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IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF TEXAS
DALLAS DIVISION

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
COMPLAINT

V.

STANFORD GROUP COMPANY,

STANFORD CAPITAL MANAGEMENT, LLC,
R. ALLEN STANFORD, JAMES M. DAVIS and
LAURA PENBERGEST—HOLT

§

§

§

§

g

STANFORD INTERNATIONAL BANK;, LTD., §
§

§

§

§

§

Defendants. §

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
inve'shﬁ,ent advisers, Stanford Group Company (“SGC”) and Stanford Capital Manaéemt '
(“SCM”). Laura Pendergcst—l—loit, the chief investment officer of a Stanford affiliate, was:
indispensable to this scheme by helping to preserve the appearance of safety fabricated by
Stanfofd and by training others to mislead investors. For example, éhe trained training SIB’s
. senior investment officer to provide false information to mvestors.
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 réturn rates that exceed those available through true certificates of deposits offered by

traditional banks.




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 yif-:lds toCD
‘purchasers. Tndeed, 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 Stanfo;'ci Group Financial (a sianfqrd affiliate) — admits, it is simply

“improbable” that SIB could have managed a “global diversified” portfolio of investments ina

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

“hired by SGC, when asked about these “improbable” returns, responded simply that it is
“mpossible” to achleve identical results on a diversified investmeht portfolio in consecutive
years. Yet, SIB continues to pmm&e its CDs using these improbable returns.

| 5. These improbable results are made even more suspicious by the fact that, contrary
to assﬁraﬁces provided to investors, at most only two peoplé — Stanford and Davis — know the
details concerning the bulk of SIB’s iﬁvesmm'portfolio. And SIB goes to great lengths to
 prevent any true independenf examination of those portfolios. For example, its long-standing
saditor is reportedly retained based on 2 “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
i‘]m)pgh them SGC)_have who!ly-fa.iled 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
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SIB’s claimed inyeshﬁeﬁt portfolio resides in a “black box” shielded from any indepen&@t
oversight.

7. Infact, far from “cooperating” with the Commission’s enforcement investigation
st SomBow iaw vepsctedlle el lerantedtas el i roetins emmminatioes),
SGC appears to havé 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-milion dollar STB CD could not be redeemed because “the SEC
" had frozen the account for two months.” At least one ofher customer who recently inquired =
about redee:ﬁing a multi-million dollar CD claims that he was informed that, c.ontrary to
representations made at the time of purchase that the CD could be redeemed early upon payment
of a penalty, R. Allen S;tanford had ordered a tw_o-month moratorium on CD re’demptions.

8.  This secrecy and recent misrepresentations are made even more suspicious by
exténsive and fundamental misrepresentations SIB and its adv:sors have made to CD purchasers
in order to lull them into thinking thelrmvestment is safe. SIB and its advisers have
ml;srépresmted 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 (i) is subject to yearly audits by Antiguan regulators. Recently, as
the market absorbed the news of Bernard Madoffs massi\;e 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.  Theseassurances 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
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placed in illiquid investments, such as rml estate and private equity. Further, the vast majority
SIB’s mulﬁ-billion’doﬂai- investment portfolio was not monitored by a team of analysts, imt rather
* by two people — Allen Stanford and James Davis. And contrary to SIB’s representanons, the .
Antlguan regulator responsible for oversight of the bank’s portfolio, the Financial Sennces
Reguiatory Comimission, does not audit SIB’s portfolio or verify the assel_s SIB claims in its
financial statements. Perhaps most alarming is that SIB has exposuée to losses from tﬁe 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 monef/
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. An&, a major
clearing firm — after unsuccessfully attempting to find information about SIB’z; financial

condition and because it could not obtain adequate transparency into SIB’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 issned CDs, even if they were accompanied by customer
letters of authorization. | |
1l Stanford’s frandulent conductis not limited to the sale of CDs. Since 2005, 5GC
advisers have sold more than $1 billion of a propnetarynmtual fund wrap program, called Stanford
Allocation Stratcgy_ (“SAS™), by using ;Jiate:ially false and misleading historical performance data.
The false data has helped SG(; grow the SAS program from less than $10 ﬁllion 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
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books of business, who were then heavily incentivized to re-allocate their clents’ assets fo STB's
12. . Moreover, SIB and Sténfo:ﬂ Group Company have ﬁolated-Section 7(d) of the
Investment Company Act of 1940 by failing to register with the Commission in order to sell STB’s
CDs. Had they complied with this registration requirement, the Commission would have been able
to examine each of those entities oonoerﬁing-SIB’s CD investment portfolio.
13. By engaging in the conduct described in this Complaint, defendants Stanflord,
' Davis, Pendergest-Holt, SIB, SGC, and Stanford Capital, directly or indirectly, singly or in
concert, have engaged, and unless enjoined and restrained, will again engage in transactions acts, -
ﬁractices, and courses of business th%lt constitute violations of Section i?(a) of the Securities Act
of 1933 (“Securities Act”) [15 U.S.C. §§ 77e(a), 77e(c) and 77q(a)}, and Section 10(b) of the
. Seitis Exchange Act of 1934 (“Exchange Act™) [15 U.S.C. § 78j(b)], and Exchange Act Rule
10b-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, SGC, and Stanford Capital have
violated Section 206(1) and (2) of the Investiment Advi.sers,Ac':t 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, thmugh their actions, SIB and SGC have violated Section 7(d) of the.
Investment Company Act of 1940 (“ICA™) [15 US.C. § 802-7(d)). - |
14. 'I;he Commission, in fhe interest of protecting the public from any further _
unscrupulous and illegal activity, brings this action against the defendants, seeking temporary,
preliminary and permanent injunctive relief, disgorgem-ent 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
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appomtmem of a receiver to take possession and control of defendants’ assets for the protection
of defendants’ victims.
JURISDICTION AND VENUE
15.  Theinvestments offered and sold by the defendants are “securities” under Section
2(1) of the Securities Act [15 U.S.C. § 77b}, Section 3(a)t10) ofthe Exchange Act [iS US.C.§
78c], Section 2(36) of the Investment Company Act [15U.8.C. § 80a-2(36)], and Section
" 202(18) of the Advisers Act [15U.S.C. § ﬁOb-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) of the Exchange Act [1s - _
U.S.C. § 78u(d)], Section 41(d) of the Investment Company Act [15 U.S.C. § 80a-41(d)}, and
éection 209(d) of the Advisérs Act [15 U.S.C. § 80b-9(d)] to temporarily, preliminarily, and
permanently enjoin Defendants from future violations of the federal securities laws.

17. Tﬁis Court has jurisdiction over this action, and venue is proper, under Seﬁtion
22(a) of the Securities Act [15 U.S.C. § 77v(a)], Section 27 of the Exchange Act[15U.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]. | B

18. De.fendants have, directly or indirectly, made use of the means or instruments of
transportation and communication, and the means or instrumentalities of interstate cmmneroé, or
of the mails, in connection with the transactions, acts; pmcl:ices,' and courses of business alleged
herein. Certain of the transactions, acts, practices, and courses of business occurred in the

Northern District of Texas.
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DEFENDA _

19.  Stanford Intemational Bank, Ltd. puii)orts 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 tile CD to U.S. investors through SGC, its affiliated -
investment adviser. . _

20.  Stanford Group Company, a Houston—base(‘! obrporaﬁon, is registered with the
Commission as a broker-dealer and investment adviser. It has 29 offices located throughout the
USS. SGCs principal business consists of sales of STB-issued securities, marketed as
certificates of deposit. SGC is a wholly owned subsidiary of Stanford Group Holdings, Inc.,
which in turn is owned by R. Allen Stanford (“Stanford”). _

21. - Stanford Capital Managemenﬁ 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 of SGC’s parent cdmpany. Stanford refused to appear
and give testimony in the investigation.

23.  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. Davis refused to appear and give testimony in this investigation.
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24,  Laura Pendergest-Holt, is the Chief Investment Officer of SIB and its affiliate
Stanford Financial Group. She supems&s a group of analysts in Memphis, Tupelo, and St. Croix
who “oversee” performance of SIB’s Tier I assets.

STATEMENT OF FACTS AND ALLEGATIONS
RELEVANT TO ALL CAUSES OF ACTION

A.  The Stanford Intemaﬁonal Bank

25.  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 pri;rately-:held
group of companies that has in excess of $50 billic_m “undcr advisement.”

o 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 of research analysts. While SIB may be domiciled in Antigua, a small group of SFG
emplqgfet_s ﬁho maintain offices in Memphis, Texmeséee, and Tupelo, Mississippi, purportedly
monitor the assets.

27.  Asof November 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 porifolio” 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 incre:ased from $3.8 billion in 2005, to $5 bé]lion 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 of 2007, SIB sold $6.7 billion of CDs té 50,000 customers.
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28.  For almost fificen years, SIB represented that it has experienced consistenﬂf lngh

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

STANFORD INTERRATIONAL BARK
Refurn Vs. Interost Paid To Depositors

18.5% 15.7%

11.7%

8888 REREE

———— 1m;m'm'm'm'm-'m'm s
29.  Infact, 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 m the Comumission’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-aﬁliate SFG - it is “improbable” that SIB could have managed a
“slobal diversified” portfolio of investments so that it retmned.identicf'd results in consecutive
years. SGC’s performance reporting consultant “-fas more emphaﬁé, 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, if not impossible, returns.
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31."  SIB’s consistently high returns of investment have enabled the bank to paya
consistently and mgn:ﬁcmlﬂy lnghcr rate on its CD than conventional banks. For example, SIB
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 3100,000. On November 28, 2008, SIB-quoted 5.375% ona 3 year CD,
while comparable U.S. Banks’ CDs paid under 3.2%. And recently, SIB quoted rates of over
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 .l'nil]iO];l in 2006 and
$161 million in 2005.-

I -33. SIB market"s CDs to investors in the United States exclusively through SGC
advisgrs pursuant to a claimed Regulatiﬁn D offering, filing a Form D with the SEC. Regulation
D permits under certain circumstances the sale of unregistered secnntles (the CDs) to accredited
investors in the United States. SGC receives 3% based on the aggregate sales of CDs 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 of the CD. N

34.  SGC promoted this generous comrﬁissioﬁ 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 pﬁrportedly manages the investment portfolio from Memphis and Tupelo.

SIB’s investment portfolio, at least internally, is seg:‘ega;,ted into 3 tiers: (a) cash and cash

equivalents (“Tier 17), (b) investments with “outside portfolio managers (25+)” that are
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monitored by the Ana]ysts (“Tier 2”),. and (c) unknown assets under the apparent control of
Stanford and Davis ("I‘ier 3”). Asof Deoenli)er 2008, Tier 1 represented approximately 9%
(8800 million) of the Bank’s portfolio. ‘Tier 2, prior to the Bark’s ecision to liquidate $250
million of investments in late 2008, represented 10% of the portfolio. And Tier 3 represented
81% of the Bank’s investment portfolio. This division ix_lto 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
"Liqmd ” Financial Instruments.

36. Inselling the CD, SIB touted the hqu:dlty of its investment portfoho For
example, in its'CD bmchme, SIB emphasmes the importance of the hqmdlty, 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.” Likewise, the bank trained SGC
advisers that “liquidity/marketability of SIB’s invested assets” was the “most important factor to
prowde security to SIB clients. ” Davis and Puderg&et—Holt were awam, or were reckless in not
knowing, of these representations. .

3‘?. In its 2007 annual report, which was si gned and approved by Stanford and Davis,

SIB represented that its portfolio was allocated in the followmg 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.
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38. SIB"s. investment portfolio is not, however, invested in a “well-diversified
portfolio of highly marketable securities lssued by stable govemm-ts strong mulnnattonal
companies and maj or 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 wére 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 tl.lan 30% of its Tier 2 investments (approximately
$250 million). During the meeﬁ;lg, 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
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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 of Analysts

40.  Priorto maldﬁg their investment decision, prospective investors routinely asked
how SIB safeguarded and.monitored it assets Tn fact, investors frequently inquired whetter
Allen Stanford could “run oﬁ with the [investor’s] money.” In response to tlns questxon, at least
during 2006 and much of 2007, the bank’s senior investment ofﬁoer —as msiructed by
Pendergest-Holt — told investors that SIB had sufficient controls and safeguards in place to
protect assets, | )

41.  Inparticular, the SIO was trained by Ms. Pendergest-Holt to tell investors that the
bank’s multi-billion portfolio was “monitored” by thé analyst teaml in Memphis. In
communicating with investors, the SIO followed Pendergest’s insu'uctions., misrepresenting that
a team of 20-plus analysts monitored the bank’s investment portfolio. In so doinlg, the SIO never
disclosed to investors that the analyst onl} monitor approximately 10% of SIB’s money. In fact,
Pendergest-Holt trai'ned 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.”
Likewise, Davis instructed him to “steer” pote_nti%l 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, (Imly Stanford and Davis know the whereabm-zts 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
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was repeatedly denied access to the Bank’s records ielating to Tier 3, évan though he was
responsible, as the Bank’s Semor Investment Officer, for “closing” deals vnth 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
(qumefly newsletters, month reports, mid-year reports and annual reports, Pendergest and the
Analyst.send to Davis the performance results for Tit.n' 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. SIBtold iﬁvestors that their deposits were safe because the Antiguan regulator
responsible for oversight of the Bank’s inv&stmmf porﬁolio, the Financia_tl Services Regulatory
Commission (the “FSRC”), andited its financial statements. But, contrary to the Bank’-s
representations to investors, the FSRC does not verify the assets SIB claiins in its financial
statements. Instead, SIB’s accountant, C.A.S. Hewlett & Co., a small local accounting firm in
Antigua is rwponsﬂ:;le for auditing the multi-billion dollar SIB’s investment portfolio. The
Commission attemptéd 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 SIB “had no direct or indirect exposure to any of [Béma:ﬂ] Madoff’s investmeﬁts.”
But, contrary to this statement, at least $400,000 in Tier 2 was invested in Meﬁdian, 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 Madoff’s investment firm.
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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 indirekt
exposure” to Madoft.

3. .Market Concerns About SIB's Lack of Transparency _

46.  Onor about Decembef 12, 2008; Pershing, citing suspicions about the bank’s
investment returns and its inability to get from the Bank “a reasonaI;Ie 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. Since the spring of 2008, Pershing tried unsuccessfully to get
an independent report regarding SiB’s financials conditioﬁ. On NovemberVZS, 2008, SGC’s
President, Danny Bogar, informed Pershing that “obtaining the independent report was not a
pnonty ” 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 resuilts.
47. From 2004 through 2009, SCM induced clients, including non-accredited, retail

;nvestom, to invest in excess of §1 billion in its SAS program by touting its track record of
“historical performance.” SCM ﬁﬁighted 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:
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2000

2004
 [sAs Goun 1200% | 16.95% | 3284% | -3.39% | 432% | 1208%
Fapsm 491% | 1088% | 28.68% | -2210% |-11.88% | 9.11%

SCM uséd these impressivc, 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.  SGC also used the SAS track record to recruit financial advisers away from
legitimate advisory firms who had significant books of business. 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 ﬁctiﬁnal and/or inflated. Specifically, SCM misrepresented that SAS performance results,
for 1999 through 2004, reflected ‘%istoﬁcal performance” when, in faqt, those results were
.ﬁctional, or “back-tested”, numbers that do not reflect results of actual trading. Instead, SCM,
with the benefit of hindsight, picked mutual ﬁmds 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
ﬂnouéh 2006 that were inflated by as much as 4%.

52. - SCM told investors that SAS has positivé returns fo; 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%
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to negative 2.1%.” And, in 2002, -act(ml 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 T Tp— — that the pre-2005 track
record was purely hypothetical, bearing no relationship to actval trading. And, as early as
November 2006, SCM investment advisers began to question why their actual clients were not
' recei;.ring the returns advertised in pitch books. |

54. Inresponse 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 Marlch 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. Do_;c-pit_'e 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., etal. : 17
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56. . Fimlly, SGC/SCM compounded the decepfive nature of the SAS track record by
blending the baclcatmfed.i:crfOrmanoe-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:

Qalendar Year Relum

As ol bMarch 2008
YD | 2007 | 2000 | 2005 { 2004 | 2003 | 2002 | 2001 | 2000 | 1990
WEFL | ABZ% | M1 |XZEFK | -230% | X% | O | 2250

SAS Growth | -Tsex |

§
g

SRPEN0 [aesm

Ao m'm -:zm-npul-mu 204%|

{oot: e 4 yean)
Yo Ty apas | Sypm | Ty &_

SAS Growth | 7#3% | oeox | ssew | s | nmw | e

- S&P 500 044% | 50ex | s | 1mx | 2w | 24s5%

57.  Other than the fees paid by SIB to SGC for the sale of the CD, SAS was the
second most significant source of 'rcv-m_u_c for the firm. In 2067 and 2008, approximately $25
million in fees from the marketing of the SAS program.

| CAUSES OF ACTION

FIRST CLAIM

ASTO ALL DEFENDANTS
Vioiations 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 incorborat‘ed herein by reference as if set forth verbatim.
59.  Defendants, directly or indirectly, singly or in concert with others, in connection
vnth ihé purchase and sale of securities, by use of the means and instramentalities of interstate

SEC'v. Stanford International Bank, L4d., et al. 18
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. commerce and by use of the mails have: (a) employed devices, schemes and artifices to defrand;
(b) made untrue statements of material 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 of business which operate as a fraud
and deceit upon purchasers, pmspecﬁve purchasers and other persons. |

60. - Asapart of and in furtherance of their scheme, defendants, directly and
* indirectly, pre;iared, disseminated or used contracts, written offering documents, promotional
. méten‘als, investor and other correspondence, and oral presentations, whic-;h contained untrue
statements of material facts and nﬁsrépresentations of material facts, and which omitted to state
* material facts necessary in order to make the statements made, in light of the ci.rcunistanges
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
yiolate Section 10(b) of the Exchange Act[15 U.S.C. § 78j(b)] and Exchange Act Rule 10b-5
[17 C.F.R. § 240.10b-5].

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

Aiding and Abetting Violations of Exchange Act Section 10(b) and Rule 10b-5
' 63; Plaintiff Commission repeats and realleges paragraphs 1 .t.hroﬁgh 57 of this
Cémplaint and incorporated herein by reference as if set forth verbatim.,
64. .If Stanford, Davis, and Pendergest-Holt did not violate Exchange Act Section
10(b) and Rule 10b-5, in the alternative, Stanft;rd, Davis, and Pendergest-Holt, i-n the manner set

forth above, knowingly or with severe recklessness provided substantial assistance in connection
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with the violations of Exchange Act Section 10(b) [15 U.S.C. § 78j(b)] and Rule 10b-5 [17
CF.R. § 240.10b-5] alleged herein.

65.  For these reasons, Stanforgl,‘Davis, and Pend-ergest-Holt aided-‘ and abetted and,
unless enjoined, will continue to aid and abet violations of Section 10(b) of the Exchange Act
[15 U.S.C. § 78j(b)] and Rule 10b-5 [17 C.F.R. § 240.10b-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- of transportation and communication in
interstate commerce and by use of the mails, have: (a) employed devices, schemes or artifices to
defraud; (b) oﬁtained money or property by means of untrue statements of material fact or
omissioﬁs to state m;texial 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 transactionﬁ,
practices or courses of business which operate or wm_:ld operate as a fraud or deceit.

 68.  Aspartof and in furtherance of ths scheme, defendants, directly and indirectly,

prepared, disseminated or used contracts, written oﬁ'aing documents, promotioﬁal materials,
investor and other correspondence, and oral presentations, which contained untrue statements of
material fact and which omitted to state material facts VO VAN J——
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.
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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.  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 ﬁsc 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 émployed, are employin_g, or are about to
employ devices, schémes, and artifices to deﬁ:aud any client or prospective client; or (b) have .
engaged, are cngagmg, or are about to engage in acts, practices, or courses of business which
. operates as a fraud or deceit upon any client or prospective client. |

73.  For these reasoné, Stanﬁord, 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 Abetfing 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 vabaﬁﬁ. |
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
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connection with the violations of Advisers 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 fendm_‘g&st—l-lolt aided and abetted and,
unless enjoined, will oontim_le 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 SYB AND SGC

. Vil;laﬁons. of Section 7(d) 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 organizéd or otherwise created wider 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 oon_:mexce; directly or indirectly, to offer
for sale, sell, or deliver after sale, in connection with a public offering, securities of which SIB
was the issuer, without obtaining an order from the Comimission permitting it to register as an

| investment company organized or otherwise created under the laws of a foreign country and to
make a public offel'ing of its securities by use of tﬁe mails and means or instrumentalities of
interstate commerce. |

79.  SGC, directly or indirectly, S_ingly or in concert with others, acted as an
underwriter for SIB, an investment company not organiied or otherwise created under the laws
of the United States or of a State that made use of the mails or any mea:ﬁ or inshtﬁnentality of
interstate commerce, directly or indirectly, to oﬁ'cr for sale, sell, or deliver after sale, in |
connection with a publie.offerhg, securities of which 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 dl. _ 2
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othetwisé- created under the laws of a foreign couniry and to ixlake a public offering of its
secarities by use of the mails and means or inshmn;mtaliti&e of interstate commerce.
- 80.  For these reasons, SIB and SGC have violated, and unless enjoined, will continue
to violate Section 7({1) of the Investment Company Act [15 U.S.C. § 80a-7(d)]. |

Plaintiff Commission respectfully requests that this Court:

L
- Temporarily, preliminarily, and permanently enjoin: (a) Defendants from violating, or
aiding and abetting violations of, Section 10(b) and Rule 10b-5 of the Exchange Act; (b)
Defendants from violating Section 17(a) of Tht‘} Securities Act; (c) St;mford, Da\.ais, Péndwgcs‘t—
Holt, SGC, 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 SCG from violating Section 7(d) of the
Investment Company Act. |
1L

Enter an Order immediately freezing the assets of Defendants 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 of the Court, and that they direct the deposit of sucil funds in identified
ac'oc.:mts in the Uni‘.ted States, pendmg conclusion 6!' this matter. |

_ . ]1_1..' o

Order that Defendants shall file with the Court and serve upon Plaintiff Coﬁimi#sion and

the Court, within 10 days of the i@mm of tlﬁs order or three days prior to a heafix_ng on the

Commission’s motion for a preliminary injunction; whichever comes first, an accounting, under
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oath, detﬁi]ing all of their assets and all funds or other assets received from investors and from
one another. |

Order fhat Defindants bo restrained and enjoined from destroying, removing, mutilating,
altenng, concealing, or disposing of; in any manner, any-(;f their books and records or docm.lems
relating to the matters set forth in the Complaint, orthebooks and records:and such docﬁments of
any entities under their control, until farther order of the Court. - |

V.

Or&w the appointment ofa temporary receiver for Defendants, for the benefit of -
investors, to inarshal, conserve, protect, and hold funds and assets obtained by the defendants
and tﬁdr agents, co-conspirators, and others involved in this scheme, wherever such assets may
be fouﬁd, or, with the approval of the Court, dispose of any wasting asset in accordance with the
application and proposed order provided herewith.

V1
Order that the parties may commence discovery immediately, and that notice periods be
shoﬁmed to permit the parties to require production of documenfs; and the taking of depositions
on 72 hours’ notice. |
_ VIIL

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

illegally as a remﬂt of the violaﬁohs alleged herein, plus prejudgment interest on that amoﬁnt.
' VIIL
Order civil penalties against Defendants pursuant to Section 20(d) of thé Securities Act

[15 US.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. . 24
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the Ivestment Company Act [15 U.S.C. § 80a-41(e)], and Section 209(¢) of the Advisers Act
[15USC.§ 80b-9(c)] far their securities law violations.
' | IX. .
" Order that Stanford, ﬁaﬁs, and Pendergest-Holt immediately surrender their passports to
the dak of this Court, to hold until further order of this Court.
Order _s.uch. further relief as this Court may deem just and proper.
For the Commission, by its attomeys

February 16, 2009 - . Respectfully submitted,

LU~

STEPHEN J. KOROTASH
Okiahoma Bar No. 5102
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U.S. Securities and Exchange Commission
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U.S. DISTRICT COURT
i NORTHERN DISTRICT OF TEXAS

FILED

Case 3:09-cv- 00298—%\\%1P{\1§nt 8  Filed 02/ £2009___Page 1 of 10

IN THE UNITED STATES DISTRICT ¢OURT .
FOR THE NORTHERN DISTRICT OF TrEgAs FEB | 7 2009

DALLAS DIVISION ;
: CLERK us. DISTMOURT

Deputd

SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,

V. Case No.:

§
§
§
§
' g
STANFORD INTERNATIONAL BANK, LTD., - 2T
STANFORD GROUP COMPANY, g 3“'@9 CVQ29 8 =L
STANFORD CAPITAL MANAGEMENT, LLC, §
R. ALLEN STANFORD, JAMES. M. DAVIS, and §
LAURA PENDERGEST-HOLT §
§
§

Defendants.

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 ur_idersigned Um'teﬁ States District Judge,- this 16th day
of February 2009, on the application of i’laintiff Securitiés and Exchange Commission
(“Commission”) . for the issuance of a temporary restraining order against Defendants Stanford
International Bank, Ltd. (“SIBI” , Stanford Group Company (“SGC”), Stanford- Capital
‘Management, LLC (“SCM”), R. Allen Stanford (“Stanford’.’); James M. Davis (“Davis™), and
Laura Pendergest-Holt (“Pendergest-Holt”) (mllecﬁvely, “befendants”),_ and orders freezing
assets, reqqiﬁng 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 actioﬁ and over the

Defendants.
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2. The Commission is a proper party to bring this action seéking. the relief sought in
its Complaint.

3. . Venue is appropriate in the Northern District of Texas.

4, There is good cause to believe that Defendants have engaged in, and are engaging

in, 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 Us.C. §78j(b)], Exchange Act Rule 10b-5 [17

CF.R. -§ -240.10b-5], Sections 206(1) and 206(2) of the Investment Aﬂvi_sers 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.  Thereis gobd cause to believe that D'efendantsl will continue to engage in the acts

and practices constituting the violations set forth in paragraph 4 unless restrained and enjoined

by an 6rd_er qf 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. ‘ 2

Temporary Restraining Order, Order Freezing Assets,
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10. The tirﬁing restrictions of Fed. R. Civ. P. 26(d) and (f), 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 cause.

11. Expedited_discovery is appropriate to permit a prompt and fair hearing on the
Commission’s Motion fo_r Preliminary Injunction. |

12.  There is good cause to bgiieve that Stanford, Davis, and Pendergest-Holt may

seek to leave the United States in order to avoid responsibility for the fraudulcnt acts alleged

“herein.
IT IS THEREFORE ORDERED THAT:
A. De;fendants, their ofﬁcers, directors, agents, servants, employees, attorneys, and
all other persons in active concert or participaﬁon with tilem,_are restrained and enjoined
from violating Section 17(a) of the Securities Act [15U.S.C. § 77q(a)], directly or.
indirectly, in the offer or sale of any security by the use bf any fneans or instruments of
transportation or communication in interstate commerce or by the use of the mails_, by:
(1)  employing any deﬁce, schemg, 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 ﬁnder 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 persoris in active concert or participation with them, are restrained and enjoined
SEC v. Stanford International Bank, Ltd., et al. _ | 3
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from violating Section 10(b) of the Exchange Act or Rule 10b-5 [15 U.S.C. § 78j(b) and 17
C.F.R. §240.10b-5], di;cctly or indirectly, in connection with the purchase or sale of any
security, by making use of any means or insmunen,tality of interstate commerce, or of the
mails, or of any facility of any natibnal securities exchanée:
(1) to use or employ any manipulative or deceptix_ré device or contrivaﬁce in
contravention of ‘the. rules and regulationg promulgated by the
Commission;

(2) to employ any device, scheme, or artifice to defraud;

3) to make anj-/ untrue statement of Ia ﬁateria] fact or omit to state a material
~fact necessary in order to make the s_;tateme_:nts made, in the light of the
circumstances under which they were made, not misleading; or
(4) to engage in any act, practice, or course of Businéss which operates or would
opelaie as a fraud or de-ceit upon any person;
C Stanford, Davis, Pendergest-Holt, SGC, SCM, their officers, directors, égents,
servants, employees, attomeys, and all other persoﬁs in active concert or participation
witﬁ them, are restrained and enjoined from violating Sections 206(1) and 206(2) of the
Advisérs Act [15 U.S.C. §§80b-6(1), (2)], directly or indirectly, by use of the mails 01; any
means or instrumentality of interstate commerce, by:
1) émploying any device, scheme, or arliﬁlce 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. ' | 4
Temporary Restraining Order, Order Freezing Assets,
and Other Relief
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D. | - SIB, SGC, their officers, directors, agents, servants, employees, aﬁoﬁeﬁ, and all

other persons in active concert or participation with them, -are restrained and enjoined

froml 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

) a&hg as a depositor of, trustee_of, or underwriter for such a company;
unless

-(3) the Commission, upon applicaﬁﬁn by the investment company not
orgmﬁécd or otherwise created under the laws of the United States or of a
State, issues a conditional or nﬁcond_itional order permitting such company
to register_and to make a public offering of its §ecun'ties by use of the
mails and means or instrurﬁentalities of interstate commerce.

5.  Defendants, their ofﬁcérs, directors, agents, servants, émployees, attorneys, and
all other persons in active concert or participation with them, who receive actual notice of this
Ofder by personal service or otherwise, and each of them, are.hereby restrained and enjoined
frozﬁ, directly or indirectly, making any pa-yment or expenditure. of funds belonging to or i;l 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

SECv. Stanford International Bank, Ltd., et al. 5
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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, saﬁngs banks, trust companies,
securities I‘broker-dealers, commodities dealers, investment companies, other ﬁnm&ﬂ or
depository institutionis, and investment companies that l'.101d one or more acodunts in the name,
on behalf or for the i:éncﬁt 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 com;t order) or ahy disbursement of funds or securities pending
ﬁr&er order of this Court. This provision shall continue in full force and effect until further order
by ﬂns COurt_ and shall not expire. |

7. All other individuals, comoraﬁons, partners}ﬁps, limited liability companies, and
other artiﬁciai entities are hereby restrained and enjoined from disbursing any funds, securities,
- or other property obtained from Defendants without adequate consideration. This proﬁﬁm shall
continue in full force and efféct until further order by this Com-t and shall no.t expire. |

8. Defendants are hereby required to make an interim a,ccounﬁng, under path, within
ten days of the issuance of this order or threp days prior to any hearing on the Commission’s
Motion for Preliminary Injunction, whichever is sooner: (1) detailing all monies aﬁd 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 telephom;, number of the person paying the money or providing the benefit); (2)
listing all current assets wherever they may be located and by.who‘mever 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 al. _ - . 6
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listing all accounts with any financial or hokaage 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 dqring 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 dispbsingbf, in any mamiér, any-books
.and records owned by, or pertaining to,lthe financial transactions and assets of Defendants or any
entities under their control. This provision shall continue in full forlce and effect uﬁtﬂ further order
by this Court and shall not expire.

10.  The United States Marshal in any judicial district 1n 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 ét 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. Expeditedl discovery may take place consistent with the following:

A. Any party may notice and conduct depositions upon oral examinatiﬁn and -
may reqﬁest and obtain production of documents or other things for
inspection and copying from parties prior to the Iexpiration of thirty days

SEC v. Stanford International Bank, Ltd., et al. . 7
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‘after service of a summons and the Plaintiff Commission’s- Complaint
upon Deféndants.

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 testfmony or to produce documents-and things agrees to provide
the testimony or to.pr.oduce the documents or things without the issuance

. of a subpoena or to do so at a place other than one at which testimony or
prodﬁcﬁon can be compelled.

-3 Any party .may noticé' and conduct depositions upon oral examination
subject to minimum notice of seventy-two (72) h(_mrs.

D. All parties fs'hall produce for ingpection and copying all documents and
things that are réquestéd within seventy-two (72) hours of service of a
written -request for thos_e documents and things.

E..  All parties shall serve written responses to written interrogatories within
seventy-two (72) hours after servi(I:e of the interrogatories.

13. A_ll parties shall serve written responses to any other party’s request for discovery
and the mtenm accmmtiﬁgs to be provided by Defendants by delivery to the Plaiﬁtiff
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. : 8
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and by delivery to other parties at such address(_es) as may be designatedhby them in writing.
Such delivery shall bt; made by the most expeditious means av.ailable, inclu(iing e-mail and
facsimile. _

14.  Stanford, Davis, and Pendergest-Holt shall surrender their passports, pending the
detennir‘Lat:ion 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 pcfsons in active concert or participation with anyone or more of
them, and each of them, shall: | |

(aj take such steps as are necessary to repatriate to th-e territory of th_e United States

all funds and assets of invgstqrs_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 sucil funds into the Registry of the United States District
Court, Northern District of Texas; and

(b) -pro_vide t.hé Commission and the Court a written description of the fuﬁds 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 Préliminary 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., etal. - ; 9
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17.  Unless extended by agreement of the parties, the portion of this order that
constitutes a temporary restraining order shall expire at i o’clockF.m. on the i_ day of
l&f dn 2009 or at such later date as may be ordered by this Court. All other provisions of
this order shall remain in full force and effect until specifically modified by further order of this
Court. Uﬁl%s the Court_ rules upon the Commission’s Motion for Preliminary Injunction
| purSuant to Fed. R. Civ. P. 43(¢), adjudication of the Commission’s Motion for Preliminary

Injunction shall take place at the United States Courthouse, eCp’ skl Dallas,

Texas, on the JA day of Mgr.,k ,2009,at  fO o *clock a . m. - oD G;.mm;rce .ﬁ-r-ce‘]'
—Da,llaé Texas 750249\ (Ea.('l Ca.be.ll’ﬁli@ | |

EXECUTED AND ENTERED at (}. 40 o clockaz m, CST this 16® day of February

20009.
Tl gt~
UNITED STATES DISTRICT E
SEC v. Stanford International Bank, Ltd., et al. | ; ‘_ 10
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IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF TEXAS
DALLAS DIVISION :

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,

Y. Case No.:

STANFORD GROUP COMPANY,

STANFORD CAPITAL MANAGEMENT, LLC,
R. ALLEN STANFORD, JAMES M. DAVIS, and
LAURA PENDERGEST-HOLT

§

§

§

§

;

STANFORD INTERNATIONAL BANK, LTD., §
§

§

§

§

§

Defendants. §

-

ORDER AI’PO]NTIN G RE@,!YEB

- This matter came before me, thcl !mdersigne& United States District Judge, on the motion

of Plaintiff Securities and Exchange Commission (“Coémaissidn”) for the appointment of a

Receiver for Defendants Stanford International Bank, Ltd., Stanford Group Company, Stanford

_ Capital Management, LLC, Robert Allan' Stanford, James M. Davis, and Laura Pendergest-Holt

(“Defendants™). It appears that this Order Appointing Receiver is both necessary and appropriate

in ord& to prevent waste and dissipaﬁoﬁ -of the assets of Defendants 1o the detriment of the
investors. )

IT IS THEREFORE ORDERED that: _ . _
1. This Court assumes exclusive jurisdiction and takes possession of the assets,

monies, securities, properties, real and persqnai, tangible and intangible, of whatever kind and
description, wherever located, and the legally recognized privileges (with regard to the entities),
of the Defendants and all entities they own or control (“Receivership Assets™), and the books and

records, client lists, account stateinents, financial and accounting documents, computers,

- SECv. Stanford Iniernational Bank, Ltd., et al.



computer hard drives, computer disks, internet exchange servers telephones, personal digital
devices and other informational resources of or in possession of the Defendants, or issued by
Defendants and in possession of any agent or employee of the Defendants (“Receivership
 Records”). ' ' | |

2. RalphS.Janvey of Dallas, Texas, is hereby appointed Receiver for the
Receivership Assets and Receivership Records (collectively, “Receivership Estate”), with the
full power of an equity rece::ﬁr&r under common law as well as such powers as are enumerated
" “herein a§'6f the date of this Order. The Receiver shall not be required to post a bond unless
. " directed by the Court but is hereby ordered to well and faithfully perform the duties of his office:
to timely account for all monies, securities, and other properties which may come iﬁto his hands;
and to abide by and perform all duties set forth in this Order. Except for an act of willful
malfeasance or gross neé]ige:qce, the Receiver shall not be liable for any loss or dainage incurred
by the Receivership Estate, or any of Defendants, the Defendants’ clients or associates, of their
subsidiaries c;r afﬁ]iatcs, their officers, directors, agents, and .eﬁiployecs, or ’by any of
Defendants’ creditors or equity holders ‘becau-se of any act performed or not pﬁ@d by him or
his agents or assigns in connection with the disch;n:ge of his duties and responsibilities
hereunder.

