mr. Rodriguez about the global economics. one question I

didn't ask you about that, how long did the conversation

10 about global economics last?

•

23 Obviously, you have a person here that is an officer or

24 director of an affiliated entity of a bank and you're talking

25 about bank information. We need to be careful about the

privacy act issue. I can't expose a bank officer to that

type i nformati on_

BY MR. KOROTASH:

Q Let me try it this way. Did Mr. Davis --

A He spoke, but it wasn't a presentation.

THE REPORTER: I can't hear you?

THE WITNESS: I said, he spoke, but it wasn't a

page 51
11

A

A

There were questions raised about the bank's

Ten, 15 mi nutes. It was a short meeti ng.
page 52
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12 Q So I want to make sure we're cl ear on that. Does

13 Mr. Rodriguez know what assets are held in tier three?

you know. okay?

A Right.

10 Q If you don't know, just tell me you don't know.

11 A Okay.

MR. SJOBLOM: If you know.

THE WITNESS: I do not know.

MR. KELTNER: So do you interpret that to mean -

MR. SJOBLOM: Yes, I do.

MR. KELTNER: -- Stanford International Bank?
page S4

On1yin presence of counsel.

Mr. sjoblom?

uh-huh.

Q

A

A

MR. SJOBLOM: Okay. objection. Actually, I will

clarify, because you asked me something earlier on who I

represent. I went back and called my secretary to go back

and pull the engagement letter to be clear who I represent.

I'm engaged by stanford Financial Group and all of

its affiliated companies. So any conversation that regards

any bank officer of any stanford affiliated entity, which I

am present, I'm going to view as attorney/client privilege.

I will instruct the witness not to answer.

MR. KELTNER: And that includes stanford

BY MR. KING:

Q So what was talked about in your meeting with Mr.

Rodriguez and Mr. sjoblom?

20 MR. KING: I know you're going to make your

21 objection, but I'm going to ask her what she said and tell

22 him who you represent.

17

18

19

16

17

18

11 International Bank?

16 Rodriguez?

12 MR. SJOBLOM: That's specifically why I said that,

13 because Mr. King asked me with capacity. I called back to

14 clarify. what the engagement letter says is stanford

15 Financial Group and all affiliated companies, plural.

15

10

I do not know.

page S3

BY MR. KING:

No, I did not.

No. In specifics,

How about generally?

We have discussed the overall investment:

okay. From now on every question I ask you is if

Pendergest-Holt_Laur~20090210.txt

And how long did the teleconference last?

well less than an hour.

Q

A

A

A

A

A

Q

Q During your :t:enure as chief investment officer,

have you ever discussed with Mr. Rodriguez the bank's

portfol io?

A I have discussed with him tier two, yes.

Have you ever discussed with him anything other

than ti er two?

Q Did you have any other meetings with Mr. Rodriguez

during your visit to Antigua?

phi 1osophi es, but that I 5 about it.

Q Does Mr. Rodriguez know what assets are held in

tier three?

14

12

13

14

15

16

17

18

19

20

21

22

23

24

25

•

•

20 MR . KELTNER: okay.

21 MR. SJOBLOM: Affiliated company, therefore, I

22 represent the bank.

19

pendergest-Holt_Laur~20090210.txt

MR. SJOBLOM: Yes, I do.

pendergest-Holt_Laur~20090210.txt
22 had to say, were you surprised?

23 MR. SJOBLOM: First of all, she never said Mr.

24 Rodriguez said anything. YoU asked her, was there a

25 conversation which I was present regarding tier three to

11 side comments and I can t t --

page 5S

21 you one simple question. When you heard what Mr. Rodriguez

Q And when did that conversation take place?

A Last week.

BY MR. KOROTASH:

okay. Before we move onto new issues

okay.

Does that fall under --

page 56

MR. SJOBLOM: Yeah. Did he make a remark? Yes or

when you -- When this conversation took place, did

Q

A

Q Okay.

BY MR. KING:

THE WITNESS: Yes.

Yes.

okay. when you heard what he had to say, were you

A No.

Q Yes.

A was I personally surprised?

BY MR. KOROTASH:

Huh?

A

Q

Mr. Rodri guez make any remarks?

surprised?

which she said it was last week.

There's been no establishment that Mr. Rodriguez

said anything.

MR. KOROTASH: Great, great point. Let me -

You're really good at this foundation stuff. Let me try it

again.

13

14

15

16

17

18

19

20

21

22

23

24

25

10

11

12 no?

Okay. NOW, did -- I trust that -- I want to ask

THE REPORTER: I can't hear. You guys are making

The conversation -- I'm sorry. The conversation we

Mr. sjoblom was there and

I want to get back to the conversation just for a

MR. KING: Okay.

BY MR. KOROTASH:

BY MR. KOROTASH:

Yes.

(Speaking simultaneously.)

BY MR. KOROTASH:

Q

Q

Q

Q So we had a conversation with the president of the

bank where, apparentl y, ti er three assets were di scussed, but

Mr. sjoblom was there?

A That is correct.

were just talking about. The one with --

MR. SJOBLOM: The one whi ch I was present?

MR. KOROTASH: Yeah.

second. Did that conversation happen recently?

A I'm sorry. what conversation?

23

24

25

10

12

13

14

15

16

17

18

19

20
•
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Q -- you and your team went to Antigua the second or

three week in January, right?

A That t 5 correct.•
Q The people you identified earlier?

pendergest-Ho1t_Laura.-20090210. txt
any further meetings, no.

Q Do you know if anyone from your team had any

meet; n9s wi th anyone from the bank?

A To my knowledge, no.

Q okay. So as far as your trip to Antigua goes, it

was -- you and your team didn't need any guidance from anyone

at the bank for what to do, ri ght?

A That's correct.
A Yes.

Q And we've gone through a couple of meetings with

Mr. Rodriguez, one brief conversation --

21 substantively -- about any substantive issue with anyone else

22 from the bank besides Mr. Rodriguez?

A uh-huh.

Does that include stanford International Bank?

okay. So stanford investment model, you doQ

Q

affil iated companies, correct?

A That's correct.

Q okay. So just to be clear. As to tier two, you

did not need to meet with Mr. Rodriguez?

A No. I just needed the statements.

Q I think during your presentation this morning you

said that your research function that -- for the SIM piece of

thi s, ri ght? what does SIM stand for?

A stanford investment model.

Q okay. what were -- And what were you and your team

doing in Antigua again?

A We were reconciling year end statements and year

22 research and then you provide that research to stanford

23

24

25

12 end balances for second tier of the portfolio and classifying

13 those holdings.

14

15

16

17

18

19

20

21

10

11

-- about global economics, the teleconference -

Yes.

Q

Q

Q -- and then also a meeting with counsel, correct?

A No, I di d not have any meeti ng --

Q Okay.

A

A -- wi th counsel at Anti gua.

Q Okay. Did you and your team meet with anyone else

from the bank during your trip to Antigua?

MR. SJOBLOM: say it again, Mr. King.

THE WITNESS: I'm sorry. I--

BY MR. KING:

Did you or anybody else on your team meet

10

11

12

13

14

15

16

17

18

19

20

23

24

25

A

Q

A

On the bank, no.

I'm sorry. What was your answer?

I said, on stanford International Bank did I have
A Yes. it does.

•
Page 57

Q So in providing research to stanford International

Bank, do you need to have at least a general understanding of

what the bank's investment philosophy is?
page 58

14 she doesn't have any reason to know anything, why would --

22 business of providing research to various stanford affiliated

23 companies, correct?

pendergest-Holt_Laura-20090210. txt

A No, I do not need to.

Q You have no need to know what the person your

providing research to, what their investment philosophy is?

MR. SJOBLOM: I think she testified no.

13 to Antigua with your team to review year end statements?

Did you get an annual report from the

I receive it. Do I read it from cover to cover?

Do you review it before it's published?

I have in the past, yes.

uh-huh. That's correct.

Did you review any of the -- of the bank documents,

What about other documents put out by the bank,Q

A

A

A

Q

Q All right. And why do you review it?

A Really. just to edit, just to spell check, if you

will, review. look through it.

pendergest-Holt~Laura-20090210.txt
it's up to them to execute. So my research is unbiased by

what an affi 1i ate mayor may not have need of.

Q Do you know whether it's important to the bank --

Well, let's go back.

Do you revi ew any of the banks -- You sai d you went

20

21

22

23

24

25

19 No.

18

14

15

16 the annual report

17 bank?

10

11

12

Because --

BY MR. KING:

Why not?

MR. SJOBLOM: calls for speculation.

BY MR. KING:

Why not?

Why not what? Why does it not impact my research.

Yeah. I'm just interested to know. You're in the

MR. SJOBLOM: Calls for speculation. If she says

BY MR. KING:

okay. Why not?

THE WITNESS: No.

Q

A

Q

Q

A

10

11

12

13

15

16

17

18

19

20

21

24 A I'm providing them parameters that are wholly

•
25 independent from anything that they may need. So I'm looking

at global economies, global markets, global products. and

based on research. providing an analysis of investment.

It is up to each company, whether it be Stanford

International Bank or anybody else, to see how that coincides

with their investment philosophy. They don't have to take it

as written.

It is -- as I stated when I first presented it,

page 59

it's monthly reports and quarterly reports, do you review

those?

A Yes.

Q You review those in advance of them being

publ ished?

A Yes.

And why do you do that?

A My team is actually given the information and then

my team writes around the information given. So in that

10 capacity. I am editing it. It is then sent to Ron Rodriguez

11 for final review before it is sent out.
page 60

APP0084



Case 3:09-cv-00298-N     Document 12-9      Filed 02/17/2009     Page 7 of 10

22 allocation shifts were made.

23 There ;s a table in there that discuss certain

24 numbers of the bank, which r've already stated are provided

Mr. ROdr~~8~~~ge~~~~0~~m;a¥~~2~g;o~~~~~x~f di rectors.

Sometimes I've received information from the accounting

information from him.

Q So when you say the board member. the board -- you

get information from the board. who do you mean?

A well, it's varied in the past. sometimes various

board members, but, certainly. in the past it has also

referred to Mr. Davis directly.

•
12

13

14

15

16

17

18

19

20

21

pendergest-Holt_Laura....20090210. txt

Q So your team actually does the drafts of the

monthly and quarterly reports put out by the bank?

A The research reports put out by the bank. not the

fi nand a15 that are put out: by the bank.

Q what information do the reports that you review

i ncl ude?

A They're going to include just: a quick global

economic snapshot:. There's, I believe, a section called -

or in the past there has been a section called portfolio

adjustments, which would have discussed why certain

15

16

17

18

19

20

21

22

23

24

25

managers.

Q

A

So it's just really the printed -

What about: Mr. Davi s?

As aboard member, yes, in the past I've received

25 by the bank.
BY MR. KING:

Q okay. Is liquidity important to the bank's

investment: strategy?

BY MR. KELTNER:

Q What's in the table, profit, loss, assets?

MR. SJOBLOM: If you recall.

THE WITNESS: I don' t recall. If you have one, I

could confirm it, but --

BY MR. KELTNER:

Q when you say the i nformati on comes from the bank,

who do you get it from, i nformati on that goes into those

reports we've been discussing.

10 MR. SJOBLOM: And you're talking about the

11 quarterly reports now?

A Yes.

Q How do you know that?

A From a past -- and I -- I don't know if it's still

current or not, but from a past investment philosophy of the

bank it states that they're -- they try to maint:ain at least

10 percent in cash and maintain liquid investments.

•
12

13

14

Q

A

BY MR . KELTNER:

And monthly.

IL has come from vari ous people. It'S come from

page 61

10

11

12

13

14

15

16

17

18

Q

A

A

okay. Why do they do that?

I don't know. That's a bank directive.

(SEC Exhibit No. 26 was marked for

identification. )

BY MR. KING:

Let me show you what's been marked as Exhibit 26.

okay.

Take a look at that for me -

Thank you.
page 62

19 that's your picture there on page four, correct?

document?

A It appears to be internal. You mean produced

internally?

Pendergest-Ho1t_Laura-20090210. txt

Q -- if you would.

A May I ask what I'm 1ooki ng at?

Q well, I'll ask you. Just take a look at it first.

Yes.

Have you seen that statement before?
page 64

Yes, I do.

Is that also consistent with your understanding of

Yes.

Have you ever heard -- You ever heard tha"t before?

I have seen it written in the past, yes.

Is that consistent with your understanding of the

uh-huh.

Yes.

-- you see where it says liquidity?

Q

A

A

A

Q

Q

A

A

A

A Yes.

Q Second sentence says, The bank's assets are

invested in a well diversified portfolio of highly marketable

secu ri ti es issued by stable gove rnments, st rong

multi-national companies and major international banks.

Do you see where it says that?

Q It says, We focus on maintaining a highes"t degree

of liquidity as a protective factor for our depositors?

"stanford International private banking, to correct?

A Yes. That's correct.

Q All right. And then if you flip to the previous

page, page "three --

pendergest-Holt_Laura-20090210. txt
A I have seen thi s pi cture before.

Q Routinely used in stanford marketing materials?

A Not routinely, no.

Q Okay. And this -- On the front cover it says

24

25

15

16

17

18

19

20

21

22

14 bank's investment phi 1osophy?

23 the bank's investment phil osophy?

22

23

24

25

10

11

12

13

uh-huh. That's--

So you've seen this picture before?

page 63

No. I mean -- I mean --

Okay. Let's flip over to page four. I believe

(EXami ni ng)

MR. SJOBLOM: Do you have a copy -

MR. KING: I do.

BY MR. KING:

Q

A

A

Q

Q

A

Q

A

A I'm sorry.

Q -- can you tell how this document is used? Is it

used with potential CD purchasers or is it used to -- is it

used internally among the stanford affiliated companies?

By the looks of it, I would assume external.

Did you say external?

Yes. From the disclaimer, I would say external.

You recogni ze Exhi bi t 26?

Yes, I do.

what is it?

I don't know exactly what it is, but I recognize

it. I'm assuming -- well, I would be assuming.

Does this appear to be an internal or an external

20

21

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

•
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21 noncorrelated asset.

BY MR. KELTNER:

Q Just for clarity, when you say "alternative," what

do you, mean?

A It means they have a market.

Q Give me an example of some highly marketable

securi ti es.

BY MR. KING:

BY MR. KOROTASH:

How much private equity before the liquidation?

It was less than 5 percent in tier two.A

Q

investment officer, correct?

private equity?

A Minimal. Less than 5 percent.

A That's correct.

But did you have occasion to train a former senior

BY MR . KELTNER:

Q The 400,000,000 that's 1eft, how much of that is

Q Now, one of the people we talked about earlier

that, I think, you said you did not supervise was the senior

pendergest-Holt_LaUr<L20090210. txt
A uh-huh.

Q -- that doesn't include private equity?

A I said in other markets that could have a strong

secondary market, and in that case it could absolutely

correspond to private equity as we've already discussed

earlier.

13

14

IS

16

17

18

19

20

21

22

23

24

25

Q HoW much luck did you have liquidating the private

equity in tier two?

A Actually, I had luck in liquidating the private

10 equity. well, I have not liquidated SSM yet. Mainly I have

11 not had to go to that level.

12 THE REPORTER: I'm sorry. Can you start over?

Alternative there I'm referring to any

To the markets. To an equity market in particular.

When you say "equity" -- When you said "equity" in

Noncorrelated to what?

Yes.

what does highly marketable securities mean?

Whether or not that redemption request will be

pendergest-HoIt_Laur~20090210.txt

Q

Q

A

Q

Q

A

A

granted?

A well, you're assuming that if that is the contract,

that it will, in fact, be granted.

A It can certainly include fixed income, equity. It

can include shorter redemption notice alternatives and it can

really include any product in which there is a strong

secondary market.

Q what is a shorter redemption alternative?

A It would mean any alternative that you can put in a

redemption request within a quarter.

22

23

24

10

11

12

13

14

IS

16

17

18

19

20

•

25 the list of things earlier --
investment officer by the name of Michael zarich?

•
page 65

I did.

MR. SJOBLOM: Tell you about how she trained him?

MR . KELTNER: uh-huh.
page 66
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THE WITNESS: I met with him on the second tier of

20 Q what do you mean by that, vari ous presentati on

21 questions?

the portfolio and went through tier two, the list of the

portfolio advisors. Actually, a very similar type training,

but in much more detail than I went through with y'all this

morni ng.

10 He sat and met with, at the time, each of my

11 research analysts, who's on the team, went through with them

12 the specific portfolio that they analyzed. I did discuss with

13 him -- and that's when I sai d I had in the past seen a copy

14 of Stanford International Bank's investment philosophy.

15 I did -- We read through that together, and he went

16 on a trip to meet a number of our second tier portfolio

17 advi sors . We di scussed vari ous presentati ons, vari ous

18 presentation questions.
you answer a cl i ent?

A No. If there is a question about,tell me what --

BY MR. KELTNER:

Q And that's all you trained him on was the tier two?

A That's all I have knowledge of is tier two.

Q The question you -- or the statement you made a

minute ago, I'm trying to clarify that.

A okay.

Q Was the question more specifically: How do you

answer when people ask you how the money is invested? How do

pendergest-Holt_LaUr<L20090210. txt
Q well, I'm sorry. How can you train someone if you

don't know what they're supposed to do?

A I'm training him on the second tier of the

portfolio.

Q okay. That was your understanding?

23 say, tell me what portfolio advisors in the list of all

24 holdings that you have at stanford International Bank.

25 Like I clearly discussed here, I can't do that.

10

11

12

13

14

IS

16

17

18

19

20

21

22

For instance, if I ever presented about the second

BY MR. KOROTASH:

A22

19

23 tier of the portfolio, how are those presentations generally

24 conducted in order to mai ntai n the ri ght of privacy or the

25 regulatory framework of the domicile while at the same time

being able to give general information about the portfolio.

What was his -- What was his job?

He was senior investment officer really

of the bank or --

Neither could anybody else in that position.

So what did you teach or how -- what did you tell

Mr. zuri ch --

Europe and in North America.

NoW, just 1et' s start over.
page 68

BY MR. KING:

-- to tell

I said --

-- diversified portfolio.

And what about --

The portfolio advisors located predominantly in

Q

Q

A

10

11
page 67

He was in charge of the investments for them?

I don't know exactly what his job description was.

of stanford International Bank.

A

•
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13 current clients?

zarieh, correct?

Q You had a professional relationship with Mr.

Pendergest-Ho1t_Laura.-20090210. txt

A okay.

as opposed to ri ght now.

Let's do thi s agai n. Because we need to do

2004.

BY MR. KING:

In trai ni ng --

BY MR. KING:

Who asked you to train him?

The bank asked me to train him.
page 70

when did you train Mr. zurich to be senior

2004 or early, early 2005.

MR. SJOBLOM:

It is possible, yes.

Did you ever tell Mr. zarich that 75 percent of the

When did you train Mr. zarich to be senior --

A

Q

A

Q

A

Q

Q

A

Q

question and answer.

A I'm sorry.

A I do not recall saying five days, no. It's

possible.

MR. SJOBLOM: Can we have some -- when are we

talking about here? Are you talking about 2005 or are you

talking about now? I mean, there's a lot of difference here

of what could be done in 2004, 2005, 2006.

24

25

23 bank's portfolio could be liquidated in five days?

15 investment offi cer?

21

22

16

17

18

10

11

12

13

14

pendergest-Holt_Laur~2009021O.txt
15 Q Did you and Mr. zarich discuss the liquidity of the

16 bank's portfolio?

17 A During training, it is possible that it could have

18 come up.

19 Q Did you ever tell Mr. zarich that 50 percent of the

20 bank's portfolio could be liquidated in two days?
I do not know in totality what his

By "cl i ents," what do you mean?

By clients of stanford International Bank.

Do you know if they were potential clients or

Page 69

I do not know.

Because I need to make sure I'm clear in my own

We did not have a personal relationship when he was

Yes, I di d.

You also had a personal relationship with -

Yes, I did.

Now, wha,t --

I did not write it.

Sen; or ; nvestment off; cer does what?

okay.

Q

A

A

Q

A

Q

A

A

Q

Q

A

Q okay. since he's been at SIBl, you've never had

occasion to discuss with him what he did for "the bank?

A I know that he made presentati cns to fi nanci a1

advisors -- or I don't know. I was told. I know he sat in

on cl i ent meeti ngs.

at SIBl.

A I do not know.

job descri ption was --

Q -- Mr. zurich, correct? And you never discussed

what he was doing as senior investment officer?

14

10

11

12

16

17

18

19

20

21

22

23

24

25

15 A

14 mind.

12

13 Q

•

•

22 about Mr. Zari ch?

24 zarich that 50 percent of the bank's portfolio could be

25 liquidated in T plus two?

pendergest-Holt~LaurL20090210.txt
A Yes, I did.

19

20

21

Q

A

Q

pendergest-Holt_Laur~20090210. txt

who?

Juan Rodriguez as well as the board of directors.

Who on the board of the directors did you speak to

22

23 Q During the training sessions, did you tell Mr.

A

23

24

25

A

Q

A

Mr. stanford, Mr. Davis. Among two.

Anybody else?

That I recall, no.
Yes, it is possible that I did.

During the training sessions, did you tell Mr.

zarich that the bank's portfolio was extremely liquid?

page 71

21 portfolio?

Q During your training sessions, was it multiple

training sessions with Mr. zarich or just one?

would have been long training sessions.

Q okay. Did you take notes at the training sessions?

are talking 2004, Mr. King?

Do you remember telling him that?

I do not recall my exact words --

MR. SJOBLOM: Agai n,

Did you tell Mr. zurich during these training

Q

Q

Q When did you train Mr. zarich?

A 2004, 2005. Either the end of the 2004 or the

beginning of 2005.

could it have been october 2005?

BY MR. KELTNER:
page 72

BY MR. KING:

THE WITNESS: I'm sorry. It's been a while.

don't recall my exact --

no.

sessions that 7S percent of the bank's portfolio could be

liquidated in five days?

A I do not recall saying in five days. It's possible

that I di d. I just don' t recall the exact days.

Q Did you tell Mr. zarich that 100 percent of the

portfolio could be liquidated in 60 to 90 days?

A It is possible.

10

11

12

13

14

15

16

18

19

20

21

22

23

24

25

17 S1:a1:ements made in 2004 --

A I do not recall using the words "extremely liquid,"

Gosh.

Did he do it on a --

MR. SJOBLOM: You mean by -

BY MR. KING:

I did not, no.

Did he take notes at the training session?

Yes, he did.

How di d he take notes?

How many?

With me personally, probably five to six, and they

Multiple.

Q

A

Q

A

Q

A

A

Q -- computer -- Did he do it on a computer or did he

do it with a pen?

A I believe with a pen.

Q Okay. NOW, during the training sessions, did you

discuss with Mr. zarich the liquidity of the bank's

10

11

12

13

14

15

16

17

18

19

20
•
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19 have these train.ing sessions?

20 A How immediate before it was before he left --

Q Are you certain about that date, because we think

he went to Antigua in early 20067

at all.

10 BY MR. KELTNER:

11 Q NOW, did you train him for his move to Antigua?

12 A I trained him before he left for Antigua, yes.

13 MR. SJOBLOM: Listen to the question. He said

14 "for." Did you train him for Antigua. You answered you

15 trained him before he went to Antigua.

BY MR. KING:

No --

MR. SJOBLOM: The enti rety?

THE WITNESS: - not the enti re portfo1i o. I

THE WITNESS: How much? I'm sorry.

BY MR. KING:

The bank's portfolio could be liquidated in T plus

BY MR. KELTNER:

And if you told us it was late 2005, do you know ifQ

A

Q

23

24

25

22 two?

19

20

21

18 two?

13

mean onePki~dr5fsih~~~ ~_L~frit~~o~g~~~. ~~tmeans somethi n9

else. If you're talking about today, they mean something

else. I just want the record clear that this was training of

Mr. zarieh at some point in time before he went to Antigua

possibly in 2004. Is that --

THE WITNESS: Yes.

that I 5 inaccurate?

10 A I mean, without looking at my calendar, I couldn't

11 tell you for a fact: whether or not it's inaccurate. I

12 believe it was earlier than that.

14 Q okay. I think you said that it was possible that

15 you told Mr. zarich that the bank's portfolio could be

16 liquidated in T plus two, correct?

17 MR. SJOBLOM: what could be liquidated in T plus

BY MR. KELTNER:

Immediately before his move to Antigua, did you

THE WITNESS: No. I did not train him --

THE WITNESS: I did not: train Mr. zarieh in Antigua

I --

MR. SJOBLOM: Training versus when he went there -

THE WITNESS: Yeah.

MR. SJOBLOM: -- we're tal ki n9 about two di fferent

Was ita couple of months?

-- I do not recall. It could have been as early as

A

Q

Q

A

things.

21

22

16

17

18

•

23 May. I don't recall. I'm sorry.

24 MR. SJOBLOM: well, here's the problem. Her's the

25 problem. As to when these statements were made in 2004, they
believe

•
page 73

MR. SJOBLOM: That's not -

THE REPORTER: I'm sorry.

MR. SJOBLOM: That's not what the wi tness has
page 74

16 mischaracterizing what the witness said.

17 MR. KING: Let's clarify it.

18 MR. SJOBLOM: For the third time?

19 MR. KING: Yeah. For the thi rd time, you're the

20 only one that didn't hear it the way I heard it.

21 MR. SJOBLOM: Ask her if she said whether or not

22 the entire bank portfolio could be liquidated in T plus two.

23 Did you ever say such a thing?

21 A I'm trying to recall "the exact text. I mean, you

22 can take anything out of text. And even in the bible it says

23 they were naked and a few chapters later it was good. If you

24 put them together, it's out of text, though. So if you can

25 please tell me the exact text, I'd gladly tell you.

in nothi ~~n~~~g~~~i~i~~-~~~r~~~~~~~l~q~~~ies to 1i qui date a

portfolio in two days.

10 Q Okay.

11 A It's just not possible.

12 Q So when you were talking -- when you were giving me

13 the percentages earlier, you were speaking only as to tier

have been tier "two only.

what were you speaki ng about?

I did not give you the percentages earlier.

okay. When I sai d 50 percent, 75 percent, 100

you were talking about tier two?

If I were speaking of my own knowledge, it would

Q

Q

A

A

percent,

two?14

15

16

17

18

19

20

clarify. We'll clarify.

MR. SJOBLOM: -- in T plus two.

MR. KING: we'll give her a chance.

MR. SJOBLOM: You've already gone through 50, 75

and 100.

Pendergest-Holt_LaurCL20090210. txt

testified to. There's been no statement by the witness that

the bank's portfolio ~-

MR. KING: That's what she was asked, but we'll

MR. KING: Okay. well, let's make it clear. If

you didn't hear it, that's -~

MR. SJOBLOM: I did hear it, but you're

10

11

12

13

14

15

be liquidated in two days?

Because ~-

BY MR. KING:
page 76

THE WITNESS: This is Exhibit 26.

MR. KING: okay. Tom was good enough to fi nd for

a document while we were off the record.

MR. SJOBLOM: You talking about Tom -

MR. KING: Tom Keltner. correct.10

11
page 75

It would be impossible if the entire portfolio were

THE WITNESS: No, absolutely not.

BY MR. KING: MR. SJOBLOM: Mr. King, can we take a break?

MR. KING: Sure. Let's go off the record.

(A brief recess was taken.)

(Mr. Edmundson and Mr. Korotash not present.)

MR. KING: Back on the record at 3: 12.
okay. And why -- why do you say that?

MR. SJOBLOM: Why do you say what? Why -

BY MR. KING:

Why did you say that the bank's portfolio couldn't

A

Q

Q

24

25

•
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12 Q Let's go back and clean this -- One of the issues

13 we talked about earlier was your group's draft and review or

21 Q okay.· And take a look at Exhibit: 27. Is that an

22 example of a monthly report from the bank?

23 A This one is -- My team did not do this one.

24 MR. SJOBLOM: What was the question you asked her?

25 MR. KING: I just asked her if it was a an example

edit of the monthly reports, correct?

A well, they're quarterly reports, but, yes.

Q NOW, are those monthly reports for the bank?

24 my e-mail or otherwise? Yes, it's possible.

Have I read it? No. Is there possibly a copy on

BY MR. KING:

BY MR . KELTNER:

Did you receive a copy before today? Have you seen

BY MR. KING:

All right. Let's take a look at Exhibit 27 a

okay. who wrote it?

I don't know.A

Q

Q

A

Q

pendergest-HolLLaura.-20090210. txt
reports?

A That's correct.

22 Exhibit 27 before today?

25

23

15

16

17

18

19

20

21

BY MR. KING:

Yes. stanford International Bank client.

(SEC Exhibit No. 27 was marked for

identification.

A

14

15

16

17

18

19

20

•

the bank.

of what we've just been talking about, a monthly report from

A It says, welcome to the first edition.

di fferent.

(speaking simultaneously.)

BY MR . KELTNER:

I don't know what I'm readi ng.

MR. SJOBLOM: Do you know to what that refers?

THE WITNESS: I would assume, like you do --
Page 78

A

A okay.

Q Is that correct? Is that your understandi ng? Is

that your readi ng of the document? Is that your readi ng of

little

A okay.

Q -- closer. second paragraph there says, We want

our depositors to know that SIBL has no.direct or indirect

6 exposure to any of Madoff's investors.

Do you see where it says that?

A I do see where it says that.

Q NOW, the Madoff investments, I take it that's a

referral -- I take it that refers to the fraud by Mr. Bernard

12

13

14

10

11 Madoff that's been in the news?

15 Exhibit 277

16

17

18

That was

Report?

okay.

Yes.

Before they were quarterly and now they're monthly

(Mr. Edmundson and Mr. Korotash entered the room.)

page 77

BY MR. KING:

Why do you say your team di dn' t do that one?

Because my team did not write thi sone.

Q

Q

A

A

Q

.Q

10

11

12

13

14

•

uni ntenti ona1 ,

page 79

Q Is it fairly obvious?

I would say, like you, I would assume it was referring to

Madoff investments.

We're still trying -- we're confirming it in

What is -- In di rect exposure?

MR . KELTNER:

when di d thi s i ndi rect exposure fi rst come to your

Indirect. No. No direct exposure. Indirect only.

And what is the source of this indirect exposure?

It was through Meridian. Meridian is a fund of

Within their fund of funds, one of their fund

Q

A probably the end of January.

Q okay. So before year end 2008?

A No. The end of January
page 80

Q

A

A

A

Q

Q How do you go about confi rmi ng it?

A We're checking with the manager of Meridian to see

how much exposure, if any, was in our cl ass of that

attention?

alternative.

funds.

managers held -- I believe the name of that fund was Tremont,

which had invested in Madoff. So it was a very indirect, but

we found that out after this report had been published.

Actua11 y, it sti 11 has not been confi rmed. We

believe there could potentially had been a very small amount

25
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22 that would have been the only exposure.

23 Q what is the source of that?

24 A probably less than 500,000 indirect exposure.

14

16

17

18

19

20

21

22

23

24

25

15 process. 50--

13 Exhibit 277

10 of i ndi rect exposure.

11 Q To your knowledge, has Stanford International Bank

12 taken any steps to correct the ; nd; rect exposure statement in

Oversee ti er two?

-- do not manage. Oversee. Do not manage,

MR. KING: sorry about that. That was

Fai rl y obvious?

MR. KELTNER: she said yes.

MR. SJOBLOM: What's fairly obvious?

THE WITNESS: I wouldn't say it's fairly obvious.

Yeah.

BY MR. KING:

The -- In overseeing tier two of the bank, you

Pendergest-Holt_Laur~2009021O.txt

BY MR . KELTNER:

Q

A

A

Q

Q

BY MR. KING:

Q Now, you managed tier two for the bank, correct?

A That is correct. I oversee tier two

review the compiled report from Mr. palmliden, correct?

A That is correct.

Q okay. And is there any direct or indirect exposure

to Madoff investments in tier two of the bank's portfolio?

A To my knowl edge, there is no di reet exposure. As of

when this report went out, we believed there was no indirect

exposure. We did find out after this report was written,

there was, like, less than two million dollars, I believe,

indirect -- No. Yeah -- would have been less than actually

one million of indirect exposure to Madoff. To my knowledge,

10

11

12

13

14

15

16

17

18

19

20

21

19

20

21

22

23

24

25

•
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A oh, Bobby Ellison.

BY MR. KELTNER:

Q pe~~~r~:~~-~h~t-:~a~~~~~O~~~l~ai~tsomeone did an

introduction. who was that?

•
pendergest-Holt_Laura.,..20090210. txt

MR. SJOBLOM: 2009.

THE WITNESS: 2009. I di dn' t know --
Q Is he the one that sent you the e-mail ?

20 Meridian had sent an e-mail saying that there was a

21 possibility that Meridian did have exposure -- indirect

22 exposure to Madoff.

23 BY MR. KING:

12 end of January 20097

13 A Middle to end of January.

14 Q okay. You had no knowledge of Marlaff's exposure

15 prior to January 2009?

I do not know if there were any.

You weren't party to any --

I was did not party to any of that discussion.

THE REPORTER: I cannot get a clear record.

BY MR. KOROTASH:

Did you bring this to Mr. Davis's attention?

Yes, I did.

And what di d he say?

Yes.

You think that was around mid January '09?

I think so. I'm sorry. I've been traveling since

Q

A

A

Q

A

Q

Q

A

A

A He tried to confirm whether or not -- that we did,

in fact, have indirect. Again, though, if we did, it would

December 26th, so I'm guessing on dates.

24 Everybody's talking at the same time.

25 MR. KOROTASH: Do your best.

20

21

22

23

10

11

12

13

14

15

16 have been maybe $500,000.

17 Q Was there any discussion about the advisability or

18 the desirability of retracting the press release on the

19 company's website that there was no indirect exposure?

BY MR. KOROTASH:

How di d you 1earn of it?

Actually, somebody who had introduced us to

Yes.

You fi rst learned about Madaff' 5 exposure at the

BY MR. KELTNER:

And I want to be very c1 ear on that poi nt.

That's correct.A

A

Q

Q

Q

A

Q

BY MR. KELTNER:

That I 5 the fi rst

MR. SJOBLOM: Let's be very clear. she's talking

end of January 2009. That report was issued in December

200S.

10

11

16

17

18

_ 19

•
24

25

Q

A

who was that?

who sent me the e-mail or who was Meridian?

page 81

THE WITNESS: I said, I did not participate in any

direct conversation as to whether or not a reprint should be

done.

MR. SJOBLOM: Not a repri nt. Mr. Korotash asked
page 82

16 discussions.

21 Q Says there in the second column, first paragraph

22 there, The bank's board of directors made a decision to

23 increase the bank's capital by 541,000,000 --

10 BY MR. KOROTASH:

11 Concerning the desirability or necessity of

12 retracting a press release from the company's website.

conversation to retract a statement from --

BY MR. KELTNER:

sorry. I may have missed it. Did you say you

who is?

R. Allen stanford.

what's the basis for your assumption?

shareholder infusion or shareholder capital

That I do not know.

It would mean new capital put into the bank.

where did that $541,000,000 come from?

I would have to use an assumed word. I would

I don't know.

You don't know where the money came from?

substantive, no. An assumption, yes. I wouldA

A

Q

A

A

A

Q

A

A

Q

Q

to?
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23

24

25

22 had--

19

20

21

12 assume by the shareholder.

13

14

15

16

10

11

17 infusion. It'S not there, but that would be my assumption.

18 Q why was this 541,000,000 in capital infused?

Is that

Yes.

BY MR. KING:

okay. If you would flip the page on Exhibit 27 for

No.

MR. SJOBLOM: Your answer was?

The WITNESS: I was not part of any of those

A

A

pendergest-Holt_Laur~20090210. txt

that retract statements from the company's website.

what you sai d, Steve?

MR. KOROTASH: uh-huh.

MR. SJOBLOM: Was she a participant in any

17

18

19

20

13

14

15

maybe I can clarify it.

where does the -- What does this $541,000,000 refer

Page 83

believer it's Randall. His first daughter is named after

him. Her name is Randy, not Roberta. So--

assume shareholder contribution.

Q And there's only one shareholder?

A Yes.

Q Robert Allen Stanford?

BY MR. KING:

Q How was that capital being used?

Robert Allen -- It's not Robert, by the way. I

I don't know.

Any of it inti er two?
Page 84

A

A10

11

okay.

If you can tell me what you bel i eve it to mean,

I do.

What does that mean?

I don't know. It's -- I don't know.

okay.

-- on November 28th, 2008. See where it says that?

A

A

A

A

Q

24

25

•
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22 International Bank, r'm assuming?

•
12

13

14

15

16

17

18

19

20

21

pendergeS1:-Holt_Laura-.20090210. txt

A Based on the date here, November 28th, 2008, no.

Q But you haven't seen an injection of any capital?

A No. There have been no deposits in tier two.

BY MR. KELTNER:

Q Before we entirely leave that subject, just to

close the loop --

A Yeah.

Q -- was there any other exposure to Madaff that

you're aware of, aside --

A That I am aware of. no -- oh, for stanford

15

16

17

18

19

20

21

22

23

24

25

touch wi~hn~~~g~d~i~~~~-:-L~~ria~~O~~~lg~;~folioadvisors.

First, I asked them to scan their portfolios. If there were

any questi ons about the ho1di ngs in the portfo1i os, to then

call the portfolio advisor to see if, in fact, we did have

exposure there, di rect or indi rect.

Q okay. And when di d you do that?

A Right after the whole Madoff issue came out on the

news, and I do not remember that date. I do remember I was

traveling and I was not in the office when it took place.

Q So sometime ago, not recently?

A Yeah. It was sometime ago.

13 list of Madoff investors?

might be additional exposure to Madaff?

Q what di d you do?

A I asked my analysts to do a scan of the; r

individual portfolios to see if there were any exposure.

Q okay. And exposure to what?

A To Madoff, alternative funds.

Q Di rect or ~- Incl udi ng i ndi rect exposure?

15 liquidity?

16 A only what I would have been told by the bank or by

17 the board of di rectors.

Yes. That is correct.

uh-huh. That's correct.

what have you been told about the bank's overall
page 86

Q

A

A

Q But it was your testimony that your conversations

about liquidity were confined only to tier two liquidity?

A I do not recall whether or not they were based on

the overall portfolio or whether there's specific

conversations about tier two.

Q What do you know about the bank's overall

BY MR. KING:

Q okay. Before we broke, I think we were talking

about your -- I think you said five or six training sessions

with Mr. zarich, correct?

Q And you did recall having certain conversations

with Mr. zarich about liquidity, correct?

10

11

12

13

14

18
I had them get -- well, I had them actually get in

page 85

I researched tier two, yes.

I was not asked.

Di rect or i ndi rect .

How di d you do that? Di d you have them look at the

Did you do --

Correct.

To my knowledge, no.

okay. Were you ever asked to research whether that

Q

Q

Q

Q

A

A

A

A

A

23

24

25

14

10

11

12

•
pendergest-Holt_Laur~20090210. txt

19 liquidity?

20

21

22

23 Q

MR. SJOBLOM: When?

THE WITNESS: When? Exactl y.

BY MR. KING:

Date and time. when's first time you ever

22

23

24

25 Q

pe~~~r~~~~~~~~t-i:ui~~~~~g~~~. txt

The WITNESS: Is impossible.

BY MR . KELTNER:

Can you give us a more reasonable number?

24 discussed the bank's liquidity with someone on the board of

2S di rectors or --

BY MR. KOROTASH:

Q Let's go most recen-rl y.

It was possible that could have been said. I'm

BY MR. KING:

when I showed you the brochure that has your

MR. SJOBLOM: 60 to 90 days.

THE WITNESS: 60 to 90, yes. That is possible I

Q

A

picture in it earlier --
page 88

days?

A Fifty percent of a portfolio being liquidated in T

plus two would have been possible in 2004. That would not be

possible today.

BY MR. KING:

Q Okay. would it have been possible in 2004 to

liquidate 75 percent of the portfolio, the bank's entire

portfolio, in T plus five?

A I do not know the entire portfolio ever of the

bank. Logically, could a portfolio be liquidated 7S percent:

in T plus five? Yes, it would have been possible.

Q Did you tell Mr. zarich in 2004 that it was -~ that

the bank could liquidate 7S percent of its portfolio in T

plus five?

A It is possible I would have said that.

Q Okay. Did you tell Mr. zarich in 2004 that the

bank could liquidate 100 percent of its portfolio in 60 to 90

23

24

25

20

21

22 could have said that.

19 sorry. In what days? In--

10

11

12

13

14

15

16

17

18
Now, I want to make sure we're clear on this

Yeah.

-- before you said for the overall portfolio thatQ

Q

A

because

BY MR. KING:

Q We'll do it the other way.

A well, 2000 -- We can start with 2004. The numbers

that Michael set could have very easily been for the overall

portfolio or the numbers that I would have been given for the

overall portfolio. And given the time of the market in 2004,

those are logical numbers.

A probably -- 2001, probably.

Q okay. What di d you tal k about?

A Eight years ago. I -- I don't recall. probably

how a -- what the liquidity of the overall portfolio was. As

to the exact percentages, I do not recall.

that would have been impossible --

A No. What I said is for the entire portfolio to be

liquidated at T plus two is impossible.

Page 87

10

11

12

13

14

15

• 16

17

18

19

20

21
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15 factor to the bank?

Q I think it's Exhibit 26.

Q -- we looked at the sentence that says. Maintain

the highest degree of liquidity as a protective factor.

A okay.

-- did you tell him that the bank's money -- or

BY MR. KING:

During your 2004 training sessions with Mr.

Yes.

Yes.

Is that accurate?

why might that be important to an investor?

Yes.

A

A

Q

A

Q

Q

Q

20 that--

A An investor, in general, it just means how quickly

I can get cash out, ; f needed.

pendergest-Ho1t_Laura...20090210. txt
purchaser?

MR. SJOBLOM: If you know. If you don't.

THE WITNESS: I don't know. I could be

speculating, but -- I apologize. I'm not a banker.

BY MR. KELTNER:

14 that the bank's investment portfolio was managed in three

15 ti ers?

12

13

11 zari ch --

19 MR. SJOBLOM: Is what accurate, that she said it or

16

17

18

10

I can understand how that could be a protective

Is that page three?

It' 5 page three. Correct.

Yes.

You see where it says that?

I do.

Yes, it is.

Do you understand liquidity to be a protective

How is liquidity a protective factor?

Are you asking for my definition or my personal

pendergest-Holt_Laura...20090210. txt

Q

A

A

A

Q

A

A

A

Q

13 opi nion?

14

17 factor.

10

11

12

16

•

20 quickly -- liquidity doesn't necessarily mean cash. It means

21 how quickly assets could be converted to cash. And so if

22 you're in a bank-type situation, liquidity would certainly be

23 important because that's how quickly you can translate

24 holdings into cash.

18

19

Q

A

Explain that to me.

If you have liquidity, that means you can

21

22

23

24

25

Q

A

Q

A

BY MR. KING:

Is it: accurate t:hat there are three tiers?

Yes.

what is tier one?

cash. cash and cash in kind investments.

25 Okay. So why might that be important to a CD
Q What are the functions of tier one?

Q what does that mean?

A It's cash management.

•
page 89

A It just means you're managing liquid cash and cash
page 90

11 mischaracterization.

19 investment portfolio.

22 kind investment. It does nothing outside of that.

A Yes.

-- tier one?

Does it typically go through

It does not have to.

Yes.

It seems by your question that maybe a tier one is

How do you know that?

I don't. I don I t know that it does not have to.

MR. SJOBLOM: Are you talking about new incoming

Q

Q

A

A

Q

A

Pendergest-Holt_Laura.....20090210. txt
A I do not recall saying that it would always have to

go through tier one.

