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STANFORD GROUP COMPANY
5056 Westheimer, Suite 605
Tel. No. (713) 964-8300
Houston, Texas 77056

File No. 8-48611 CRD No. 39285
Examination No. 06-D-97-037

EXECUTIVE SUMMARY

‘Rule 17a-4Failure to maintain books and records.

Rule 10b-5 ~ 'Possible misrepresentation and
" misapplication of customer funds.

COMMENTS

Stanford Group Company ("Stanford Group"), a member of the

NASD Regulation, Inc., has been registered with the Commission -

since September 1995. The firm is also a registered investment
advisor (File no. 801-50374). . Stanford Group is owned by Allen
Stanford ("Stanford") who also owns several affiliated companies.
Two such companies include Stanford International Bank ("SIB"),
an offshore bank located in St. John's, Antigua, West Indies, and
Stanford Financial Group ("SFG") headquartered in Houston, Texas.

Stanford is not involved in the day to day operations of the firm
and is not registered as a princ_ipal. is the firm's
president and one of six registered principals of the firm.

Stanford Group operates pursuant to the (k) (2) (ii) exemption
to Rule 15c¢3-3 and is Trequired to maintain net capital of
$250,000. As of July 31, 1997, the firm had net capital. of
$9,011,027 with excess net capital of $8,761,027. Aggregate
indebtedness totaled $532,485. ‘ : :

Stanford Group conducts a general securities business through

"a fully disclosed <clearing arrangement with Bear Stearns

Securities Corp. The firm also offers two money management
programs to its clients.! The firm has generated $6,101,346 in
revenues - from January 1, 1997 through July 31, 1997. The three
primary sources of revenue include referral fees from SIB (68%),
advisory fees (8%) and gains on investments (4%). The firm has
five branch offices and 66 employees, of which 25 are registered
representatives. Thé firm has approximately 2,000 (1,200 foreign)
customer accounts and writes approximately 250 tickets each month.

'The Master Fund Program ("MFP") offers discretionary managed
accounts for those clients invested in mutual funds the Master
Manager Program ("MMP") offers discretionary managed accounts by
outside third-party managers. :
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EXAMINATION

The FWDO conducted a surveillance examination of Stanford
Group in August 1997. Four and one half staff days were spent in
the field. .Three staff days were spent on the review of sales
practices. '

: : : b)(6), (b)(7)c
We conducted an entrant interview with _

chief executive officer, and SIS operations manager. We
- furnished them with the FOIA and Privacy Act Notices. The signed
receipt of acknowledgement is included in the work papers.

- FINDINGS - .

Possible Misrepresentations — Rule 10b-5

"As noted earlief, Stanford Group is affiliated th:ough.common
ownership with SIB, an offshore investment bank. Stanford Group

has a written agreement with SIB wherein Stanford Group refers its .

~foreign customers to SIB. SIB pays a recurring annual 3.75%

referral fee to Stanford Group on all deposits referred to SIB:.?

SIB offers several types of products including the FlexCD Account

which makes up 96% of all cash deposits at SIB. The FlexCD'. -

Account requires a minimum balance of $10,000, has maturities and
annual interest rates ranging from 1 month at 7.25% to 36 months
at 10%, and withdrawals of up to 25% of the principal amount are
allowed without penalties with a five day advance notice. As of
July 31, 1997, Stanford Group was due referral fees of $958,424

which is based on. customer deposits at SIB of $306 695,545 (75% of

all dep031ts at SIB)

SIB promotes its products as being safe and secure. A
brochure regarding the products offered through SIB, including the
FlexCD Account, states that "[FJunds from these accounts are
invested in investment-grade bonds, securities and Eurodollar and
foreign currency deposits." The brochure indicates a high level
of safety for customer deposits. For example: "banking services

which ensure safety of assets, privacy, liquidity and high

yields", "...protects its <clients' money with traditional
safeguards", "placing deposits only with banks which have met
Stanford's rigorous credit «criteria", “depository insolvency
bond", "bankers' blanket bond", and "portfolioc managers follow a
conservative approach". Based on the amount of interest rate and
referral fees paid, SIB's statements indicating these products to
be safe appear to be misrepresentations.

SIB pays out in interest and referral fees between 11% and
13.75% annually. To consistently pay these returns, SIB must be

During 1996, the referral fee was 5%.




~investing in products with hlgher rlsks than are 1ndlcated in its
brochures and other wrltten advertisements.

Because SIB is a fore1gn' entlty, we were' unable to gain
access to SIB's records. '

Item of Interest — Addition to Capital

During 1996, Stanford made a cash contribution of $19,000,000
to Stanford Group. We are concerned that the cash contribution
may have come from funds invested by customers at SIB. We noted
that SIB had loaned Stanford $13,582,579. 1In addition, we noted
that SFG had borrowed $5,447,204 from SIB .for a total receivable

at. SIB of $19,029,783: dlrectly and indirectly from Stanford. We
contacted the general counsel for the Stanford companies regarding
our concerns.  The general counsel stated that  the cash

contribution came from personal funds and not from the above
loans; however, it seems at least questionable whether Stanford
has access to $19,000,000 in personal funds.

Maintenance of Books and Records - Rule 17a-4

Stanford Group failed to maintain books and records as
they relate to the offer and sale of SIB products. Lena Stinson
("Stinson"), senior vice president and administrative officer,
stated that the firm only refers clients to SIB and receives a
referral fee. Stinson stated that the client is the customer of
SIB and not Stanford Group. From our discussions with Stinson,
the RR informs the client of the SIB products (usually the FlexCD)
and prepares an application which is sent to SIB for their
approval. Once approved, the client sends the funds directly to
SIB who then confirms the deposit. Stinson stated that. once the
application is sent, the RR is no longer involved (other than
receiving a referral fee) and all paperwork is maintained by SIB.