‘3. * The duties of the Receiver shall be specifically limited to matters relating to the
Receivership Estate and unsettled claims thereof remaining in the possession of the Receiver as
of the date of this Order. Nothing in this Order shall be construed to require further investigation
of Receivership_ Estate assets heretofore liquidated_ aﬁdfor‘ distributed or claims of the

Receivership Estate settled prior to issuance of this Order. However, this paragraph shall not be

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



construed to limit the powers of the Receiver in any regard with respect to mmsﬁcl:ion's that may

have occurred prior to the date of this Order. ‘
4. Until the explrahon date of this Order or further Ordar of this Court, Receiver is

authorized to immediately take and have complete and exclusive control possess:on, and

custody of the Receivership Estate and to any assets traceable to assets owned by the

| Receivership Estate. | |

. ‘As of the date of entry of this Order, the Receiver is spec:ﬁcaﬂy directed and,
- authorized to perform the following duties: -

(@  Maintain full control of the Receivership Estate with the power to retain or
remove, as the Receiver deems necessary ‘or advisable, any officer, director, independent -

contractor, employee, or agent of the Receivership Estate;

(b) -Collect, mﬁshaL and take custody, control, and possession of all the
funds, accounts, mail, and.other assets of, orin the poéswsion or t.m'def the control of, the
Receivership Estate, or assets traceable to assets owned or coﬁtolled by the Receivership
Estate, wherever situated, the income and profit therefrom and all sums of 00NeY NOwW or
héreaﬁer due or owing to the Receivership Estate with full power to collect, receive, and take
posses'sion of, without limitation, all goods, chattel, rights, credits, monies, effects, lands,
leases, books and records, work papers, records of account, including computer maintained
informaﬁm‘a, contracts, ﬁna:{cial records, monies on han& in banks and other financial
initiations, and other papers and documents of other individuals, partnerships, or corporations
whose interests are now held by or ﬁnder the direction, possession, custody, or control of the

Receivership Estate;
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© Institote such actions or proceeﬂings to 1mpose a constructive trust, obtain
possession, and/or recover judgment with respect to persons or entities who received assets

or records traceable to the Receivership Estate. All such-actions shall be filed in this Court;

(;i) | Obbuiq; bf presentation of this Oxder, documents, books, records,
accouné, deposits, testimony, or other information within the custody or control of any
person or entity sufficient to identify accounts, properties, liabilities, causes of ac:tion, or _‘

. ezliployees— of the Receivership Estate. The attendance of a person or entity for examination
and/or i}l’Oducﬁ;)n of docum;:nts may1;e conc}péiled in a manmer provided in Rule 45, Fed. R.
Civ. P., or as provided under the laws of any for;:ign country where such.documemts,' books,

.records, aoéounts, deposits, or testimony may be Ibcated;

(¢)  Without breaching the peace and, if necessary, with the assistance of local
peace officers or United States marshals to enter and secure any premises, wherever located
or situated, in order to take possession, custody, or control of, or.to identify the location or

existence of, Receivership Estate assets or records; .

® Make such ordinary and necaésary pa):ments, distributions, and
disbursements as the Receiver deems advisable or proper for the marshaling, maint_fmant‘:e, or
preservation of the Recei.vexship Estafe. Receiv-er_ is further authorized to contract and
negotiate with any claip:ants against the Receivership Estate (including, without limitation, |
-creditors) for the purpose of compromising or settling any claim. To this purpose, in those
instances in which Reccivership Estate assets serve as collateral to secured oreditors, the
Receiver has the authority to surrender such assets to secured creditors, oonditionz;l upon the

waiver of any deficiency of collateral;
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{g) Perform all abts necessary to coﬁsmre, hold, manage, and.presen'z'é the
value of the Receivership Estate, in order to prevent any irreparable loss, damage, and injury
to the Estate; .

(h)  Enter into such agreements in connection with the administration of the
ReceWexshlp Estate mcludmg, but not limited to, the employment of such managers, agents
custodians, consultants, investigators, attorneys, and accountants as Receiver ju@gw
ne‘cessary to perform the duties set forth m this Order and to compensate them from the
Rece:ive:;;hip Assets; . o .

@) Institute, prosecute, compromise, adjust, intervene in, 61' become party to
| sucEn achons or proceedings in state, federal, or fﬁreign courts that the Receiver deem_s
_ necessary and advisable to preserve the value of the ileceivership Estate, or that the Receiver
deems necessary and advisable to caxry out the Receiver’s man;iate_ under this Order and |
likewise to defend, compromise, or adjust or otherwise dispose of any or all actions or
proceedings instituted against the Receivership Estate that the Receiver deetns necessary alm.i
advisable to carry out the Receiver’s mandate under this Order; ' '
6) Preserve the Receivership Estate and minimize expenses in furtherance of
maximum and timely disbursement thereof to claimants; |
() - Prompity provide fhe United Sistes Sscuities jnd Exdhsngs Conmission
and other governmental ggem:ies with all information and documentation they may seek in
connection with its regullatory or investigatory acti_vities;
()  Prepare and submit pesiodic reports to this Court and to _thc'_parﬁes_as

directed by this Court; and
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(m) File with this Court requests for approval of reaso:ial.:ile fees to be paid to
the Receiver and any person or g:ﬁtity retained by him and intérim and final accountings for

any reasonable expenses incurred and paid pursuant to order of this Court.

6.  Upon the request of the Receiver, the United. States Marshal’s Office is hereby
ordered to assist ﬁe Receiver in carrying ﬁut his duties to take possession, custody, or contro} of,
or identify the location of, any Receivership Estate assets or records. _

7. Creditors and all other pe}sons are hereby restrained and enjoined from the
fouowiﬁg actions, ex-wpt in this Court, unless this Court, consistent with general eqlﬁiable
principals and in accordance with its ancillary equitable jurisdiction in this matter, orders that
such actions may be conducted in another forum or jurisdiction:

(a) ‘ The commencement or continuation, inciuding the issuance or
employment of process, of any judicial, administrative, or other proceeding against the
Receiver, any of the defendants, the Receiversﬁip Esiaté, or any agent, officer, or
employee related to the Receivership Estate, arising from the subject matter of this civil .
action; or . |

®) Ti%e enforcement, against the Receiver, or any of the defendants, of any
judgménf that would attach to or encumber the Receivership Estate that was obtained
before the commencement of this proMg.

8. Creditors and all other persons are hereby restrained and enjoined, without prior
approval of the Court, from: '

(aj Any act to obtain possession of the Receivership Estate assets;

i (b)  Any act to create, perfect, or enforce any lien against the pm‘pcrty of the

Receiver, or the Receivership Estate;
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© Aﬁjr a& to collect, assess, or recover a cIalm against the Receiver or that
would attach fo or encumber the Receivership Estate; or

(d . The setoff =of any debt owed by the Receivership Estate or secured 'b)lf the
Receivership Estate assets based on aﬁy claim against the Receiver or the Receivership
Estate.
9. Defendants, their respective officers, agents, and employees and all persons in

active concert or participation with them-who receive noticé of this Order by personal service or
‘ otherwise, in&luding, but hot limited to, any financial institution, broker-dealer, investment

adviser, private equity fund or investment banking firm, and each of them, are hereby ordered, .

r‘estrained, and enjoined from, directly or indirectly, making any payment or expenditure of any

Receivership Estafg assets that are owned by Defendants of in the actual or constructive
possession c;f any entity directly or indirectly owned or controlied or under common control with
the Réceivership Estate, or effecting any sale, gift, hypothecation, assignment, transfer,
conveyance, encumbrance, disbursement, dissipation, or concealment of such assets. A copy of

- this Order may be served on any b;mk, savings and loan, broker-dealer, or any other financial or
depository institution to ‘rcstrain and enjoin any such institution from disbursing any of the
Receivership Estate assets. Upon presentment of this Order, all persons, including financial
insﬁtuiions, shall prov'ide account balance information, transaction histories, all account records
and any other Receivership Records to the Receiver or his agehis, in the same manner as they -
would be moﬁdd were the Receiver the slgnatory on the account.

| 10.  Defendants, énd their respective agents, _ofﬁcérs, an& employees and all persons in

active concert or participation with them are hereby enjoined from doing any act or thing

whatsoever to interfere with the Receiver’s taking control, pessession, or management of the
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- Receivership Estate or to in any :waj interfere with the Receiver or to harass or intetfere with the

duties of the Receiver or to interfere in any manner with the exclusive jurisdiction of this Court |

- over the Receivership Estate, including the filing or prosecuting any actions or proceedings

which involve the Receiver or which affect the Rcct_:ive:ship Assets or Receivership Records,

specifically iz-lc}uding any proceeding initiated pursuant to the United States Bankruptcy Code,
except with the permission of this Court. Any actions so authorized to determine disputes
relating to Receivership Assets and Receivership Records shall be filed in this Count.

) 11 " Defeadants, their respecti\}'e officers, agents, and employees and all persons in

active concert or participation with them who receive actual notice of this Order by personal -

service or otherwise, including any financial institution, broker-dealer, investment adviser,
private equity fund or investment banking firm, and each of them shall:

(@  To the extent they have possession, Eustody, or ;control of same, provide
immediate access to and control and possession of the Receivership Estate assets and records,
inc]udin;g securities, monies, and property of any kind, real and personal, including all keys,
passwords, entry codes, and all monies deposited in any bank deposited to the credit of the
Defendants, wherever situated, and the original of all books, records, documents, accounts,
computer printouts, disks, and the iike of Defendants to Receiver or his duly authorized
agents; |

(®  Cooperate with the Receiver sind his duly authorized agents by proinptly”
and honestly responding to all requests for information regarding Receivership Assets and
Records and by promptly acknowiedging to third parties the Receiver’s auﬂlérity to act on
.behalf of the Receivership Estate and by providing suéh authoriz.ertioﬁs,_ signatures, releases,

attestations; and access as the Receiver or his duly authorized agents may reasonably request;
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(© Provide the Commission with a prompt, full éccounting of all
Reoelvers]:up Bstate assets and do ctnnen'm outside the territory of the United States which
. are held either: (1) bj them, (2) for their benefit, or (3) under their control; |

(@  Transfer to the territory of th United States all Receivership Estate assets
and records inl foreign countries held either: (1) by them, (2) f;)r their benefit, or (3)
1under their control; and
) (¢) Hold and retain all such repatriated Receivership Estate assets and
décuments and prevent any uansfér, disposition, %)t dissipation whatsoever of any‘such
gaisets o dooummuls, wkil smch ime: w8 ey sy e femabamed Sk fhis poussation of fis
Receiver. ‘
12. Any financial institution, broker-dealer, investment adviser, private equity fund or
" investment banking firm or person that holds, controls, or maintains accounts or assets of or on
- behalf of any Defendant, or has held, cohtrollad,. or maintained any account or a.sset of or on
behﬁallf of any d;afendant or relief deﬂ:ndapt since January 1, 1990, shall:
. (@  Hold and retain within its control and prohibit the withdrawal, removal,
&~ assi gnment, transfer, pledge, hypoﬂlecation,. encumbrance, disbursement, dissipation,
| conversion, sale, gift, or other disposal of any of the assets, funds, or other property held by
“or on behalf of any defendant or relief defenﬂant in any account maintainled in the name of or
for the benefit of any defex‘tdant or relief defendant in whole or in part except:
@ . mxdireonsll by Scther grd: of ik Corat of
@) as ;iirected in writing b-y the Receiver or his agents;
(b)  Deny access to ;'any safe deposit boxes that. are subject to access by a;ny

Defendant; and
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(©  The Commission and Receiver may obta:m, by presentation of this Orde.r,

_ documents, books, records, accounts, deposits, or- other information within the custody or

control of any person or entity sufficient to idéntify accounts, properties, liabilities, causes of .

action, or eznploye&‘s of the Receivership Estate. The attendance of a person or entity for
examination and/or production of documents may be compelled in"2 manner provided in
Rule 45, Fed.'R. Civ. P., or as provided undcr the laws of any foreign country where such

: docmnemts books, reoords accounts, deposits, or testimony may 'be locatcd,

13.  The Defendants, their officers, agents, and employees and all persons in active
concert or participation with them and other persons who have notice of this Order by personal
service or otherise, are hereby restrained and enjoined from destroying, mutilating, méealing,
‘ altering, traﬁsferring, or othe;-wise disposing of, in any manner, d{recﬂy or indirectly, any
contra&s, accounting data, correspondence, aMsmmm, computer tapes‘, disks or otﬂer
computerized records, books, written or printed records, handwritten notes, telephone logs,

. telephone scripts, receipt books, ledgers, personél and business canceled chegks and check
registers, bank statements, appointment books, copies of _f;ederal, state, or local businc:ss or
personal income or property tax rferums, and other documents. or records of any kind that relate in

any way to the Receivership Estate or are relevant to this action.

14. The-Rec;eiver is hereby au;hc;rized- to make appropriate notiﬁcaﬁon to the United
States Pt;stal Service to forward delivery of any. mail ad_dressed to the Defendants, or any
company or entity under the direction and control of the Defendants, to himself. Further, the
Receiver is hereby zrut_hori':iad to open and mspect all such mail to determine the location or

idenﬁfy of assets or the existence and amount of claims.
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15. Nothing in this Order shall prohibit ar.fy federal or state law enforcement or
regilatory authority from commencing or prosecuting an action against the Defendants, their
agents officers, or employe.es

So Ordered and s:gned, this {ﬁ}kday of Febmary 2009

SEC v. Stanford International Bank, Ltd., et al.
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IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF TEXAS
DALLAS DIVISION

SECURITIES AND EXCHBANGE COMMISSION,

FIRST AMENDED
COMPLAINT

Plaintiff,

Case No.: 3:09-cv-0298-N

STANFORD INTERNATIONAL BANK, LTD.,
STANFORD GROUP COMPANY,

STANFORD CAPITAL MANAGEMENT, LLC,
R. ALLEN STANFORD, JAMES M. DAVIS, and
LAURA PENDERGEST-HOLT,

Defendants,
and

STANFORD FINANCIAL GROUP, and -
THE STANFORD FINANCIAL GROUP BLDG INC.,

Relief Defendants.

Plaintiff Securities and Exchange Commission alleges:
SUMMARY

1. For at least a decade, R. Allen Stanford and James M. Davis, through companies
they control-,- including Stanford Intermational Bank, Ltd. (“SIB”) and its afﬁliated Houston-based
inves'tmgnt advisers, Stanford Group Company (“SGC”) and Stanford Capital Management
(“SCM”), executed a massive Ponzi scheme. In carrying out the scheme, Stanford and Davis
misappropriated billions of dollars of invéstbr funds and falsified SIB’s financial statements in
an effort to conceal their fraudulent conduct.

2. Laura Pendefgést—Holt, the chief investment officer of Stanford Financial Group

(“SFG”) and a member of SIB’s investment committee, facilitated the fraudulent scheme by
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misGCresentihg to investors that she managed SIB’s multi-.billion investment portfolio of assets
and employed a sizeable team of analysts to monitor the portfolio.

3. By yéar—cnd 2008, SIB had sold approximately $8 billion of self-styled
“certificates of deposits” (the “CD”) by touting: (i) the bank’s safety and security; (ii) consistent,
double-digit returns on the bank’s investment portfolio; and (iii) high return rates on the CD that
greatly exceeded those offered by cétnmarcial banks in the United States.

4, ' Contrary to SIB’s public statements, Stanford and Davis, by Febmafy 2009, had
miéapprop.riated at leas-t $1.6 billion of investor money through bo gus personal loans to Stanford
and “invested” an undetermined -amount qf investor funds in speculative, unprofitable private
businesses controlled by Stanford.

5. In an effort to conceal their fraudulent conduct and maintain the flow of investor
money into SIB’s coffers, Stanford and Davis fabricated the performance of the bank’s
investment portfolio. Each .month, Stanford and Davis decided on a pre-déteﬁnined return on
investment for SIB’s portfolio. Using this pre-determined number, SIB’s internal accountants
reverse-engineered the bank’s financial statements to report investment income that the bank did
not actually earn. Slﬁ’s finaneial statements, which were approved and signed by Stanford and
Davis, bore no relationship to the actual performance of the bank’s i.n;resltment portfolio.

6. In addition to sales of the CD, SGC and SCM a.dvisers,_ since 2004, have sold mbre
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 enabled
SGCISCM to grow the SAS program ﬁ'bm less than $10 million in 2004 fo over $1.2 billion in 2009
and generate fees for SGC/SCM (and ultimately Stanford) in excess of $25 million. The fraudulent

SAS performance results were also used to recruit registered financial advisers with significant
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books of bus'mesé, who were then heavily incentivized to re-allocate their clients’ assets to SIB’s
CD brogram.

7. By engaging in the conduct described in this Cdmplain{, Defendants directly or
indirectly, singly or in concert, have engaged, and unless enjoined and restrained, will again
engage in transactions acts, practices, and courses of business that constitute violations of
Section 17(a) of the Securities Act of 1933 (“Securities Aci”) [i S_U.S.C'. §§ 77q(a)], and Section
10(b) of the Secuxities Exchange Act of 1934 .(‘.‘Exchangg Act”) [15 US.C. § 78j(b)], and
Exchange Act Rule 10b-5 [17 C.FR. § 240.10b-5] or, in the alternative, have aided and aﬁettcd '
‘such violations. In additim_l, through their coyduct. descﬁbed herein, Stanford, SGC, and SCM
have violated Section 206(1) and (2) of the lnvé,tment 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. SGC have violated Section 7(d) of the

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

JURISDICTION AND VENUE

8. The investments offered an&_ sold by the Defendants are “securities” under
Section 2(1) of the 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) of the Advisers Act [15 U.S.C. § 80b-2(18)].

9. 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-Zl(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

permanently enjoin Defendants from future violations of the federal securities laws.
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10.  This Court has jurisdiction over this action, and venue is proper, under Section
22(a) of the Secﬁrities 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], énd Section 214 of the
Advisers Act [15U.S.C. § 80b-14).

11.  Defendants have, directly or indirectly, made use of the means or instruments of
transportation Z:ll'ld communication, and the means or instrumentalities of interstate commerce, or
of the mails, in connegtion with the transactions, acts, practices, and courses of business alleged
herein. Certain of the transactions, acts, practices, and courses of business occurred in the
Northern District of Texas.

DEFENDANTS

12.  Stanford International Bank, Ltd. purports to be a private international bank
domiciled in St. John’s, Antigua, West Indies. SIB claims to serve 50;000 clients in over 100 -
countries, with assets under management of approximately $8 billion. Unlike a commercial
bank, SIB claims that it does not loan money. SIB sells the CD to U.S. invesfors through SGC,
its affiliated investment adviser. |

13.  Stanford Group Company, a Houston-based corporati.on,_ is registered with the
Commission as a broke_f-dealer and investment adviser. It has 29 offices located throughout the
United States. SGC’s principal busix;ess consists of sales of SIB-issued securities, marketed as
certificates of deposit. SGC is a wholly owned subsidiary of Stanford Group Holdings, Inc.,
~ which in tumm is owned i)y R. Allen Stanford.

14.  Stanford Capital Management, a registered investment adviser, took over the
managemént of the SAS program (formcrfy Mutual Fund Partners) from SGC in early 2007.

SCM markets the SAS program through SGC.

SEC v. Stanford International Bank, Ltd., et al. 4
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~15. R Allen Stanfbrd, a citizen of the U.S. and Antigua, West Indies, is the chairman
of the board and sole shareholder of SIB and the sole director of SGC’s parent company. During
the Commission’s investigation, Stanford refused to produce documents and information
accounting for the bank’s multi-billion dollar investment portfolio.

16.  James M. Davis, a U.S. citizen and resident of Baldwyn, Mississippi, is a director

- and chief financial officer of SFG and SIB. Davis maintains offices in Memphis, Tennessee, and
Tupelo, Mississippi. During the Commission’s investigation, Davis refused to pfovide
documents and information accounting for the bank’s multi-billion dellar investment.ponfdlio.

| 17.  Laura Pendergest-Holt, is the chief investment officer of SFG and a resident of
Baldwyn, Mississippi. She was appointed to SIB’s in?estment committee on December 7, 2005.
She supervises a group of analysts who “monitor” the performance of a small portion of SIB’s
portfolio. | o

STATEMENT OF FACTS

Stanford International Bank

18.  Stanford controls a web of private affiliated companies that operate under the
name Stanford Financial Group. Stanford is the sole owner of SFG.

19. SIB, one of SFG’s affiliates, is é private, offshore bank located in.Antigu-a. SIB
purports to have an independent board of directors, an investment committee, a chief investment
oﬁca and teams of global por.tfo.lio advisers and analysts. |

20.  The vast majority of the bank’s assets are managed exclusively by Stanford and
Davis. Stanford and Davis surrounded themselves with a close-knit circle of family, friends and
confidants. Accordingly, SIB, and in turn Stanford and Davis, had no independent oversight

over SIB’s assets.

SEC v. Stanford International Bank, Ltd., et al. : 5
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21.  As of November 28, 2008, SIB reported apﬁroximately $8 billion in total assets.
SIB ag:gregated customer deposité, and then purportedly re-invested those funds in a “élobally
diversified portfolio” of assets.

22.  SIB sold more than $1 billion in CDs per year between 2005 and 2008, including
sales to U.S. investbrs. -

23. SIB markefe'd the CD to investors in the United States exclusively through SGC
advisers pursuam to a Regulation D private placement. In ' connection with the private
placéement, SIB filed several Forms D with the Commission.

24. As indicated by the following.chart from SIB’s training materials, for almost

fifteen years, SIB claimed that it has earned consisichtly high returns on its investment of

deposits (ranging from 11.5% in 2005 to. 16.5% in 1993):

STANFORD INTERNATIONAL BANK
Return'Vs. Interest Paid To Depositors

18.0%

SRR RE Y

1992 1993 1934 1935 19%6 1997 1998 1993 2000 2001 2002 2003 2004 2005 2006

25.  SIB sold the CD using these purported retums. on investment. .
26.  SIB’s purportedly high retums on investment allegedly enabled the bank to pay
significantly higher rates on the CD than those offered by U.S. banks. For example, SIB offered

“7.45% as of June 1, 2005, and 7.878% as of March 20, 2006, for a ﬁxed rate CD based on an

SEC v. Stanford International Bank, Ltd., et al. 6
First Amended Complaint ' . .



Case 3:09-cv-00298-N -Document 48  Filed 02/27/2009 Page 7 of 23

investment of $100,000. On November 28, 2008, SIB quoted 5.375% on a 3-year flex CD, while
comparable U.S. bank CDs paid under 3.2%.

I27. SIB paid disproportionately large commissions to SGC for the sale of CDs. SGC
received a 3% trailing fee from SIB on sales of CDs by SGC advisers. SGC advisers received a
1% commission upon the sale of the CDs, and were eligible to receive as much as a 1% trailing
commission throughout the term of the CD.

28. SGC used this generous commission structure t‘t.x recruit established financial
advisers to the firm. The commission structure also provided a powerful incentive for SGC
financial advisers to aggressively sell CDs to investors. |

29.  In 2007, SIB paid SGC and its affiliates more than $291 million in management
fees and CD sales, up from $211 million in 2006.

30.  SIB segregated its investment portfolio into three tiers: (i) cash and cash
equivalents (“Tier .1”)'; (i1) investments with “outside portfolio managers (25+)” that were
monitored by the SFG a;lalystS' (“Tier 27); and (ii1) unknown assets managed by Stanford and
Davis (“Tier 3”). As of December 2008, Tier 1 represented approximately 9% ($800 million) of
SIB’s portfolio. Tier 2, prior to the bank’s decision to liquidate $250 million of investments in
late 2008, represented approximately 10% of the portfolio. And Tier 3 repreéented approximately
80% of SIB’s investment portfolio.

SIB’s Fraudulent Sale of CDs

Stanford and Davis Misappropriated Investor Funds and Fabricated SIB’s Financial
Statements '

31. In selling the CD to investors, SIB touted, among other things, the CD’s safety

and security and SIB’s consistent, double-digit returns on its investment portfolio.

SEC v. Stanford International Bank, Ltd., et al. ' 7
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32.  Inits brochure, SIB told investors, under the heading “Depositor Security,” that
its investment philﬁsbphy is “anchored in time-proven conservative criteria, promoting staﬁility
in [the bank’s] certificate of deposit.” SIB also emphasized that its “prudent approach and
methodology translate into deposif security for our customers.”

33.  Stanford, Davis and Pendergest-Holt approved the use of the brochure.

34.  Contrary to SIB’s representations in the brochure about depositor security, SIB'.
made, with Davis’s knowledge, at least $1.6 billion in undocumented “loans™ to. Stanford. These
undocumented loans were never disclqsed m SIB’s ﬁnancia_l statemerits or pthe’r communications
with iﬂvestors_ |

35.  Inan effort to conceal theﬁ fraud and ensure that investors continued to purchase -
the CD, Stanford and Davis fabricated the performance of SIB’s investment portfolio.

36. In SIB’s Anmial Reports, SIB told invesors that the bank eamed from its
“diversified” investments appr‘oxirnatély $642 million in 2007, and $479 million in 2006.

37. 'S_IB’.;;- financial statements, including its investment income, are fictional. In
calculating SIB’s investment income, Stanford and Davis provided to SIB’s internal accountants
a pre-determined return on inves.tment for the bank’s portfolio. Using this pre-determined
number, SIB’.s accountants reverse-engineered the bank’s financial statements to reflect
investment i.ncome- that SIB did not actually earn.

38.  Between February 2 and February 6, 2009, Stanford and Davis admitted, during a
meeting with a core group of senior employees (including Pendergést—l—]olt} in Miami, Florida,
that they had misappropriated investor funds and falsified SIB’s financial statements.

39.  Incredibly, four days aﬁer the Miami meetings, Pendergest-Holt made a two-hour

presentation to the Commussion’s staff — and subsequently testified under oath — regarding the

SEC v. Stanford International Bank, Ltd,, et al. ?
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whereabouts of SIB’s 'mlﬂti-'b_i-llion dollar -investment portfolio. During her presentation and
testimony, Pendergest-Holt denied any knowledge conceming the status of the vast majority of the
bank’s assets and failed to disclose that Stanford and Davis had misappropriated investor fands.

SIB MisrepréSented That It Received a Capital Infusion

40. In its December 2008 Monthly Report, SIB told investors that the bank had
received a capital infusion of $541 million on November 28, 2008. -

41.- This representation was false. SIB did noi receive a capital infusion of .$541
million. Instead, Stanford contributed to SIB equity interests in two pieces of feal estate that the
bank already owned. The real estate was .valued at approximately $88.5 million when acquired.

42. By virtue of their positions on SIB’s board of directors and inve‘stmeﬁt committee,
Stanford and Davis knew that: (i) Stanford did not maké a $541 million capital infusion into SIB;
- (ii) SIB, not Stanford, owned the real estﬁte; and (iii) the real estates value was approximate]ﬁr
$88.5 million, not $541 million. |

43.  Stanford, Davis and Pendergest-Holt approved the December 2008 Monthly
Report. |

Stanford and Davis Misrepresented the Liquidity of SIB’s Investments

44. In its 2006 and 2007 Annual Reports, SIB told invcst(_)rs that the bank’s assets
were invested in a “well-balanced giobal portfolio of marketable financial instruments, namely
U.S. and international securities and ﬁduciary- placements.” ‘More specifically, as shown below,
SIB represented that its 2007 portfolio allocation was 58.6% equity, 18.6% fixed income, 7.2%

precious metals and 15.6% alternative investments:

SECv. Stanford International Bank, Ltd., et al. ‘9
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45.  Inits CD brochures, SIB emphasized the importance o.f investing in “marketaﬁle” |
securities, saying that “maintaining the highest degfee of liquidity” vﬁa's a “protective factor for
our depositors.” | | |

46.  Consistent with its Annual Reports and brochures, SIB trained SGC financial
advisers, in February 2008, that “liquidity/marketability of SIB’s invested assets” was the “most
important factor to provide security to SIB clients.”

47.  Stanford ahd Davis approved and/or signed the Annual Reports, brochure and
training materials.

48.  Contrary to SIB’s representations regarding the liquidity of its portfolio, SIB did
not invest in a “well-diversified Molio of highly marketable securities.” Instead.,. significant
portions of the bank’s portfolio were misappropriated by Stanford used by him to acquire pxivgte
equity and real estate. In fact, at year-end 2008, the largest segmenis of the bank’s portfolio

were: (i) undocumented “loans” to Stanford; (ii) private equity; and (iii) over-valued real estate.

SEC v. Stanford International Bank, Ltd., et al. 10
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" SIB Trained Financial Advisers to Misrepresent that Its Multi-Billion Doft;ar
Investment Portfolio was Managed by a Global Network of Portfolio Advisers,
Monitored By a Team of Analysts and Audited by Regulators
49.  Pror to making investment decisions, proépecﬁve investors routinely asked how

SIB safeguarded and monitored its assets. Investors ﬁ'equenﬂj inquired whether Staniford c'ould
“run off with 'fhe money.”

50. Inresponse to this question, at least during 20’06 and much of 2007, P&-andergest—
. Holt trained SIB’s senior investment officer .(“SIO'")' to tell investors that the bank’s multi-billion
dollar portfolio was managed by a “global network of portfolio managers” and “monitored” by a
team of SFG analysts in Memphis, Tennessee. In communicating with investors, the SIO
followed Pendergest-Holt’s instructions, telling inve‘storsxthat SIB’s investment portfolio was
managed by a global network of money managers and mouitbred by a team of 20-plus analysts.

51.  Neither Pendergest-Holt nor the SIO disclosed to investors that the “global
network” of money manageré and the team of analysts did not manage any of SIB’s iﬁvestments
- and only monitored #ﬁproximately 10% of SIB’s portfolio. In fact, Pendergest-Holt trained the
SIO “not to divulge too much” about the oversight of SIB’s _portfolio because that information
“wouldn’t leave an investor with a lot of confidence.” Likewise, Davis instructed the SIO to
“steer” potential CD investors away from infonm;tion about SIB’s portfolio.

52. In addition, the SIO, at Pendergest-Holt’s direction, 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. | |

53.  Contrary to SIB’s representatioﬁs to investors, the FSRC did not audit or verify

the éssets SIB claimed in its financial statements. Instead, SIB’s accountant, C.A.S. Hewlett &
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Co., a small local accounting firm in Antigua was i'esponsible for auditing SIB’s multi-billion
dollaf investment portfolio.

Stanford, Davis and Pendergest-Holt Lied to Financial 'Advis.ers

54.  On January 10, 2009, Stanford, Davis and Pendergest-Holt spoke to SIB’s Top
Performer’s Club in Miami, Florida.

55.  During the meeting, Davis stated that SIB was “stronger” than at any time in
history. Stanford, Davis an_d Pendergest-Holt represented that SIB was secure and built on 'a

strong foundation, and that its financial condition was shored up by capital infusions.

56.  ButDavis failed to disclose that he had been informed only days earlier by the
head of SIB’s treasury that, despite their best efforts to liquidate tier two assets, SIB’s cash
position had fallen from the June 30, 2008 reported balance of $779 million to less than $28
million.

57.  Stanford and Davis failed to disclose to the attendees that: (i) they had invested
SIB funds in a manner inconsistent with offering documents and its own financial statements and
(ii) the November 28, 2008 capital infusion was a fiction.

58.  During her speech, Pendcrgest-Holt,_ "after being introduced as SFG’s chief
investment officer and a “member of the investment committee of the bank,” answered questions
about SIB’s investment portfolio. In so doiné, she fai-le'd.to disclose to attendees that she and her
team of analysts did not manage SIB’s investment portfolio and only monitored approximately
10% of the bank’s investments.

: 5.9. Significantly, Stanford, Davis and Pendergest-Holt also failed to disclos;e- that on
or about December 12, 2008, Pershing, citing suspicions about SIB’s investment re@ and 1ts

inability to get from the bank “a reasonable level of transparency” into its investment portfolio,
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informed SGC that it would no longer process wire transfers from SGC to SIB for the purchase
of the CD..

60. Stanford, Davis and Pendergest knew that SGC advisers would use the
information provided to them during the Top Performer’s Club meeting to sell the CD.

SIB Misrepresented That It Had No Exposure to Losses From Madoff-related
Investments . '

61.  In the December 2008 Monthly Report, SIB told CD investors that the bank “had
no direct or indiréct exposure to any of [Bemard] Madoﬁ"s investments.” |

62. - Contrary to this statement, Stanford, Davis and Pendergest-Holt knew, prior to the
release of the Monthly Report, ﬁmt SIB had exposure to losses from investments with Madoff.

63.  On December 12, 2008 and again on December 18, 2008, Pendergest reéeived e-
mails from Meridian Capital Partners, a hedge fund with which SIB i}ad invested, detailing SIB’s
exposure to Madoff-related losses.

64. On Décember 15, 2008, an SFG-affiliated employee notified Pendergest-Holt and
Davis that SIB ha& exposure to Madoff-related losses in two additional funds through which SIB
had invested. That same day, Davis, Pendergest-Holt | and others consulted with Stanford
regarding the bank’s exposure to Madoff-related losses. |

65. Sténfdrd, Davis and Pendergest-Holt never con’ected this misrepresentation.

SGC and SCM’s Fraudulent Mutual Fund Sales

66. From 2004 through 2009, SGC and SCM induced clients, including non-
accredited, retail investors, to invest in SAS, a proprietary mu'n"lal fund wrap ﬁrogram, by touting
a i_'raud_ulent track record of “historical performance.” |

67.  SGC/SCM highlighted the purported SAS track record in thousands of client

presentation books (“pitch books™). For example, the following chart from a 2006 pitch book
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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:

2001 | 2000
SAS Growth 12.09% | 16.15% | 32.84% | -3.33% | 4.32% | 18.04%
S&P 500 491% | 10.88% | 28.68% |-22.10% |-11.88% | -9.11%

68. SGC/SCM used thes;: performance results to grow the SAS program to over $1
billion in 2008. |

69. SGC/SCM also used the SAS track record to recruit financial advisers with
significant books of business away from competitors. After arriving at Stanford, the newly-hired
- financial advisers were incentivized to put. their clients’ assets in the CD.

70.  Other than the fees paid by SIB to SGC/SCM for CD sales, SAS was the most
S'ignjﬁ'cant source of revenue for SGC/SCM. In 2007 and 2008, SGC/SCM received
approximately $25 million in fees from the marketing of SA’S.

71.  The SAS performance results used in the 2005 through 2009 pitch books were
. fictional and/or inflated. SGC/SCM misrepresented that SAS performance results, for 1999 -
through 2004, reflected “historical perforﬁaance" when, in fact, those results were ﬁcﬁona], or
“back-tested,” numbers that did not reflect the results of actual trading. |

72.  SGC/SCM, ﬁth the benefit of hindsight, picked. mutual funds that performed
extremely well from 1999 through 2004, and presented the performance of those top-performing

funds to potential clients as if they were actual returns earned by the SAS program.
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73.  SGC/SCM also used “actual” model SAS performance msulﬁ for 2005 and 2006
that were inflated by as much as 4 percentage points.

74. SGC/SCM- told investors that SAS had positive returns for periods in which actual |
SAS clients lost substantial amounts. In 2000, actual SAS client returns ranged from negaﬁve
7.5% to positive 1.1%. In 2001, actual SAS client returns ranged from negative 10.7% to
negative 2.1%. Aﬁd, in 2002, actual SAS client returns ranged from negative. 26.6% to negative
8.7%.

75.  SGC/SCM’s manaée_ment knew that the advertised SAS performance results were
misleading and inflated. And they also knew that the pre-2005 frack record was.'purély
hypothetical.

76.  As early as November 2006, SGC/SCM investment advisers began to. question
why their clients were not receiving the returns advertised in the pi;tch books. In response to
these questions, SGC/SCM hired an outside performance reporting expert to review the SAS
pér-formance results. I

7‘?; In Jate 2006 and early 2007, the expert informed SGC/SCM that its performance
results for the twelve montﬁs ended S_éptcmber 30, 2006 were inflated by as much as 3.4
percentage points. Moreover, the expert informed SGC/SCM maﬁ_age_rs that the inflated
performance results included unexplained “bad math” that consistently inﬂated the purported
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 inﬂate_d by
as much as 3.25 percentage points. |

78.  Despite its knowledge of the inflated SAS retums, SGC/SCM management

- continued using the pre-2005 track record and never asked the performance expert to audit the
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pre-2005 performance. In fact, in 2008 pitch books, SGC/SCM presented the back-tested pre-
2005 performance data under the heading “Historical Performance” and “Manager Performance”
-alongside the audited 2005 through 2008 figures. SGC/SCM’s outside consultant testified that it
was “misleading” to present audited performance figures alongside back-tested figures. _
79.  Finally, as indicated the chart below, SGC/SCM blended 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:

Calendar Year Retum
As of March 2008 '

YTD' | 2007 | 2006 | 2005 | 2004 | 2603 | 2002 | 2004 | 2000 | 1900

SAS Growth “TA%% | 1240% | $466% | 8.22% [1615% |22B4% | -230% | A20% | BOR [ 255

S&P 500 -94% | 549% |1570% | 49m% | 1060% |29.69% |22 90% [-11.83%] -a 11 | 2104%
Annualized Retums
{nct annualzed if less than 1 yesr) _
Yo B 3yers Syesrs 7yrs 3"’*!

SAS Growth T.44% 0.80% 930% | 1531% | 9.03% | 12.30%

S&P 500 044% | 508% | s5e5% | 13 | 3% | 245%

80.  As evidence by its use of fictional and/or inflated performance results in the pitch
books, SGC/SCM knowingly misled investors in connection with the sale of SAS.

CAUSES OF ACTION

FIRST CLAIM
AS TO ALL DEFENDANTS
Yiolations of Section 10(b) of the Exchange Act and Rule 10b-5

81.  Plaintiff Commission repeats and realleges paragraphs 1 through 80 above.
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82.  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
commerce and Iby use of the q:ails have: (i) employed devices, schemes and artifices to defraud;
(ii) made untrue statements of material 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
mi'sleadizlg; and (iii) engaged in acts, practices and courses of business which operate as a fraud
and deceit upon purchasers, prospective purchasers and other persons. |

| 83. As a part of and in ﬁutheraﬁce of their schemg, Defendants, directly and
indirectly, prepared, di‘ssemiﬁated or used contracts, written offering documents, financial
statements, promoﬁonal materials, investor and other cdnespbndence, and oral presentations, -
which contained untrue statements of material facts and misrepresentations of material 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.

84.  Defendants made the referenced misrepresentgtions and omissions knowingly or
grossly recklessly disregarding the truth.

85.  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
[17CFR. § 240.1Qb«5.].