Q okay. When money is placed with a portfolio

24

21 money? Are you talking about liquidat:ing portfolios and

22 moving money around? What ~~ What point are you talking

23 about?

25 unclear to you what it is and how it arises.

11 advisor, does it always have to go through tier one?

12

13

14

17

18

19

20

15 I've never seen anything written. Let's put it that way.

16 I've never seen anything written that said it would have to.

10

Does -- Does tier one give wi re transfer

Tier one itself does not, no. Tier one is an

THE WITNESS: Yeah. No--

BY MR. KING:

Okay.

An investment portfolio would be a cash and cash in

-- that tier one performs?

MR. SJOBLOM: I don't think she said that. It's a

MR. SJOBLOM: Ti er one does not execute wi res.

THE WITNESS: Ti er one woul d not execute wi res.

A

Q

Q Okay.

A

instructions?

pendergest-Holt_Laura.....2009021O. txt

in kind investments.

Q Okay. I think you just said earlier executing

wires. Is that one of the roles that --

20

21

12

13

14

15

16

17

18

10

A Yes.

page 91

Q Did you tell Mr. zarich that when money moves

between tiers, it always has to go through tier one?

Q okay. And when it moves between the various tiers,

does it always have to go through tier one?

A I do not know.
Q okay. And who are the correspondent institutions?

A I don't know that this is an all inclusive list,

but Toronto Domi ni on --
page 92

one cash.

A It typically goes through one of our correspondent

institutions, and, generally, those instit:utions do have tier

BY MR. KING:

one, correct?

particular portfolio advisor, it typically goes through tier

her testimony, money, when it goes tier ~~ goes to a

Q Yeah. I don't think so. I mean, as I understand

10

11

Okay.

So that would have been a mischaracterization.

when -- Does money ever move between the variousQ

A

tiers?

23

24

25

•
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19 BY MR. KING:

20 Q What about Nat; anal Repub1 i c?

21 A I do not know that they are currently a

22 correspondent bank, but I've heard the name in the past as to

23 whether or not they are now. I don't know.

Pendergest-Ho1t_LaUr<L20090210. txt:

BY MR. KOROTASH:

BY MR. KELTNER:

Q And where is Trust: Mark based out of?

Q I'm sorry?

A Toronto Dominion, Bank of Houston and Trust Mark

are three of them.

Not always.

okay.

sometimes he's in Memphis. sometimes he's on the

A

A

road --

22

23

24

25

pendergest-Ho1t_Laura.....20090210. txt
15 di rectors.

16 Q specifically who?

17 A I would send mine to Mr. Davis. I would send my

18 request to Mr. Davis. what he does with it, I don't know. I

19 don't know if he speaks to the entire board or --

20 Q okay. when you say send a request to Mr. Davi s,

21 Mr. Davis's office is in Tupelo, right?
I don't know. I'm sorry.A

12

13

14

15

16

17

18

•
24

25

Q

A

what about HSBC?

We have relationships with HSBC as a firm. As to
Q okay.

13 about getti ng it?

whether or not those are stanford International Bank accounts

or other accounts, I don't know.

Q Do you have access to balances of cash be; n9

managed in tier one?

one managed institutions right now?

A I do not.

Q Do you know if management and referral fees paid to

stanford Group Company are paid from tier one?

A I'm sorry. I do not.

tier two, correct?

okay. We talked earlier about the liquidations in

And how do you know where to send it?

I request that information from our treasurer.

who is?
Page 94

Yes. That's correct.

And when tier two liquidates an asset, where does

Q

Q

A

Q

Q

A

tier one.

it send the cash?

A I send cash to one of the institutions I just

mentioned; Toronto Dominion, Bank of Houston, several of

them -- Bank of Houston, I believe, or Trust Mark.

A -- or I might be on the road. so, typically, I

would e-mail a request.

Q okay. In what situations might you request cash

from ti er one?

A I don't know that I have ever requested cash from

10

11

12

13

14

15

16

17

18

If tier two needs cash from tier one, how do you go

I would request the cash through the board of

page 93

No, I do not.

Da you know how much money is in -- is with tierQ

Q

A

A

14

10

11

12

•
23 A Mr. Davis.

24 Q NOW, if it's okay with you guys, I think at this

25 point -- you provided the Commission with a copy of a

19

20

21

22 no.

A

A

pendergest-Holt_Laura......20090210. txt

Patricia Maldanado.

You ever request that information from Mr. Davis?

Not the exact institution where to send the cash,

22
Pendergest-Holt_Laura......20090210. txt

Has any specific board member ever told you that?

investment parameters for ti er two?

A It's a globally diversified portfolio managed by

external portfol io advisors.

di rectives.

communicated to the various portfolio advisors?

Yes. Yes.

MR. SJOBLOM: You mi nd if we go off the record for

A

THE WITNESS: Yes.

MR. KING: Let's go off the record.

(A discussion was held off the record.)

MR. KING: Let's go back on the record at 3: 40.

MR. SJOBLOM: With respect to what Mr. King asked

about the powerpoint presentation this morning by Mrs. Holt,

it is certainly a comprehensive list. We'll double check to

make sure that it's 100 percent complete.

Also, having mentioned that now, I did agree to

provide that to you, but we do have to do that under FOIA,

confidential request. I think the way I'll handle it is to

make a Bates stamped hard copy, Bates stamped pages, send it

to you under a FOIA letter and then maybe return that other

one to -- would be the same thing. Agreed?

MR. EDMUNDSON: Let me -- You would like to produce
Page 96

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10 a second?

presentation that you gave this morning, correct?

A Yes. That's correct.

Q Rather than go through the entire list of portfolio

advisors, can we just say that the list of -- will you agree

that the 1i st of portfo1i 0 advi sors that you gave to the SEC

this morning is a comprehensive list of the portfolio

advisors in tier two?

The board of di rectors.

okay. And so are those investment parameters then

okay.

What is tier two?

All right. Let's talk about tier two for a second.

who sets the ~- I think you told us -- the

A

Q

Q

A

How do you know that?

I have been told that's how the accounts were set

up, that they have 100 percent discretion.

Q who told you that?

A Either the portfolio advisor through a copy of the

agreement or from a board member.

page 95

A Yes.

Q How are they communicated to the various portfolio

advi sors?

A Generally, in terms of -- here's how we see the

state of the economy, but as I've mentioned, all the

portfolio advisors have discretion, have 100 percent

discretion of their portfolios. They do not have to take

23

24

25

10

11

12

13

14

15

16

17

18

19

20

21

•
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the slide presentation to the commission pursuant to FOJA, a•
pendergest-Holt_Laura-20090210. tX"t pendergest-Holt_Laura-20090210. txt

BY MR. KING:

Q All right. One of the other entities there on tha't

list is an entity called SSM Venture. You familiar with that

entity?

A Yes, I am.
FOIA --

Q Te11 me about that.

15 the list that --

19 the indi rect Madoff exposure, correct?

22 entity?

MR. KOROTASH: Limited use.

BY MR. KING:

It ;s a private equity firm. They offer private

Roughly.

BY MR. KELTNER:

I'm sorry. I'd have to look at the numbers.

HOW'S it done?

What's the balance of the SSM Venture portfolio

Actually, I do recall they're up for the year, I

SSM Venture is located in the same building as

MR. SJOBLOM: what did you ask?

The WITNESS: The number that I had in the

That's correct.

A

Q

Q

Q

A

Q

A

A

presentation was accurate as of 12/31.

equity and holdings through -- I believe it's an l.l.P.

structure or an L.P. structure, and it is a collection of

25

24 stanford in Memphis, correct?

18 believe, by, like, a percent, maybe.

13

14

15

16

17

12 today?

10 investors investing in private equity.

19

20

21

22

23

11

okay.

MR. SJOBLOM: okay.

BY MR. KING:

Okay. I want to tal k about a few of the people on

That's correct.

And the money was invested in Meridian through what

A

A

Q

Q

Q -- we've been talking about. I think you mentioned

Meridian earlier. That's the group that we discussed with

MR. EDMUNDSON: -- 1i m; ted use of a 1egend?

MR. SJOBLOM: Yes.

MR. EDMUNDSON: when wi 11 you produce that to us?

MR. SJOBLOM: Next couple of days. when I go back

to washington, r'll print it: off and get it Bates stamped,

submit you a 1etter.

MR. EDMUNDSON: Don I t have a problem. End of the

20

21

16

17

18

12

13

14

11 week?

10

23 A There was an SIBl -- There was an SIBL investment

24 direct into Meridian.

25 (Mr. Keltner entered the room.)
Q Is there any affiliation between SSM Venture and

A To my knowledge,

•
page 97

stanford?

Q Does Stanford have -- Other than the entities,
page 98

16 your husband?

20 International Bank did make an investment in his fund. Given

21 my relationship to Jim, I saw it as a conflict of interest

22 for me to recommend or personally oversee that account. So I

23 had nothing to do with the opening of that account and do not

24 follow it.

At a gain or a loss?

A At a loss.

I don't know. It was probably down 25, 30 percent.

For the year or total?

I believe for 2008, probably, by percent. Believe

APP0094

Now -- CMS -- You sai d CMSU --

BY MR . KELTNER:

Track the portfol io.

CMSU & Associ ates .

MR. SJOBLOM: Stop pointing to the screen. You

And then does put them in the weekly report?

Yes, he does.

okay. And you receive the weekly report?
page 100

Yes.

-- & Associates is not on your list, correct?

No. It should be on my list. I put it on my

BY MR . KELTNER:

BY MR. KING:

What's the name of it?

A The reports are sent to Fred Palmliden.

A

Q

Q

Q who does track it?

MR. SJOBLOM: who does? sorry.

A

pendergest~Holt~laur~20090210. txt
A I don't know the most recent --

Q

Q

A

Q Ballpark.

A

Q

Q

A

A

mean the powerpoint _~

THE WITNESS: oh, yeah. The powerpoint. I'm sorry.

25

22 list -- I don't track it. I don't follow it and I am a

23 signatory or -- anywhere on the paperwork because of the

24 conflict of interest, but it was included on that list.

10

11

10

11

12

15

16

17

18

19

20

21

13 it or not, we really don't discuss work at home. We have

14 enough finance during the day .

page 99

BY MR . KELTNER:

I bel i eve 2006 or 2007.

How significant was the loss?

Is it still open?

It is actually in process of being liquidated.

He runs along/short equity fund, and stanford

Okay. Has tier two ever invested any money with

Yes.

That's correct.

And what's your husband's name?

Jim Holt.

No. unless they have Stanford in their name, no.

okay. I thi nk you sai d you were recentl y marri ed,

When was it opened?

Tell me about that.

Q

Q

A

Q

Q

A

Q

A

A

Q

A

A

pendergest-Holt~Laur~20090210. txt

stanford coins and Bullion, stanford Asset capital

Management, that have stanford in the name, is stanford

affiliated with any of the other portfolio advisors on the

list?

25

11 correct?

12

13

14

15

17

18

19

10

•
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was also -- it was also in process of being liquidated.

conversations.

MR. SJOBLOM: Stop, guys.

BY MR. KELTNER:

Q Do you understand that to mean the top performing

funds or the worst performi ng funds?

A It was among the worst at the end of 2008, and it

wanted i ~e~~eb~e~~;~~~tt~:~r~~~~9~~~0p~~~ona11 y make

requests as it related to that fund.

Q Again, was there any discussion about placing it

with Mr. Davis --

I don't recall ever -- I don't recall having thatA

pendergest-Holt_Laura.-20090210. txt
15

12 A I do.
16

13 BY MR. EDMUNDSON:
17• 14 Q How much money was your husband given to match?
18

15 A I believe the original figure was 20,000,000, or, r
19

16 believe, it got up to 20,000,000. I'm not sure the actual
20

17 tranches of cash that were put in. I was not in those
21

18 conversations.
22

19 BY MR. KELTNER:
23

20 Q How long has CMSU been in existence?
24

21 A I bel i eve ei ght years.
25

22 Q How long has your husband been employed with CMSU?

23 A He's an original partner of the fi rm.

24 BY MR. KOROTASH:

25 Q Was there any discussion about putting that fund

How did tier two do in 2008?

A It was down approximately 30 percent.
page 102

BY MR. KING:

Q Who made the decision to liquidate it?

A Actually, there was a combined effort. I don't

have anything to do with it. And given the performance, I

made the -- I made the recommendation -- or I brought it up

that it should be liquidated due to its performance.

It's a long/short equity fund. Long/short equity

funds generally do not -- especially when they're more long

than short, generally, do not fair well in market

envi ronments 1i ke 2008.

Q And to whom did you make that recommendation?

•

over into tier three to try to take away any of the conflict

that mi ght have exi sted?

A Not necessarily to put it in tier three, no. It was

more of a discussion. I did not mind it being placed in tier

two. I just thought. it was a conflict of interest for me to

personally monitor it.

Q You oversee the people that: monitor it?

A Yes. But I do not oversee or request any funds to

be placed in any given portfolio advisor.

10 Q Did you have any discussions at all with Mr. Davis

11 concerning the possibility of putting the funds in tier

12 three?

13 A I asked that he sign the documents and that he

14 oversee it. I didn't care where the placement was. I just

page 101

10

11

12

13

14

15

16

17

18

A

Q

A

Q

To Mr. Davis.

And he followed it?

He is liquidating the positions currently.

Let's talk about tier two's overall performance.

pendergest:-Ho1t_Laur~20090210.txt _

Q Okay. What's the balance on tier two currently?

A It's around 350. probably 350,000,000.

rai si ng )i~~idf~~~-~~1~~~~ud~~~~9~*1~~~x~hi ngs. Either to

bolster your liquidity to a certain level or to payout

redemptions. All I need to know is where it goes.

BY MR. KING:

19

20

21

22

23

24

25

Q

A

Q

BY MR . KELTNER:

How does that compare to the end of '077

It was over -- close to or just over a billion.

BY MR. KING:

So I take it that the -- it wasn't -- I mean, it's

22

23

24

25

Q what percentage of the bank's portfolio is in tier

two?

page 103

assuming, to meet redemptions.

down 30 -- roughly 30 percent, right?

A I asked and I was told that they are raising

liquidity.

MR. SJOBLOM: when?

The WITNESS: Yeah. when? Today or -

BY MR. KELTNER:

Let's start wi th today.

I really don't know. certainly today, less than 10

Q

A

numbers are ri ght?

MR. SJOBLOM: currently?

BYMR . KING:

What is -- What's the hi ghest percentage of assets

strike that.

What is the highest percentage tier two has ever

been with regard to the bank's entire portfolio?

A I know this question (sic) is going to sound like a

smart remark, but if you have a calculator, I can give you a

percentage, but, otherwi se, I caul dn' t
page 104

percent.

Q I think earlier today you looked at an exhibit that

had around eight billion dollars investment portfolio around

year end?

A That were around year end and at year end we had

approximately four to 500,000,000, then that would be less

14 than 10 percent.

15 Q In the neighborhood of 5 percent, assuming those

16

17

18

19

20

21

22

23

24

25

10

11

12

13
How do you know that?

I don't know it for certain.

(Nodd; ng.)

And the rest of that percentage would then beQ

Q

A

A

And that was

And that's to both bolster -- I mean, when you're

covered by liquidations; is that right?

A Majority of it was a result of cash being withdrawn

from the portfolio.

Q okay. Why was cash withdrawn from the portfol io?

A To send to cash and liquidity, and then, I'm

BY MR . KELTNER:

Q I assume if you're the investment manager and

they're liquidating -- or since you're overseeing the

investments and they're liquidating a large portion of what

you're overseeing -- overseeing, you never had occasion to

ask?

10

11

12

13

14

15

16

17

18

19

20

21

•
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12 penalties?

13 A We were brokering investments that had lock-ups on

14 them. And when you break an investment that has a lock-up in

15 the contract, you're going to pay a penalty if your

16 redemption exceeds a certain percentage or if there is any

17 redemption at all. In both cases we have now broken that.

18 So as a result, we had to pay penalties.

19 Q Was it your sense these were_significant penalties?

20 A It'S not my sense that they are significant

21 penalties, no.

22 Q Do you have a ballpark idea sitting here what the

23 penalties -- the total?

pendergest-Holt_Laura.-20090210. txt

BY MR. KOROTASH:

Q well, give us the numbers. Tell us what your

number was and what the bank's number was.

A When the bank was under eight billion, we had

I'm sorry. when the bank was under eight billion, we

probably had close to a billion, and so it would be the

calculation. So it's greater than 10 percent, but --

Q okay. We talked this morning for a few minutes

about having to pay penalties during the liquidation phase?

A That's correct.

morni ng --

Which advisors do you know charged you liquidationQ

THE WITNESS: Right.

MR. SJOBLOM: -- and the question today -

THE WITNESS: Right.

MR. SJOBLOM: -- in both of those instances

THE WITNESS: Yes. Yes. So in both instances of

the questi on I sti 11 don't know.

BY MR . KELTNER:

fees?

Q pe~~~ri:i~-~~~~-~fu~h;~~092~f~ht~~o investments are

you talking about?

A I'm sorry. when did I say both of them?

when he asked you about redemption penalties, I

think you said in both instances.

A oh, we were talking earlier. He had asked -- I'm

sorry. He had asked earlier if there were any redemption

penalties and I had said, yes, that there were. And then he

asked again, and I said, yes, that there we~e. And in both

instances I don't know how much they are.

MR. SJOBLOM: Mr. Korotash asked his question this

A The advisors themselves would not have charges

liquidation fees. The holdings that those advisors owned

would have charged liquidation --

Q Sort of like a fund of funds --

4

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

And why was that? I mean, who was chargi ngQ

10

11

•

24

25

A In total, no, I don't.

BY MR . KELTNER:
A Yeah.

Q -- type structure?

A Yeah.

•
Page 105

Q So an unde r1yi ng fund
Page 106

20 assets would result in penalties?

21 A I honestly do not recall if I told him. I do

22 recall telling him that it could take time to liquidate --

pendergest-Ho1t_Laura.-20090210. txt

A So an underlying manager or a -- a fund that would

have been within a portfolio would have charged fees, not the

portfolio advisor. So it's not a double set of fees to

1i qui date.

BY MR. KOROTASH:

Q I think I asked you this morning about whether or

not you had any discussions with Mr. Davis regarding the

desirability of, perhaps, getting funds from tier three to

use for the needed purpose rather than incurring these

penalties.

Did you have any discussions along those lines?

A No, I did not have those discussions with Mr.

Davis.

23 don't recall now where I was.

BY MR. KING:

Di d you parti ci pate in the meeti ng remotely?

Thomas in November.

I was not in that meeti ng. I was e1sewhe re. I

Q Di d you parti ci pate ina meeti n9 wi th anal ysts in

mid November last year in St. Thomas -- could have the island

wrong -- St. croix?

A Actually--

MR. SJOBLOM: What was the question?

THE WITNESS: Actually, he's right. It is St.

Thomas, and, no, I was not in that meeting. He asked there

were -- did I participate -- or were I in a meeting in St.

24

25

11 okay.

12 BY MR. KING:

13

14

15

16

17

18

19

20

21

22

that' s t~~~d~h~~~t~~~~~rL~h~~~~~G~2~~n~i~i es?

A Not necessarily. I don't know, and it doesn't

10 necessarily make sense.

BY MR . KELTNER:

Did you tell Mr. Davis that liquidating theseQ

10

11

12

13

14

15

16

17

18

19

BY MR. KOROTASH:

page 107

Q And sitting here now --

penalties would be incurred?

A I do not know if he were.

okay.

MR. SJOBLOM: When? Novembe r 2008?

MR. KING: Yes. Mi d November 2008.

BY MR. KING:

There was a tri p to st. Thomas, ri ght?

There was a tri p to St. Thomas.

What was the purpose of the tri p to St. Thomas?

It was our mid quarter investment meeting.
page 108

I dialed in for a quick conference call with the

I did not stay on the line the entire time during that

A

Q

Q

A

meeting.

team.

10

11

uh-huh.

Do you know --

-- these holdings.

Do you know if Mr. Davis was aware that the

A

Q

A

Q

Q -- do you think it might have made some sense from

an economic standpoint to get money from the large tranche

23

24

25

•
APP0096
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BY MR. KOROTASH:

21 okay, so we can be cl ear.

page 111

APP0097

BY MR. EDMUNDSON:
page 112

Jim is on the board of directors or managing the

BY MR. KOROTASH:

Do you know who manages the assets inti er three?

I know it's overseen by the board of di rectors.

Including Jim Davis?

I don't know.

BY MR. EDMUNDSON:

Yes.

I can quit if you would like.
page 110

what was your reaction --

okay.

MR . KELTNER:

BY MR. KING:

I want to -- I want to ask the question again

Why do you 1augh?

surprised is justa humorous term. I'm sorry.

Who di d you ask?

Mr. Davis.

I just said I don't remember.

what di d he say?

He told me private equity and real estate.

BY MR. KELTNER:

And when was that?

pendergest-Holt_Laura....20090210. txt
BY MR. KING:

A

Q

A

A

Q

A

A

A

Q

A

A

Q

Q

A

Q Were you surprised to learn that tier three was in

private equity and real estate?

A I wouldn't say surprised.

Q Were you ever asked by a financial advisor to

determine how much private equity was in tier three?

A Not that I recall.

BY MR. KING:

Q What was your reacti on?

MR. SJOBLOM: There's been a lot of laughter in

here today. Tom. 50--

-- make sure we're on the same page.

What percentage of ti er three was invested in

private equity in the fourth quarter of 2008?

A I do not know.

Did you ever have occasion to ask Mr. Davis what

percentage of tier three was private equity in the fourth

quarter of 2008?

A My recollection is no. I mean. it's ~- My

recollection, as it is just a tier three or just in the

portfolio, how much is in private equity, I do not recall.

Q What percentage of the total portfolio was in

private equity during the fourth quarter of 2008?

BY MR. KING:

pendergest-HolLLaur~20090210.txt
Q okay. without knowing the assets that are in tier

three, how do you know that tier two is more liquid than tier

three?

A Because I had asked at a point in time -- I don't

remember the exact date -- what tier three assets were.

Q Five years ago? six months ago?

A It would have been probably within the last three

to six months.

24 assets?

25

25

24 because I want to --

22

23

10

11

12

13

14

15

16

17

18

19

20

21

22

23

10

11

12

13

14

15

16

17

18

15

16

17

18

19

20

21

22

23

24

25

BY MR. KOROTA5H:

I -- I was responding only to cash in the portfolio

I don't know.

I don't think I had a reaction. I had asked a

Yes, I did.

Did this question that Mr. Korotash posed a moment

One of my analysts. I don't remember which one.

what was your response?

My response was tier two is the more liquid

what was your reaction to Mr. Davis's statement

Yes. You're correct. It was mid November. It was

That: question has come up. whether or not it was

Let me do the question, then you'll do the answer,

pendergest-Holt_Laur~20090210.txt

BY MR. KING:

A

Q

A

A

A

Q

A

A

A

Q

Q But you have the sense, obviously, there was a

significant percentage to the extent that you couldn't ask

him for -- to -- you told the analysts that that wasn't a

Q I'm sorry. What was the remark Mr. Davis made in

terms of -- you said -~ was there a primarily here or what

percentage are we talking about?

A I did not ask percentages. I just asked what some

of the holdings of tier three were. I don't think it's all

~- I don't know that it's all inclusive, but the answer that

was given to me was that there were private equities and real

estate holdings in tier three.

BY MR. KING:

Q How has it come up?

A No. That was a question that was asked. The

question is -- well, what is your question? Did the question

come up during that meeting or has that question ever been

asked?

Q well, I think you said you didn't remember whether

it happened at that meeting?

A Right. Has the question been asked? Yes.

Q By whom?

pendergest-Holt_Laura.....20090210. txt

Q okay. who went to the meet; ng?

A My -- A large quorum of my team. As to exactly who

was there, I would have to go back and check travel vouchers.

Q okay. Was it mid November?

20

24

25 question and been given an answer.

21 of tier three. I was responding only to cash.

23 that tier three was private equity and real estate?

22

14

15

16

17

18

20

21

11 What percentage of tier three at year end -- or in,

12 let's say -- let's say in fourth quarter 2008 was in private

13 equity?

22 ago come up in the meeting, why not liquidate tier three

23 rather than tier two?

24

19 feasible idea to get money from tier three.

10

2S at that precise time, I don't know.

17 around November 15th.

18 Q okay. And you dialed in for some portion of the

19 meet; ng?

10

11

12

13 portfolio, and that while there may be cash in tier three, it

14 was, most likely, already called for.

page 109

12

13

14

15

16

19

20

•

•

•
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A Yes.

14 mischaracterization.

You are aware that the bank has an investment

BY MR. EDMUNDSON:

Let me take each one of those.

I do not know what the allocations are in tier

I do not know.

How do you know that?

You don't know who the portfolio advisors are in

You don't even know that there are any assets in

okay.

Gosh, years with Stanford. I mean, it's -- I don't

Have you ever made presentations to him as a member

Did Mr. Davis ever advise you in 2008 what the

BY MR. KOROTASH:

I thi nk, Texas.

APP0098

MR. SJOBLOM: No. No earlier today.

MR. SJOBLOM: She's already testified she has.

MR. KOROTASH: That's off the record.

He's a board member of stanford International Bank.

who is o. Y. Goswick?

MR. KING: okay. I forgot.

MR. SJOBLOM: As long as it's consistent.

The WITNESS: I have not made a presentation solely

What's hi s background?

I do not know his background.

where's he 1ive?

A

A

Q

Q

Q

Q

A

Q

Q

A

A

A

Q

estate.

ti er three, do you?

A I do know they are assets in tier three.

Q I was -- I thought I could generalize it for

specificity. You don't know what the alloc..ations are in tier

three, do you?

A I have been copied on some e-mails as it relates to

holdings in tier three.

Q What did those e-mails· say?

A There's several e-mails. Some are talking about

all of them are discussing drawdowns or investments into

private equity.

In no case is it -- that I recall is it an initial

investment, so, generally, as agreed upon in a previous
page 114

information, whether it was through a phone call, a question,

a meeting. I don't recall, but that is who I believe it to

percentage of -- of the bank's assets were comprised of real

estate and private equity?

A It is possible that we could have had that
page 116
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list that you gave me earlier, I believe it to be Mr.

stanford or Allen stanford, Mr. Davis and o. Y. Goswick.

What's your basis for that belief?

the board of di rectors.

to the investment committee. I have made presentations to

10

11

12

14

13 three.

16

17

18

19

20

21

22

23

24

15 tier three, if any, are used at all?

mischaracterization again. You're talking about percentages

4 or allocations. she said she's -- private equity and real

25 drawdowns on cash for private equity investments. Actually,

MR. SJOBLOM: No. That's not· -- It'S a

moment?

24

25

23 of the investment committee?

pendergest-Holt_Laura.-20090210. txt

12 I don't recall where I was when I first got that

13

14

15 be.

10

11

10

11

16

17

18

19

20

21

22

My question was "managed."

MR. EDMUNDSON: Let me rephrase.

MR. SJOBLOM: she said she knew or was told there's

You don't oversee the assets in tier three?

I do not oversee the assets in tier three.

And your testimony here today is with specificity

BY MR . KELTNER:

okay. And who would you ask on the investment

I would go to the board of directors.

And within the board of directors who would you go

I would ask Mr. stanford and Mr. Davis.

Actually, if I wanted to know about tier three, I'd

okay. I hate to ask this question since it's a

BY MR. KING:

A private equity fund identified by name?

who would you ask on the board by name?

I woul d ask Mr. stanford and Mr. Davi s.

I am aware of that

who constitutes the bank's investment committee?

I believe it to -- Without referring back to that

Page 115
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Q

A

Q

Q

Q

A

Q

Q

Q

A

A

A

MR. SJOBLOM: That's not what she said.

THE WITNESS; well--

MR . KELTNER: New quest; on.

MR. SJOBLOM: wait a minute. That's a

A oh, I'm sorry. I do not know that Mr. Davis is

actually managing tier three.

Q All right. Do you have an understanding of who

oversees the assets in tier three?

A It' 5 overseen by the board of di rectors.

Q And your testimony here today is you don't: know

what the assets of tier three are?

A That' 5 correct.

Q If you wanted to have information regarding the

assets of tier three as the chief investment officer of

BY MR. EDMUNDSON:

22

23

24

good segue. We were talking about the investment committee

earl ier.

page 113

committee, correct?

10

11

12

13

25 you don't know what the assets are in tier three at the

15

16

report or in a previous agreement.

pendergest-Holt_Laura....20090210. txt

17 private equity and real estate.

18 MR. EDMUNDSON: Fa; r enough. I appreci ate that.

19 That was a bad question.

20 The WITNESS: Thank you.

21 BY MR. EDMUNDSON:

21

22

23

24

25

20 committee?

10

11

13 A

14

12 stanford Financial Group, who would you go to?

15 to?

16 A

17 probably go to all of them or I would, at minimum, go to the

18 investment committee.

19

•

•

•



Case 3:09-cv-00298-N     Document 12-11      Filed 02/17/2009     Page 1 of 10
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12 conversation. As to percentages or even ballparks, I don't

13 really remember the conversation much less what the

14 percentages would have been.

15 MR. SJOBLOM: Just for clarification, you are

16 talking about tier three only or tier two -- put together

17 private equity and real estate?

18 BY MR. KOROTASH:

A Tier three, no. No conversation has been known to

allocations.

18 Q So as you sit here now, do you have a -- do you

19 have sense during 2008 of what the overall -- overall

20 percentage was of real estate and private equity?

BY MR. KOROTASH:

I'm sorry.

Don't be sorry. I hate that.

I would have to look.

A ballpark.

I can't even give you a ballpark. I'm afraid if I

A That's correct.

Q

A

Q

A

A

pendergest-Ho1t_Laura-20090210. txt
tier two.

21

22

23

24

25

15

16

17

Either one.

Did he ever advise you in -writing of the

Q

Q

19

20

21

22

•
23 percentage?

13 BY MR. EDMUNDSON:

14 That spreadsheet that we saw this morning was only

10 THE WITNESS: No.

11 MR. SJOBLOM: SBIL allocations combined?

12 THE WITNESS: That would have been tier two only --

BY MR. KOROTASH:

page 117

BY MR . KELTNER:

Q Do you know what it was now? And so I was asking,

where would you have to look to get that answer?

A I would have to look at my e-mail or past meeting

notes to see if I had ever received it or written it down.

MR. SJOBLOM: You're asking about private equity

and real estate allocations in either T three stand alone or
page 118

12

13

14

15

16

17

18

have you a ballpark, I would simply be misleading you.

BY MR. KELTNER:

Q where would you look?

A I would have to look through my archive e-mails to

if I ever sent out an e-mail that discussed parameters of

a portfolio or the investment -- can't think of the word I'm

looking for.

BY MR. KELTNER:

Q I think Steve's question may have been, sitting

10 here today, do you know what it was at year end.

11 MR. KOROTASH: uh-huh.

Not: that I reca11 .

Did you ever advise anyone else in the company whatQ

A

Q Either one.

A In the entire year of 2008 it is possible, but I

would assume out over all portfolio allocations.

MR. SJOBLOM: As a matter of fact, I think there

was a slide this morning that talked about overall. No?

the percentage of real estate and private equity amounted to?

MR. SJOBLOM: In tier three?

THE WITNESS: Tier three or overall?

24

25

•
22 do not know.

23 BY MR. KELTNER:

24 report.

25 (Interruption to proceedings.)

19

20

21

pendergest-Holt_Laur~20090210.txt

T plus two to today?

MR . KELTNER: Ri ght.

THE WITNESS: Tier three I can unequivocally say I

22

23

Q

A

pendergest-Holt_Laura-20090210. txt
what is it?

It's the stanford International Bank quarterly

24 Q okay. You don't know tier three and you don't know

numbers.

25 the total either, correct?

A It's possible that I could have been given total

Q Okay.

A So it's very possible I could have had said, Okay.

Total cash for the portfolio is this. In fact, there's an

SIBG quarterly report if you look at the breakdown of the

pie. So, yes, obviously, at some time received overall

portfo1 i 0 all ocati ons .

As to how it was classified, for example, private

10 equity, is it classified as alternative? Is it classified as

11 equity? It could be classified either way.

12 So do I know exactly how much is in private equity?

13 No. To my knowl edge, I do not know and I woul d have to go

14 back to past correspondence just to try to find it.

15 (SEC Exhibit No. 28 was marked for

Yes. That is correct.

okay. So you have knowl edge of ti er two --

page 120

I received it -- Actually, I believe it was

uh-huh.

A

A

A

A uh-huh.

Q -- are aggregated ti er one -- I mean -- excuse me

for all tiers, right?

A That's correct.

Q Ti er one, ti er two and ti er three?

to me, that I recall.

Q How does -- The pi e charts here are --

BY MR. KING:

Q What was your role in preparing Exhibit 287

A I edi ted it.

Q Okay. would that include the pie charts on page

four?

15 actually sent directly to my analyst. It did not go directly

14

16

17

18

19

20

21

22

23

24

25

A I didn't -- The only thing I would have done as it

relates to the pie charts on page four is to add the numbers

to make sure they equal 100.

Q Okay. who provided the data that makes up the pie

10 charts on page four?

11 A I received the pie charts from Mr. Davis. I am

12 assuming he received it from the board of directors.

13 Q You received it from Mr. Davis?

i denti fi cati on.)

BY MR. KING:

Ms. Holt, let's look at Exhibit 28.

Yeah. Okay.

You recognize Exhibit 28?

I do.

page 119

Q

A

A

Q

16

17

18

19

20

21

•
APP0099



Case 3:09-cv-00298-N     Document 12-11      Filed 02/17/2009     Page 2 of 10

16 sends it directly to Mr. Davis.

19 Q -- of Exhibit 28, let's look at the pie chart on

20 the top left-hand corner, if you would.

Q And to do an aggregated report, you need knowledge

of ti ers one and three. ri ght?

A That' 5 correct.

11 the quarter, Fred Palmliden would send to Mr. navis the --

12 like on this case -- the September 30th weekly report that

13 would have all these breakdowns in it.

Yes.

I don't know.

Because he is the one pulling together the

That' 5 just the def; n; ti on of fi xed income.

It's a commonly used definition --

-- of fix income?

uh-huh.

Okay. What about alternative investments?

MR. SJOBLOM: Global,

THE WITNESS: And it can also include futures

okay. NoW. how do you know that Mr. Davi s ' s

So that's dependent on Mr. Davis?

That's correct.

A

A

Q

Q

Q

Q

Q

A

A

Q

A

20 two?

A It would be noncorrelated instruments. It would

pendergest-Ho1t_Laura.....20090210. txt
sovereign debt, could be convertibles.

Q How do you know that?

21

22

23

24

A That's correct.

25 aggregated numbers?

18 definition for alternative investments in tier three is the

17

16 BY MR. KING:

10 include some prtvate equity funds possibly in tier two. They

11 could include some real estate. Generally, it's referring to

12 alternative funds; long, short, global, macro, et cetera --

13

14

15 opt; ons forwards.

19 same as your definition of alternative investments in tier

-- before you drafted this, correct?

uh-huh. That's correct.

You send it directly to Mr. Davis?

Yes. He sends it directly to Mr. Davis. Fred

okay. Looking here at page four ~

uh~huh .

Okay.

And just do some definitions for me.

Okay.

What is fixed income?

Fixed income investments, bonds, corporate bonds,

And how do you do that?

There's a compiled weekly report. So at the end of

pendergest-Holt_Laura.....20090210. txt:

A

Q

A

A

Q

Q

A

A

A

Q

Q

Q

A

Q But Mr. Davis doesn't send that information to you.

You send tier two to him, correct?

A That' 5 correct.

21

22

23

24

25

14

15

10

17

18

•

•
Page 121

what about cash equivalents? Is that tier one?

A It would also certainly include tier two. I know

we had -- we had cash in tier two. So it could include any
page 122

14 securities?

pendergest~Holt_Laura_20090210.txt

liquidity any through tiers one, two or three.

11 nonlisted.
BY MR. KING:

When you say -- when you say individual private

Yes. I mean investments in individual companies as

Are you aware of anywhere that -- the bank

Q

Q

A12

14

15

10 equity, do you mean private placements? You mean investments

11 in individual companies?

16 discloses that the term "equity" includes these investments

17 in i ndi vi dual compani es?

13 listed or nonlisted. In our case, obviously, nonlisted.

BY MR. KING:

BY MR. EDMUNDSON:

Common definition?

Common definition is any security listed or

Okay. what's an example of the non1i sted

And equity, what's that?

It's any security listed or nonlisted.

Q

A

Q

Q

A

12

13

10

18 private equity was under alternative investments.

equity holding not a private equity fund, generally.

Q okay. So I thought you said that tier two is

A That's because tier two's private equity are in

private equity funds.
24 investing it in a company?

I do not know.

okay.

To my knowledge, that would be correct.

A

A

Q NOW, are these -- So these are -- These investments

A

Help me out here. I don't do private equity world.

Q These individual investments in private companies,

it's -- it's nothing fancier than stanford taking it's money,

25

18

19

20

21

22

23

It would be private equity. An individual private

okay. And--

And not individual holdings.

okay. How do you know that the private equities inQ

A

Q

A

19

20

21

22

23

15

16

17

24 the equity piece of this pie chart is different?

BY MR . KELTNER:

Q When you say --

page 123

is included within equity?

A I don't. I said it was a general definition. The

general definition of equity is any security listed or

nonlisted, any corporate security listed or nonlisted. So~-

agreements?

BY MR. KING:
page 124

Typically, have you ever seen one of these

okay. Are you aware of whether or not stanford --Q

Q

MR. SJOBLOM: Are you asking whether there's

difference between a PPM or private placement memo?

MR. KING: Yeah. I'm asking her if she's

any of these agreements where --

THE WITNESS: For stanford International --

Now, what are the terms of those agreements?

A I do not know the terms of those agreements.

10

11

I don't. I said that's a general definition.

All right. so how do you know that private equity

A

Q

25

•
APP0100
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11 that came up at some point. You weren't sure when --

23 with the analysts in mid December?

24 A I have numerous meetings with my analysts.

14 received the information from Jim, but I do not know -- Jim

page 125

Was it something like only a small percentage of
page 128

MR . KELTNER: Do you have notes to that effect?

MR. SJOBLOM: I will find out.
page 126

BY MR. KOROTASH:

Mi d December.

And where did that conversation take place?

I believe in Tupelo.

okay. Was it just you and Mr. Davis?

It is possible that I could have said that, yes.

HoW di d you know that?

It was really more of an assumption from a

APP 0101

when was that conversation?
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BY MR. KELTNER:

Anythi ng 1i ke that?

I would have said that there were funds allocated

Q

Q

A

Q

A

Q

A

A

Q

equities?

companies.

Q okay. What's your understanding of when private

equity became part of the tier three asset allocation?

A YoU know, I honestly do not know when private

in recent years.

MR. SJOBLOM: May I interject? since I sat in on

the interview with Mr. palmliden, that's not what he said.

He said that in recent years it may have been more or an

increase, not that it moved from one to the other. That's

not what he told the SEC examination person if that's where

you're getting that information. That was like four or five

days ago.

di rectors.

Q would -- How would you characterize the liquidity

of these investments in individual companies?

A I don't know. I'd have to know the individual

Davis __ p~n~~r~~~\~~~~\.~a~h:t~~o;~;;~h~~~ he did on ~is own

or if that were information given to him by the board of

MR. SJOBLOM: At what point in time?

THE WITNESS: Yes. Absolutely. The point in time

woyld make a huge difference.

BY MR. KING:

25

MR. SJOBLOM: When was this meeting?

THE WITNESS: In mid December.

MR. SJOBLOM: December of 2008?

THE WITNESS: Yes.

25 toward private equity and real estate.

19 Actually, it was more of a passing meeting.

20 Okay. Hallway meeting?

21 A Yeah.

22 Q What was it that he said that caused you to infer

23 that only a small percentage of assets were in equities?

24 A I don't recall exactly.

4 equity became part.

Q Do you recall telling Mr. palmliden that tier three

had moved to private equity and real estate in recent years?

A I don't recall saying that it had moved. I know I

possibly said that it has held private equity and real estate

22

23

24

BY MR. KING:

Q Do you recall saying at that meeting that only a

small percentage of the tier three assets were invested in

10

11

10

11

12

13

14

15

16

17

18

15

16

17

18

19

20

21

22

23

24

25

12 conversation with Mr. Davis.

13

14

15

16

17

18

And remember back to Mr. Korotash's question

Yes. That is correct.

But, yeah, I'm sure I had a meeting with them in

-- correct?

uh-huh.

-- why not liquidate tier two. You said that

It would have been the board of directors. I

Yes.

BY MR. KING:

The -- Do you recall in your -- having a meeting

Are there -- Are there offer; n9 memorandums for

MR. SJOBLOM: sorry?

A

Q

Q okay.

BY MR. KING:

A

Q okay.

A

A

Q

A

THE WITNESS: I have numerous meetings with my

Q

about why not 1i qui date --

analysts. So--

mi d December.

pendergest-Holt_LauriL20090210. txt

Q Yes.

A -- Bank?

correct?

Q Yes.

A To my knowledge, I have not. Like I said earlier,

I have been copi ed on e-mail s . I cannot say that they di d

not include anywhere in there had I dug through the e-mail

any of those agreements, but they didn't relate to my

portfolio. I didn't bother going through them.

MR. SJOBLOM: "By agreements, t1 are you talking

about the offering memorandums, the private placements? Is

these investments?

Q You've never seen one?

A To my knowl edge, no. That' 5 why I was sayi n9, they

may be buried into one of these e-mails that I haven't

uncovered. 50--

Q So how do you know that these are individual

investments in private companies rather than private equity

would better fit under alternative investments?

A I don't know. I stated that already.

Q That was Mr. Davi s' s deci si on to i ncl ude it there,

A I don't know.

25

21

22

25

12

13

14

15 Do you recall telling. the analysts that a big

16 portion of the bank's portfolio is invested in private equity

17 and real estate?

18 I don't know that I've ever uttered the words "a

19 big portion." I could have said, a portion of the assets are

20 allocated. I could have -- I don't know what I said. I do

21 not recall saying "a big portion."

Page 127

22 that what you're ask; ng about?

23 MR. KING; Yeah. I mean, if that r s what she' 5 --

24 BY MR. KING:

10

pendergest-Holt_Laura-20090210. txt

19 MR. KING: Thi sis what happens. Let' s tal k to the

20 witness and we'll talk offline.

10

11

12

13

12

13

14

15

16

17

18

19

20

21

•

•

•
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20 BY MR . KELTNER:

pendergest-Holt_Laura.....20090210. txt

think; ng.

10 MR. SJOBLOM: Is that your word "small" or --

the assets are in equi ti es?

A No, I do not believe that is the case.

Q well, you drew that conclusion. What did he say?

Yes.

(A discussion was held off the record.)

MR. KING: We're back on the record. It'S 4:25.

BY MR. KING:

You had a meeting with analysts in mid December

That was not the question that ~-

Q

A

A

pendergest-Holt_Laur~20090210. txt. .
anything about the relative size of the prlvate equlty and

real estate?

A I do not recall. I mean, I don't mean to -- I'm

not trying to mislead you, but do you-all understand how many

meetings I hold and how many words are spoken to ask me to

remember exactly what I said on a specific date is almost

humanly impossible to remember my exact words. I'm sorry. I

cannot recall.

MR. KOROTASH: Let's go off the record for a

16

10 second.

17 Q Do you recall saying at that meeting that only a

18 small percentage of tier three was in equities?

19 A I do not recall saying that only a small percentage

20 were in equities, publicly-traded equities.

21 Q The question that Mr. Korotash asked earlier

22 about -- and that was ultimately posed by the -- your

23 analysts as well was: Why not liquidate tier three rather

24 than tier two because it's a bigger portion of the assets,

25 correct?

11

12

13

14

15 2008, correct?