It appears that the RR is recommending a. particular product of
SIB's and therefore should have a basis for making that
recommendation (i.e., a new account form containing, among other
things, financial information and investment objectives). In
addition, since the RR is recommending the purchase of a product,
an order ticket, confirmation, and ~purchase and sales blotter
should be maintained. ' o

OTHER ITEMS REVIEWED

Customer Account Review

We reviewed the activity in 35 customer accounts for
suitability, churning, and profit and loss. ~ Our review noted no
discrepancies.




Chinese Wall Procedures

We examined the adequacy of the firm's Chinese Wall and
overall supervisory procedures to prevent and detect insider
trading by accounts of the firm, employees and customers. The
firm's procedures appear to be reasonably dESLQHGd to prevent such
misuse given the nature of the firm's business.

Currency and_Foreign'Transactions

Prior to our examination, we accessed the 1IRS CTR
database and found no reports on file for the firm. Our on-site

‘review .of the firm's bank statements, bank reconciliations,
deposit slips and checks received and delivered blotter  from
February 1997 through  July 1997 disclosed no currency

transactions. We found no foreign accounts involving the
receipt/delivery of securities or currency from/to foreign -
locations. :

RECOMMENDATION

_ We will send a deficiency letter to the firm citing their
failure to maintain adequate books and records.

" We will provide a copy of our report to the FWDO DlVlSlon of
Enforcement for their review and disposition.
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2.2.2.5 Referrals from Self-Regulatory Organizations

The Basics of Receiving Referrals from Self-Regulatory Organizations:

The Division’s Office of Market Surveillance (“OMS?”) is the primary point of
contact for trading-related referrals by domestic self-regulatory organizations (“SROs”).
Each equity and option exchange is responsible for monitoring its own markets and
enforcing exchange rules and regulations and the federal securities laws. If the SRO
discovers potentially violative conduct and believes that it has jurisdiction, it will conduct
its own investigation. If the SRO determines that it does not have jurisdiction, it will
refer the potential violations to the SEC via the SRO Market Surveillance Referral
System. OMS reviews all SRO referrals and in consultation with senior staff in
Enforcement opens MUIs and distributes the cases to the appropriate staff in the regional
and home offices.

Considerations:
e Assigned staff should discuss information received from SROs with OMS.
e Consider ongoing consultation with SROs, as appropriate.

Further Information:

If the referring SRO continues with a parallel investigation, please refer to the
“policy on parallel investigations in Section 3.1.4 of the Manual.

2.3 Matters Under Inquiry (“MUIs”) and Investigations

23.1 Opening a MUI
Introduction:

The purpose of the procedures and policies for the review and approval of new
MUIs is to help ensure efficient allocation of resources.

_ Opening a MUI requires that the staff assigned to a MUI (at the Assistant Director
level and below) first conduct preliminary analyses to determine: 1) whether the facts
underlying the MUI show that there is potential to address conduct that violates the
federal securities laws; and 2) whether the assignment of a MUI to a particular office will
be the best use of resources for the Division as a whole. If the preliminary analyses
indicate that a MUI should be opened, then the staff should follow the procedures below
for opening a MUI within the internal system and seeking approval of the assigned
Associate Director or Regional Director. Prior to any other considerations, the staff
should consult the Name Relationship Search Index (“INRSI”) and the Hub for related
investigations. If a related investigation is found, the staff assigned to that investigation
should be consulted.
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Prior to opening a MU], the assigned staff (Assistant Director and below) should
determine whether the known facts show that an Enforcement investigation would have
the potential to address conduct that violates the federal securities laws.  The Division
receives information from a variety of sources that may warrant the opening of a new
MU, including newspaper articles, complaints from the public, whistleblowers, and
referrals from other agencies or SROs. Assigned staff are encouraged to use their
discretion and judgment in making the preliminary determination of whether it is
appropriate to open a MUI. The considerations described below are suggestions only and
should not discourage the opening of a MUI based on partial information. MUISs are
preliminary in nature and typically involve incomplete information. The threshold
determination for opening a new MUI is low because the purpose of a MUI is to gather
additional facts to help evaluate whether an investigation would be an appropriate use of
resources. :

To determine whether to open a MUI, the staff attorney, in conjunction with the
Assistant Director, should consider whether a sufficiently credible source or set of facts
suggests that a MUI could lead to an enforcement action that would address a violation of
the federal securities laws. Basic considerations used when making this determination
may include, but are not limited to:

» The statutes or rules potentially violated

e The egregiousness of the potential violation

e The potential magnitude of the violation

o The potential losses involved or harm to an investor or investors

o Whether the potentially harmed group is particularly vulnerable or at risk

e Whether the conduct is ongoing

e Whether the conduct can be investigated efficiently and within the statute of
limitations period

e Whether other authorities, including federal or state agencies or regulators, might
be better suited to investigate the conduct

After determining that a MUI has the potential to address conduct that violates the
federal securities laws, the assigned staff should evaluate whether from a resources
standpoint, it is reasonable for their office to handle the investigation. Basic
considerations used when making this determination may include, but are not limited to:

¢ The location of the wrongful conduct

e The location of the potential wrongdoers
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The location of the issuer’s, entity’s, or SRO’s headquarter
The location of most witnesses or victims

The resources and expertise of the office

If an office believes it has compelling reasons to handle a MUI or investigation for

which another office may have a substantial nexus, it should consult with the other office
to determine which office should pursue the MUI or investigation. Exceptions to the
general guidance include:

Relation to a previous investigation: 1f a MUI is closely related to a previous
investigation, a determination should be made whether the office that handled the
previous investigation should handle the new MUI, regardless of whether that
office has a nexus to the new MUIL

Insufficient resources to investigate: The home office may open a MUI when a
regional office has a nexus if that regional office determines that it cannot devote
sufficient resources to pursuing the MUI or if the regional office has other concerns
that prevent it from pursuing the matter.