SECOND CLAIM

AS TO STANFORD, DAVIS, AND PENDERGEST-HOLT .
Aiding and Abetting Violations of Exchange Act Section 10(b) and Rule 10b-5

86.  Plaintiff Commission repeats and realleges paragraphs 1 through 80 above. |
87.  If Stanford, Davis, and Pendergest-Holt did not violate Exchange Act Section

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

SEC v. Szanjénrd International Bank, Ltd., et al. 17
First Amended Complaint



Case 3:09-cv-00298-N  Document48  Filed 02/2?!2009 Page 18 of 23

forth above, knowingly or with severe recklessness provided subsﬂgﬁal assistance in connection
with the violations of Exchange Act Section 10(b) [15 U.S.C. § 78j(b)] and Rule 10b-5 [17
C.F.R. § 240.10b-5] alleged herein.

88.  For these reasons, Stanford, Davis, and Pendergest-Holt aided and abetted and,
unless enjoined, will continue to aid and abet violations of Section 10(b) of the Exchange Act
[15 U.S.C. § 78j(b)] and Rule 10b-5 [17 C.F.R. § 240.10b-5].

| THIRD CLAIM

AS TO ALL DEFENDANTS
Violations of Section 17(a) of the Securities Act

89.  Plaintiff Commission repeats and realleges paragraphs 1 through 80 above.

90.  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: (i) employed devices, schemes or artifices to
~ defraud; (ii) obtained money or property by means of untrue statements of material fact or
omissioﬁs 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 (iii) engaged in transactions,
practices or courses of business which operate or would operate as a fraud or deceit.

.91. As part of and in Memce 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 stat‘e material fapts necessary in order to make the statements
made, in light of the circumstances under which they were made, not mislead.ixllg-

92. | Defendants made the referenced misrepresentations and omissions knowingly orh

grossly recklessly disregarding the truth.
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93.  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
94, Plaintiff Commission repeats and realleges paragraphs 1 through 80 above.

'95.  Stanford, SGC and SCM, directly or indirectly, singly or in concert with others, .
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 Secﬁon 202(11)
of the Advisers Act [15 U.S.C. § 80b-2(11)]: (i) have employed, are employing, or are about to
employ devices, schemes, and artifices to defraud any client or prospective client; or (ii) bave
e_ngaged, are engaging, or are about to engage in acts, practices, or courses of business which
operates as a fraud or deceit upon any client or prospective client.

96.  For these reasons, Stanford, SGC and SCM 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

ASTO STANFORD, DAVIS, AND PENDERGEST-HOLT
Aiding and Abetting Violations of Sections 206(1) and 206(2) of the Advisers Act

97. | Plaintiff Commission repeats and realleges pﬁragraphs 1 through 80 above.

98.  Based on the conduct alleged herein, Stanford, Davis, and Pendergest-Holt, in the
manner set f_ofth above, knowingly or with severé recklessness provided substantial assistance in
connection with the violations of Advisers Act Sections 206(1) and 206(2) [15 U.S.C. §§ 30b-

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

SEC v. Stanford International Bank, Ltd., etal. -~ 19
First Amended Complaint



Case 3:09-cv-00298-N  Document 48  Filed 02/27/2009 Page 20 of 23

99.  For these reasons, Stanford, Davis, and Pendergést—HbIt 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 7(d) of the Investment Company Act

100.  Plaintiff Commission repeats and realleges paragraphs 1 through 80 above.

101. SIB, an investment cdmpany 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 sak_:., sell, or deliver after sale, in connection vﬁth a public offering, securities of which 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.

' 102. SGC, directly or indirectly, singly or in concert with others, acted as an
underwriter for SIB, an investment compény not organized or otherwise f:rcatcd under the laws
of ﬁxe United States or of a State that made use of the mails or ah_y means or insmxmenta'iity of
interstate commérce, directly or indirectly, to offer for sale, sell, or deliver after sale, in
connection with a public offering, securities of which 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.

SEC v. Stanford International Bank, Ltd., et al. : '20
First Amended Complaint



Case 3:00-cv-00298-N  Document48  Filed 02/27/2009 Page 21 of 23

103. For these reasons, SIB and SGC 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 respgctfully requests that the Court:
L

Temporarily, preliminarily and permanently enjoin: (i) Defendants from violating, or
aiding and abetting violations of, Section 10(b) and Rule 10b-5 of the Eichauge Act; (i1)
Defcndz;nts from violating Section 17(a) of the Securities Act; (iiii) Stanford, Davis, Pendergest-
Holt, SGC, and SCM from violating, or aiding and abetting violations of, Sections 206(1) and
206(2) of the Advisers Act; and (iv) SIB and SCG from violating Section 7(d) of the Investment
Company Act.

I

Enter an Order immediately- 'ﬁ'eezing the assets of Defendants and difecting 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 of the Court, and that they direct the deposit of such funds in identified
accounts'; in the United Sfates, pending conclusion of this matter.

Order that Defendants shall ﬁle. with the Court, and serve upon Plaintiff Commission and
the Court, within 10 days of the issuance of this Order or three days prior to a hearing on the
Commission’s motion for a preliminary injunction, whichever comes first, an accounﬁng, under
oath, detailing all of their assets and all funds or other assets received -from investors and from

omne another.

SEC v. Stanford Intemational Bank, Ltd., et al. 21
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IV.

Order that Defendants be restrained and enjoil_led 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, conlserve, 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 \';vasting asset in accordance with the
application and proposed Order provided herewith.

VL

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 of depositions
on 72 hours’ notice. |

VIL

Order Defendants to disgorge an amount eé,ual to the funds énd beneﬁts they obtained

illegally as a result of the violations alleged hereih, plus prejudgment mnterest on that émoﬁnt.
VIIL

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(¢) of
the Investment Company Act [15 U.S.C. § 80a-41(e)], and Section 209(e) of the Advisers Act

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

SEC v. Stanford International Bank, Ltd., et al. 22
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IX.
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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.

SEC v. Stanford International Bank, Ltd., et al.
First Amended Complaint
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s/ David B. Reece
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Q Okay. And do you remember how you first heard

about that in August of '97?

A Yes. I had taken it upon myself, and I became the
branch chief to become familiar with all of the regisfrants
in the area. And so this was going to be réally a two-fold
process that was -- Ilthought was going to be very helpful
for selecting examinations and becoming familiar.:

And one of those is -- and policy to review all of
the annual audits as the? came in. ‘One, you got to know what
the firm was like; and, two, you iden;ified problems that --
in their annual audits, a wealth of information.that would.
target --jwould make them a.good target for examinationé.

So Stanford -- I think their fiscal year-end is in
June, or at least it used to be. Anyway, it came in -- I was
reviewing the audit and became very concerned in terms it had
only been open for two years; and the firm had gone from very
little revenue to an incredible amount of revenue in a very
shoft time period, ﬁhich is very unusual.

MR. : I'm sbrry, 'whi;:h audit were you
reviewing?

THE WITNESS: This is -- there is an annual audit

. that's reviewed to be filed, and I can't remember the form

name.

b)(6), (b)(7)c

THE WITNESS: X5A. I don't know.
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But all broker-dealers have to file an annual
audit, and we get a copy of every one of these in the office.
So in reviewing that, I noticed that it was very odd to haﬁe
the revenues go like that.

Secondly, in CD's -- I mean, CD's typically --
pedple_get $10 for selling a CD. I had éeen.a few jumbé CD's
where people had gotten $50.-'But usually when a
broker-dealer sells a CD, it's a come-on to get people in the
door. "And they try to then steer them té some other broduct
either in addition to or instead of the CD. So all of those
revenues from CD's was extraordinary, so I scheduled an exam.

BY MR. KOTZ:

Q ~Uh-huh. So did you suspect tha£ these matters that
you found which were unusual or extraordinary could be

related to fraud?

A Yes.
Q Okay. So was this a cause examination?
A I'm not sure that we -- I mean, I have to look at

it. I'm not sure if it was cause because usually if I found
a reason to do an exam, I would aiso then look io see if
there was a potential oversight of FINRA or NASD at the time
because you would need to do éo many of those. So you wéuld
try to --'even if I had a cause reason, try to aiso do an

oversight of FINRA'S activities.

THE WITNESS: You're looking like there's something
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1 nonsensical about my answer.
b)(©), (B)(7)c : '
2 MR.-: Oh, me? Oh, I wouldn't take my
3  expression to mean anything. No, no, I'm just thinking in
4 general.
5 THE WITNESS: Well, I may not be explaining enough

6 about the background. That's why I wanted to make sure of

7 it.
' b)(©), (b)(7)c :
g8 . . MR.-:- Yeah, not-at all. ©Not at all.
9 THE WITNESS: Yeah.
10 BY MR. KOTZ: |
11 Q They call it a surveillance exam.
| 1_2' A - Oh.
| 13 0 Is that --
14 A Well, then surveillance -- when I did a

15 sﬁrveillance, that means that there was no overéight; I
| 16 didn't know if it was fraud or not. Usually at that time, if
17 it were fraud -- if we called it cause, I'd have a specific '
| 18 comblaint. |
19 . @  Uh-huh.

20: | A This, I didn't have a- complaint. II didn't ﬁave any
21 information like that. it just looked, for lack of a better
.22 word, "hinky." It looked like that -'there waS'é problem, so I

23 called it a surveillance.

24 Q Okay. But, I mean, it was clear it was not kind of

25 a routine exam. It was an exam that you initiated because
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1 you were concerned about possible fraud?

2 A Yes.
3 Q Okay. Okay.
4 A Very undefined and indistinct, but there was

5 something unusual here that we needed to look at.
6 Q Okay. ©Now, were you aware at the time that there

7 had been a Texas State Securities Board examination --

- 8 A No.
9 Q -- as well? Okay. Did you learn that latex?
10 A Actually, I learned that last week.
11 Q Okay. And so in the end, it was your decision to
12  initiate this examination? |
13 A Yes.
14 - Q Okay. And did you have to run that by anfbody?
15 A No.
16 Q@ Okay. And how did you decide -- or did you decide

17 who would be conducting the examination?
18 A I am the one that decided who was going to .go, and
19 this is where it becomes uncomfortable; .but I had the most
) ) 6). (b)(7)c . .

20 »¢ confidence 1n_ for the examiners. He probably was
21 also available, and that helped; but he was a very good
22 examiner.
23 Q Okay. And was it based on his experience that you |

24 had the most confidence in him or his general work?

25 A Well, experience is helpful. But many people have
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a lot of experience, but they don't necessarily have very

b)6), (b)(7)c
good judgment. And-_- had excellent judgment.

Q Okay. Great.

DONCIOCN. .
R.-: So why did that make you

uncomfortable? I guess, it seems --

THE WITNESS: Because I don't want to be impugning

the other examiners. That's not something I'm anxious to

see.
MR. KOTZ: Okay. Well, let's focus just on the
" b)), ()(7)c . '
fact that you wanted_. Okay. We're going to show you

a copy of the exam report and then ask you some questions

about it.

I'll mark this as Exhibit 2. This is -- it says on-

" the top, "Stanford Group Company, 5056 Westheimer, Suite

605." And it's a four page document, marked as Ekhibit 2.
(Exhibit Number 2 was marked
for identification.) |

BY MR. KOTZ:
o) .Do you recognize this document?
A Yes, I do.
Q Okay. And is it the exam report for the exam we
were jnsg discussing?
A Yes, it is.

Q Okay. Who drafted this report?

b)(6), (b)(7)c .
A )(6), (b)(7) ]
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Q Okay. Did you review it?

A Yes.

Q Okay. You signed off on it?

A Yes.

Q And what apout Mary Loﬁ Felsman? Did she look at

it at all? Did she play a role?

A She would also look at the examinations. I would
review it and sign off on it and give it to Mary Lou. And
Sometimes she had comments, and sometimes nbt.

Q Qkay. You don't remember what happened in this
case? |

A No, I don't. |

Q Okay. Do you remember if you a.nd had aﬁy
differences of opihion or substantial cémments or --

A . Na. His judgment was wonderful. I remember
looking at the documents because this wés very serious, and I
wanted to feei very comfortable with what -- what we were
alleg-ihg in here. So we did definitely spend time reviewing
the documernts that he used tnS come to these c_onclusi_ons so
that we could prepare to discuss it with Mary Lou.

Q Okay. And did anybody in the SEC Washington's

‘office, would they get a copy or look at this report?

A They would when it was completed. We would send

them a copy.

Q Okay. Do you know who in Washington might have
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sales practices," what exactly does that mean?

A Well, that can be véry broad. It can be really
anything besides lopkinq at ‘the financials, esséntially;
Much of that would involve looking at the activity and

customer accounts, the supervision of the activity in those

-accounts, the type of products that were béing sold, the

appropriateness of those products.

Q Okay. Was the Stanford Group Compény cooperative
in connection ﬁith his examination?.

A I don't specifically recall except for from reading }§
fhe report. You know, we didn't feel like we could get aﬁy
information regarding the actual bank.

Q And how come you felt that way?

A The specifics as to why I felt that déy, I -—-

Q Okay.

A -- I don't recall. I remember feeling that way,
but I don't remember why.

Q Okay. Were there-aﬁy specific documents or

"information that you were trying to get in the examination

that they were unable to get or that was refused?
A Is that mentioned in the report? I don't

specifically recall that. -

Q Okay.
A Oh, well, we did want more information, I believe,
'regarding the -- the money, the addition to capital. And I'm §
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. . ) b)(6). (b)(7)c
sure you'll have discussion with _, and he could.

pfobébly -- he was down there talking with them. So he
reme- -- may remember the specifics, but we were really
concefned about this. And we didn't feel like we could get
the information regarding the origins of those funds.

Q Okay. And why were you unable to get that
information? The company wouldn't give it to you?

A I don't recall the specifics. I assume that's why
but --

| Q ‘Okﬁy. Let me_ﬁsk you some questions about the
specifics of this report --

A Okay.

Q ~- Exhibit 2. So under "Findings, Possible
Mis#epresentatigns, Rule 10b-5," it talks about the fact that |
SIB pays a recurring annual 3.75 percent referral fee to
Stanford Group. And fhen there is a footnote that says
"During 1996, the referral fee was 5 percent."

And then the last line of Page 2 of Exhibit 2, it
says "SIB pays out in interest and referral fees between 11
percent and 13.5 percent ahnually."

Do ydu know for how long a period that this was
going on . where they were paying out on these CD's between 11
percent and 13.75 peicent annually?

A I don't recall. I do know the firm started a

business in 1995, so I assumed it was related from 1995 on
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because --
| Q Okay .

A -- that was my focus.

Q Okay. And it says in this report, again, on Page 2
of Exhibit 2, "SIB promotes its products as being safe and
secure." And then it references the brochure which talks
ébout investment-grade bonds, ensure gafety of assets,
traditional safeguaras, a conservative approach.

And theﬁ it says_here, "Based on tﬁe amoﬁnt of
interest-raﬁe and referral fees paid, SIB's statements
indicating these products to Be safe appear to be

misrepresentations."

So was the conclusion of this examination that SIB
could not be paying out fges between 11 perpen£ and 13.75
percent annua;ly using such safe and secure investments?

A | That's correct.

Q And so did you or contemplate the
responsibility that SIB was not actually investing these
monies in these CD's but perhaps was engaged in some sort of
Ponzi scheme or other fraudf_

A Tﬁat‘s correct.

Q Okay. I mean, we ;- do you have a sense at the
time of how unusual it was to have a CD with 11 percent to
13.75 percent of returns?

A .'I don't recall what_returns were at 1997, but I do
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recall thinking this was absolutely ludicrous.

Q Okay. And why -- why do you say it was ludicrous?

A Because legitimate CD's do not pay that much over
market.
Q Okay.

A And the legitimate CD's do not also pay continuing
ongoing referral fees and certainly not ones of this size and
volumg; It was, in my mind,'impoésible that this was a CD.

Q Okay.

MR. : Do you know what the market return
rate was at the point of comparison around that time?

THE WITNESS: No.

BY MR. KOTZ:

Q But you understood that these CD'; that were paying
out-between_ll percent and 13.75 percent wa# significantly

above market at that time?

A Yes. Well, this is interest and referral fees
together --

Q Right.

A e meaning it would have to pay 11. Yes, I -- I

understood that to be, as I said, ludicrous, fantastical,
impossible.
Q Right. And isn't it the case that if they were

paying the cugtOmers between 11 percent and 13.75 percent,

they must have been generating more than that for them to
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make money, right, so in fact that returns were at least a
few percent above 11 and 7 -- 13.75?

A Well, the interest rate -- again, when we use the
11 to 13.75, that's_thé interest rate plus referral fee to
the broker, correct; And then the bank itéelf'would have to-
make even more. You know, ﬁhat are they -- I don't know what
a spread is for a bank; but if it was just even one percent, .
now you're looking nearly 15 percent annually.on a
conservative inveétment, whiéh is -~ I can't tﬁink of enough
words to describe how --

Q It's -- would you say it's impossible?

A Yeah.

Q -And then there's another item if you look on Page 3
of Exhibit 2, it says "Item of interest, Addition to Capital.
During 1996, Stanford made a cash contribution of $19 million
to Stanford Group.- We are concerned that the cash
contribution may have came from funds invested by customers
at SIB."

This fact that there was this very large cash
contribution and that the cash contriﬁution may have come
from funds invested by custqmers,,was that a red flag, as
well? | |

A Yes. I assumed he was possibly stealing from
investors.

Q Okay. And that -- would that be a -- an attribute
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of Enforcement to investigate this company for possible fraud
based on what you found in the examination?

A That's correct.
Q And that fraud would potentially include a Ponzi

scheme, but it wouldn't necessarily be limited to a Ponzi

scheme?
A That's correct.
Q Qkay. Let me Qhow you another document.
MR. KOTZ: I'm going to mark it as Exhibit 3.
(Exhibit Number 3 was marked
for identification.)
BY MR. KOTZ:
Q Tﬁis is an Office of Compliance Inspection and

Examinations Super Tracking and Reporting Systems, SfARS.
And it's a five page document. Do you recognize this
document, Exhibit 3?

A I have seen a documént like this before;

Q Okay. Do you know what it is? It looks like. some
kind of printout.

A Yes, just a printout giving some basic information
regarding particulars on the examination.

Q Okay. So what is the STARS system?

A It's just a system where we keep track of exams
that we started, when they were closed, a disposition, you

know, various different statistics that would want to keep
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rggarding each examination.
Q Okay. It looks like there's a -- just a mistake
there on the front page where it says "Afghanistan"?
A Yeah, there were -- there was a while where there
was a -- some kind of glitch in it. And if you =-- and it

would just stick in Afghanistan. We had a number at the time

"that did that. It was =--

Q But it was --

A —— fantastical; We didn't -- we live in Texas; We
had no idea thqt wé had be seated to Afghanistan. |

Q Okay. So that was just a mistake; is that right?

A Yes.

Q. Okay. All right. If you look at the last page,
Page 5 of this document, the STARS printout, Exhibit 3, it
says "Violations Description, possible misrepresentation,
possible Ponzi scheme." Do you see that?

A Yeah.

Q Do you know who would have put that in? Would that

b)(6), (b)(7)c
have been you or -?

A It probably wouldn't have been—. I don't —-

I don't remember.
Q Okay. And it might have been you?
A . It might have been me.

Q Okay. A question for you, if you look at the exam.

report, which we marked as Exhibit 2, it talks about possible
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A In discussions with Enforcement, they seemed to

believe that that was a concern and maybe limited our

. interests.

Q. Why was that?

A It was.never clear to me.

Q So in your view, if there is a company of which the
SEC has jurisdiction, then they are engaged in fraud of
people outside the United Stateé, that would still be
something that the SEC should look at?

A Absqlutely. I --Idon't -- peoplé may have tried
to explain it to me; but at the end,.I -— I couldn't
understand, why would it matter; we have a U.Sf.broker~dealer
engaged in fraud.

Q  We want to stop him from ripping everybody off,
even if they're not only ripping U.S. citizens, right?

A Absoclutely.

Q Okay. And do you remember who —- who did you.have
those conversations with?

A _-No. And that's why I've been crazy the last week

trying to remember the conversations. I do -- and I

. b)(6), (b)(7 . .
explained to O O)0e ', I go in and out. And so ny
memory —-—RARRiCE , and this was sort

of one of the first big projects I worked on when I came back

b)(6). (B)(7)c ' .
after _ Not an excuse, but there's some things

I don't remember very well.
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examination? We can give you the names of a couple of people
who worked on the investigation if that would help.

A I know that the people that worked on the

' investigation, and I -- it's like this blankness in my mind.

I remember whén.it was closed and that discussion. I
remember multiple discussions with Mary Lou regarding the
fraud and_the impossibility; but I don't recall talking-about

Q Okay. Let me ask you this. How quickly after the
exam ended was the matter referred; do you remember? |

A It was referred immediately, but you'll see that
they didn't open anything -for a long time. ﬂary Lou actually
retired in January of i998. And I was a very young branch
chief that had virtﬁally no experience managing people and
going through, and I remember being very
scared that I was left alone.to try to make this héppen.

Q Okay. | |

A And after she left, I obviously kept pushing. I
jﬁst can't recall because it tbok a long time to get anybody
to open soﬁething. Was it March of '98 beforé they even
opened it?

Q I believe.it.was May._ Let me ask you this. You
said it was referred immediately. So the examination start

date was August 25th, 1997. The letter that was sent out

with the deficiencies was September 25th, 1997. So when you
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say immediately, during_what time frame do you think it was
referred?

A Either at or before September 25th.

Q Okay. And so how does it work when yoﬁ refer
something? What do you do, make a phone call, send a memo,
send an e~mail?

a I live through many different administrations here
in terms of how that's handleﬁ. .I,have ==

| Q How was it handled.then in 199??
A Yeah. You call the head of Enforcément'and_send

them over a report, go down there and talk to them about it,

sell it. If you can find an attorney that seemed interested,

that ﬁas usually the best way, to go get an attorney excited
about'the case. And then you could go preseht it to the head |
of Enforcement; and not only do we have this great case, we
have an attorney thét wants to work it.

Q Uh~huh. And so do_yoﬁ remember about how it worked ;

with respect to the referral that took place either on or

\_ 1

before September 25th,:1997 of the Stanfofd exam findings?
A No.
Q Okay.
A I can tell. you whaf I learned.
Q Okay.
A I learned about the ﬁrocess. This is my first one

after I became branch chief, and I learned that you can't
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just send it over and periocdically check or ask. I learned -
you have to be a tiger.

Q Okay. But at that time frame, you at least
remember that you sent it over and periodically --

A They -~

Q -=- asked about it?

A They -- they had it. And I know that I was more

aggressive than periodically asking about it. I just -- I
mean, I do remember talking to: but I -- I
don't remember if it was about this case. I —- I just don't

have memory. I'm sor;y;
Q That's okay. Do you remember what the reaction was
from the Enforcement folks? Initially you said you had to

kind of -- you were pushing it. So what was their -- what

- was their pushback?

A Well, I remember the concerns being that they were
non-U.S. citizens. "I remember -- I can't even tell you if I-
remember them being concerned about it being a CD and them
calling it a CD. I doh't recall that. The moét significant
thing I remember at the time was it was a non-U.S. citizén.

Q And so that was the reason that some folks in the
Enforceﬁent gave fo? not wanting to conduct an investigation
of.the Stanford findings?

A Yes.

Q Okay.
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A Mary Lou Felsman has excellent memory at this time,
so she'll be a iot more helpful with you --

Q Okay.

A -- on this.

Q Do you remember if‘there was any discussions about

the possibility that this was a Ponzi scheme with the folks

‘in Enforcement at that time?

A I don't recall the specifics. We all thought it
was a fraud. It'didn't matter if it was a Ponzi scheme, was
it a money laundering scheme.

Q Now --—

A It was a scheme.

o All right.

A And there was just no question in our minds it was
a scheme, and there was nobody that we ever didn't express
our opinion like that to. Just the specifics, I --

Q And do you remember if anyone in Enforcement ever
expressed to you that they didn't think it was a fraud? Or
was it these —--these_other'considerations, like it didn't
affect U.S. citizens?

A It was always about other barriers. "I don't recall
anybody saying it wasn't a fraud. Maybe -- I thought maybe I
was OVeily aggressive sometimes in my thought about ‘it being
a fraud. Of course, that, I dismissed. But it was more

related to barriers. This was a -—- seen as a fantastically
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difficult case, and I couldn't convince them to do it.
Q But then at some point, a matter under inquiry was

opened; isn't that right?

A Yeah.
Q So at some point, you did convince them to do it?
A No. ‘I convinced them to open a matter under

inquirf, which is not the same thing as launching. At least
I got -- that's the beginning phase. |

Q Okay. So how ﬁere you -- do you know how you were
able to convince them to open this matter under inquiry?

A I'm sure I was a pain in thé ass.

Q Okay. And so that on -- so our records show the
matter of inquiry was opened on May 18th, 1998. So that was
several months after the reférral; is that right?

A Yes.

Q Okay. There was anle—mail that I wanted to show
you, as well. I'll mark the e-mail.

A There élso was chaos in Enforcement at that time,
which didn't help.

Q What kind of chaos?

A Mary Lou Felsman, when she retired, they decided to
put Hugh -- eventually they decided to put Hugh Wright into
that position, énd he had been the head of Enforcement. So

he was leaving Enforcement and kind of caught in the worlds

between.
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And then Spence Barasch came in eventually to head §

Enforcement, so it was just personnel ch_ange at the higher
level. And Spence is, you know, very differe:lat than Hugh.

Q So there was some sort of an absence of leadershib
at that i:oint in time in Enforcement?

A WelJ_., sort of lame duck leadership. How's that?

Q Okay..l And that you think may have co:;tributed to
the difficulty you were having in -- in getting Enforcement
to move on this matter?

A Yes.»

Q  Okay. All right. Let me show you ':t:his document.

MR. KOTZ: We're going to mark it as Exhibit 6.

It's an e-mail.

(Exhibit Number. 6 was marked
for identification.)
BY MR. KOTZ:

b)6), (b)(7)c
Q It says "Author:-: Date, 5/18/98; 11:22 a.m."

. . b)(6), (b)(7) o
I think it refers to to Hugh Wright. Do you know §
_ b)(6), (b)(7)c g

A Yes.
Q What was his position at that time; do you know?
A He was an examiner. He was a staff accountant.

o} Okay. And Hugh Wright during this time period was

the head of Enforcement or he had taken Mary Lou's job?

A In May? I don't know. And even if he had taken
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Mary Lou'é job, he may have still been very involved in
Enforcement.

Q Okay. In this e-mail, it says -- it talks about a
refegral from U.S. Customs Department regarding possibly
money- laundering and wanting information regarding our BD
examination of Stanford. It's actually spelled Stamford, but |
I assune means Stanford. "I orally provided him. info from .
our report and deficiency letter."

What I guess we were curious about is, the referral
was made in September of 1997. Nothing happened for a long
time period. And then the day that this e-mail coincided
wi#h the date that the MUI was opened. .Do you know if
there's any relationship?

A It's very easy to open a MUI. We couldn't get them |
to open a MUI, and maybe that's why I don't recall a lot of
discussion.

Q So you think that maybe this referral from the U.S.
Customs Department was what convinced Enforcement to finally
open'a MUI?

- A Yeah.

Q. Okay. Do you remember.anything about a referral
from the Customs Department?

A No..

Q Okay.

A This could be why I was fuzzy about stuff.
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examination?
A This was a long time ago.
Q Okay.
A Again, this is talking about specific people; and
. - b)(6). (B)(7)c
this makes me very uncomfortable. But-_was not
particularly enamored with the examination process or -- that

was my impression. This was not an attorhey I would héve
steered it to because she was not one that was easily
approachable or- particularly enthralled.

Q 0k§y. Were you aware of Enforcement.seeking
documents from Stanford in connection with the inquiry?

A I believe we gave them the work papers. I don't
remember handing it to them, but that was a --

Q And do you remember them -- Enforcement actually
requesting documenté from Stanford as part of this inquiry?
A I don't recall anything except what's on the
records that I've 1ooked at most recently regarding what they

did with the MUI.

Q Okay. And at a cértain point in time, the MUI was
closed; is that right?

A I remember-that vividly.

Q  Okay. And when was that?

A It was August of '98.

Q Okayl And do youlknow who made the decision to

close the MUI?
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A I was invited down to Spence Barasch's office, ahd_
so I -- that's why I know I had to be involved because they |
felt like they had to tell me personally because they didu't_
expect a very happy response.

Q And so what were you told in September of '98 --

A He went --

Q -- or August of '98? Excuse me. August of 198.
Sorry.
A He just went through some problems with the case;

but mostly what I remember is-just sitting there in shock and
disbelief and this incredible feeling of failure and great
disappointment because I didn't.know if I was limited in
terms of I didn't understand the Enforcement world or maybe I
was on a-different reality than they were.

Q What were the reaaons.that Spence Barasch gave at
that time; do you remember?

A That's what I:am_telling you. i was just like :
going in and getting.a'very bad doctor's information. They
give you all sorts of detail, aﬁd somebody's writing‘it_down.
It's -~

Q So was it clear to you at that point in August of

. 1998 that it wasn't tﬁat-Enforcement'had looked into it and

determined there was no fraud, right? It was simply that

they weren't going to conduct a full-blown investigation of

the fraud?
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A That's correct.
MR.: Was there anyone else from the exam

program that was at that meeting that you were --
THE WITNESS: No. It was just me and Spence.
b)©). &) [ o
MR.-: So no other individuals at all, just
the two of you?
THE WITNESS: Just me and Spence.
b)©), (b)(7)c '
ve. (S oxay.
BY MR. KOTZ:

Q So do you know why Enforcement didn't conduct a

~full-blown investigation of these concerns that the exam

report had come up with regarding fraud?

A It was never clear to me. The reasons that were
givén,.just -- the oniy one I could remember was, you know,
that foreign citizens didn't make any sense. And, of course,
later we've done multiple cases out of this office that
involved mostly marked foreign citizens.

At some point in time it came up,.you know, about
CD's not being a security. That also had a great difficulty
for me because it clearly waén‘t really a CD. It wasn't
really a bank. These were just words they were using to
throw up dust and why they were stopping_us from moving
forward.

It wasn't clear to me at all as to why it was

closed. I was never satisfied. I think what you're
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referring to is earlier this year when I was at -- on a
social event with Spence Barasch, I asked him why because it
was all very fuzzy to me. And he just thought a moment and
said that Wayne Secore had told him there was nothiﬁg.there.

Q And who was Wayne Secore at that time?

A Well, when we had the conversation, I couldn't
figure out what Wa&ne Secore had to do with it, other than
they were friends. And Wayne Secore at one time had been the
head of the office. It was incomprehensible. I couldn't
figure out his connection, so I asked aidund and found out
that Wayne Secore was the ——-was representing Stanford.

Q So Wayne Secore at one point was the heéd of the
Fort Worth office of the SEC?

A That's right.

Q- And then subsequent to that went to the private
sector and represented Stanford?

A That's right.

Q And so Spence Barasch told you that the reason why

the MUI was closed in 1998 was because Wayne Secore who

' Spence Barasch knew from when he was- in the Fort Worth office

but who was then represénting Stanford had told him there was
nothing there?
A That's correct. !

Q - Was there anybody else in that conversation with

you and Spence Barasch?
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1 A I don't think so. I think it was after dinner or
. g : . b)), (b)(7)c
2 just getting ready for dinner. And, you know,_ and
b)6), (b)(7)c
3 _ were around. Were they around at the moment when

4 we had that conversation, i -— I couldn't tell you.
5 I know I asked about it later. It ﬁay
6 . have beep another trip to New Otlgans because I was so upset.
7 I didn't know how.serious Spence was in his answer. It was
8 very upsetfing. It probably waé maybe just a little
9 thumbnail sketch he thouéht I would be happy with. - I don't
10 know. |
11 . Q So when was the trip to New Orleana. and this
12 conversation with Spence Barasch?
13 A It was -- I forgot to go back and look at the
14 Qates. We went -- I think it was dhring the first week of
15 August, but it could have been the last few days of July of
16 this year.
17 | Q Okay .
18. A I want to make it clear, I waén't traveling like --
19 there were many other people there. I'm not dating Spence
I20 Barasch.
21 Q Okay. I wasn't thinking that, but that's good td
22 have on the record.
23 A I wasn't meeting him out of town.

. 24 Q So -- but where were you? You were out at you said |

25 a social event?
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A We were -- I believe it was Becks or Besh's
Steakhouse in Harrah's Casino in New Orleans.
Q Okay. Let me ask you this. Do you believe that at

that time or generally based on your knowledge of how the

"Enforcement Division in Fort Worth did their work that there

was a reluctance to take on a matter that ﬁight be
complicated?

A Spence Baraéch was brand-new,.and I didn't have any
predetérmined notions about what he would or wouldn't do.

And I was brand—new as a supervisor. All those pérceptions
came -- any perceptions that I had about that would come
later.

Q So what perceptions did come —-— came iater that may
have precipitated the decision back then that you, y§u.know,-
learned later on after jou worked here for longer?

A I don't know if it was as much the case in '97, but
the Commission is very interested in a fraud of the day. And
thié wasn't ever the fraud of the day. This was also a very
difficult case. It was going to use a lot.of resources, and
that was unappealing.

| And very much during the Cox administration, there
was concern that the Commission wasn't going to take anything
unless it'uas just nailed down and perfect and-beautifui and

that you might receive a lot of negative feedback unless you

had a case like that. And people wanted to avoid that sort
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of negative response so --—

Q  So you said it wasn't the fr#ud of the day. You
mean Ponzi schemes or those types of fraud cases?

A Well, a classic recent fraud of the day was
back- -- backdating options. So then suddenly you all run
around. You drop eﬁerything. You do as many backdating
obtions cases as pqssible,

- When we were working oﬁfétanford, the -- one of the
fraud of the day was market timing, late trading. And so
everyoné is to use our résources to do that, aﬁd-ydu just -=
chasing headlines.

Q So is it fair to say that during ydur time in
commission there have been various points ip time_ ﬁhere there
were particular matters that ;t seemed liie'you -- there was
an encouragement in the agency to lqok for; and this
particular tipe-of fraud that you found as a potential in the
'97 exam was never one of those particularly —- éreas of
fraud that weré focnsed on?

A This became fraud of the day after Madoff.

Q But prior to Madoff, this particu}ar type éf fraud
that was ﬁoteﬁtiaily found in the '97 Stanford exam was never
the fraud of the day?:

A It was never the fraud of the day of the
Commission. Our -- to be fair, the Fért Worth office has

been one of the most aggressive offices in terms of Ponzi




o 0w g9 o !

10
;1
12
13
14
15

16 -

17
18
19
20
21
22
23
24

25

Page 57
schemes. And there's -- and so there's some irony there.

And we actually réceived a great deal of pushback
from all of the Ponzi schemes that we were doing. But most
of those are really quite easy to prove, and you can.éet into
court quickly;' And we were just very-aggressive on dqing
those. |

So during Hal and Spence's tenure, we did many
Ponzi schemes; but they were small in comparison. They were
much -- you know, very easily broven. Once they start to
break and you can get some bank records, I.mean, in
comparison, ﬁhe difficulty of those cases is, you.know s it
doesn't compare.

Q Okay.. Was it your understanding that Spence
Barasch made fhe decision not to go forward with the '98
investigation of Stanfqrd Group based on the '97 examination?

A That was my understanding because he called me to

his office to give me that information.

b)(6), (b)(7)c

- -

Do you.know if Hal Degenhardt weighed
in at all in that decision? |
THE WITNESS: I have no idea. I don't recall. He
very well may have. I -- I don't know.
BY MR. Ko'fz:
Q But is it fair to say és of the date that you were
informed that the MUI had been closed and there was not going

to be a full investigation of the findings from the '97
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very involved in both sides.

Q And so what was it you -- what was your
understanding of what the IA branch was looking at éxactly?

A Tﬁat wasn't very clear ﬁo me just because it was
pretty much all broker-dealer stuff, and so I was unaware
that it was very significant in ény IA. And I think that's
kind of what the report showed. |

I mean, I think they found similar problems, but it
was much smaller in scope. had a great
backgfound in terms of being involved in what they used to
call\small issues. And he had an issue where -- p;oblemb}
and so I think his report concentrated on -- |

Q Do you know if the IA exam got to the issue of how
Stanford was able to achieve these returns, which you said
were extraordinary or impossible?

A No. I just know the scuttlebutt was that we all
knew that it was a fraud and -- so we could go down there and
again demonstrate that it's a fraud and that there's a --
probably a fraud because we couldn't get -- we didn't have
all of the records.

Q So was it your undérstanding that the IA examiners
who looked at Stanford after your group did also believed
there may have been a.fraﬁd?

A That was my understanding, yes.

Q Okay. I'm going to show you another document.
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Q. Uh~huh.

A And so whether or not, you know, registered reps or
whether or not a firm can sell an unregistered offshore hedge
fund -- you know, maybe -- maybe you can. I don't know the
answer to that.

Q Okay. But one last question. And just geneﬁaily,
your -- based on your understanding of the several different
bases. that the SEC is asserting jurisdiction in the current
matter against Stanford, were those bases available to the
SEC to assert had fhey -- in a '98 investigation and action,
had they pursued your referral? Did something change between
'98 and 2009 that made theée arguments that they're making in
2009 viable and they wouldn't have been viable'in'1998?

A Well, they had two real positive things hapéen to
them that made it possible to bring it in 2009; One is they
did finally get more information from the insider, which made
it easier to go directly fo the fraﬁd instead of going after
the broker-dealer. . ?hey always.ﬂ—

Q  I'm not talking about like evidentiary, ‘you know;

' developments. I'm just talking about legal theories. Were

the legal theéries available in '98, or was there something

that haﬁpened thét made these theories available only in

.2009, not in 1998, that you're aware of?