He gave no sense as to what the -- allocation was?

MR. SJOBLOM: sorry?

THE WITNESS: I do not recall giving --

THE WITNESS: I do not --

MR. SJOBLOM: -- is that Mr. Korotash's word?

THE WITNESS: I don't recall --

MR. KOROTASH: Those were her words just a minute

I really --

Thi nk hard on thi 5 one because, obvi ous1y. you draw

BY MR. KELTNER:

When she talked to the analysts, did she convey

Q

Q

Q

A

that conclusion from a conversation with, Mr. Davis.

MR. SJOBLOM: well, let me just interject.

MR. KOROTASH: That' 5 okay. she I 5 okay. she' 5

21

22

23

24

25

11

12

13

14

15 ago.

16 THE WITNESS: I don't reca11 say; ng a sma11

17 allocation to equity. I said I possibly could have said it.

18 I do not recall saying it. I do recall saying that a portion

19 of tier three was in private equity and real estate.

•

Q What was the question?

•
page 129

A

Q

-- my analysts asked me.

What was the question your analysts asked you?
Page 130

Is th~~n~~~~e~~;~~1~n~au~~~~o~~~~~yti~qui d or is it

marketable? Those are very different questions.

10 Q What's the difference between being highly liquid

A Correct.

NOW, what about highly marketable?

That's also an issue. Highly marketable is going

Q

and marketable?

A "Marketable" means there exists a market on which I

could liquidate it. "Liquid" means how difficult is it to

convert the holdings into cash.

Q Okay. Now, we've talked about highly liquid and

marketable.

they were willing to pay for it.

Q Okay. Highly marketable. Is private equity highly

marketab1e today?

A Today? I would say is not highly marketable today.

A

to depend on how large the market is that would purchase

the -- that would purchase the holding regardless of how much

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Pende rgest-Ho1t_Lau r~20090210.txt

A To the best of my recollection, it was: Why are

-- is there no cash in tier three to pull rather than

liquidating tier two. The question was not whether or not to

liquidate tier three.

And my response is: There may be cash in tier

three, but if they are private equity holdings, you would

have to assume the cash there is al ready spoken for, that you

would be breaking commitments if you moved that cash.

Q And how di d you know that?

A It was an assumption on the fact that there is

private equity in tier three.

Q But you don't know how much?

A I do not know how much.

Q So how do you make that assumption without knowing

how much private equity is in tier three?

A It's just a valid -- just a valid assumption that

if I'm liquidating assets over here -- if I had cash over

here that could be committed to liquidity, I would have

10

11

12

13

14

15

16

17

18

19

20

21

22

23 al ready moved it.

24 Q would you consider private equity a marketable

highly marketable?

A I think it could have been.

Q How so?

A Private equity was getting cheap. cash balances on

corporate balance sheets was very high. Tobin's Q ratio is

currently at a negative, meaning that it's currently cheaper

to go out and buy a company than to buy its assets and

replicate its business model.

so, actually, given Tobin's Q ratio for the fourth

quarter of 2008 Tobin's Q ratio thus far, the first quarter
page 132

•
25 security?

A When?

Today.

Today? probably not.

During the fourt:h quarter of 2008, would you have

considered private equity to be a market:able security?

Let me rephrase. It's always a marketable

security. Is it a highly liquid securit:y? So is it highly

page 131

10

11

Q In the fourth quarter of 2008, was private equity

APP0102
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12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

Pri vate equi ty funds --

MR. KING: let's go off the record for a mi nute.

(A bri ef recess was taken.)

A pe~d;~~~~t~~~~7sl~~~~~~~~~~~~i~x~hat I'm saying, but

your -- your answer to the question is also accurate.

Q okay. And so, again, to clarify this discussion

that you had just with Mr. King about private equity. Are

you talking about individual companies or private equity

funds?

I'm talking about individual companies at this

Private equity funds are --

(Interrupti on in proceedi ngs.)

THE WITNESS: sorry. That was not intentional.

A

price.

15

16

17

18

19

20

21

22

23

24

25

pendergest-HoIt_Laura-20090210. txt

of 2009. and given the amount of cash. there I 5 what. an 86

percent jump of cash to market cap. So given the high levels

of cash, the Tobin's Q ratio, I would say, it is potentially

highly marketable -- so I'm going to change my answer --for

fourth quarter and first quarter just based on research.

Q okay. Was it highly liquid in the first -- or just

say today?

A It is only as liquid as corporations are to release

the cash on their balance sheets. So given the amount of

cash on balance sheets, it ·could be liquid.

Q But: not highly liquid?

A But: not hi gh1y 1i qui d, but it depends on how much

they're willing to pay for it.

Q okay. would private equity have been highly liquid

A Yes.

A uh-huh.

Q -- and I think we, you know, cleared up that you

were talking about private equity in individual companies?

BY MR. KElTNER:

Q okay. We had a brief recess to clean up a spill.

Before we took the recess, we were talking about the

different -- the conversation you just had with Mr. King --

Q okay. And you were starting to draw a distinction

between that and private equity funds.

A A private equity fund is going to be a number of

investors who have made commitments to a select group of

individual private equity. Given to how funds are

structured, depends on whether or not they could open that to
Page 134

okay.

That is correct.

Q

A

10

11

12

13

14

15

16

17

18

in the fourth quarter of 2008?

A I would assume again that it would have been liquid

because, again, it depends on how much people are willing to

pay for it. And, keep in mind, liquidity is converting it to

cash. So when you're converting it to cash, then it's

dependent on how much people are willing to pay for it, not

whether or not it's marketable.

BY MR . KELTNER:

Q Tryi ng to see if I understand you. Are you sayi ng

that -- if you reach the right price, it's liquid? In other

words, if they're willing to take a big enough hair cut it

becomes liquid?

A Absolutely.

Q okay. So it's not ~-

page 133

10

11

12

13

14

•
25 your -- SIB's interest in private companies?

pendergest-Ho1t_laura...-20090210. txt
22 need the consent of a general partner?
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19 new investors.

20 Going to also depend on whether they had

21 incorporated a secondary market in which one -- a current

22 investor could sell to an investor in a secondary market for

23

24

A

Q

Typi cally. That is cor rect .

okay. And earlier we were talking about selling

23 that fund.

24 So it's going to certainly be different for a

25 private equity fund versus an individual investment that
A

Q

Yes.

What's involved -- What do you need to do to sell

15 partner, typi call y?

12 liquid a private equity fund interest, what do you need?

20 private equity fund.

21 But, typically, it's been your experience that you

Page 135

A Generally, yes.

Because the pri vate equi ty fund agreement typi call y

doesn't provide for redemptions actually, correct?

I don't know. I thi nk that's dependent on the

How do you -

-- or how much.

How do you put your holdings out?

I'm not a private equity specialist.

Have you had occasion to liquid under the private

Have I? I don't have any individual holdings in

Yes. That is correct.

BY MR. KING:

okay. Talking about tier three

BY MR. KOROTASH:

While Michael's working up that question, let me

You've got about 15 to 20 hours --

Yes.

-- one of the responsibilities is to sort of

Q

Q

A

Q

Q

A

A

Q

A

A

ask you:

monitor the folks that manage the money, mostly overseas, but

some in the United States
page 136

your interest in private companies --

A As I just mentioned, you would go to the market in

private equities. You would put your holdings out and see if

a corporation is willing to pay for it --

13

14 private equity or tier two.

15 Q It' s all private equi ty funds?

12 company ti er two?

10

11

16

17

18

19

20

21

22

23

24

25

I need a secondary market.

okay. Do you also need the consent of the general

Yeah.

-- what we've been talking about before this. To

A

A

Q

Q

Q

required -- regardless of either you're going to have capital

commi tments on the table.

MR. SJOBLOM: Can we go off the record for a

second, please?

MR. KOROTASH: Yes.

(A discussion was held off the record.)

MR. KING: let's go back on the record. It's 4:40.

BY MR. KELTNER:

Just real quickly to tie up ~-

10

11

16

17

18

19

13

14

•
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page 137
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is that ri ght?

A I have asked and I think that shows interest.

But tier three is how much bigger? We established

BY MR. KOROTASH:

You've never bothered to ask?
page 138

MR. SJOBLOM: So the answer to his question is no.

THE WITNESS: That is ri ght .

9-30-087

9-30-08?

okay.

What is the last report that you've received about

Yeah.

-- my job doesn't really have anything to do with

No. In all sincerity --

The last report that I've seen internally is the

report that I was gi ven a copy of.

And that is for December or January?

pendergest-Ho1t_Laur~20090210. txt
But then they started to grow?

But not to oversee tier two.

pendergest-Holt....:..Laura..20090210. txt .
It was inc reased to car ry out research functl ons .

Q

Q

Q

A

A

Q

A

A

Q

A

A

APP0104

Q

A

monthly

A I believe that is as of December.

MR. SJOBLOM: Also, are you ask; ng about --

MR. EDMUNDSON: Yeah. Let me be clear. I want to

know what the total assets of bank are now.

MR. SJOBLOM: No. I got you, but are you tal ki ng

about a consolidated basis or are you talking about

MR. EDMUNDSON: well, let me

THE WITNESS: Total assets?
page 140

A It woul d have been the December 30th report -

December 31st report that I received from --

Q I didn't know if it was on that spreadsheet earlier

BY MR. EDMUNDSON:

Q We looked at, I believe it was, Exhibit 28 earlier,

and there was a snapshot in time for the bank products. The

total assets of the bank as of 9-30-08 were basically 8.5

today --

A oh, I'm sorry.

Q -- but do you know what the total assets of the

bank are at the last report that you've seen internally?

that already, haven't we?

A Let's separate the question. Did I grow my·team to

oversee tier two?

Q Not to grow your team. You grew tier two?

A Those things were completely separate occasions.

In fact, my team didn't start even looking at tier two until

what's that?

A But not to oversee tier two.

10

11

22 the bank except for what it is for tier two.

23 Q Yeah. You're managing -- You're managing a good

24 portion of its money --

25 A I'm not managing. I'm--

13 billion dollars.

10

11

19

20

21

22

23

24

25

19

20

21

10

11

12

18 the current total assets of the bank?

14

15

16

17

12 probably 2004.

13 You have any idea -- Do you have any idea at all if

14 anyone helps Mr. Davis with tier three?

15 A I do not, no. I have no idea.

16 Q You guys office, basically, next to each other for

17 the most part and you've never said to him, Hey, who manages

18 this monster over here, tier three?

page 139

BY MR. KOROTASH:

That wasn't my implication.

Did you ever ask if you could help oversee tier

Is that your question?

Yeah. You've got 20 for tier two, don't you?

That 1 5 not all they do.

That 1 5 ri ght. But they do do that. They do have

And what di d he say?

uh-huh.

I don'-r know.

Does that stri ke you a 1itt1 estrange?

BY MR. KOROTASH:

No.

MR. SJOBLOM: strike what as strange?

I have no idea.

Do you know of any?

Anybody who is named specifically to do that? No.

For ti er three?

No. My hands are ..... - It may not sound 1ike it by

I gave you, but my hands are really full in other

I don't need to ove rsee ti er three just to have

Q

Q

Q

A

Q

A

A

Q

A

Q

Q

Q

A

A

two?

compi 1e reports. That is a mi nor, mi nor porti on of what my

analysts' time is spent doing. The last thing I need to do

is increase their workload by incorporating tier three.

My team -- Just to finish answering the question,

my team was never increased because of tier two.

A

the list

something else to do.

Q So you and your team have your hands full with ti er

A We do so much more than monitor tier two. The

powerpoint that I showed you today, SIM, takes hours and

hours and weeks and days of research. I could double my

staff and we would still be overworked in terms of research.

This is something that takes a portion of a day to

function?

Pendergest-Holt_Laura.....20090210. txt

A I never bothered to ask.

Q You're not even interested in what's in tier three;

A of tier two. Correct.

Q of tier two. They sort of keep track of things;

they campi 1e monthly reports, that type of thi ng?

24 an oversight function.

25 A But when I first started, I did it all myself.

A Yes.

Q How many people does Mr. Davis have working for him

doing that same thing, defining that analyst oversight

10 At the last meeting was there were private equity

11 and real estate ho1di ngs .

12 BY MR. KELTNER:

13

14 three?

15

16

17

18

19

20

21

22

23

24

25

16 The WITNESS: Does it strike me as strange that he

17 does not have individual analysts overseeing tier three?

18

19

20

21

22

23

10

11

12

13

14

15

•

•

•
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MR. EDMUNDSON: Yeah. Total assets of SIB --

BY MR. KELTNER:

Q A minute ago when you said the last monthly report

you had seen --

A This is the last monthly report that I have seen -

MR. SJOBLOM: Hold it, guys. One at a time.

Pendergest-Holt_LauriL20090210. txt
A It was Mr. Hewl ett.

Q Why do you say "was "?

A Because he recently passed away.•
12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q

Q

THE WITNESS: Exhibit 27.

BY MR. EDMUNDSON:

All ri ght. And what I s the date on that?

MR. SJOBLOM: NOW, he's got a quarterly report.

THE WITNESS: This is December 2008.

BY MR. EDMUNDSON:

Got it.

BY MR. KING:

15

16

17

18

19

20

21

22

23

24

25

Q

A

Q

A

Q

A

Q

A

Who is it now?

I don't know.

what was your interaction with Mr. Hewlett?

I had no interaction with Mr. Hewlett.

BY MR. EDMUNDSON:

oi d you ever meet him?

I had met him once.

When?

Two, three years ago in Antigua.

bank.

Q what safeguards are there with respect to the

assets inti er three?

A I don't know. I· can state it as many ways as you

would like me to. I don't know about tier three, other than

what l've al ready shared with you in ab.out 20 different ways.

Q Have you ever parti ci pated in any ki nd of audi t for

the bank's portfolio of assets?

A No. Any audit for SIBL would have been done at the

10 Q

BY MR. KING:

Q what role do you play in external audit?

A I do not play any role in external audit, other

than -- I do, as I said earlier. I reconcile at the end. I

make a listing from December 31st all of our holdings by

country, by currency, by advisor and by type of holding in a

spreadsheet and then I make sure that that spreadsheet

reconciles back to 12/31 numbers, and then I turn in that

10 information to accounting. And whether or not that's used in

11 audit, I'm not sure, but it is certainly provided.

12 Q Who in account; ng do you gi ve it to you?

13 A I gave it to SIBL's accountant. I'm sorry. His

14 name has completely slipped my mind.

BY MR. KOROTASH:

who's the new auditor?

I don't know his name. I don't know who -- It's

Q

A

still CAS Hewl ett & company. As to who -
Page 142

15

16

17

18

And that woul d have been done by whom?

Internal as well as external audit.

okay. Who is external audit?

CAS Hewlett & company.

Who is the principal at CAS Hewlett?

page 141

A

Q

A

Q

11

12

13

14

•
Q Good.

pendergest-Holt_LauriL20090210. txt

Q If there's anybody really there?

A No. Good God. of course, there's people there.

19

20

21

22

23

24

A I hope you're being sarcastic -

MR. SJOBLOM: of course he is.

THE WITNESS: -~ there's a chartered and certified

22

23

24

25

pendergest-Holt_Laura...20090210: tx~ ?
to your knowledge? Is it accurate or 1S 1t not accurate.

A I don't know. I just see one tier of the

portfolio. So if somebody told me that, to my knowledge of

SIBL'S portfolio, that is accurate.

25 accounting firm out of the London and approved by the ETC
MR. SJOBLOM: You're referring to the portfolio

managers around the world. A net -- What is that crazy -- a

network of what.

from thi s fi rm?

16 BY MR. KING:

17 If stanford International Bank told investors that

18 the bank's portfolio of assets were overseen by a network of

11 they were doing?

12 A I don't know. They were at the bank when I met

13 them on one of my visits. It was a, oh, hi, Laura. This is

14 so and so and so and so from CAS Hewlett. I'm horrible with

15 names, so, please, don't ask me to remember those.

page 144
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MR. SJOBLOM: Horribly inaccurate?

THE WITNESS: Inaccurate. My team sees only tier

BY MR . KELTNER:

And you're crystal clear on that, right?

I am absolutely 100 percent crystal clear on that

I do not know.

As to ti er two?

Yes.

BY MR . KELTNER:

Would it be accurate or inaccurate to say your team

That's the only thi ng you know about?

That's correct.

You don't know if there's a global network of

That's correct.

A

A

Q

A

A

Q

A

Q

Q

one statement.

BY MR. KING:

Q A global network of financial advisors managed the

portfolio. Is that true or false?

21 two.

22

23

24

25

13 financial advisors that manage tier three?

12

19

20

10

11

17 of analysts in Memphis oversees all the bank assets?

18 A That is a horrible inaccurate statement.

14

15

16

BY MR. EDMUNDSON:

Have you ever met anybody else other than Hewlett

Yes.

But that was not in connection with audit work that

Yes, I have.

How many people have you met?

I have met three people from --

And was that within the last couple of years?Q

Q

A

Q

A

A

Q

group,

financial advisors, would that be accurate?

To my knowl edge, yes, that woul d be accurate.

Q NOW, when you say "to my knowledge," why do you say

Page 143

10

19

20

21

•
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18 dealing with SCM would be to provide them research.

15 reporting problems with regard to SAS, historical reporting

16 of its results?

11 you as far as his supervisor, that would be inaccurate in

12 your view?

Yes.

Does Exhibit 8 have a disclaimer at the bottom?

I do.

Yes. 1--

You see those two years?

okay.

MR. SJOBLOM: I got to go.

BY MR. KING:

All right. Let's look at Exhibit 8 real quick.

okay.

Do you recognize Exhibit 8?

Generally, external.

okay. NOW, I'd like to direct your attention to

okay.

1995 and 1996.

What is it?

It is a ten-year investment portfolio performance.

And would the disclaimer be something that would

Q

Q

Q

Q

Q

Q

Q

Q

A

A

A

A

A Yes.

A

A

A

A

21

22

23

24

25

Pendergest-Holt_Laura-.20090210. txt
A okay.

Q I'm just going --

20 two years here.

10

11

14

15

16

18

19

17 typically be included on an internal or external documen-t?

12 So it's the portfolio performance of the overall stanford

13 International Bank portfolio.

I don't have dealings with SAS, no. My only

You said SAS?

BY MR. KING:

okay. I want to hit a couple of issues since we're

So if Mr. Parish says there was a dotted line to

That is not accurate.

Did you ever become aware that there were certain

okay. Did you supervise Mr. Parish?

A No.

A

Q

A

Q

Q

Q

Q

short on time. What was your involvement with the Stanford

allocations strategies program?

A They were given -- They were given the SIM

parameters just like everybody else. outside of that, I

really didn't have any dealing with tnem.

20 A Any of Stanford capital management, which SAS is a

21 product. My only interaction is to provide research.

22 So you were never notified of any performance

23 reporting or problems with regard to SAS?

13

14

17

19

10

•

24

25

A

Q

To the best of my recollection,

Okay. I want to show you one other thi ng here.
Q It looks like stanford International Bank --

•
page 145

A Uh-huh.

Q -- managed those years to the 100th of a place,

15.71. Do you see that?
page 146

20 to the 100th of a decimal place as a mathematician?

16 And in '95 and '96 it would have been possible to

17 have clipped pretty high coupons, and that's only way it

18 would have been possible.

11 the only way I can see it would have been possible -- there

12 are several ways. Certainly, set returns. so when I say if

13 had this return, regardless, I'm taking my profit or if you

14 were doing -- or if you were clipping coupons off of fixed

15 income.

Q How is that possible?

MR. KING: Let's go off the record.

MR. SJOBLOM: okay. Mr. Ki ng, I got to go.

MR. KOROTASH: okay. we're leaving the record

No.

Did you ever hear an explanation?

NO.

Were you ever asked to explain that anomaly to

A

Q

A

pendergest-Holt_Laura..-20090210. txt
Q Improbable?

A (Nodding.)

BY MR. KELTNER:

Q

22

23

24

25

20 (Whereupon, at 4:55 p.m., the examination was

21 adjourned.)

10

11

19

18 open.

12 anyone?

13

14

15

16

17

MR. SJOBLOM: I think she already answered the

Do you see that as ali ke1y outcome to manage down

As a mathemati ci an --

Well, two things. First of all, as I stated, my

Q

A

pendergest-Holt_Laura-.20090210. txt

A I do see that.

A

start date with stanford was June 2nd of '97. So I have no

idea how the portfolio was managed during those two years.

From a mathematic standpoint, just looking at it,

21

22

10

19

23 question. she just said from a mathematician standpoint.

24 she answered it.

THE WITNESS: Yeah. It is possible.
PROOFREADER'S CERTIFICATE

In the Matter of: STANFORD GROUP COMPANY

Witness: Laura pendergest-Holt

•
25

Q

A

Q

BY MR. KING:

The question was: Is it likely?

Likely? No. possible? Yes.

okay. As a mathematician, how would you

Fi 1e Number:

Date:

Location:

FW-02973-A

Tuesday, February 10, 2009

Fort Worth, Texas

characterize the odds roughly of managing a portfolio out to

the lOOth of a decimal place?

11 undersigned), do hereby swear and affirm that the attached
Page 148

A I would say improbable.

page 147

10 This is to certify that I, Donna Raya, (the

APP0106
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Diversified Reporting services15

16

17

18

19

20

21

22

23

24

25
(Date)(proofreader' 5 Name)

Pendergest-Holt_LaUr<L20090210. txt

proceedings before the u.s. securities and Exchange

commission were held according to the record and that this is

the original, complete, true and accurate transcript that has

been compared to the reporting or recording accomplished at

the heari n9.

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

u. s. SECURITIES AND EXCHANGE COMMISSION

REPORTER' 5 CERTIFICATE

I, Jacci walker, reporter, hereby certify that the

foregoing transcript consisting of 166 pages is a complete,

true, and accurate transcript of the testimony indicated,

held on February 10, 2009, securities and Exchange

commission, 801 cherry Street, 11th Floor, Room A, Fort

worth, Texas. In the Matter of: STANFORD GROUP COMPANY.

I further certify that this proceeding was recorded

10 by me, and that the foregoi ng transcri pt has been prepared

11 under my direction.

12 Date: _

•
13

14 Official Reporter

page 149 Page 150

•
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STANFORD GROUP COMPANY

UNITED STATES SECURITIES AND EXCHANGE COMMISSION

In the Matter of:

10

EXAMINATION

CONTENTS

Page 2

MR. KELTNER: Prior to opening the record,

THE WITNESS: No.

Steve Riordan

WITNESS:

23 I also gave you copy of the Formal order of Investigation

24 including a few amendments thereto that the amendments

25 essentially add additional staff including myself to the

APP0108

21

22

20 Exhibit 23?

investigation. The Formal order will be available for

your examination during the course of this proceeding.

Do you have any questi ons regardi ng the

Formal Order?

Riordan_steve_20090211. txt
APPEARANCES:

10 On Behalf of the wi tness and stanf~rd Fi nanci a1 Group:

11 STEVE RIORDAN. PRO SE

12

13

14

15

16

17

18

19

20

21

22

23

24

25

on behalf of the securities and Exchange commission:

D. THOMAS KELTNER. ESQ.

securities and Exchange commission

801 cherry street, 19th Floor

Fort worth, TX 76102

THE WITNESS: No.

Division of Enforcement

MR. KELTNER: since you're not represented

by counsel today, there are certain things that I need to

highlight for you, some of which are identified in

Exhi bi t 23. You have the ri ght to be accompani ed and

10 represented and advi sed counsel. Thi s means that you may

11 have an attorney present and that your attorney can
page 4

Riordan_steve_20090211. txt
purposes of thi s proceedi ng.

This is an investigation by the United

10 States securities and Exchange Commission In The Matter

11 of stanford Group company to determine whether there have

12 been violations of certain provisions of the Federal

13 securities Laws; however, the facts developed in the

14 investigation might constitute violations of other

15 federal or state, civil or criminal laws.

16 Before going on the record, I gave you a

17 copy of commission's supplemental Information Form 62,

18 which has been previously marked as Exhibit 23.

19 Mr. Riordan, do you have any questions concerning

57

109

109

111

149

155

172

177

IDENTIFIEDDESCRIPTION

3/20/07 e-mail

PROCEEDINGS

page 1

subpoena

E-mail

spreadsheet

Final spreadsheet

E-mail

composite Report

SAS Replacement Journal

zephyr Styl e Advi ser

(202) 467-9200

page 3

Diversified Reporting services, Inc.

Ri ordan_Steve_20090211. txt

Securities and Exchange commission

801 cherry Street, 19th Floor

Fort: Worth, Texas

wednesday. February 11, 2009

MR . KELTNER: Let I s go ahead and go on the

record at approximately 10:00 a.m. My name is Tom

Keltner and other members of the staff may join us later,

including Michael King a branch chief. We're members of

the enforcement staff of the securities and Exchange

Commission. We are both officers of the SEC for the

PLACE:

Riordan_steve_20090211. txt

WITNESS: Steve Riordan

File No. FW-02973-A

PAGES: 1 through 218

EXHIBITS:

29

30

31

10 32

11 33

12 34

13 35

14 37

15 38

16

17

18

19

20

21

22

23

24

25

10

11

13

14 The above-entitled matter came on for hearing, pursuant

15 to notice, at 10:00 a.m.

12 DATE:

16

17

18

19

20

21

22

23

24

25

•

•

•
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14 two seconds.

page 5

16 MR. KELTNER: Do you know of any documents

17 called for by our subpoena that were in your possession

18 at a prior time that were lost, destroyed or otherwise

19 di sposed of?

THE WITNESS: Neve r.

MR. KELTNER: okay. Any informal

THE WITNESS: Not yet.

THE WITNESS: Never.

MR. KELTNER: okay. Any other regulators?

APP0109

THE WITNESS: No.

MR . KELTNER: Like FENRA anyone 1i ke that?

THE WITNESS: No.

MR. KELTNER: okay. Just for the record,

have to ask these questions.
Page 8

page 6

THE WITNESS: Yes.

some of our ~~~~~:~T~~~vin2g~~~~~~.iX~hink the -- was it

the day that you came in you discovered that one of your

hard drives had crashed?

R; ordan_Steve_20090211. txt
(A bri ef recess was taken.)

(SEC Exhi bit No. 29 was marked for

i dentifi cation.)

MR. KELTNER: Let's go back on the record

at 10:03. sorry for the brief interruption.

So I was sayi ng I'm goi ng to mark a copy

of the subpoena that we have gi ven as an exhi bi t. Let me

go ahead and mark that as Exhibit 29. okay. If you

could look at Exhibit 29 briefly, and identify for me.

And we'll do that sever~l times today. I may hand you a

document and ask you what it is.

MR. KELTNER: okay. So that was -- which

1aptop was that?

THE WITNESS: The Gateway.

MR . KELTNER: okay. So the 1aptop hard

drive had crashed, what -- did you first discover that

the day of testi many?

THE WITNESS: Yes.

MR. KELTNER: okay. okay. We obviously

took -- took that hard drive. Have you received a copy

22

23

24

25

18 interviews besides ours?

19

20

21

22

23

24

25

12 MR. KELTNER: okay. Just a few more

13 background questions.

14 Have you ever had occasion to testify

15 before the SEC before?

11

16

17

10 of it back yet?

THE WITNESS: Exhibit 29 is my subpoena to

appear here today.

MR . KELTNER: okay. And so that's a copy

of the subpoena pursuant to which you are here today?

THE WITNESS: Yes.

MR. KELTNER: okay. Let's talk a little

bit about document production. We met informally for an

interview in Boston a few weeks ago. And at that

interview I think you voluntarily produced some

10 information. Actually, we ended up giving you a subpoena

11 that day, but then the Exhibit 29 also sets forth

12 specific documents requests.

13 I bel i eve you have tende red all relevant

14 documents to the staff, but I want to go ahead and

15 establish that just for the -- just for the record. So

16 when we met in Boston we gave us, I think, an image of a

17 hard drive and then files off of another computer; is

18 that correct?

15

16

17

18

19

20

21

22

23

24

25

THE WITNESS: No.

THE WITNESS: No.

MR. KELTNER: And again, just to formalize

page 7

20

21

THE WITNESS: Yes.

MR. KELTNER: Do you understand that you

may assert your rights under the Fifth Amendment of the

4 constitution and refuse to answer any question which may

tend to incriminate you?

15

computer files that we have from your two computers and

the hard document production, do we have everything

responsive to the subpoena that you're aware of?

THE WITNESS: Yes.

MR. KELTNER: Just briefly can you

describe the search that you did?

THE WITNESS: The home offi ce search, I

have about four places where I store documents, one file

cabinet with two drawers and then two boxes. And I went

10 through all four places and pulled every file folder with

11 stanford marked on the folder. I'm relatively organized,

12 so I'm pretty confident that you have everything.

13 MR . KELTNER: okay. Were there any

14 documents that you intentionally withheld for any reason?

Riordan_steve_20090211. txt

19 THE WITNESS: I provi ded the hard drive

20 that was correct so -- that had all stanford files on it

21 and then I went back to my home office and I pulled every

22 hard copy of every stanford document that I had on file

23 in my home offi ce and came back the next day or a few

24 days later and provided that.

25 MR . KELTNER: okay. so between the

THE WITNESS: Yes.

MR. KELTNER: And again, typical

formalities that we have to go through.

Before we went on the record, I also gave

10 you for your revi ew a copy of the cover 1etter and what I

11 believe to be a subpoena that was sent to you. I am

12 marking that document now.

13 MR. KELTNER: Let's go off the record for

Ri ordan_Steve_20090211. txt

12 advise you before, during, and after your examination

13 here today. Do you understand this right?

14 THE WITNESS: Yes.

15 MR. KELTNER: since you're not represented

16 by counsel, again, there are matters discussed in Exhibit

17 23 that I want to highlight for you. Do you understand

18 that upon your request these proceedings will be

19 adjourned so that you may obtain counsel?

20 THE WITNESS: Yes.

21 MR. KELTNER: Do you understan~ that the

22 stat"ute set forth in Exhibit Number 1 provide criminal

23 penalties for knowingly providing false testimony or

24 knowingly using false documents in connection with an SEC

25 investigation?

•

•

•
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THE WITNESS: No.

25 contract basis for them?

follows:

Yes.

Let's start then to narrow it down with former

okay. I assume there was not an attorney

Ri ordan_steve_20090211. txt
Yes.

And are you still doing, I guess, audit work on

A

Q

Q

A

Q

Q

A No one.

Q okay. No contact wi th Mr. Parrish?

A No.

Q okay. And is Stys S-t-y-s?

A Yes.

Q okay. Just tell me about a little bit about

A

APP 0110

uh-huh.

A -- to that CD, so we -- we speculate, we kid

about what it might or not might not be. Neither one of

us ever made it down to Antigua. I certainly wanted a

free trip down there, it never happened. We talk about

the performance track record,especially, you know, some

of the-- or primarily the numbers that were reported

prior to both of our arrivals. I came on the scene only

a handful of months, if that, after Mark Stys was hired

by stanford. He -- He hi red me pretty much ri ght away,

and we started work on, you know, fai r and accurate

representation of performance.

So, you know, we talk about what happened

prior 1:0 our arrival and how -- you know, had there been

more hours in the day, maybe we woul d have done more 1:0

go back further in time and look a1: those numbers too.
page 12

No. purely friendly.

okay. since you're not here with counsel today

I may ask that question from time to time, but to the
Page 10

present at any of these communications?

your recent discussions with Mr. Stys.

A well, we -- you know, obviously, are trying to

speculate as to what's going on. You know, just natural

I think curiosity as to, you know, what's happening. And

so he tells me a little bit about his contact with the

SEC, and I tell him a little bit about, you know, what

types of questions that I'm being asked and, you know, my

answers, and that type of thing.

Riordan Steve 20090211. txt
stanford Group Company. I'm not really sure.

Q okay. And shenna George is one of her

subordinates?

A Exactly.

Q okay. Look, I know this is a little bit

uncomfortable to ask these questions, but it's part of

10

11

21

22

23

24

25

17 about?

18 A well, I think we speculated about the -- the

19 bank CD. Neither one of us were ever really permitted

20 much transparency --

14 what we do.

15 So what have you and Mr. Stys tal ked about

16 in terms of your speculation about what this might be

A Yes.

Q okay. so in that context you obviously have

ongoi ng communi cations?

their quarterly performance numbers?

10

11

12

13

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

stanford employees. Aside from Mr. Stys, who have you

10 been in cont..act wi th?

okay. But no one who represented you?

Right.

okay.

I inquired if Stanford wanted to provide me

EXAMINATION

BY MR. KELTNER:

Let's talk a little bit -- I think before we

okay. And are you still doing work on a

Yes.

A

Q

Q

A

Q

A

Q

potentially hiring counsel?

A Rhonda Davi sand shenna George.

Q okay. And I understand -- Are they both in the

comp1i ance group?

A Correct.

Q okay. Do you know what their titles are?

A I thi nk Rhonda Davi sis the -- is the head of

compliance for -- for stanford capital Management or

page 11

unbeknownst to me.

page 9

Q uh-huh.

A And they never got back to me with a definitive

answer, and as you can see here they deci ded not to. And

I certainly wasn't going to reach into my pocket for an

Riordan~steve_20090211.txt

extent there was an attorney involved in any

communications, please let me know whether it's on the

stanford side or with respect to any individuals.

Are you -- Are you aware of any

communications you've had recently that would have

involved an attorney?

A Not unless there was attorney on the line

with an attorney.

A Yes.

Q okay. I want to kind of go through and talk

about other witnesses you've had contact with recently.

Let's -- Are there others? other potential folks

involved with stanford capital Management?

A I don't know who -- who is considered a witness

versus not a witness.

Q Yeah. I maybe misspoke in saying witness.

Let's say just people connected with

25

23

24

22 stanford capital Management.

STEVE RIORDAN

was called as a witness and was examined and testified as

22 attorney.

23 Sure. They're costly.

24 who di d you ask at stanford about

whereupon,

Ri ordan_steve_20090211. txt

Do you have any criminal history. any

arrests, convictions, anything like that?

10

11

12

13

14

15

16

17

18

19

20

21

12 Mr. Stys?

11 went on the record you mentioned a friend of yours

13

14

15

16

17

18

19

20

21

10

•

•

•
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page 15

Ri ordan_Steve_20090211. txt

19 go-forward basis, or do you mean model performance with

20 the benefit of hindsight? In other words, model

21 performance sitting here today and then calculating what

22 your returns would have been in prior periods?

23 A I think it could be interpreted as either one

using model performance in prior periods whether that was

a model calculated today and then the results were -- the

historical results were generated based on the model

today? Is that your understanding of their model

performance?

A I can't say. I don't know.

APP0111

page 16
periods?

A Yes.

Q okay. Did you ever do anything like that

prel imi nary back-of-the-envelope revi ew for pre-200S

A Yes.

Q okay. And why is that?

A well, now that I have had three years to see

how they do perform relative to the market, you know,

that would be significant out performance, so as a

practitioner and just as someone that has a genuine

intellectual curiosity for, you know, investment results,

I would -- I would definitely want to examine it further.

You know, especially having now the benefit of hindsight.

That said, Stanford pays me at a per

hourly rate, so trying -- in the interest of being

efficient and accomplishing what they hired me to do,

never -- never pull ed the covers back on those numbers.

Q okay. Again, we'll kind of go though the

timeline in a little more detail here in a minute.

But I know when you fi rst got on the scene

you did some kind of preliminary, you know,

back-of-envelope-type analysis of the model numbers; is

that correct?

now?

hindsight you would see that kind of thing as a red flag

A Yes.

Q okay. And I -- And I thi nk when we talked in

Boston that you said, you know, with the benefit of

basically what he is telling me and, you know, speaking

for myself is that we don't really know how they were

calculated, what they represented and if -- and if a guy

like me were to come in, you know, and recalculate what

I -- you know, would I get the same number.

Q okay. To lay the groundwork for our later

conversation, this might be a good time to talk about

types of performance. You referenced model performance.

So in your own words, when you say "model performance,"

you know, what do you mean?

A Model performance to me is a theoretical model.

something you can put up on a white board or in an Excel

spreadsheet and calculate returns based upon what the

model holds, you know, over a period of time.

Q okay. And just to clarify, because I know the

industry reports these things in a lot of different ways,

or has historically. When you say "model performance,"

do you mean an actual model that you track on a
Page 14

haven' t anal ~~~~~ans~~e~;a~~Oi~~;~'~~~ the numbers that

-- we di scussed.

Q okay. Di d you and Mr. Stys come to any

conclusions regarding problems with the pre-200S track

record?

A well, I thi nk we both agreed that we don't

really know, you know, what was being represented. I

think -- you know, our -- our -- our understanding is

that it's model performance. We don't know really any of

Jhe details.

well, I mean, I can't speak for Mark, but

23

24

25

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Riordan_steve_20090211. txt
22 the market by 27 percent?

10

11

12

13

14

15

16

17

18

15

16

17

18

19

20

21

22

23

24

25

Okay. Do you know -- when you say stanford wasQ

generated?

A Exactly.

okay. And I think we talked in Boston a little

bit about the fact that, for example, I think in the

growth model in some of the early years the claimed track

record was, you know, 18 percent in one year where the

market was down 9 percent. Is that the kind of thing

that would cause you to at least want to look into the

results to see how they had, you know, managed to beat

Riordan_steve_20090211. txt

But we never di d that.

Q okay. we'll obviously go through the timeline

in a little bit more detail, but since you talked about

Mr. Stys coming in, was that in, what, mid 2006?

A Correct.

Q okay. And you were hired fall --

A November of •06.

Q okay. I think I may have seen some preliminary

conversations in october of '06. You may have started

talking to him?

A Absolutely.

Q okay.

A My contract started November 3rd, 2006.

Q okay. okay. And di d you-a11 have any --

what -- what specific conversations have you had about

the -- with Mr. Stys about the pre-2006 track record. Is

that -- when you say before your time, do you mean

pre-2006 track record?

A Ri ght . And actua11 y we di d end up go; n9 back

to 2005 and -- and creating a track record back to the

start of 'OS so that they would have a three-year track

record as of the end of .07.

Q okay. So when you're talking about speculating

about times prior to your involvement, do you mean 2004

and prior years?

A Those are -- I would consider 2004 and

historically to the -- the '04 year would be numbers

that, you know, I haven't touched, I haven't looked at,

Page 13

24 of those.

25

Q okay.

A I don't know how they did it. And -- And that

again going back to my conversations with Mark that's

what we speculated about, one of the things that we

specul ated about.

okay. Is how they generated the numbers they
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10 we tal ked in Boston?

Riordan_steve_20090211. txt

22 work history post college?

23 A Sure. I started in 1994 with State Street Bank

No.

okay. I thi nk we'll come back to some of that

A

Q

APP0112

management reporting umbrella.

Q okay. Let's talk about how you -- what

prompted you to 1eave IBT. That was your most recent

employer before your consulting?

A correct. I was working, you know, ridiculous

amounts of hours, really did not like my boss. And, you

know, 1 just -- 1 had wanted to start my own businesses

for many years.

Q okay. Agai n, we have to ask these ki nds of

questions just to, you know, get background. You know,

if we were to get your HR file, would there be any
page 20

a little bit later.

Any other, you know, senior folks at

either of the broker/dealer advisory firms that you have

talked to recently?

A I haven't spoken to anyone.

Q okay. what about e-mail correspondence?

credentials. Can you tell me about your education?

A Sure. I have a bachelors in finance from u

Mass Amherst, I have the CFA designation and the CIPM

designation, which is a certification in investment
page 18

A None.

Q okay. okay. Let's go ahead and go through

just a few brief background facts just to establish your

10

11
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13 years in the busTness, -11 years in performance

measurement I saw a need for performance measurement

10 expertise in the consulting world. So that's why I

11 started the fi rm.

12 Q okay. What kind of work did you at IBT more

13 specifically?

14 A We11, I had a team of about 16 people that

15 provided custody bank performance reporting for all types

16 of custody bank clients and all types of assets and full

17 service reporting, meaning we did expos risk, we did

18 attribution, performance measurement, GIPS comp1 i ance.

19 So basically, you know, a very

20 comprehensive performance measurement reporting group

21 with, again, all different types of clients. Any client

22 of the bank cou1 d be a cl i ent of the performance group.

23 And these c1i ents invested i n all asset types, and we

24 provided every type of reporting that, you know, is

25 pretty much imaginable under, you know, performance

from Mark. ~~~r~~~~ti~et~~~9~~1~: t~~11 __ but I think

with Rob the conversation is a little bit more focused

on, you know, he and I making sure that we both feel good

about what we did when we arrived on the scene. And I

know that Rob is very confident in everyt:hing from our

arrival forward.

And we kind of laugh about the past

because we really just had nothing to do with it. So

those are -- that's -- that's the gist of my

10 conversations with Rob is past versus present or from our

11 arrival forward versus our arrival, you know, pre -- or

12 predated' our arrival.

13 Q okay. So does he have any concerns about

14 personal exposure?

15

16

17

18

19

20

21

22

23

24

25

page 17
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'94.

Do you have any other 1i censes?

No.

Okay. You're not a CPA?

No.

okay. So just quickly walk me through your

Yes. You know, not that dissimilar from --

No.

Any other senior individuals with stanford

No.

Okay. Have you spoken with Mr. Comeaux since

A

A

Q

Q

Q

A

A

A

Q

A

Q

and Trust and I was there for ten years, several

different departments; mutual funds, master trust, public

funds. Ei ght out of those ten years, 1 was ina

performance measurement role either as an analyst or as a

manager of analysts.

Then I went on to Investors Bank and

Trust, IBT, and I was thei r di rector of performance

measurement for three years, and then I started my own

performance measurement consulti ng fi rm so -- after about

page 19

performance measurement.

okay. Who -- what body provi des those

certi fi cations?

A Both the CFA and CIPM are designations from the

24

25

25

A No.

Q okay. Di d you ever ask for data so that: you

caul d do so?

A No.

Q okay. okay. Let:' 5 go through other pass; bl e

communications you've had with other witnesses. Have you

spoken with Mr. D'Amto since we talked in Boston?

15 degree?

16

17

18

19

20

21

CFA Institute.

10 Okay. And how long have you had those

11 designations?

12 I received the CFA charter in 2000 and the CIPM

13 in 2008. The CIPM has only been around about two years.

14 Q okay. What year did you get your bachelor's

13 Management company or Stanford --

14 I don't know if Rob Baker qualifies as senior,

15 but I was just at hi s weddi ng 1ast weekend.

16 Q okay. And Rob Baker is the gentleman that you

17 recruited to help run the internal performance reporting

18 at stanford Group or stanford capi tal Management.

19 A originally Rob subcontracted under -- under my

20 consulting firm to help me with the stanford projects,

21 and then he flipped as a full-time stanford employee and

22 is now managing directing of performance and reporting.

23 Q okay. Have you had any conversations with

24 Mr. Baker about the SEC investigation?

11

12

•

•

•
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12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

to1d you at the outset about, you know, what the issues

were? what you needed to come in help with?

A well, Mark di dn' t have, you know, the real

detailed understanding that I was able to gain after

about a month on the ground. His sense was that they

were using several different performance reporting

platforms both at, you know, headquarters in Houston and

then also at some of the other offices around the

Riordan_steve_20090211. txt

19 a contract for an initial three-month engagement.

20 And, you know, come the end of my five

21 weeks notice at IBT, 1 took a week off and then pretty

22 much started working for stanford on a consulting

23 contract basis almost immediately.

24 Okay. A minute ago you made a reference to

25 getting the train back on the track. what had Mr. Stys

APP0113

A There was the Advent platform, which was --

ended up being my recommendation as the best platform,

Advent AXYS. And then they were usi ng two systems

provided by their -- their new clearinghouse and custody

bank pershing. And -- And that was part of the problem,

too, they were -- they had just converted. Literally

when I -- when I landed on the ground, they were wrapping

up a conversion from Bear Stearns to pershing.