If it later becomes clear that the MUI or investigation is centered in a specific

region, consideration should be given to referring the investigation to that regional office,
depending on available staff in the regional office and the stage of the investigation. In
some situations, such as where witnesses are dispersed or where an office has special
expertise, it may make sense for staff from more than one office to work together on a
matter.

Procedures for Opening a MUI:

~ If the preliminary analyses above suggest the potential to address conduct that

violates the federal securities laws:

1

2)

3)

4)

The assigned staff should consult with the assigned Associate Dlrector;'Reglonal
Director concerning the analyses.

The staff attorney should fill out the electronic MUT form located in the Division’s
internal systems, including a short narrative in the comments field indicating the
nature of the case and the geographic or other nexus to the investigating office.

The form will be submitted electronically to the assigned Associate
Director/Regional Director for approval.

The Associate Director/Regional Director should review the form promptly
(within two business days), and, if he or she is satisfied that the MUI has the
potential to address violative conduct, he or she may approve the MUI through the
electronic form.
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5) Ifthe MUI requires expedited approval, and the assigned Associate
Director/Regional Director is not available to approve the electronic MUI form,
then the staff may use the MUI form to request approval from any available
Associate Director/Regional Director.

'6) The Associate Directors, Regional Directors, and other senior officers will receive
a weekly report of all MUIs opened during the prior week.

Considerations:

The internal system will convert a MUI to an investigation when the MUI has
been open for sixty days. A reminder of the upcoming conversion is automatically
generated and sent by e-mail to the primary staff member listed on the MUI form ten
days prior to conversion and five days prior to conversion. Upon receiving the first
reminder, and prior to the sixtieth day of the MUI, the staff should determine whether
conversion to an investigation is appropriate. Staff should follow the policies and
procedures for closing a MUI, or converting a MUI in Section 2.3.2 of this Manual.

Further Information:

For more information on filling out MUI forms, please check for instructions on
the internal tracking systems or contact a Case Management Specialist.

2.3.2 Opening an Investigation, Converting a MUI, or Closing a
MUI '
Introduction:

Investigations are opened in two ways: 1) the investigation is opened when a
MUI is converted to an investigation (which occurs automatically sixty days after the
MUI is opened), or, 2) an investigation is opened independently, either prior to the
sixtieth day automatic conversion of a MUI or without any history of a MUI in the case.
In both cases, the opening of an investigation requires that the assigned staff (at the
Assistant Director level and below) conduct an evaluation of the facts to determine the
investigation’s potential to address conduct that violates the federal securities laws. The
analysis for whether to convert a MUI to an investigation, or open an investigation,
differs from the analysis for whether to open a MUI. While a MUI can be opened on the
basis of very limited information, an investigation generally should be opened after the
assigned staff has done some additional information-gathering and analysis. It may also
be appropriate at this time to revisit whether the office has a nexus to the MUI.

Analysis: Will the Investigation Have the Potential to Substantively and Effectively
Address Violative Conduct?

The assigned staff, in consultation with the assigned Associate Director, should
evaluate the information gathered to determine whether it is an appropriate use of
resources to open an investigation (either through conversion of the MUI or independent
of a MUI). While the threshold analysis for opening a MUI is relatively low, determining
whether the MUI should be converted to an investigation or whether to open an
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investigation is typically a more detailed evaluation that is based on additional
information.

" The evaluation for whether to convert a MUI to an investigation (or open an
investigation) turns.on whether, and to what extent, the investigation has the potential to
address violative conduct. Threshold issues to consider when evaluating the facts
include: '

1) Do the facts suggest a possible violation of the federal securities laws involving
fraud or other serious misconduct? '
2) Ifyes, is an investment of resources by the staff merited by: -
a) the magnitude or nature of the violation,
b) the size of the ﬁiptim group,
c) the amount of potential or actual losses to investors, -
‘ d) for potential insider trading, the amount of profits or losses avoided, or
e) for potential financial reporting violations, materiality?
3) Ifyes, is the conduct:
a) ongoing, or
b) within the statute of limitations period?

In addition to the threshold issues above, one way to determine whether the conduct is
serious is to consider the following supplemental factors:

o Is there a need for immediate action to protect investors?

¢ Does the conduct undermine the fairness or liquidity of the U.S. securities
markets?

¢ Does the case involve a recidivist? _
e Has the SEC or Division designated the subject matter to be a priority?
e Does the case fulfill a programmatic goal of the SEC and the Division?

e Does the case involve a possibly widespread industry practice that should be
addressed?

¢ Does the matter give the SEC an opportunity to be visible in a cdrnmunity that
might not otherwise be familiar with the SEC or the protections afforded by the
securities laws? '

e Does the case present a good opportunity to cooperate with other civil and criminal
agencies?

Considerations:

Assigned staff is encouraged to revisit whether the 6fﬁce still has a sufficient
~nexus under the new facts learned during the period of the MUI. If the facts have
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changed, assigned staff should consider whether it is appropriate to contact another office
. that may be better suited to handle the investigation.

Procedures for Converting a MUI to an Investigation:

Sixty days after a MUI is opened, the MUI will be converted to an investigation

unless the MUI is closed prior to the sixty day mark. The person listed as the primary
staff on the MUI form will receive an automatic e-mail reminder ten days prior to the
conversion of the MUI, and will receive a second e-mail reminder five days prior to the
conversion of the MUI. Upon receiving the ten-day reminder e-mail:

1)

2)

3)

4)

The assigned staff, in consultation with the assigned Associate Director, should
evaluate the facts gathered during the MU], using the factors listed above, to
determine whether, and to what extent, the investigation will have the potential to
address violative conduct.