A Well, clearly when Madoff broke, that changed

everything. People felt like now, you know, maybe the courts
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1 will take us seriously and that the Commission will not turn

2 us down if we bring to them, you know, an imperfect case
3 where we don't have all of the documents.

4 So there came with that this sort of feeling of
5 maybe we really can do Stanford now whereas before they

6 didn't have that feeling.

7 The due diligepce'theory, I don't know if we

8 discussed it in '97. It would have been the same then as it

9 is now. There's just lots and lots of case law regarding the

L b)(5), (b)(7)a
b)(5). (b)(7)a .

12 Q Okay. One last question, just wrapping up. . Witﬁ
13 respect to the conversation you had with Mrf Barasch in New
14 Orleans, I believe you pinned it to late July or August of.
15 thig year. And then if I undérstand your testimony

: b)(6), (b)(7)c :
16 correctly, you said that you subsequently talked to- ;

17 about. the conversation you had with Mr. Barasch.

- 18 Can you give me a little sense of timing and the
19 circumstances of your conversations with ?'
20 A We probably discussed it several times. "He's very

21 anxious about discussing anything related to Stanford. He
22 doesn't want to know. He wants to be far away from it.
23 I believe we talked on another trip, a business

24 trip we were on in New Orleans. And we were at the same

25 steakhouse, and it was brought up. And I had discussion with
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b)6), (b)(7)c . :
-then. And he really didn't want to talk about it, but
we were there at the same steakhouse where.we had dinner with
Spence. So I -- I'brought it back up to him-becéuse it was
very upsetting to me and --

Q And the topic ﬁas not just the topic'of Stanford
bﬁt the comment that Mr. Barasch had made about closing the
MUI because of representation by Wayne Secore?

A That's right.

Q Okay. This -; this tiﬁe you were at -- that aéme

: b)6), (b)(7)c
restaurant that you brought it up again with-, do

you have an approximate time, date?

A We took testimony in -- I think it's called Houma.
And we stayed overnight in New Orleans at the Harrah's.

Probébly October.

b)(6). (b)(7)c ; '
MR.-: All right. That's all I have.
b)6), (B)(7)c .
MR- I just have one follow-up.

EXAMINATION

b)(6), (b)(7)c
Q When you were diécussing the personnel changes in

Fort Worth in 1998, you mentioned Spence Barasch replacing
Hugh Wright-as the head of Enforcement, and you described him
as very different than you. In what sense wés he véry
different?

A He was just mﬁch more aggressive.

Q Who's he?
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worried about for some time and we were having -- I was
Having a planning meeting with Mr. Hugh Wright regarding what
the schedule would look like for the 2005 fiscal year and he
expressed -- hg thought it was very important that we do
Stanford Financial Group in thé upcoming year.

Q Di§ he say why he thought that was important?

A I don't recall if he said why. We both knew why.

‘I was very anxious about doing it because I didn't think that

anything had chdnged so that we would necessarily be more
effective than the past in terms of being able to get a case
done, so we had a discussion to that'effect and Mr. Wright
wés adamant that it was the right thing to do and we needed
to go do it.

- And not that I disagreed with him, but he was sort

of asking me to go to battle, I guess, in some way and it was

going to take a lot of energy and resources and so we talked
a lot about that and decided that the -- you know, the —-- the

affected investors needed to be served and so this was how we

‘needed to do it.

Q Okay. And so when you say "battle," you mean.a
battle with the enforcement division to get them to begin an.
investigation out of the information that you had already
learned about Stanford in addition to what you find in the

2004 exam?

A I meant it in that way. It was a two-pronged
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battle.
Q Okay.
A Because Mr. Stanford had a very well set-up fraud

and it was going to be very challenging to break that down
aﬁd al#o with enforcement and what could I bring to the table
or how could we bring it to the table so we could get action
on a referral.

MR. KOTZ: All right. Let me show you anéther
document. This is an e-mail dated 9/29/2004 from

b)(6), (b)(7)c . b)(6), (b)(7)c R(b)(6), (b)(7)c . .
_ to _ and I'm going to mark

this_as Exhibit 2.

(SEC Exhibit No. 2 was marked for
identification.)
BY MR. KOTZ:

Q Your name is not on this e-mail, but there's a
reference here from someone named to
saying, I did a search on the Stanford Group becauserwe were
tracking down referr#ls from OC to enforcement to.sae_whether.
ﬁhey had been followed up on. Here's the information that I
found. And then it references the previous -- a ﬁreviéus.
feferral, both a referral in December of 2002 and an earlier
referral in 1998. Do you see that?

A Uh-huh.

Q Okay. So do you remember that at a certain point

in time they were tracking down referrals to see what
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1 | Q Okay. And so what was your role in the 2004 exam?

o A I was not in the field, but it.was very involved

3 from selecting the staff that were going to participate,

4 helping them develop the areas of focus.

5 Q@ - BAnd so which --

6 A Untold amouﬁts of meetings. I helped them put

7 - together the outiine of the report and the outline of the

8 draft memo, very deeply involved in the details.:-

9 Q Okay; And so who did you choose to conduct the
10 examination? |
1T * - A I chose the two people that I thought had the most
12 experiehcé and were likely the most capable e#aminers-oh

A BL B b)(©), (b)(7)c
13 ~ staff and that was._ He had just come over here

" @ b)(6). (b)(7)c . . . : b)(6). (b)(7)c ;
14 from- or it might have been- at the time and he had

_ - b)(6), : '
15 maybe ¥ Mlvears experience there, including being a

oo ;O)6©). (b)(7)c L
16 supervisor. And I selected _, who had also

: : b)6). (b)(7)c
17 recently come over from . And he had been with the SEC

. b)(6), (b)(7)c ' o .
18 and-previous to coming to our office and he had-also

. b)(6). (B)(7)c . L i
19 been a supervisor at , extraordinarily capable staff:

20 | Q IOka.y And then what was Rl 6. O '
S 1) 6). (0)(7)c - ' :
21 role? -

v, A She was . the Branch.Chief and —--

- b)(6). (b)(7)c b)(6). (b)(7)c
23 - Q She was not as involved as and--?
‘24 A She was not as involved. Although she was her

25 supervisor, ==
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b)(6). (b)(7)c . J(6)6). (b)(7)c _
1 _ And I had tremendous confidence in and I

2 wanted it steered towards him.
3 The info that we had received was, you know, really
4 .give it to the ‘trio and that they would handle it and I sort
5 of went around that and steered it to.
6 BY'MR.'KOTZ:
7 Q - Okay. And around this time, was there this
8 regulétory summit in.Auatin?
9 A Yes.
10 Q . Can you 'tell. me what happened in Austin with

11 respect to the Stanford matter?

12 . A - I had asked Victoria to give a summary of our case

13 to present to the other regulatory agencies that were there.

14 - Hal Degenhardt, I believe, was there and I know Spence

15 Barasch was there. I don't recall if Jeff Cohen was there or
16 not. He may have been the?e at that one.

17 . Victoria made her presentatidn. Spence was

18 | dismissive of it,.didn't think there was anything there. I'm

19 pfefty confident that Hal was there and kind of echoed that.

20 It was very disheartening. |

21 - o) Did Barasch specifically say why he didn't think

22 there was anything there? What was his basis for that?

23 A I think he mentioned something about
D)), (BN ‘ | .

25 . Q Okay. And so what were the other regulatory
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A Yes.

Q Okay. This was the first effort in that arena that

you're aware of to talk to Office of International Affairs:

.about Stanford?

A 4 doh't know if enforcement had previously or at
any other point iq time, I don't know. I know that we made a:
decision that we were going to go ahead and start with: like™
the preliminary steps of an investigation and not end it . : -
where an examination typically did. And Victoria®had-a lot-
of experience in this and she ﬁhought it was.one of the
places to go and basically start the investigation.

Q Okay. So you werén't aware of any contacts between
the fort Worth 6£fice an& OIA prior to April 2005 about:
Stanford?

A None that I can recall.

Q Okay. Aﬁd you don't,rec;ll.Office of Internatiopal
Affairs respon&ing'by saying, Oh, you know, we heard about: =
this already. We've already talked to folks about Stanford:.: -}

I mean, did they give you the impression that this was

_something that had come up before?

A No. This -- my understanding this ﬁas'all quite-
novel.
Q Okay.

b)(6). (b)(7)c _
MR.-: And back in 1998 and 2002 was that

ever given as one of the reasons why it would be.difficult. teo.
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Q Not necessarily.

b)(6), (b)(7)c

b)(6). (b)(7)c

He wanted to have all of his cases so they were

narrowed down to something so small and so bulletproof that
you'could'be exempt from any sort of possible criticism that
it would tend to gut your case.

Q And so in effect he only wanted to bring cases that
were slam dunk, easy cases?

A Yes.

MR. KOTZ: Let me shdw you- another document. We're
going to mark this as Exhibit il. This is an e-mail from
Jeffrey Cohen to you 06/24/05, 11:13 a.m. Exhibit 11.

(SEC Exhibit No. 11 was marked for
identification.)

BY MR. KOTZ: | |

Q And this references in this e-mail string, it~

. . . e b)(6), (b)(7)c
references a communication with someone at NASD,

, a conference call to discuss Stanford Group that took
place in June of 2005. Do you remember what that was about?
What the conference call or any communications with NASD was

about at that time?
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A I don't recall specifically. I think Jeff was very
hopeful that we could get the NASD to do the Case instead of
us. |
Q And so if there was a case that, say, wasn't a slam
dunk, easy case that could not be subject to any criticism,
was Jeff Cohen interested in having somebody else do it other
than SEC?
A . Anybody, anywhere but him._
ur . (. And what could the NASD have done that
the SEC could not have done at this point concerning Stanford
in the Summer of '052 |
THE WITNESS: I think fhe real gptimistic hope, and
there is some validity to ﬁhis, is that under the rule about
knbwing your customer or under the rule about is it just and
equitable principles of trade, something like that, that your
standard would be léss than the standard to prove fraud and,
therefore, perhaps they could do a case with less evidehce or
less show of egregiousness than it would take to do a fraud
case.
BY MR. KOTZ:
Q Did the NASD ever bring a case, to your knowledge?

A They brought a couple de minimis cases. I'm sure

one of the next things you'll bring up is our referral to the-

b)), (b)(7)c ' )
MR. : I mean, how did this reaching out to

NASD.
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NASD start? Was that -- we've goné from May, when it's an
SEC matter to June. Do you know whose idea_it was to involve
NASD or who first reached out to NASD?

THE WITNESS: I don't recall who in enforcement
asked. I believe Hugh Wright, because I believe Hugh Wright
asked me or-he.asked me through Victoria, I-don't remember,
that this should be referred over to-NASD. S

' b)(6), (B)(7)c

So I complied énd suggested it to_ over
ét NASD, but I felt that the idea was ludicrous and, quite
frankly, after the referral was made I just preﬁended like it .
had never happened.

BY MR. KOTZ:

Q So we're going to mark now as Exhibit 12 the June

b)(6). (b)(7)c
29th, 2005 letter to_a.nd just to confirm this

is the referral you're referring to.

(SEC Exhibit No. 12 was marked for:
identification.)
b)(6). (b)(7)c
MR.-: Or a draft thereof.
THE WITNESS: Yes.
BY MR. KOTZ:

Q Okay. Let me show you another document. This is
dated 07/12/05, 10:11 a.m. from Victoria Prescott to you, )
b)(6). (b)(7)c b)(6), (b)(7)c . .

_ and_ I'm going to mark this as Exhibit
13.

(SEC Exhibit No. 13 was marked for
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questionnaires?
A We did receive responses and my recall was that the
responses were generally that people were happy.

Q Did any investors express any concern that they

were getting this questionnaire, that perhaps.the'SEC"w&s‘;ﬁiw;»-

looking at this matter? . s  SAF
. A I don't recall that.

Q Okay. So with respect to this e-mail dated -- this

: : b)), (B)7)c
‘e-mail string from 10-24-2005, you were informed by _'.:-'-

b)(®). (D)(7)c '
-that the decision was made to close the Stanford . -
investigation. And is it correct that it was your G oweercii O
understanding that Jeffrey Cohen made that decision?
. . ' ). o))c _ .

A Yes. I immediately _called_ and she told'me
that that's what Jeff wanted to do.

Q And how did you react?

A I reacted in a very negative fashion.

Q Okay. And you didn't want to let that just end ‘the
thing; is that right?

A Yes. I went into gear to protect the ‘case. I
wasn't going to accept that, so I immediately went to-Kit
Addleman, and I think that's actually when I got the - ~... &.» .
b)(6). (b)(7)c : , . L T
_ call, that's -- from Jeff, because I went to Kit " §
telling her how much we needed not to close this and that -~

angered him because she told him about that. T .also believe -

I went to Jim Clarkson.
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those conversations with Kit in a way that Jeff would have
known about or beén a part of before he wrote this memo?

THE WITNESS: Yes, because when he decided to close
it;.I went to Kit and I believe to Jim Clarkson. I know I
went to Jim Clarkson. And Kit told Jeff about me going to

him and that's when he got very angry at me and called me

b)©). (B)(7)c e e
with the call about not to go around him to Kit.

He had been trying to -- my impression was to limit
the information to Kit and control that flow of information.
And so by going around him, Jim and Kit were exposed to, you

know, more info on the case.
Kit and Jim also hadn't been here for very long, so

we hadn't had a lot of discussion, but I knew that she had

- told Jeff because he was angry with me about me having told

Kit.
BY MR. KOTZ:

Q And in some fashion it was conveyed by Kit to Jeff
that you agreed -- that Kit agreed with you and was going to
authorize an invesfigation? |

'A Well, Kit was interested enough to at least have a
meéting where we would present both our sides. -

Q Right.

A And I don't know if Kit had expressed to him that

she agreed with me or that -- my impression was that Jeff

just didn't think that he would be able to carry the day at
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are the chances of that, bﬁt -

MR. : Did anyone ever disagree with those
red flags? We see no evidence that anyone, you know, sort of
took on the predicate, if &ou will, of your referral and’
said, No, I don't think these red flags add up to evidence
that there's a ponzi Scheme or a fraud?

ITHE WITNESS: No.

-R.: Did anyone in this office ever say,
No, I think you're wrong. It ddeén't look to be a ponzi
scheme to me. It doesn't look to be a frgud?

THE WITNESS: Never. No. The response was' this is
indicia of fraud.. You can't take that into court, indicia of
fraud, you must be able to prove it, so we came up with the
alternative, right, we probably can't ever hit it dead-on,
because'we don't know if any court will agree with us, we
don't know if we can get the Commission to agree, we could
try -- so if we don't feel like we can go to coﬁrt, because
you have to, you know, tell the judge that you have the
evidence td'do so, so we presented other‘theories to
enforcement so that they could try to do it directly.

So we couldn't convince them to do it directly,.so
it became our goal then to find ways to do it indirectly so.
we -can get to the same spot.’

b)(6), (b)(7 e . : ]
MR.GREEN: So is it fair to say that everyone in

this office, even on the enforcement side that you dealt
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with, had ever looked at this, concurred with the predicate
that there was high probability here that this. was a ponzi
scheme or sbme type of a fraud?

_THE WIfNESS: Yeah.

R.: And is it fair to say then the only
difference bf opinion was between sort.of'the staff. that felt
like, well, that inevitably leads to the conclusion that we
have to try to do something and the staff that was more
focused on the difficﬁlties of the possibility of getting
embarrassed if an attempt to do sémething failed?

THE WITNESS: Yes.

BY MR. KOTZ:

Q Let me ask you this, because this is something that

has come up in.other investigatiqns that we've conducted.
I'm trying to understand the mindset that has been
represented to ﬁe the case in numerous investigations that we
aid - tﬁat we've done involving énforCEmént attorneys of
this idea of they're only going to take a case if it's a slam
dunk case.

.Now; there have been different theories about why

that mindset occurs and one of them has been that in some

-ways if you're an.enforcement attorney, you're hurt worse by

criticism from the Commission or losing a case than if you

don't -- you know, and that's worse and that's a reason why

you might not want to try a hard case because you -- you will
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be praised and/or be promoted by bringing cases even if
they're not hard cases, bqt you would be more:advérsely-
affected if you tried to bring a hard éase ‘andl you were - -
criticized. Do yod know if that's the case?

A That's certainly one theory. -Workiﬁg in regulation
cases I have found that those that will take ;égulation-caseS-
on a routinelbasis,'that I consider those attorneys to:be -
heros and deserve a lb£ ﬁf_pats on the back, &ecause the .
gauntlet, even before you get to the part of the Commissiony
is nightmarish, to get through market reg, to bet”through:IM,
to get'through_general counsel. And anything with a reg.
related.notion has -- IM and trading ma;kets.éan,be
extraordinary difficult to get anything through.: And it's-.
just like hitting your head against the wall fepeatedly-over
and over and over and you may put yéars into it and some
dimwit, excuse the language, in Washihgton will prevent your -
case from happening. |

- I've had cases here that I had somebbdy in
Washington kill. I just simply waited until theylmoved*to-v
another-pOSition. I went out, did a simila; exam, canie up:’
with a same fraud, and guess what, that persoqlwasn't=tHEre
to kill it and, you know what, now it's a caSe;

Q So is it your impression that in gen;ral the easier
cases --. the harder cases, more challenging cages-are;going-

to be difficult to get through the bureaucratic3pr0c683 in
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Washington?
A A nightmaie. Difficult is an understateﬁent. It is
a horrific miserable process and you have to really know your.
p's and q's, which many don't related to reguﬁated entities;-r
It's not fheir-area. .- o :
MR.: Does that difficulty include the
enforcement staff in Washington that you have:to get your
matters throﬁgh? You mentioned IM and market reg.
THE WITNESS: They're very dhallenging;:becauée 1

know that that's much more challenging when you do a reg

‘case, because that's my frame of reference —--

b)(6), (b)(7 )

THE WITNESS: -- obviously the cases I've dealt

with.

And dealing with market reg and IM is very

.challengihg. And I've seen ones where they do comments six:

months later that come back and they want to do comments -
again because there was a case that came out somewhere and - °

now suddenly they have whole new thoughts on it. And now:you.j

-think you're all ready to bring the case and ﬁhey:jﬁst=:ﬂ

. suddenly announce to. you they have morg-ccmménts.thét-':-

completely change the flavor again of the case. ..
It's a horrific negative process. It'szvery, very

challenging for enforcement to go through and they need to be

able to continuously to go back to regulation,. to answer-the
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questions and to deal with it.

And sometimes we just can't even understand where

the people in these other offices are coming from. And they.:

.get narrowed down to just a couple of liaisons that sometimes §

"are just completely off-base and you let this:émazing'powerf

in the hands of a. few people that you have to try to deal
with to try to get youf case done.

So not.only do they have to worry about criticism
if it finally gets to the Commission, if they don't like it.
First they have to deal with a- year or two oflnightmarish
difficulties, so it reélly was no small thing for us to ask: -
them to try to bring this on a more novel case.

Did I think it was worth it? Did I think that the
senior people then should have supported and hé}pgd that

process and protected their staff in some way ‘from the misery-j§

‘to make it happen, I did. But I don't want to give the

impression I thought this was easy to do and they. could-just
go do it and they were stubborn. .Nobody wanted to face the..
péople in Washington. They didn't and for good reason.

BY Mﬁ. KOTZ?

Q ° So it's-your view that the bureaucratic:
infrastructure in Washington creates incentives for
enforcement folks in regional-offices like Fort Worth' to. -+
bfigg the easier cases?

A To bring the easier cases or the cases du jour, the
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Stanford?
A That's correct.
Q Okay. Now, prior to working on that matter, were

you aware that the SEC conducted an examination of the
Stanford Group Company in 19972
A As I sit here today, I -- I just don't havé a
recollection of that one way or the other.
Qo Okay. Let me show you a document. I'm going to
shoﬁ you -- we're gaing to m%rk it as Exhibit 2.
(Exhibit No. 2 was marked for
identification.) |
And this is a four page document. It says on the
top Stanford: Group Company,.SOSG Westheimer, Suite 605. It
is aﬁ examination report, so I want to show you this and ask
you -- maybe this refreshes your recollection.
A Okay.
MR. KOTZ: Here you go.
MR. WOLK: Thanks.
BY MR. KOTZ:

Q So if you could, juét take a minute or two to maybe
1dok'through‘it. And then I'll ask you a couple of questions
about it.

A Okay.
Q Okay. Do you think you've ever -~

A (Handing.)
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Q You can keep it. Do you think you've ever seen |
this document before, Exhibit 2?2

A I don't have a recollection of seeing this document
before. I don't -- I don't know one way or the other. I
just don't have a recollection.

Q Sure. What about some of the issues that were
referenged in this document? The findings of the
examination, possible misrepresentations, &o those -- are
those familiar at all?

A In that time frame, no, I don't recall them. I --

what I recall about this -- well, tc answer your.question,
no. |
Q Okay.
MR. WOLK: When you say "time frame," what do you
mean? Because I don't think -- I don't -- unless I'm
misunderstanding --

THE WITNESS: Well, he --

MR. WOLK: -- it doesn't.have a date on it.-

THE WITNESS: Mr. Kotz represented that it was --
this.was from 2000 -- I mean -- I'm sorry -- 1997. And it
refereﬁéed it in -- |

MR. KOTZ: Page 2, it says the FWDO conducted a -
surveillance examination of Stanford Group in August 1997.

The report doesn't have a date, but that reference is to when

the field work was.
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THE WITNESS: Okay. So when I said time frame, '
that's what I mean, the 1997 time frame.

Bf MR. KOTZ:

Q Okay. You were about to say "what I do recall
about it" --

A What I recall abdut it was that allegations -- I
recall there being allegétioné of money laundering, drug
trafficking, and just other -- the allegations of  that
nature, that they -- the firm may be involved with some South
American drug traffickers, those types of things. |

Q Okag. The enforcement matter that you said you
were assigqed to, do you remember what precipitated it? Do
you remember if it was precipitated by an examination?

A Idon't. I don't recall.

Q Okéf. Let me show you énother document. This is a:
printout of a STARS system. It says on it Office of
Compliance, Inspections, and Examinations. And it's a five
page document. I'm going to mark it as Exhibit 3.

(Exhibit No. 3 wa; marked for
" identification.)

And this document jﬁst references information about
this examination that took place in August of 199?. If ybu
take a look at the last page of the document, Page 5, fou see
where it says "violatidns description" --=

A - Yes.
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1 Q -- "possible misrepresentation, possible Ponzi
2 scheme"?
3 A Yes, I see that.
4 Q -Okay. And we've had testimony that in August 1997,
5  the SEC examination broker-dealer piogram conduéted an
6 examination and referred to tﬁe enforcement division
7 invéstigation of possible misrepresentations and possible
8 Ponzi scheme which they found out about by doing an
‘9  examination. '
10 Do you know if.that was what maybe hrecipitated
11 your -- or do you think it was something else?
12 A I just -1 just don't recall one way or the other.

13._ And oftentimes, investigations, I guess, have multiple
14 ~sources. So I just -- I just don't recall.
15 '.Q - Okay. Do you understand that the matter that you
. 16 were working on. in 1998 that related to Stanford ~- did you
17 understand that at least part of your investigation was to
18 look at Stanford for fraud?
- 19 | A What I have a recollection of is' that -= as I
20 indicated earlier, is that it involved allegations that I
21 describéd earlier,lthe.money laundering, drﬁg trafficking.
22 That's what I recall. So if there were more -- if there was
23 something more, I just don't recall that at this time.
24 é Do you recall anything about someone alleging

- 25 during that time period, 1998, that Stanford was engaged in a
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Ponzi scheme and that this information came from the
examination?

A I donot. I spent a lot of time thinking about
this matter. And I -- what I recall -- that is what I
recall, just about ﬁhe money laundering, the drug
trafficking. -

Q .Oﬁr records éhow that a matter under inquiry was
opened in May of 1998. Thé examination concluded in August
of 1997. Do you have any idea whf there was a --

MR. WOLK: No, you said -- I'm not.sure I

.understand. I don't mean to be problematic. I thought you

said that the MUI was opened in ninety -- May of '97 -
MR. KOTZ: 1998.

MR. WOLK: -- and that the -- it had concluded in

'97.
MR. KOTZ: No.
MR.. WOLK:. Or -- or the examination concluded in
'97.
MR; KOTZ: Right.
MR. WOLK: Okay. Sorry.
BY MR. KOTZ:
Q So I guess the question is, do you have any idea
why there was that -- there was a long lag period between
when -- theie has been testimony that the matter was referred ?

to enforcement and when a matter under inquiry was opened.
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A No, I have no knowledge of that. I mean it was the
routine practice to oﬁen —~.once it was assigned to a staff
lawyer, to open a MUI, a matter under inquiry.

COURT REPORTER: I'm sorry. "A matter" --
THE WITNESS: Matter under inquiry.

MR. KOTZ: It's all caps, MUI.

BY MR. KOTZ:

Q@  All right. Let me show you another document. This

‘Stanford Group Company. And we will mark this as Exhibit 4.

A Okay. Okay.

| (Exhibit No. 4 was marked for

identification.)

Q Okay. Do you remember this document?

A I don't remember this doéument, but I believe that
to be my signature on Page 4 of the document.

Q Do you believe that this document related to the
Stanford inquiry matter?

A fés. |

Q Okay. &nd so.what is this document?

A An information or document request.

Q Okay. Do you have any recollection of what

specifically you were looking into as part of this inquiry

~ involving Stanford?

A To the best of my recollection, there were
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allegations, as I've indicated, of the mohey laundering, drug
trafficking. And we were jﬁst trying to get a better sense
and better understanding of this firm because as I look at
this document, it's -- it was one of our typical documents
ﬁhaf we would send out. I mean it's not really focused in
one particular area. They were asking for just about every
document at the firm. | | | |

And so it was really an effort to gain a better

- understanding of the firm, its business operations, and who

is involved is the way I interpret the -- the document.
Q I'm just a little bit curious. Money laundering
and drug trafficking, would that be something normally the

SEC would be investigating?'

A In my caréer at the SEC, there were not -- I had
not worked in another mattef involving money lauﬁdering or
drug.trafficking; but I think the —- to the bes; of my
recollection, if an SEC ;egistered broker-dealer was engaged
in money laundering, then that would be something that the
SEC would want to know énd-want to -- to look at. So that
was my understanding.

Q What about drug trafficking? Would the SEC
investigate drug trafficking?

A Well, no. I meaﬁ I don't know how I'd go about
investigating drug trafficking. I mean I think we would look

to seek to understand the -- the firm's business operations,
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look at their books and records and, you know, see if -- if
we could see any unusual activity there; but I don't think
that the SEC would investigate drug trafficking. I don't
know how it would go about --

Q Just fo be clear -- and because obviously, it was
some time ago.

A Right.

Q So we have testimony that this examinétion was
done, they were eoncerned that Stanford was operating a Ponzi
scheme or engaged in some other fraud -- |

A Right.

Q -- that Julie Preuitt referred it to enforcement
and had conversations with you about: the .ca.se, that she made
efforts to convince enforcement to investigate it, but that
it didn't -- I mean from what we heard, it didn't have
anything to do with money laundering or drug trafficking.

Is it that all you remémber is the money laundering
and drug trafficking part, or do you.think that perhaps that.
was the entirety of what you were looking at?

.A That's all I remember. And I don't remember having
conversations directly with Julie Preuitt. So I guess to

understand -- to understand your question, are you saying she

. : b)(6). (b)(7)c
had conversations directly with me, _—- '

Q Right.

A -- regarding trying to convince me to open a case
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on it?

Q Right.

A Okay. Well, that would be inconsistent with the
way the -- the process worged at -; during that time.

Q How is that?

A Because I was a staff attorney. The -- by this
time, I don't remember what Julie's role was and.if she was a
branch chief. I don'f know if she was branch chief at that
time.

Q Right. I think she was.

A But the bran -- thé enforcement -- I'm sorry --
regulation management did not make personal appeals to
individﬁal staff attorneys to open cases. There was a
management structure and hierarchy there that would have

dealt with this matter in terms of assessing whether or not

it was something to open or to close. So that -- that is not

‘at all how the process worked.

Q Okay. Just for you to understﬁnd what was ;aid,
Julie testified that in orde? to get enforcement to take a
matter, it was helpful to get an enforcement attorney who was
interested in the case; and you are more iikely to get
enforcement to open something if you had an.attornéy who was
interested; so you go to the attorney, try to get the

attorney interested; and then you would go to enforcement and }

say "I have SOmebody-that wants to work on" --
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A Okay. That's not - that's not my recollection.

Q 'Okay. But forgetting about the conversation with
Julie part, do you think that it may have -- the matter that '
was opened involving-Stanford may have been a result of this
examination and dealt with.issues of fraud, but yoﬁ dop't
remember that part of it?

A My testimony is I don't recali. I —- I remember
the -- the drug trafficking and the money laundering issue,
and that could be just what I remember so --

Q Okay.

A I -- it's just my recollection, so it could include
other things. I just don't recall. |

| MR. WOLK: Have you told him when the money
laundering and drug trafficking came to your attention, those.;
issues?

_THE WITNESS: Well, that there -- that there were a
series of regulatory tips, as I understood it, that had come
in that made those allegations.

And I recall attending a meeting in Houston, Texas,
with several other law enforcement agencies and organizatioﬁsg
where we all sat around the table and discussed the various
information and facts that the various organizations had.

And what I reﬁember from that, the kéy issue was

the money laundering and drug trafficking. And if I recall,

some of the participants at the meeting were the -- the U.S.
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Attorney's Office, the Postal Inspector,.the Secret Service,
and maybe even a representative from the DEA and possibly the
IRS but --

BY MR. KOTZ:

o Do.you know where these regulatory tips came from?

A I do not.

Q Okay. So yoﬁ think they weren't from an individuai
or someone outside thé government? They were something
inside the government?

A ﬁo, I think they were coming from the outside; but
I don't think any -- I don't -- I don't kﬁow --. I shouldn't

say "I don't think." I don't know if we ever knew the

source.
Q | So there was an anonymous tip?
A There were tips. There were numerous- tips.
Q = Numerous anonymous tips. During that time frame in
19982
A To the best of my recollection, yes.

Q And théy came into the SEC?

A I don't recall how I gaingd knowledge of the tibs.
I don't know if it was when the case was assigned to me,
if -- if I was told at that time or if the -- you know,
through my attendance at that meeting; but I learned somehow

that there were these tips.

Q And the tips were related to money laundering and
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drug trafficking? o
A That's what I ;ecall.
Q Okay. Okay. Let me show you another document.
And this is dated June 19, 1998. This is a lettér f;om Jack
Ballard of Ogden, Gibson, White & Broocks to you. And it's a
four page document we're going to mark as E;hibit 5.
(Exhibit No. 5 was marked for
~ identification.)
Just for the reéord, thié Exhibit No. 5 is a June

10, 1998, document from Jack Ballard to you.

A Okay.

Q . So do you have any recollection of-this-document?
A I do not.

Q Does it look like it was a response to the previous

document, May 27, 1998, with regard to the request for
documents?

A Well, yes, based on the first sentence in the

letter.

Q Okay . Dé you recall whether étanfor§ was
responsive with respect-to the docﬁments that you had asked
for in the May 27, 1998, letter?.

A I have no recollegtion of receiving this letter. I
have no récollection of the -- the documents thét were

actually received. Just reading through this, it appears

that the firm provided some documents; but then in others --
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Q Do you have'ény idea why it would be %nformal, not
under oath?

A I don't. The only thing I can think of is that we
did not héve a —— we did not have subpoena authority because
this was still a MUI. We didn't have a'iormal order.

Q So is it fair to say that in the MUI stage, there
is a request for documents and alrequest to have somebody
come in; while in the formal order stage, there would be more
of a demand? -

A Subpoena. Right. A subéoéna.

.Q In this same letter from Jack Ballard, he asks that
you consider limiting your reviéw of the files to 300, 400
new customers. Do you remember anything about Stanford's
counsel asking that you limit inquiry?

A - No, I have no specificl;ecollection of the
investigative steps.

Q Do you remember Hal Degenhardt?

A Yes. |

Q Harold Degenhardt. Was he involved at all —- do
you know - in this matter? If you notice, hé talks about =--
it says “ple#se let me know at your earliest convenience when .
a personal meeting with you and Mr. Dgéenhardt can be
scheduied.“

A As I indicated earlier, it was -- Hal was very

active in the cases. And as a staff attorney, everything
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that I would have been doing would have been going through my |
branch chief, through the head of enforcement, and through
Hal just because he was a very, very involved director.

So to answer your question, it doesn't surprise me
that he would be copied and people would request a meeting
that he Qould_be involved in.

Q So it was common on the enforcement cases that you
worked on that tﬁe meetings you had with the folks you were
interviewing, Mr. Degenhardt sat in on?

A- I definitely recall him participating in
meetings -- not testimony. And I'm not talking speéifically
about Stanford. I'm just talking generally.

So_whether or not he actually.sat in on this, the
informal interviews, if they were held, I don't know; but he
was -- he was very involved. So it would not -- it doesn't
surprise me that someone would request him to appear at a
meeting. Now, whether or not he a;tually did, I have no
idea.

Q Okay. Do you recall in July of 1998 -~ éo.this
would have been shortly after the ﬁUI was opened,. before it
was closed -- there was a second examination of Stanford,
this time not by the broker-dealer group of .,
but the investment adviser group?

A No.

Q And you don't remember the folks on the investment
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. . b)(6), (b)(7)c b)(6), (b)(7)c b)(6). (b)(7)c _
adviser side, " , )

- A . b)(6), (b)(7
referring further information to you or to O Oe about

. BDION(G
Stanford that was very similar in nature to what

found_ in his examination for use in your enforcement
inquiry?

A I don't recall.

Q Do you rémember anything about the fact that two
cdqpliance officers for Stanford had left the firm within a
very short time period and examiners felt that that was a red
flag? |

A _ No, no, I have no recolleﬁtion one way or the

other.

Q Other than that one meeting that you described, do

you remember any other communications with other federal

~ regulatory agencies about these allegations of money

laundering and drug trafficking against Staﬁfbrd?

A I --Idon't havg a specific recollection, but I —-
I -- there could have been others. There could have been
other communications as follow-up to that or as preludes to
that meeting.‘

Q All right. But if there was an allegation of drug
trafficking, for examl-:le,r that was beiné looked at, wouldn't.
you think there was ahother entity other than the SEC that

was involved?

A Well, as I indicated, at that meeting, I believe
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that the DEA was there. I believe that.the Secreﬁ Serxvice
was there. I believe the Postal Inspector‘was there. The
U.S. Attorney's Office was there. So I knew that there were
others involved. |

Q Do you know what, if anything, they did in terms of

these allegations?

A .No, I do not.

Q Do you know if you were ever informed what they
did? |

A I don't know that I ﬁas ever informed, but my
general recollection is that I don't gnow of any cases that
were brought.

Q Do you know who made the decision to close the 1998

Stanford MUI?

A I don't have specific recollection regarding thé
Stanford MUI and matter;. but it would have been -- the
typical process would be that the head of the enforcement,
the branch chief, the staff lawyer, and in many instances Hal
would all be dinvolved in that decision. |

Q Okay. So the ultimate decision to closg a MUI
wﬁuld not have been made by you or, say, a staff attorney?

A No..

Q Okay. It would have gone through several levels?

A Absolutely.

Q Okay. Let me show you another document. . This may
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shed some light on things. This is an e-mail from someone
nr:umaciggg%C to Wright dated 5/18/98. 1It's a one page document,
and we're going tb mark it as Exhibit 7.

(Exhibit No. 7 was marked for
_ identification.)
Do you know who was?

A He ﬁas an ex.-- an examiner.

Q And Hugh Wright?

A Hugh was the former head of enforcement. And if
he -- if Spence.was there,‘thén he was over working in tﬁe
regulation as the administrator.

0 Okay. In this e-mail, it says "I received a note

b)(6), (b)(7)c .
from _" -- I don't know if I pronounced that
) _ b)(6), (b)(7)c b)(6), (b)(7)c
right -- "to contact re a BD exam._,

enforcement, Washington D.C., explained he receivedla
referral from U.S.'custom$ department regarding possible
money'launde:ing and wanted information regarding our BD
examination of Stanford Group. I orally provided him info
frqm report and deficieﬁcy letter."

Do you think that might have been part of what you
were discussing earlier, that there was a referral from ﬁhe
U.S. Customs Department, as well?

A It could have been. I -- I -- I don't know. I
just -- my memory is that there were several agencies.

Customs could have been at that meeting. Those are just some
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of the names of agencies that I remembered, and I remembered
money laundering as an allegation.

Q OCkay. Do you remember at any point in time the
Texas State Security Board having any involvement in the
Stanford ﬁatter?

A I don't beiieve they were at that meeting that I
attended; but I don't -- we routinely would do things - you
knoﬁ; parallel type investigatioﬁs. So while I don't have a
specific recollection, it would not surprise me if they were.

Q And did you do any other work related to Stanford
while at the SEC before you left the SEC other than the MUI

that we discussed?

A To the best of my recollection, that was the only
matter that I worked in involving Stanford.

Q '. Okay. And then when you went to thegﬁk , you
began working on another Stanfd:d matter?

A In 1995 -- I'm sorry -- 2005, I worked on a matter
involving Stanford.

o] Okay. I'm not going to get into a lot of details
about that.

A Okay.

0 But that matter you wqued on regarding Stanford in
2005, did- that relate.to possible fraud or a Ponzi scheme?

A Yes.

Q Okay. So at that time, when you got the
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conversations with him.

b)(6), (b)(7)c ,
Q What about with _ Do you remember any
g . b)(6), (b)(7)c
conversations you had with about the Stanford MUI

in '98?
A No, but I definitely would have -- I mean the --
the branch chiefs worked very closely with the -- with the

staff lawyers. And so she would have been involved in, you

know, every step of what I was dbing. And we would have been

talking to Spencer and most likely Hal, too.