And· so Pershing offered two -- you know,

pershing based systems for performance reporting. One is

called Lockwood, and 1 can't recall the other name of the

other pershing performance system. But essentially. you

got the Lockwood system if you were signed up for
Page 24
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to performance measurement.

So when her husband went to Stanford and

started recruiting, he was recruiting for a performance

measurement manager he asked his wife to reach out to her

network and see if she knew anyone. So she called me.

And so she set up a meeti ng between Mark and myself, and

we talked about what, you know -- what he was trying to

accompli sh at stanford.

We talked about whether I knew anyone that

would be a good fit. And, you know, the conversation

came -- kept coming back around -- pardon me -- to that I

woul d be a great fit, but the snag was there was no way I

was goi ng to move to Houston. And so we -- I can't

remember exactly whether it was his idea or my idea -- 1

think it was my idea -- that said, well, why don't you

let me help you as -- on a consulting basis, and in the

meantime I will search -- or I will help you with your

search to find a full-time person.

And, you know, his sense was pretty urgent

that they weren't feeling too good about the performance

numbers that were being reported at the time and they

really needed somebody that knew operations like 1 did

that could get in and make some quick fixes and get the

train back on the track.

So it worked out great. And, you know --

so stanford became my first client. So like I had said

before, I had -- I had given five week's notice, and

during that time I started to do little things to get my

business set up, you know, talked with Mark about getting
page 22

13

14

15
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17
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20
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22

23

24

25

how they could get, you know, the numbers to match, or

which system should be the, you know, book of record as

far as the performance number goes.

So that was one of my fi rst orders of

business was to figure out what's the best system, what

system is going to satisfy the largest percentage of, you

know, stanford clients that -- that need performance

reporti ng. And then, you know, get everybody goi ng in

the same di recti on on that system.

10 Q okay. A couple of things you mentioned, you

11 say they were three platforms to your knowledge. What

12 Describe each of those.
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22 app1 i cati ons, and the two guys that they had 1n the

23 operation at the time were not performance savvy, you

24 know, they didn't have the performance background, and

25 they were struggling with why the numbers didn't match,
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issues, anything like that, any performance issues

any. you know, claims of misconduct, anything like that?

A No, absolutely not. I think my record -- my --

my corporate work record is stellar. when I left 1ST, I

gave them five weeks notice, which I thought was very

generous. I would never do that again.

And, you know, there are several senior

folks above my boss' 5 1eve1 who I thi nk I had an

appreciation for my relationship with my boss, and all

those individuals pretty much begged me to stay.

Q Good. okay. So how did the consulting

business come to be? How did that get: started?

A well, you know, it really fell into place.

r -- Ironi ca11 y enough I guess -- I guess it' 5

coincidentally as my hard drive crashing on the day of my

SEC testimony. 1 got a call from Mark Stys' wife,

carolyn 5tys exactly three days after I had submitted my

resignation, so I was prepared to bartend, wait tables,

do whatever it took,You know, until 1 figured out what

my next move was. So the performance consulting business

wasn't, you know, at the top of my list the day 1 quit.

It was -- It was floating around in the background, but

it wasn't like this is, you know, real or feasible.

So when carolyn Stys, who 1 worked with at

IBT, we were involved in several client presentations

together, prospect presentations trying to recruit

business at IBT, we got a little bit of familiarity with

each other. she knew that 1 knew my stuff when it came

Page 21

country.

10 And so his -- his, you know, elevator

11 speech to everyone in my first early days, is we brought

12 Steve in because we have seven different performance

13 reporting platforms. They really had three, but he

14 thought there was seven. Because he would hear things

15 from different -- and maybe different -- different shops

16 in the Stanford network were maybe using something that

17 we didn't know about or never really, you know, did due

18 diligence on. We knew people were, you know, dabbling

19 with spreadsheets and.

20 You know, the -- the short story is they

21 producing numbers from a variety of different

page 23
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17 provi der?

18 A Correct.

23 Okay. So before you came in, to your

24 knowledge, there was no composite performance?

page 26
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okay. So when they fi rst got there -- when you

Correct.

Each strategy, each -- each composite that I

Q

A

A

Know that eventually you went to composites, and that was

part of your role was to compile composites for '06.

Well, eventually '05 forward, correct?

A Correct.

Q Okay. What about the tracking of performance

for the purposes of, you know, marketing, advertising, I?

comp1i ance t~~~~di~-~t~~~p;~~i~2~~~~~~uetion element, and

essentially you construct a composite of account level or

account level portfolios that all subscribe to the same

or similar investment strategy and you compile a

composite calculation based upon an aggregation of those

underlying accounts at an either equal weighted or asset

weighted cal cul ation methodology.

Q Okay. And when you compile the composites for

Stanford, did you do it on a weighted average basis?

A Yes.

Q okay. So for a simple attorney essentially,

did you take the calculated returns for each account,

multi p1e those ti rnes the balance at, what, end of the

period?

A Begi nni ng of ape ri od.

Q Begi nni ng of the pe ri od. And then just took a

wei ghted average and that woul d be the return for each

asset class?

23

24

25

first got there, were they trying to steer accounts -- or

leave accounts on pershing if they could to avoid the

cost?

Page 28

APP0114

11 myself?

A We11, that's a good questi on. You know, the

way it -- they were doing things when I got there didn't

make a whole lot of sense to me, it didn't appear that

there had been a very good plan as to which accounts were

on Advent versus which accounts were not.

10 I mean, I literally spent probably a week

11 with the guy that was in charge at that time, Jose

12 Flores, trying to figure out his -- the method to his

13 madness as to -- because he had the power, essentially,

14 to add accounts to Advent. So typi call y Advent had a

15 little bit more robust reporting than pershing.

16 So if an adviser from anyone of the

17 stanford offices called up Jose and said, I want my

18 account to get Advent reporting, he would call up Advent

19 and have the account added.

20 Q Just so we're clear, when you refer to

21 performance, are you referring essentially to account

22 statements that were going to clients?

constructed, correct.

Q Okay. And would an example be, you know, SAS

growth or SAS growth income, when you say each strategy?

A Yes. Yes. We built six -- initially, there

were six main strategies that we built composites for

that had the bulk of the assets in the SAS program, and

those were SAS growth, SAS EFT -- I'm sorry. SAS

alternative, SAS income, SAS balance growth, SAS balanced

10 income, and SAS income. Was that six? Did I repeat

10

11
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25

page 25

That's correct.

Okay. So Advent is the third-party service

Correct.

A

A

Q okay. _And so _how was -- was the addi ti anal

charge on a per client basis?

A Per account.

Riordan_Steve~20090211.txt

Q okay. We'll talk about the timeline on when

you di d what 1ater.

A Right.

Q But what -- what to your knowledge were they

doing in terms of performance reporting, you know, in -

in terms of pitch books or, you know, what they were

providing in terms of -- composite may not be the right

term, but in terms of, you know, figuring out the global

performance as opposed to individual performance.

A I knew very little, if anything. My sense was

that they were using the model returns that were

calculated in the investment advisory group by Ken

Johnson. I never saw any pitch books or marketing

materials, but my understanding -- that could be the only

source that would have been for the marketing, because

Jose was running around trying to get account level

performance right. So any type of compilation coming out

of his -- you know, off of his desk was highly unlikely.

okay. And now be a good time to stop and

defi ne composite performance.

A Sure. composite performance is, you know -- is

sort of the fundamental basis for the CFA Institute, GIPS

performance presentation standards, whi ch is GIPS is

Global Investment Performance Standards. So in order --

one of the many components for a firm to claim GIPS

page 27

25

22 okay. So for every account they ran through

23 stanford ran through Advent they incurred additional

24 fees?

25

15 cost.

pershing managed accounts and everybody at the custody

bank got the other pershing, you know, performance

system, or could report performance results from this

other pershing system.

Q okay. And which products are -- were being run

through these performance systems? In other words, what

were you looking at?

A That's a good question. At the time I still

was -- was trying to get my arms around what all the

10 different investment programs were at stanford, but

11 essentially it's everybody that had custody at pershing

12 could receive performance from one of the three. There

13 was definitely a much smaller subset of accounts that

14 were on Advent, because Advent incurred an additional

10
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14 of ~~ for an example, you know, a client might come to

page 29

In at least one composite, that's correct.A

Q Okay.

A Is advisors coming to Mark and Jose going, what

the heck is going on with these numbers?

Q Right. And we'll get into it in a little bit,

but, in fact, some of :ahgOese32i ssues came to a head 1ater

Q okay. okay. That's good for now.

When you tal ked -- when you were

explaining the three platforms earlier, you said

something about Jose being confused about the numbers not

matching?

And Jose didn't know.

so that I think is again sort of when Mark

stys says we have got seven different, you know, numbers

for the same -- that shoul d be the same number, that's

kind of where I think, you know, he was getting his info,

one of those -- one of the pl aces.

APP 0115

the table Wi~~0~d~il~i~~ed~~~;~;1~~~X~ay,okay -- or let

me make this really simply.

They come to the table with a million

doll ars worth of IBM stock, and they, okay, I want to be

in the SAS growth program, but I want you to keep half of

my portfolio in that IBM stock and the other half of my

portfolio can go into SAS growth, that by definition

would be nondiscretionary and excluded.

Q Okay. But any discretionary account that is

supposed to track the strategy would be included under

GIPS in some calculation; is that correct?

A Yes.

what do you mean by that?

A well, you know, it's just the nature of the

game in performance is that everything if isn't precisely

the same you will get a different number. It's just a

fact of -- it's a mathematical fact that a lot of people

don't understand. There are a lot of firms out there

over the years, and I think there is less and less, that

may run two or more platforms for good reason and, you

know, try and throw a lot of man hours in trying to keep

those two systems in sync. It's -- it's very, very

15

16

17

18

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

fashion to it reaching my desk when I got on board, you

know, probably a hard copy, PDF report, that showed what

the model held as of the month end and the return number.

so it would show the model, name, the securities within

the model, the weights of each security, I think the

return of each security, and then a total return at the

Riordan_steve_20090211. txt. .
22 extent is another number that would jump lnto the mlX, I

23 think, would be the -- the model numbers calculated by

24 Ken Johnson in the investment advisory group, which, you

25 know, I think would reach Jose's desk in a similar

And so I think that -- and this is

speculation, but it's -- I think it's pretty educated

10 speculation, that if there were marketing materials that

11 were sourcing Ken Johnson's work and those pitch books

12 marketing materials made their way to the investment

13 advisors, those advisors would call Jose and say, Jose,

14 why doesn't my account match the marketing materials.

18 difficult to do.

bottom.

Page 30
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In order to claim GIPS compliance, everyA

Q okay.

A Unless they're client imposed restrictions

account: -- every discretionary account: must be included

in a composite. Every account in the firm as you define

it, so the firm has, you know, some leeway in how they

define themselves as a firm, but e\U!ry discretionary

account within that firm needs to be in at least one

composite.

Q okay. So if stanford were to move toward GIPS

compliance, would all the SAS accounts that: are

designated as such have fall into composite?

A Yes.

Riordan_st:eve_20090211. txt

And the reason is you have transactions

potentially posting on different days potentially even

in -- in different amounts, you -- you run the risk of

having two different pricing -- two or three different

pricing sources, so at the end of a period when you go to

measure performance you actually will have a different

valuation, which is going to produce a different number.

Q Okay.

I guess to elaborate the point to the fullest

Page 31

So, you know, every reason -- every -- you

know, every reason that there is in the book is the

reason why his numbers weren't tying out, and not being a

performance guy, you know ~- I had experienced that

firsthand in my career, so I was able to on the first,

you know, hour of talking to Jose, I mean, here is why

your numbers don't match.

Okay.

A They had a very logical explanation.

Because they're using different platforms that

include different assumptions?

A Different pricing, you know, so you had

different valuations. Advent is using, you know, their

own pricing source, pershing is pricing assets according

to their pricing sources, so differences in valuations.

Advent was providing a back office, you know,

reconciliation service for stanford, but that's not to

say that all transactions posted to both systems on the

same day, so you had some variance there as well.

Ri ordan_steve_20090211. txt

Q It'S okay. We can -- hopefully we'll -- I've

got a couple of exhibits that we can kind of go through

that may -- that we can nail those all down.

since we started down the GIPS compliance

path. I thi nk one of the thi ngs we tal ked about a lot in

Boston with the process for selecting accounts for a

given strategy and how accounts might be included or

excluded from the final calculation of the composite.

From a GIPS compliance standpoint, one of the rules on

that. I thi nk I have read somethi n9 about you '·ve got to

be able to say that you include -- what is the threshold

of -- of accounts managed? I thi nk I have read somewhere

that you have to -- at some -- at some point you have to

include all the accounts; is that correct?
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14 rate increased to?

Riordan_steve_20090211. txt

where a financial advisors had complained aboU1: that

specific issue their clients not getting a track record

that may have been represented to other investors?

A Exactly.

Q okay. I want to go through a couple of thi ngs

real quickly on the terms of your engagement and then

we'11 come back to, ki nd of. wnat you found when you

fi rst got there and then wal k forward.

9 . So I thi nk we estab1 i shed in Boston, I

10 will just walk through this pretty quickly, you worked on

11 a contract basis for Stanford at initially $125 an hour?

So what's -- you know, we have talked a
page 34

Right.

okay.

Tough economy out there.

Okay.Q

A

Q

A

A Correct.

Q okay. since you mentioned it. Why weren't you

able to get to that end goal?

A Correct.

Q okay. I thi nk you sai d you worked -- you

had -- had an agreement, some sort of form consulting

A Well, in order to do that -- in order to report

performance on all those other assets classes, you need

to bri ng all the data into one place so that you can do

the calculation, and so, you know, to give an analogy it

would almost be like, you know, trying to pull together

three different firms and calculate an aggregated

performance, because the -- the rare coins and precious

metals were on one system and the -- the bank CD was on

another system and the other sort of more traditional

retail assets were is on, you know, a third system.

So I was never able to successfully, you
page 36

A That's correct.

agreement that you entered into with stanford and it was

renewed several times; is that correct?

home-grown s~~~~~a~h~~e~~s2~g~~2i~'~~tl east report that

to the client on a valuation basis so as of a month end

or quarter end or year end they could value all of those

assets classes that I just mentioned and give the client

a total wealth picture from a valuation perspective, but

it's a whole other ballgame to bring t:hat to t:he next

level and actually calculate a rate of return, which was

a lofty goal that they had when they brought me in, and

one that: was I was not able to deliver.

Q okay. So in general to simplify was it to --

to combine all the assets for a given client and

calculate a yield or internal rate of return for their

entire portfolio?

A Correct.

Q okay. So that was the end goal?

APP 0116

Q Sure. You got to get by.

okay. so when you fi rst started work I

think you told me you were working 40-, 50-hour weeks in

terms of billables?
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composite, and I do charge them now on a per composlte

basis at $750 per composite.

And the going rate, just to put it into

perspective I have by the verifiers, the GIPS compliance

verifiers such as the big four accounting firms, they

charge as much as 3,000 per composite to do a composite

examination. So I get -- because stanford is a near and

dear client to me, I give them -- bless you -- I give

them a substanti a1 di scount.

10 The other -- The other point, I guess, I

11 would have to make there in the interest of full

12 disclosures mostly composhe examinations are performed

13 on an annual basis at -- at the tune of 3,000, whereas I

14 come in quarterly at 750.

15 Q which works out to 3,OOO?
Three month contract at 125.

Okay. And eventually -- And eventually your

A

Q

A They asked me to look at everything. In--

In -- That reminds of one of the other original marching

orders which was to be able to report accurately the

client's entire wealth picture with Stanford, so to

incorporate all asset types into the performance report

so that woul dine1ude the -- the gold and bull i on and

precious coins, the stanford International Bank CD and

any other stanford managed account program.

So at the time, they had built a

page 35

A We renewed for another six months after the

three months was up at 150.

Q Okay. And -- And now I think -- I think you

told me more recently you charge on a per audit basis as

opposed to an hourly. fee; is that right?

A The stent -- The work I do for stanford is, you

know, scaled back significantly since March of '08, and

since March of '08, I pretty much have only been brought

in on a quarterly basis to review their composite numbers

or to perform what we call in the business a composite

examination, which is a pretty thorough look at each

page 33

24

25
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1i ttl e bi t about when you got started at stanford. Day

one what is your understanding of your marching orders?

A Day one marchi ng orders were to get performance

reporting on track, meaning, you know, producing numbers

to the cl i ents that we thought were accurate and

10 meaningful, and to make a recommendation on the best

11 system to do that out of all the competi ng systems.

12 They also were in the process of contract

13 negotiation with a firm called odessy and a product

14 called AM, and they also wanted me to kick the tires

15 that product because that was thei r -- thei r platform for

16 portfolio management and client reporting of the future.

17 Q okay. So when you say "performance reporting,"

18 you know, getting it on track or -- can you give me a

19 sense of the scope? I mean, what -- what assets are you

20 talking about? what -- I mean, were you looking at

21 everything? Were you trying to look at, you know, SAS,

22 SIM, you know, coins and bullion, COs? What was your

23 inhial scope?
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19 Q okay. And was the purpose of your

20 conversations to get information regarding the CD cash

then any client, you know, contributions or withdrawals

out of the CD. If you have those data poi nts, you can

calculate a return.

Q okay. So you weren't asking for any underlying

bank investment information, simply cash flows?

21 flows?

22 A The purpose was -- was to specifically figure

23 out how I could get a data feed from the bank's platform,

24 which is -- which was another complication, because they

25 were in the midst of a conversion as well going from, you

Yeah. But he basically made me a look like

Correct.

The issuer of the certificates of deposit?

A

Q

A

idiot because -- he stonewalled the whole thing and

practical hung up on us.

okay. What prompted the blow up?

well, you know, I think we were -- we were

still in the brainstorming mode as to where the data was

going to live after it got exported from the bank, and in

the current -- the current infrastructure or architecture

of -- of the way Advent worked with stanford on their

retail data, Advent had the data on their servers and
page 40
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it was his number one priority to preserve that

confidenti al ity.

So Advent having done a lot of work with

swiss banks and the like had experience, they knew about

masking, you know, account I.D.s, so they were there to,

you know, talk about their experience with it and provide

a level of comfort that said, hey, we can do this.

I mean, from Advent's perspective, they're

trying to get keep the busi ness, they're aware of thi s

Odessy player coming into the game and they want to keep

the business. so, you know, I said vivid memory because

Juan or the president of the bank, whatever his name is,

he blew up the meeting, made me look like a jackass -- I

don't know if I can say that on the record.

Q Sure.

call it, S~I~B.

Q uh-huh.

A I forget his name Juan or Jose.

Q okay. The president of the Antigua Bank?

A I don't know what -- what they do exactly. I

talked to the president, I believe, of ~~ of SIB as they

page 38
A Correct.

odessy, so, you know, Mark's kind of general approach

was, well, see if it can be done. See how long it would

take. See how much it would cost. And so I started down

that road. And, you know, produced some -- some

documents that pretty much road mapped what needed to be

done.

Q okay. A moment ago you sai d somethi ng about

talking to folks from the international bank that's

stanford International Bank?

Riordan_Steve_20090211. txt
with the guys at the international bank. You know, I

consulted with Advent, you know, to see what they needed

in order to make this happen for me.

And, you know -- and it wasn't a clear

direction even one way or the other. I mean, the senior

folks that I was reporting into, Mark and zack

specifically.

Q Mark Stys and zack Parrish?

A Exactly. would not -- would waiver back and

forth as to whether they wanted to do the work and do it

on Advent and make it happen or wait it out and do it

Riordan_steve_20090211. txt
22 the time. This is what we do. You know, the president

23 of the bank in Antigua always, always -- could never have

24 a conversation with him that didn't talk about client

25 confidentiality and confidentiality of the data and how
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cash flow and val uation that's -- that's all aA

know -- I can't remember the name of the two platform off

the top of my head. It's in probably in a lot of my

notes. But one was called data something and the other

called ~- began with aT.

Q Tamemos or somethi ng?

A Teminos. And, you know -- so that was another

resistance, I guess, or another challenge, as we like to

say with a positive spin in the consulting world, is

that, again, are we going to do throwaway development to

build a feed off of the bank's legacy platform that's

goi ng to be th rowaway when they go to Temi nos.

So that was probably one of my most vivid

memories of my dealings with the bank is I was in San

Francisco at Advent headquarters, I had all of their

bigshots around the table, including their IT folks, I

had set up a call with the head of IT at the bank and the

president of the bank, and we were going to talk about

how we could make thi s happen.

And, you know, the guys -- the senior guys

at the Advent -- on the Advent side of table were there

to 1et the guys in Anti gua know that, hey, we dothi s all

page 39
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know, get all the data to come into one place in an

automated, reconcilable fashion to calculate an accurate

return. My understanding is they're a lot closer to that

goal today with that new odessy platform.

There is also reluctance, I think, to do

it within Advent, which was my recommendation, because

the powers that: be, the senior management folks, felt

that that would be throwaway development. Because,

again, odessy was the platform of the future, Advent ;s

the 1egacy platform.

Q What type of data woul d you have needed with

respect to the CD program in order to calculate a yield?

A well, we needed really just: in the simplest

forms you could take beginning and ending valuation and

performance guy needs.

Q okay. What steps di d you take to try to get

that information?

10 A well, you know, I tried to learn as much about,

11 you know, the -- the different assets and platforms they

12 were -- they were on today as I could to see how I could

13 plug into it, so I had meetings with the guys that ran,

14 you know, precious metals and rare coins. I had meetings

page 37
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every morning.

He told me.

okay. He told you that's he how he did it?

I think he used -- he had -- you know, there

Yes. They are very subjectively pri ced

Q

A

A

A

was a method to his madness, but at the end of the day I

think the final number was he maybe looked at this

source, this source, and this source and said here is the

A well, that's really out of my comfort zone,

that asset class. I know they had a system called

Intelequote, and I'm not sure how accurate that system is

and how -- how much that system is used in the actual

final valuations. So for -- you know, and I only met

with -- with the gold and coin guys for probably two

hours total in my engagement there, and my sense of the

matter -- of -- of the sense I got from the head of the

division was that he knew more than anyone else in the

business and what he thought a coin was worth was what it

was worth.

okay. And what gave you that -- how -- how di d

you reach the conclusion that they were doing their own

kind of, you know, discretionary pricing for lack of a

better term?

Riordan_steve_20D9D211. txt
the deal breaker.

Q okay. And specifically the data regarding the

certificates of deposit?

A Correct.

Q Just to wrap all this up. Is it fair to say

that all your efforts to get cash flow information

relating to the CDs were fruitless?

A Yes.

Q Okay. And I think you used the word

stonewalled when we were in Boston and just a minute ago?

A Yes.

Q okay. So again, I'm trying to narrow the scope

of what you were doing when you first got there. You

said you had those challenges with the CDs, so

essentially you had no data so you couldn't do anything

with the CDS, correct?

A I ended up doi ng absolutely nothi ng wi th the

A Correct.

Q Okay. And then I think -- I don't want to

belabor the issue, but when we talked in Boston, I think

you talked about gold and bullion and there were

challenges regarding the pricing?

CD.

number.

Q okay. And in the performance world it seems to

10 me, and this is one of the problems there that you're

11 grading your own cooking to a degree?
page 44
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especially the rare coins.

Q okay. And ~- And in stanford's context when

say subjectively priced, I think you made a reference to
page 42
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the -- Are some of the problems with the subJectlve

nature of the gold and bullion valuations just that you

10 don't have an objective, kind of, third-party valuation

11 that you can rely on?

24 Q okay. Was it generally that some of those

25 assets it's hard to get publicly available price data?
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Having data leave stanford's world is -- was

He just said that was a deal breaker and, you

So providing the CD cash flows to Advent was a

uh-huh.

A

Q

Q
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one guy at the company determining the price?

A Yes. Joe -- Joe Freeze or Freedman the head of

the division, he -- he and his wife -- my understand was

he and his wife priced everything on a spreadsheet on a

quarterly basis. And from a performance guy's

perspective that just never sits well.

Q what are the problems with that?

A well, you know, it can really -- you know, it

can really affect your performance, especially if I'm

trying to bring that number into, you know, a bunch of

numbers that are market priced, so I'm mixing apples and

oranges in the same bag.

Q okay.

A And actually, my recommendation to zack Parrish

and Mark Stys after I 1earned more about the rare coi ns

was to absolutely not even attempt to include that in a

cl i ent total return numbe r. You know, put it on the --

25

23

A I'm not sure. I really don't have a lot of

visibility into where they are with the odessy platform

today. Rob Baker would be able to speak to that in

detail. I know-- All I can say is that I know Rob has

had more success in this integration with the other

assets into the odessy platform than I did with Advent.

Q Okay. Just to kind of wrap this issue up. Are

page 43

they sent: stanford a copy of that data vi a FTP every --

21 A

22 know--

22 on the page as a value or an estimated value, but don't

23 include it in your rate of return, because it's going to

24 skew it up or down based upon an arbitrary valuation.

25 Okay. what came of those recommendations?
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15 at Advent.

16 And so that' 5 -- that was pretty much the

17 primary reason the call blew up was he was concerned that

18 the data was going to leave the stanford world.

19 Q And -- And what did he say when got off the

20 line?

A So essentially the flow would go like this, you

know, pershing custody account data would go to Advent,

they would do all the reconciliation of share positions

and market: values, send that data -- a copy of that data

back to Stanford. I mean, it was an outsource.

So when I think Juan got the sense that

10 the bank data would be the same, you know, sort of fall

11 in line with the same scenario, and he was very reluctant

12 to have any of that bank data leave the stanford world.

13 And so we were like, hey, we're -- we're brainstorming.

14 There are -- There are options. It doesn't have to live

•

•

•
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19 onto bigger and better things, as we like to call it, and

20 I recruited some people I knew in performance reporting

21 and we put in an operation and we basically plugged in an

22 operation.

23 At that same time, you know, Rob Baker

24 was -- was worki ng on a lot of that stuff, too, but he

25 he slowly started to get pulled into more of the odessy

Okay.

Okay.

At the strategy level that should absolutely be

Yes.

Q

Q

A

A

A Yeah, absolutely.

okay.

Absolutely.

Q And we'll go through these in a little bit, but

I think of got you -- kind of your three-year audit --

APP 0119

accurate, the fi rm numbers are bogus.

Q Okay. But in theory you should able to get

pretty close by taking the end of year SAS number from

your reports and then just dividing it by the total

managed by stanford capital Management?
Page 48

A okay.

Q numbers and we'll go through those. But,

for example, in '07, you got percent firm assets 5AS

growth 38 percent?

A well, that's -- that's misleading. That's a

mi s 1eadi ng report. That's because we di dn' t have a

number for firm assets, in order to make that report run

you need to plug a number, so the· number I plugged was

actually SAS assets. So each composite is -- is

expressed as a percentage of SAS assets not: fi rm.

Q okay. But the end of year assets in each

strategy should be accurate?

That was something that, you know, suited

my background and there was plenty of -- of work to be

had, so, you know, just to give you an appreciation some

kind of scope, is at this time there was probably about 4

to 5,000 accounts on the Advent platform.

Q And this time is early '06 or late '06?

A Late '06.

The -- The legacy performance people were

moved out of the scene by that point. They had moved
page 46

A Early '07. 50 come spring of '07, February

march, I'm actively helping executive level management at

stanford, Jason Green specifically, negotiate a new

Advent contract. And I convinced all the powers that be,

Jason Green, Mark Stys, zack parrish, that until this

odessy thing is up and running, which was at least

everyone agreed that that was a year or two year -- a

year to two years away, that we were going to make the

best out of Advent.

50 we si gned a new Advent contract that I

helped negoti ate, and come March of '07 we went from

5,000 to 22,000 accounts on Advent. And so there was

plenty of work there to make that happen, and then put a

process in place, you know, we recruited a team of people

to support it, so that's when all of those things were

going on.
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22 accounts, and so the rest were just, you know, your

23 typical retail financial adviser type accounts.

24 Right. In terms of assets, though, 5AS was

25 pretty big piece, I understand?

Ri ordan_5teve_20090211. txt .
15 out of Advent, take it a step further along and bUlld

16 these composites for marketi ng purposes that I attacked

17 that.
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Absolutely.

I mean, so -- I mean, he's putting someone in

A

Q

that asset and then he is te11 i ng them that that asset

has increased in value presumably?

A Exactly. And then, you know, he pretty much

justified it at the end of the day just: I guess· as you

would in the real estate market and a rare coin is what

somebody is wi 11 i ng to pay for at the end of the day, so.

you know, there's a number of different ways they sold

these co; ns.

You know, they had all these different

types of, you know -- I don't know coin geek conventions

or auctions and, you know, several different ways to sell

a coin and until you bring that to bear, what is it

worth?

Q So in other words, until you actually have a

sale, it's worth what you say its worth?

A Exactly.

Q okay. Okay. 50 you weren't able to do

anything with the CDs, you weren't able to do anything

with gold -- the gold coin operations, correct?

A Correct.

Q okay. 50 what does that leave?

A we're back to just really the assets in

pershing, you know, the -- the more traditional assets.

And so, you know, I felt like there was enough work to be

done there to clean up that process and to put in a tight

operational process, get good, clean and accurate results

page 45

type of stuff, so that's how he and I as consultants

started to the divide and conquer a lot of work.

I mean, that's why we were easily billing,

you know, 40 plus hours a week. We were buried. We were

like full-time employees.

Q okay. And so these pershing accounts were

these largely the managed accounts like we have talked

about earlier, the 5A5 models?

A The bulk were probably retail. 50 just, you

know, managed by the -- the advi ser.

Q okay. So they didn't necessarily fall into a

specifi c strategy?

A Correct. I mean, even to this today I think

SAS has only about 7,000 accounts, so these were -- and

you know, there's a handful of other Stanford programs.

They had PA, which was called portfolio advisers they had

PP, which was portfolio partners, they had SAM, which was

Stanford asset management, which was a global fixed

income strategy.

But even after naming all those strategies

I think that still only may be gets you up to 8 or 9,000

page 47
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24 out ofAXYS, because at this point in time I still didn't

25 even have access to AXYS, which is the Advent product.

And so he had -- in Advent there is -- you can 1abe1

account with a strategy or an objective.

So some were obviously worse than others, andA

APP0120
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incorrect, but our working assumption was for the most

part we say we made the assumption that -- that these

accounts were correctly labeled as growth or balance

growth and so on.

So what I di d was I di d a very qui ck and

dirty composite equal weighted calculation, because I

didn't take market values into consideration, I just took

the return, I took all the accounts that were tagged as

growth and, et cetera, I threw out the really high

returns, I threw out the really low returns, and came out

with this -- what I would call a preliminary quick and

you know, from a consultant's perspective, you know, day

one you try justify your existence?

Right.

So I'm looking at this saying there is -- there

is some definitely good work for me to do here. These

numbers are probably inaccurate, and I can -~ I can get

these numbers tighter and I can solve their problem.

Q Okay. when you say these numbers are probably

inaccurate, were you referring to the model return

numbers?

(SEC Exhibit No. 30 was marked for

i denti fi cati on.)
Page 50

di rty composite return.

And what I was t ryi ng to do get at is how

big and bad is this problem. You know, and I think what

this Exhibit 30 showed Mark 5tys, who most likely was the

first recipient of this is that some of the models

weren't that bad and some of them were.

And, you know, so that' 5 -- that' 5 when I

fi rst started 1ooki ng at SAS at the model 1eve1 .

Q okay. So you -- your initial look at SAS you

looked at basically a 12-month period ending with third

quarter 2006?

I believe so.

Q okay.
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think to a l~~o~~afof~;v~h~~O~~~~~~;x~as finally there

that knew performance measurement, because they had so

many, you know, different performance measurement issues

that, you know, Jose was unable to address. so, you

know, I think I went through pretty explicitly my

original marching orders, but then I would get pulled

into other things.

And one of the other things that came up

pretty quickly was this whole concept of account level

10 performance differing from market level performance, so I

11 started to look at what the guys in investment advi sory

12 group were -- were doing for returns, and I was

13 essentially trying to prove their numbers.

14 And at that point in time we were focusing

15 on a 12-month period that went from october of '05

16 through -- through september of '06, I believe, so

17 because I was doing this in November, so that was all

18 the -- you know, I started at least looking at it maybe

19 in November or December. But I wanted to do a 12 month

20 or at least four -- I think I was doing a four-quarter

21 analysis.
That is a good question. I think it's stanfordA
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BY MR. KELTNER:

Q okay. I'm goi ng to go ahead and hand you a

document that I'm marking as Exhibit 3D, and I'll

represent to you that this came from your electronic

production and based on some e-mail correspondence that I

have seen, I think this may represent the analysis you

I was just speaki ng about.

Q okay. So just in -- let's start at a high

level and explain to me what Exhibit 30 is and then let's

walk through it a little bit.

A okay. well, it looks like I took the model

returns as they were calculated by the folks in Jason

D'Amto's group in lAG, and then I believe at this time,

you know, this was still very early and -- and Jose was

still in the picture, so I asked Jose to give me a dump

page 49

were just discussing.

But can you take a look and tell me what

Exhibit 30 is?

A Yes. This Exhibit 30 looks exactly to be what

A If you were to sum those up the ent; re SAS

program and then divide it by total stanford assets, if

you were able to got that number then you would be able

to get the percentage of SAS. Yeah.

Q okay.

A I never saw a number 1 i ke that. bU1: ; n order to

claim GIPS compliance, that is a number they would have

to get to on at least a monthly basis is what our fi rm

asset as the firm is defined. And they weren't there, so

I plugged the number in.

Q okay. So let's focus a little bit on, you

know, the SAS or MFP, when you got there had it already

changed names from Mutual Fund Partners to SAS?

A It had.

Q okay. And just for the record what: does SAS

stand for?

Riordan_Steve_20090211. txt

Allocation strategy.

Q That's correct. okay.

So -- So when you fi rst got in, what were

your responsibilities or what did you do relative to SAS

uh-huh.

A And so Jose gave me a dump of account 1eve1

returns for each month end from october, '05 through

September, '06 that were labeled as such. Now, he had no

faith or confidence that those labels were correct or

22 and--

23 A well, you know, another good question. There

24 were pulling me in a lot of different directions when I

25 first arrived. It was almost like, you know, a relief I
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Page 53

Good.

This -- This paints the picture exactly as it

Yes.

That's right.

And then Q3 2006 is 64 basi s poi nts hi gher than

That's correct. I'm admiring my work. This is

Ri ordan Steve 20090211. txt
okay. And the Ql '06110 basis points higher

Correct.

And Q2 '06, it's 26 basis points higher than

APP 0121

A

Q

A

A

A

Q

Q

A

Q

A Correct.

Q okay. So this -- just walking through the

chart, 1et' s start wi th 5A5 balance growth and use that

as an example, since it's at the top of page one of

Exhibit 30. So there is a first -- there appear to be

return periods down the left-hand side, and as we talked

about it includes Q4, 2005, Ql '06, Q2 2006, and Q3 2006;

A Correct.

Q okay. And then you also it appears calculated

a 12-month return as well?

Q okay. And then the first column is composite

ret:urn, and for simplicity that represents actual client
page 54

is that correct?

at this point in time.

Q okay. So you come in, you do this preliminary,

turns out, good work on -- represented on Exhibit 3D, so

generally you said you were trying to justify your
page 56

the model?

Q okay. So with all the -- the benefit of all

the ti me you've had at stanford, you thi nk these

composite return numbers were fairly reliable give or

take a little bit?

your more specific analysis?

A That's correct.

20

21

22

23

24

25

22

23 than the composite?

24

2S

24

25

18

19 good work.

the model?

A That's right.

Q okay. And so the total for the year you found

that the model return was 332 basis points higher than

the composite return?

A That's right.

10 Q okay. And then it looks 1i ke you di d the exact

11 same analysis for SAS growth, 5A5 income, these other -~

12 model these other models?

13 A That's right.

14 Q okay. Each of them -- I guess strategy is the

15 right term. Each of the strategies identified Exhibit

16 30, are these the strategies that you preformed your

17 audit work on?
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15 So when we did go back and recalculate,

16 you know, good composite returns, when we did go back and

17 calculate more accurate model returns, we came up with

18 similar composite model numbers -- or model and composite

19 numbers that were very, very close.

20 Q okay. So your preliminary review in Exhibit

21 30, and I'm not tying you to any specific number, but

22 just in general, you think these composite return numbers

23 were fairly accurate and later proved to be when you did

10

11

12

13

14

15

16

17

18

Correct.

Correct.

okay. And who di d Ken Johnson report to?

Correct.

That's correct. And -- And let me just

A

A

Q

A

A

I just had to look at the number to see

A Correct.

from composite return.

okay. So a negative number in the difference

column reflects a return where the composite ret:urn was

Q okay. So just going through the numbers, just

for an illustration, Q4 2005, you found that the model

111 basis points higher than the composite?

A That's right.

page 55

A Correct.

okay.

And it looks like I subtracted model return

A Correct.

okay. And these are the numbers that we talked

about earlier today that you think were model performance

numbers that was likely used in the marketing materials?

A Jason D'Amto.

Q okay. And then difference column that -- that

is essentially composite return minus model return; is

that correct?
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A correctly.

Q okay. So and the model return numbers were the

numbers that you got from Ken Johnson?

which was --

A It was simple addition, subtraction, I just

wanted to see which column I was taking away from.

whi ch --

1ess than the model return?

24

25

21 Q okay. And the model return in the second

22 column that's the number that was given to you by Ken

23 Johnson?

20

23

24 elaborate on one point. At the time I produced this

25 document, I still did not have the knowledge as to

20 Q okay. And we talked about the complaints from

21 certain financial advisers that their actual clients were

22 not receiving the model returns, right?

whether I could rely on the account level performance

coming out Advent -- the account level performance coming

out of Advent, so that was just -- you know, in my mind

as I was doing this analysis is there is a possibility

that the account level returns could be wrong, because I

didn't feel confident in their process for producing

account 1eve1 returns.

Now I can say, you know, in hindsight that

it was a rare exception that we actually ever revised an

10 account level return. So in summary what that meant was

11 contrary to Jose's opinion at the time, Advent was doing

12 their job. Advent was reconciling these accounts.

13 Advent was in fact producing inaccurate account level

19 performance?

12

13

14

15

16

17

18

19

10

11

12

13

14

15

• 16

17

18

19

20

21

•

•
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page 57

high.

Hi gh and low. Okay.

High and low.

Okay.

I don't know where they're getti ng thei r data

Correct.

Correct.

okay. Is that D' Amto' s group?Q

A

A

A

Q

APP0122

AVes.

And eventually you did do more thorough

composites, correct?

A Correct.

Q okay. And those more thorough composites, did

they generally confirm or did they disprove your analysis

in Exhibit 30?

A My further analysis confirmed Exhibit 30.

Q okay. So generally once you did the more

detailed analysis and confirmed that the accounts were
page 60

Group?

they call meR~~r~~np~~~i~u;O~~~~;l~~X~n analyst and say,

there is no way I underperformed a benchmark by that

much, or over-performed. Hardly get that call. But it

-- it sti 11 -- it's an educati ona1 process, so thi s

didn't surprise me that much that, you know, these guys

were not able to produce an accurate number.

Q And just to step back, these guys were not able

to produce an accurate number. Who were those guys?

A Ken Johnson specifically or anyone else in lAG

that had anything to do with these model calculations.

Q okay. And lAG is the Investment Advi sory
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that under-preformed the composite? In other words, are

there any instances where actual client performance was

higher than the model on an annualized basis?

A No1: as group.

And I thi nk we tal ked about thi sin

Boston, my speculation was -- is that they didn't keep

return.

to -- to come up with their returns, because I very

simply went to Bloomberg and vahoo and their -- all the

holdings within these strategies are very liquid mutual

funds, so very easy -- easy to get a price. So you take

a price return and your weight and there is your model

very good records about when and what was rebalanced

intra-period, so if you don't capture those intra-period

rebalances, you will get bad numbers, it's -- it's a

mathematical fact, because let's say you bought a new
Page 58

Q Okay.

24 to--

25 A

Q

10

11

13 A Remember everything in the composite return

14 column was in our -- relatively arbitrary group based on

15 some assumptions that I made from 1:he account level data.

16 You know, assumption one that the account was tagged

17 properly as growth. Assumption two was that I only took

18 really the sweet spot of the returns, I didn't take the

19 outliers, so given those two assumptions that produced my

20 composite return --

21 okay.

22 -- column.

23 But you did throw out outliers in an effort

10

11

12

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

No.A

of what the problems are?

A well, you know, I'm -- I'm starting, I think,

to make the preliminary case for composites and

just; fy; n9 the -- the work requi red to get a composite

return and, you know, essentially educating these folks

on what a composite is and the benefits of composite.

You know. the -- the most obvi nus be; n9

that, you know, if you create a composite return that's

made up of account level returns, you're going to

eliminate this problem of having differences between a

strategy level return and an account level return. It's

just, you know, a mathematical fact, if you construct the

composite, you know, well.

I'm also starti ng to develop an opi ni on

that the folks that were calculating -- calculating the

mode1 return had performance as is a second 1anguage.

Vou know, it wasn't their -- you know, these guys are

trading, managing portfolios, and,You know, my

experi ence throughout my career it's very rare to fi nd a

guy that also has the performance skills set along with

sort of the portfolio management and the trading skills

existence. So what -- what are you telling them in terms

23

way.

10 Now that I have had some time to think

11 about this, that -- that is what I think he did,

12 potentially. I don't know for a fact. But you can't do

13 that. If you're in and out of mutual funds during the

14 period then your performance is going to, you know, be

15 di ctated by whi ch mutual funds you held du ri ng the

16 period.

17 And the account 1eve1, the account 1eve1

18 is capturing all the rebalances and you have to pretty

19 much mi mi c the account 1eve1 wi th the model. And I don't

24 Okay. So the obvious question I've got for you

25 looking at Exhibit 30 is SAS balanced growth according to

23 set.

24 I have been educating portfolio managers

25 on performance my whole career, you know, when they --

In looking through Exhibit 30 on an

annualized basis were there any models that you found

your good analysis appears to show that the model was 332

basis points high, SAS growth was 334 basis points high,

and then some of the other strategies were a little

lower, also SAS balance appeared to be 281 basis points

page 59

20 thi nk they di d that.

21 Q Okay. The failure to account for the

22 rebalances, would that always skew the results high?
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mutual fund on the -- the last day of the month. What I

think Ken Johnson was doing is -- is taking a snapshot of

the model at month end and assuming that that was the

model for the whole month and calculating the return that

10

11

12

13

14

15

16

17

18

19

20

21

22

•

•
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10 exception of a few quarters?

your conclusions didn't change?

A That is true, my conclusions remained the same

that I did not think that this model performance prior to

my arrival was accurate.

Q okay. And is it also fai r to say that the

model performance was higher than the composite

performance before your arrival?

A Yes.

Okay. It's unlikely from a mathematical

Riordan Steve 20090211. txt
I'm sorry-:- Could you repeat that question?

Sure. We talked at possible explanations for

and one of the thi ngs that

Yes.

If rebalancing was the sole cause, would you

Yes.

okay. So did it strike you as unusual that the

No, I would not.

Okay. All things being equal, would you expect

in dep~~0~~dna~i~~eI2~~~~~~\i~tone.he was like,

okay. Might as well run them all.

So then I eventually ran them all.

okay. So you to1d Stys somethi ng to the effect

Q

Q

Q

A

A

A

Q

Q

A

Jesus,

Q

APP0123

A Yep.

Q Okay. what was Mark's reaction?