If the assigned staff, in consultation with the assigned Associate Director,
determine that it is appropriate to proceed with the investigation, then the
conversion to an investigation will occur without further action by the staff
attorney or Assistant Director.

At the time of the conversion, the assigned staff should draft and submit an
Opening Narrative Form to their Case Management Specialist including a brief
statement regarding the investigation’s potential to address violative conduct.
The information included in this form will be included in the CATS file and
available for review by senior officers on a weekly basis.

If the assigned staff, in consultation with the assigned Associate Director,
determine that the investigation does not have the potential to address violative
conduct, or there is another reason that the investigation would be an
inappropriate use of resources, then the assigned staff, in consultation with the
assigned Associate Director, should close the MUI before it converts to an
investigation. To close the MUI, the assigned staff should contact their Case
Management Specialist, request to close the MUI, and provide an explanation for
closing the MUI. Please refer to the internal system instructions for the closing
MUI codes. If the MUI is not closed before its conversion to an investigation,
then the investigation closing procedures must be followed (see Section 2.6 of the
Manual). :

Procedures for Opening an Investigation, Independent of a MUI:

In certain circumstances, it is appropriate to open an investigation without having

opened a MUI (for example, in a case in which emergency action is necessary), or
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convert a MUI to an investigation prior to the occurrence of the automatic conversion on
the sixtieth day of the MUI. To open an investigation under these circumstances:

1) The assigned staff should consult with the assigned Associate Director concemning
the analyses described above.

2) The staff attorey should fill out the investigation opening form in the internal
system and forward it, along with the Opening Narrative Form, to their Associate
Director for approval. '

3) The Associate Director should review the forms promptly (within two business
days), and, if the Associate Director is satisfied that it is appropriate to proceed,
the Associate Director may approve the opening of the investigation.

4) The staff attorney should forward the approved form to their Case Management
Specialist for processing.

5) If the investigation requires expedited approval due to ongoing conduct or
imminent investor harm, and the assigned Associate Director is not available to
approve the investigation opening form, then the staff may request approval from
any available Associate Director. .

6) The Associate Directors, Regional Directors, and other senior officers will receive
a weekly report of all investigations opened during the prior week.

2.3.3 Formal Orders of Investigation

Under Rule 5(a) of the SEC’s Informal and Other Procedures, the Commission
“may, in its discretion, make such formal investigations and authorize the use of process
as it deems necessary to determine whether any person has violated, is violating, or is
. about to violate any provision of the federal securities laws or the rules of a self-
regulatory organization of which the person is a member or participant.” 17 C.F.R.
Section 202.5 (a). Once the Commission issues a Formal Order of Investigation
(“Formal Order”), members of the staff designated by the Formal Order to act as officers
of the Commission for the purposes of the investigation may administer oaths and compel
testimony and the production of evidence, among other things. Investigations are
nonpublic unless otherwise ordered by the Commission. /d.

2.3.4 Formal Order Process
Introduction:
The staff cannot issue investigati\}e subpoenas to compel testimony or the
production of documents unless the Commission issues a formal order of private

investigation. The Commission may issue a formal order of investigation, in its
discretion, if it deems that a violation of the federal securities laws may have occurred or
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may be occurring and a formal investigation is appropriate and necessary. The formal

. order serves two important functions. First, it generally describes the nature of the
investigation that the Commission has authorized, and second, it designates specific staff
members to act as officers for the purposes of the investigation and empowers them to
administer oaths and affirmations, subpoena witnesses, compel their attendance, take
evidence, and require the production of documents and other materials. Formal
investigative proceedings are nonpublic unless otherwise ordered by the Commission.

Basics of the Formal Order Process:

The Commission has delegated authority to issue formal orders of investigation to
the Director of the Division of Enforcement from August 11, 2009 to August 11, 2010.
17 C.F.R. Section 200.30-4(a)(13). This authority was sub-delegated to senior officers
effective August 12, 2009. To seek a formal order of investigation, staff should draft a
memo for review by the senior officer, as well as a proposed order. If authorized by the
senior officer, the formal order will be issued by the Office of the Secretary. A MUI
should be converted to an investigation before or upon issuance of a formal order.

2.3.4.1 Supplementing a Formal Order

Once a formal order of investigation has been issued by the Commission, the
Division has authority, delegated to it from the Commission, to name staff members as
officers empowered to issue subpoenas and administer oaths, among-other things. 17
C.F.R. Section 200.30-4(a)(1) and (4). During the course of a formal investigation, the
Division may request that the Secretary of the Commission issue a supplemental order to
add or remove staff members from the list of officers named in the original formal order.
A supervisor at the Assistant Director level or above may authorize the Division’s request
for a supplemental order.

2.3.4.2 Requests for a Copy of the Formal Order
Basics:

Rule 7(a) of the SEC’s Rules Relating to Investigations provides that a person
who is compelled or requested to furnish documentary evidence or testimony at a formal
investigative proceeding shall, upon request, be shown the Commission’s formal order of
investigation. However, a copy of the formal order shall not be furnished to that person
for their retention without the express approval of a Division official at the level of an
Assistant Director or District Administrator, or higher. 17 C.F.R. Section 203.7(a).
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Procedures for Responding to a Request for a Copy of the Formal Order:

When a member of the staff receives a request for a copy of the formal order, staff
should keep in mind the following procedures when determining whether the request
should be granted:

o The request must be made by a person or counsel for a person who has been asked
to furnish documents or testimony in the formal investigation for which the person
- 1s requesting a copy of the formal order.

e The request for a copy of the formal order must be in writing. A copy of the formal
order may not be provided on the basis of an oral request. Therefore, staff should
advise the person to submit their request in wntmg to the Assistant Director
assigned to the investigation.

e The written request for the formal order must include representations to show that
approval of the request is “consistent both with the protection of privacy of persons
involved in the investigation and with the unimpeded conduct of the investigation.”