Q  But you would have had more conversations with
b)(6), (b)(7)c ' -
. You think, about the Stanford matter than with
Spencér?
A You know, I don't —— I don't know because it's --

if -- if they -- they being Spence and Hal, who were kind of
the sehior management in the enforcement area during this
time period, the 1998 time period -~ and if there was
something that they were interested in, they could be -- you
know, they could be very pfoacﬁive.

I mean I know that sometimes the braﬁch-chiefs used
to get frustrated but -- feeling like Spence and Hal would go
over their heads to, you know, get 1nvolved and stuff. So --
so I don't -- you know, I don't know how many conversations I

it b)(6), (b
had with Spence versus iy

Q Were there times where a lawyer for the subject of

an investigation or the target of investigation would contact
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someone above either the staff attorney or branch chief level
like Spence or Hal and get them involved in the case?

A That was very common. |

Q And did.some staff attorneys or branch chiefs

sometimes feel like they were being undercut when that would

happen?
A You know, I think that the answer to that -- and I
can only speak for myself -- it was -- it was frustrating'

sometimes; but it happened.

Q What waé frustrating about it?

A Just that -- the feeling that -- and this is not in
respect to a specific case, but i£ happéned to me several
times while I worked there -- but just that, you know, I'm
working on this case; and this person is really trying to
undermine me; but, you know, it was a frequent occurrence,
just the way it was, and --

Q : So when you say this person would try to undermine
YOu,-you mean counsel for the person you were against in the
case?

A | Correct.

Q And the counsel would be at least somewhat
successful in that if they broudht in.people who were above
you?

A You know, it wasn't the matter -- I mean because

I -- because it was a frequent occurrence, I don't -- and I
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don't think the managers even minded getting those. calls. I
mean I think it was just a frequent occurrence.

And, you know, it wasn't -- like in my cases, I
mean everyone was always kept well informed as to what wés
going on. So I don't think it was a surprise to -- to
anyone; but, you know, it was just -- it was just
frustrating.. You're dealing with somebody.

You;re -- things seem to be going fine. And then,
you know, Spence walks in your office or Hal walks in "I just
got é call from this person." And it wasn't -- you know, my
:egollections of when it happened to me, it.wasn't situations
where they were necessarily complaining about something
you've done. It was just they wanted to talk to someone more
important than you were.

Q And thén you had ﬁo explain what was.going on in
the case, your position, to Hal or Spence in order to get =--
A Well, it depends on the circumstances. I mean

there were times where lawyers just felf like JI don't want

to deal with the staff attorney. You guys don't have any

power. You don't have any authority. You know, I want to

deal with someone who can make decisions."

So in those instances,‘as I said, it wasn't always
like the staff attorney is doing something they don't like.
It was "just you don't have enough power; You don't have

enough clout."
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And then there would be times where if they felt
like, you know, you were making unreasonable demands or
requests or time frames or things of that nature. So in
those instances, yes, I would have to explain this is why I'm
not giving an extension or this is why -- you know, whatever
the issue was.

Q ° And in those cases, the motivation of the outside
lawyer would be to try to get a better deal by getfing
somebody else involved than the deal they were getting from

thé staff attorney?
A They -- I mean in those instances and specifically

those instances where they are complaining about something

that the staff lawyer is doing, they are -- they were trying
to right whatever the thing -- the thing they perceived to be
wrong.

Q Right. But in doing so, they would be getting
something out of it? You would -- they would try to convince

your higher-ups to have something that wasn't as strict as

‘what you were fequesting in that case?

A Well, you know, one thing that comes to mind that
was a frequent issue was the timing of production of things
or the scope of production. And so I do recall instances
where; you know, lawyers went to Spence or Hal trying to

either get additional time or that type of thing.

Q And so were they successful in getting additional
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time or a smaller scope when they would go to Hal or Spence?

A You know, I just don't —- I don't recall. I mean
I - 1I fhink it depended on the -- the issue, whether or ﬁot
there had been extensions previously. It was just, I think,
case-by-case.

Q So when you were working on a matter as a staff

attorney, you knew that the person you're dealingiwith on .the

 outside could go above you at any time?

A Right. And it happened often.

Q Okay.

b)), (B)(7)c
MR. : A couple of questions.
b)6), (b)(7)c
MR. KOTZ: Okay. is going to .ask a

couple of questions.

EXAMINATION
b)©), (b)(7)c
BY MR.IIIIIII:

o) .Juét in kind of.thé vein Mr. Kotz left off. One of
the exhibits he showed you earlier was an exhibit f#om.Mr.
Balléid( It was a letter from Mr. Ballard to you. And among
other things, it réquested a meeting with Mr. Deéenhardt. Do
you recall if such a meeting occurred.

A No, I do-not_recall.

Q Yog don't recall that you participated in a meeting.
in an office with Mr. Ballard or Mr. Secore?

A No-. And.to_be honest with you, I don't even recall

who Mr. Ballard was. I recall Mr. Secore because he's
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sbmeone that I have continued to deal with; but Mr. Ballard,
I don't even recall who he is.

Q Do you recall ever heaiiﬂg that Mr. Secore had
talked to Mr. Degeﬁhardt or Mr. Barﬁsch about the matter, the
Stanford MUI?

A No, I don't recall other than{ yoﬁ know, just what
I read in the letter.

Q Did you -- and I'm apologize if you've already.gone
over this. But I'm trying to get sort of a sense in my own
mind of how much ﬁork was done during the course of the MUI
before it was closed. You know, a very long document réquest
was sent out. But in addition to that, was there anyone that

the staff interviewed or --

A You know, based on the -- the letters there, it
appears that we made requests for informal interviews. And I
have no recollection as to whether or not ﬁhey actually
happened, but it appears. that they were-requested if they
send that letter.

Q -Okay. Would there have been any records that would
have been maint%ined if there were such interviews conducted
in their -- in the SEC's NRSI System, for éxample?

A I'm sorry. The what system?

Q  The NRSI system. I'm just trying'to ascertain

whether there's any way that we could determine today whether

anything has been done, an entry has been made in the NRSI
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A Yeah. I'm thinking '78, uh-huh. Probably '78. And ?
then in January of 1981 I became the Assistant Regional
Administrator for Regulation. |

Q Okay.

A And. I held that position from '81 to '83. I left
from '83 to '86 and I was regional counsel for the NASD.

Q Oh.

A And then I came back in '86 -- I was gone three

years almost exactly and then I retired --'and I held that --

I came back as assistant for regulations the same job I had
before énd I retired in that position'in -- well, at the end
of 1997. I think my official departure date was like Jénuary §
the 2nd, '98, Something_ like that. |

-Q What were your duties in the time period 1986 to .
1998 as Assistant Regional Administrator for Regulation?

A Okay.- Well, I was a general supervisor for all the
regulatory activities in the office. That included examiners
in the broker-dealer section, Investment Advisor section;
Investment Company section. I also oversaw the consumer
affairs person. And T think-when.l came back.we still did

have a full disclosure branch. We did at that time. Later

‘that was eliminated, but that was also under my supervision.

Q So how many. people total were under your
supervision?

A I think at the time I retired, I'm just going to
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' b)©), (b)(7)c

Q Maybe with _?

A That could be. I would have talked -- I know I
talked to Julie, and if there was another examiner involved,
I would have spoken to him, also.

Q Do you remembef what you talked to Julie aboﬁf with
iespect t§ the exam?

A Well, I looked at the docﬁments and'shg refers in
here to this brochure.

Q Right.

A And I do.remember that brochure.- And,-yeaﬂ, I
talked to them about -- well, the things that were obvious
and éhat.she is speaking here that she'é concerned about is
they —- one of the thinés is -- well, she doesn't really say
this in here, but the interest that those CDs were paying-and ?
those -- they ealled it the Flex account. I ha@ forgotten --
I don't remember about that particularly, but I do remember
they were offering these CDs offered by this offshore bank
that was affiliated'with Mr. Stanford. |

Q@  Right. |

A He was involved in it. Maybe he owned it. .I don't
-- I don't remember specifically about that.

Q Sure.

A But I do remember that the -- the thing that
aroused my suspicion and that I think I remember, this is

what I recall, is that the interest that they were
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purportedly paying on these CDs was significantly higher'ﬁhan g
what you could get on a CD in the United States. And as far i
as I know -- I mean, I wasn't an expert on foreign
investments, but I was generally aware of the financial
situation around the world at that time. And whatever it was
he was offering was far above what aﬁybody else offered, so
that was, you know, kind of a red flag.

Q Okay. And élso the fact that in the brochure in
the products -they used'they talked about how they were
investing in, you know, investment-grade 5onds, -

A Exactly.

Q -—- safe, cénservative approach.

A " Exactly.

Q Sd did you come to the conclusion at that time that ;
it didn't éeem possible that these kinds of returns could be
achieved using that conservative approach?

A I felt it was highly unlikely.

Q' Okaf. Apd-so let me show you another-document.

This is a STARS printout, Supef.Tracking and Reporting.
System. If you remember the STARS system back. in the day.
| (SEC Exhibit No. 3 was marked for
identification.)
THE WITNESS: I don't remember it.

‘BY MR. KOTZ:

Q I'm going to mark this as Exhibit 3, and it's a
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several-page document -- five-page document that's a
printout. It says on the top Office of Compliance Inspection E
and Examination Super Tracking and Reporting System.

A Okay.

Q You see on this document it has the examination
information, exam start date, entity name, field work start
date, the lead examiner ,.

A It says field work start date not "known.

O  Right. Field work end date 8-29-1997.

A '97. Okay. -

Q - Last exam inspection date 9-25-1997.

A Uh-huh.

Q | And then if you turn to page five, the last page of
this document, it says violations description, possible
misrepresentgtions, possible pqnii scheme.

A Uh-huh. Yes. I see that.

Q So do you recail that that was -- thaf theie were
those concerns arising from this examination-of possible
misrepresentations and possible ponzi scheme?

A Absolutely. I do remember that very well.

Q . And so do you recall that because of tﬁose concerns
that came up in the examination, there was a referral made to
enforcement?

A Yes.

Q Okay. Do you know how that referral was made? I
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A hAnd whatever -- he did do that_and whatever he
found was not significant, so I don't remember specific, but
I'm sure -- but I.do remember talking to. I know he
went down there; so I feel quite confident that I did talk to ?
Hugh Wright about it becaﬁse that was what we always did.

Q And you also remembef that you thought that this
was a matter relating to Stanford that should be investigated ;
by the enforcement -- |

A I thought theré were a lot of red flags.

Q Okay. And do you know what enforcement did?

A No.
Q Okay.
A But I retired, you know, shortly -- this says that

they did that examination in July and I retired at the énd of
the year. To the best of my recollection, nothing had been
done as of the time I retired.

Q Okay. And do you recall any frustrafion on the
part of you or Julie'fhat enforcement wasn't moving quicker
to take action with regérd té the Stanford matter?

A Wéll, it's been a long time, but this is what I
remember. |

Q Okay.

A Thié is what I think I remember.

Q Okay.

A There was a -- I thought -- it's my recollection
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there was a major jurisdictional issue, because while Mr.
Stanford was =-- may have been in Houston, Texas dreaming up .

this idea, it's my recollection that, to the best of our

-knowledge, the securities that we were concerned about were

issued by a foreign entity. They were being sold outside of
the United States. .And the person -- the investors that were
buying them were foreign citizéns not residing in the United
States, so I remember that -- you know, we had a problem --
or that's what I think I remember.

IQ Okay.

'A That there was a difficulty about it because there
was a jurisdictional issue, whether we had jurisdiction over
it.

Q Okay.

A And I think, if I remember from way back, there was
some kind of c%se that said the SEC didn't haﬁe jurisdiction
over those things. And in any event, I don't think that the
Commission itself was interested in entertaining.cases not
involving United States citizéns.

Q Okay.

A Especially when the scheme was being executed
beyond our shores.

Q And is it your recollection that that was kind of
the perspective of the enforcement division?

A I think so and I'm not -- and I -kind of understood
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A Well, all that -- I've been gone 12 years. And :
during that period of time I probably have seen or talked to
Julie Preuitt perhaps six times. And every time I talk to
her I'd say, Whatever happeneéed to Stanford? Because my
parting words to her upon retirement was keep your eye on
these people because this looks_like a ponzi scheme to me and
some day it's going to blow up.

Q Really? You said that to Julie --

A Tes.

Q == Preuitt -=

A Yes.

Q -- right before you :r;‘etired?l

A Yes. And every time I talked to her -- you can ask

her, I'd always say, Whatever became of Stanford?

Q Huh. And so how did you fegl when you learned in
2009 that --

A When I picked up ---

Q -- it was an eight biilion dollar ?onzi scheme?

A ~-— the Wall Street Journal and there it was I
cailed her up on the phone and I said, You finélly got him.
Finally blew up.

Q Wow. Although wouldn't you say that if it had been
investigated and/or stopped_in 1997, it would have saved a
lot of money then when iﬁ was finally céught in 2009?

A Well, obviously.
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Q Okay. Do you remember ﬁnything at that time about
other concerns about Stanford relating to money laundering or
drug trafficking?

A That sounds kind of familiar. I think we might.
have spéculated about that, because of just, you know, the

business as a whole, the way he was conducting his business

and where was he getting all of this money and he was -- I do
remember this -- or this is my recollection, thatlhe was
primarily selling these -- I don't -- I see in this -- let me

start over.

Before I read this exam report again today, it was
my recollection that his customers or we believed his
customers to be exclusiﬁely outside of the United States and
non—Américan citizens. When I'm reading the exam report it
sounds like they were soliciting people within the United
States, because we're talking about the books and records and
-- well, it actually said in the exam report how many
accounts they had and —-.maybe 2,500 and 1,200 of which were
foreiéq accounts. I believe those were the numbers. And I
didn'ﬁ -- yeah. Firm has approximately 2,000 customer
accounts of which apparently 1,200 were foreign.

I thought ~- what I thoﬁgbt before I came in today
my recollection wés that wvirtually all of their customers

were outside the United States. ‘And what the business that

the broker—~dealer was doing, which seems to be confirmed by
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the report, was just a regular broker-dealer business. They
were just, you know, dealing in OTC exchange -- I don't know
what kind of securities but nothing exotic.

Q Right.

A And I don't know where I was going on this, but

just to emphasize that we thought most of all of this

-activity was going on outside the United States and they were

focusing on customers .in Mex -- I don't remember Mexico
specifically but south of the United States, the western
hemisphere south of the United States, aﬁd that they didn't
feally -~ and that bothered me.

Back to the-meneyllaunderihg thing. Now I know
where ‘I was going on that. Whg I was concerned about that,
because at that time —-- well, and even today, as Qe know,

there's a lot of drug and narcotics trafficking through South _

BAmerica --
Q Right.

A -- and Central America and so forth and we know
that a lot of that money is laundered. And so I was just
looking at his business as a ﬁhole merely speculating,

absolutely no evidence, --

Q Right.

A -- just thinking, -~

Q Right.

A -- that this was a good opportunity, a good way to
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launder money.

Q Right.

A I didn't know if he was doing it or not.

Q Okay. I see.

A But I was just -- I had thoughts in_ﬁy mind about
that.
| Q Okay. And did you heér of anyone else coming —--
anyhbther tips that came from the outside about that or do

you think that was. just based on your speculation of what

" they found in the exam?

A I don't know.

Q One matter that was in the exam report gelated_to
the fact that there was a 19 million dollar cash contribution
made --

A . ﬁh—huh.

Q -- by Stanford.

A Uh-huh.

Q And that the general counsel stated that the cash.
gonéribution came from personal funds and not from the above
loans, bu£ then the feport concludes, seems at least
questionable whether Stanford had access to 19 millioﬁ
dollars in personal funds. Do you remember that being also
kin& of a red flag that there was this huge cash
contribution?

A One of several, yes, absolutely.
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1 And when I came. back one of the very first cases I
2 worked on was an investment company case and Spence Barasch

3 was a new lawyer in the office and he was assigned to it.

4 And so maybe he wasn't -- maybe —- you know, Wayne mighﬁ have
5 hired h‘im. I don't know.
-6 Q ° Okay.
7 A But right-at the end of his --
8 Q Okay.
| 9 A And other than their relationship, that I don'f
10  know. |
11 . Q Okay. IWere you aware -- and this might have

12 occurred after you left, but were you aware that the
13 Investment Advisor, Investment Company examinations group did

14 an examination of Stanford in early 1998?

15 A No. I would have been gone by then. |
] ' b)), (b)(7)c f
16 Q Okay. What was your assessment of _
17 ability as an examiner?
18 A . I thought he was very competent.
19 Q Okay. And what about Julie Preuitt as a Branch'
20 Chief?
21 A Excellent.
o i M6, ()7
22 Q What about the folks who did the ICIA exam, -
b)(6), (b)(7)c '

b)(6), (b)(7)c . .
24 A Oh,- He knows everything there is to know

25 about the Investment Adviser's Act and Investment Company
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Okay. What year was that?
1985.

Where did you get that degree?

D6 )1 ' ;
A _ Actually '84. I'm sorry. I started §

employment in '85.

Okay. And did you work for the SEC right after

Q H
graduation? ' - é
. : D)), (B)(N)e i

b)(®). (B)(7)c
9 .
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Q

A

Q

A

Okay. How long did you work for the ?
Seven years.
Okay. So that was from approximately 19 --

'85 to '92.

D)(6),
To 1992. What did you do for the (N>

I was an examiner.

Okay. What kind of examinations did you work on? §

Broker—-dealer, same function I do now -- well,

before I moved over to IA, but.

Q

A

Q

the SEC?

A

Okay. And so in 1992 did you join the SEC?

Yes. September.

v

September 1992. What was your first position at

Examiner. I don't know my exact title, but

function was examiner.

Q

It might have-beeﬁ.staff accountant?
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I don't think we had staff accountant at that time.

I was probably compliance examiner.

Q

Okay. And so how long did you serve as a

compliance examiner?

A

The function I'm still doing. The title -- I'm not

exactly sure when we went to staff accountant, but it was

like a couple years later.

Q

A

Q

A

Q

Okay .
I mean -- yeah, staff accountant.

So sometime in the mid-1990's?

Yes. Whenever they allowed us that promotion.

Okay. And so from then on till today you're a

staff accountant with ﬁhe SEC?

A

Q.

Yes.

Now, in the 1997 time period, do you remember who

your supervisor was?

A
Q
A

Q

I believe it was Julie Preuitt.
And she was the Branch Chief?
Yes.

Okay. Prior to cohducting an exam in August of

1997, had you ever conducted an exam that related to

broker-dealers for involvement in possible ponzi schemes?

A

Q

Not to my knowledge, no.

Okay. When did you first learn of the existence of

Allen Stanford, the Stanford Group Company or Stanford
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A -—- side of it.

Q Right.

A And I know it talks about some people I télked
with. I never talked to Mr. Stanford at all.

Q Okay.

A I don't even know if I ever saw ﬁim. 'And as far as
being responsive, my best recollection, yes.

Q Okay. All right. Let me ask you about some
specifiqs in the findings. The finding possible
misrepreseqtationg Rule 10b-5. |

A Uh-hﬁh.

Q It talks about the fact-tha£ SIB promoted its
pr;:sducts as being safe and secure, referenced
investment-grade bonds, safety of assets, conservative
'approz.-xch, yet it paid out in interest and _referral fees on a

CD 11 to 13.75 percent. Is that a concern?

| A The 11 -- are you talking about the last sentence
there?
Q Yeah.
A That 11 to 13 and three quarters was an overall --

that would include what they paid to the reps. --
Q Right.
A ‘—- plus what they were paying'out.for the CDs.
In m? mind, yes, that ﬁas a concern, becaﬁse what

they represented to me was that this bank would take these
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funds and were investing in safe, liquid securities. Well, I

don't know where you can find something that's safe and

liquid that's going to pay 11 to almost 14 percent.

Q Right.
A It just doesn't exist.
Q Right.

A And what they explainéd to me was that they were --
they were investing in foreign-type seéurities,lmaybe,'you_
know, Mexican bonds or some foreign‘—— the government-type
issuances 6: maybe evén corporations, but that's the way they
reﬁresented it to me. And a lot of this language here, and I
sure wish we had the work papers, came from the brochure that
they were providing to the clienfs.

Q Okay. They were very fancy glossy brochures?

A Oh, yeah. And they were just a little bit bigger
than 11 and a half papers. Yeah. They were slick.

Q So is it fair to say you didn't believe that they
were able to achieve these kinds of returns with the types of
investments that they were claiming?

A . I had my doubts, yes.

Q Okay. And then if you could look at page three of

" this document, Exhibit 2, the exam report. There's a.

reference to cash contribution of 19 million dollars.
A Uh-huh.

Q What was your concern about that?
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A Well, just-what it says, I didn't -- I didn't know .:
Mr. Stanford, but it just baffled me that sbmeone has 19
million dollars cash sitting on-hand to -- to loan out.

Q  Right. And the fact that the general counsel
stated tﬁat the cash contribution came from personal loans,
that didn't éeem to be.evidenced anywhere?

A No. And-;'m trying to remember ghere I got.this.
I believe it was from either -- either the bank ﬁrochures
that we had or -- it was probably from the b.alnk brochures.
I'm not exéétly sure where it came from.

Q Okay. But the general counsel couldnf-i:. demonstrate
that it came.f:om personal funds, not to your satisfaction.

A They didn't -- no.

Q Okay. And then the ﬁaintenance of bpokS'and.
reéords issue, if you see in tﬁat paragraph it tglks about
the fact that the RR is.recommending a particular product of
SIB's and therefore should have a basis for making that
recommendation.

A Uh-huh.

Q What was the issue there?

A Well, if you're going to recommend a particular

investment, you need to know that that investment is suitable

‘for that client.

Q Right.

A And in this instance, they weren't -- they didn't
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have that, I guess, new account information that we would :
require, name, address, financial background.

Q So during the examination was anybody able ever to
explain to you what investments were being used specifically
that could achieve these returns?

A Other than.the foreign bondé and whatnot. I méan,
that's --

o Q fhatis all they told you;-it was in foreign bonds?

A Right. It was other than U.S. and it was -- yeah,
either cofporate or governmeﬁt—issued bondé, secufities;

Q So the pecple who were selling the CDs or trfing to
convince people to buy the CDs weren't able to articulate

exactly how these returns were being achieved?

A Right. It was probably Mr. Stinson is who I talked
to. |
Q Okay.
A Or Lena, Mrs. Stinson, --

Q Okay .
A -- and that's the explanation I got. Well,
actually that's the books and records.
The FlexCD, that information, when I asked how --°
what investments were being invested in with the.money,
that's what they told me. But it was all on the SIB -- the

bank side. And since we didn't have jurisdiction -—-

0 Right.
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A -- I didn't have access to that side of the :
business.

Q Okay. But it's fair to say that there were
significant red flags fhat came out of your examination of
Stanford in 199772

A Yes. I mean, the 10b-5 is very significant.

Q. Let me show-you another document and that ié a

printout from the STARS system. Do you remember --

A Yeah.

Q -- the STARS system?

A | I don't have -- I don't put that information in the
system.

o] Okay. But still maybe it can help.

A It's accessible. And I don't know that I even --
at that point I don't think I even had access to it. I do
now. | |

BY MR. KOTZ:

Q Lét me.show you the docuﬁent. We're going to mark
it as Exhiﬁit 3, Office of Compliance Iﬁspection énd
Examination Super Traéking.aﬁd Reporting System and it's a
five~pa§e documenp.-

A It's a mouthful, ién't it?

(SEC Exhibit No. 3 was marked for
identification.)

BY MR. KOTZ:
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0 So you see it talks about the date of the exam,
lists you as lead examiner, but you don't think you would

have been the one to put this information in the system?

A No.
Q 'Okay. Do you know who would have'been?
A It could have been Julie. I'm not sure.

Q dkay. If we could tu:n to the last page of this
document, page five.

A (Witness complied) .

Q See under viqlations description it says possible
misrepresentations, possible ponzi scheme?

A Uh-huh.

Q So is it fair to say that that was accurate in
terms of the possible concerns that you had %rising out of
the 1997 examination of Stanford? |

A I don't recall.talking about ponzi scheme. Most of
my concerns was ﬁith the misrepreséntations that they were
obtaining investment funds on misinformation to the investor.

They were saying that their deposits were béing invested in

the liquid, safe investment and that there was no -- based on. |
this.there was -- fhe likelihood of them losing their money
was small.

o] Okay. But was there kind of an overail concefn of

possible fraud, maybe not specifically a ponzi scheme, but

overall concern that there might have been fraud going on?
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Q. But as far as the examination record, that would
close the matter, the deficiency response?

A Yes.

Q All right. Do you remember at any time you or
Julie trying to encourage enforcement with respect to this
invesﬁigation.of the findings yoﬁ ﬁade?

A I don't recall like sitting down with someone and
saying you need to take this. I QOﬁ‘t recall that, but I --
I do know that I.wanted thém ﬁo. I thotht this was
something that waé absurd and someone needed fo look at it.

I know that because it was a foreign offshore,
didn't -- and that was another thing when I looked at the
exam, one of the concerns was were there U.S. investors
involved'in this.

Q Right.

A And pért of my sampling I tried -- I looked at
accounts to see if there were any U.S. investors that had
invested at SIB and I aidn't note any. And so based on that
and the fact that it was represented to us that everything is
foreign investors, and since, you know, we kind deal with
U.S. investors, it was =-- fhat’s kind of more also why we
gave it to enforcement to see if tﬂey could handle it.

But my understanding was because it primarily was
foreign investors that's probably why it didn't proceed és

much as it should have.
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Page 265
Q You were aware, were you, that a MUI, a matter |
under inquiry, was eventually opened in April of 19987
A I may have been.

Q Okay. But were you aware that_enforcement was

looking at this matter?

A Yes.
Q Okay.
A Yeah.

Q  And you'rg'aware that eventually they didn't do a
full-blown investigation?

A I'm sure I was. It was -- you know, it was kind of f
a disappointment, but it was explaiﬁed that since it was

foreign investors and offshore entity that, you know, we

didn't have -- my understanding was we didn't have a lot of
jurisdiction.
Q So that was the reason that was given to you as to

why enforcement didn;t do a full-blown investigation?

A That was my understanding. I don't know if they
actuallylverbalized it or, you know, gave me a letter, but
that was my understanding.

Q Okay. And that was, you think, from Julie or did
you talk to tﬁe enforcement.peopié yourself?

A Oh, I don't know if I talked with anybody directly.

It was probably just kind of filtered down.

Q Okay. Do you remember anything about other
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allegations about Stanford relating to money laundering or
drug traffiéking?

A No. I don't recall -- that wasn't a focus. I
mean, that was kind of -- I don't know if hearsay is the
right word, but it.was just something, man, all this money,
something's got to be going on wrong, but I didn't knéw
anything.

. Q Okay. And do you know if the enforcement division
was looking into that issue, that possible -- ' |

A No. To my knowledge, no. I mean, my understénding
of him, you know, Mexia, which is just south of here, that's
where his-family is from. And so that's kind of -- he had
Texas ties. |

Q Who is that? Stanford?

A Yeah. | ' | -

Q Do you remember anything about Q‘Oing
down to ﬁexia and checking out where the operation took
place? |

A I don't recall that. I know he lives -- he has a
farm down there, so.

Q Okay. What about Spence Barasch? Did you work
with him at all?

A He was an attorney. I don't know what level he

was, but, yes.

Q Do you know if he was involved in the decision on
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- frustration that she felt like the enforcement group wasn't

frustrated that it wasn't going forward.

Page 28€
Stanford?

A He could have been.

Q Okay. Did Julie Preuitt ever express to you

taking this matter on as significant --

A I'm sure we both discussed the fact that we were

Q  Okay. Was there at that point in time sometimes
some tension between the examination group and the:’
enforcement group in terms of when matters would be referred

from examinations?

A I never'was; Management might have been.

Q Okay.- {
A  I'didn't. }
Q But there were times where fdlks in the examiﬁation

group felt that the enforcement attorneys weren't focused as N
much as they could.have beeﬁ on some of these referrals?_

A I'm sure.there wére times, sure, but I didn't dweil
on it.

Q Okay. Were you aware that in July 1598 the
Investment Company, Investment Advisor exaﬁination group went
in again on Stanford?

| A At the time, no. I do now.
Q Okay. And are you aware now that they -- that they

found some of the same concerns that you had found?
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Page 34
information, answer questions about the_broker—deale?, but
this SIB, they don't know anything about?

A Yes. Yeah. They —-- you know, that was -- that was
Allen's deal. And I do know that --

Q I'm sorry. .You said that was?

A Allen, Allen Stanford.

Q dh, Allen Stanford.

A . That was his bailiwick, but I do recall -- and I
don't know where the information came from but -- probably
from them, that he did have a bank.once before at another
islaﬁd and hurricane came through and knqcked it out and so
that's why he moved his —-- the-bank to Antigua. Is that
where it is now? |

Q R_'i.ghtl. ' |

A Sb I got that bit of history.

Q But to the extent you asked questions about SIB,
the response would be -- |

A  They -- they were open, you know, as far as it's a
bank over there and they do these deposi£s and they have
these FlexCDs and we -- we refer clients -- I call them
clients, they wouldn't, but, you know, we refer the foreign
investors to them with an application and bncé it's over
there, we're out of the -- we're out of the picture, so.

Q Do you remember an issue where there was a

recurring annual referral fee? -In other words, -this was a
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referral fee and then the next year they got the fee again
and the next year again.

A Uh-huh.

Q Is that odd?

A To me it was and that's why I -- you know, the
whole thing just didn't smell right to me, So.

Q I mean, had you ever heard of a situation where you ?
could refer a CD for ;_ customers for a CD and everylyear
they --

A As long as the money s#ayed in the bank was my
understanding. As long as the client funds were at the bank
and a CD fhey were getting a referral fee. You know, like

mutual funds do the same thing with their trailers, but it's

‘not that high.

Q Right.

A They have smaller trailers.

Q Right. And if the SIB was paying.out in interest
and referral_fees between 11 and 13.75 percent, there must
have been a portion that they were making in addition to
thatf right? |

A Yeah. Well, }eah. You wouldn't want to be doing
this for free.-

Q So that would be at least a couple or one or two

points at least higher than 11 to 13.75 percent. So really

with these very conservative investments they were making

i,{,'
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Page 36.

upwards of close to 15 percent?

A You could say that and this was my concern as well.
Q Right.
A And this three and -- or three and three quarter,

the recurring referral, I'm sure that the broker-dealer kepp
part of that --

Q@  Right.

A -- and paid ouf the rest.to the rep. ﬁho brought
the client to the bank.

MR. : _.-I-low far back were those rates going as
far as the rate's return that You got the iﬁformation'for?

THE WITNESS: How far-back?

b)6), (b)(7)c :

MR.-: In time from -- was this going on —--
were those the rates pf the.return for two or three yeafs or
just for the -- that current year?

THE WITNESS: It was that current year. And if I
had the brochure I could -- we could answer the question a
little better. I do héve a foothote that the referral fee-
prior to me being there was as high.as five percént, so that
was even a little crazier, --

BY MR. KOTZ:

Q Right.
A -- if you will.
Q Were you aware at the time generally of what CDs in

the market were giving?
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A I can't recall, but...

Q But have you ever heard of a-CD that's making that
kind of --

A Oh, yeéh, I was -- I was surprised. And you know

they kept saying, well, you know, this is foreign and, you
know, ﬁhe foreign markets; and I didn't follow foreign
markets, you know, they have better returns and that was
their explanation. |

Q = Right. But I mean if everybody could get 15

percent return consistently with foreign markets, then --

A I agree --
Q -- we'd all be rich.
A -- with you. Why are they investing in the U.S.,

exactly, yeah.

Q Okay. So you didn't really believe that this could ?
be possible? I

A .I didn't buy into it, no.

Q Okay. And that was an opinion that was also shared ?
by Julie?

A Yes.

Q  And by Mary Lou as well?

A | I gan't speak to her mind, but I can't -- she
agreed with it because, you know, she okayed the report.

Q Right. And do you know if a copy of your report

was sent to enforcement as part of the referral?
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Page 38%
A I don't know if it was, but that was the procedure
at the time.
Q Okay.
MR. KOTZ; Okay. Why don't we take a minute, take
a break. I think we're almost done. I just want to confer a
little bit.
THE WITNESS: I gotcha.
MR. KOTZ: So we'll go off the record.
(A brief recess was taken.)
" BY MR. KOTZ:
Q All right. We just have a gouple more things;
Nothing too much. We'll go back on the record. |
There was another examination that occurred in 2002
that also related to Stanford. Were you aware of that one?
A Probably.—- sure. I mean --

Q@ At the time?

A At the time, I'm sure I knew it happehed.
Q Okay. Did you ever have a conversation with the
. b)(6), (b)(7)c b)6), (B)(7)c
folks who did that exam, _or _?
" A Oh, it was an IAIC exam? |
Q Yes.

A Oh, no. I thought you meant BD. No. I wouldn't
have known ;hat, because -- I mean, now we have three floors.
At the time I think we only had two and we were all separate.

Q Okay. So if IAIC did an exam, even if it was of
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the same entity, you wouldn't necessarily be involved in it? .
A I wouldn't be involved. They may have, you know,
pulled our report. Chances are back then they didn't
because, you know, we were ~- that's BD and that's IA, we

just kind of never talked to each other. That's.kind of --

now it's all kind of intermingled.

Q Right.
A  But, you know, they may have pulled our report and ?
looked at it just to get -- glean information, because I know %

that just reading this one, you know, they offered IA
products, so, you know, they may have looked at it. They may
even —- what.we'do is when we go in énd'do an exam, we look
at prior exams and look at work' papers and reports énd kind
of glean what they were doing thén and see if they're still
doing it now, if they fixed any deficiencies. And I know.
that the IAICIside would do that with theirlown area.

Q@ . But not necessarily with the BD a?ea?

A They could have. I don't know if.they did or not.

Q  But nobody came to you in either '98 ér 2002 and
said we're looking at the s%me entity that you looked at.
Can I ask fou some questions or talk to you about Stanford?

A To my recollection, no. But that wouldn't be -- I
mean, they could have and I would have -- I would have talked
to them, but I don't recall.

Q Okay. Do you remember anything about other
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Page 442
BY MRT KOTZ:

Q And so in 2009, when the SEC brought an action
against Stanford and it came out he was running a ponzi
scheme, you weren't surprised?

A I wasn't surprised that-he finally got caught. I
didn't realize it was a ponzi scheme. I personally just
thought, you know, he had this bank o§er theré and he wés
just fraudulently obtaining the funds and I didn't_thiﬁk.that
he had the wherewithal to make these returns.

.Q Okay. But you weren't surprised in 2009 when it
came out that he was engaged in some kind _c.;f fraud?

A No. |

Q And do you 'kiﬁd of wish now that maybe --

A Oh, .yeah.

Q = enforceﬁent had gone forward a.nd opened a full
investigation back in 19977

A I wish then that they had but my understanding was
that because it was all foreign, offshore investors and the
bank was offshore, that we didh't have jurisdiction. That
was my understanding.

Q Okay.

A Yes. I, at the time, sure, I was gung-ho and
wanted enforcement to take action.

Q Okay .

. MR. KOTZ: All right. I think that's all we have.
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conservative investment-grade bonds and securities. And the
examiners felt that it was not possible for those returns to
be achieved using the method of investments that Stanford
stated they were using. Do you remember that as an issue in
the inquiry that enforcement did of Stanford at that time?

A What I remember is that —- well, no. I don't --
what I d§ remember is I AOjrecall that there was some sense
that the return was -- was, fou know, sort of over-market,
and so.the suspicipn was that it was fraudulent, because it
wasn't realistic, but that really is all I remember.

Q Okay. And that was whaf the enforcement division
was looking atlin their inquiry of Stanford in.1998?

A I suppose that was. And, again, what I remember is
because there was a foreign aspect to it and there wasn't
access to the foreign records, that there wasn't sufficient
information to establish what representations were made or
what method was used for achieving the return.

Q Okay. So.do you remember whether enforcement made
efforts to gain that information from this foreign entity?

A I don't remember if the enforcement staff sought
assistance from the Office of Interﬁafional Affairs. Their
ability at that time to help, especially in, you know, a tax
haven was very, very limited, if at all, so I don't remember

if that was sought.

I -- I do think -- so if you're asking broadly what
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' _ . : . DO, O b)(6),
memorandum from Hugh Wright (phonetic) by _ to

1
b)(6), (b)(7)c . _ . 5 e 1§
2 -(phonetn.c) , examination liaison. Here's a copy of
3 the report.
4 A "Okay.
5 Q So if you.look at the second page it references you
_ b)©), (b)(7)c
3 as an examiner along w:i.th_ (phonetic). But
b)(6), (b)(7)c . ' . s
7 _ was more senior than you, is that right?
8 A Yeah, I was more like a follower and he was the
9 lead examiner.
10 Q But you did work on the Stanford exam, right?
11 A Yes.
12 . Q Now if you could turn to the next page. You see

13 the exam actually talks about another exam .that the

14 broke;/dea]_.er unit had done. Do you remem_ber that Julie

| 15 Preuitt and the broker/dealer folks had done an exam prior to
16 your exam?

17 ‘A .0h gosh. I remember Julie Preuitt. I now her name
18 and I know she worked for tﬁe b;oker/deéler unit. But I

19 don't rgmember s

20 Q Do you remember what you were looking for at

21 Stanford, what you were concerned about? Would it be CDs?

22 A Yeah.
23 . Q Stanford was selling these CDs?
24 A Yeah, we were looking at some CDs.

25 Q And was there a concern that the CDs were getting
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very high interest rates?

y: Yeah. But that's the only, yeah. But I don't know
the other reasons why we went there besides CDs.