A We11, I thi nk Mark, you know, genui ne1y wanted

to get this issue resolved. He had a lot on his plate,

and he -- this was a nuisance to him, because this was ~~

this all predated him. So he was trying to look forward

and he is got the advisers calling him, you know, on a

daily basis trying to pull him back into the history and

what was done before he got there.

so, you know, I think that could best

describe it as this was a nuisance to him on some level

he wanted me to take care of it. Mark was relatively big

pi ctu re guy, so he wanted, you know -- that's why I tri ed

to keep my analysis relatively high level. I'm sure I

did a lot behind the scenes of this three-page document.

I know I highlighted the months on Exhibit 30 where I

was, like -- I highlighted months that in my estimation

there was no way in hell that that return is correct.

Okay.

Those -- Those are the highlighted ones.
page 64

these

of "this seems fishy"?

A well, basically, you know, I'm not able to

prove out this -- this return is what I told him.

Q And was the fishy part was that it was always

on the high side?

expect the model to always be high -- higher

standpoint that it's just happenstance?

A It's -- I would say it's unlikely. I mean, I

don't want to point any fingers, although at the time,

you know, I mi ght have.
page 62

A No.

Q -- than composite performance?

model was consistently higher than the composite returns

and many cases more than 300 basis points?

A It did ,strike me as a little bit off.

Q okay. And explain why.

A well, I mean, just, you know, from a

mathematical, statistical perspective it -- it would be

difficult to error in the favor consistently as

consistent as you I think can visibly see here in Exhibit

to roughly see the same amount on the high and low side

depending on how the timing issues worked out?

why the model would be wrong,

you offered was rebalancing?

22

23

24

25

10

11
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14
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23

24
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13 30.

14

15

16

17

18

15

16

17

18

19

20

21

22

23

24

25

okay. Was it consistently higher with theQ

A Or higher most of the time, I should say.

Q okay. And just so we put all this in a

timeframe, this analysis was early 200??

A Late '06.

Q Earl y 200??

okay. I think I may have seen a preliminary

version of this that just had SAS balanced growth maybe,

maybe you di d one account and then 1ater you di d thi s

complete analysis?

A I think I did. I mean, I think, you know, I

recall correctly, Mark -- Mark was getting a lot of calls

from the advisers in the field, and with specific

examples, and I think Mark asked me to look at one of

page 63

okay.

two.

A Yes.

A For the most part, yes.

Q okay. You know, we tal ked about reba1anci ng as

one possible explanation, and you said rebalancing would

not necessarily result in always being on the high side?

Page 61

Q okay.

A If you found this file in my -- in my

electronic folders, then the date of it I would guess it

woul d be December of '06.

Q okay.

A So after I was on the ground for a month or

25
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classified correctly. you did those things as part of

your composite analysis later?

A We11, we rea11 y started from. you know. the

ground floor scratch when we constructed the actual

composites that we have today, we didn't take any of the

tags into account or -- or any of that recordkeeping we

went ri ght after the account 1eve1 ho1di ngs and account

level returns in order to construct the composite.

Q okay. So you made sure that the accounts were

classified correctly?

A Correct.

Q okay. And after you did that, again, your

conclusions really didn't change much from Exhibit 30?

YoU may have had more precision, but generally speaking

11

12

13

14
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19 Q You may have pointed fingers at Ken Johnson?

20 A I think I was just -- my gist of it to Mark

21 was, you know, these guys don't know what they're doing.

22 And I did probably, I would say knowing me, point out to

23 Mark it did also seem a little bit fishy that they were

24 always higher.
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page 67

page 65
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okay.

Okay. Did you show Exhibit 30 to Ken Johnson?

page 66

Okay.

Q

Q

Q

Q okay.

A Because I don't think we wanted to blast this

out -- Exhibit 30 around the firm, which was, you know,

preliminary analysis that was proving the financial

advisers that they had a legitimate gripe.

Q Okay. And ultimately you conclude -- you

concluded that they did have a legitimate reason to be

I thi nk you used the word pi ssed in Boston?

A Yeah. They -- They definitely, you know --

APP0124

happens next?

A well, just to -- just to correct your -- your

statement. Most likely this document would -- would not

have been seen by anyone other than anyone Mark and

whoever he would have chosen to share it with.

well, let me rephrase that. In some instances they had a

1egitimate gri pe. In other instances, thei r accounts

were not entirely discretionary, so they were -- if you

were recall our conversation in Boston, they were two

sources of tracking them. One was the fact that the

model returns were inaccurate. Once you took that error

out of the equation, then it was did the model exactly -~

I'm sorry. Did the account exactly follow the model.

And that was your other source tracking error.

Q Right. And as I understand it from talking to

you and some FAs the failure to track the model can be
page 68

A I can't say for sure.

Did you convey the message from Exhibit 30 to

poi nted out to Ken Johnson.

Q Yeah. I mean, just generally without getting

into a lot of detail, it looks like over time some of the

performance numbers that were presented to marketing were

walked down, like, perhaps -- I mean, perhaps as you were

doing your work maybe some of this preliminary work, the

models were adjusted downward. Does that sound

consistent with your recollection?

A Well, again, I never had much visibility. if

any, into marketing materials.

Q But in terms of the models that you saw?

A I thi nk. you know, I was communi cati ng thi s

back to both Mark and in some instances Ken Johnson and

Jason D'Amto, and I think in some instances they went

back to their math and fixed it.

Ken Johnson?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Mark waul d have carri ed that message.

10 Q So you present these results in Exhibit 30 to

11 Mr. 5tys and likely others, so based on that, what

in my estimation more accurate.
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would at least be to closer to my 8.91.

Q Okay.

A Did you follow me on that?

Q I think so. okay.

A So just by restating those two months you would

shave off 224 -- you would be 224 basis points lower, and

A And they did, in fact, just for the record, go

10 back and -- and revi se some of these months that I

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Right.A

Q uh-huh.

A If you read what it says on Exhi bi t 30, revi sed

mode1 is an esti mate that assumes the reca1cu1ated model

matches the composite return exactly. The actual

calculation will vary approximately plus or minus the

annualized tracking -- I don't even know what that means.

Q well, I was trying to.guess. I mean, does that

mean -- is this what you're proposing revising the model

to, or is this a revised model number that perhaps you

got from lAG after you had given them some results or --

A We11, yeah. And then I have that model impact,

so I think what I'm saying is if you revise the model --

Q okay. So these are examples -- the highlighted

ones are months you identified were clearly the model was

wrong?

A Right. And if you notice the double star and

revised column.

Q Okay. But what the numbers actually were, you

conveyed that message, in terms of accusing people that

wouldn't have been your role?

A well, I pointed out inaccuracies.

Okay.

A I 1eft -- I stopped at the poi nt where the

inaccuracies were in the favor of the investment manager.
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A I thi nk so. I thi nk so. That's good a

question. I honestly don't remember. It would probably

be in my E-mail communications. If I did, I would have

fi red it over to him via e-mail.

okay. What about D' Amto, di d you di scuss

10 Exhibit 30 or more generally the problems identified in

Q So for example october, 2005, on 5A5 balanced

growth where the model return is about 97 basis points

better than the composite?

11 Exhi bi t 3D?

12 A Well, I did. I mean, we definitely had

13 dialogue about it. You know, we -- we definitely -- you

14 know, I definitely wanted to get Jason on board, and

15 essentially I was trying to build his confidence in my

16 abilities as a performance person to calculate an

17 accurate number. And so I'm trying -- I was trying to

18 demonstrate a level of -- of expertise above and beyond

19 his team and the ability to calculate a good number here.

20 And so it was definitely communicated ~-

21 you know, I thi nk Mark 5tys was pretty much my buffer as

22 opposed to any finger pointing as to did you guys

23 blatantly do -- overstate your numbers. You know, I let

24 Mark -- if that message was carried, that would have been

25 carried by Mark not by me.

22 okay. I get it. I remember now.

23 If you revise the model -- for example, on

24 5A5 balance growth, if you revise october, 2005 and

25 February, 2006, you would get a new return of 9.99, which
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19 pai d a divi dend into account, but for the most part

20 that ~- that bumped the returns a handful of basis points

21 here and there.

10

11

12

13

14

15

• 16

17

18

19

20

21

5A5 income that has some pretty hi gh yi e1di ng mutual

funds in it that paid a big, you know, dividend and had a

APP0125

It -- It should go either way. Right.
page 72

Correct.

Correct.

Okay. And so the horrendous recordkeeping

Riordan_5teve_20090211. txt .
And when you did that, generally what dld you

A

Q

A

Q

poi nt was.

50 when started coming up with -- with my

version of a pure model return and we started to compare

notes, thei r one accurate defense was that my returns

didn't account for dividend reinvestment in the mutual

fund price, so I had to go back and redo my numbers to

take dividend reinvestment different mu-rual funds that
page 70

bei ng frus-rrated at the time because thei r recordkeepi ng

for rebalances was horrendous. I mean, just to put it in

perspective when I -- when I recreated what the

rebalances should have been for a given year, I had, you

know, a five-page document, where they have literally

years of rebalancing on one page, which kind of just all

right, you know, if you get the gist of what I'm saying

is they weren't keeping a record of rebalance on those

thi ngs.
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A well, Baker was working for me.

Q sorry. Johnson?

A Ken Johnson, yeah. They -- They did try, you

know, there was a few defenses and they actually did make

one good point, which was -- which was valid and that was

that, you know, in addition to the analysis I did in

Exhibit 30 I also did some o-rher analysis that you may

have as other exhibits, I don't know, or they're in my

files, where I just did pure model performance. where I

took thei r -- thei r weights at -- at given mon-rhs end -:

month end and calculated a model return, and I remember

So it was almost impossible for me to

calculate a good model return. So -- I forget what my

we still differed. And the reason we differed, I'm

guessing, is because of this whole notion of rebalancing.

We would have to rebal the models exactly

the same in order to come up with the same number, and

because of thei r recordkeepi ng that was vi rtua11 y

impossible. I believe they did go back and take another

stab -- yes. And I know Ken Johnson did do this and you

probably find this in my e-mail correspondence with Ken,

is that when I couldn't prove out of his model numbers,

I -- I said that it has to be because you're not giving

accurate rebalancing data to create an accurate model.

So he did go back and give me another

document that had more details as to dates and details of

rebalancing.

Q Okay. So -- But initially it was impossible

for you to reconstruct their model with the records that

25

21

18

19

23 find?

24 A well, we differed because of the dividend issue

25 that I just exp1ai ned, so we got that out of the way and

10

11

12

13

14

15

16

22

20 played a role in thei naccu racy of thei r model returns?

22 Q Okay. Again, the rebalances, those would not

23 result necessarily in skewing performance higher on

24 average?

17 they had on hand?

15

16

17

18

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

18

page 71

Correct.

Handful is, what less than five?

Five basis points here, may be a worse case on

okay.

Roughly.

But there is no reason that it should always

A

A

A

Q

Q

the model?

A well, it was actually a difference between my

mode1 and thei r model, because the accounts have all the

dividends reinvested, so again the account returns they

go back to be your benchmark of what the ri ght number is,

what's the real number.

I was creating a, you know, theoretical

model on paper in my Excel spreadsheet, and so when we

compared models, we had differences there. So it's a

totally different analysis then this.

okay.

This is account to model. We were doing

theoretical model to theoretical model.

Q okay. 50 you try to reconstruct the models

that were bei ng used lAG?

larger impact on return. In a given month it could have

been as hi gh as 25 basi s poi n-rs.

Q okay. But it was -- was your net conclusion

that the dividend reinvestment was only a very small

fraction of the difference between your composites and
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caused by either the failure of the lAG group to track

the; r own model or the FAs hay; 09 an account that' 5

has some discretionary elements as well?

A That's exactly right.

Q okay.

A Both of those scenarios would cause an account

not: to follow in line.

Q okay. So lAG failed to follow their own model,

you might -- that might result in deviation from model

performance in a given customer's account?

A Absolutely. Trading errors, lag time in

trades, you know, if -- if you rebalance 90 percent of

the accounts on, you know, the 5th of the month and then

the other ten percent on the 20th of month. they will

skew things to the high side?

A Correct.

Q okay. 50 I know you say, you know, 1et Mark

carry the water in terms of, you know, delivering any bad

news, but did you get any pushback from Baker or D'Amto,

did they try to defend their model?

Page 69

have different returns.

Q okay. And again, failing to track the model,

would that tend to skew the results higher or lower?

A It could. Again, mathematical fall equally on

either side.
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21 construction.

page 75

24 Q Okay. When you constructed these models in mid

25 '07 for 2007 that you were comfortable with, did that

It was over time.

I did.

APP0126

No.

okay. oi d you try to?

okay.

And say like for an example I had a model -- I
page 76

Correct.

It was over time.

No. My primary goal was to get it right.

A

Q

A

A

A

Q

A

Okay.

just over time?

A oh, no.

Q okay. so, you know, we talked about

rebalancing issues and how those might impact the model

performance numbers. Were you ever able to discern any

reason as to why the models wer~ always high?

A Yes.

Q okay. And then we tal ked about the fact that

you later compared a reconstructed model to a model that

was generated by lAG, correct?

A Correct.

Q And when you did that analysis you concluded

that the lAG model was hi gh?

A Correct.

Q Okay. And then when you later did your

composite returns of actual client data, did that confirm

your prior analysis that the lAG models were generally

speaki ng hi gh?

Q Okay.

A And to me getting it right meant being able to

construct a model return that matched a composite -- a
page 74

Ri ordan_steve_20090211. txt
BY MR. KELTNER:

Q So we talked a little -- we've talked quite a

bit about your preliminary conclusions regarding the

model versus composite returns. And we talked about the

fact that you generally concluded that the model returns

were high?

24 Mr. Stys?

25

Q Okay. Is that kind of on an ongoing basis,

open dialogue in terms of, you know, what you're finding?

A what do you mean?

well, I mean, was there one moment where you

went and told him, I've got these concerns, or was it

10

11

10

11

12

13

14
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16

17
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19

20

21

22

23

24

25
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the documents that -- that they had sent me to -- sent to

me previously, so it had definitely by that point had

10 become a source of frustration for me of getting any

11 right information out of them, so I started to go on

12 my -- you know, go on my own.

13 I had been on the ground probably for six

14 plus months, six -- six or eight months, and I started to

15 rely on other sources for -- for data, so I stopped

16 comparing my results to theirs because it was just a

17 waste of my time.

18 Q Okay. And generally speaking that was because

19 you had no confidence in their recordkeeping?

20 A I didn't have confidence in their

21 recordkeeping, their numbers, their calculations or

22 much of any information that they provided me.

23 Q Okay. Did you convey that frustration to

okay.

That took some time.

page 73

MR . KELTNER: Let's go off the record.

(A brief recess was taken.)

MR . KELTNER: we're back on the record at

We had to build the tool to -- to do composite

okay.

You know, unless -- You know, and this is pure

Riordan_Steve_20090211. txt

A

A

Q

Q

A
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true composite return. And when I did that for 2006

that -- that was a vi ctory for me. Was that I was

actually able to do an enti re year of data where model

returns matched composite returns and I have a document

that proves that to within -- on an average 10 to 15

basis points for the year.

Q okay. And when di d you do that work?

A probably in the middle part of '07, I was

probably getting to that. probably mid -- I think in

in April of '07, I finally had model returns that I felt

good about, and then later in '07, so I'm guessing, you

know, definitely in the second half of '07, towards maybe

even the end of '07, I had composites constructed for '06

that the matched the models I had for '06.

Q okay.

22

23

22

23

24

25 11:50.

involve lowering the returns that had been used, or were

these from '06?

A You know, that's a good questi on. It's funny

at that point, Tom, I pretty much stopped relying on or

looking at anything that got out of lAG.

And why was that?

Because I di dn' t have any confi dence in any of

10

11

12

13

14

15

16

17

18

19

20

speculation here, but just to get my arms around, I

thi nk, what you' re say; n9 is that unless you deci de on

the last day of the month to see which mutual fund

performed the best during that month added to the -- add

it to the model at month end and then assume that that

was in there the whole period and then calculate your

return. If you did that, then you would have a higher

10 return every time.

11 Q And if you did that you would be intentionally

12 skewing the model higher?

13 A Exactly.

14 Q okay. That would be one way to intentionally

15 skew the model high?

16 A Exactly.

17 Q okay. So just go; n9 wi th the benef; t of

18 hindsight, picking the best performing fund and assuming

19 it had been in there for entire period that you're

20 analyzing?

21 A Correct. Yeah. That would not be cool.

•
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page 79

25 moving parts to getting a good number.

Yes.

up the chai n?

Yes. He was ~~ He was my guy. He was my guy I

-- Q'Amto ~~

Yeah.

~- 1et' s use hi s numbers for -- at 1east for

APP0127

A

A

Q

A

A

'06.

reported pretty much everything to, talked to on a

regular basis, and -- and I expected him to communicate

with, you know, throughout the people I needed to know.

Q okay. I understand that that's generally how

it worked, were there any meetings that you can recall

where D'Amto was present or where Parrish was present
page 80

frustration, did you e-mail Ken back, did you call Ken

back, say, hey, if you would give me the stuff in Excel

my job would be a whole lot easier?

A You know, I think I was very careful as -- if I

had been a full-time employee, like, if I was the

managing director of performance there, I would have

blasted him.

Q Okay. But you're trying not to ruffle any

feathers?

A As a consultant, yeah, I don't want to rock the

boat. I mean, these guys are payi ng me well, Mark was my

guy, so I was able to tal k to Mark off the record and

vent to him. so, you know, it started being just like,

hey, this is what it is and -- and I also have the

attitude as a consultant is on an hourly contract, is the

meter is ticking, and if you want to give me a hard copy

and make me type it in, that's an extra hour. Again as a

full-time employee would I allow a guy like that to waste
Page 78
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the cells and see what the calculations are?

A Yeah. Exactly. I mean, then I would be able

to answer your question earlier as to why -- why did they

give me a model that didn't add up to a hundred percent,

50 I would basically have to take the hard copy or the

PDF and type everything into Excel so that I could check

everything.

Q Right.

A I mean, the simple stuff, like does the model

add up to a hundred percent. •

Q okay. So what did you do with this

Ri ordan_steve_20090211. txt
compliance, whoever talked to say, hey, you know, what?

We've got thi s guy inhere, he's a performance expert -~

Q uh-huh.
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Q okay.

A So I think they were at that point there was

recognition that what was coming out of lAG maybe less

than accurate and that if we've got a guy here, we're

paying him, let's use his numbers for '06 even though

they're still model numbers at this point.

Q okay. And when you say there was recognition,

who do you attribute that to?

10 A I mean. I have to attri bute it to Mark and Mark

11 explaining my case that I made to him to the -- to the

12 other folks, the powers that be.

13 Q So Mark 5tys was your primary contact and then

14 you think he disseminated that up to zack Parrish --

You know, no, because there is just so manyA

Q The spreadsheet shoul d foot out?

A YoU have a total holdings that should equal a

hundred percent, if you add up all your allocations.

Q And; f that doesn't then that means that

formula bust or you're missing data or something?

A I don't even know how you do that. You're not

page 77

may have gotten a PDF via e-mail.

Q okay.

A So, you know, from a performance guy' 5

perspective, you know, you want this in Excel so you can

kick the tires on it. And I'm not sure I ever got much

of anything in Excel, which would have been much more

useful to me.

checking your work.

Q okay. One of the thi n9s we tal ked about in

Boston was when you got the model data. the model.

returns from lAG, what form did they take?

A It was typically handed to me hard copy, or I

Q okay.

A which was another source of my frustration.

Q Okay. So these -~ these PDF files who would

they come from?

A Ken Johnson.

Q okay. And I just to, I think, state the

obvious is the frustrations that you can't look inside

Q uh-huh.

A Like I said, the rebals, the pricing, the

weightings, everything has got to be just right, which

is -- which as I said earlier, when I was able to get

composite numbe-rs that matched theoretically constructed

model and have a match that was -- that was a huge

victory for me in that we have finally arrived at the

place where we wanted to be.

Q Okay.

A And that wasn't until the second half of '07.

23 play or --

4

24
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got documentat; on from them with a model that di dn I t add

up to a hundred percent, which is, you know, fourth grade

math.

11 You know, that said, I do recall in April of '07 when I

12 did do Riordan consulting calculated models for '06 at

13 that point I was engaged with compliance, and at that

14 point they were starting to use my numbers instead of Ken

15 in the marketing materials, which was again a small

16 vi ctory I thi nk for me.

17 Because I remember vividly marketing folks

18 and compliance folks waiting and asking me on a daily

19 basis in April of '07 when do you think you will have '06

20 numbers, Steve? When are the '06 numbers goi ng to be

21 done? So I thi nk at that time whoever, Mark 5tys,

Ri ordan_5teve_20090211. txt

19 my ti me 1i ke that? Absolutely not.

20 Q When you keyed the number -- when the keyed the

21 numbers back in manually, were you able to figure out

22 what calculation errors may have -- might have been in
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page 81

22 A Absolutely, yeah. so, like, to use my earlier

23 scenario from when compliance and market were waiting for

24 my '06 7 numbers when I finally got them done, you know,

25 Jason and Ken would have been cc'd on that distribution

okay. And so what was your interaction with

Right.

So from the fourth quarter of '05 through '06,

well, we had some good meetings. You know, we
page 82

A

Q

A

Q

Ri ordan_steve_20090211. txt
list for sure.

Q okay. And then ultimately they would have

known if numbers were restated?

A Well, all they would have to do ;s look at

their numbers and mine and know which direction the

camp1i ance?

A Speci fi call y Shenna, shenna George and -- and

Rhonda, then Lear, now Davis.

Q Do you know whether Rhonda is related to Jim

numbers went.

Q okay. And you sa; d that eventua11 y you

think --

A I stopped comparing. sorry to interrupt you.

At that poi nt I had.. stopped compari ng, because it was a

married.

5henna and Rhonda?

A Correct.

Q Okay. Let' 5 back to up to that for a mi nute.

You said you engaged with compliance. Who from

Davi s?

A I don't think so. I think she just got

married. well, she just got married, so she might be

now. Who knows. I don't know the Davi s that she

APP0128

was hot for these '06 numbers, for whatever reason.

Because I thi nk marketi ng wanted to run

with them, because everyone wants recent track record,

you know, from marketing. And compliance was shutting

down marketing at that point saying, no, wait until Steve

is done. Wait until I see them in and bless them and

then you can, you know, do what you want wi th them.

because everybody feels good about it.

That was my -- I mean. I'm specul ati ng,

but based upon the calls and e-mails I was getting from

the marketi ng guy and from the comp1i ance folks, is they
page 84

20 yeah, it was made clearly that previous numbers were not

21 good.

22 Q okay.

23 A It was made clear to compliance that those

24 numbers were not -- that the '06 numbers -- which again,

25 I think is why they were waiting for me to -- everyone
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21

22
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24

25

11 waste of my time.

12 Q okay. But you said that eventually you became

13 aware that they wanted your 2006 numbers to use in

14 marketing materials?

14 inaccurate?

15 A Well, again, you know, previous numbers, to be

16 clear, at this point in time I had only looked at '06 and

17 the fourth quarter of '05?

18

19

Riordan_5teve_20090211. txt
concerns about client relations?

A Absolutely. Yeah. I mean, you know, people

10 aren I t goi ng to renew your account if they don't 1i ke

10

11

11 you.

12 But you think it was made clear to the

13 compliance team that the previously numbers were

Absolutely.A

where you talked about, you know, these issues regarding

the mode performance, you know, and it's lack of

reliability?

A There -- There may have been one or two max.

It may have come up at a meet; ng that was the -- the

primary purpose of the meeting was for something else. I

can't say for sure.

Q okay. I mean, sitting here today, can you say

that D' Amto knew about the results of your work?

A probably right around this -- you know, this

this April, you know, '07 area and then maybe later. So

Q okay. And how do you know that?

A well, you know, unless Ken Johnson didn't tell

his boss anything, because Ken and I were communicating

on a fairly regular basis until I got to the point of

frustration with Ken and started asking him for less and

less and trying to find out more and more on my own.

But, yeah, I mean, they knew I was working on this and

whenever it made sense to send an e-nail blast out to

anyone more than Mark, Jason and Ken were always on that

distribution list.

Q Jason 0' Amto and Ken Johnson?

make sure that these numbers are accurate and will be

accurate on a go forward, so that was pretty much the

message I was conveying. I think all the venting and

frustration and potential -- this smells like a rat type

of conversations were kept off the record between Mark

5tys and myself.

Q okay. And that was the function of your

page 83
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had at least one, if not two, meetings where I really

gave them an education as to what I was -- what I did and

what I was doi ng.

And so, you know, I say good meeti ng,

because I think that I was successful in educating them.

10 I think they got it. And I think that they were very

11 happy to have me on board.

12 Q Okay. When roughly did these meetings take

13 place?

16 I would say mid, you know, Q2, Q3 of '07.

17 Q okay. Did you explain to them, kind of, what

18 you were seeing or what -- what results you had -- or

19 what conclusions you had come to?

20 A Absolutely. I mean, you know, again, I think

21 as a consultant and not wanting to ruffle feathers I

22 think that I tried to keep, you know, the focus on -- you

23 know, numbers previously were inaccurate for whatever

24 reason. Let's not dwell on it. It's the past. I'm

25 putting in a better, tighter, more reliable process to

14

15
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Stys, zack parrish, shenna George, Rhonda Davis, Jason

D' Amto each quarter end from that poi nt forward and say,

okay, these numbers are blessed by me.

Q Okay. Anybody else from compliance that was in

Ri ordan_steve_20090211. txt

19 quarter behind at that point, and that was a concern of

20 mine at the time, because I was behind and I knew that I

21 had to get caught up to Q1 of '07 ASAP, but that's when

22 everyone started talking about this notion of audited

23 numbers. And that's when I started including everybody

24 each quarter end as the -~ the books were closed on

25 previous quarter, I would blast an e-mail out to Mark

APP0129

I know there was concern about
page 88

the ri ght word.

Q okay.

A I mean, I thi nk I got them on board, you know,

through an educational meeting or two as to the accuracy

of my numbers versus the numbers that they had seen

previ~usly. So I think I had probably, at least, given

them preliminary numbers that, you know, probably varied

from what they had seen comi ng out of lAG to at 1east

make them say, you know, stop the presses.

Q okay. And then on the go-forward basis, what

is your interaction with compliance?

A well, I started to include them every time I

put out. you know, quote, unquote, audi ted numbers.

Q Right.

A So I thi nk that the jargon around the fi rm, you

know, with my guys that I had placed in performance, the

compliance folks, Mark 5tys, zack parrish, Jason D'Amto,

we started out speaki ng of thi s sort of concept and

notion now of the audited number. And audited meant that

I blessed it. You know, third-party, independent

objective person with expertise came in and blessed the

number. That was our audited number.

So from -- from pretty much that -- that

April, '07 date whi ch -- whi ch was, you know, had data up

through December of '06. Right. So we were about a
page 86

A

think I had come to any firm conclusions while Jane was

still resident.

Did Jane express any concerns to you?

A Yeah. Absolutely. I mean, I think Jane's

biggest concern was that Jose didn't know what he was

doi ng. That may have been a quote.

Q So fai r· to say that Jane had concerns about the

accuracy of Jose's work product?

A well, I think, you know, my honest opinion is

that I think when I arrived and Jane and I had -- had

just a short window of overlap, I think people were

confused. people that, you know, didn't -- didn't

have -- it was confusing to me, and I had 12 years of

performance under my belt.

So if you have a rudiment -- you know,

rudimentary knowledge of performance, you would be

genuinely confused. And I think Jane was confused,

because she's seen a number from Ken, she's seen one or

more numbers from Jose. And at the end of the day all

those numbers should be relatively, and they weren't.

And so -- yeah, I mean, I can't tell you

how many times in the early days that people like Jane

sai d, thank you, God, you're here.

Q okay. I thi nk one story you menti oned to in

Boston was something about Jane Bates blocking the

distribution of account statements for some period.

A Yeah. I don't know if she -- if blocking it is

A Correct.

Q okay. And again, you base that on discussions

with whom?

A Discussions with compliance.
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work was done?
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page 87

Okay.

okay. Was there discussion with compliance

Q

okay. No conversation was Jane Bates?

A oh, well. Jane -- Jane was Rhonda's

Q

A Yes.

predecessor.

Q okay.

A And she was out of the pi cture before we got to

a much better place, I guess for lack of a better word,

as far as performance. 50 when Jane and I were talking I

was still figuring things out.

A Yes.

Q Okay. And were there discussions about wanting

to wait to get your numbers before compliance would sign

off on 2006 performance data being released?

A I'm sorry. I didn't quite understand that

question.

Q Okay. Was the gist of your conversation with

comp1i ance that they di d not want to 1et -- was -- was

your understanding that compliance was of the opinion

that 2006 performance should not be released until your

page 85

about, you know, whether they could use pre-2006 numbers?

A We didn't talk about it.

Q Okay. But you told them that the model numbers

that you had gotten from lAG were inaccurate?

the loop?

A No. Not to my recollection. I think my -- if

you checked my e-mai1s, my distribution list would be

5henna and Rhonda.

Q Okay. Did you ever have any conversations or

do you have any reason to think more senior people in

compliance were aware of these issues?

A It didn't make it into my world.
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wanted these '06 numbers yesterday. and they wanted my

numbers as opposed to whatever else they may have had.

Q okay. I think I've seen some e-mail traffic on

some of these. Issues. Explain what you mean by

compliance was shutting down marking.

A Well, I think, you know -- I think there is

that compliance had a sense that anything marketing had

received prior may not be accurate based upon meetings

with me, and so compliance didn't feel comfortable and

marketing using anything other than my numbers.

Q okay. So did you get the sense that compliance

wanted on a go-forward basis to use your numbers?
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firm.
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know, the ones that are sti 11 standi ng that want thei r

track record recalculated by an independent objective

APP0130

page 92
okay.

That -- That they were understaffed and di dn' t

Q

A

lunch.
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investment management function. I think a very dlllgent

firm will calculate their own performance just to keep

the performance group honest. So you have a check and -

area11 y di 1i gent fi rm wi 11 have a check and balance

where you have a performance group calculating and

independently, and that's what is the book of record or

that's what's, you know, going to end up in marketing

and :...- and what's going to end up reported to clients.

And then you have the -- I'm sorry -- the

investment management group calculating it for internal

purposes only I think I advised Mark on that when I first

arrived on the scene, is that anything calculated in that

group should be for internal purposes only, because if

do it that way and you have a calculated performance

group, then you have a natural check and balance and the

investment manager can challenge the performance group

and say, hey, you're number is wrong, and the performance

group can challenge the investment manager and say, hey,

no, your number is wrong, and then get to the right

number. That's what a diligent office would do.

Q Okay. Just to close few more issues out before

we take a break so we'll have clean starting point after

have the appropriate experience and skill set to -- to

run a performance reporting operation of the size and

scope of a stanford. I think I was on the ground for two

weeks maybe when I made a case to Mark that I needed
page 90

Aside from recordkeeping issues and some

of the, you know, reba1anci ng issues that we talked about

before, what -- what was your general assessment of the

performance reporting function when you got to the

understanding, yes.

Q okay. Just to tie a few issues up before we go

to lunch.
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with compliance, correct?

A uh-huh.

Q Is that a yes?

A sorry. Yes.

Q okay. what about from the FAs or from the

investment advisory group, were you getting pressure to

get your numbers done so that they could use them?

A probably indirectly through Mark Stys. I

think, you know, the FAs would communicate with -- with

Mark 5tys and Mark would -- would come to me and say when

can we get, you know, good 1atest numbers.

Q okay. And did you take from your conversations

with Stys that -- di d you reach the same concl usion based

on your conversations with Mr. Stys that they were

holding out marketing materials waiting for you?

A I think we were all of that general

11

24 company?

We tal ked about you comp1eti ng you r 2006

analysis in roughly mid 20077

A It depends upon what part of the analysis, you

know, you're speaking of. I completed model returns for

10 '06 in April of '07.
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I've got hedge funds call i ng me

Correct.

page 89

uh-huh.

And you said you had that specific conversationQ

A

A

firm. You know, I've
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another body to hel p them get to where they wanted to be.

So I recogni zed i mmedi ate1y that we needed

resources to fix the problem, so that's when Rob Baker

brought in.

Okay. Was one of your concerns also that the

investments advisory group was calculating their own

numbers?

A Three or four, depending upon who you asked.

Okay. And that they didn't match?

A Yes.

Q okay. And how do you know that?

A That's exactly what, you know, Mark Stys and

Jose Flores and Jane Bates all, you know, verbally

communi cated to me.

Q okay. And was the source of concern the fact

that there were essentially three different sets of

performance?

A well, I think that was Mark's concern and

probably one of the driving forces towards bringing a guy

like me in or -- or his initial urge to hire a senior

manager in performance, and he ended up with me. But,

yeah, I thi nk that was a conce rn of Mark's.

okay. And is -- is part of that concern so

what we talked about earlier today about grading your own

cooking to a degree?

A Absolutely.

Q And again, I don't want to belabor the obvious,

were accurate?

24

25

And so even within a firm I think, you

know, it makes sense, and in my experience, the -- the

performance function is always separate from the

Page 91

22 but why -- why is that concern as ~- from a reporting

23 expert's perspective?

24 A Well, you know, you want that independent

25 obj eeti vi ty. That's one of the sell i ng poi nts of my

21 Q We talked a minute ago about compliance

22 shutting down marketing or limiting the distribution of

23 marketing materials.

fulfilling the obligation in the client agreement to

report at least quarterly performance. And I know that

Jose was backlogged with, literally if you walked into

hi 5 off; ce, boxes of statements that he was ho1di n9 back.

So I don't know really who had the final authority as to

whether the client received a performance report or not.

Q Were they being held -- were the statements

being held. back over concerns about whether or no1: they

10
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13

14

15

16

17

18

19

20

21
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products for you to sell?

24 recruiting tool, I guess, sure.

25 Q In other words, come here, we've got good

THE WITNESS: Yes.
Page 96

APP 0131

THE WITNESS: No.

MR . KELTNER: okay. okay. And was it

Okay.

MR . KELTNER: So 1et 's go ahead and go off

Correct.

And he wanted a more reliable product like

A

A

Q

truthful?
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that was the gi st of hi s rati ona1 .

Q When you say people aren't going to talk to

you, are you talking about --

A Potential investors. So if, you know, you want

to get into a manager search universe of one of the

larger firms like a UBS or Merrill or something like

that, then -- then you need a three-year track record.

And I thi nk the fact that, you know, Mark

was adamant about composite returns to -- to give as a

three-year track record, when he had a three-year track

record of a hodge-podge of model returns, he could have

yours?

A That and just the fact that people are going to

ask him, hey, is this model a return or a composite

return and, you know, composite return carries a lot more

rolled with that. And I think, you know, testament to

him, he didn't want to. He wanted a three-year composite

track record.

Q okay. And you took it from your conversations

with Mr. Stys that he di dn 1 t want to use the track record

that he had gotten from friend lAG?

wei ght.

okay.

A Or confidence, I should say.

Right. Was there every any discussion of the

use of the track record as a recruiting tool?

A Not from me.
Page 94

22

23

24

25

AFTERNOON SESSION

MR. KELTNER: Let go back on the record at

(Whereupon, at 12:32 p.m., a luncheon recess was

taken.)

23

24
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22 won't -- we won't have too much more to do after that.

2S the record at 12: 32.

1:08. Okay.

BY MR . KELTNER:

Q During the break, it came to my attention that

we may have inadvertently failed to swear you in as we

were going though the outline, so let's go ahead and do

10 that for the remainder of the day.

11 Mr. Riordan, could you state and spell

12 your full legal name for the record.

13 THE WITNESS: Sure. stephen Ri ordan,

14 s-t-e-v-e-n, R-i -o-r-d-a-n.

15 MR. KELTNER: Okay. could you please

16 raise your right hand?

17 (witness sworn.)

18 MR. KELTNER: Thank you. The testimony

19 that you offered thi 5 morni ng pri or to our break, was

20 there anything to your knowledge inaccurate about that

21 statement -- that testimony?

10

11

12

13

14

15

16

17

18

15

16

17

18

19

20

21

22

23

24

25

Exactl y.

In order to recruit other financial advisers?

Yeah, yeah. I could see that being a
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okay.

No. But I would think they would if it was

A

A

A

A Yes.

okay. okay. I thi nk when we come back after

lunch we'll pick up with some issues related to the FA

complaint.

four months.

Q okay. And -- And then when di d you complete

2005 in terms of the composite returns?

A I believe I did that in March of '08.

Q okay. And is that when you sent out the

three-year composite returns?

A Exactly.

Q okay. When di d the di scuss i cns about gett; ng a

three-year composite begin?

A probably from, you; know, mid 2007 -- ye~/h,

probably right around second or third quarter of '07.

21 good.

22

23

Q We've got a great track record?

A We've got the bank's CD.

Q Right.

A Yeah. I mean, if your financial advisers don't

want easy products to sell.

Q Right. so, I mean, essentially in marketing

these thi ngs, these types of programs, these types of

strategies, I mean, is it generally all about the track

record? Is that what clients are drawn to?

A Yeah. I would -- I would think so.

Q okay. At the end of the day, that's what the

clients want to see, right, is the track record?

Ri ordan_Steve_20090211. txt

A I didn't complete composite returns probably

until very late '07, maybe even '08, because we had to

build a tool to do it and that took probably three or

Okay.

And then walk through some of your composite

procedures and your conclusions, and then hopefully we

page 95

Because I remember Mark telling me he wanted it ASAP, and

I told him that it was a lot of work, which is why he

ended up not getting it until March of '08, because I

was -- I said I only know one way to do it and that's the

right way, and that's how long. it's going to take me.

Well, I said I would probably try to get it a little

sooner than -- I think I delivered later than I said I

could, so I under-delivered a little bit.

Q okay. And di d he convey to you why he wanted

10 the three-year track record?

11 A Yeah. I bel i eve that, you know, they wanted to

12 get this SAS program, you know, on more people's radars

13 and, you know, people aren't goi ng to tal k to you

14 without, you know, a three-year track record. I think

page 93
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14 input?

24 okay. I'm goi ng to go ahead and hand you a

25 document that I'm marking as Exhibit 33, it's another

Looks like the same thing.
Page 98

For the best of my recollection, I think it was

okay.

So Exhibit 31 is now just a one-page document.

Yes.

Okay. So an attempt to allay the concerns of

Exactly.

Okay. And I think we talked about this morning

A

A

A

Q

A

Q

A

Q

Q okay. And just for the record, what are you

looking at next to Exhibit 32? Is that just another

copy?

what is Exhibit 31?

A Exhi bit 31 looks 1i ke .an e-mail from me to zack

Parrish and Mike Stys on March the 20th, 2007, with two

attachments, performanceassessment. zip and

presentati onsuppl ement. zi p.

Q okay. I will represent to you that Exhibit 32

is found in the electronic materials that you produced to

us entitled -- and it had the name performance assessment

attached to it. Looki ng at that, does that Exhi bi t 32

appear to be the presentation materials that you

prepared?

quite a bit, the FAs were not the happy about customer

accounts not meeting the model performance.

A Correct.

So let's talk in generalities first. who led

had March 28th, 2007 meeti ng?

APP0132
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descri be for me what Exhi bit 33 is.

A Sure. It is the presentation from the meeting

with the FAs to go over, you know, differences between

accounts, models, and composites, and also I think the

other intent of the meeting and the other slides within

Exhibit 33 and 32 is to, you know, communicate a message

to the FAs that, you know, we're on a new and improved

track for, you know, accurately reporting on a go

probably led primarily by zack parrish, or at least

kicked off by zack with, you know, Mark Stys being -

being also a leader of the meeting.

Okay. And Mr. Parrish was he the head of

stanford capital Management?

A That's my understanding.

Q Okay. The next person down the chain from him

was that Mr. Stys?

A At least one of zack's direct reports was Mark.

Q okay. And where does D'Amto fit into the
Page 100

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Exhibit 32, :~i~~a~p~~:~;-i~og~2~\~~~of the performance

measurements spreadsheet that was attached to Exhibit 32.

I'm going to ask you to confirm that. And I will just

represent to you that Exhibit 31 --Exhibits 31 and 32 -

well, Exhibit 32 came from your production. Exhibit 31

came from another set of e-mail that we had.

On Exhibit 31, let's go ahead and remove

the second page, I think it was inadvertently copied

with -- the second page was inadvertently copied with

10 Exhibit 31. So you can go ahead and remove the second

11 page?

16 forward.

19

20

21

22

23

24

25

10

11

12

13

14

15

18 the financial advisors?

17

10

11

i dentifi cati on.)

i denti fi cati on.)
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BY MR . KELTNER:

I'm goi ng to mark a separate document as

BY MR . KELTNER:

Correct.

Mark did.

Okay. And then he sent it to you for your

A

Q

A

A Exactly. Yeah. I filled in some of the

numbers, you know, slides that have numbers on them.

BY MR. KELTNER:

Q I'm marking as Exhibit 31 an e-mail from Steve

Riordan dated Tuesday, March 20, 2007, to zack Parrish

copying Mark 5tys, and the subject is FW presentation for

FAs_. And it appears to have attachment entitled

performanceassessment.zip and one entitled

(SEC Exhibit No. 31 was marked for

i denti fi cati on.)

Riordan_steve_20090211. txt

okay. Di d you get two copi es?

A Yeah. And just to clarify, this was not nearly

entirely my work. This was a collaboration between

myself and Mark Stys.

Okay. One question I had was Exhibit 32

appears to be the -- the document that you e-mailed to

Mr. Stys, who did the initial draft of Exhibit 32?

Q okay. So I just wanted to go ahead and mark a

few things as exhibits that kind of tie those issues down

with respect to date.

BY MR. KELTNER:

Q Thank you. okay. Let's pi ck up with a few

documents, and then talk about the -- in a little more

detail about the issue relating to complaints from the

FAs about performance issues.

I understand there was a meeting in

March of 2007 at whi ch you may have presented some

fi ndi ngs; is that correct?

22

23

23

24

25

version of Exhibit 32. We believe this is the final

version, because we got it from an attendee at the

meeti ng that took place on March 28th, 2007. So just

generally, have you seen Exhibit 33 before?

Let's see. I would say, yes, because I was at

that meeti ng.

okay. And just for the record, can you

page 99

21 presentationsupplement.zip.

22 (SEC Exhibit No. 32 was marked for

15

16

10

11

12

13

10

11

12

13

14

15

16

17

18

19

20

17 Most of that text, if not all, was written by Mark at

18 least originally. I may have edited some of the

19 language. My most significant contribution would be the

20 s 1i des that have numbers in them.

21 (SEC Exhibit No. 33 was marked for

•

•

•
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That's a good question. I mean, I think -'
Page 104

I don't believe so.

What was the reaction from the FAs to the

Riordan_5teve_20090211. txt
okay.

Dawn as a woman or Don as a man?

D-o-n, Don as a man.

Q

A

Q

A

And then, you know, I would -- I would

imagine Mark started to walk through the slides until it

got 1;0 my piece, and then I presented my piece as sort of

an educational type of track or tact, I should say. And

that's essentially what I tried to do is I -- the

supplement to this, we -- we haven't broken out yet,

there's an Excel spreadsheet supplement -- it was called

presentationsuppl ement. zip.

Q Yeah. I don't think I've got it here, but I've

seen it. It appears to be a breakout of certai n accounts

that were identified by the FAs; is that correct?

A Exact1y. Yeah. And that was a key pi ece, you

know, that formed the entire basis really of my part in

the presentation was to walk the FAs through that

spreadsheet as part of the thei r education where I proved

to them selecting example accounts from the universe that

they provided that they felt were issues. I had

explained to Mark 5tys previously that you're going to
page 102

25

22

23

24

Memphis, the fixed income guy. He wasn't there. If

that's -- if that's who --

Q okay. Roughly how many people were at the

25 No, but I think he is the big guy down in

meeting?