- 17 C.F.R. Section 203.7(a). Staff may furnish the following sample representations
to be included in the written request:

The undersigned represents [client’s name] in the above captioned matter.
Pursuant to 17 C.F.R. §203.7 [I/we] hereby request on behalf of [my/our]
client([s] to be furnished with a copy of the Commission’s Formal Order of
Investigation in the above matter. [I/We] warrant that the Formal Order and
information contained therein will remain confidential and will not be
disseminated to any person or party except [my/our] client[s] for use in
connection with -[my/our] representation of [him/her/it/them] in this matter.

e Only an Assistant Director or higher level Division official may approve a written
request for a copy of a formal order. There may be circumstances that warrant
denial of the request, such as when there is evidence that the requester intends to
use the formal order for purposes outside the representation in the matter, or does
not intend to keep the formal order confidential.

o Keep in mind that even if a request for a copy of the formal order is denied, a
requesting person who is compelled or requested to furnish documentary evidence
or testimony at a formal investigative proceeding is still entitled to review the
formal order without retaining a copy. 17 C.F.R. Section 203.7.

2.4  The Wells Process

The Wells Notice:

Rule 5(c) of the SEC’s Rules on Informal and Other Procedures states that
“[u]pon request, the staff, in its discretion, may advise such persons [involved in
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FORM U.S. SECURITIES AND EXCHANGE COMMISSION
1569 MUIS — MATTER UNDER INQUIRY
o 3 [ REVISION
1. MUI FILE NO. 2. NAME OF MATTER 3. STATE OF RESIDENCE

MFU-894

STANFORD GROUP COMPANY TEXAS

- OF PRINCIPAL SUBJECT

4. STATUS/DISPOSITION (CIRCLE ONE)

TRANSFERRED TO OTHER

PENDING CJ
CN  CLOSED — INAPPROPRIATE FOR FEDERAL AGENCY

d ENFORCEMENT ACTION CL TRANSFERRED TO STATE/LOCAL
Cl  CLOSED — INVESTIGATION WAS OPENED CS

CR

(ENTER CASE NUMBER IN
RELATED SEC NO.).
CLOSED — INQUIRY TERMINATED DUE

TRANSFERRED TO SRO

TRANSFERRED TO OTHER
COMMISSION OFFICE

CcO

TO RESOURCE LIMITATIONS

5. ORG. CODE

06033

6. DATE OPENED

5-18-98

7. PRIMARY TRADING MARKETS (CIRCLE NO MORE THAN TWO)

AME AMERICAN PAC PACIFIC COAST
BOS BOSTON PHL PHILADELPHIA
CIN CINCINNATI PK_ SPOKANE
CBO CHICAGO BD. OPTIONS FOREIGN

IMT INTER-MOUNTAIN OTC OVER-THE-COUNTER
MID MIDWEST NAS NASDAQ
NYS NEW YORK NAP NOT APPLICABLE
8. NATURE OF SECURITY (CIRCLE NO MORE THAN FIVE)
CP COMMERCIAL PAPER PS  PREFERRED STOCK
CO COMMODITY PM PROMISSORY NOTE (NON-CORPORATE)
CS COMMON STOCK RB REVENUE BOND (OTHER THAN IDR)
CD CORPORATE DEBT SF . SECURITY FUTURES AND/OR FORWARDS
FS  FOREIGN SECURITIES Ul UNDIVIDED INTERESTS
GO GENERAL OBLIGATION BOND ‘US  U.S. GOVERNMENT ISSUE o
ID IDR BOND UG U.S. GOVERNMENT GUARANTEED ISSUE
LD LIMITED PARTNERSHIP 'WT WARRANTS
IC INVESTMENT COMPANY NA. NOT APPLICABLE
" IT  INVESTMENT CONTACT OTHER (SPECIFY IN COMMENT SECTION)
MB MUNICIPAL BONDS _
~ OP OPTIONS _
9. OTHER AREAS OF POSSIBLE VIOLATIONS (CIRCLE NO MORE THAN TWO)
A  ATLANTA HO HOME OFFICE ~
‘B BOSTON LA LOS ANGELES
C  CHICAGO N  NATIONWIDE
D  DENVER NY NEW YORK
% FOREIGN S SEATTLE
FORT WORTH W  WASHINGTON

10. STAFF ASSIGNED
0b)(6), (b)(7)c

NAME

PHONE NO.

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

1)

2

|11. RELATED SEC NO.

SEC 1569 (5/89)



12. CLASSIFICATION OF THE MATTER (CIRCLE NO MORE THAN TEN) ) N

AC
AP
AT
BH
BO
BI
BB
BF
CH
DL
EM

@&

(FD
FI
FO
FR
FS
FF
FP
FC

ACCOUNTANTS
ACCOUNTING PROBLEM

ATTORNEY(S)

BANK/BANK HOLDING CO.

BENEFICIAL OWNERSHIP

BOOKS & RECORDS (ISSUER)

BOOKS & RECORDS (BD/IC/IA)

BREACH FIDUCIARY RELATIONSHIP
BROKER-DEALER

CHURNING

DELINQUENT FILING -
EXCESSIVE MARKUP/MARKDOWN
EXTENSION OF CREDIT

FAILURE TO DISCLOSE

FAILURE TO FILE (ISSUER FILING)"
FAILURE TO FILE (OTHER THAN ISSUER)
FAILURE TO REGISTER (BD, IA, IC, ETC.)