Q Okay. Do you remember if Jniie Preuitt;s group did
an examination? |

A No I do not ﬁemember Julie Preuitt did an
examination just so you know that. I want_tofclear that up.
for the record. I .do not remember that.

Q Okay. Do you remember an examination being done
prior to your examination? |

A Honestly, I can't recall that. I don‘t.remembér-
that.

Q All right. Do you remember when you did the exam
that yoﬁ looked at these CDs; one of the miasionsiwas_the'.
cng?

A Mm-hmm.

Q . Yes? .

A Yeah. I think we looked at CDs but I don't know -
that we looked at other stuff besides CDs. I'm not sure;

Q _ Okay. And were therg concerns that the st were.
giving these very, very high interest ratés, which were -
higher than regular bank CDs at that time?

A I'm so sorry. It has been a long time ago.

Q Do you remember Stanford not providing you with

information that you were asking for? If you could loock at
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A It could be. It could be. But there are some
exams that felt like that, not just Stanford. So I don't
want to single out Stanford like that. You know, if I think
back there could be others that there are some; that could -
be. But I just don't remember, but minor things.

Q You don't remember anything specifically about the
CDs thgt-étanford that selling? They were in Antigua?

A I just remember 1ike CDs that just gave out very
high rates. I remember that aspéct.

Q Do you remember if you ever figured how he was able
to give such a high rateé

A I don't remember.

Q Is‘ﬁhat something that as an examiner you could do,
is to try to analyze?

A Yeah, yeah.

Q To ;ea how it was that such a high rate wﬁuld be

given? Is that something that an examiner can do?

A Yes.
Q Yes?
A Yeah, we can ask that information. But I don't

remember what our results were. I don't remember how did we
find out or what was the answer. I don't remember'thét,
b)(6). (b)(7)c ;
Q Was -a good examiner?
A I think so.

Q Yeah? Was he well respected in the office?
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A Shortly before the.first exam back in '97, I
believe, sort of in preparation for conducting that first
exam.

Q So this is the exam -- and I'll show you documents
-- that was done by the broker-dealer group. Is that what
you're talking about, or you're talking about the exam by the
investment adviéex group? | |
| A I'm talking abqut the exam by the investment
adviser group.

Q 'Right. Okay.

A  Now, I was familiar with the broker-dealer exam
generally through discussions, but my real familiarity with
Staﬁford started with -- when I started to prepare for my
exam.

Q Right. | Do you know what triggered the
broker-dealer exam that was -- occurred before your exam?

A I don't recall. Maybe I could review the report,
but I don't recall it.

Q Okay. Were you aware at any point of a referra;
from the Texas State Security Board to the SEC in the 1990s
about Stanford?

A No, not -- not sitting here today, I don't recall.

Q Okay. And, so, in connection with the exam you
did, did you gain some familiarity with what the

broker-dealer side did in their exam?
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A Some, yes, but not a great deal.
Q Did you ever speak with Julie Preuitt about the
exam, the broker dealer exam?

A I don't recall, but I -- I just don't recall.

Q Okay. What about with '? Do you
recall speaking with about that exam?

A . 1Idon't récall.

Q° What about_Mary Lou Feldman?

A About the broker-dealer exam?

Q Right.

A I don't recall.

Q  Okay. Let me show you a document. This is the

examination report, and we're going to mark this document as

Exhibit 2.
_(SEC Exhibit No. 2 was marked for
identification.)

MR. KOTZ: It is a four-page document -- let me
see. It's a four-page document.- It says on the top Stanford
Group Compény, 5056 Westheimer, Executive Sﬁmmar} and
Commenﬁs, and we're goiné to mark it as Exhibit 2.

BY MR. KOTZg-

Q If'ypu could take a look at this document and tell
me if you recognize it.

A I don't recognizé it. I don't remember seeing it.

Q Okay. Do you think, though, that when you were
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preparing to do your exam, you would have read the
examination report from the BD exam or not necesﬁarily?

A I'm not a hundred percent sure that the Bb exam
report had been_completed'at the time I began my IA exam. I
don't specificaliy recall, but I would -- believe I would

have at least have had discussions with thelbroker-dealer

‘examiners about what they were doing.

Q Okay.

A I can't recall any specific discussion.

Q Okay. And do you think that irrespective of-
whether the broker-dealer exam report came out before or
during your IA exam, do you think ydu would have read the
broker-dealer report or ﬁot necessarily? |

A Back at that time, I can't say with a hundred

percent certainty that I would have looked at it or read it.

I was aware of it. I was aware of what they were finding,

and I was focusing on what was the adﬁiser doing witﬁ respect
tb those CD sales.

Q- Okay. All right. Let me show you another
document. We're going to mark this one as Exhibit 3. It's a
STARS printout, Office of Compliance, Inspection and
Examinations STARS printout, and it is five pages. It says on
the top, Office of Compliance, Inspection and Examination,
Supe; Tracking and Reporting System, STARS. We're going to

mark it as Exhibit 3.
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(SEC Exhibit No. 3 was marked for
identification.)
BY MR. KOTZ:

Q Do you recognize fhis,‘the STARS system?

A I recognize the STARS system, yes.

Q Okay. And what is the STARS system?

A .It is a system that is designed to track the
progress and ultimate disposition of examinations.

Q Okay. So if the investment adviser side was goiqg'
to do an examination, would £hey look at the STARS system to
see if another examination had béen done? |

A Could, yes.

Q Okay. So if you couid turn to Page 5 of this
document, Exhibit 3. If you could see on Page 5 it lists the

violations description.

A. ‘Right.

Q Do you see Qhere it says, "Possible
misrepresentations. Possible Ponzi scheme"?

‘A Yes; sir. |

Q So was it your understanding at the time that the
broker-dealer exam had determined in their examination that
there was possible misrepresentations and a possible Ponzi
scheme on the part of Allen Stanford when you were working on
your exam in 19987

-\ Definitely.
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Q Okay. What else do you remember about what you .

" understood the broker-dealer folks to have learned in ‘their

examination?

A Well, what I_understood was -- is that they were
concerned that there wasn't a lot of information about what " f
the offshore bank was doing wiﬁh the money that was being -
raised through the sale of the CDs;

Q Okay . If we can go back to Exhibit 2 for a sécohd,
wﬁich.is the broker-dealer exam report, I want to  askabout:a |-
céuple of things in this respect. If you could, turn to Page
2 of that report, Exhibit 2.
| In the section hoting "Findings, possible
misrepresentations, Rule 10b-5 -- that's that little b == it~
says in the Qecond full paragraph, "SIB promotes its products
as being safe and secure. A brochure regarding the products.
offered through SIB states that" -- et cetera -- "funds: from
these accounts are invested in investment-grade bonds. :The . .
brochure indicates a high level of safety for customer
deposits," and then.it gives several representations of- that.
safety. R AL

If you could see in the first paragraph, it talks
about how SIB pays a recurring annual 3.75 percent feferra; .
fee to Stanford Group, and it notes in the third full - -
paragraph, under Findings, "SIB pays out in interest and: - -

referral fees between 11 percent and 13.75 percent annually;“'.
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It also states in the second paragraph, "Based on the' amount -
of interest rate and referral fees paid, SIB statements
indicating these products to be safe appear to be-
misrepresentations;" Do you see that? |

A Where was that last part you read?

Q That's the second full paragraph and the last
sentence.

A Okay; What was your question?

Q Sé was it.your understanding  that the broker-dedler
group had concerns abﬁut the fact that these CDs had
relatively high interest ratés and yet were'béing'promdted-as.
being véry safe and secure, and so they had concgrné.about
how Stanford was able to achieve these returns with such
allegedly safe investments?

A Yes.

Q : Okay. Did that -- was that something that you also

- shared in terms of your concern about how this was possible?

A Yes.
- Q Okay. And, so, was that paﬁt of the concern about
it being a Ponzi scheme, that it didn't seem w-.iﬁ didn %t
seem possible that you could get those.returné with oo qew s
investment-grade bonds and securities, particularly since~'~=“
those returns wére significantly higher than other banks-were:
giving for CDs at the time?

A I don't know whether my analysis went .that far --
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Q Okay.

: A -- except just to say extremely high interest
rates, extremely generous compensation, the firm is extremely
dependent upon that compensation to conduct its day-to-day -
operations. It just smells bad.

Q- Okay. Then if you lobk on Page 3 of this document,
the exam.reporf, there's a reference to a .cash contribuﬁiOn
that Stanford made of $19 million. Aﬁd if you could see at --.
-- the last sentence of the paragraph that's 1abeled'Itém~of::n~
.Intarest, Addition to Capital, it says, "The éene:al counsel-
stated that the cash contribution came from personal funds:
and not from tﬁe above loans. However, it seems ‘at least

questionable whether Stanford had access to $19 million: in -« .=~

.personal funds." Did you understand alsc that to be a

concérq? Did that seem odd to you?

A I don't recall much aboﬁt that.

Q Okay. Okay. What about in the next paragraph,
which is entitled Maintenance of Books and Records, and it - -

says, about three-quarters of the way down, "It appears:-that-:

therefore, should have a basis for making that
recommendation"? ) e, msg

Do you remember anything about a concern that there

" were recommendations being made to folks to buy these CDs?

There was a referral fee, but then they were claiming that -
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they didn't know anything about how these CDs were being
invested?
‘A At what point are you asking about?

Q Okay. Well, we'll talk right now prior to the

exam.

A Prior to the exam, I didn't know a lot about

. precisely how they referred to their referrals.

Q Okay.

A I just knew their client ended up investing in the

.CDs, they were suspicious, and we needed to find out what's

- ' happened.

Q Okay. Okay. So would you say that -- that your
investment adviser exam kind of came out of what the
broker-dealer side had learned in their exam?

A My thought at the time was that my adviser exam was
to gupplement the broker-dealer exam from the adviser siae
because it was our understanding that the adviser had to owe
a greater duty.to investors than the broker-dealer. So it
was, in my mind, an easier claim of some fraud or some

misrepresentation or undisclosed conflict on the adviser side

-than it was on the broker-dealer side.

Q Okay. Now, were you aware that there was a

referral made by the broker~dealer folks after their -

examination to enforcement?

A Yes, I was. It's in my exam report. I was aware
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that there was a matter under inquiry.

Q And do you remember whether you were aware of that
pribr to when you started the exam or during the exam?

A I don't recall. It was right around that time.

Q Okay. -Bﬁt it was clear that before you completed
the examination, the investment adviser exam, you were aware: :
of this referral? _ - . ‘ S PRS-

A Oh, yes.

Q Are you aware of what enforcement did in connection
with the referral?

A Back in 19982

Q bid.they -=- do you know whether they inveatigated

‘Stanford? Did they take any steps that you can recall?

A I remember, I believe, talking with an enforcement
Q Okay
A And as far as I knew, she was the one that was the

staff attorney assigned to look into it.

Q Right.

A And I -- I'm sure I discussed things with her, but
I can't recall too much of the detail of that.

Q- Do you remember if, in your discussions with Ms.
b)©), (b)(7)c i - ; _ , ,
_ or others in enforcement -- did you have the
understanding that the enforcement division was investigating

Stanford for a Ponzi scheme?
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A I presumed it was for a Ponzi scheme because that
was everybody's concern, that they can't make this work. So
I don't know if anybody'ever said we're investigating a Ponzi

scheme, but that was clearly what I understood they were

doing.

Q- .Okay.. But do you remember any particular steps
that enforcement took in connection with this investigation?:

A No. I can't recall any at this point.

Q- Okay. But did you geﬁ the sense that it was a --
kind. of a vibrant investigaﬁion, they were doing lots of
things and, fou know, gathering lots of materials and coming
to conclusions? |

.A I presumed they were conducting an inquiry the way
they would any other inquiry --

Q Okay.

A -- that they wéuld first seek voluntary production
of whatever information they wanted to get from the éntities.
involved, and if they didn't get that cooperation, then they

would go to the next step to get a formal order and all that.

‘So that's just the general way everything .should go.

. Q Do you know if, in the Stanford case, they got a

formal order?
A . As far as I can recall, they never -- they did not

get a formal order as a result of that 1997, '98 matter under

inquiry.




10
11
12
13
14
15
16
17
18
19
20
21
22
.23
24
25

Page 25

Q Do you héve'any idea why not?

A Do I have any idea? It was my understanding that
they saw, number one, they didn't have any clear evidence of
a fraud simply'because they didn't have enough information
about what was going on at the offshore bank. Number two,
they had questions about the jurisdiction and about théir
abiliiy to succeésfully subpoena infqrmation from that
offéﬁore bank. Those are the two big things that come to my
mind.

Q Because there's a lot of things that happene&'over
a long period of time, do you remember that specific#lly-in
connection with the réferral in 1998, or ié that general
understanding of how enforcement viewed the Stanfo:d_case
over a longer period of time?

A That was my impression of how they viewed it from
almost the beginning, that that was -- those were the two big
issues that they were trying to overcome.

Q Okay. | -

g0)6), b)(7)c

Q  And when you say a question of jurisdiction, I just
want to make sure, what were you referring to?

A With respect to the internatipnal bank, the issuer.
They were focused on the issuer.

BY MR. KOTZ:

Q Okay. Our records show that the broker-dealer
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of the CDs and what's happening with the money.

Q. OCkay. So do you think it's possible tﬁat
enforcement was actually focused in a different area-at. that-
time?

A - It's possible. I -- I don't know. - That would be.

- speculation for me to say that. I don't know.

Q Okay.
0)©). &)nc
ey ux. [
Q@ Was there any coordination efforts between your

group and enforcement in the sense of looking to see what

documents enforcement had requested to see whether it's

' sométhing that you were also interested in even looking at?

A I didn't do that. My exam was done. ' I did the
exam report. I understood enforcement was lobking at it. I
just thought enforcement will go out and get whatever
additional information they-heed.

Because one of the things was -- is that we had an
offshore bank. I had an adviser saying we don't have much
information about it. So I didn't have really any access to
a lot of the information I thought enforcement would-need,
and it was enforcéﬁent that was gding to have to go éet it.

BY MR. KOTZ:

Q Okay. I wanted to see if I could get a little bit

of general kind of information on the difference between the

- broker-dealer group and the investment adviser group. Okay?
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portfolio management." What does that mean? |

A Okay. ‘That -- that's not referring to the
portfolio of the Antiguan bank.

Q Okaj.

A That's réferring to the pqrtfolioslthat were
actuélly managed by the investment adviser for the clients of
Stanford Group Company, the adviser. They had real advisory
clients. |

Q Okay. Okay. And thén it sﬁates, the next
paraéraph, “The examination revealed at least 17 SGC advisory
client accounts have also invested in an as-yet undetermined
amount in the CDs." How did you.make that determination that
there were at least 17 client accounts?

A Well, we asked the compliance personnel at Stanford
have any advisory clients invested in these_CDs,'and their
first answer was we don'£ know. And I said, well, how can
you not know. They said, weil, we just refer them over to
the bank, and we don't know whether they end up buying a CD
or not. |

And, so, I said, well, I need to know. And, so,
during thé course of the exam, maybe even.after the
completion of the fieldwork, they eventually got back to me

and gaﬁe me a list, I believé, of names that included 17

names.

Q Okay. Did you find that suspicious that they say
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they didn't know?

A I sure did.

Q Okay. It says in the next sentence, "It was also
represented to the examiners that thesé clients are non-U-.S-:
citizens." ﬁhat do you mean by represented to the examiners?

A By the compliance staff when they toldlus, you know
-- because the obvious question was are these :U.S. investors:
or are these investors who are.not u.s. residents; TR, S

Q Okay. Were there gny attempts made ‘to learn =
whether the clients were U.S. citizens, other;than asking " . f-
Stanford? | | : % i wrewdaa

A Not by myself.

Q Okay.

A At the time we did the feport, I presumed that was
something enforcement was going to be following up on. * - .

Q Okay. Do yoﬁ know if -- do you know if enforcement
ever followed up on that?

A I don't.

‘Q Okay. So it was certainly possible -that the
compliance person from Stanford would be lying, right? - -

A I always presume they can be lying, right.

Q And certainly if the SEC is coming in to examine
them, it.would be in their interest to say they don't have
any clients who are ﬁ.S. citizens,.right?

A Exactly.
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concerns and obtain more information on that?

A I'm sorry. Rephrase your question.

Q Did the enforcement adviser group, in their
examination -~

A Hold on. Enforcement -- investment adviser?

Q I'm sorry. I'm sorry. Yes. Did the inveétment?

adviser investment company examination that you conducted;: g4 -*°

did it take any steps to follow up on what the broker-dealer:: |-
exam report.had found regarding the CDs? 3

A | We asked for ali due diligence information that the
adviser or the Stanford Group Company possessed concerning -
the CDs, whatever they had as to how the money was being -
invested, performance“returns of the poftfolio, whateverhthey
had, and as I recall, they producéd very, very littlé.- They
claimed, we don't have access to that information.

It may have been the most that I got was some sort
of fairly dated annual report or financial report of a bank:
that gave very top level information.

Q Okay. So yéu had requested this information but
didn't really receive anything that was helpful? . e

A No, not really. And they claimed we don't have it,
welcqn't get it.

Q Okay. Did you believe that representation that
they don't have it and they can't get it?

A In some ways, I did. In some ways, .I didn't. On
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the one hand, if it was really a planned scheme, then I could
believe that the folks carrying out the financial fraud would
not want to give that information to the folks in the United

States selling it. So at least they could claim some

‘plausible deniability.

b)(6). (b)(7)c

Q - .Essentially, local blindness?
A- Correct. So in that way, I might believe it. And

the second thing is -- is I was seeing one of the recurring

themes on the exam was Mr. Stanford is a very dictatorial

person. So it sort of fit his persona that he would keep

crucial information prettf tight to his chest, so --
BY MR. KOTZ: |

Q How would one go about recommending td-clients, andr
obtaining a fee for that, of a particular -- to invest in a
particular investment wvehicle if he didn't know anything
about how the vehicle was achieving its returns? How would
-- how would yéu sell the vehicle?

A Well, the question is how would you sell it
consistent -- in the case of an adviser, consistent with your
fiduciary duty to your clients.

Q ‘Right. But, I mean, even beyond that, if you're
going to try to convince somebody to invest in something and

they ask you, oh, okay} well, what is it invested in, and you

say I don't have any idea, who would ever invest in it?




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Page 43

A Exactly. And that's what -- that's what I said. I
said I can't believe -- of course, first of all, they backed
off and said we're not recommending this. We're just -- if
they look like somebody who might.want to invest in a CD, we
refer them over to a bank employee. Okay?

Q And they get a fee?

A And they get a fee. So I didn't buy that.

Q Okaf.

A . Okay. So ny conclusion was, as.I have asked you,
give me everything you'?e got about that invéstment, and they
gave me virtually nothing, certainly nothing in my mind that

would be a reasonable basis for making a recommendation of an

investment.

So that's why -- I think if you see the letter I

“sent to Stanford as a result of this report, I put in there

206 language about it doesn't look like you've got enough
information to fulfill your fiduciary duty in making this
recommendation. The first thing I told them is -- is I'm not
buying your, oh, wefre just referring them over. You're
regommendihé them.

And, so, that was all I could do, was say, hey, you
don't have enough information, and you are -- you are risking
violating your fiduciary duty. And that would have -- in my
mind, have been one of the theories to bring a case against

the adviser by enforcement that that was such a -- a glaring
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absence of basis for a reéommendation that it amounted to
deceit or fraud upon the client.

Q And, so, is it fair to say that there were
suspicions before you began your examination and those
suspicions were even greater after you did your examination? -

A I don't know if I'd say they were greater. They
were pretty high to begin with.

Q Okay.

A But --

Q But there was nothing that Stanford provided_that
allayed your concerns?

A No.

Q All right. Let me ask you about a footnote on this
Page 4 of the exam report. It says, "It was first
represented to the examiners that no records were kept By SGC
in relation to the client investments in the CDs. However,
SGC later represented that sucﬁ redords do_exist and is
compiling a list as reéuESted."

Does that seem to you like a pretty big.red flag,
that they would say something and then you kind of caught
them in a lie? |

A That was one in many ;ed flags. I found it
incredible that they wouldn't know who they had referred, at

a minimum, over to the bank. They should know that.

But this is referring to records of the actual
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Q Do you remember, in what form was that brought to
enforcement's attention?
A Sending them a copy of our exam report probably.’
Q Okay. Who would you have sent that:copy of your’
exam report to? Would that have been '9 SO s
A I hate to say definitely who it would have been. I
wish I had the -- the transmittal information, but it would

. ' : . b)(6). (b)(7)c 1
be speculation for me to say I sent it to _ It

would be reasonable.

Q Right. But you're pretty confident that you sent a’

copy of this July 16, '98 exam report to someone in

. enforcement who was working on the referral --

A Yes.

Q ~- in the Stanford matter?

A Yes.

Q Okay. Do you remembef-if you -had any conversations

with them saying here's what I found, I'm sending you the -
exam report, if you have any questions, come talk to me?.

A Not specifically. Like I say, I remember some

- . . b)(6), (b . . e
discussions with KA . O v

Q But do you think that was after you finished the
exam or before?

A After.

. . . b)(6), (b)(7)c
Q Okay. So you remember some discussions with

Ve BI0e And do you remember whether you talked about what
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Q Okay. So is it fair to say that even after
Stanford responded to your deficiency letter, you still were
suspicious about their operations?

A Definitely.

Q Okay. So-do you feel like they satisfactorily
provided you a response to the deficiency letter?

A They provided a response, but it wasn't adequate to
allay my concerns about what they were doing, and, basically, -
I would have considered this to show enforcement that
Stanford is continuing to ignore our concerns..

Q Okay. Was there any thought to kind of reopening
the exam or going back and asking for more information after
you received a nonsafisfactory response?

A I'm sure there would have been, but .either the

enforcement inquiry was ongoing or enforcement had. decided to

close it. Either way, it generally was not fruitful to get.

into a letter-writing campaign with the registrant.

Q Okay.

A You know, it kind of makes you look ‘weak.

Q Okay.

A So my idea was -- ié that the only response to this

type of response to the deficiency letter was to begin an
enforcement inquiry in this particular situation.-

Q Now, had there not been an already ongoing

e

enforcement inquiry, is it fair to say that you would have
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referred what you found in your investment advisory exam to
enforcement?
A Definitely.

Q Okay. Was there any discussion about consulting:

the SEC's Office of International Affairs to get assistance  #J::¢-: -

since this was a matter that was partially takiﬁg.plaGEGin”mjn
Antigua? _ | . ' Wt el

A Iflthat happehed, it would ﬁave happened by
enforcement. They have a whole lot more dealings'with'OIA::uv‘--
than thé examiner.

Q Okay. Do you remember if that was aver brought up?

"B I don't remember. I don't remembér;

Q Okay. Well, let me ask you this quéstion. And you
were a former enforcement lawyer, and so fou have some- -
background in this.

But putting aside the issue of jurisdiction
rglatiﬁg to Anfigua,ljust simply based on the information:
that you were aware of as of this time period, 1998;'wou1d“
tﬁere have been -- would there have been a possibility-of+ " - -
bringing an action against Stanford in any way based on what:
you found? We talked about the hook previously.

A Weil, this gets into an enforcement strategy, which

is not my area. I only was an enforcement attorney for a

year ‘and a half.

Q Okay.
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A It's kind of like staying at the Holiday Inn

Q A:little bit better than that.

A - - My thought at the time was -- is that we've got :-

- SEC~registered entities selling an investment. We may not: .:f

. have much:pull on the ish-worthy investments, but:the.. =

registered entities, we certainly have more than enough ' .

-interest and jurisdiction to regulate what they are doing.

So at that point, it just became én issue of how
much risk was enforcement willing to take to bring an action
or even start an investigation and run the risk of losing. . '}
My idea, as it sort of germinated over time, was _“.isﬁthatw
the.enforcement staff would just do the standard thing, séend
put_a voluntary request for information from the registered-
entities, we want information about what's happening té'the=
money offshore, and probably they would not provide it. : At
that point, you get a formal order. |

Then you subpoena the information from. those

'regulated entities. They'say, we don't have it, we=can}tlget:

it. - Aﬁ that point, now you can file a public subpoena: A

enforcement action in a federal court and lay out. all-of. your-:

.suspicions about those CDs for the entire world to know. .. It ..

~ would be about two weeks after that you found out whether i

there was a Ponzi or not.

Q And is it fair to say that that, that you just
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described, could have happgned in 19987
A It could have. And like I say, you_know, we're
going back into time, different circumstances. You know,
enforcemént. T
Q Right. But isn't it fair to say that it could have

happened in 1998, and if it did happen in 1998, knowing now--

what we know, that would have saved tremendous amounts of - -

folks from investing in Stanford's Ponzi scheme?

A It's possible, yes; if it -- if it had been done.

Q Okay. And there waé nothing -- there was no |
impediment, that you're aware of, in 1998 from téking.that.t“?,

approach? There was nothing new that occurred later that you:

- could then -- that then made it possible to take that

-approach, correct?

A Not that I'm aware of. I mean, in ny mind, it
seemedlthat there was a preoccupation with the fact we're-:
dealing,with an Antigua bank, and I was always saying forget
the bank. We've got a BD and an-IA. Focus on them..

Q - Right. Now, were you aware that thé;eﬁforcemenﬁ}'

division eventually closed the 1998 Stanford matter under:: . |

inquiry?
A I was aware of it.
Q Okay. Were you aware of it at the time? In other

words, did they come to you and say, you know,' you did all of.
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this work on the exam, we appreciate your help,

unfortunately, we're going to close it?

A No.
Q How come?
A I don't know. It just wasn't done. -

Q. Isﬁ't that a little odd? I mean, yqu'had kind of

. put some of your own time and effort into it, and you--.:
.wouldn't even be notified, sorry, nothing came of- it for. this - ::

. reason, you know, we tried.

A I can't say for certain I wasn't notifiéd. I mean,
that's .a long time ago.

Q Okayf

A I know I became aware of it. You know, I had had

discussions. Everybody knew, that needed to know, what my

- viewpoint was, so =-

Q So were you disappointed when you heard that
enforcement had closed the matter under inquiry?
A I was concerned because, you know, we still had the

same concerns that this thing is going to continue to. grow. -

-~ and we're not really comfortable that it's a legitimate.

operation;
Q Okay. So at that time period when enforcement
closed the matter under inquiry, you were still concerned

that Stanford was operating a Ponzi scheme, is that right, or

another fraud?
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A I would prefer to say a fraud. I don't. --

Q Okay.

A Going -- saying a Ponzi scheme is a very specific
thing.

Q Right.

A I thought in my mind, in the best-case :scenario,:

Mr. .Stanford was using the money at the bank to -- to fund + “§

- what I understood to be his passion, which was real estate

development. So I suspected he was using that mohey to' .

‘bankroll some of-his deals. Was that a Ponzi, no. But could

it be a fraud, yes.

Q Okay. So it's fair to say that as of 1998, when.
the enforcement division closed the matter under:inquiry,
that you were still concerned that Stanford was operating
some kind of fraud?

A Correct.

Q OCkay. Do you know who Wayng Secor is?

A Yes, I do.

Q 2 Okay. He used to work at the SEC?'-

A - Yes, he did.

. Q Okay. Did you know that he ever ~-- if he ever
represented Stanford?

A Sitting heré today, no, I can't recall that.

Q Did you ever hear that the reason that the

enforcement matter under inquiry was closed was that Wayne
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BY MR. KOTZ:
Q Okay. Well, we'll -- and then there's a reference

here to a éomplaint letter from a Mexican resident concerning

Mexico. Do you remember that complaint letter?

A bh, yes.

Q What do you remember about that?

A Well, it was written by her daughter, I believe,
who was an accountant of some sort, who apparently had
learned from her mother that she had invested in the CDs and
had concerns, after looking at thg materials, about what --.

the safety of this investment. In a nutshell, I -- I think

‘that was the —-

Q And what were your -- what was your reaction to
that complaint?

A | My reaction was we need to talk to that lady.

Q Okay. Did you_talk to that lady? |

A No, I didn't.

Q How come?

A Well, what I started to do was draft a reply letter §

to the -~ the -- I believe the daughter --

Q Right.

A -- saying thank you for your complaint or your
information -- I don't know that she réally wanted to call it -

a complaint -- seeking additional information, contact
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information, that we would really be interested in talking to -
her about what happened. But as far as I know, that letter
never went out, and I think we'll develop that as.we go along
here. |

Q Okay.

A But that was my initial response, we need to get:in

touch with this lady and here's how I propose to do it, let's :

send this letter.

Q okgy. And; so, is it fair to say that you felt .
that her complaint might have been wvalid, thaﬁ:there might-n
have been something to her comélaint?

A Wéll, I was almost certain there was something to
her complaint.

.Q Okay. Okay. All right. We'll gét;td that with.
some documents, but let me continue with this report.: -If you -|
look at Page 7, ?ootnote 2, one thing I didn'f ask you-about -
before, it references that "SGC receives a three percentage
annual trail commission from SIB for convincing ‘clients:to.
invest in SIB's CDs." By the way, what's a trail comhiséibn?‘

A That refers to a ;- a percentage compensation based
on assets placed with an issuer in the past. :ith kind of ~ - §
like a 12b-1 fee. They;re compensating the seller, in
essence, for having made the original sale plus ‘keeping that

money in place, because obviously the CDs mature. They can

walk away. So the reps presumably are doing something. to
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maintain those CDs, to get the people to roll over, reinvest,

put more money in, whatever.

Q Okay.

A So that's kind of a continuing -~
Q@ . Right.

A —=- compensation.

o Right. And, so, they gof this three percent fee.

every_yeﬁr? : o~ 5 eton
" A Yes.

Q Okay. And was that'éarticulariy unusual, that here
you have a situétion where thef sort of feign not to .really : :
be doing much, and yet not only did they Qet this initial
fee, even though they don't have any idea what the
investments were, they're continuing to get the_feq every: - -
year? Was that a big red flag? R i

A . That was a big red flag.

Q All right. Let's turn to Page 10, Referrals to -

. Affiliated Bank for Certificate of Deposits. "A review of - -=:

SGC's due diligence files for the SIB certificates of“deposit:}-
revealed that SGC had little more than the most recent. SIB.--
financial statgmenté and the private offering memorandum: and"
subscription documents." Did you find that to be odd?"

. A Yes. Well, not odd. I -- I considered it to be.

extremely lacking.

Q Okay. So "There was no indication that anyone at
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So case law talked about when can a CD be a

security, and one of the things is are they subject to

regulation. And if not, maybe they are a security, so --

Q Okay. Let me ask you this question about the --
this particular issue. Does the question of whether there
were -- there were U.S. investors, does that matter in terms

of the SEC's ability to bring an action?

A No, but it does factor into their priorities.

Q Okay. In terms of resources within the office of
enforcement? .

‘A I believe so, yes.

Q But, I mean, as a matter -- strictly speaking, as a
matter of law, the —- if there's an entity that is engaging

in fraud and they're only defrauding foreigners, the SEC has
the same jurisdiction to bring an action against them as if
they were defrauding the United States investors, right?

A Yes, and, in fact, we have done that'in:our office
before. So it's-not something that hasn't been done.

In my view, whenever you have activities of a
registe?ed broker or a registered adviser under the
regulation of the SEC, anything they do that's not right
could cause damage to the U.S. financial reputation and
system, whatéver.

Q And, so, when was that done? Do you remember the

case?
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handwriting, and it says 12/13/02. 1Is that your handwriting

by any chance?

A

0

b

Q
A

Yes, it is.

Okay. Could you read it for me?

"Complaint letter sent to TSSB on 12/10/02."

What does it say on ﬁop of that?

. . b)(6), (b)(7,
"Telephone conference with Stk . "

' tiho' = TGN -
0. O)ne was the person who was basically in-

charge of all of the tracking systems in enforcement. She was.

sort of in charge of making sure all the data got inputted -

into the system, like this system here, reflected in the

printout.

Q

A

b)6). (B)(7)e
BY MR. :

 Is she in D.C. or Fort Worth?

In Fort Worth. She just retired a couple of years

ago. I'm trying to remember hbw this -- well, I'll let you

ask the questions.

BY MR. KOTZ:
How come it was referred to TSSB?
I don't know.

Did you participate in that decision to refer it to

No.

‘Who did make that decision?
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A As I understand it, it was Spence Barasch.

Q Okay. Did you agree with that decision?

A I was puzzled by it.

Q Why were you puzzled‘by it?

A Because I didn't see how the Texas State Securities
Board could do even as much aé we could potentially do,: much. ...
less more. So it didn't make any sense to me.

'Q - Do you know why Spence Barasch-dgcidgd to refer it
to the TSSB? | |

A No,.I do not.

Q Okay; All right. Let me show you the next
document. This is an email dated 12/12/2002 from ‘

to with a copy to you,and
.Hugh Wright. We're going to mark it as Exhibit 13, and it's
a'two~page email.
(SEC Exhibit No. 13 was marked for
identification.)
BY MR. KOTZ:

Q This may be what you were referring to before.'If-

you look at the bottom of.this Exhibit 15, there}s an--email -

b)(6), (b)(7)c .
; Wednesday,

from you to Hugh Wright, with a copy to
December 11, 2002, 11:32 a.m. "Hugh,@ic®and I have come up
with this draft response to the lady in Mexico. It should at:

least get the ball rolling on responding. Let us know what

you want us to do."
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b)(6), (b)(7)c . b)(6), (b)(7

"Would you look this over for any comments or additions that:
_ b)(©). (b)(7)c .

you may have?" And-says + "I want to spend more: time
with this. .It may make sense after we look at everything.:
The letter should come from the enforcement attorney." - What -

b)(6). (b)(7)c -
was _ role in this?

A I believe he was a branch chief in enforcement. °

Q Why was he loocking at this? Why was he involved in

A At this time, I believe that an. enforcement

) R -)6). (b)(7)c " .
attorney in our office, _, was looking into the-

. b)(6). (b)(7)c B b)6). (b)(7)c ,
Stanford, and I think was in branch.: .

That's my -- that's my best recollection.

Q So this is a-t the.same time that it was referred to
TSSB. Before it was referred, they were looking at it,.:or
how did that work? Do you remember?

A As far as I know, we had received a complaint just

as we were doing this ekam, and I thought, oh, this. is- great,

‘we've got actually somebody complaining. And I said, here's:

a letter to send to the person,

b)(6), (b)(7)c . .
And, so, _was in charge of responding to

consumer complaints. And, so, that's why I sent it to her.

Here's a letter we can send. Or at least I sent it to Hugh

to look over it and make sure I was not too far off base.

b)(6), (b)(7)c ) b)(6), Z
And I guess was aware that QuMwas looking
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1 identification.)

BY MR. KOTZ:

w N

Q This is a reference to communications with the
Federal Reserve. Do you remémber a point in time tfyinqhto
have -- having communications with the Federal Feserve;ﬂé
contacting the representative at the Federal Reserve?. -

A Yes. ' - = =,

T Q What was that all about?

© ® d &

A Well, we had the issue of we have Cps being'sold

10 that for all intents and purposes appears to be bénking-

11 activity. We thought the banking regulators might have some
12 say in this and might have a regulatory hook to use.against
13 Stanford. .So I had decided, I think -- or someone decided to
14 contact the Federal Reserve and find out what they thought..
1o 'aﬁout this.

16 Q And did you have any luck with the Federal Reserve?
17 A After a long fime of effort, we finally did talk

18 with some people who were familiar with Stanford. -

19 Q  And what did they tell you?

b)(7)a, (b)(5)

b)(7)a, (b)(5)
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== or wasn't going to open any kind of review themselves?

A Yes. This was a shot out of the blue because I had
sent him the draft of my response letter to the Mexican lady
and was waiting to get some comment, get it cleared to get it-

. ) ) b)(6), (b)(7)c
going. And then I received this email saylng,--, it's -
already been referred to the Texas State Securities Board-

Q Okay. And you understood that to mean that it's

" not just the letter but the entire -- the entire exam-

referral?

A Well, I took it to mean only the complaint.

“Q . Okay.
A Because I still had control over the exam repért
and what its findings would be and what its recommendation
would be. That didn't depend upon the lady in Mexico.

Q So did you understand it to still be an open issue
under-congidgration by enforcement at this point?
A Based on his statement that "When you are finished

with your report, however, I would like to read it.. At that

‘time, I will reevaluate our interest in the matter."

Q Okay.
A So I didn't give up.
BY MR. KOTZ:
Q And, in fact, let me just shoot a little bit

further to this email dated 6/4/2003, which is a significant -

time many months later, and these conversations are still
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Page 113
diligence with the Stanford International Bank because they
still couldn't tell me -- they didn't provide records of
exactly what they're buying and selling, what actual
investment activity is generated in these returns. And,-so,
all they're doing is quoting me performance information. that
may or-may not be accurate or supported by actual financial
and viable operations, so --

.BY MR.iﬁiﬁWill:
- Q They needed to know what SIB's portfplio was that
supported the CD rates, right?

A Right. I mean, they did that with all of their
managers in -the Schedule A in the wrap program. . They were
constantly reviewing to make sure these mahagers.were“
complying with their investment mandates, staying within ’
their universe and all those things. They-didn(t.dO-any of
that with Stanford International. |

IBY MR. KOTZ:
Q Okay. All right. And, then, if we go to the March

13, 2003 response.to that letter, which we're going to mark °

cq s d b)(6), (B)(7)c
- as Exhibit 22, from Stanford to_ =i e

(SEC Exhibit No.'é2 was marked for
identification.)
BY MR. KOTZ:
Q -- you can see their response on Page 4 is, "We do

exercise proactive. due diligence with respect to Stanford
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identification.)