A Seven.

Q okay. Is the room relatively about this size,

a bigger room?

A Yeah. standard conference room.

Q okay. Was there anybody from compliance

10 present?

10

11

12

13

14

15

16

17

18

13 meeting?

14 A I thought it was very positive. I -- you know,

15 from my perspective, I thought I saw lightbulbs go on

16 around the room as I walked them through the numbers, and

17 it appeared to me that they were getting it and that they

18 were understanding. And that I felt confident that they

19 were feeling confident that we were addressing the issues

20 and that we had a good ·plan for our go forward.

21 Q okay. Was the concern approached from the

22 question of whether the model was overstated or was

23 the -- was the question whether the client performance

24 was accurate? What was the focus?

Riordan Steve_20090211. txt
15 details, but I recall zack sorts of kicking it off. You

16 know, I remember, you know, probably most vividly what

17 related directly to me about the meeting. and so I

18 remember zack introducing me. Because I hadn't met most

19 or, if any, of those folks, maybe had met one of them.

20 So he introduced me, talked about my background as a

21 performance person and, you know, why they had brought me

22 in and sort of 1etti n9 them know that -- that stanford

23 and zack and Mark specifically were taking the

24 appropriate steps to get performance and reporting, you

25 know, on a -- on a better track.

11

12

Okay. How about Nancy Bramley?

I don' t recall any women in the

okay. What about Don Miller?

Neve r heard of hi m.

page 103

Q

A

A

A Correct.

-- in March of 200n

Parrish

Q okay. But you thi nk you had some ki nds of --

some kind of pre-meeting with Parrish and 5tys before the

March 28 meeting?

A I thi nk we may have.

Q okay. So tell me what you can remember about

this meeting. How did it open up? What happened?

A well, you know, it's a little fuzzy on the

page 101

Parrish have an understanding of the performance

reporting issues prior to this March 28, meeting?

A You know, I di dn' t have a lot of di rect contact

with -- with zack. Mark would be -- better be able to

answer that question as to what he -- he knew or di dn' t

know, because most of my communication was directly with

Mark.

That's correct.

Q okay. Did you have discussions with

Mr. Parrish leading up to this March 28th, 2007 meeting?

A I believe so. I can't remember exactly, but I

would imagine that Mark and zack and I probably at least

talked this through prior to the meeting.

Q okay. Di d Mark seem -- sorry. Di d zack

Ri ordan_steve_20090211. txt

picture when you're doing your or work?

A At this point in time Jason reported -- Jason

D' Amto reported to Mark Stys.

okay. So the chain goes D'Amto to Stys to

performance was, in fact, correct and that the tracking

error was a result of two things. one, was model

calculation error, and, two, was that the account didn't

exactly hold the model.

okay.

So that spreadsheet was key to my pi ece in the

presentati on.

okay. Before we get into the details. Who

else was at the meeting?

From my recollection, I know it was charlie

Rawls for sure, I think Mark Grossbeck was there, and

there may have been -- I think Jay Comeaux was there and

maybe one or two other people that I couldn't name.

Q okay. Di d you menti on Mark Ti dwell?

I'm not sure if he was there or not.

Q okay. What about Doug Shaw?

A He was there.

10

11

12

13

14
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19 spend a lot of money and I'm going to spend a lot of

20 hours if you want me to prove out every single account

21 for a year. That's a lot of work.

22 So I personally selected accounts that I

23 thought were the most egregiously off and chose specific

24 months within those accounts that were egregiously off

25 where I could prove to the FA that the account level of

10

11

12

13

14

15

• 16

17
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20

21

12

13

• 14
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25

•
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21 things were as they were.

22 50 I guess to make a long story short, I

23 was the first person that was able to come in and be able

24 to articulate and prove the numbers out and, you know,

25 show evidence, which I think raised everyone's confidence

19 it from going out.

20 50 what I was trying to get was a place

21 where people felt good about the client numbers, so the

22 examples I used that day proved out client returns to be

23 accurate.

24 And again, the tracking error was related

25 to model calculation error, and they selected accounts,

level. 50 to make my point is I don't think that the

gist of the meeting was to call investment management out

on over -- intentionally overstating.

I thi nk the purpose of the meeti ng was,

you know, do we have our arms around this whole, you

know, process of performance reporti ng? Can we -- Can we

do it right? Have we been doing it right? And, you

page 107

I mean, I didn't get aI didn't see any,

APP0134

okay.

50 the strategic plan slide, is this something
Page 108

I can' t say for sure.

okay. But it may have happened?

I had to remove the model error in order to tie

okay.

Correct.

Q

A

A

Q

numbers.

Q okay. And we talked about from your

management's perspective was the primary goal of the
page 106

lack of a better term.

Riordan_5teve_20090211. tX"r
know, can I be confident that my clients are getting a

good number?

Q okay. But was it also made clear at the

meeti ng that at 1east some component the di fference was

comprised of math error or, you know, inflammation of the

model?

A I had to have touched upon that. I can't say

with a hundred percent certainty, but I can't imagine

that we would have neglected to convey that.

okay. Were there any FAs that di dn' t seem to

be accepti ng the exp1anati on?

A It may have.

Let's go ahead and walk through Exhibit 33

quickly again. And again, we think Exhibit 33 is the

version of the performance measure -- measurement and

reporting presentation that was used on March 28th of

2007. okay?

50 we'll just go through it in order, for

lot of questions.

Q okay. Were there any questions about, you

know, just of kind of whether joking or serious about,

well, why is it that, you know, the model is always on

the high side? Anything like that?

Ri ordan_5teve_20090211. txt
the FAs that gave me the universal accounts to look at,

they gave me accounts that didn't exactly hold the model,

which was the other source of tracking error. 50 when we

found accounts that truly held the model and we had an

accurate model calculation the numbers were in line.

50 I think from the FA'S perspective they

wanted to get that confi dence that the reports that thei r

clients were getting were accurate.

okay. 50 when say the -- when you say found

accounts that were in line with the model, the numbers

matched is that including or excluding the bad math error

or the inaccuracy in the model?

A well, you had to take the bad math out to get a

match, because what I'm saying is and findings were, and

they're still consistent to this,day, is that Advent and

AXY5 were doing their job, account level returns were

correct and any -- any results that anyone had -- had

seen that did~'t match account level returns were for the

two reasons of tracking error that I mentioned.

Q okay. 50 when you're compari ng and when you're

exp1ai ni ng to the FAs that, in fact, account 1eve1 data

did hold the model, you were referring to the corrected

10

11

A

23 model?

24 A

25 Q

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

18

19

20

21

22
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meeting to allay the concerns of the FAs?

A Yes.

Q okay. We talked about in this in Boston a

little bit, is it fair to say that the emphasis on the

meeting was on the accounts failing to track the model

opposed to the bad math or the math error?

A I believe so, yeah.

Q okay. And why was that?

A Because from my perspective I don't think

anyone was trying to call investment management out for

overstating, at least not to my knowledge. I think, you

know, from -- again just from my perspective, I think

that we had performance resources on board on -- on at

5tanford that were -- were not able to get any confidence

from the FAs, so they were talking to people that weren't

experienced with performance and couldn't explain why

page 105

to report.

And so one of the poi nts I wanted to make

at this meeting, and -- and not to neglect mention that I

think FAs also have a say in whether the client gets the

report or they're -- they're abl e to -- they were a

component of the review process where client reports

would be sent to FAs, and if the FAs didn't think the

report was accurate they could suppress it or -- or stop

Ri ordan_5teve_20090211. txt

well, from my perspective, I think that -- that the FAs

were concerned that their clients were receiving

inaccurate performance, and I think we allayed that fear.

You know, and that was one of the mai n poi nts I wanted to

make, you know, because if you recall, we're in a period

now where -- were cl i ent reports are bei ng suppressed or

not sent out, there is a lack of confidence among, you

know, operations and compliance about the accuracy of -

of client reporting, yet at the same time they're

concerned about fulfilling their contractual obligation
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13 account?

Riordan_5teve_20090211. txt

21 you -- these on page two "of Exhi bit 33. are these

22 improvements that you recommended?
veah. I'm not exactly sure what our meaning

I think that was sort of the intent was to --

A

A

Riordan 5teve_20090211. txt .
signing off and saYlng, you know, send -- send the cllent

statements out. Let them ri p.

Q okay. The statement about improving timeliness

and accuracy in performance reports, was that, I guess,

the ultimate goal?

A Absolutely. veah. That's -- That's the goal

which was my goal.

okay. And we think the math error may have

been discussed, and it may be highlighted by some notes

on the following page. Do you see the next page,

Findings. How are we doing? Let's start -- Can you

explain to me what this page is intended to portray?

A well, I think, you know, the question here

i s -~ and I don't: remember, it may be on the next page.
page 112

APP0135

Relatively small unless, you know, the

cash contribution or withdrawal is -- is very

significance relative to the size of the account.

Q Okay. And again, you know, obviously what

seems to be left out of here is the math error or the

inflation in the model. Is that because your analysis

here was done with a corrected model?

numbers.

in the model is going to concrete some noise in your

was here on this particular bullet. vou know, I think -

you know, some of these assets -- you know, this -- this

might be speaking to the -- like, the -- the coins and

"bullion, but I'm not-- I'm not entire sure what we're

getting at with that bullet, to be honest.

Q Okay.

A But you do want a standard source, a

standardized source of data such as pricing, you know,

and I think -- I think we're getting at -- you know, are

we got good valuations on our statements.

Q Let's go ahead and skip to the slides on your

findings that were presented to the staff, at least at

the high level.

A Okay.

Q So we're on a page entitled findings fees model

versus composites. So the first bullet, what does that

say?

A Model performance varies from account
page 110
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skew your numbers a little bit because a model never has

any cash flow, so the model is pure. vou can get a pure,

you know, return, whereas, when you have cash movi ng in

and out of the account and when it actua11 y gets invested

15

16

17

18

19

20

25

22

23

24

25

21 of any performance group.

22 Q Okay. And the standardized auditable process,

23 you're talking about something that's transparent and can

24 be tested?

18

19

20

21

22

23

24

25

11 you know, we didn't want to belabor the point that that

12 mode1 math was wrong, because you can't rea11 y even start

13 to perform an analysis of account versus model and which

14 is correct until you have, you know, a right model --

15 how far apart they are until you have a right model.

16 So if -- if I had included that, it would

17 have just, I thi nk, done more to confuse than to educate,

10

11

12

13

14

15

16

17

18

10
Exactly.

okay. So are these improvements that -- thatQ

A

A
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you put together with Mr. Stys?

A Yeah. And -- And again, I would probably that

he -- he wrote it and then I edited it.

Q okay. So the first bullet point says,

establish an independent performance measurement group.

Right.

And the second would be this timing issue with

respect to, you know, when money comes in and out of the

account?

mean?

around the report; ng process?

A Exactly.

okay. Like, for example, it say implement

proactive controls and audit review and approval process.

vou know, kind of impractical steps. what does that

A Right.

okay. So what would an example of that be?

A well, you know, if you have significant flows

coming into or out of the a(:count level, it is going to

page 111

Absolute1y.

okay. So to summarize a lot of this, it seems

to be suggest; ng improved controls, improved accuracy

23

24

25

20

more to the analysis that I did specifically for this

meeting and was in that: supplement presentation

supplement.

okay. So the speci fi c 30 some-odd accounts

that had been i denti fi ed

17 I guess that was going to be your role?

18 A well, it ended up being my role. I mean, I

19 recruited the team.

12

13

14

15

16

okay. And then, again, I think we have talked

about this before, you highlighted two possible -- well,

I guess, you have got a couple of reasons here variance

10 in holdings and timing of addition or subtraction of cash

11 into the account, so those two i ssuesare, one, it

12 doesn't hold the model in terms of holdings, correct, in

15

16

17

18

19

20

21

14

A well, basically it's to, you know, catch

mistakes earlier in the process, you know, if -- if there

are accounti ng 1eve1 mi stakes at the account 1eve1, you

10 know, put ~- put a process in place where, you know,

11 you're -- you're catchi ng mistakes as they occur at the

12 accounting level, the performance group is then -- has a

13 process for reviewing returns and then further an

14 approval process where, you know, essentially the FA is

page 109

19 performance.

20 Q Okay. So obviously that was one of your

21 preliminary findings after, you know, you had done the

22 work reflected in Exhibit 30? This is Exhibit 30 from

23 earlier.

24 A This is probably pertaining to a subsequent

25 analysis t:hat I performed. This is probably speaking

•

•

•
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23 15 55 appears to be 90 basis points?

15 composite that you calculated for 2006?

APP0136

page 116

Yeah. There was just a few months where I

-- before I answer that question? Is looking

Correct.

How many?

uh-huh.

There are a few months where the restated model

Sure.

Okay.

And there is a composite return column with a
page 114

A

Q Right.

A I just wanted to poi nt that out.

But on an annualized basis the model was high

A

A

Q

Q

Q

A

restated it did go up .

A

at the page that's Performance composite Versus Model.

goi ng forward?

A Actually, can I just point out one thing --

Model.

this particular time period it wasn't a hundred percent

swi ng the overstated way.

Q So there were a few months where it went up by

less than 14 basis points?

that. It's a page entitled Performance composite Versus

your name, but per Riordan.

A Yeah, I will forgive them for that. Then that

is right. So that makes sense to me that, you know -

and I would have to, you know, see if I -- if I had

spreadsheets where I -- where I ran these numbers agai nst

the old models and if I'm -- if I'm making a quote like,

then I probably did. And, you know, if -- if we're

looking it the SA5 growth model, you know, I would want

to go back to Exhibit 30 and see if I could get an

understanding of -- of about how much, you know, we would

revise the model and --

Q well, I think you could -- you might be able to

flip to the following page and we may be able to see

A June of '06, it went up two basis points.

August of '06, it went up two basis points. October of

'06, it went two basis points. November of '06, it went

up 14 bas i s poi nts. So for thi s parti cu1ar model for

they're -- t~~~~~:n~~tih:y~~~9~~~~i~~tatthe old model,

the -- the errored model.

Q okay. And so you see on the 1i ne that says

greater than 100 basis points?

A Yes.

Q Okay. So number out at the far right-hand side

of the page the 10 percent, is that refl ecti ng that only

10 percent of the accounts you analyzed had one than a

100 basis points of difference from the model?

A wi th the restated model, yeah.

21

22

23

24

25

11

10 by 90 basis points?

20 di d go up.

13

14

15

16

17

18

19

20

21

22

23

24

25

13

14

15

16

17

18

19

11 Q okay. And then there is a note here, if bad

12 math included 25 to 30 percent per Riordan, misspelled

10

Q Ok:~~rd~~-~i~~~-;~~9~~~~. ~~~r presentati on and,

you know, have obviously talked about the -- the

10 different factors that may be driving differences between

11 the model and the actual account performance, what

12 discussions were there about, you know, what happens

page 115

It looks like the 14.54 that would be a

Correct.

Okay. If you flip to the prior page, Findings.

Right.

And sathe restated number would that appear to

Right.

okay. I will tell you I think the 15.55 is the

Absolutely.

Okay. And so the difference between 14.65 andQ

A

Q

A

A

Q

A Yes.

Q

Q

A

adverti si ng.

A okay.

How are we doing? This is theoretical and does not

include the 90 basis of bad math.

A Right.

Q okay. So do you think the -- the difference

between the numbe rs on the fall owi ng page, the 14.65 and

15.55 is that same 90 basi s poi nts of bad math?

you to be the corrected model number?

A The 14.65.

Q Yeah.

Riordan_5teve_20090211. txt

12 month average of 14.54, and then a model return of

15.55 in the middle of the page.

A Yep.

Q And then a restated of 14.65.

model.

Q So just stepping back for a second. Generally,

this page entitled, Findings. How are we doing? It'S

intended to portray, I guess. the extent: of the error

in -- in the accounts that you analyzed versus the

corrected model?

A Exactly.

Q okay. And these notes at the bottom, whi ch I

will represent to you were taken by an FA at the meeting,

ii: says theoretical one does not include the 90 basis

poi nts of bad math. Is -- And then -- so, I mean, given

that note, do you think you probably had some discussions

at the meeting saying this isn't the whole picture?

A Yeah, absolutely. Someone probably chipped in

and said, well, you know, there is -- we're seeing a lot

more than what these numbers represented, you know. And

But: did we use, you know, my calculated model or the

previously calculated model by lAG to get these numbers.

So was the account level tracking error versus the

restated model or the original model. I'm guessing that

it was probably agai nst the restated.

Q okay.

A Because. agai n, that was the poi nt I was try; ng

to make is -- is first of all, let's compare these

accounts to the actual model rather than an errored

page 113

24

25

12

13

14

11 number, the model number, that they were using in

16

17

18

19

20

21

22

10

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
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How would you disclose that it's a model

Okay. How would you do that?

What in a footnote? How would -- How would I

No.

Q

Q

A

A

APP0137

do what?

performance?

A well, you would say that the date, you know,

of -- of what the model or what -- you know, let say if

you have a mixture of composite and model, you would want

to explicitly state which time period was model.

okay. And when you say model, are we tal ki ng

about model with the benefit of hindsight or model as in
Page 120

A Sure.

Q okay. Were you ever -- Were you ever consulted

about using a disclaimer in association with the pre-2006

track record?

previously stated model was not done by me and was

incorrect?

were overstated.

Q okay. Di d you say anythi n9 1i ke the restated

models calculated by me is absolutely correct, the

level data especially post Bear Stearns conversion, that

was a big part of it where, you know, nobody seemed to be

very confident that we could get account level data to

build composites back pre-Advent, so at the end of the

day all of the composites as they stand today are from -

are post-Advent, you know. It'S all Advent data.

Q okay. Were there any discussions about, you

know, putting the stake in the ground from 2006 forward

and, you know, using your data and not using the earlier

track record?

A There may have been.

Q okay. What -- what do you remember about that?

A You know, I may tune out or glaze over if they

start talk about, you know, FA pitch books or whatever.

I mean, you know, my work was very focused. I think, you

know, any talk about what they are goi ng to market or not

market or what they're going to have in a pitch book or

not waul d be FAs and -- and zack Parri sh and Mark Stys
page 118

that there w~~o~d~~s~~~~~o~O~~~~~\:s~~~to do about the

pre-2006 track record, would they be mistaken?

A I think so.

Q okay. Were you ever asked about how they --

what -- what they could do to secure the pre-2006 track

record aside from, you know, doing your composites?

A Yeah. I mean, I don't know if it came up at

that meeting, but, I mean, I definitely was consulted

with on, you know, how to get accurate performance

historically. You know, I think one of the challenges

that we had was -- was being able to get at the account

Riordan Steve 20090211.txt
22 a fact that -- that-certaln models in '06, if not all,

23

24

25

15

16

17

18

19

20

21

22

23

24

25

okay. Are you -- go ahead.

A I think -- I mean, I have been consulted with

10 in general as to what kind of disclosures and disclaimers

11 they should be putting on this stuff. And, you know, I

12 definitely would have told Mark that if -- if you're

13 showing model, you know, make sure that you say it's a

14 model.

15

16

17

18

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

18

Is -- Is that a quote? I don't know. I can'tA

verify it?

forward?

A I think it was all about, you know, moving

towards composites, and I think I probably did a little

education piece during the meeting on composites and why

they're better and how to completely eliminate this

problem. If we're marketing composite performance versus

theoretical model performance.

Q Were there any discussions at this meeting, or

if not outside this meeting, regarding what to do about

honestly recall.

Q okay. Does that sound 1i ke somethi ng you mi ght

have sai d?

A Yeah. probably, yeah. I -- I mean, I can say

this with surety that I would tell Mark and probably zack

is that, you know, the only numbers I will stand behind

are the numbers that I calculated myself. Any number not

calculated by Riordan consulting, I have no confidence

in. from what I had seen.

okay.

Ri ordan_steve_20090211. txt

When I say the model, I mean the

pre-restatement model.

A Correct.

Q okay. So gett; 09 back to my quest; on. what

discussions were there about what we're going to do going

That -- That I can say.

okay. Did you say anything like the models are

all overstated?

well, I mean, that ended up being a fact I

think at least in '06. And I don't that we ever really

looked hard at '05 other than Q4 of 'OS, which I did when

I first arrived on the scene, but, I mean, you could take

at '05 composites as they are today and compare to

marketing materials and make that assessment. I know for

page 119
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19 engaged and Riordan on the sidelines.

20 So I might have been thinking about, you

21 know, where I was going to dinner that night or

22 something.

23 okay. oi d you say anythi ng 1i ke, I feel good

24 about 2006 forward, but all bets are off as far as

25 accuracy goes for the prior periods and no one can even

pre-2006 numbers?

A No. I mean, even if you read the -- the last

bullet: of the final page of the presentation, it says, we

will consider restating 2006 for all model portfolios.

So I think that really indicates where our focus was.

Q okay. Are you -- Are you confi dent of that

sitting here today, or do you not just not have a

recollection of it?

A I'm fairly confident just because, you know, I

10 can say with surety that until I got the marching orders

11 to get a three-year track record as of the end of '07 it

12 never came across my desk to worry about any history.

13 okay. So if -- if -- if a financial adviser

14 who was present at the meeting had -- had a recollection

Page 117

12

13

• 14

15

16

17
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16 A Right.

17 Q I mean, I guess the goal of that would be to

18 make that clear to the client or the prospective client?

21 they should disclose that, you know, on the same page

22 with the performance results or whether they could put it

23 ina footnote?

24 A We never really got to that level of detail I

25 think, you know -- I think that ended up in compliance's

page 122

No.

No.

No.

okay. In your practice, do you read the SEC

Yeah.

Riordan_steve_2009021~.txt. .
You just pick the top flVe fll1ngs over the

okay. Are you a disclosure expert?

No.

No.

I do not know, no.

Were there any discussions about that issue?

Q

Q

A

A

Q

A

A

A

A

A

Was management, Parrish or 5tys, at all upset

with the FAs for raising the issue?

A whi ch issue?

The -- I should be more clear.

The issue regarding differences between

composite -- or the model performance and actual client

okay.

A Pretty -- Pretty easy to do really.

Q Right. And is the obvious danger that if you

do that and then don't tell the client that's what

they've done --'- that's what you've done the client may

assume that that is your real track record?

A If it's not adequately disclosed or disclaimed,

then, yeah, I would think that that would be very

misleading.

Q okay. Do you know whethe r or not the model

numbers pre-'05 that were being presented were prepared

with the benefit of hindsight?

Q Did you tell SGC or SCM or any of their

employees that you were?

A I don't think so.

Q okay. oi d you convey that message, in any way?

A I mean, I think it -- it can easily be assumed

that as a performance person I have should be familiar

with performance, you know, disclaimers and disclosures,

but the reality is that every body's were different. So

I don't spend -- I don't spend a lot of\time on that. I

mean, what their interpretation of my level of expertise

would have been implied, not explicit.

Q okay. Did you -- So you never affirmatively

represented yourself as an expert on disclosure?

APP0138

performance?

A No. I mean, I think that they were pretty

frustrat--'ed with -- with, you know, general squawking.

You know, the FAs were pretty squeaky wheel, that was the

sense that I got. They -- They wanted the worl d, but had
page 124

1ast five years and --

Q okay. Do you keep up wi th the no acti on

1etters?
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court, and I think that at one time or another I may have

been asked to revi ew what was goi n9 to be the 1i st of all

the disclaimers and disclosures or whatever, and I think

I gave some feedback on it.

Q okay.

A Bus that is the -- that's the greatest extent I

would have been involved in that.

25 rules and regulations on that issue?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

10

11
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Do you follow the enforcement cases?

page 121

No.

Absolutely.

okay. oi d you advi se them on whether or not

okay.

So I have no use for historical models with

Q

Q

Q

A

A

hi ndsi ght.

Q okay .

A Because I could -- I could create a portfolio

by the end of the day today that shoots lights out, you

know, for the 1ast ten years.

Q uh-huh. The key thing being hindsight?

Exactly.

page 123

24

25

14 no.

15 okay. More generally, if you were presenting

16 model performance with the benefit of hindsight, would

17 you be comfortable with putting that --putting that

18 performance underneath the title that says historical

19 pe rformance?

20 A You know, first of all, my opinion on models

21 with hindsight I think they're completely useless and

22 ridiculous and should be at best supplemental information

23 and clearly identified as such.

19

20

a trackable model?

A well, I think you would to need disclaim that,

too. If -- If it's one or the other. You know, I'm not

an expert on -- on disclaimers and disclosures, but I

have seen a lot of them and I would think that you --

it -- it just makes common sense to me that you would

differentiate between a model done with hindsight versus

a model that actually existed, you know, without the

benefit of hindsight.

10 Q okay. And is the net of that that you woul d

11 want it to be clear to the client which model you were

12 presenting to the client? Is that the result?

13 A Sorry. caul d you repeat?

14 Q Sure. You know, you we re tal ki ng about bei ng

15 clear as to whether you were using hindsight or not.

Q okay. Do you know one way or the other what's

permissible and what's prohibited in terms of how you

present your track record?

10 A The only thing I know pertinent to track record

11 is the GIPS standards. As a CFA and a CIPM I need to

12 know the GIPS standards inside and out, and I keep a copy

13 on my desk as a refe renee. But as far as the SEC goes,

•

•

•
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25 about, or is that --

page 127

A Exactly, yes. That's the exact thing I'm

okay.

So that would have been a detail that I

okay.

I think that if we're all on the same team

okay. So let's say somebody hypothetically
page 126

Wanted the marketing materials to align with

A

Q

Q

A

Q

Q

APP0139

wouldn't have cared much about I don't think.

You wouldn't have cared if the FAs were worried

about potential liability?

well, I mean, not so much as it just -- it -

it didn't pertain to the job that I was -- that I was

working on. I mean, again, I was -- I was very focused

on my work versus anything that was done before my time,

so to put it in the proper context, I cared a heck of lot

less than anything that didn't have to do specifically
page 128

end of the day. I mean, they had some demands.

Q okay. So that thi ng about the marketi ng

matching the pitch book, was there concern raised at the

meeting that the marketing materials were inaccurate?

A Absolutely, yeah. I mean, I think that was --

was a general issue at the firm is that, you know, a

really savvy person could -- could -- if they saved their

pitch book could say, hey, this doesn't match, and call

the FA out on it.

Q Right. So a savvy client?

A Exactly. A savvy client could have -- could

have been like, hey, this doesn't -- this doesn't -

doesn't jive.

Q For --

A Like, for example, let's say they were already

in one strategy and they're being pitched another one,

that type of scenario.

15

16

17

18

19

20

21

22

23

24

25
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22 it's just that, you~know, I think from my perspect1ve 1S

23 everyone in the room wanted the numbers to jive, and how

24 are we going to get to that point where the number are in

25 1ine.

the actual client?

A pitch books, marketing materials, client

reporting, everything should be in line.

that's what we were all looking to do.

Q okay. Were any of the FAs expressi ng concern

about potential liability? Like, I'm using this pitch

10 book and the numbers are high, anything like that?

11 A Not to my reco11 ecti on. You know, had I known

12 now how important that meeting was going to be maybe I

13 would have paid closer attention to some of the details

14 that didn't concern me.

Riordan_5teve_20090211. txt .
15 that we're addressi ng yet another one of the1 r

16 complaints, which is the lack of all assets in the -- in

17 reporting and performance. So, you know, the gist of it

18 is this: Is I think Mark and zack were trying to build

19 the business, yet they were myriad in, you know,

20 complaints about the past from the FAs and, you know, all

21 the wants and needs of the FAs to have, you know, this

22 type of reporting, this type of access. They wanted more

23 online, you know, Internet based type of access to

24 reporting. They wanted, you know, their marketing in the

25 pitch books to match what the client actually got at the

10

11

12

13

14

15

16

17

18

is that the type of thing you're talkingQ

Right.

Q And is they were also concerned about whether

or not the marketing materials presented an inflated

track record?

A Well, I don't know what their exact concern is,

24

tal ki ng about.

okay. Di d anythi ng -- oi d anythi ng 1i ke that

come up at the March meeti ng?

A No. I don't think anyone went to a specific

example. You know, the examples were already given, you

know, Mark had passed along to me the 25, 30 some-odd

accounts, you know, handful from, you know, this half a

dozen FAs that had issue. They picked -- each FA picked

a handful of accounts and they all made it, you know,

their way to my desk to do my analysis.

okay.

of which I selectively chose a few to look at.

Okay. So looking at this from two different

angles the FAS were concerned, one, about whether or not

the actual clients reports are accurate?

managed, you know, strategies.

If it was just managed by the FA on a

consultative basis with the client and a CD is a

component of that and maybe in some cases as significant

component of that and you're down 10 percent and the CD

is up 10 percent, you're at least about to break even.

So that -- you know, that was one of the

things that the FA were very vocal about is they wanted

to include everything, and that's -- that's a bullet on

10 the last page of the presentation. We have a strategy in

11 place to get to a consolidated reporting capability that

12 is inclusive of all assets classes.

13 I think Mark felt that it was important

14 enough at this meeting to continue to stress that point

page 125
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19 like a CPA is in 5A5 for all of '06, he gets the '07

20 pitch book and he sees the 5A5 performance number of

21 15.55 and he looks back at hi s account and he sees that

22 he only got 12 --

23 A uh-huh.

Riordan_Steve_20090211. txt

12 no appreciation for what: it took to get there, you know,

13 operationally speaking.

14 You know, if, for example. that was one of

15 my original marching orders is that -- is -- was FA

16 driven is they wanted the total wealth picture in the

17 client's statement and they wanted performance for the

18 total wealth pictures, because frankly the FAs wanted the

19 benefit of this shoot the lights out performance of the

20 bank's CD. So the bank CD is doing double digit returns

21 every year and, you know, that could buoy their accounts

22 upwards if you're able to include that positive

23 performance, especially in -- you know, the majority of

24 the stanford accounts whi ch were FA managed accounts that

25 weren't in 5A5 or SAM or any of the other professionally

10

11

12

13

14

15

• 16

17

18

19

20

21
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20 issues were.
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I believe that is how things went down, yes.

-- which was for all intents and purposes a

uh-huh.

Riordan Steve_20090211. txt
I'm sorry~ One more time.

Sure. So this meeting is over, the next kind

okay. Do you know whether or not they restated

correct, across all strategies.

A

A

Q

A

Q

Q

all three years at the same time. Although, some of them

didn't have a full three years of existence.

But we added the ETF. I mean, these --

these -- the original six strategies were mutual fund

strategi es, and then they added four ETF strategi es that

I di d as far as back as they waul d go -- or that they

existed, so this was all happening in Ql of '08.

Q Okay. Just to kind of nail down this timeframe

I'm goi ng to hand you a document that I'm marki ng as

Exhibit 34. It appears to be an e-mail from Steve

Riordan to Mark Stys copying Jason O'Amto, Robert Baker,
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returns.

Q So making sure the model for '06 was accurate?

A Correct.

strategi es?

A Yes. I ~- I started working on '06 -- or

probably '05 we -- they added a few strategies to the

mix, too, that I had to do, so we were up to ten

strategies. And for four of those strategies I had to do

Q okay. And then once you got that number nailed

down then you moved onto the composite?

would in normal production environment.

Q okay. And then you also completed '06 around

of mi 1estone is -- is that you comp1eti ng the 2006

composites in mid '077

A We11, we -- we had a steppi ngstone before that.

I mean, I think if you go back to Exhibit 33 the very

last bullet of the presentation is we will consider

restating 2006 for all model portfolios.

Q uh-huh.

A We -- You know, so before I could even get to

composite construction I was still focused on model

complete restatement of every model for all of '06.

That's what I gave -- I spread that out via e-mail end of

April to compliance, marketing, Jason D'Amto, Zack
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21

22

23

24

25

10

11

25

take a monthR~~r~~7-~;eh~w~e~~0~~~gti~ took, do -- and

deliver the numbers for the first quarter. And then you

10 did -- you did your review for each quarter of '07, you

11 know, sometime shortly after the end of the quarter?

12 A Yes. I mean, we got better as the year

13 progressed, but '07 was done in a pretty close to how you

14

15

16 mid '07, somewhere in that ballpark?

17 A composites? probably closer to late '07 or

18 maybe even early '08.

19 Q Okay. Okay. And then early 2008, is that when

20 you prepared the three-year composites for each of the

19 '067

20 A well, you know, thi s meeti ng happened in

21 March -- March of '07, and from our session this morning

22 you recall shenna George and marketing were anxiously

23 anti ci pati ng my work bei ng done at the end of Apri 1 of

24 '07--

10

11

12

13

14

15

16

17

18

Not to my knowledge.

For yourself and Mr. Stys?

Yes.

But: you can't say that it. didn't happen?

I can't say for sure.

Making notes for Mr. Stys?

And myself.

That 1 5 a yes?

I need to remember what :-- what the touchy

Q

A

Q

A

Q

A

A

A

Q

A Yes.
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parrish, Mark Stys, you know, that whole dispersion list

of here is the best numbers, the best of my abilities

based upon all the data that I had to -- to give an

accurate model performance for 2006.

Q okay. One 1ast thi ng on the March 28th, 2007

meeting, were you there for the enti re meeting?
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presentati on at 1east.

Q okay.

A I can't -- I can't say what people were doing

when I wasn't in the room.

Sure. Okay. So just to kind of put in one

with me and my brand new consulting firm.

Q Was there any sensitivity around the materials

that were presented? Were the FAs told keep this stuff

in-house, or, you know, we prefer you didn't take this

wi th you, anythi"9 1 i ke that?

A Not: to my knowledge.

Q okay. Was there any discussion that in any way

implied should be careful that this doesn't fall into the

hands of the SEC?

22 place in the transcript when you did what, so you got

23 there, you di d some of your prel imi nary work, you're --

24 in '07, are you doing the '07 composites on a go-forward

25 basis as -- as the quarters end essentially?

21

22

Q okay .

A In '07, I was actually up to date at least with

the current quarter composites. It was the

march backwards in time that was going to take longer.

Q okay. So you did 2007 kind of on a going

forward basi s, 1i ke, end of fi rst quarter '07 you waul d

Page 131

23 Q okay. So this March, 2007 meeting is over, the

24 next thing you did is that -- as far as big picture

25 issues, is that completing your '06 composites?

12 Q Okay.

13 A As far as I know.

14 Q To the best of your recollection?

15 A well, unless there was a meeting before or

16 after me, I was there for, you know, thi senti re

17

18

19

20

21

10

11

14

15

16

17

18

19

10

11 Q okay. Was there any discussion about not:

12 putting performance reporting related issues in e-mail?

13 A Not: to my reeD11 ecti on.

•

•

•
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24 and it took -- it took a long time because we did test

25 every single account.
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19 walk backwards in time there may be only be a handful

20 that -- that survive all the way back to the beginning of

21 the strategy.

When you do the testing that way if there were

accounts, let's say in growth for example, where lAG

screwed up, they were growth accounts but they failed to

track the model. Are all those accounts getting kicked

okay.

And -- And we have relatively decent

Yes.

Q

A

A

spreadsheets that would sort of, you know, illustrate

which accounts were included and excluded as of given

point in time.

Q Yeah. And I thi nk I've seen some of those

showi ng That, you know, for some strategi es we have 5

percent of accounts were kicked out up to maybe have a

high of maybe 10, 11 percent for some of the others, does

that sound ballpark?

A Yeah. I would -- I would try to quantify it

for them and -~ and, you know, for me it was useful

feedback to lAG to say, you know, a lot of these ki ck

outs, you know, are because the accounts not fo11 owi n9

the strategy, so this is basically an assessment of how
Page 136

account is going to have to be included in a composite,

so the more accounts I was able to include the better.

so, you know, I errored on the side of --

of having a little bit more wiggle room and including

versus kicking everything out that didn't match to the

letter of the law.

Q okay. But if an account differed in a

significant manner from, you know, other accounts in the

same strategy, it probably got kicked out?

APP0141

waul d have b:~~r~~~-H;~i-i~~~Oi~;tt;~yone besi des myself

would have seen composite -- three-year composite numbers

through '07 for any of the strategies.

Q okay. And so is this also the first time that

there would have been composites for 2005?

A Correct.

composite about performance?

A Correct. I was -- I was staying caught up with

'07 and then I had to walk backwards in time to do '06

and '05, because we had -- we had to no recordkeeping to

tell me which account was what. We had to -- in some

cases, especially for 'OS, we didn't even know what the

model was. We di dn' t even have good recordkeepi ng for

what the model was.

So I used the account 1eve1 data to

establish the model, so it was essentially a walk

backwards through time so we had good information

currently in '07. We had models and we had composites.

And then I walked backwards in time testing every single

account for every single month to make sure that we were

grouping like with like for every time period all the way

back to '05.

So by the time you get to -- you know, you

caul d maybe have a thousand accounts as of . 07, as you
Page 134
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22 The goal was to include more accounts

23 as many as accounts as possible, because from my

24 perspective I'm trying to get these guys on the road to

25 towards ~- towards GIP5 compliance and knowing that every

21 Q okay. So you already had '06 in the can, and

22 you were doing '07 on a rolling basis, correct?

23 A No, no. '06 was -- was only model performance

24 until this e-mail.

25 Q okay. So you didn't -- this is your first 2006

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

18

15

16

17

18

19

20

It -- You know, it's -- it's a little bit more

Okay.

So it was -- it was iterative process and --

A

Q

A

out?

I now feel good about the process and the

reports.

capability of the tools so the remaining SAS and then SAM

should move much more expeditiously.

And then skipping down a little bit it

says, Please fi nd attached the three-year composite track

records for SAS EQ ALT, balanced income and income, also

attached are the GIPS compliant required distribution

22

23

25

are in the same program.

We gave a Tolerance of three and a half

percent on either side of weighting, so if the weight

target was fi ve an account could be as 1i tt1e as 1.5 and

as high as 8.5 from a percentage allocation perspective.

If it had some very, very small, like, rights or warrants

or legacy type holdings that were insignificant, I would

1et those pass th rough.

page 13S

of an art than a science, and I had to use, you know, my

discretion, my experience essentially to make some

determinations in certain -- you know, for certain

accounts and for certain months. YoU know, the -- the

general rule of thumb, though, thaT we had was -~ is

that -- this is a managed account program, these accounts

should hold the exact same securities as each other that

And then skipping forward, I expect to

have the next three growth, balanced growth, and balance

10 done in the next few days. Let me know what you thi nk.

11 So Exhibit 4 (sic) this an e-mail where

12 you're distributing some of your early work on the -- or

13 early completions of the three-year composites?

14 A Yeah. This -- This would have -- Exhibit 34

page 133
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12 christopher Thuku, and zack Parrish entitled subject SAS

13 composite history update, if I didn't say it, it's dated

14 January 31, 2008.

15 (SEC Exhibit No. 34 was marked for

16 identification.)

17 BY MR • KELTNER:

18 Q It starts out, I know SAS composite history has

19 been behind the black curtain for sometime, so I wanted

20 to show you-all some progress. Most of the time has been

21 spent building the tools and creating the process to get

22 'er done not to the mention the time required for

23 maintenance of 2007 numbers, which has recently been

24 handed over to PMRG team for 2008.

10

11

12

13

14

15

• 16

17

18

19

20

21

•

•
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A Yep.

Q Gross appears to be 8.8 and net is 7. 3?

Q okay. so, for example, on the SAS growth model

you see the 2005 composite gross in net of fees?

Yeah. If -- If it was sent to me via e-mail

And Exhibit 35 is a collection of documents,

okay. And are these the, quote, unquote,

A

okay.

For the most part:.

So if we -- if we got these from stanford
page 140
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Q

that said, you know, final package attached, then yes.

Q okay. Did you give preliminary drafts to

stanford capital Management or did you just give them

final draft?

A I -- I may have -- well, if you recall in

Exhibit: 34 I had only had three done and I sent those.

And I don't know if I may have tweaked those after the

factor not. But most likely I tried to keep my e-mail

communications to final numbers.

Riordan_steve_20090211. txt .
good amount of it, you know, they were roughly 1n the

ball park of 80 to 90 percent, you know, of reba1 on the

same date .

And then a lot of times they would catch

their remaining -- their remaining 10 percent the next

day, or maybe in some cases a couple of weeks later, or

in some cases, whi ch caused me pai n, not unti 1 the

following month or months thereafter. so there was -

there was definitely some inconsistencies in -- in the

rebals.

(SEC Exhi bi t No. 35 was marked for

i denti fi cati on.)

BY MR. KELTNER:

Q Okay. I'm goi ng to go ahead and hand you a

document that I'm marking as Exhibit -- what are we up to

now -- 35 I thi nk?

A 35.

six pages, the, first page is entitled composite

dispersion gross of fees, SAS growth January 1, 2005

through December 31, 2007.

Can you tell me generally what the

documents are in -- that comprise Exhibit 35?

A Yes. These are produced from the Advent and

AXYS platform. It's -- It'S the only composite report

that the Advent AXYS platform has. It's a summery of -

you know, it's one strategy per page and it looks like

we've got gross in net of fees for three of the

strategies, growth, balance growth, and balanced.
Page 138

to use in their -- for their disclosure purposes?

A It -- It would depend, I would have to see the

source, because, you know, these things go through

iterations and fine tuning, so I can't say for sure that

Exhibit 35 is the final, final unless I knew where it

Ok~~~rd~g~~~~~~a~~~9~~~1d~~~ments in Exhi bit 35

these are the three~year composites you compared --

10

11

24

25

19 came from.

20 Q okay. This is the version that you delivered

21 to stanford Group -- or Stanford capital Management, so

22 assuming that fact to be true, do you think it's the

23 final version?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

14

15

16

17

18

12

10 prepared?

11 Right.

13 audited numbers that -- that -- that Stanford was going

Right.

So roughly is the fee 150 basis points?

Exactly, yep.

page 139

These waul d be stanford fees.

A

Q

A

A

Q okay. So the management fee that stanford

charges?

A Yeah.

Q okay. To calculate the net of fees number --

excuse me -- do you use actual cash flows?
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you're doing from a trading perspective.

But: at the same time they also had

accounts that were restricted and, you know, had a dollar

cost averagi n9 requi rements and do not trade requi rements

that: I was not aware.

Q Sure. But: were there certai n accounts that

just, you know, clearly lAG had just messed up on the

allocation or messed up on the weighting?

A I mean -- yeah, I would say so. I think I saw

significant improvement, you know, as the years

progressed even though I sort of di d it backwards. But:

things were much cleaner in '07 than they were in '06 and

they were cleaner and tighter in '06 than they were in

Ri ordan_steve_20090211. txt

Q okay. And when you say net of -- gross in net

of fees, which fees are we talking about? Are these the

fees from stanford or are these the fees from underlying

mutual funds?

14 '05.

15 And so I really chalked up the

16 inconsistencies I found to lack of experience, lack of

17 process. I know SAS grew very, very rapidly, so I pretty

18 much chalked up the i ncons i stenci es to that.

19 Q How did the changes in the model go into effect

20 for a given investor? In other words, if you change the

21 mold, is there automatic flow through to the client where

22 thei r hal di ngs shaul d change?

23 A Well, automated is -- is subjective, I think.

24 They had a process, I don't know how automated it was,

25 but from all the data that I have seen, and I have seen a

15 A Yes.

16 Q okay. So you show the fee coming out when?

17 A Exactly as it occurs. It's a cash -- cash

10

11

12

13

14

18 method.

19 Q okay. so it's not as simple as subtracting

20 1.25 or whateve r the fee is?

21 A Right. But it should be a good approximation.

22 If -- If you, you know, if the Stanford stated fee for

23 growth, for example, was one percent annually, then

24 approximately your difference in return should be in that

25 neighborhood.

10

11

12

13

•

•

•
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page 144

I would say I would like to put my money in

Absolutely.

Okay.

Exactly.