‘FAILURE TO SUPERVISE

FALSE FILING

FINANCIAL PROBLEM

FOREIGN CORRUPT PRACT]CES
FRAUD IN OFFER/SALES/PURCHASES

GP

aa
©

MF
MA
MI
NC
NP
0G
OoP
PS
PK
@9
PR
PU.
RE

TS
TO
uT
‘Uo
oT

GOING PRIVATE
INVESTMENT ADVISOR
INVESTMENT COMPANY
MANAGEMENT FRAUD
MANIPULATION
MINING

- NET CAPITOL

NONPUBLIC/INSIDE INFORMATION
OIL/GAS '
OPERATIONAL PROBLEMS

PENNY STOCK

PERKS

POSSIBLE ORGANIZED CRIME

PROXY

PUBLIC UTILITY

REAL ESTATE

SUITABILITY

TAX SHELTER

TENDER OFFER

UNAUTHORIZED TRANSACTION
UNREGISTERED OFFERING _
OTHER (SPECIFY IN COMMENTS SECTION)

13. COMMENTS (NOT TO EXCEED 150 CHARACTERS)

CERTIFICATES OF DEPOSIT

14. RELATED PARTIES

NAME

(If individual, enter last name first, then
first name and middle initial or name)

STANFORD, ALLEN

STANFORD INTERNATIONAL BANK

STANFORD FINANCIAL GROUP

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

STINSON, LENA

15. DATE CLOSED

16. SIGNATURE

Harold 3. DMM
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) b)(6), b)(6), (b)(7)c
—-
Date: 5/18/98 11:22 AM
Priority: Normal
Receipt Requested
“T0: WrightH .
Subject:; Stamford Group - BD - Housto: _ _
-------- éectemecccccccnencecanecee-- Mogsage Contents -------cecvocccacmccanccanaccoaaaa.s

I réceived note from Wik to contact' re a BD
examination. - Enforcement Wash DC
explaineéd he had received a referral from US Customs Dept regarding
possible money laundering and wanted information regarding our BD

- exhmination of Stamford Group. I orally provided him info from
repoort -and deficiency letter. He requested a fax copy of report,
deficiency lettér, ard response to deficiency letter. He also
Fequested that oiur workpapers be gent up to him. ' I advised that I
wpuld check on sending info to him. . . .

Neither you noxr Spence were in s8¢ I notified Hal D. Hé was to followup
with QOJOH. I did not mail or fax any documents. See mie when you
return and I'll give full details. :

b)(6), (b)(7)c
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UNITED STATES o
SECURITIES AND EXCHANGE COMMISSION

FORT WORTH DISTRICT OFFICE N REPLYING
801 CHERRY STREET :
b)(6). (0)(7)c
SUITE 1900 . o
FORT WORTH, TEXAS 76102 MEW-894

PHONE: (817) 978-3821  FAX: (817) 978-2700

May 27, 1998

CERTIFIED MAIL\RRR P 166 771 711

|
Stanford Group Company ' : . .
5056 Westheimer :

Suite 605

Houston, Texas 77056

Re:  Stanford Group Company (MFW-894)

b)), ()(7)c
Dear RN

~ Information available to this office indicates that violations of certain provisions of the federal
securities laws may have occurred in connection with certain activities and/or transactions effected
by Stanford Group Company (“Stanford Group”) and certain individuals associated therewith. In
order to properly discharge our responsibilities under the federal securities laws, this office is
conducting an inquiry and is requesting your company's voluntary assistance in this matter.
Accordingly, we request that you provide the following information for the time period beginning
September 1, 1995, through the date of this lefter ("relevant time period”):

1. A list or documents sufficient to identify the name, address, and telephone
number(s) of each individual or entity referred by Stanford Group, or any employee,
consultant, representative, agent or independent contractor thereof, to Stanford
International Bank (“Stanford Bank”) during the relevant time period;

2. Al customer account opening documents, new account forms and Cc:rrespcindence
(both sent and received) for all Stanford Group customers identified in response to
‘ item 1. above; '

3. Documents sufficient to identify all products offered by Stanford Bank that were
purchased or invested in by any individual or entity identified in response to item 1.
above; '

4. Documents sufficient to identify all services rendered or performed by Stanford
Group, or any employee, consultant, representative, agent or independent
contractor thereof, for any individual or entity identified in response to item 1. above
with respect to the individual's or entity’s purchase or investment in any product
offered by Stanford Bank;



10.

1.

All conﬁrmaiions, order tickets, stock certificates (front & back), Forms 144 and
attorney opinion letters for all transactions (either executed or unexecuted) in any
security offered by Stanford Bank during the relevant time;

All documents reflecting the receipt, expenditure, transfer, use or allocation of funds
from Stanford Bank by Stanford Group, or any employee, consultant, representative,
agent or mdependent contractor thereof, including, but not limited to, the following
documents:

a) ledgers;

- b) accounting books and records;
"~ ¢) - monthly account statements from any bank, money market credit union,

brokerage firm or any other similar financial institution;
d) canceled checks (front and back);
e) deposit slips;
f) wire transfers;
g) debit slips; and
h) credit slips.