BY MR. KOTZ:

. . b)(6), (b)(7 b)(6), b)(6), - .
Q Here it says, " O ()0 " St and Olg8 all agree with

your assessment that there's something sinister about the &g« -

Stanford.bléck eagle. Isn't it swell they are expanding

their operations? I guess they need more and new money:for

. . . b)(6). b)(6). (b)(7)c  (D)(6), (b)(7)c |
their bank." This is from QIS to you. Who are -,‘s 6 O)0
; b)(6),
and 2
b)(6), (b)(7)c b)(6), (b)(7)c b)(6), (b)(7)C b)(6), (b)(7)c
A - -— B
w&ww» b)(6), (b)(7)c

And who are those people?

b)(6), (b)(7)c . : i i i
/6. 00 is now a branch chief in investment

. b)(6), (b)(7. i
advisers. |k was a former member of my branch  and -a
. e b)6), (b)(7)c .
former branch chief in the exam program. And is

currently an assistant director in the exam program.

Q  How did they all know about what was going on with

Stanford?

A This was a subject of common discussion in the
office. |

Q Okay. So what does it mean that they agree with.
your assessment there's something sinister about the Stanford
black eagle?

A That may have been relating to some }- I don't

remember using those terms. It may be that they're just

coming up with a cute way to refer to Stanford --
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1 A - I have a general recollection that our office,
after the Madoff situation, said, hey, is there anything that-

we have any concern about that we haven't done something .-

w N

about, and I believe Stanford was one of them. I don't.

=

remember the others.

And, so, we decided we need to pick this up and run.
“with it -and-see if we can do something because, you know; the:

game has changed. The risk of losing is a whole ‘lot less

O OO N oy W»

now.. We -- we're going to be punished more fér not doiné
10- something than for doing something and ending up being
11 unsuccessful or whatever. That was my generai feeling,:that ‘|-
12 we cquldn't let that sleep anymore.
13 ©  So looking back now, with the benefit of hir;dsight,
14 do you wiéh that that kind of decision might Ha?eﬂheen.made
15 ten years earlier? ‘
16 . A Sure. Hindsight is 20/20.
17 Q But was there any_different facts that.wera
18 .uncovered? Were there any different circumstances tﬁatw
19 .occurred other than ——.you know, relating to Staﬁford —
20 other than the Madoff situation, which ié unrelated to -«
.21 Stanford -- that changed, that was different in 2009 rather -
22 than in 1998 that enforcement then could bring the action?

23 A You mean in 20092

24 Q Yes.

25 A One thihg that was different was -- is that
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certainly gives me the impression that I may have read the --

the Stanford exam report.

Q i

Q

Okay.
b)), (B)(7)c
Who was your assistant director at --
This surprises me --
Oh; I'm sorry.
Go ahead.
Who was your assistant director at that point?
b)(6), (b)(7)c
Oh, that would have been _
Okay. '
Yeah.
BY MR. KOTZ:

Now, from what we understand, the matter was

eventually referred to the Texas State Securities Board?

A

Q

‘A

Q

" Uh-huh.

Does that ring any bells?
No.

Okay. So do you remémber at any point in time

looking into seeing whether there might be a case to be. -

brought against Stanford?

A

You know, I remember having a discussion or

possibly two with about it. I couldn't tell

you the content of that. I mean --

Q

Okay.
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in that conversation?
A I don't.. I don't. I know Wayne.
Q You do know Wayne?
A . (Nodding.)
0 Do You-knqw that he represented Stanford?
A I did not know that;

Q Okay. Let me just give you the testimony we'll

give -- we were éiven and just see if it refreshes your -
reéol;ection.

A Okay.

Q A discussion between you and Julie Preuitf

regarding Stanford on a business trip to New Orleans, and the
discussion wés that Mr. Barasch had -- was the one who made
the decision to close the matter under inquiry in the
Stanford matter because of representation made by Wayne
Secor, who at the fime was réprésenting Stanford, that there:
wasn't any fraud there. Does thatlring a bell at all? - :

A It does not.

Q Okay. So you were only in New Orleénslonce, is ..

that right, over the last year, or more than once? We have.

reports of a trip in July, late July, early August, and ..
another trip in October. Do you remember which was the one::

you went to?

A I do not. I know we drove there, and I want to --

I don't recall when it was.
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Q - But you were only there once?
A Right. |
Q Okay. And at the time you were theré, the dinner

you had was both with Julie and Spence Barasch?

e
Q- And-. You weren't there a second time -

where you had a dinner with Julie Preuitt at the same place

that you previously had dinner with Spence Barasch?
A Oh, I might have. Hold on. I know I've eaten

there twice because there's a specific restaurant in New

~Orleans -- oh; well, there ~—_there'was a second time that we

went and took testimony --

Q Okay.

A -- in -- in a commission matter.

Q Okay. Was Julie Preuitt there?

A Yeah. It was just Julie and I on thab one..

Q Okgy. So from what we.understand is there was a
dinner at the steak house at one point in time with Spence
Barasch?

- A . -Correct.

Q Then you and Julie went back to that same steak
house. I gueés it was good, the same steak house that you
went to with Spence Barasch. And becéuse it was the same

steak house that you went to with Spence Barasch, Julie

raised Spence Barasch's name, because I guess he came up




<N o W»

@

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

25

Page 27
since you were there with him, and then had this conversation
with you.

A I honestly don't recall a conversation.

Q But do you think that the conﬁersation didn't
happen, or you just don't recall it?

A Either one. I mean, I just don't recall ever
having a discussion with he; alone about Spence Barasch and
Stanford. -

Q@  Okay. Do you recail when you had.this dinner with
Julie, the second dinner, what you guys talked about?

A No idea.

Q " And you don't recall during that dinner talking .
about Stanford at all?

A -I don't recall.

Q Okay.

b)(6), (b)(7)c
BY MR. -

Q Or Wayne Secor at all?

A No.
b)(6). (b)(7)c
-Q When was this dinner that you were there on
testimony?
A It would have been -- and I can find out because we

-- I mean, we took testimony at a little town outside of New:
Orleans so we'd have a record of the transcript, of when it

occurred.
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Q Three or four months ago at most?
A Yeah. It was very recent.
BY MR. KOTZ:

Q Do you have ahy idea why Julie would say that you

had. this conversation -- it has not been that long ago -- and

" you wouldn't remember it?

A Not really, other than we had finished testimony

and it had been a long day. So I -- I just do not recall any

_—; any -- any discussions about Stanford.

Q Okay. Are you aware of any role that Spence
Barasch played in theﬂStanford investigations?
A I am not.
Q Okay. Would you have associated Spence Barasch
with Stanford?
A Frankly, no.
Q Are you aware of Julie's concern about Spence
Barasch? Has she ever indicated to you any concérns about

Spence Barasch?

A Yes.
Q What kind of concerns?
A Well, Julie -- Julie's view of Spence was that he

was someone that she would never want to get on his bad side.

Q How come?

A It was her view that Spence was pretty ruthless

with people.
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A I think it was about four years before I bécame a
branch chief. 1I'd have to go back and look; but I think in
about 2001, I became a branch chief.

Q Okay. What were your duties as a staff attorney?

A Investigating cases, usually fraud cases, involving
a variety of different things, from prime bank schemes to

broker-dealer fraud to accounting cases.

Q And that was in the Division of Enforcement?
A Yes.
Q Okay. Who was your supervisor when you were a

staff attorney?

b)(6). (B)(7)c
A The first one was . And then I'm

wondering if there was another one after that. She was the
direct supervisor. Hugh Wright was the head of enforcement
here at first, and then Spence Barasch became the head of |
enforcement here.. |

Q Okay.

A As a staff attorney, that's all I remember. I
don't know if I actually had another -—-might have
left af some point right before I became a branch chief, but
I don't think I ﬁad a substitute branch chief at that point.

Q Okay. 'And how long have you served as a branch
chief? | |

A Since around 2001.

Q Okay. What are your duties as a branch chief?
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A I'm sure I did, if I said I did, but I don't
remember anything specific about it. And I'm sure I talked
b)(6), (b)(7)c . .
to_about it, too. I just don't --
Q Okay.
A Looking'at it now, I -- I don't recollect reading
it, but I don't have a doubt, based on my e-mail, that I must

have received it.

Q Okay. And then-what about the complaint? It looks

; . S b)(6), (b)(7) ¢ 4 .
like it's comparing it to . Were you familiar with

A Right.

b)(6), (b)(7)c
T Q -- the case?
3 ) b)(6). (b)(7)c _
A Yes. I was in on the case.

b)(6). (b)(7)c
i e b)(6). (b)(7)c
A That was similar. It was a ~based

investment complex that had an IA and a BD. It was

‘representing -- I'm trying to remember this, because this was

one of the first ones when I was in here -- well, about 2000,
maybe '99 -- basically, representing, you know, safe, secure
: ' - " . b)(6). (b)(7)c
investments to what were primarily, I believe, -or
foreign clients; although I believe there were some
U.S.-based clients. And I know we shut them down. I came in

at the end of that investigation to help -- when we filed the

case, the receiver took over -- help kind of garner

" : I 0)6). (b)(7)c
everything at the offices there in _
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Q So it was a fraud?
A It was a fraud.
Q Was it a Ponzi scheme?

A I think, ultimately, it was at least partially a
Ponzi scheme. I think there were; obviously, new-investor
funds used to pay the old investors their interest, and
perhaps principal, as weil; |

Q Okay. So what do you remember about looking into
this matter? It looks like you were given a copy of a |
complaint that coméares it to --

A Uh—hqh.

Q -- a fraud --

a Right.

Q -- potential Ponzi scheme, and you were given a

copy of an exam report. You had some conversations with

b)(6), (b)(7)c . o
;. who did the exam.

A Uh-huh.

Q What do you remember about looking into this
matter? |

A I remember talking about it with -- with Jeff Cohen

and Spenée Barasch. And the issues that we came up with that
were difficult ongs-—- I mean, I think we recogﬂized,
obviously, what was being represented on these CDs that were
being offered by Stanford looked suspicious, just because of

the -- I think the consistently high returns that were being
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put togefher with the claim that it was safe and secure.

But the issues we ran across were, A, this was a CD
from a bank in Antigua. And I believe there was a case --- 1
think it was a Marine Bank case -- that basically. held. that’
CDs issued by banks here in the United States,. at- 1east, were.:
not_securities regulated by the SEC. So we were trying to- .
overcome that issue. |

The second issue was that the offerings, as far as
I knew -- and I think I mention it in the e-mail --.were%notf

made from Houston, but rather, the Houston folks ‘were

referring clients to Bank of Antigua folks, supposedly, :in

Antigua. So the sale of that was being made qctually out of
Antigua to primarily, if not completely, offshore citizens.
So that was an issue, whether we =-- the SEC would. cover that. -

And then the third issue was the records, should we

try to get them, were probably -- or likely in Antigua.

Q Right.

a Therefore, you know, what's the likelihood that we
could -- we could end ub getting enéugh to —-- :to make a'case? -

Q Right. So do you remémber if -~ fou know, who made
the decision fo not go forward with this, or how did it work?:
| A I mean, it was made above my level. Whether it was
Spence, or Spence and Jeff together, or even Hal Degenhardt,
who was the head of thée office, I don't know.

Q Uh-huh.




w ™

10
11
12
13
14
15
16
17
18
19
20
21
22
-23
24

25

Page 19
A All I know is that we presented the issues that -

were recognized by Jeff and Spence; and rather than spend a

lot of resources on something that could end up being

something that we could not bring, the decision was made to -
-- to. not go forward at that time, or at least to -- to not ..

spend the significant resources and -- and wait and see. if -

-something else would come up. Because, don't forget, this. -

complaint on Exhibit 2, I believe, was anonymous, which made

it a little more difficult to prove whether what they'fe

. saying is -- is true.
Q Okay.
A I've found, in my experience, that anonymous
complaints are really difficult to -- to make use out of

because you don't have anyone to talk to to ask follow-up -
questions. |

Q Were you aware at that time that'thqre-had been a
previous complaint from a woman in Mexico? Are you aware of
that, in addition to that complaiht? _

A I don't recall anything other than the
information and the anonymous complaint. I don't recall
that. | ‘

Q Okay. Let me ask you a question about Exhibit 4 --

A Okay.

Q -—- which is the exam report.

A "Uh-huh.
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aA Does she have the ability to do deductive

reasoning?

b)(6), (b)(7)c .
MR. -: What do you think?

BY MR. KOTZ:

Q I don't know. Was she not one of your strongest
examiners?
A No. And we've had some strong ones.

b)(6). (b)(7)c .
Q Uh-huh. But-was strong?

_ b)), (b)(7)c
A Oh_, heck, yeah. - has probably got the most

experience and knows more about whatever --
Q@  Right.
A -- goes on in the -- the seéurities industry.

D)), ()()c : S—
Q  So the fact that|[EASNNN -n:/o- RS ,

or whoever else worked on he enforcement MUI, didn't contact

, from what we can see, does that indicate to you that

there probably wasn't a lot going on, or else they would have
ol . b)(©). (b)(7)c .

at least sought the assistance of -, who did the exam?

A And he says he didn't have any contact with them?

Q- No.

A That's unusual. It's crazy. It makes ~- it's
nonsensical, because —-- unless to come back and say that

they've given us a plausible story.
o) Why would you say it's unusual or nonsensical?

A Well, you go to the people that's been there.

0 Right.
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into and examiners had done an exam contemporaneously, would
they -- would they come to them, if they were interested in
pursuing it, to kind of pick their brains or --

THE WITNESS: More than likely, it would-be a
formal order. If it was something we referred to them, they -
-- they got a formal ordér, and we would pursue it to =- -
generally, the best we could ahd support enforcemént in
anything that they did.

b)(6). (b)(7)c . . . .
MR. -: I'm just trying to say -- just going

back to your --
THE WITNESS: But I don't remember --
b)(6). (B)(7)c '
MR. -: -—- to your statement about -- that --
that it was kind of non- --'just generally, would be -

nonsensical for them to not talk to him. What we understand

- happened in this case is that they opened the MUI and -- and

was, you know, déing a —- an exam and did a pretty

detailed report, yet the people that were working on the MUI

never came to him and‘talked to him about it. Is that --
THE WITNESS:I That doesn't make any sense.

b)(©). (b)(7)c
MR.

had been interested in pursuing that MUI, they -- the way

And do you say that because if they

thingé worked around here, they would have come and talked --
THE WITNESS: How quickly did they close it?
BY MR. KOTZ:

Q A few months.
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b)(©), (b)(7)c
Q -.
b)(6), (b)(7)c
A I 5)6). (o)(7) .

Q Was SRS a good examinexr?

A You bet. He's got an interesting background. He

b)(6), (B)(7)c
came up as a -

Q Uh-huh.

A -- and then a-and then went to --

got an accounting -- took the CPA exam and passed the CPA

exam. And then next thing I knew, he was knocking on the

door and wanting a job.

: . b)(6), (b)(7)c
Q Right. And now he's at .

A Yes.
Q We're actually going to see him tomorrow in New
Orleans.

A Oh, I bet he's interested in that.

Q Yeah, I ghink he will be.

A I hope you énjoy New Orleans. I;ve never been --
even though I was with the Commission this.long, I've never
been to New Orleans. |

b)(6), (b)(7)c '
Q And so do you remember both --_ also

feeling like there was a concern about Stanford's operations

and --
A I don't know -- can I -~
Q Sure.
A The best I recall, yes, we had concerns -- major
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concerns. Without looking at this, there were major .
concerns. I thought, you know, the amount of_income.that.
Stanford Group Company was receiving was-humongous.

Q Okay. Do you want to take a look aﬁ the report?.

A Well, you can see one thing. We spént a heck of a
lot more hours on it with two people that knew what they Qere

doing. Jane Bates was the chief compliance officer,

according to the report, and she was a very weak compliance

officer. .
Q What do you mean by "weak compliance officer"?
A Best I recall, we invited her up after this exam to.

-~ to talk to us. And I dealt with Jane at VALIC, Variabie"
Annuity Life Insurance Company, down in Houston. 'She was the
chief compliance officer -- or worked for VALIC, which is a’
whélly owned subsidiary of American General Life Insurance
Company, which is now part of AIG. And her experience-in
variable.annuities in an investment company compléx did. not
go over well, as far as I was concerned, as an ad#iser.‘ I
looked at it more as a flunky to do whatever Sﬁanfordlor'his-
-- the powers that be at Stanford wanted her to do.

Q - Oh, I see. If you look at =--

A Oh, my God. This is back where we had to do these

-- what did they call it?

b)(6). (b)(7)c ; |
MR. -: Are you talking about the SR-CEM?

Yeah, that's what I thought you were talking about.
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Q You do not?

A I - I don't.

Q How come?

A I ==

Q I mean, a receiver was appointed immediately aftef

the SEC brought its complaint.
A Correct.
Q Okay. Couldn't a receiver have been appointed in

1998 or 19972

a I don't know that you could get itlthrough the

Commission.

Q How come?

A Well, the way it's designed now -- then, it's where
you've got -- I don't know what you call it now. BROA? Is

BROA still around?
b)(6). (b)(7)c : . .
MR.-: That's become the Office of Chief

Counsel. It's the same organization, just a different name,
s b)(6), (b)(7)q b)(6), (b)(7)c }

occ. I mentloned--- _that we talked about
earlier -- -

THE WITNESS: Uh-huh.

MR.: -- he came from the group that is now
~- was formerly.BROA. |

THE WITNESS: Okay.

A But, you know, usually, it was always "Mr. No"s.

No, you can't do it. No, you can't. No, you can't. Your
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stuff doesn't --
BY MR. KOTZ:
Q Who was saying "no, you can't"?
A Washington.
0 And what were they saying -- no, you can't do what?
A Well, there were‘certain types of cases the
Commission, you know, wanted to see. And they weré at.the +.
table and were able to determine whatever, and if iﬁ didn't: ..
fit with -- if yéu'vg got a round hole and putting a.équaretﬁ
peg in it, they didn't want, you know, to let it go through.

Q And was Stan- --

A It was very frustrating.
Q Was Stanford a round-hole-type case?
A I think so. I think it was a square peg going in a

round hole and didn't know what to do with it.
Q So you think there was concern that the Commission

wouldn't approve of a request to go forward with the Stanford

 investigation at that time?

A Well, you'd have to talk -—- yeah. And if they -~

if they did, it still, I think -- he was blowing smoke with

the -- with the attorneys that he had and his supposed
position. I think there's an.investigation going on right
now about the congresspeople that were -- the members of

Congress that were wined and dined in Antigua.

Q Right. Let me show you another --
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b)(6), (b)(7)c
could have done.

A Well, give him a star. Make him an assistant.

Q All right. I'm just trying to get your take on it.

A No, the;e's no question. He's been —- he's been,
you know, left out.

Q What do you mean, "he's been left out"?

.A Of promotions, as fér as I'm concerped. I mean, I
hired nearly every -- nearly all of these examiners that were

here.

b)(6). (b)(7)c
Q How come -- how come - has been left out of

promotions?
A I don't know.
THE WITNESS: Go off the record.
MR. KOTZ: We can go off the record.
(A brief recess was taken.)
BY MR. KOTZ:

Q Okay. We're wrapping up. I just wanted to -- to
ask you something that we discussed while we were off the
record. You talked about the fact that at that time,
enforcement and other groups within the Fort Worth office
were'coﬁcerned about the nuﬁber of cases tha£ they were
making and that-perhaps if it wasn't a slam-dunk case, they
might not want to take it because they wanted to make sure

they had enough numbers because that's what they felt the

Commission wanted them to do. Is that right?
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A "That's correct.

Q Okay. And so, perhaps, that might have gone into
the thinking in the Stanford matter, that this was a case
that had some -- some difficulties, and so they were not
necessarily apt to take on the tough cases because there was

a concern within the Commission, as a whole, about making

_sure that they have enough numbers of cases.

A And that --
Q Is that right?

A And that goes forward from the standpoiﬁt-of_why

enforcement took Enron away from us.

Q But is that -- is that correct, what I just said?
A Yeah. From the exam program -- and we started out
each year -- you know, at the end of the year with writing

this glowing report about yourself and how you walk on water,

b)(6), (b)(7)c b)(6), (b)(7)c
and then OC -- you know, _ and _, et

b)(6), (b)(7
cetera, and, and whatever, would get -together and

-- with the managers and try to determine what are our goals

‘and objectives for the next year. Because, apparently,

.Congress is real interested in goals and objectives --

Q Right.
A -- and did you meet them and did you do this and

did you do whatever, rather than, you know, did you do your

job.

Q Right. So there was pressure from Washington, on
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. b)©), (b)(7)c '
And at that tlme,_ was one level up.
' ' N 0)(6). (b)(7)c
Q Okay. And how about when you were J.n_,

who'd ybu report to?

A was my branch chief.

Q And did yoﬁ go right to then frqm- the SEC in
20072

A Yes, sir.

Q And what's your title today?

A. Principa_l .examiner, I think.

-Q And whatl do you do now?

A Basically the same sort of job, except I go out to
broker dealers instead of investment advisors just ma;x.ke sure
that they're following all the ruleé they're supposed to
foliow with the 34 Act and all of our rules, as well.

Q And in your time with the SEC, did you -- putting
aside Stanford for a moment, did you ever look at any other
matters that seem like they could possibly be Ponzi schemes?

A Not that I can recall.

Q - And when did you first learn of the existence of

either Robert Allen Stanford or the Stanford Group Company or-

Stanford International Bank?

A I think the first time I heard of Stanford was
sometime late in 2002. gave us a great deal of
1éeway in scheduling our own ekaxﬁs and I pulled up the

schedule and sorted the schedule for a Houston exam. I like
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1 to go to Houston ahd a lot of other examiners weren't

2 particularly fond of Houston.

3 And I just picked out Stanford at random. I was

4 just looking fér a medium to small size investment advisor.

5 And I think I picked out three files in total for a two-week
6 trip to Houston, and Stanford was one of them.

. ¢ we.

8 Q Is this list thelfive~year plan?

9 A Yes, sir. 1 think{land Hugh would break out the

10 five-year plan into annual pieces so, we would go into, share

11 a drive, and there could be about a hundred exams or so. And

1

N

2RI usually assigned out cause exams and investment company
13 exams but investment advisory exams, as long as we were being
14 productive, and, you know, he gives a great deal of leeway in

15 where we went and which exams.

16 - BY MR.:

17 Q And so was the 2002 exam a cause exam, then?
18 A I don't believe so. I think it was just routine.
19 Q And at the time that you were preparing for the

20 exam, were you aware that the -- of the SEC conducting any
21 prior exams of the Sfanford Group?

22 " A Right when I picked the files, there was one other

23 examiner that I knew, like, going to Houston and we worked

24 together a lot and that was . I told I

25 was planning a two-week trip to Houston and that I picked
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three files.

I

He asked me which three, and I can't remember the
other two. 'But one of them was Stanford. Right when I
mentioned Stanford, he kind of had an odd look on his f%ge
and I asked him, "What's wrong with Stanfo:d?“ And he
explained to me that-he had been there in 1999, and that he
had strongly suspected that the affiliated bank of the
investment advisor had probiems.

o wx. N

Q Do you have a sense of what kind of problems, ﬁas
it a sort of quality issue?

A Yeah, I asked him what type of problems, you know,
what was the deal, and -- I can't remembér whéther he
actually came out and said Ponzi scheme or fraud but he made
it clear that the bank was taking in deposits and hé
suspected that, whenever there was a redemption, they were
just taking thaf money out of -- new moﬁey from new
investors. So like I said, I can't remeﬁber if he used the
word "fraud" or "Ponzi scheme," but he made it clear that
that's what he suspected.

BY MR.WWIWWII:

Q And apart from the prior IA exam tha Ve 00
participated in, in 2002, do you have an understanding
that there were ény other exams that the SEC conducted of

Stanford Group?
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happened at the State of Texas, so I don't know whether the

informatidn he had came from when he was at the State of

Texas or the SEC.

b)(6), (b)(7)c
BY MR. -

Q Do you know who in the Fort Worth office conducted
the inquiry on the enforcement side in 1998 for Stanford?
A No.

Q And have you ever spoken to about the

Stanford Group at all?

b)(6), (b)(7)c
A I remember _ I want to say she left the

Commission sometime in 2000, late 2000, not long after I got

there. I remember -- I'm sorry, might have been after that.
So -- but I don't ever recall speaking about Stanford with
her.

' b)e), (5)(e
Q How about _ , have you ever spoken to

B)(6). ()(7)e about Stanford?

A I believe she may have been in some of the meetings
after the exam. But I'm not certain about that. I do
remember several meetings with enforcement, from the time

and I got back from the field, to the time I left for

. I can't recall exactly which attorneys were'th_ere-

I do remember that there were no high-level attorneys there,
there were branch chiefs and staff attorneys. I don't
remember any meetings with, like, Hal or Spence, but. like I

said, I just can't remember which attorneys were there, at
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A No.

Q And I guess, turning back to page three, the part
that says referral fees, towards the bottom of the page, -
discusses the referrgl fees that the Stanford Group got-from.é
Stanford International Bank. Did you loﬁk at this issue-at
all in your 2002 exam? |

A We looked at how the,rapes.that the bank was paying
and withlthat,.the rates that they were also paying to Fhe
reps,. so if you were a rep of Stanfqrd and yoﬁvsold a;CD;-you
would look at hew much money -- how mﬁch commission you'got.
And. I just remember when you looked at just the CDs, the
rates weren't tﬁat much higher than a regular bank, but when
you looked at what they were paying to the reps, and added
them together, it just seemed very unlikely that the bank was
able to invest that money in something that earned more than
that. So I guess that whole part Qf it was, you know, the
main basis of our concern.

Q And so did you find either the referral fees or the
commissions to be unusually high?

A When you added them together, they were unuspallyu
high and then just being on site, seemed -- seeing the
building they were in, the furnishings that were there, the’
way people were dressed, it was a lot of overhead to cover,

as well. And when you take the CD rates, the commissions,

the overhead and added them together, like I said, it just
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seemed very unlikely that they could invest in anything
legitimate to earn a return to cover ali-those expenses.

Q And turning -- the same topic, turning to the next
page, on top of page four, it starts and says that ‘the exam
reviewed at least 17 SEC advisory client accounts that also

invested in CDs, which represented to the examiners that

these clients are non-U.S. citizens. Did you have any

understanding in 2002 as to whether there was any U.S.

- investors referred by SGC to invest in the SIV CDs?

b)(6). (b)(7)c :
A < .I remember - and- I had to ask several times

for basically_é list of all the investment advisory clients;
who did refer to the bank to purchase a CD. We eventually.
got that_list, I can't remember how many were on it. It
wasn't many. It was probably less than 20. I do remember
people from Baton Rouge, or at least one person in Baton
Rouge, and it seemed like others in the United States, it was

represented to us that most of the other investors, the

-.nonadvisory client investors, were -foreign nationals, people

from other countries.

Q . And so —- yeah, just foliowing up on that last
part, to make sure I understood that, waSjStanford Group
representing that most of the investors that -- that they,
that is ghe Stanford Group, referred, were non-U.S.

residents?

A I don't know if I remember them saying that, so
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A ‘I'm not certain about that.
- b)6), (B)(7)c
Q As far as the risk labeling which is right below.
that, it's got a 1-H for risk level on this cover page,  what '
does that mean?

A If I remember righf, that's high. We would set

" that at the end of the exam. As far as what the examiners

thought, after completing that SR-CEM module, we would" take
that into consideration and assign each firm a risk rating.
b)(6), (b)(7)c '
e ue. -
Q What was it about Stanford, do you recall, that

b)(6), (b)(7)c . : " . - .
caused you and - to assign it a high risk rating? - "

A The international bank, I'm sure, was a big factor.

.Generally speaking, a lot of dual firms would be rated high:

anYhow, because they're operating as a broker dealer in.a -

bank especially if the advisory clients are customers of that-

broker dealer. Just be a lot higher risk than your regular

- investment advisor. . e T e

Q And, again, just so the record's clear, when you.

say the international bank, I mean, what issue about the ."> .. fou:r -0

international bank was something that caused them to be:~—=..-

A Right, our suspicions the international bank was:a

Ponzi scheme.

Q Okay .

b)(6), (b)(7)c
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but I do know we asked a lot of questions and I'm sure that
they knew that we were concerned about the bank.
Q -And is there anyone else that you remember talking
to in this trip about the Stanford International Bank CDs?
| A At the firm?
Q .Yeah.

A Oh, maybe there was one other compliance person,

b)(6),

b)©),
his name is , we may have spoken to&M. That's about all.

b)(6), (b)(7 0)(6),
MR. N - TS thatBlos ?
b)(6), (b)(7)c

o) b)(6), (b)(7)c '

' Yes.

?

Q How about after you got back from Houston, what
work did you do, if anything, further, for the exam? I
guess, in general, for starters?

A I guess, as far as field work, I can't remember how
much field work we had to complete when we got back. I do
remember a lot of meetings with and Hugh Wright,
about the firm. _

) 6). (0)(7)c

Q Was that typical, you come back after exam, have

those kind of meetings?
: . _ b)(6),
A It was typical on our first day back thatwould

come in and brief us on the firm. If it was a very simple,

straightforward firm, that might take an hour or two,
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something that's complicated, might take a whole lot more
time than that. I think it's safe to say, that before we
even went out in the firm, that (a3 knew that we had
concerns, and he had concerns as well. So our conversations
just sort of picked up from where we left off when we left.
o ve N
Q And so what did you discuss, then, sort of to

: b)6), (b)(7)c :
follow up, once you got back with Hr- and Mr. Wright?

A I can't remember exactly the discussions, but, like

g b)(6),
‘I say, I think it's safe to say that was very much aware

of how concerned we were and that the likelihood that this
international bank was legitimate, which was slim. We told
them about the interest rates and, you know, the exam, in
general. Yeah, I can't remember exactly what else we
discussed. |

Q Maybe if we could hit some of the points in the
report itself. And the éxecutive summary, oﬁ page two, in
the second paragrapﬁ, it -- it discusses theharea of concern,
the prior examination of all registrants, referral of
customers-to #ffiliated'offshore bank, etec., it says, "In the
end it was determined this there was insufficient information
to support an enforcement action." This is -- I think
referring to the 1998 time period. Do you know where you --

b)), (B)(7)c

either you or Mr. had the basis to write that that was

-~ that was the determination that was made back then, that
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there was insufficient information to supéort enforcement
action?

A Since wrote this report, it was.pretty
custbmary for whoever led the exam, at least on paper, to
write the sections of executive summary background exams. So
I think it's probably pretty safe. to say thatwrote
this. I don't know whether he was just going off- of whaﬁ he-
knew and remembered before or whether he had some document he :
was looking at when he wrote that.

Q And it may be actually easier to start on page one,
just before that, the summary violations and maybe go through-
gach one. And so the first section that was violated was
Section 206 and then Rule 206 3-2. So what was'ﬁhe issue
there?

A We had found that they had some p:obiems with
principal transactions or agency cross transactions, I

couldn't remember which. And that is just with the investment

advisory clients. The main -- I guess the more significant

write—up in this was the sécond part, that when we were.at

the firm -- back up. As -- for all.of their investment-
advisory clients they were fiduciary and wheneveg.they.refer"
ﬁhat client to some.qther‘inveétment product, whether it's a' .
security or not, they were supposed to do some due diligence.
into doing that. So we asked.them: Give us the_dué

diligence file for this offshore bank. We want to see that-:
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e§erything you looked at before you made this recommendation
to refer these clients over. The only thing we got if 1
remember right was just the file with the financial
statements and maybe a couple other things in there. So
and I took the position that that wasn't énoug—h.
Like, they -- just because iﬁ's an affiliate did not.relieVe‘
them of having to do some diue diligence of making sure that
what they were referring'their clients to wasn't a fraud.

And we felt. like they -- you know, having a set of financial -

- statements that was put together by an accounting firm that

we -had never heard of or auditing firm we had never heard of, : |}~
we just didn't feel like that was enough due diligence, so
that's wﬁy that violation.

Q Okay.

b)(6), (b)(7)c

Q I think this is ringing a bell, but maybe this is

b)(6). (b)(7)c b)(6), (b)(7)c
d

- from my discussion with . Did you an discuss - §-

or do you just recall the fact ﬁhat with respec#-to the due -
diligence the firm had done on true independent_third parties::
like I-ﬁhink.it was in the context of their mutual fund rep

fee .program, .they had donq a lot more due diligence with -~ - - -

respect to those entities than they had with respect to their:

-own affiliate? Is that =-

A - It's safe to say we probably ldoked into whatever

due diligence they did for those mutual fund programs.
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there were U.S. investors in -- in the SIB CDs in the
Stanford Group?

A I don't think it came about untii we were there.
We asked them, as I said, a numbér of times for all the
investors that were advisory clients who were invested iﬁ the
bank. Eventually welgot that list, aﬁd the only reason why I

remember one was, at least one investor was a U.S. investor

- . b)), (B)(7)c . '
because I recognize the name of _:m Baton Rouge,

b)(6). (b)(7)c
who's the for a

number of years and I recognize the name from being from
Baton Rouge. I think that's probably the first tiﬁe, wheréin
you can be certain that some investors, at least some were
Americans.

Q And where did you see that list or that --

A I can't remember if we were at the firm or whether

they sent it afterwards. But I just remember looking at the
. . b)(6), (b)(7)c

name, and right away 1 recognlzed_ name.

Q And did you understand that could be inconsistent
at all with anything that SEC had said in the past about U.S.
2 1) 6). (0)(7)c ' ' . .
investors or did _ -- do you remember him
knowing anything about that?

_ b)6), (b)(7)c . .

A I remember- and the firm saying that the
vast majority of the investors were not Americans, but I
think I'd always understood that there were probably at least

a few American customers.
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Q And was that relevant at all to ybur exam, whether

‘there were U.S. investors or how many there were?

A As for me, I don't think it mattered either way,"
you know. We weré there to protect investors, whetherﬂthey
were Americans or not.

BY MR. :

Q Well, what was your sense on whether or npt - tﬁis
is kind of jumping ahead a topic, although we're going"there5
but we've heard references from various peoplé that.it'+-~it"=
was or it may have been a factor on the enforcement side. I -
mean, do you have any sense, just generally speaking, of
whether or not -- whether U.S. investors were involved?: - Was
it a factor that enforcement considered; whgtheruor not to
take a referral from the exam side®? |

A Everything I heard was secondhand. I don't think I
heard anything from somebody in enforcement --

Q Okay.

A -- mentioning, you know, that most of these people

are not Americans, why should we spend time on that? - I: mean, -§-

like I said, evefything I heard was secondhand. = . -~ . -,
Q@  Did you hear thatlsegondhand here on this matter?
A Yes.
Q Do you remember it from or your. friend? :.

E I can't remember who it was from. I think there:

was just discussion amongst regulation that -- that may beé a
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factor in why they didn't pursue it. |
Q ‘Okay. And can you give us a time frame? Was that
~- again, I'm jumping ahead in terms of the fact that there
was a referral here. But was that kind of --:
A That ﬁquld have been after --

Q -- at the time the decision was made by enforcement

not to pursue it or a year or two later or --

A I think it was not long after we got back, :I just

- remember people bringing up, you know, they believed that may

. o
be a factor, and whether they would take it and afterwards,.

they didn't take it.
Q Okay.
b)(©), (b)(7)c
BY MR.IIIIIII:

Q ‘And at the bottom of page ten, that paragraph that
runs into.the next page, it discusses some of the offered -
;ates of return. I was hoping if you had any understanding
the paragraph ends, it says the guaranteed rate on an index:
LCD is 3.90 percent, and maturity is at 3.5 years. What.does: |
it mean to have a guéranteqd rate? ﬁere all t#euratas> e
guaranteéd, to a degree? Or was there guarantees associated:«
with these returns, versus either paSt*perfdrmance or*éé?hope?
we can get you this return?

A I can't remember them advertising that the rates
were guaranteed. Yeah, so I don't know if I could say one.

way or another. I'm sure if they did advertise: that they were-
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b)(©). (B)(7)c "
Q Okay. Do you recall drafting a

response at all?

A No, I sure don't.

Q  Okay.

A You mean a response to the complainant?
Q Yes.

A I don't know if he did or not.
Q Okay.
By ur. [

Q What do you think about the subsgance of that.
lady's concernsé

A It looked like she had the same sort of concerns we
had, about the higher.rate of interest and I think the one
thing that sticks out that I remember was her pointing out
that fhefe were a lot of investors from Mexico at the bank,
and that she wanted u§ to look into it. But, yeah, I
understand the concerns she had.

Q I gather you would say they were legitimate
concerns?

A I think so.

b)(6), (b)(7)c
Q Similar or the same as you and _concerns?

A Yes.
b)(6), (b)(7)c
Q ‘And as far as those concerns over the rates of the

return, we've been talking about that?
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paragraph, it talks about SIB promotes its products as being
safe and secure, a brochure regarding the products: offered
_through SIB, including the flexi E account, states that funds .
‘from ‘these accounts are invested in investment grade boﬁda;
securities and Euro dollar and foreign currency deposits.
‘The brochure indicates a high level of safety for customer
deposits. Do you recall seeing similar statements about the
. safety of the products in any -~ either SGC’cogmerciala..,
documents or SIB commercial documents? -

A No, I sure don't.

Q Okay. Lgain,.let me know. if I'm characteriéing :
this correctly, but it soﬁnda like what you were saying-.
earlier, that there wasﬁ't a lot of specificity as to --
givan_by SEC as to what the Stanford Bank investments
actually were for the CDs; is that riéht?

A That's correct. I remember in the private

placement memorandum, they didn't really say what the money

. . 0)5). (b)()a
was being invested in.

DONCIGES

b)), B)7)a . . . .
So I think it's mentioned here in

the report, but that's as far as it went.
Q And did it make sense to you that Stanford Group

Company could be earning -- seems like a substantial amount-

s
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of revenue for these referrals in that Stanford Bank CDs,

that it will be able to persuade all these people to invest,

~without having any understanding as to what the-product was,

in the sense that -- how can you get a customer excited about

something you can'g explain what it is, even?