And why do you say it's ridiculous growth?

well, it's just -- it's impressive. It's very

Yes.

Riordan_steve_20090211. txt
okay.

Q

A

A

Q

Q

A

A

A

numbers?

that.

Q Okay. So --·50 just stepping back, I think

when we talked in Boston, you know, you said you were

highly confident in the accuracy of your composite

years?

A Two years. Because those are end of year.

okay. So for --

A And the standard deviation is zero.

Q okay. So for 'OS you had accounts rotating in

and out in a given month because they may not have held
page 142

Q okay. And the medi an is obvi ous1y the medi an

and then the high and low are the range?

A Yeah. It's -- It's essentially looking at the

universe of accounts that were in for the entire period.

For line one you would have t:o be in for the entire

period to be included in those calculations, which is why

for 2005 those numbers are same all the way across the

board. It's kind of little -- it's not really an Adve~t

glitch, but it is what it is.

They -- The -- The long and the short of

it is only one account was in this composite for the

entirety of 'OS, and that's why those numbers are all the

same.

Q okay.

A It's ridiculous growth.

A So that's rapid growth from my -- my

perspective.

Q sure. From 86 million to 787 million in three

Q -- benchmark?

A Exactly.

Q okay. So what's these four columns underneath

portfolio average TWR, median TWR, highest TWR, lowest

TWR, are these like straight averages so that they

average TWR?

24

25

14

15

16

17

18

19

22

23

24

25

impressive growth.

They have an impressive track record, true?

I didn't spend a lot of time focuse·d on the

10 track record prior to 'OS, but from what I have seen

11 since, yes, it looks pretty good.

12 Q okay. So beating the market by 27 percent

13 would be an impressive track record?

20 Yes .

21 okay. You sai d you si gn the reputati on -- your

22 reputation and the reputation of your firm, you would put

23 behind these composite numbers?

10

11

12

13

14

15

16

17

18
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15 It'S probably the most -- It's the s&p 500 for bonds I

16 guess, would be the best way to put that. It's one of

17 the most widely used bond comparisons.

18 Q okay. So it's kind of a good fixed income --

19

20

21

22

23

24

25

I think it's a function of both, more -- more

I think so, yes.

okay. And less so that you kicked a bunch of

page 141

100 percent S&P.

okay. And what is the LUM aggregate?

collection of fixed income securities. It's--

okay.

And this particular one was calculated using a

okay. So just real quickly let's go through

Q

A

A

A

Q

A

Q

A

A Yes.

Q

around.

Q uh-huh.

You know, I couldn't get my arms around the

rest of the firm assets, so I supplanted SAS assets there

accounts out in' as?

the first page of Exhibit 35 just, you know, so we can

ki nd of tal k about, you know, what each col urnn

S&p or --

version?

weighted average of all the accounts within the

composite.

okay. And the next three columns do those

represent benchmarks?

A Correct.

Q And then it looks like there is some

combi nat; on of, what? The fi rst one is a combi nat; on of,

what, S70L30?

A 70 percent S&P 500, 30 percent LUM aggregate.

Q okay. And the second one is, what, just the

represents.

A okay.

Q obviously you've year in the first column,

composite TWR. that' 5 the total wei ghted return. Is that

what that is?

A TWR stands for time weighted return.

20 so program that went from 86 million to 787 million over,

21 you know, the course of two years.

Page 143
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capital Management, the odds are that this is your final

We're looking at 80 accounts versus 1,300

accounts, so there was very -- the universe was very,

very small in 'OS, which is why we -- we only had one

account in there for the whole year.

Q Is that a function of the fact that the

strategy grew quickly?

16

17

18

19

11 than that -- I mean, they're just -- I mean, if you look

12 at the SAS program, which to the best of my memory is

13 that final column end of year total firm assets what that

14 number really represented was total SAS assets and

15 because that was the only number I could get my -- my

10
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19 the model, for example?

20 A well, I just think that I couldn't trace any,

21 you know, two accounts that looked alike all the way back

22 to, you know, January, 'OS, so, you know, I made some --

23 made some educated guesses on what the membershi p was.

24 And as you can see in 'OS, it's -- it's very weak

25 membership compared to '07, right.

10

11

12

13

14

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

•

•
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23 generally had to recreate the wheel for 2005?

24 Yes. '05 I did completely in the dark.

A I spent literally hundreds of hours making

these numbers, so for anyone to prove these numbers to be

inaccurate, they would have to spend hundreds of more

hours than I spent to make them wrong.

Q And if they spent those hundreds of hours,

you're confident that they might find a basis point here

Yes.

Is that Is that 8. 82?

Yeah. Do you see that?

Yes.

okay. You see the 2005 number there?

okay. Yep.

okay. You see the SAS growth table on the

They di dn' t have them.
page 146

Q
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A

Q

A

Q

A

Correct.

Q okay. And the composite return in Exhibit 35,

gross of fees is that p:g:li48

A Yes.

Q And you also had to determine for yourself

which accounts fell within which strategy?

pick any oneR~~~d:~n~~el~k~o~9~;;~'~~~ck,and you would

still be in the 12.4 neighborhood.

Q okay. But obviously that becomes less the case

as you have fewer and fewer accounts?

A Exactly.

Q So 2005 mi ght be more sensitive to the issue of

whi ch accounts you selected and ki cked out?

A It would be without a doubt. That said, I

spent a ton of time on it trying to make sure that the

accounts that were included, anybody could back and a~dit

that and say I can see why he di d what he di d.

Q okay. so· I'm goi ng to -- a questi on that I

kind of need to ask to test what you did. I mean, was

there any bias on your part toward kicking out

underperformi ng accounts?

A No, absolutely not.

Q okay. A mi nute ago you touched on the fact

that to do 2005 and, I guess, to a degree '06, you had to

reconstruct the model?

records?

A Correct.

Q okay. Did you make any attempt before you

undertook to do those thi ngs to ask the company for

Riordan_steve_20090211. ~xt .
month. You could also run a composlte transactlon

summary to see when the composite was rebalanced.

And if you really wanted to know how bad

thei r '05 was, you coul d compare that to Ken Johnson's

'05 models so that -- you -- you could do a lot of work

on '05. You could ~- YoU could find out a lot of stuff

if you did an analysis of '05. If you look at what Ken's

models are versus my composites.

Q okay. okay. Just real quickly, I'm going to

hand you a copy of a document that's been previ ous1y

marked as Exhibit 4. I will represent to you that it is

a stanford allocation strategies proposal, it says it was

prepared for Jane Foster and presented by Tom wollsey

w-o-l-l-s-e-y, it was produced to us by Stanford Group

company or stanford capi tal Management. If you fl i p to

"the growth performance page it's enti t 1ed hi stori cal

A I did.

okay. And what were you told?

10

11

right-hand side?

24 performance at the top?

25 A Historical performance?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10

11

12

13

14

15

16

17

18

19

20

21

22

23

okay. But the net effect was that you

okay. Is it fair to say that Stanford capital

Management was not able to provide you with any

information that would have made you comfortable with

thei r 2005 model numbers?

A That's fai r. I mean, if -- just out of

curiosity, I would -- I would love to see the

composite -- you know, now that composites exist, you can

run a report that shows the composite holdings as of each

page 147
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Q okay. who di d you ask?

A I went to probably Mark Stys and Ken Johnson

and Jason D'Amto all at one time or another.

Q okay. And what was the reaction when you

asked?

A well, Mark was, like, I'll try to get it for

you or have the guys deliver it if -- if they have it,

they have it, if they don't, they don't. You know, I

thi nk he tri ed to cl ear the runway for me, and then I

contacted Ken Johnson di rectly because he was the guy

that I had always gone to for this type of information.

And he presumably worked on it and pretty

much never got back to me, or if he did it was I don't

have it, can't help you.

Q okay. But the net effect of it was that -

Some of this stuff preceded him, I guess, as

A Exactly. one -- One or two blips.

okay. If -- If there were a weakness -- or a

difference that is someone else might come up, would that

or there?

21 well.

22

25

10

10

11

12

13

14

15

16

17

18

19

20

11 likely in the inclusion of accounts analysis?

12 A Absolutely. I mean, I think -- I think that if

13 two people were to do this, even, you know, at the same

14 experience level that I have, they could make different

15 determinations of inclusion, exclusion for certain

16 accounts, certain time periods. But once the composite

17 got bi g enough a handful, even five, ten, twenty accounts

18 here or there in or out is not going to change that

19 number.

20 okay. So a few outliers shouldn't

21 significantly change the average.

22 A Exactly. Especially when you're talking about

23 1,300 accounts. You could -- You could take 300 at

24 random out of here and you would still be in, you know,

25 for 2007 for SAS growth 1,300 accounts, take 300 out,

•

•

•
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20 okay. Did you advise stanford on that

21 disclosure?

23 Did you advise them at all that they could

24 disclaim away their pre-200S track record?

okay. But -- But you understood that they

Yes.

okay. So it appears to be re1ati ng to any

okay.

That's what I mean by it appears to be weak.

Yes.

And you knew the reason they wanted it was to

A

Q

Q

Q

Q

A

explicitly giving permission.

Q okay. You didn't sign a consent letter, like a

typical u.s. accounting firm does?

A No, I didn't.

disclosure?

I did '05.

Q okay. And when you look in that table, I think

there is a date. I will just tell you where it was. It

says as of June, 2008, and so you would have completed

your audit for 2005 prior to June of 2008?

A Absolutely. At that point I was done with
page 152

No.

Can you tell whether or not it's model

performance with the benefit of hindsight?

A No.

Q Can you tell whether or not actual clients may

have experienced performance that vastly differed from

the performance presented?

It would not surprise me.

okay. But you can't tell that from the

present it to clients?

A Absolutely.

A Yes.

Q okay. And -- And you authorized them do to

that, to use your audited work in their marketing

materials?

A I don't recall explicitly saying that, but I

don't have a problem with it.

Q okay. It was your understanding that that's

how they were going to use it?

A It doesn't surprise me, but I don't remember

No.

I'm also curious as to why they didn't

include 'OS, which was checked by me.

Good point.

so you're noting that in the disclosure

they say that Riordan -- that you audited '06 forward,

but there is no mention of 2005?

APP0145

okay. Can you tell from this disclosure

whether or not it's model performance?

wanted an audited track record?

24

25

Ri ordan_steve_20090211. txt .
22 been checked by someone. This just say prevlously

23 nothing has been checked.

page 150
18 periods pre-2006?

16

17

11 Q okay. The next sentence says previous

12 performance figures have not been audited and SCM does

13 not represent that the -- this information is accurate,

14 current, or complete and it should not be relied upon as

15 such. Do you see that sentence?

Ri ordan Steve_20090211. txt .
15 that have been audited and verified Riordan Consult1ng,

16 L.L.C., from the first quarter of 2006. Do you see that?

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10

17

18

19

20

21

22

23

24

25
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Yes.

14.68?

There is a reference to the performance results

okay.

No.

A

Q

A

Q okay. So does it appear to you that they're

substantially using your 2005 number in the Exhibit 4

performance for growth?

A Yeah. I would just wonder why there was any

difference at all unless the number -- I will say this:

Numbers in Advent never get locked down, so ...

Might move by a basis point?

It -- It -- They do. They do.

okay. But if you loak at r 06. are the

numbers numbers are identical between your work in

Exhibit 35 and Exhibit 4?

A Right.

okay. Just being an expert in this field, you

know, are you -- is this industry practice to include a

track record pre-'06 and then say, you know, we can't

tell you if it's accurate, current, or complete or -- and

we tell you that it shouldn't be relied upon?

well, to be honest most of my experience is

with firms that are GIPS complaint or on the path to

being GIPS compliant. I'm not as familiar with the rules

of engagement for noncompliant firms such as stanford. I

mean, just from a personal opinion perspective, I think

it's a pretty weak disclosure.

In terms of disclaiming what -- at the back of

a document any reliance on the historical track record at

the front of the document?

well, I just think that, you know -- okay.

Previous performance figures have not been audited, but

that -- that's really all it says is that they just

haven't been checked by anybody independently. It

doesn't say any ~- give any other details as to how they

were calculated, whereas the sentence before it says that

performance results are from actual accounts and that's

page 151

No.

22

25

Right.

okay. And 2007 it's a little off, 12.43 for

your product and 12.4 from the growth --

Right.

okay. But it generally appears that in 2007

and '06 and '05 Exhibit 4 is using your audited numbers?

Agreed.

okay. I think if you flip to the -- let's find

it. okay. If you flip to the disclosure' page at the

10 back of the document?

11 Yes.

13 for SAS income, SAS balanced, goes through the list of

14 strategies. said it includes accounts managed by SCM

page 149

12

19

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

10

11

12

13

14

15

• 16

17

18

19

20

21
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23 with Exhibit 36?

Ri ordan_Steve_20090211. txt

page ISS
As far as. you know, that di dn' t happen

Page 156

APP0146

Yes.

Yes.

okay. So you certainly wouldn't have rolled

okay. And--

The only record that I could get of five years

A

A

A

Q

Q

reba1anci ng.

them all into one piece of paper?

A Yeah. That's correct. up -- up though poi nt

of April of '07. I do recall that we did have a

subsequent meeting once I had 2006 buttoned up and maybe

even the first quarter of '07 with what a real

transaction journal should look like, and I handed that

over to them and I said, okay. You know, try to maintain

this on a go forward and it would be useful for the

performance group if you do. And so my understanding is

Riordan_5teve_20090211. txt

A Ri ght.

okay. Aside from your work to construct a

journal, are you aware was there any of attempt by

Stanford capital Management or its employees to do that

work before you became involved?

A No. I thi nk -- I thi nk I was the one that

called attention to it.

Q okay. So we have heard rumors of a project to

reconstruct the transactions, reconstruct the

indicated?

A No, you can't.

Q okay. And what would you -- what would you

have needed in order for Exhibit 36 to be useful?

A Basically, the journal that I created from

scratch on my own with the actual activity that I

observed when I drilled into the de'tailed analysis of

these models. I was able 'to determine the ac'tual

rebalance date and the percentage of the rebalance and

which model it was -- impact:~d.

Q okay. Can you put his document in a'timeframe

for me? I mean, when di d you ge't 'thi s document?

A I would say -- well, based upon 'the date of 'the

last rebal here is April, '07, so I mos't likely got it

some'time after April, '07, or maybe even in April of '07.

I had seen a previous version 'that was very similar

that's in my records somewhere tha't had pre -- you know,

only dated through '06 on it.

Q okay.

A So this is a -- this journal goes from

December of '03 through April of '07.

Q Okay. So that single piece of paper was

reported to you t~ be all rebalances during that

timeframe?

worth of rebalances for six strategies.

Q okay. And I think when you described this
page 154

21 that they do that now.

22 Q okay. And would you need to do that

23 separate one for each strategy?

24

25

10

11

13

14

15

16

17

18

19

20

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

12 model?

Riordan_steve_20090211. txt
get regularly.

Q okay. So he represented -- Ken Johnson

10 represented that you Exhibit 36 was the only record he

11 had of the rebalancing the transactions within the SA5

Ken Johnson.

Did he explain in any way you to the problems

okay.

This ended up being a useless piece of paper to

You know, the gi st I got from Ken, who is a

okay. who gave you Exhibit 36?

A

Q

Q

A

A

Q

Exhibit 36?

A Exactl y.

Q okay. So using Exhibit 36 there would have

been no way to re-correct the model?

A Correct.

anything other than current quarterly work for stanford.

Q okay.

A I wrapped up everythi ng for them pretty much by

April of '08, and at that point I was just doing current

quarter work.

MR . KELTNER: Let I 5 go off the record.

(A brief recess was taken.)

(SEC Exhibit No. 36 was marked for

; dentifi cation.)

BY MR. KELTNER:

Q okay. While we are on the break you identified

a couple of documents that may be relevant to prior

discussions we've had. I'm going to go ahead and mark as

Exhibit 36 a document that is entitled SAS replacement

journal. Can you tell me what Exhibit 36 is?

A Yep. Exhibit 36 is the rebalancing activity

that I recei ved from Ken Johnson, whi ch was supposed to

tell me what -- which models were rebalanced and when,

but it ended up really being was it just told you the

month and the year that the rebalancing occurred and the

recordkeepi ng.

Q okay. Because cl earl y there was -- there was

significantly more activity than is represented in

1aughable?

A It is not something that you could really use

in a bona fide investment management shop as, you know,

24

Riordan_5teve_20090211. txt

document off the record I think you said it was

page 153

20

21

22

25 really nice guy, is that we just -~ I just don't have the

details, and he apologized.

Q Did he blame anybody for that, or did he say,

you know, the guys -- it was done before I got here,

anythi ng 1 i ke that?

A No. He just -- He just said this is all I

have, and that was typical Ken. This is best I can do.

This is all I have. That was the same old story I would

21 name of the security and -- and lacked really the

22 necessary information to calculate true model

23 performance.

24 Q okay. So from Exhibit 36 can you tell which

25 strategies are impacted by any of the rebalances

10

11

12

13

14

15

16

17

18

19 me.

10

11

12

13

14

15

16

17

18

19

20

•

•

•



Case 3:09-cv-00298-N     Document 12-15      Filed 02/17/2009     Page 10 of 10

24 you -- what were you told it represented?

25 I would imagine, and I'm -- I'm -- it's I'm a

22 actual real world transactions to back my way into a

23 model, quote, unquote, model trade journal.

But when did you get Exhibit 377
page 158

Riordan Steve 20090211. txt
Jason and--- Ken and Jason D'Amto.

Right.Q

A

whole month.

But if there was one rebal in the period

then, you know -- the return is goi ng to be fl awed.

Q Okay. I'm just trying to put some of your
Page 160

So each -- it's called a contribution to

return because each member of the strategy contri butes to

total return based upon its weight and its return. If

that is all that was being done to calculate the strategy

return, it's inherently flawed because it's a month-end

snapshot and it wouldn't necessarily hold true for the

entire month, only in the months where they.had no

rebalance activity, which did -- I did see that to happen

from time to time where the model stayed true for the

APP0147

return stream you want.

Okay. Briefly tell me what those attribution

Q I understand that you also received attribution

reports from Ken Johnson?

A Yes.

2006.

Again, backed my way into rebals.

(SEC Exhibit No. 37 was marked for

i denti fi cati on.)

Can you identify Exhibit 377

A Sure. Exhibit 37 is the traditional six SAS

strategies, the mutual fund strategies and their returns

monthly and quarterly and annually for the periods of

2002 through 2006. And it appears that the report was

concrete by Zephyr style Adviser.

Q okay. And when say returns, you mean model

returns?

A Yes. Although, at some point there is no

saying that they couldn't have switched over and put in

composite returns, because zephyr just takes whatever

return you tell it to. It's not a return calculator.

What zephyr does is it takes return data and then

provides other types of analysis such as risk returns and

that type of thing. So you can -- you can feed it any

BY MR . KELTNER:

Q One other document you identified when we were

off the record, I'm handi ng you a document marked as

Exhibit 37 it says zephyr style Adviser top periodic

returns. It has a list of growth strategies down the

left-hand side anp then dates across the top. And it

appears to layout performance numbers for 2002 through

13

14

15

16

17

18

19

20

21

22

23

24

25

22

23

24

25

reports are.

A They were called -- I believe, I'm not a

hundred percent sure, but I believe that the monthly

attribution reports were created by Ken Johnson. He

They're misnamed because they're really contribution

reports and what it is a month end snapshot of the

strategy level holdings, the weights of each holding

within the strategy, the return of each name within the

10 strategy for that month, and then a wei ghted average

11 return of the strategy giving a total of return for the

12 st rategy .

10

11

12

13

14

15

16

17

18

16

17

18

19

20

21

22

23

24

25
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15 accounts. So I probably did '06 off of a subset too.

keep.

and is

Yes.

So here is something for you to start with.

okay. And what was Exhibit 37 represented to

okay.

So I used a real world activity to create model

A

A

Q

run transaction journals for accounts that I knew were in

a strategy, and then I picked up the rebals off of those

page 157

rebalances.

Q okay. Is that somewhat backwards?

A well, it's all -~ that's all I could do,

probably more accurate than any records they didn't

Q Right. So until you had prepared your

composites, there was no way for you to prepare

accurate model?

A well, to the utmost of accuracy, yes. I

would -- I probably did some especially in '06, which is

all we had. I probably used another method to figure out

rebals, which would -- would be very similar to what I

did after composites were constructed. And that is just

Riordan_Steve_20090211. txt

until you got involved in mid -- sometime in 20077

A well, as soon as I started trying to calculate

model performance I knew that I needed the actual dates

and amounts of the rebalances or else I was go; ng to

produce equally inaccurate numbers. So I started asking

for this type of information very early on in the game.

Q okay.

A I was not actually able to reconstruct my

version of the rebalancing record until I had composites

built, then I used the composites so the account level

23

okay. Is it fair to say that exhibit: --- you

were given Exhibit 37 and essentially told it represented

the track record for the 5AS program?

Riordan_5teve_20090211. txt

19 A well, I thought I got it -- I thought I got it

20 almost immediately when I arrived on the scene at the end

21 of '06, and this is only through '06, so that's probably

22 accurate. Probably early '07 I would guess.

24

25

Q Okay. And -- And specifically the model

numbers prepared by the investment advisory group?

A Most likely, yes. well, I mean, there were

they were the only people responsible at the time for -

for producing these numbers is the lAG group.

Okay. And just to put it in context in this

early January -- early 2007 timeframe, who would that be?

Ken Johnson.

And he reported to?

Page 159

little fuzzy on the details, but I'm guessing it was

given to me as -- you know, again from Ken Johnson saying

that we don't have a lot of details as to how we

calculated the returns or ~- or the basis for these

historical returns. But this document, Exhibit 37, at

1east tell s you what we know them to be.

Q okay.

10

11

12

13
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12

13
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bank.

Ri ordan_Steve_20090211. txt

Page 161

I know we had some conversations in Boston just

Yeah.

But I think that was always the wall. That was

I did. I did. We would talk about it, and he
page 162

okay. When you ran into the brick wall and

Meaning that, you know, I wasn't going to get

Q

Q

A

A

Q

A

briefly as we were wrapping up about suspicions that you
page 164

information.

part of the wall was this is very sensitive. We have

contracts with our clients. We can't disclose any of

this information or -- or we jeopardize the

confi denti a1ity of our customers. That was pretty much

the protocol wall that I got.

for data. I wasn't trying to get any client's sensitive

couldn't get information, did you go to 5tys and talk to

hi m about it?

looked like, a transaction file, and a ~- you know, a

month end valuation file, holdings appraisal, whatever

you want to call it. So that my guys at Advent caul d

look at that and -- and give me an estimate of what it

would take to translate the data from one system to the

next and make it compatible with Advent.

So you could take the account number off,

you could take the account name off. I was just looking

system.

be to successfully upload or integrate.

So all I wanted to see was what a fi 1e

Riordan Steve 20090211. txt
Q Okay. When you~say data from the bank, were

asking for anything, you know, secret, anything regarding

the investments of the bank, anythi ng 1i ke that?

A oh, I will give you an example of what I was

looking for. I'm trying integrate data valuations

transaction, such -- most importantly cash flow, deposits

and withdrawals, trying to integrate that into an Advent

Advent has a certain way they need the data to

nothing.

APP0148

any visibility to it and that -- it was -- it was

described to me the -- the bank CD, I had discussions

with some people at the bank, but I still never really

understood any more probably than you do about it.

It was -- It was like I might as well have

never even tried to learn anything, because I still know

Riordan_5teve_20090211. txt
little bit about the bank on few issues. We talked

earlier today about your attempts to get information

related to the CD program from the bank.

A Right.

Q okay. And it's fai r to say you were

stonewall ed?

A It's fair to say that I was not .granted access.

I did ask for a user I.D. and password so I could dig in,

and I never got that. So did -- so did my associate, Rob

BakE;r. I never, you know, saw any data from the bank.

10

11

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

11 I'm trying to think if Rob Baker did though or not.

12 It was -- It was a black box. I would --

13 I would describe my experience with the bank as a black

14 box to me.

15 Q okay. I thi nk from, you know, recent medi a

16 portrayals I know what you mean. But what do you mean by

17 a "black box"?

18

19

20

21

22

23

24

25

10

bell?

efforts?

A well, I think Rob Baker eventually got some

success with integrating the bank into the odessy

platform, you know, towards the end of my reign there.

And he would be able to, I think, give a better

description of where things went when sort of we gave up

Juan Rodri guez Ti 1enti no, does that ri ng a

A Yes, that's the gentleman's name. He would

blame it on him and -- and Mark's typical protocol to me

was he would try to get Zack Parrish to knock that wall

down and -- and, you know, work on something else.

Q okay. And then nothi ng ever came of those

Riordan_5teve_20090211. txt

would blame it on the president, and -

Pres i dent of the bank?

President of the bank, Juan I think is his

10

11

12

13

14

15

16

17

18

19

20

21

22 on Advent i ntegrati on, and he started to get some

23 transaction with odessy integration.

24 which was, you know, marching orders from

25 Mr. stanford to, you know, have this odessy platform be,

you know, state of the art, best platform in the world,

you know, and -- and be able to report on all assets any

time, any where.

50, you know, I thi nk -- I thi nk Rob and

the people that worked on odessy had a lot of more, you

know, clout and also success in getting data out of the

page 163

prior testimony in context. For example, could you skew

those monthly attribution reports by putting a well -- a

fund that preformed very well into the account at the end

of the month?

A Absolutely.

Q okay. And it would be an easy way to skew the

results to the high side?

Easy.

Q Di d you see any ev; dence of that actua11 y

10 happen; ng?

11 A I didn't. I didn't, but then again, you know,

12 in my defense, it was a jigsaw puzzle trying to put all

13 the pieces together as to -- and -- and things became

14 more cl ear to me as I -- as I went over time. And, you

15 know, like I said earlier, my -- in my testimony is I got

16 to the point where I wasn't getting good, reliable

17 ; nformat; on out of that group, so I stopped go; ng to them

18 for information and I started creating it or going to

19 other sources to get information.

20 so, you know, maybe I took the easy way

21 out and -- and didn't analyze their -- or scrutinize what

22 they were giving me more, you know, with the thinking

23 maybe there was some intent there. But what I did was if

24 I got bad information, I just went in another direction.

2S okay. Okay. I just want to talk to you a

•

•

•
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19 okay.

RiordarLSteve_20090211. txt

12 and Mr. Stys may have talked about regarding the bank.

20 Give or take.

21 If you were saying Madoff-like returns but you

22 weren't allowed to see any of the underlying data, would

23 you have advised the client to invest?

24 No, I would not.

Exactly.

Okay.

Riordan_Steve_20090211. txt
Yeah.

okay.

Yeah.

A

Q

A

A

A

banks.

Q Was it the consistency of the high returns?

A You know, I've never seen a single return.

Everythi n9 I know from bank CD returns has been through

not have gone undetected?

Q And I will represent to you that the numbers

stay fairly consistent from '05 forward. The returns on

the portfolio are in the 12, 13, 14 percent range.

A okay.

Q Okay. So you've got a track record there from,

what, '94, is that the fi rst year on the page?

A Yes. 1994.

Okay . All the way through the present day in

no year did they fail to hit their target rate around 12

percent. So would you characterize those returns as

consi stent?

A They're definitely consistent, consistent

double digit return.
page 168

Q Okay. Just real briefly since you said you

hadn't seen bank return, I thought I would show you some.

If you look at Exhibit 8, I will represent to you that we

have been told that that is the track record of the bank,

thei r investment portfol i a?

A This is the investment portfolio not the -- not

the actual investor guarantee, right?

Q Ri ght. That's not the CD return rate, that is

the returns of the bank. Those are the returns of the

APP0149

Riordan Steve_20090211. txt
and, you know, 15 years of market beating returns?

A well, I mean, no. Personally, no.

Okay. And you wouldn't be comfortable because

of lack of transparency?

A Right.

Q So in that context, you know, what types of

things would you have been looking for as red flags for

Madoff?

A well, I would be looking for, you know, custody

statements with actual value valuations and actual

transactions. A good performance person can, you know,

look at a return and, you know, start a process of

analysis, that's why you call it a performance analyst.

Those are the people that are in my business, that's

that's what "they're good at, so you can di ssect a

portfolio, and as long as you can cross-reference

evaluations, you know, it is impossible to come up with

a -- with a return that isn't justifiable.

So if I was seeing Madoff-type returns and

was given access to the underlying data, I would be able

to disprove that return and, you know, within an hour.
Page 166

22

23

24

25

21 hearsay.

22 Q Okay. Speaking of joking, you and I joked

23 about a little bit over the break earlier today about how

24 if the SEC had more, you know, people like yourself,more

25 analytical, numbers based folks things like Madoff may
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well, I mean, we joked about it. I mean,A

okay. Why not?

A well, before I personally put my money into

anything, and as a CFA, you know, I'm all about ethics

and fair representation and full disclosure. I mean, the

spirit of everything I stand for with my professional

credentials as CFA and CIPM I sign an oath every year,

and so if you can't do that or are unwi 11 i ng, then that's

a red flag and go somewhere else.

Okay.

A That said, I'm also not well versed in the --

in the rules of engagement of these, you know,Cayman

type banks and Swi ss banks because I unfortunately don't

have enough money to hide any over there. But, you know,

that was part of the mystic for me is that I just don't

know what the rules and regs are with those types of

banks, so, you know, with a general working assumption

that people aren't breaking laws and that people are

doing the right thing, I assume that most of the

stonewall i ng was in part due to those types of, you know,

rules and regs of -- of a cayman type bank.

Q But again, would you put your money with a

cayman type bank like that where there is no transparency

Page 167

longer there any more, I'm sort of barely there I guess,

and, you know, it's amazing -- it was just kind of

amazi ng to us to work some place so long and -- and not

know.

Ri ordan_5teve_20090211. txt

A Mystery.

okay. So -- And the thi ngs that you joked

about, were they the guaranteed high returns?

page 165

Q And. not know what?

A Not know anything. Just not even know what

this thing was and how it worked and, you know, how to

report on it and how to calculate returns and just do

what I do.

Q Okay. So for all your time and all Mr. 5tys'

time, the bank essentially remained a black box?

25

10

11

12

13

14

13

14 post-Madoff we joked that maybe the CD was -- was a Ponzi

15 scheme because, you know, the solid returns, the fact --

16 some other factors where I think stanford has control

17 over a lot of the different elements around the reporting

18 of it, and so on, you know, in a similar fashion.

19 So, you know, I would call it playful

20 bantering between himself and 1. Not really a -- We

21 never really sat down and sharpened our pencils and tried

22 to do a Mark Perry/Marcopolos type of investigation.

23 Right.

24 A We -- We joked about it, but -- and -- and we

25 joked about it because it was like, you know, he's no
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24 the Madoff track record.

23 most of the world.
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page 172
Okay.
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Yeah. I mean, I've never seen such a
page 170

A

a -- a calculation of geniuses.

Q I mean, do you see that ki nd of track record

A In 2008 -- well, you know, I have seen some

good hedge fund performance, but most of my clients and

people I'm talking to are -- are down, you know, around

30 percent for the year.

Q okay. I thi nk the market returns as I

understand were about that 30, 40 percent?

A Yeah. I mean, anyone that's long only and

unlikely?

income are still down double digits for '08.

Q I would like to highlight one more thing on

Exhibit 8. If you look at the returns from 1995 and 1996

comparing those two years together, does anything stand

A It's exactl y the same return.

Q How difficult is it ~~ HoW difficult is it to

manage a 6, $700 million portfolio or portfolio of any

size to precisely the same return to the hundredth

out?

even from the best hedge funds in terms of year in and

year out? You may see that on an average basis, but

don't they typi call y go up and down?

Ri ordan_5teve_20090211. txt
and year out returns typi cal?

A well, I don't -- I would be able to, I think,

give a better assessment if I knew what the underlying

assets were. I mean, this, again, this is another reason

for a black -- why it's called, quote, unquote, a black

box is I have heard about the double digit returns. I

have heard about the consistent returns, but I have never

heard of a single investment in this portfolio.

So I have no idea what type of assets

they're buyi ng, how it's bei ng managed. I know nothi ng

abOut what's generating those returns.

Q okay. And is it fair to say that no single

asset class consistently over those years could have -

could have obtained numbers like that?

A I would say that's probably an accurate

24

25

decibel point?

A well, it doesn't matter the size of the

portfolio. I could give you a thousand bucks, and you

couldn't do it.

In back to back years?

Yeah. I mean, it's just statistic ~- the odds

of -- I mean, I have seen it happen. I've -- I've look

at numbers every working day of my life for the last 16

years, so I have seen it happen. It happens. It's a

10 coincidence more than a management still.

11

10

11

12

13

14

15

16 statement.

17 Q Okay. Is it likely that you would have had

18 to -- for a lack of a better term -- been in the right

19 place at the right time numerous times in order to

20 maintain this track record?

21 A Pretty much, yeah. I mean, it's -- it's -- it

22 would -- it says genius to me. I think I've used that

23 term in previous conversations. It'S a track record of

16 and in equi ti es and even in balance, you know, wi th fi xed

10

11

12

13

14

15

17

18

19

20

21

22

23

24

25
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I can't say, because I've -- I've never seen

Just about.

Yeah. Exactly. I know I lost about 90 percent

okay. Are these types of consistent year in

Yeah. I mean, that's -- a large piece of that

A

A

A

Q

Q

Q uh-huh.

No. The only thi n9 I know about Madaff is what

I see on (NBC every day. I watch CNBC every day.

okay.

basis?

A I am not aware of any.

Q okay. If you saw that type of track record

from another client, would ·it raise any conCerns?

I would -- I would definitely be, you know, at

least have an intellectual curiosity to -- to see some

evidence of -- of -- supporting evidence of a stellar

track record such as that.

okay. Have you read, you know, the press

accounts on Marlaff?

Have I read press accounts on Madaff?

your expertise?

A I mean, I have no idea. I have no idea what's

going into these numbers, but someone actually achieving

that and that's not hi nds i ght -- hi ndsi ght produced, the

odds seem -- seem like they would be minimal.

Q okay. Minimal you mean less than 5 percent?

A Yeah. I mean, six years -- and I'm putting

this in my notes -- six years in a row from '97 through

'02 of give or take a hundred bips 14 percent straight

up. And '99 and 2000 and '01 were horrible years for

Riordan_Steve_20090211. txt

consistent track record. I will say that. I mean, gosh,

we've got from '97 through '01 -- actually, '02, 14

percent and change every single year. So one, two,

three, four, five, six years straight of 14 percent.

That's -- That is -- That strikes me as not possible.

Almost statistically impossible.

Q That's what -- That was go; ng to be my next

23

25

Q okay. Given your experience in the industry,

are you aware of any assets class that has performed that

well since 1994 on a consistent year in and year out

20 Q what can you tell me that's, you know,

21 different between Madoff's track record and the track

22 record portrayed in Exhibit 8?

of my portfolio in -- in 2000 .

okay. And more recently they have claimed

precisely the same types of returns through '07. I guess

another question. 2008 they claimed to have lost roughly

one percent. Based on what you have seen from other

clients and the market generally, is that also highly

Page 171

24

25 is the tech bubble, right?

12 question. What is the statistical likelihood based on
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22 of equity, commodities -'-

23 well, throw one equity and throw one commodity

24 in there and that's all bets are off. Have one bond

25 defau1t, and everythi n9 changes.

okay. So diversified portfolio across multiple

asset classes it would be very difficult to target a

return to the hundredth decimal point?

A Yeah. I mean, I can't bel i eve that someone is

telling you that that's what they were trying to do.

Q okay. 50 what I'm get at is that -- is that a

that total implausible explanation?

19 bonds?

Yep.

okay.

But, you know, a philosophy of target returns

Ri ordan~steve_20090211. txt
what were you going to say?
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well, absolute return was the word I was

Q

Q

Q

A

A

Yes.

okay. And who told you that?

That came from at least Mark Stys and possibly

zack as well.

Q okay. What -- what -- what di d you take that

mean? What types of thi ngs should you be careful about?

A well, if -- if I was -- you know, if I was

calling anyone out on -- on not doing a good job, for

example, or speculating that there was funny busy

business going on with the numbers, you know, the gist I

got from Mark is that people at stanford, you know,

are -- are reading e-mails, or the powers that be at

stanford are reading e-mail s.

So my take on not putti ng anythi ng in

e-mail wasn't for, you know, the SEC, that was never

named specifically or any other external organization.

But it was more to keep things close to the vest

portfolio, you know, in t:he t:hird quarter and then

maintain a precise return number through year end?

A well, I mean, if you knew -- if you were going

to put it ina money market: unt:i 1, you know , all the

recent troubles wi1:h money markets and the markets in

general, you could target a return pretty -- pretty

solidly, I think.

Q But you would have to factor in whatever your

return would be for the remainder of the year, so --

A well, I'm seeing you would have to -- put it

this way, my understanding of this whole goal based

return was, you know, holding fixed income securities to

maturity under the assumption that no one would ever

default. That was my understanding of this goals based

strategy, so if everything gets held to maturity and

nobody defaults, you can project your -- you return,

because it's the coupon on the bond.

Q Ri ght. Assumi ng you' re in· a hundred percent
page 174

1east on the context of the March, 2007 meeti ng about

being careful about things getting to the SEC or careful

about putting things in e-mail?

A Yes.

I think when we talked last time may be not in

that context, but you told me that at some point you were

told to be cautious about what you put in e-mail.

APP0151

20

22

25 internal.

23 A I was going to ask you if my answers were

24 syncing up with our last meeting for the most part.

25 Q we did talk several times today about -- or at

21 Q We have been given the explanation t:hat perhaps

22 the target each year was 15.71 percent, or whatever the

23 number there is, and at: some point in the middle of t:he

24 year they hit: that target: so they just shut off thei r

25 investments. How difficult would it be to shut off a

page 176
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22
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24

19 essentially.

17

18

16 looking for.

15

10

11

12

13

14

15

16

17

18

Exactl y.

okay. But if you have a diversified portfolio

More like perhaps they --

I mean, this -- this ;s -- I mean, this ;s a
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That's just odd. I mean, it almost looks like

A

Q

A

Yes.

Yes.

Was it you or Mr. Baker who said Madoff made me

thi nk of the bank CD?

I think it was me. I said that. Forget it.

Page 175

okay.

I mean, I di d get my CFA back in 2000, and I

did study hundreds of hours on investments and I missed

that part of the test.

Q okay. Just a few other things. when I was

going back through my notes about your discussions with

Rob Baker, you told me that generally you had similar

discussions with Rob Baker joking about it being a Ponzi

scheme, the bank?

PowerPo;nt so these numbers are typed in. So someone

could have typed it in wrong. I've -- It's just a

real i ty of what happens.

Q Right.

A You have these numbers presumably generated on

a bona fide system somewhere with all the relevant

details that back up the return, and then you put it into

a PowerPoint and some, you know, marketing little hattie,

you know. types ; tin for you.

Q okay.

exp1anat; on?

well, someone should have caught it. Yeah. I

mean, someone should have picked on it I think.

okay. If, for example, we were told that the

justification for that is that the firm has a practice of

targeted returns or -- I forget what the correct --

Goal --

a typo.

Q Yeah. Goal based.

Goals based. Yeah. Ben Finklestein's theory.

Yeah, he and I went around and around on that.

Page 173
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A So that's possible.

If they were -- If those same identical returns

showed up in 20 different documents and various different

formats, would you still think that's a likely

21

20 A

21 Q

10

11

12

13

14

15

16

17

18

19

20

10

11

12

13

14

12

13

• 14

15

16

17

18

19

20

21

22

23

24

25

•

•



Case 3:09-cv-00298-N     Document 12-16      Filed 02/17/2009     Page 5 of 10

page 179

24 knowl edge and experi ence. And, you know, I guess I was

25 stereotyping Texans, you know, being a Boston guy.

And they sort of just said, you know, take it

down a notch, you know, go from 40 hours to significantly

less, or -- so I looked at as really an opportunity to

just take some time off, and I did. And, you know -- so

by the time I had '05 numbers I was on the way out the,

and I certainly wasn't curious enough to do it for free.

Q Right.

Just because mutual fund are so broadly

Ri ordan~Steve_20090211. txt
Although, now I'm getting there.

Your curiosity has been raised?

It'S -- It's getti ng there -- to the poi nt

Q

Q

A

A

Q Sure.

A -- but, I mean, they are by definition help you

to diversify with one -- one asset. Right?
page 180

activity.

Q Except that earlier today you testified that

you told Mr. Stys that you thought the numbers were

fishy.

A well, I did. I did. But: I didn't think it was

blatantly intentional, I guess.

Q okay. You thought it was fi shy that the

numbers were on the high side, but you saw it -- you

didn't have clear evidence that it was intentionally

fraudulent?

A Exactly. That's -- That's better said than I

APP0152

diversified?

A well, depends up on the fund --

where I would do it for free.

Q For example, would you be curious to see how

they generated 16 percent in '04, you know, when they

were showing an index of one percent or '05 1,083 an

index of three? That kind of thing?

A well, I think the bottom line is -- is any

significant out-performance of -- of the markets when

you're buying mutual funds that are tracking the markets

would be a red flag, and I would want to dig in.

Q okay. And so I think we talked about this when

we were in Boston. You know, and in the early years '99,

2000, 2001 they were showi ng numbers that outperformed

the market, you know they would quote 18 and the market

would be down 9, or they would quote they lost 3 when the

market lost, you know, 20 or 30. Those types of numbers

would be significant red flags?

Yeah. I mean, you know, and -- if you're in

mutual funds it's rea11 y hard to outperform, I thi nk,

by -- by that much unless you're always in the best

funds.

said it.

Q okay. So suspi ci ous, but you di dn' t know that

it was intentionally fraudulent?

A Right. And if you meet the guys and my -- my

personal impression of the guys, and I feel like I'm

contradicting myself now, but they seem pretty simple -

simple guys, so I thought they were being straight. I

thought they were playing it straight with me.

And -- And to be honest, I'm really

curious to see how this all works out. And, you know, if

I was given the chance to go back in and ~~ and do some

analysis on these -- these historical numbers, I would
Page 178
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Q Being simpleminded?

A Chalked it up to -- to the part of country that

we were in. So, you know, and like I said, maybe naively

so, but that's -- I didn't really ever think of any -

any maliciousness. It wasn't until the day my phone rang

from the SEC, I had never thought of any malicious
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okay.
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really like to -- I would love the chance to do it.

What? A chance to look at pre-' 06?

Yeah. Yeah. And do a -~ I never di d a compare

of '05 composite versus model, because I didn't bother

calculating models in 'OS, because I didn't have any of

the data. It didn't make any sense to me, so I just

didn't composites for '05. But if I could try to

reconstruct what Ken did from models in 'OS, that would

be very interesting.

Q To try to figure out how he got to his numbers?

A Exactl y.

Q Di d you at some poi nt compare just at a hi gh

level, you know, your growth number was 881, his growth

number was 1,081 or 1,083?

A No. You know, interestingly enough when I

delivered the three-year track record at the same time I

got a heads up from stanford that, you know, they were

going to really be cutting me back, and they sort of

asked me nicely. I was under contract through June 30th

Page 177

Q No general statements about we need to be

careful from a litigation perspective, you know, we don't

want: evidence of our track record being inflated,

fl oati ng around. anythi ng 1 i ke that?

A NO, that was never said. My -- My -- The best

of my recollection is, you know, some words of wisdom

and/or advice from Mark, which was be careful whaf you

put in e-mail, people read your e-mails here.

Q okay.

A Because I was on the stanford e-mail.

Q okay. Was any of that in the context of

performance report; ng issues?

A No. well, I mean, other than if I was calling

somebody out for being a dimwit or, you know, not knowing

anythi n9 about performance or -- I mean, that was the

gist of it. I mean, to be perfectly honest maybe naively

so in hindsight, but, you know, I'm a new -- this is a

new business for me, I'm thrilled that I get to do

somethi ng I'm good at and make a lot ma.re money than I

was maki ng before.