A list or documents sufficient to identify all Stanford Group oﬂiceré, directors,
employees, consultants, representatives, agents or independent contractors who
made referrals to Stanford Bank during the relevant time period;

A list or documents sufficient to identify all payments to any individual or entity
identified in response to item 7. above in connection with any referral to Stanford
Bank or for services rendered on behalf of any individual or entity that purchased or
invested in any product offered by Stanford Bank. The documents should identify
the date(s) and amount(s) of the payments and the payer;

Al daily, weekly and periodic reports of inventory position and inventory trade
blotters, equity trade journals, Regulation T reports, and-carncel and rebill reports for
any security offered by Stanford Bank;

Documehts sufficient to identify, by name, home address and home and business

telephone numbers, each officer, director, employee, consultant, representative,

agent or independent contractor associated with Stanford Group during the relevant
time period. The documents should identify the time period during which each
individual was associated with Stanford Group;

Copies of all contracts, agreements, and other documents written, created, dated,
sent, received, or in effect during the relevant time period setting forth, or relating to,
referrals to Stanford Bank;



12.  Copies of all contracts, agreements, and other documents written, created, dated,
sent, received, or in effect during the relevant time period setting forth, or relating to,
any compensation, remuneration or fringe benefit paid or provided, by or on behalf
of Stanford Group, to any officer, director, employee, representative, independent
contractor, consultant or agent including, but not limited to, all employment contracts
and consulting and service compensation agreements;

Documents sufficient to identify the amount of compensation and other remuneration
or fringe benefit paid or provided, by or on behalf of Stanford Group, to each officer,
director, employee, consultant, salesperson independent contractors or agent during
the relevant time period; '

13.  Copies of all brochures, business plans, 'prospectuses private placement
- memoranda and any other documents used to market any product offer by Stanford
Bank during the relevant time period;

14.  Copies of all Stanford Group financial statements (both audited and unaudlted) and
accounting records for the relevant time period;

15.  All minutes of directors and shareholders meetings;

16.  All corporate resolutions, certifications of corporate resolutions and consents in lieu
of meetings of the board of directors;

17.  Documents sufficient to explain Stanford Group's o_rganizational structure and
management hierarchy, and changes thereto, for the relevant time period;

18.  The Articles of Incorporation and by-laws of Stanford Group, including all
amendments thereto;

19.  All Stanford Group tax returns and filings for the relevant time;

20. Documents sufficient to identify all claims, Iawéuits, judgments, liens or
gamishments pending against Stanford Group at any time during the relevant time
period; and _

21.  Copies of all Stanford Group correspondence, both sent and received, regarding,
concerning, pertaining or relating to referrals to Stanford Bank, any product offered
by Stanford Bank, or any entity or mdmdual who purchased or invested in product
offered by Stanford Bank.

Please produce the requested documents to the above address no later than June
10, 1998. Additionally, the staff requests that you voluntarily appear at the above address
on Tuesday, June 23, 1998, to answer questions regarding certain Stanford Group



business transactions and activities. Please notify the undersigned, no later than June 10,
1998, if you will voluntarily appear.

This inquiry is confidential and should not be construed as an indication by the
Securities and Exchange Commission (or its staff) that any violations of law have in fact
occurred, or as a reflection upon the merits of any securities involved or persons effecting
purchases and sales in any securities involved. ' _ '

Enclosed for your review are SEC Forms 1661 and 1662, which provide important
supplemental information.

Please feel free to contact the undersigned at with any questions.

~ .-

Sincerely,

Hugh M. Wright
Assistant Administrator

[Enforcement]
b)(6). (B)(7)c

Enforcement Attorney

Enclosure:
As noted.
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3. Article Addressed to: . 4a. Article Number

VO O P_166 7701 111
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(I Registered O Insured
: .
3056 Hestheimer [X certified O coo

Suite 605 [ Express Mail X Return Receipt for
Mer

Houston, TX 77056 chandise
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I [ Ay

D) alf qu
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EXHIBIT 55



SECURITIES AND EXCHANGE COMMISSION'
FORT WORTH DISTRICT OFFICE

MEMORANDUM

' : b)©), BT

TO:
Office of Compliance Inspections and Examinations
MAIL STOP: 9-1

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

" FROM:  HughM.Wright .
’ . Assistant District Administrator
Fort Worth District Office

' b)(©), (b)(7)c ’ '
. 0 [

" DATE:July 16, 1998

SUBJECTS: Stanford Group Company
'File No. 801-50374
-98_-_F-71 '

-Attachments:

- Report of Examination, Memorandum of Comments, and Deficiency Letter for the cause
examination of the above-captioned registrant conducted by and SIS of
. this office. Also attached is a revised Year 2000 Data Management Questionnaire for the

registrant. _ " ' :



" Fort Worth District Office |
Investment ‘Adviser Examination Report

Appendix 7B - Standard 1A Data Sheet (iasheet.xls)

Exam No.{98 - F - 71 _ i File No|801-50374. Category*| C
Name|Stanford Group Company : Complex| . -
City[Houston StatejTexas Zip|77056
Action|Ltr Cause Exam|Y Custody(N
- (No/Ltr/Enf/Oth) (Y/N) (YN) .
Examiners . o
[eE o | " Field Work Start - 6/1/98 Recovery| 0
* Field Work End| 7/9/98 No IC Mgd| A 0
Disposition Date| 7/16/98 IC Assets $ 0.000
Response Date Pvt Accounts 219
Last Inspection : Pvt Assets $* 55
" Hours Fld/Office 40/40 -Subscribers|
_ . D *-$ in Millions
# of Deficiencies or Violations: _
1. Filings & Reports 10. Porifolio Management
11{2. Form ADV/Broch Dis/Del 2}11. Prohibited Transactions
3. Contracts : 12. Limited Partnerships
4. Custody 13. Conflicts of Interest
5. Books & Records 14. Brokerage/Execution
6. Financial Condition 15. Wrap Fee Progfams
7. Internal Controls “1{16. Marketing/Performance Calc.
8. Advisory Services. 17. Compensation/Client Fees
9. Unregistered Entity - 18. Client Referrals-
19. Litigation
"Examiner QRIS | Date| 7/10/98)
Examiner  [EEICUCN ] Date] 7/10/98]
Examiner | | 1 |
Reviewer  [SEECNNNN ] Date] 7/10/98}
Approved- Btlgl) M. Wright . | Date| - 7/ ISI9§I