A It's been my experience that, when you offer a
commission that high to a rep, tﬁey‘ll find:some way to make
it attractive to the customer. Take equity indexed
annuities, for example, if you ask me personally, it's a
horrible product, it's got fees through the roof but they
offer these huge commissions and the rep; will find some spin
or some way to convince investors that this is a great
investment. They sell themselves when you pay that much in
commissions, that's just what I'ﬁe seen, I guess.

Q Yeah, yeah.

b)(6). (b)(7)c . :
MR.-: That's an ~-- I agree with what he
b)(6), (b
sy Mr. R

Q I think that -- would you agree with this, that.the

~says.

high referral fee was indicative of a possible fraud in two.
respects. One is just what we've taiked about a lot today,
is how you make a séfe.investment to support that, and the
interest that you're paying?

A Right.

Q But two, it's indicative of a strong incentive
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that's being put on the reps to sell that product. 1Is that
also somewhat of a red flag when a company is incentivizing
or steering its reps to recommend one product over others for
its clients?

A Yes, that's correct. That's a typical thing that

we look for in any investment advisory exam. Typically

investment advisors have aifferent programs for their
clients. If there was one program where the advisor or the
employee made more money fof referring that customer over to
-- they would always raise red flags and conflicts of
interest, and whether everything was properly disclosed.

Q Could it 5150 be a red flag for something more, you
know, serious, like a fraud?

A Yes. Could be.

4 . b)(6), (b)(7)c
Q You also mention -- I'm sorry, £

b)(6). (b)(7)c . ]
MR. : No, you're fine.
b)(6). (b)(7)c '

Q You mentioned something -- I want to make sure I

- understood it correctly. You mentioned something about the

Section 5 issue that I have never thought of before. I think

what I understand you said was that the issue of information-:
about what the bank's portfolio was in, let me just -- that -
issue, the inforﬁation about what it was in, was relevant,
both to a Sectioﬁ 206 case, okay, in the sense thgt the reps

needed to do some due diligence to make sure they were
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action letter somewhere. And like I said, I just couldn't

. find it.

Q Okay.
(A brief recess was taken.)
ov e -
Q All right. Back on the record. Go back to Exhibit
3 and page 15, at the end, it safs, last paragxaph, "Each are
considering the possible unregistered public oifering of ‘the
CDs has been referred to Fort Worth district office's
enforcéﬁent division, which has decided to refer the matter
to the Texas State Securities Board." Now, why did you refer
the issue concerning the possible unregistered public

offering to enforcement?

A _We -- as far as I was concerned, we referred the
whole thing over to enforcement and to be honest with you, I
didn't care which one of these issues they wanted to take -
with and run, you know, we just wanted some actiﬁn against
the firm to try to shut them down. I remembered hearing

b)(6), (b)(7)c b)(6),
i : b)(7)c
later on, through, I thlnk- or ., that they had

decided to refer it to the State of Texas and if my memory's

right, that Spence had made that call.

b)(6). (b)(7)c
BY M.RI' - :

Q You had mentioned earlier, after you guys came back

from the field, there were a series of meetings, you,

b)(6). (b)(7)c D). | . |
r and Hugh. Was that one of the topics of those-
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Q I mean, was it their sense they were too hard or
they didn't have any expertise or --

A I think it was a combination of two things. First
of all, I got the sense that they did not want to lose any
cases. So if there was a high_risk of losing . a case, there
was a reluctance for them to take it. Secondly, out of all
the enforcement attorneys there, there just seemed to be not
many who were very familiar with the Investment Advisors Act,

even fewer familiar with the Investment Company Act, and I

_suppose that probably had something to do with the reluctance

to take cases.

Q Did you ever experience -- express that ---that
frustration on that topic?

A To Hugh Wright?

Q Yeah, Hugh Wright, I'm sorry.

A I‘don't'ever remember Hugh being frustrated by
anything. He was the most even-keeled person I've ever met.
I don't think I ever remember him being upset,'angry,
anything like that. He was just very level, to describe it.

Q Okay. And so how_was the referral -- apart from
it's in the written reporﬁ, but how more informally was the
referral actually made? Who reached out to who and how did
that play?

A Once we spoke with Hugh and made a decision, we

would write up the report, sometimes we'd meet with
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open up a MUI or not, based on that e-mail.

Q That's right.

A I don't know if I could ever remember, or if I even
ever knew if they opened a MUI from our exam. And just
because they had referred it to Texas, in my mind, didn't
automatically mean that we weren't going to consider -- still-
look at it.

Q Uh-huh.

. b)6). (B)(7)c
sy vr. SN

Q We being'the enforcement side?
A We being the commission side, the Fort Worth
office.

Q Yeah, okay.

b)(6). (b)(7)c
BY MR. >

Q You didn't take that necessarily to preclude them
from opening, just because they had referred it to Texas
State --

A That's the way I had hoped anyways. I didn't know
for sure one way or another, but I'd hoped that they didn't
just push this off on Texas witgout -- and just'close the
file and never look at it again.

Q And to your understanding, what -- what could Texas
~- what interest would -- I guéss, what would be the vﬁlue of

Texas pursuing this versus the SEC? What would they be able

to do that you guys couldn't?
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A That I never did understand. I don't know -- I
suppose the State of Texas may have some restrictions with,
like, the Freedom of Information Act, but, you know, I think
it's safe to say I was pretty confused, or -- just wasn't
expecting a referral to the State of Texas.

Q Did anyone ever try to offer an explanation, that
you recall, as to why they referred it to Texas?

A Not to me.

Q Or even indirectly that_yog heard secondhand?

"A..- - Heard a lot of thingé secondhand. Second- and
third-hand, about resources and things like that, about
jurisdictional problems. I remember one of the attorneys
telling me, I can't remember which one, about this case they
had back in the '90s, I think it was Doﬁinion, that it wasn't
a Ponzi scheme, but it was a bad firm that just sucked up an
enormous amount of resources and enforcement, they just never
could get the place shut down. And I_had just heard stories
that that was one reason why it was referred to Texas.

Q And who told you that, if you can remember?

A I can't remember.
Q Okay.
A It was one of the attorneys in one of those

- meetings that we had, but I can't remember.

b)(E). ()(7)c .
MR- I'm sorry if you guys already

covered this.
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A Yes.

Q ° ‘And that in a nutshell is what we're trying.to
establish, if something like that happened.

A Uh—hqh.

Q But it's unfair to ask you to opine too much on-an

e-mail that you're not even on, much less that you didn't

- write. I'm sorry, go on.

b)(6), (b)(7)c
.BY MR. :

Q: Over on Exhibit 15, though, I wanted to just the: --
) b)), ()(7)c ' . .
the e-mail ,from_ to you. 1It's discussing the
issue of trying to get the names and addresses of the. -
investors in the CDs. The only thing I wanted to aak-- about - -

b , ©
is that first paragraph :Eromto you at the top, it -

says, "On the one hand, I don't want to limit our request.

On the other hand, if we aren't going to investigate the

-thing, I don't see that it matters." Do you see that?

A Yes.
Q What do you think he meant by that? What was your

understanding?

A That if Spence -had already decided to refer this’ to
the State of Texas, that our hands were tied in that, and the-
only thing to do was to mer on to other exams.

Q At some point, is it not afprﬁductive exercise to
have the examiners push for these documents if, in the end,

Enforcement's not going to investigate the matter?
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A That's correct.
: Q And were you frustrated at all by the decision not
to open a MUI in 20022

A Well, I didn't know for sure if they had opened one

- or not, but, yes, I was disappointed, frustrated.

Q You never learned for sure whether or not they had

. pursued an investigation around that time?

A I knew for sure that they had referred ifc to the

.State. - I didn't know for certain, I guess,. what was going on

behind the $cenes. I didn't know if Hal or Spence was. on the
phone with the FBI or the DEA or postal inspectors or someone

else. I just knew that from our perspective, that the exam

- - was pretty much over with, and that's all we could do, and,

yes, it was frustrating.
Q And getting back to our conversation just a few
minutes ago, I mean, you looked at the dates of this, that.

b)(E). (b)(7)c
exchange that we were talking about between- and

b)(6), (b)(7)c . .
--, is December 16th. And, you know, your report's not

even finished then, it's ahticipating that. And on December

.19th, this exchange with you and., I mean, c_ert.a:i.nly' '

, D)), B)(7)0
indicates that, -undarstanding that enforcement had

decided not to investigate it, even before the report was

finalized?

b)(6). (b)(7)c .
b)(6). (b)(7)c
I-ﬂil.-.'L Yeah.
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THE WITNESS: I think that's pretty much what I
had gathered from , that they weren't going to
proceed. But, like I said, I just didn't know for sure
whether Hal had spoken with the cémmissioners, or like I
said, some outside agency, you could hopefully do something
to further'iﬁvestigate- it. I mean, és én examiner, my hands
were tied, that I can't work under cover, you know, I can't
-- I can only ask for books and records and refer the
things that I have.

b)(©), (b)(7)c

Q You .can't moonlight and do your investigation on
your own time? |

A That's correct.

Q I understand that. I'm just struck that, you know,
as you said, Spence would get, would be cec'd on reports,
particularly and they would be sent to him if fheré was
referral. But the report wasn't done. So this chain of
g-mails makes it pretty cléar that a decision had ieen made
to refer the Stanford matter to the Téxas State Board before
Spence ever saw the exam, before he could have even seen an
exam report, laying out your guys' concerns?

A I think so... We could look at the date of the exam
report, but, yes, because in the exam réport -

b)(6). (b)(7)c
MR.-: It's the 19th.

THE WITNESS: And we put --
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ov e R

Q You note that it's already been referred. Riéht?

A That's correct.

Q And as you pointed-out earlier, you're pretty
confident, based on standard operating procedure, that your
report was never provided to the Texas State Securities
Board.

A I think that would have been unusual to - for any
outside agency or anyone to receive one of our reports.

Q So presumably tﬁe decision, the decision -- if I'm
~- looks like -- I just want to see if you agree wifh this or
if I'm missing something, it looks like the decision to refer -
the matter to Stanford was made.ﬁithout the benefit of your

report having been finished yet. And it was referred to an

entity for investigation, and that entity also, presumably,

never had the benefit of your report. And -- is that

correct?

A Yes. That's correct. As I said, I'm sure we sat
in meetings and they had a good idea of what was going to be

in the report.

Q Those being enforcement folké?

A Yes.

Q But not Spénce Parish?

A I'm not sure what the enforcement folks were
telling. |
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need to get in touch with the people in Antigua. She
definitely wanted to give the impression that they did not
have those documents onsite, and that they had very little to
do with that offshore bank.

Q And you had already asked for the due diligence
files and they gave you'next'to nothing, except for. I think
you said just the basic financial statements; is that right?

A I think there were a couple of other things in
there, but the basic things were thé financial statements.

Q So it didn't have quarterly information about
portfolio allocation or anything like that?

A No. . Not that I remember.:

Q Was that suspicious or a red.flag that all of a

sudden they claimed to have this information when they didn't

- have it before?

A Yes.

Q And was that -- earlier, I think -- misstating it,.
you said when fou spoke with -- it was either Jane or the
investment officer, that they said that pximaxily the bank
investments were, for the CDs were commercigl loans. Right?

| A That's what she had originally told me. I remember
speaking withafter we reéeived those financial
statements. If I remember right, there was nothing in the
financial statements. They gave me an impression that they

had much, if anything, invested in commercial lines. So we
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chain, I had, I guess, four questions or questions about four

things. First one, going through the information that.the-
CO0 -- or CCO, now says constitutes their due diligence, if

you look -- it's a sentence that begins, "Jane also says,™ if

-you get there. 1It's about halfway or a little more than -

halfway through the last big paragraph. You see that?
A Yes.

Q ~ And you comment on them concluding their due

diligence files, "I believe this to be a mistake by Jane.and -

others at Stanford, this response. should come in handy when

the bank collapses and everyone there plays dumb," so I-

gather from that, that you foresaw the possibility of the-.
bank collapsing?

A I think I had said before, I-mean, if I had given
it a percentage figure, in my mind, what I thought -- I
thought it was about a 95 percent chance that it was going to
collapse.

Q It was going to collapse. And that was because --

I mean, your thought that it was going to collapée was

because you thought it was going tb bg a Ponzi scheme.. .- . -
#ight?

A  Right. There comes a point where the fund just
gets too big and they can't get enough investors in, if the

market turns south or some reason why people start pulling

money out, they'll run out of money to pay everyone.
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A I believe so. I mean, I just don't ever remember
getting a file big enough to account for the size of this
bank and the amount of deposits that they claim to have.

Q Did you ever get a satisfactory response, and a
full list of investors?

A Not that I ever remember.

(SEC Exhibit No. 19 was marked for
identification.)
, b)(©), (b)(7)c
BY MR.-:
Q I'm showing you what's been marked Exhibit 19, a

series of e-mails, the top one is May 23rd, 2003, 7:11 a.m.
. - B 0)6). (b)(7)c
e-mail from yourself to_.
' b)(6), (b)(7)c

Q. We've just got a couple of questions abput this.
So you need to look at it. The fi;st one is to sort of
figure out * DC's iﬁvolvement-at this point, and this person
. Because there's a réf_erence to having
realized that OCIE should have been contacted before the fed
was, the Federal Reserve. Do you remembex anything about
that?

A I remember at some point OCIE coming down and
saying we shouldn't be calling people outside of the SEC
about any firm, ﬁithout checking with them first, that they

had set up some sort of contact people with various federal

agencies that we should go through.
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beginning of an investigation?

A You're talking about in the previous?

Q Yeah. So you get down there in 2004, and you're
working on a referral to enforcement. So you're aware that
something had happenéd before. Were you'aware of, you know,
anything'specificallf they had done? Because if you're
working on a referral now and they had gone down a certain

road and that road didn't lead anywhere, that might be

‘relevant in terms of what you're referring now.

A When I got down there and began looking at
examiners who were actually doing the examination -- and the
field work, I think, had already taken place. I was looking

at reports that they gave me. And ldoking at the report, I

" felt like there was enough information there to make a

referral based on this given exam. So while I knew that
there had been previous examinations, I didn't try to draw
them into my written réferral. If you don't have a copy of
the written referral, I can go get you one. |

Q We do.

A There may have been a footnote in there. I haven't
looked at it in a while. I don't know if that answers your
question.

Q Sure. So you weren't focused on the old exam. But

what about what, if anything, enforcement had done in the

past? Were you aware of anything enforcement had done in the
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they still had sﬁall issues work or took different positions.
Sogﬁ% had that background, and I would sometimes go pick his
brain.

BY MR. KOTZ:

Q And so one of the things that Leyla Basagoitia said
to you was she thought that Stanford was running a Ponzi
scheme? I guess you wrote here, "She thinks it is like a
Poﬁzi scheme," on Exhibit 5.

A I'm sure if-that's what I -- I'm not sure where
you're looking right now.

Q It aays,_parﬁﬁil.'

A Yes, okay. r“She thinks it is like a Ponzi scheme."
I don't know if those were her words. They could have been.
Leyla is very emotive, #ery excitable. Her,English,
particularly when she'got excited, was -- her Ehglish was
good, but she had a very thick accent. So when I wrote that
down, she could have said the word Ponzi_scheme or I may have
been trying to create my own notes of what she said. But I
suspect that's probably her words. '

Q Okay. So.did she provide some useful-information
about Stanford?

A The most useful information that she gave was
giving me name, and I think there was another
fellow named. I followed up and called all the people

whose names she gave me, and I found them more helpful. They
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were -- they had a broader understanding, and Leyla had made
up her mind that this was -- that Stanford was a problem, but |}
she couldn't really relate evidence. I don't think she had

any. She had her conclusion, and her approacﬁ to it was sort

of ipéo facto that it must be; and I could never'get'detaiis L
from her that I would consider really usefql from.an -
evideﬁtiary standpoint;

But she did give me-thesg other names, and I called

them and got additional information from them. I.tried .to

‘follow up on the things that Leyla brought up. And I also

connected -~ you know, gave this information to enforcement - -

; b)(6), (b)(7)c . '
and set up a telephone call w1th-and members of the

enforcement staff to kind of facilitate the transfer .of

information. I sent my notes as well.
Q And when was that telephone call? Was that around

the time period you spoke to Leyla, or was that éometime

later?
A The call with the enforcement folks?
©  Yeah.

A That would have been sometime in 2005. I could get
the date for you.
Q Let me show you a document. That might help you

quantify the particular date. This looks like the date that

you sent the actual notes of the interviews that you did.

_— : J0)(6). B)(7)c
Why don't we mark as Exhibit 7 an e-mail you sent _
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s T b)(6), (B)(7)c
-, a copy to Julie Preuitt and on June

2 21, 2005, as Exhibit 7.

3 (SEC Exhibit No. 7 was marked for
-4 identification.)
"5 THE WITNESS: This would have been one of the ones,
6 but this is not necessarily the date that we had the

7 telephqpe call.

8 Q Okay.

9 ‘A And I can get that for ;’O.l‘.'l.. I ‘just don't know it

10 off the top of my head. I think the date of the phone call:

b)), (b)(7)c
11 with - would have been after this date.

12 Q -Okay. Who was on the. call from enforcement?

' b)), ()(7)c : L
13 A _ and I and originally Jeff Cohen

14 wanted to attend it. So it was scheduled. But the call was

15 actually handled by me making the introductions and sitting.

. . b)(©). (b)(7)c o A -)6). (b)(7)c
16 in while visited with .

17 -Q So was Jeff Cchen on the call?
18 A No.
19 Q So originally he was supposed to be on the call,.

20 - but in the end he wasn't?

21 A That's right.

22 Q Was there any specific reason?
23 - A I.was not told.

24 Q Okay .

25 A I did see a follow-on e-mail where he asked about
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b)(6), (B)(7)c : .
it and - said she was going to get with him and give
him the details. I presume that they did so.

Q Okay. And so judging from this e-mail dated June

§b)(6), (b)(7)c
21, it looks like you spoke to Leyla twice, -twic'e,
b)), (b)(7)c

and Mr. once?

A Actually, I think I spoke to Leyla three times. I
think there was probably.a third conversation.

Q And the information that these folks gave you, were
they consistent with each other?

D)), b)(6). (b)(7)c

Q Yes.
| A I don't recall anything coming to mind that was -
inconsistent. None of them had, you know, evidence. They
were people from whom you could get a better idea of what --

how things were handled from the perspective of someone

inside the firm. It was a starting point. It was not --

Q Right. But I mean, you wouldn't necessarily expect
witnesses to come forward with all the evidence. I mean,
that's what the SEC's job is to do is to develop evidence, -
?ight?

A It's a starting point.

Q  Okay. So, I mean, it's helpful in an
investigation, wouldn't you say, to have insiders providing
information to you, and then the SEC's job is to develép

evidence from that?
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invested.

Q Okay. I guess in a previous conversation that you
had.with my colleagues, you mentioned something about getting
pushback from Spence Barasch with regard to the Stahford
matter. Can you tell me about that?

A That would have been later after we had made the
referral, after the document that is attached to Exhibit é
had been finalized.——uwell,_éctually, technically wasn't
finalized. We can gﬁ into that in a minute. But it had been

sent to enforcement sometime in April. Then subsequent to

‘the time it was actually sent to enforcement, we had -- as a

regu;ation division, we had quarterly or so meetings with
other regulators in our region to try to discuss regulatory
issues and share information. This would have probably been
the first one I had ever attended. But Julie indicated to me
that she called upon people to share information about what
they had been working on. This is what I had been working
on. Sﬁe asked me to present to the.group a little sketch of
what we had béen-working on, and so I did.

Spence was present at that meeting, and éo was Hal
Degenhardt. And after I made the presentation -- and this, I
believé, was in Austin at the Securities Board of Texas. As
we were standing in the meeting area after the meeting had
sort of adjourned, they came up to me and indicated that this

was not something that -- it seems like they said that they
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had already looked at it and made a decision that it wasn't
going to be worked, something to that effect.

Q When you say they, you mean Spence Barasch?

A I think they came to me and said s&mething like
that, we've already looked at this and it's not going to be
worked, and it was Spence and Hal together. So I didn't -- I
was a little nonplussed, and I didn't --

- Q Do you remember a separate conversation that you
had with Spence Barasch as well after that?
| A No. If you have something to refresh my memory --

Q We understand, I guess, that, you know, that Spence
and Hal came up to you, and_I guess Julie was there as well,
and made this comment that you just indicated but that there
may have been a separate conversation that you had with
Spence, just the two of you, about the Stanford case. Do you

remember that?

"A I don't. If you can provide some additional
detail. I'd be kind of surprised if I had forgotten it..It's
not beyond the pale of possibility, if you refresh my memory.

MR. : Prior to that interaction wiﬁh Spence
Barasch and.Hal Degenhardt, did you have any understanding as
to whether.Hal Degenhardt had any opinion és to whether to
pursue the Stanford mattef in enforcement?

THE WITNESS: The only thing that -- and I don't

think it would have been specific as to Hal or Spence. It
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was those general conversations that I had had with Hugh
Wright when he first said we were going to do this referral
in writing because there had been previous referrals. There
wasn't a great deal of factual flushing out of what had gone
on in the past. 'I took the referral and went forward with
it.

MR. : Did you have any concern as to whether
the referrél would be accepted in light of the comments that.
the head .of the office said at that point?

THE WITNESS: I think that's probably a fair
statement. I don't -- you know, I think we were'éli
concerned and felt like we needed to do.a good job presenting
it to them. I mean, you know, from wheie'I sat, I really
didn't know how the méfter had been presented in the past.

A lot of times referrals, when I was in enforcément
and I received a regulation referral, what I would get would
be a regulation examination report, which is.full of a lot of
information that is totally extraneous to the referral. And
then somewhere in the report, there will be -- and not only
always iﬂ one place -- the bits that you need.

I found it challenging to, as an enforcement
attorney, to sort out what is really useful from an
enforcement standpoint and what is more the normal kinds of

things that regulation has to monitor. And a lot of times

during that period, the referrals were made orally. They




NN NN R R R LJ [
g & W M B O v © J o U & W N Rk O

W O N s W N

Page 42
would take the exam report up, and then they would just come
talk to you.

I personally -- I receive information better
visually in writing where I have time td think and reflect on
it than I do having an oral conversation where the content
may be, you know, bounced back and forth and it just may not
be organized in a way that I can really receive it. So when
I took this, I realized that there had been previous |
referrals, and my thought -- and I was asked to do a written
reférral -- was, let's put something in.writing that is going
to be something that will look more like what an-enforcement
attorney would expect to see as they begin to work a case.

So that's what I tried to do. _

MR. :. Getting back to your meeting with the
other regqulators and the conversation with Degenhardt and
Barasch afterwards, I think part of the reason that us on
this side thought it sounded iike a different conversation
than what we had heard before from different accounts was,
I'm guessing, may have been because of the tone that you had
described. Can you give us a tone or flavor? The accounts
we've heard of that conversation was it was more than just a
respectful FYI, by the way we looked at this before, we're

not going to do it, that Barasch was a little more animated

and disrespectful in his comments.

THE WITNESS: He was —-- it was a very short




w

N o 0

@

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

25

Page 43

conversation. They said we're not going to work this. .
BY MR. KOTZ:
Q Do you remember who said it? Was it Barasch or
Degenhardt?
A No, I don't, but they were both there together.
There was no sense of anything but unisén in their opinion on

it. And I'm sorry, the rest of your question is was he

b)(6), (0)(7)c _ o
MR. -: Just the flavor. The sense I had

before, I thought, from talking to you is you felt like you

animated?

had been chided for even bringing it up at the meetingé-

THE WITNESS: I got the impression that bringing it
up as a full-scale referral -- and, of course, I didn't
realize that -- I didn't have a real appreciation for what
they had looked into his?orically. So knowing what I ‘know
now, I can see where it probably -- having that presented to
a whole group of regulators and FINRA personnel when they had
already loocked at it and made.a decision --

BY MR. KOTZ:

Q@ - You say knowing what I know now. Do &oﬁ=know -
. . ,

A Because of getting the documents for Adler, I saw

some e-mails as we gathered those.

Q That the:e was a sort of a comprehensive look?
A Don't indicate that. Just that there were other --
there were other -- that Spence and/or Hal had other looks at
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previous Stanford complaints.

Q Okay. Because we've been investigating this for.
some time, talked to every person who ;as even involved,-and: -.
we haﬁe not found any specific thing that was ever done prior.-§
to this in terms of investigations of Stanford.

A I'm not saying it.was investigated. I'm saying

they had looked at the facts and forﬁed some opinions on it.:

I was coming there first out of the box in my new position - .-~

presenting something, and I think I did a pretty good job of
presénting.it as a possible Ponzi scheme or possible money
laundering scheme. I don't think they had any clue that I.
was going to.make that presentation. So here é preéentatioh
had been made in a mixed group of regulators. Okay. -Tﬁat‘s‘
one part of how I wanted to respond.

The other thing in terms of his animation, there

was some tensions in enforcement before I left enforcement,

-and that's one of the reasons why I was interested in taking

the job in regulation. So by this point in timé, my
relationship with Spence was.professional.- Ithwas cordial. -
It was not warm. And Spence could be -- Spence could. be very-
personable, and he could be very authoritative. @ So I -would .
say that this was not one of his personable encounters.

He was communicating to me.in a very emphatic way
that a decision apparently had already been made. I was

sitting there thinking, you know, wondering what I had just
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walked into in terms of having made a presentation to a group
of our colleagues that were outside the commission, thinking
that that was actually a bit awkward. So I don't know. If
you have -- I hope that answers yoﬁr question. Please feel.:
free to follow up. _ wh

MR. : I think so. I think I get the
general sense that you did feel -- what I thought I bésically-
heard you say was, yes, his tone was authoritative.

THE WITNESS: IYes. _ R |

MR.: It was somewhat dismissi..ve, and maybe
chided isn't an apprbpriate term.. And you're just saying now
knowing what you know, you kind of see what was going on in
his mind of, hey, we've already heard the same stuff, this is
old news, we decided not to do anything with it, we don't -
want to hear any more about it?

THE WITNESS: Yes. And I just made a big
presentation. I felt --

MR.:. I think you told me before something
to the effect of you sort of felt like the wind wenﬁ out of -
your sails, like what the heck have I been working on and '-.
have I been wasting my time all these months or something
like that. 1Is that fair to say?

THE WITNESS: Well, that, too. I wanted to see the
case worked. I've clearly been an advocate for working the

case, but I just was not expecting that. And then to have it
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1 an e-mail dated 4/19/2005, 11:23 a.m. This is from you to

b)©), (b)(7)c _ . L b)©), (b)(7)c

2 with a copy to Julie Preuitt and _
b)©), (b)(7)c ; ' : -
-,- and we're going to mark it as Exhibit 12.

4 _ (SEC Exhibit No. 12 was marked for
5 identification.)

6 THE WITNESS: Okay.

7 BY MR. KOTZ:

Q There's a reference in here to our relationship

@

9 with the Southern District of Texas has been problematic?

10 A Yes.
11 Q Do you know what that's referring to?
12 A Something happened between them and Spence and

13 others in his chain of authority, and I never knew, but I

14 heard some disparéging comments. I wish I could remember
15 more of the detail. I had-the impression that the southern
16 district had done something that -- I probably knew a little
17 bit about it at the time, and it struck me as being

18 problematic in our relationship.

19 Q So there were disparaging cdmments from who about
20 who?
21 A I think they were going both directions. There was

22 some tension between enforcement, people in control of
23 enforcement here and people in control of the Houston

24 district -- U.S. Attorney's Office.

25 Q Okay. And there's also a reference to, "also let
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me know when you want to contact the Office of Economic -
Analysis." |

A Yes..

Q Do you remember contacting the Office of Economic
Analysis?

A Yes.

Q And did you gain any information from them thaﬁ'was
helpfulé |

A Not much. -I made the contact, and I probably have
some notes or an e-mail or something downétairs.which would
give me the name of the person I talked to. I can tell you
it was a-man. And I was interested in trying -- well, I
believe what I was interested in doing was trying to get a
way of canverting.our intuitive concerns about the rates of
return in light of what the markets were doing to something
that could be used as evidence. I was hoping that the Office
of Economic Analysis.could do some number crunching to help

us with that.

. b)(6). (b)(7)c . .
My recollection is -- and_ is copied on

b)(©).
this. This would have been during the time period that Q&

was the branch chief on the case. I made the initial
contact, andwas going to continue with the contact.

Q And you said your recollection was -- did you get
anything from economic analysis to help with thé numbers?

).\ I didn't get anything, but I had -- and I don't
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think that it was -- I think it was -- my impression was it
was probably problematic whether or not they could do the
kind of analysis that really would turn into evidence, but we
were trying and that QG was going to continue to follow up
on that.

Q But you don't know ifgﬁ% ever got anything from
the Office of Economic Aﬁalysis?

A No, I do not. But.I will tell you I would be a
little surprised if théy weré able to do the kind of analysis
that would be -- tﬁat ﬁe would have really liked to havé had.
We were trying.

Q Why would.you say that, you would be surprised if
they were able to do it?

A I think it's wvery hard when you have as many
variables, when you don't know what Stanford is investing in,
to be able to say that it is impossible to generate this
particular return._ I don't think many people are going to be
able to do that when there are so many components of the
information that Stanford wouldn't give us, that'we didn't
have. So we were trying hafd, but I realized it was going to
be difficult.

Q Okay. But are you aware in 2009 that the SEC filed
a complaint containing information about the impossibility or
imprdbability of Stanford's returns?

A Yes.
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THE WITNESS: I believe that's 8.
_ b)(6), (B)(7)e .

MR.-: Okay. If you look at Page 5 of that
document, and your Paren 3.

ITHE WITNESS: Yes.

MR.: Where you're citing generallly the
returns that he's claiming .in years that the indices were
down and what that would mean for the othe; po;tidn of the
portfolio, that's in essence the same information that's in -
the complaint, different years, but that kind of, if you
will, circuﬁétantial'evidence of improbability or
impossibility. |

My queétion to you is if OEA had done any kind of
analysis, maybe a macroanalysis, and said, yeah, we might not
be able to say that it's absolutely impossible:but we agree
with you it seems highly improbable or seems suspicious;
would that have been helpful for the staff down here to know
that they were onto something?

THE WITNESS: I think it would have been helpful.
Since you called attention to Paragraph 3, which is on Page 5
of Exhibit 8, let me tell you a little bit about how this -
information was derived. We sat downstairs in reg and were
talking about this kind of idea. I was trying to turn our
concerns and our intuitions into something closer to

evidence. I asked the reg staff, look at these indices and

let's do some number crunching. How close can we get? And




St I« ) W & 1 B - N OV N AN |

@

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Page 63

‘they tried very, very hard, and that's what this is based on.

(b)), (b)(7)c
MR. : And Footnote 11 also talks about the

number crunching or the effort to do some number crunching.

It's on the same page, Page 5.

BY MR. KOTZ:

Q. You said they were appreheqsive. Who was
appréhensive? Julie Preuitt? |

A - No. 1I'd sag-r was one of the people. I was
working with. These are people who work with numbers, and .
they work with precision. This is not -- the kind of: "
analysis we were doing was, by definition, extremely
imprecise. So there was this chasm that we were going to
have to bridge._ I reached out to -- I did it with the people
downstairs to try to begin priming'the pﬁmp, if you will, for

enforcement referral. I reached out to OEA in hopes that
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they might be able to take it a little further. |

MR. : And that's my question. Don't you
think they would have been able, shoula have been able, to
take it a little further, even if they couldn't come up with,
you know, absolute metaphysical certainty? I mean, isn't
that their job.to provide this kind of quantitative analysis
to help the enforcement staff?

THE WITNESS: I reached out to them in hope that
they would help me. I have to tell you I don't know if I
uﬁderstand all the things they do well enough to give you a
black and white opinion on it. I wasleertainly reaching out

to a number of different divisions trying to get help.

b)(6), (B)(7)c _
R. : You knew enough to know that they

might be able to provide help?

THE WITNESS: Yes. .

MR.: And the help you were looking for was
kind of ta-king the quantitative analysis that you asked

b)(E). (B)(7)c
to do a step further?

THE WITNESS: A step further, yes.
b)©), (b)(7)c _

MR. : And to your knowledge, no one on the
investigation or you ever got any analysis or help from OEA
on that issue?

b)©), (b)(7)c .

THE WITNESS: Well, I know that- was going

to continue the discussion. And what they may have told him,

I mean, they may have been able to tell him it was
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impossible. I don't know. I was out of the communication by
that point. I just don't know.

MR.‘: Was the name of the person .
you contacted? :

THE WITNESS: I think that is. I think that's
right.

BY MR. KOTZ:

Q - All right. I want to show you another document,
mark it as Exhibit 13.

(SEC Exhibit No. 13 was marked for
identification.)
BY MR. KOTZ:

Q It's a memo from you dated 3/14/2005. I just
wanted to know, was this the final version eventually 6f the
Stanford report that we saw iﬁ draft previously?

A Probably.

Q Okay.

A Because of the way this got referred electronically

- usually I sign them and PDF them so that I can keep track

of exactly which one is the final version and exactly who I
sent it to and on what date, because this one was e-mailed by
Julie instead of by me. I can go back to the e-mail and
probably print the attachment from the e-mail and compare it
to Exhibit 13 and then tell you for sure. There were a lot

of drafts of this thing.
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A - Well, let me give two brief answers, and then you

‘can follow up as you prefer. The answer to the big question

is that the case was being referred to the NASD because we
were instructed to do so, and my recollection is_that came
from Hal Degenhardt. The more narrow question is why this
letter was wrj:tten to the NASD is because , after
we had a- telephone conférence about the referral, asked me to
write a letter. |

Q Okay. And do you know why Hal Dégenhardt

determined that it should be referred to the NASD?

A He didn't elaborate.
Q Do you know if that was his decision?
A ‘Well, he was the office head.

Q So ultimately --

A I presumed it was.

Q - Okay. And what was your feeling about the decision
made to refer to the NASD?

| A I ﬁas unhappy about that.

Q 'How come?

A Because I felt like that it was unlikelf that the
NASD would be able to be able to create the same kind of
result that we could here at the commission.

Q Why was that?

A Partly because our remedies are different. Our

jurisdiction is a little different. I wanted -- you know, I
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wanted to see us work the case, frankly.
Q So you believed that the SEC was in a better

position to make headway in the Stanford investigation than

the NASD?
A In most respects, yes. There's some things that
the NASD has greater -- you know, different types of leverage

through their membership. You know, if a member refuses to’
cooperate with the NASD, the NASD can expel them from
membership. That's a little bit different leverage that ‘what -
we would have by issuiﬁg subpbeﬁas and going through subﬁoena'
enforcement and perhaps litigating the merits of the case in
subpoena énforcement proceeding. So there's nuanced
distinctions, but ultimately I wanted to see the commission

work it.

b)6). (b)(7)c _
MR, : Did you have any concern that the

refefral from the SEC to NASD would impact the commission's
own investigation of Stanford?

A Well, we've worked cases with other regulators
jointly before, and so there's a lot of different ways that
this could happen. Obviously if this is going on on multiple.
fronts, there needs to be coordination, which I would expect -
enforéement to do. At this particular juncture, my-
impression and understanding was that we were referring it to
the NASD because we would not be working it.

b)(6). (B)(7)c
MR. : And how did you get that impression?
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something that suggested that. It may have been like an
e-mail. I don't remember that it was. anything that was
particularly detailed. It was like a letﬁer or an e-mail or
something. I'm sure it could be found again.

MR. KOTZ: Do you have anything, ?

R.: Just two quick questions. When you
went downstairs, as you say, from enforcemen.t to regulation;
it sounds like that Stanford for ﬁugh Wright was a big
priority, immediately that was a big priority for him to make
a referral on. Can you give us a sense of what kind of
priority Stanford was for the regulation people when you went
down there?

A Well, I think it wasla very high priority. I mean,
obviously it was my first matter to work on, and so it had my
full attention. I didn't have # Lok of competing things
other than what I was finishing up from enforcement during
that time period. Everyone wanted to see the case worked.

'N.[R.b)(s)'(b)mC s And.then somewhat 6f a, you know, off

the beaten path question. You mentioned much earlier in your

. b)(6), (b)(7)c

A Yes.
b)(6), (B)(7) )
MR. : Do you know where he is today?
A Someone indicated to me in a passing conversation

in the hallway yesterday that he's on trial right now in

Virginia or something like that as some of the -- I think he
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this kind of thing.

Q Right.

A Namely that it was too good to be true and they
couldn't possibly have been making this much money and so on
and so forth. It sounds -- this analysis sounds kind of -
familiar to me, but I think reélly it sounds familiar to. me
from reading the paper or things like it in the paper:. -

Q hBut this type of analfsis where the reported
earnings of between 12.4 and 13.3 percent, but then when"you-
look at the indices it's substantially down, tﬁat would give -

rise to suspicion that they are either not trading or -

' somehow engaged in a fraud, wouldn't it?

A Absolutely. I mean, it's almost impossible. It's
almost impossible for them to be, No. 1 -- I mean, even aside
from, you know, what the indices are doing -~ I guess you can
always afgue that you beat the market, but if:You're telling -
people you'wve got a CD agd it's safe like a bank CD, you
know, I mean, I don't know how anybody can generate returns
in double digits while still offering that kind of security.

I mean, all of this is implausible.

Q Right. -Lét me ask you this question. If you had a
situation where you believe that there may be a fraud going
on, potentially a Ponzi scheme, but there are sort of
logistical, even perhaps jurisdictional, issues as there were:

in Stanford, would one approach be to try to bring an action -