And, you know, I naively just assumed

that -- that these guys were boneheads and that these

were honest mistakes, and it was because of the lack of

Ri ordan_Steve_20090211. txt

24 of '08.
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page 181

I think this would be a reasonable assumption,

I think they're both the same thing just in

Page 182

Riordan_steve_20090211. txt .
Okay. YoU see the title at the tlme top,

okay.

And to be honest with you, Tom, I really felt,

Sure.

A

Q

Q

Q

A

Q

yes.

Q Okay. And if, in fact, the '04 numbers back in

time were generated with the benefit of hindsight, would

it be misleading to call that performance historical? In

other words, if it's a model calculated January 1, 'OS,

and then prior year returns are -- are calculated with

the benefit of hindsigh1:?

Yeah. I mean, in ~- from my experience if
page 184

APP0153

you know, this was a new -- being a consultant was new to

charged with.

charts wi th SAS growth. Looki ng at 1:hi s chart, does thi s

appear to be the historical track record of the SAS

growth program, is that what it's --

A The table or the chart?

A Yes.

Q And on the right~hand side you've got the

Historical Performance?

different formats, but --

A okay. Looking at the table -- well, again, you

know, I don't -- I don't memorize the numbers.

Q Yes. But is this ~~ does it -- does it appear

to you that that's what they're representi ng this to be

the historical track record of the 5AS growth program?

A Yeah. Yeah, because there is nothing on here

that says otherwise.

Q Okay. And if an investor were to look at this,

it would be reasonable for that investor to assume this

was the actual track record of the 5A5 growth program?
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15 A r'd say it's -- ,t 1S unllkely, yes. But: I m

16 sure if you did your homework you could find evidence of

17 it somebody is probably legitimately done it, or maybe

18 multiple people. I don't: know, but I would say it would

19 be rare.

20 Q Okay. But cert:ainly that type of

21 out-performance is the type of thing that anybody in the

22 industry would recognize as being a red flag?

23 A well, it depends upon how you're looking at it.

24 If you're -- If you're looking at it as, you know, do you

25 want to put your money in here and should I do a little

more due diligence red flag. Absolutely.

Q okay. If you're comi ng in day one as the

compliance -- as the disclosure -- or the performance

expert, and that's the track record that they present to

you, is your radar going to be up a little bit?

A well, you know, no. Now I feel like I didn't

do my job. It's hard to bel i eve how focused I was on the

task at hand. Not to, you know, have taken a step back

and questioned those numbers. with the benefit of

10 hindsight, yeah, I should have taken a better, harder,

11 closer look at -- at those numbers. You know, it just

12 wasn't in my -~ it wasn't one of my duties that I was

Page 183

okay.

Yes.

A

A

A Right.

Q Okay. 50, for example, 2000 the growth stated

'99, 2000, '01, 02.

Q Right. Yeah. I can't really comment on that.

A That would be an interesting conversation.

Q Just, for example, I think w·e talked earlier

today '99, 2000, 2001 were really bad years for the

market, correct?

R;ordan_steve_20090211. txt

Q Right.

A YoU can buy one mutual fund and held 500

companies. I mean, have -- have you interviewed the guy

that was responsible for these returns, and has he been

able to justify the -- how it was done? I don't know who

was managing these portfolios in, you know, the early

Q Okay. with the benefit of hindsight, you know,

did you wish you had, you know, looked at the materials

and seen what they were presenti ng pre-' 05?

A Absolutely. You know, I mean, especially just,

you know, for the benefit of -- of friends and colleagues

that -- that, you know, I worked with that, you know, I

could have helped with -- with my expertise, And

that's -- that's the way I always looked at myself to

these guys as an -- as an ass i stant, a he1pe r, an asset

that could help them get to a better place, because my

working assumption was, hey, they have g01: some1:hing

pre1:ty good goi ng on here, 1et' s get the story out. And

let's jUS1: make sure that it's an accurate story.

50, yeah, in hindsight I wish that I had

spent time on the historical numbers and done whatever I

could to help them, you know, get to an accurate number.

Q Okay . Real qui ck1y. I have been readi ng from

Exhibit 4, if you can pull it out again, and just flip to

that page entitled Historical Performance.

return is 18 percent and the s&p was down 9.11. 2001 the

growth stated return was 4.32 and the market was done

roughly 12 percent. 2002 the stated return was a loss of

3.33 and the market down 22 percent.

50 again, for a rrwtual fund product, those

types of returns would be a huge red flag?

A Yes, I would say so.

Q Is it fai r to say those numbers would be hard

to generate without the benefit of hindsight?

10 A You know, I try not to play in the land of make

11 believe, so I wouldn't even know.

12 Q Okay. But is it unlikely to generate those

13 types of numbers in a single year let alone three

14 consecutive years?

Ri ordan_5teve_20090211. txt

19 A I really felt like I every hour, every minute

20 that I was on the clock and I was charging by the hour

21 that I should be doing exactly what they wanted me to do.

22 I think if I was, you know, a full-time employee, I think

23 I would have had a different pair of glasses on.

24 Q 50 generally speaking you didn't look at

25 pre-200s because they didn't ask you to?
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21 the page I don't think is as misleading as just seeing a

22 stream of numbers side by side by side that are apples

23 and oranges.

22 our belts.

23 And I said, well, I need -- you know, I

24 need the data. And so we tried the -- the route of the

25 investment advisory group to at least get model level,

APP0154

That's my

page 188
okay.

Right.

I think it's just semantics thing.

okay. okay.

MR . KELTNER: Let's take two mi nutes. And

Q

Q

A

Q

so, you know, r'm glad that I remembered

that. It was -- It was one or two at most very qui ck

conversations. Mark wanted a longer track record that

was stamped by Riordan consulting. No one could produce

any data, any supporting data of any kind, any way,

shape, or form.

Q Okay. And when you say no one, the people who

you talked to from lAG to request this information were?

A Were Ken Johnson and Jason D'Amto. The same

two guys I went to for everythi ng.
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and these time periods, these returns are, you know --

are good, bad, incorrect, or otherwi se.

Just like I did for '06. But the -- the

message I got from lAG is we have -- we have nothing. I

mean, if -- if that transaction journal of Exhibit 36 is

any i ndi cati on of thei r recordkeepi ng, I bel i eved them.

And so then 'the other path, which would

have been more arduous and more -- more consul ti ng

dollars and hours, would have been the account level data

and from what I was told is that, you know, the

account -- there was account data on this system or that

system or a hodgepodge of different systems and/or it's

on Bear Stearns and, you know, we just converted off Bear

stearns and it wasn't, you know, a happy parti ng.

And, you know, it's going to be -- you

know -- excuse me -- an extraordinary challenge to get

account level data, you know, for those pre-Advent years

or, you know, pre-' 05.

BY MR. KELTNER:
Page 186
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think -- I think what -- what they call the page 1S

whatever you want to call it.

Q okay. If they -- so in your mind, setting your

audited track record side by side with numbers generated

with the benefit of hindsight, that in no way represent

actual client performance, that's misleading?

A Exactly.

Q okay.

A Yeah. I mean, call the page whatever you want

to call the page. I mean, it's historical performance of

something. The question is what.

Q If --

A That's what is not clear. It's historical

performance, because it's performance and it's history.

But is it a model? A model of hindsight or a composite.

Q If it's a model with hindsight, how is it

hi stori cal?

A well, it's just, you know, what the model would

10

11

(A brief recess was taken.)

MR. KELTNER: Go ahead and go back on the

record for a few more minutes. It's 4:01.

20

21

22 opinion.

25 we wi 11 go off the record.

23

24

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

19 have done at that particular point in time.

10

11

12

13

14

15

16

17

18

And so you wouldn't call it historical

okay.

That part I think is misleading. I don't

page 185

well, I mean, I thi nk that's semanti cs .

How .woul d you --

How they -- How they -- How they chose to titl e

Absolutely.

A

A

Q

Q Okay.

A

A

Q

A Correct.

okay. Just generally what were the nature of

your conversations and what happened?

well, the nature of it was this is, is -- is

Mark would ask me, you know, Steve, I want a longer track

record, you know, You know, may have even mentioned

something along the lines of, you know, these guys have

been shooting the lights out, you know, how can I get you

to validate, verify, you know, previous years, you know.

And at this point I think we had only maybe had '06 under

Riordan_steve_20090211. txt

Q You know, one of the typical questions I would

ask you as we're wrapping is, is there anything else that

you would like to tell us or anything that we failed to

ask. One thing you mentioned that you had -- had -- had

remembered during the break was something about a

conversation that you and Mr. Stys had regarding the

pre-200S performance numbers?

performance?

24

25

because that's the easiest. I mean, rather than try to

dig through hundreds or maybe even thousands of account

level data, the easiest way to reconstruct performance

sort of validate it would be the least to get a look at

the model J and -- and do it -- if they were able to

provide me with model records, I could at least be able

to say, yeah, based upon these holdings and these weights

page 187

10

11

12

13

14

15

16

17

18

19

20

21

15

16

17

18

19

20

you're mixing model with actual or composite, you -

you -- it should be -- you should say so on this page,

but that's -- I don't know that's my opinion.

Q Right.

A And my experience. You know, with that said,

who -- I don't know many people that even read the fine

pri nt. You know, I get c"'redit card -- we have changed

your credit card agreement, and I don't even read it.

But that to me -- you really -- it's -- it's not a --

10 it's not in the spirit of the business that we're in.

11 okay. So you would want to accurately disclose

12 to the investor that if a portion of this is model

13 performance with hindsight, you would want to make that

14 clear?

•

•

•
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22 is overstating.

23 That's just -- You come into the game

24 where that if they're -- they give themselves the benefit

25 of the doubt wherever there is a doubt. I think that is

22 so -- I have no idea.

23 I mean, I would say some point -- excuse

24 me -- mid '07, you know, and that makes sense, too,

25 because I think at that point I talked him into settling

obviously have your contact information.

Likewise if, you know, there is anything

that comes to mi nd that you want to talk to us about,

feel free to give me a call.

Again, the final opportunity anything else

Riordan_5teve_20090211. txt . .
this time, we might down the road even lnformally Just

about documents you've produced. You know, we mi ght tal k

to you about analysis of particular issues if -- if we

need t:o do that, we'll -- we'll reach out to you. We

I guess, a final question I usually ask,

you know, is there anything you want to correct or

clarify from earlier today?

A You know, I think I got a little wishy-washy on

my thoughts of the -- the numbers in '06 and Q4 '05 when

I fi rst came on the scene as -- as being fishy. You
page 190

marketing materials.

And if -- if I can't perform any analysis

on the numbers, they were just a number to me.

Q okay. okay. Anything else along those lines?

Anything else you would like to say today before we go

off the record?

A No. I mean, if -- if there's any work that

needs to be done historical from the SEC'S perspective or

stanford's perspective, I would be happy to do it.

Q Okay. YoU mean in terms of analyzing pre-200S

22

23

24

25

APP0155

13

14

15

16

17

18

you want to discuss?

THE WITNESS: I can't think of anything else.

MR. KELTNER: Okay. Again, thank you for coming in

and taking the time t:o fly in Boston and we thank you.

10 And we are now off the record.

11 (Whereupon, at 4:10 p.m., the examination was

12 adjourned.)

page 192

13

14

15

16

17

18

19

20

21

22

23

24

25

type data?

A Exactly, yeah. Yeah. I mean, that where I

think I could add some value having done it. I think,

you know, no matter what t:he outcome of this

i nvesti gati on, I thi nk if anyone ki cks the ti res on my

work, I still, you know, hold 100 percent confidence in

the numbers I put out.

10 Q Okay. well, we appreciate your time t:oday. We

11 appreciate you flying in from Bost:on. If anything else

12 comes to mind, let us know.

18

19

20

21

22

23

24

25
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15 legal counselor otherwise to protect them from puttlng

16 bad numbers in their marketing materials. I pretty much

17 had a ni ce di stance between myself and anythi ng in the

page 191

Exactly.

okay. That's fair enough. Anything else?

That's it.

MR. KELTNER: okay. Again, we appreciate it.

We don't have any further questions at

Q

A

A

sti nk?

okay. And I assume part of that was the

function of the fact: this was your first major client,

your only source of income, you didn't want to raise a

anyone.

page 189
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A I never went to anyone else other than Ken and

Jason for -- for data.

Q okay. Can you ba11 park for me when those

conversations took place?

A You know, I would say, you know, I think

after -- after Mark was sort of starting to gain

confi dence in me and. you know. confi dence in -- in my

ability to -- LO calculate the stuff the, quote, unquote,

right way, you know, however it was done in the past. I

think the thought started to, you know, occur to him,

Riordan_5t:eve_20090211. txt

know, just to clarify, a performance person's sort: of.-

a good and career minded type performance person, like

myself, you instinctually t:hink that an investor manager

for the three-year track record '07, '06, and 'as,

because we had the data.

And he said, well, I can't give you a ten

year or a five year, but I can give you a three year.

ADd I have all the data, so that's the path we went down.

Q Okay. So there was -- Stys wanted a longer

t:rack record, you went and spoke with the lAG team,

D'Amto and Johnson, and essentially were told the data is

not there for you to create the track record pre-200S?

A Exactly.

Okay.

A So again, in my defense, I feel like I need to

say this. It didn't really do me any good to analyze

those numbers. I mean, I wasn't hired as a, you know,

19

20

21

a just human nature, and the human nat:ure of the

performance guy, a good one anyway, is -- is all about

accuracy and no subjectivity at all. It's just

objectively, you know, the number is what it should be

based upon these facts.

And so you try make it into a science. 50

any ways, I just to clarify, you know, I never really

thought anyone was maliciously misstating numbers. My

My thoughts and my words to Mark were, you know, it is a

bit odd that it's always in their favor, and I think that

was the extent that I -- you know, pointed my finger at

10

11

12

13

14

12

13

14

15

16

17

18

19

20

21

10

11

12

13

14

15

• 16

17

18

19

20

21

•

•
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official Reporter

Diversified Reporting Services
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REPORTER'S CERTIFICATE
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foregoing transcript consisting of 216 pages is a

complete, t:rue, and accurate transcript of the testimony

i ndi cated, held on February 11, 2008. at the SEC off; ce,

801 cherry street, Fort: worth, Texas, in the matter of

stanford Group company.

I further certify that this proceeding was recorded

10 by me, and that the forego; n9 1:ranscr; pt has been

11 prepared under my di recti on.

12
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•
STANFORD GROUP COMPA.'\IY

prepared by
(Advisor Name)

(Office Addressll
(Office Address2)
(Office Address3)

phone (555.555.5555)
facsimile (666.666.6666)

• ema~ (advisor@stanforc!group.com)

(Vveb address)

.1.•....•·.~OV$RNMEN,.
•..• EX~IBIT

I I f 1'1\.
.•.• ~h \I""m

INVESTMENT PROPOSAL
(Client Name)

(Date)

APP0157
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STANFORD GROUP COMPANY

APP0158

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@stanfordeagle.com)

A personal investment proposal for
(Client Name)
(Date)

--------_._--------------------

•

. -----.----------

INTRODUCTION

•
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APP0159

prepared by (Advisor Name}
phone (555.555.5555)
email (advisor@stanfordeagle.com)

A personal investment proposal for
(Client Name)
(Date)

Portfolio Strategy Target

Cash &Fiduciary Deposits:

Government Bonds:

Corporate Bonds:

Equity:

Alternative Investments:

Coins & Bullion:

Real Estate:

Private Equity:

.. About Investment Categories
A portfolio's composition usually includes a
blend of Core, Act"e and Mernative investment
categories. Acbve and Alternative investments
will comprise more of a portfoho's percentage
as goals become more agressille; conversely,
as goals become less aggress"e, Active and
AtternatWe invesbnents decrease in percentage
to the over
portfolio.

---------_-··-I-S-TA-N-F-O-R-D-O-R;-.O-l-JP-C-O-M-P-'A-N-y--------------------

-

IN'YE.-'ITMENT PROCESS

_ OvERVIEW
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STANFORD GROUP COMPANY

APP0160

prepared by (Advisor Name)
phone (555.555.55551
email (advisor@stanfordeagle.com)

A personal investment proposal for
(Client Name)
{Date}

INVESIMH.rr PROCESS

.~VERVIEW

•

.------,---------
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APP 0161

prepared by (Advisor Name)
phone (555555,5555)
email (advisor@stanfordeagle.col1l)

STANFORD GROUP COMPANY

Apersonal investment proposal for
(Chent Narne)
(Date;

... Proposed Micro Allocation

... Proposed Macro Allocation

AsSET ALLOCATION

•
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APP0162

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@;tanfordgroup.com)

.. Performance

-----,----------1Ir ISTANFORD GROUP COMPANY

•

M tu IF d P PI A personal investment proposal for

•

u a un artners us (Client Name)
Lfypothetical Performance (Date)
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M tu I F d P PI A personal investment proposal for

•

u a un artners us (Oient Name)
. Hypothetical Performance (Date)

..Risk &
Risk-Adjusted Return

•

e---------_-.·-..... 1STANFORD GROUP COlvlPANY

prepared by (Advisor Name)
phone (555.5555555)
email (advisor@}:;tanfordgroup.com)

APP0163



Case 3:09-cv-00298-N     Document 12-17      Filed 02/17/2009     Page 8 of 10

APP0164

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor<.@;tanfordgroup.com)

A personal investment proposal for
(Qient Name)
(Date)

STANFORD GROUP COMPANY
e----.----------

Managers Invesbnent Group llC
('Managers") is an invesbnent advisory

e linn offering awide range of invesbnent
disciplines and solutions, induding
mutual funds, separate account
strategies, multiple attJibute portfolios,
and sub-advisory services. The
investment disciplines available through
Managers span most asset classes and
capitalization ranges. Virtually all of the
assets are managed by outside
investment management linns that are
notable for their long-tenn track record,
consistent adherence to invesbnent
process, and strength of the
management team.

Manager Profiles

e.
Managers Fremont Bond
MBDFX
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APP0165

prepared by (Advisor Name)
phone (555555.5555)
email (advlsor@;tanfordgroupcom)

A personal investment proposal for
(Oient Name)
(Date)

111 Performance

Manager Profiles

e..

Managers Fremont Bond
viBDFX

e

e- _
_ ISTANFORD GROUP COlviPANY
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APP0166

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor(§tanfordgroup.com)

• Risk &
Risk-Adjusted Return

Manager Profiles Apersonal investment proposal for

•
Managers Fremont Bond (Oient Name)

. v1.BDFX (Date)

e-- _
_ ISTANFORD GROUP COlv1PANY

•
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Manager Profiles A personal investment proposal for

•

Pioneer Global High Yield A (Oient Name)
, PGHYX (Date)

Andrew Feltus, portfolio manager, is
responsible for the day-to-dayeeanagement of the Fund. Mr. Feltus
. 'ned Pioneer in 1994. A team of
experienced fixedincome portfolio
managers and analysts, reporting to
Kenneth J. Taubes, director of fixed
income, supports Mr. Feltus. The team
may draw upon the research and
investment management expertise of
Pionee~s affiliate, Pioneer Investment
Management Limited, based in Dublin,
Ireland.

STANFORD GROUP COMPANY

prepared by (Advisor Name)
phone (5555555555)
email (advisor@3tanfordgroup.com)

APP0167
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STANFORD GROUP COMPANY

APP0168

prepared by (Advisor Name)
phone (5555555555)
email (advisor@itanfordgroupcom)

.. Performance

i_---r---- _

•

Manager Profiles A personal investment proposal for

•
Pioneer Global High Yield A (Gient Name)
.'GHYX (Date)
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STANFORD GROUP COJv1PANY

APP0169

prepared by (Advisor Name)
phone (555.5555555)
email (advisor@;tanfordgroup.com)

.. Risk &
Risk-Adjusted Return

Manager Profiles A personal investment proposal for

•

Pioneer Global High Yield A (Oient Name)
?GHYX (Date)

•

•--~--------
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Manager Profiles A personal investment proposal for

•

vanguard Inflation-Protected Sees (Oient Name)
VIPSX (Date)

Seeks long-tenn retums that exceed
inflation by investing In high-quality

•.

inflation-indexed bonds with an average
maturity of 7 to 20 years. These
securities. issued by the U.S. TreasUlY
and govemment agencies as well as
domestic corporations. automatically
adjust their principal and interest
payments over time in response to
changes In inflation.

ST.'\.,'\IFORD GROUP COMPANY

prepared by (Advisor Name)
phone (5555555555)
email (advisor@;tanfordgroup.com)

APP0170
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APP0171

prepared by (Advisor Name)
phone (5555555555)
email (advisor<@;tanfordgroup.com)

111 Performance

e----·--~------_I STANFORD GROUP COMPANY

•

Manager Profiles A personal investment proposal for

•

vanguard Inflation-Protected Sees (Oient Name)
VIPSX (Date)
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APP0172

prepared by (Advisor Name)
phone (555.5555555)
email (advisorwtanfordgroupcom)

• Risk &
Risk-Adjusted Return

e-----.----------_ISTANFORD GROUP COMPANY

Manager Profiles A personal investment proposal for

•

vanguard Inflation-Protected Sees (aient Name)
·VIPSX (Date)

•
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APP0173

prepared by (AdVisor Name)
phone (555.555.5555)
email (advisor@;tanfordgroup.com)

STAt'JFORD GROUP COlvlPANY

Richard Pzena has been the lead
manager for nearly a decade after
leaving Sanford Bemslein. Twelve
investment professionals round out
the analyst and management team.

Manager Profiles A personal investment proposal for

•..
ohn Hancock Classic Value A (Qient Name)

, )ZFVX (Date)

e----r----------

•
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Manager Profiles A personal investment proposal for
~tohn Hancock Classic Value A (Oient Name)
~)ZFVX (Date)

1i Performance

•

STA.1\JFORD GROUP COlvfPANY

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor(@tanfordgroup.com)

APP0174
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APP0175

prepared by (Advisor Name)
phone (555.5555555)
email (advisor@.;tanfordgroup.com)

1IiRisk&
Risk-Adjusted Return

e-,--r----------_ISTANFORD GROUP COlv1PANY

Manager Profiles A personal investment proposal for

•

John Hancock Classic Value A (Oient Name)
?ZFVX (Date)

•
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prepared by (Advisor Name)
phone (555555.5555)
email (advisor@:;tanfordgroup.com)

A personal investment proposal for
(alent Name)
(Date)

The CALAMOS Growth Fund targets
securities of companies that offer
above-average potential for earnings
growth. In seeking to meet its
objective, the Fund· utilizes highly
disciplined institutional management
strategies that emphasize in-depth
proprietary analysis of the securities
and their issuing companies, and
diversification across companies of
various sizes and sectors of the
market

APP0176

STA.l\IFORD GROUP COMPANY

Manager Profiles

•..
Calamos Growth A
CVGRX

•

.---,--~--------
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STANFORD GROUP CO)vlPANY

APP0177

prepared by (Advisor Narne)
phone (555.555.5555)
email (advisor@;tanfordgroup.com)

A personal investment proposal for
(Oient Name)
(Date)

.. Performance

e

Manager Profiles

eCalamos Growth A
CVGRX

e-----.- _
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STANFORD GROUP COlviP/\NY

APP0178

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@j3tanfordgroup.com)

A personal investment proposal for
(aient Name)
(Date)

• Risk &
Risk-Adjusted Return

Manager Profiles

•.
Calamos Growth A
'::;VGRX

•

e--'-----'-.,--- _
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APP0179

prepared by (Advisor Name)
phone (555.5555555)
email (advisor@3tanfordgroup.com)

A personal investment proposal for
(Oient Name)
(Date)

Scott C. satterwhite, CFA, is a Managing
Director of Artisan Partners Umited
Partnership. He has ClHTlanaged Artisan
Mid cap Value Fund since November 2001
and as managed Artisan Small cap Value
Fund lIld Artisan Partners' smalH:ap value
strategy since Inception. Prior to joining
Artisan Partners In 1997, Mr. Satterwhite
was Senior VIce President and Portiollo

e Manager at W~hovia Corporation. From
1993 to 1997, Mr. Satlerv.ilile was Portiollo
Manager of the BllbTlore Special Values
Fund, In addition to being a Personal Trust
Portfolio Manager and Manager of the
Georgia Personal Trust Portfolio Group. Mr.
Satterwhite earned his SA degree from the
University of the South and. MBA from
Tulane University.

James C. Kieffer, CFA, Is a Managing
Director of Artisan Partners Urnlted
Partnership. He has co-managed Artisan
Mid Cap Value Fund since November 2001
and has been Portfolio C<>-Manager of
Artisan Small Cap Value Fund since JUly
2000. Mr. KIeffer was an analyst working
with Mr. SatlefWhite on Artisan Partners'
small-cap value strategy, including the
Small Cap Value Fund, from that Fund's
Inception through June 2000. Prior to joining
Artisan Partners, Mr. KIeffer was a
Research Analyst from 1996 to 1997 at the
Investment firm McColl Partners. Mr. Kieffer
began his investment career at W~hovia
Corporation, working with Mr. Satterwhite
from 1989 to 1996, initially as a Personal
Trust Portfolio manager and later as a
General Equities and Small-cap Value
Research Analyst In the institutional
portfolio group. Mr. Kieffer holds a BA
degree In Economics from Emory
University.

e---_1-S-L-:Al-NF-O-R-D-G-....-RO-U-P-C-O-~-1P-i\N-Y---------------------

Manager Profiles

e..

Artisan Mid Cap Value
ARTQX
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Manager Profiles
~tisan Mid Cap Value
~\RTQX

11 Performance

•

A personal investment proposal for
(Oient Name)
(Date)

STANFORD GROllI' COlv!I'ANY

prepared by (Advisor Name)
phone (555555.5555)
email (advisor@;tanfordgroup.com)

APP0180
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APP0181

_STANFORD GROUP COMPANY

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@Ptanfordgroup.com)

A personal investment proposal for
(Oient Name)
(Date)

11 Risk &
Risk-Adjusted Return

e

Manager Profiles

e..

Artisan Mid Cap Value
ARTQX

e----,-----------
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APP0182

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor<fY;tanfordgroup.com)

STANFORD GROUP COlvl1'ANY

-Utilizes a dual-manager approach
employing both a growth style and a
value style of investing.

Touchstone Emerging Growth Fund
is a U. S. mid-cap blend fund. This
fund:

•

-Invests in companies with consistent
or accelerating earnings growth.

-Purchases stocks that are
inefficiently priced due to transitional
issues.

Manager ProfIles A personal investment proposal for

•

Touchstone Emerging Growth A (Oient Name)
rEGAX (Date)

•--~--------
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STANFORD GHOUl' COlv1PANY

APP0183

prepared by (Advisor Name)
phone (555555.5555)
email (advisor@f;tanfordgroup.com)

.. Performance

Manager Promes A personal investment proposal for

.•
Touchstone Emerging Growth A (Cient Name)
TEGAX (Date)

•

•--~--------
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APP0184

prepared by (Advisor Name)
phone (5555555555)
email (advisor@i;t anfordg roup com)

1rRisk&
Risk-Adjusted Return

---------_-.-.-·.·•• I-S-TA!-N-F-O-R-D-G-·~-RO-· -u-P-C-O-.l\-1P-'A-N-Y---------------------

Manager Proflles A personal investment proposal for

•

Touchstone Emerging Growth A (aient Name)
. fEGAX (Date)

•
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Manager Profiles
~arsico Growth
~GRIX

The Marsico Growth Fund is
managed by Thomas F. Marsico,
Officer of Marsico Capital
Management, LLC. Tom Marsico has
over 20 years of experience as a
securities analyst and portfolio
manager. He managed the Janus
·Twenly Fund for neariy 10 years, and

•

managed ·the Janus Growth and
,Income Fund from its inception in

. 1991 until August 1997.

A personal investment proposal for
(Oient Name)
(Date)

STANFORD GROUP COMPANY

prepared by (Advisor Name)
phone (555555.5555)
email (advisor@;tanfordgroup.com)

APP0185



Case 3:09-cv-00298-N     Document 12-19      Filed 02/17/2009     Page 10 of 10

STl\l'lFORD GROUP COlviPANY

APP0186

prepared by (AdvIsor- Name)
phone (555.5555555)
email (advisor@;tanfordgroup.com)

A personal investment proposal for
(aient Name)
(Date)

• Performance

Manager Profiles
~.arsico Growth
~\1GRIX

•

e---.---------__
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Manager Profiles

•
MarSicO Growth
MGRIX

• Risk &
Risk-Adjusted Return

•

A personal investment proposal for
(Oient Name)
(Date)

STANFORD GROUP COlvipANY

prepared by (AdvIsor Name)
phone (555.5555555)
email (advisor(ftstanfordgroup.com)

APP0187
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Manager Profiles

•

Keeley Small Cap Value
. KSCVX

Keeley Asset Management Corp.
("KAMCO") is a registered investment
adviser established in 1982 by John
L. Keeley, Jr. KAMCO offers
investment management services to
institutions, high net-worth
individuals, hedge funds, and
corporate retirement accounts. Its

•

Corporate Restructuring Strategy,
first employed in January 1990, is the
basis from which the Fund focuses
on the purchase of stocks undergoing
corporate change.

A personal investment proposal for
(Qient Name)
(Date)

STANFORD GROUP COMPANY

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@;tanfordgroup.com)

APP0188
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APP0189

prepared by (Advisor Name)
phone (555.5555555)
email (advisor@;;tanfordgroup.com)

A personal investment proposal for
(Oient Name)
(Date)

... Performance

e------------_ISTANFORD GROUP COMPANY

•

Manager Profiles

•
Keeley Small Cap Value

\ KSCVX
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STANFORD GROUP COlvlPANY

APP0190

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor~.. tanfordgroup.com)

A personal investment proposal for
(Oient Name)
(Date)

Manager Profiles

\.;~~mall Cap Value

"Risk&
Risk-Adjusted Return

'.---.------,------
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Manager Profiles A personal investment proposal for

•

American Funds EuroPacific Or F (Oient Name)
.A£GFX (Date)

This fund keeps things simple. It buys
the biggest and best foreign
companies and holds on to them. At
more than $45 billion in assets, this
offering boasts many experienced
managers. most of whom have been
with the company for more than a
decade. Each manager runs his or

•

her portion of assets independently of
the others. A portion of the portlolio

. (less than 25% of assets) is run by
the finn's analyst staff.

STANFORD GROUP Cm-1pANY

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@3tanfordgroup.com)

APP0191
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APP0192

prepared by (AdVisor Name)
phone (555.5555555)
email (advisong13tanfordgroup.com)

• Performance

e

Manager Profiles A personal investment proposal for
~.American Funds EuroPaciftc Or F (Oient Name)
"'LEOFX (Date)

ie _
_ I-S-T-AN-m-R-D-'-(J-~R!-C-Jl-]I-)-C-O-t..-'U-)A-N-Y-----------------------
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Manager Profiles A personal investment proposal for

•

American Funds EuroPacific Gr F (Oient Name)
!\EGFX (Date)

• Risk &
Risk·Adjusted Return

•

STAt'JFORD GROUP COMPANY

prepared by (Advisor Name)
phone (5555555555)
email (advisor@;tanfordgroupcom)

APP0193
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Manager Profiles

•

Permanent Portfolio
PRPFX

The Fund was incorporated under the
laws of Maryland on December 14,
1981, under the name 'Permanent
Portfolio FUnd, Inc." and changed its
name to 'Permanent Portfolio Famny
of Funds, Inc." on August 10, 1988.
The Fund was originally organized
with a single Portfolio which

•

commenced operations as an
investment company on October 15,
1982. That Portfolio continues, with
the same investment policy, and is
now called the Fund's 'Permanent
Portfolio." The Fund's Treasury Bill
Portfolio commenced operations on
May 26,1987, the Fund's Aggressive
Growth Portfolio commenced
operations on January 2, 1990 and
the Fund's Versatile Bond Portfolio
commenced operations on
September 27, 1991. The Fund may
offer additional Portfolios from time to
time.

A personal investment proposal for
(alent Name)
(Date)

STANFORD GROUP COMP.ANY

prepared by (Advisor Name)
phone (555555.5555)
email (advisor~tanfordgroup.com)

APP0194
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Manager Profiles

•

Permanent Portfolio
PRPFX

.. Performance

•

A personal investment proposal for
(Qient Name)
(Date)

STANFORD GROUP COMPANY

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@3tanfordgroup.com)

APP0195
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Manager Profiles

ePennanent Portfolio
PRPFX

* Risk &
Risk-Adjusted Return

e

A personal investment proposal for
(Oient Name)
(Date)

STANFORD GROUP COMPANY

prepared by (Advisor Name)
phone (5555555555)
email (advisor@;tanfordgroup.com)

APP0196
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APP0197

prepared by (Advisor Name)
phone (5555555555)
email (advisor@;tanfordgroup.com)

Mr. Robert W. Gadsden is the
portfolio manager of the Alpine Realty
Income & Growth Fund and serves
as Senior Real Estate Analyst for
Alpine. Prior to joining Alpine in
1999, Mr. Gadsden was a Vice
President of the Prudential Realty
Group. During the final years of his

•

tenure at Prudential, he held
responsibility for negotiating and
structuring approximately $1 Billion of
real estate securities transactions
with public and private real estate
companies. Prior to that he served
as Head Underwriter of the Real
Estate Equity Group and in various
positions within the real estate debt
and asset management functions.
Before joining Prudential in 1990, he
was an Associate in the real estate
adviso!y group of The Leggat McCall
Companies in Boston.
MassachUsetts.

Manager Profiles A personal investment proposal for

•

AlPine Realty income & Growth Y (Oient Name)
\lOYX (Date)

.•---
_1-S-TAN-F-O-R-D-G-R!-O-L-JP-C-''c-)-lV!P-~-Y----------------------
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Manager Profiles A personal investment proposal for

•

AlPine Realty Income & GrOWdl Y (Oient Name)
UGYX (Date)

.. Perlormance

•

STANFORD GROUP Cm.1PANY

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@;tanfordgroup.com)

APP0198
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STANFORD GROUP COMP.-'\NY

APP0199

prepared by (Advisor Name)
phone (555555.5555)
email (advisor@;tanfordgroupcorn)

lIiRisk &
Risk-Adjusted Return

Manager Profiles A personal investment proposal for

•

AlPine Realty Income & Growth Y (Oient Name)
.\lOYX (Date)

•

'.'_~---r---- _
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Manager Profiles A personal investment proposal for

•

Ivy Global Natural Resources A (Oient Name)
IGNAX (Date)

Fred Stunn, CFA is Senior Vice
President at Mackenzie Financial
Corporation. Mr. Stunn has over 20
years of industJy experience and has
managed Ivy Global Natural
Resources Fund since its inception in
January of 1997. Mr; Stunn earned a
degree in commerce and finance

•

. from the University of Toronto and is
aCFA charter holder.

STANFORD GROUP COMPANY

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@Btanfordgroup.com)

APP0200
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APP0201

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@;;tanfordgroup.com)

.. Performance

Manager Profiles A personal investment proposal for

•

IVY Global Natural Resources A (Oient Name)
IGNAX (Date)

•

e---_1-S-T-AN-FO-R-D-C-JR:-O-t-)P-(-~(-,)-}'1P-1\N-Y----------------------
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Manager Profiles A personal investment proposal for

•

Ivy Global Natural Resources A (Oient Name)
lGNAX (Date)

* Risk &
Risk-Adjusted Return

•

STANFORD GROUP COMPANY

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@;tanfordgroup.com)

APP0202
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APP0203

prepared by (Advisor Name)
phone (555,555,5555)
email (advis()r@stanfordeagle,ciG;n)

A personal investment proposal for
(Client Narne)
(Date)

•

\.1--------"----_I'S-T-A-N-FC-)!-W-"-C-JR-O-.t-'P-C--::-O-M-PA-N-"')-'---------------'--------

GLOSSARY:.
---------
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GLOSSARY (CONTINUED) A personai investment proposal for
(Chent I'bene)e --, (Date)

e

_ STANFORD GROUP CO\1PANY

prepared by (Advisor !~3rne)

phone (:}55,:)~)~),~:)5!S~))

email (aCJvisc)(CO;',tankldc'lgieJ,'y'

APP0204
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APP0205

prepared by (AciiiSor Name)
phone (~l:)E).555.~)55::»)

email (arJvrsl)(Q!stantorrjeagi·e.cy

STANFORD GROUP CO\1I'ANY

GLOSSARY (CONTINUED)

e

A personal investment proposal for
(Cher·1e (Date;
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GLOSSARY (CONTINUED) Apersonal investment proposal for

•
. ----, (CLcpl N:' 'lei(Date;

•

STANFORD GROUP COMPANY

prepared by (~c!v,::cr r~J!lie)

phone (SI)5S;·~::,5~)r:i)

email ac1\iisc!(i.ii·-.tanforcieagle.cc

APP0206
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•----------

APP0207

A personal investment proposal for
(Chen:
(Date)

STANFORD C1R()UP COMPANY

DISCLOSURES

•
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SLo\NFORD INTERNATIONAL

.BAJ.~L1n

•

A personal investment proposal for
(CI!ent Ndrnei
(Date)

prepared by (Advisor Name)
phone [~"J55~)':iIJ[)[/.')

email (adiiisor(jgsL3nr(:iid,eaii:lec

APP0208
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APP0209

prepared by (,!\,c!F,;cr Narnel
phone (')');):):)~)5:)55)

email (aCJv,r;c)i'l(;stalifnrrle:igie.c

A personal investment proposal for

(Date)

__ STANFORD GHOUl' COMPANY

•

STANIDRD lNTERNlmONAL

.BA~1(LID.
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STANroRD INTERNATIONAL

•.BA-""'1( LID.

•

A personal investment proposal for'
(Gent
(Dar;,,'

APP0210



Case 3:09-cv-00298-N     Document 12-22      Filed 02/17/2009     Page 5 of 7

APP 0211

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@stanfordeagle.com)

A personal investment proposal for
(Client fb:ne)
(Date)

The nformation provided herein wi" be used to determine
your investment goals and risk tolerance with regard to
your overaB investment pcrttolio. You understand thd
any ~-westrnent allocation recommendations mtlde by
Stanford Group or an,' of its financiDl consultants will be
based on s:uch overall soals and may not necesslllr~y be
ref.ected in the investments oi assets held in any one
account, from time to time. Additionally. you understmd
that any recomrnendations made are intended for Yl'ur
use for arriving at a reasonable, fully explained investment
decision and not as a coi'npbticn of lhe only possiUe
investment vehicle and modes.

lIi Client Information

lIi Notice

--=---------,.------=--==============.. Assets, Income &Taxes

CoNRDENlW_lNVESTMENT

• POllCY QUE..illONNAIRE

lIi Client Type
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APP0212

%

05

Fle'ible Asset
Managem,'nt

o

o Above 10%

$

04

St.anford It;veslm~."t

Pla~ IAIHnclusive
strategy)

o

prepared by (Advisor Name)
phone {555.555.5555}
email (advisor@stanfordeagle.com)

o 8% to 10%

03

Stanford ASSt)[

Managwnent (Sr'\M
- Fixed income)

o

02

Portf-nlio ;\dv~sor$

(MOfj(~Y M~lnagers)
o

I will sell quickly any time an investment loses value

If my investment loses value over a 3-6 month period, I am likely to sell

If my investment loses value over a 7-12 month period. I am likely to sell

I usually watch my investments for at least ayear before making changes

Realizing that long-term investing maximizes potential returns, i will stay invested, even if poor market conditions result in size
able losses in a given year

Mullwl Fund Partm~rs

(Mutual Funds)

80%

60%

40%

20%

0%

-20%

-40%

-60%
01

o
o
o
o
o

What is your typical response to market fluctuations?

The following chart shows best and worst one-year returns. Please indicate your risk tolerance. For example; a 3 indicates you are
willing to risk losing as much as 25% of your portfolio for an opportunity to gain as much as 45%.

• Average Return • Best Possible Return IiII Worst Possible Return

What is the beginning asset balance to invested in this strategy?

This is equal to what percentage of the client's total assets?

How would you best characterize your goals for these investments?

o Capital Preservation - principal protection with income as a secoildary consideration

o Income - income with capital appreciation as a secondary goal

o Balanced - capital appreciation and income

o Growth - capital appreciation with mcom0 as a secondary goal

o Aggressive Growth - capital appreciation only

How much above inflation do you expect this account.to earn?

o 0% to 3% 0 4% to 6% 0 6% to 8%

0 40li;;) 0 IradhionallRA 0 Brokerage 0 Mo;'ey Market

0 403(b} 0 Roliover IRA 0 Multial Funds Direct 0 GD

0 457 0 Roth IRA 0 Anouities 0 Savings

0 Ke.ogh 0 Education IRA. 0 Persooal1rust

0 SlP IRA 0 Corporate

0 Sirnplf) IRf.

Are there any tax considerations relating to the management of this portfolio? 0 Yes 0 No

o

If yes, please explain briefly: {If applicable to this portfolio, you may specify 1hat the fixed income allocation be invested in ~·lree lni..1'Iicipai bond funds:

Please select one of the following account descriptions:

Please select the Investment Advisory Group program to be used in this proposal.

STANFORD GROUP COMPANY

A personal investment proposal for
(Client Name)
(Date)

• Portfolio Objectives
& Risk Tolerance IRisMleturn!

• Account Type &Assets

• Portfolio Type

CoNFIDENTIALL~T

.~~~)QUESTIONNAIRE

•
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o No

o No

o Coins & Bullion

o No

o As a lump sum

o No

o As a lump sum

o 8 or more years

prepared by (Advisor Name)
phone (555.555.5555)
email (advisor@stanfordeagle.com)

o Yes

o Yes

o Annually

o Yes

o Annually

o 6to 7 years

Ending:

o Quarterly

o Quarterly

o 4 to 5 years

o Mont'1ly

o Monthly

o 2 to 3 years

0 Cash & Fiduciary
0

Government
0 Corporate Bonds 0 EquityDepos;!s Bonds

0
Merrati.€ tws1lnert

0 Real Estate 0 Private Equity
Str~.s

Do you have specific instructions regarding your portfolio?

Are there any asset allocation constraints or restrictions for your portfolio? 0 Yes

If yes. please explain:

If yes. please explain:

Frequency:

Amount:

Starting:

Do you expect to make contributions to your account?

o Under 2 years

THE INFORMATION PROVIDED IN THIS DOCUMENT IS COMPLETE AND ACCURATE TO THE BEST OF MY KNOWLEDGE. (I UNDERSTAND
THAT MY SIGNATURE DN THIS QUESTIONNAIRE DOES NOT OBLIGATE ME TO ENTER INTO ARELATIONSHIP WITH THE STANFORD
GROUP AND THAT ALL INFORMATION PROVIDED WILL BE HELD IN THE STRICTEST OF CONFIDENCE).

APP0213

FlOoncjal Advisor

Indicate if any of the follOWing investment instruments that should be excluded from the allocation strategy?

Do you expect to make contributions to your account?

How long do you anticipate investing these funds with your current account objectives?

Frequency:

knount:

Which of the following best describes how you feel about downside portfolio volatility?

o Iwould rather have no return as long as principal is protected

o I woJd ratrler have minimal returns than risk lOSing money

o I would !ike to achieve higher returns w'th some downturns in my portfolio

o Priority is to aChieve higher returns and will accept significant downturns in value

STANFORD GROUP COMPANY

A personal investment proposal for
(Client Name)
(Date)

_ Expected Time Horizon
& Cashflow Summary

_ Portfolio Objectives
& Risk Tolerance fRlslVRefurn)
Continued

_ Signatures

•

_ Additional Constraints
& Considerations

CoNFIDENAAL~T

.~~~QUFSrrONNA1RE
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