< 1A Categories*
A=Financial Planner
B=Non-Discretionary Advisory Svc
C= Discretionary Advisory Svc
D= Newsletter Writer

E=Inactive



Stanford Group Company
File No. 801-50374
Houston, Texas 77056
COMMENTS

SUMMARY OF VIOLATIONS

The cause examination of Stanford Group Company (“SGC”) (File No. 801-
-50374) revealed the following violations of the Investment Advisers Act of 1940
(“Advisers Act”) and the rules and regulations thereunder:

Rule 204-1(b) Form ADV was inaccurate.

Rule 204-3 _ Failed to deliver brochure to clients in a timely manner.

Rule 206(4)-1 .  Omission of certain disclosures may cause advertising materials
to be misleading.

Section 206(3) Failed to obtain consents from clients concerning effecting
transactions with an affiliated bank.

SCOPE

SGC was chosen for examination from the Fort Worth District Office’s
(“FWDO”) five year plan of examination candidates, and it had never been examined. In
addition, an examination of this entity was conducted by the FWDO broker-dealer
examiners in August 1997, resulting in a referral to the FWDO Division of Enforccment
~ for thelr review and disposition (MFW-894).

The area of concern involves the registrant’s “referral” of customers to an
affiliated offshore bank for investment in “Certificates of Deposit” (“CDs”) issued by that
bank. The examiners sought to gather information about “referrals” of advisory clients.
Based on a review of the registrant’s filings and the topics discussed during the initial
interview, it was also determined that the examination’s focus areas should include

- reviewing its portfolio management.

The examination revealed that at least seventeen SGC advisory client accounts
have also invested an as-yet undetermined amount in the CDs. It was also represented to
the examiners that these clients are non-U.S. citizens. Based upon the amount of referral
fees earned by SGC in 1997, it appears that SGC brokerage and advisory clients may
‘have invested as much as $250 million in the CDs. There is an outstanding request for
the name, address and amount invested for each SGC advisory client who has also

invested in the CDs.



BACKGROUND

SGC was formed as a Texas Corporation on July 21, 1995, and became registered
as an investment adviser with the Securities and Exchange Commission (“Commission™)
effective October 17, 1995. SGC is also registered as a broker-dealer (File No. 8-48611).
SGC is 100% owned by Robert A. Stanford (“Stanford”).! Stanford also owns a number
of other companies including Stanford International Bank Limited (“SIB”), an offshore
bank located in St. John’s, Antigua, West Indies, Stanford Financial Group Building
located in Houston, and Stanford Agency, Inc., an insurance company located in
Louisiana.? At the time of the examination, SGC operates its advisory businesses from
the following five locations: Denver, Colorado; Baton Rouge, Louisiana; Houston,
Texas; Miami and Bonita Springs, Florida. SGC conducts its investment activities
through a division called Private Client Services (“PCS”), which is under the overall
supervision of Robert B. Glen. Under the PCS division, the firm has two other
individuals, whose responsibilities are mainly providing administrative and support
services, and approximately eleven registered representatives (“RR”). Currently, most of
SGC'’s clients are high net worth individuals. SGC represented that currently it does not
participate in any formal soft dollar arrangement.

FINANCIAL CONDITION

SGC's balance sheet reflected the following:

April 30,1998 | Dec. 31, 1997
(Unaudited) (Unaudited)

Total Assets | $69,642,755 |  $71,265,872
Total Liabilities | 49,797,654 | 50,972,457
Capital (Net Worth) 19,845,101 | 20,293,415

Total Liabilities and Capital $ 69,642,755 | $ 71,265,872

! Stanford is not involved in the day to day operations of the firm.

2 The Houston Business Journal’s website indicated that the building, owned by Stanford Financial
Group, in which SGC’s offices will be located currently is undergoing an ambmous $15 million
renovation that should be completed early next year.”



SGC's income statement reflected the following:

Four Months Ended D‘;"eal::I ?n]dge;]?
by iy
Referral Fees® $3,797,739 $9,144,560
Advisory Fees 498,053 1,006,119
Commissions 504,902 467,385
‘Other Income 1,885,601 3,038,511
Total Revenue 6,686,295 13,656,575
Total Operatinig Expenses 7,134,609 12,209,238
-Net Earnings from $(448,314) $ 1,447,337
Operations Before Income '
Taxes

SGC's mdependent audltor is BDO Seldman, LLP in Houston, Texas, and lts legal
counsel is Chan Warner P.C.

ADVISORY_' SERVICES

As of the examination date, SGC managed approximately $27.4 million on a
discretionary basis for 104 client accounts and $27.8 million on a non-discretionary basis
for 115 client accounts, bringing the total assets under management to approximately $55
million with 219 client accounts.

REFERRAL FEES

According to the broker-dealer examination report (“Report”), although SGC

offers a wide variety of products and services to its clients, a substantial majority of its -
‘income in 1997 was derived from the sales of CDs issued by SIB, an affiliated offshore
investment barik under common ownership with Stanford, to clients. In return, SGC
receives referral fees as illustrated in SGC’s income statement section above. Based
upon the amount of its clients’ investments, SIB pays a recurring annual 3.75% referral
fee to SGC on all deposits referred to SIB. The Report also indicated that SIB’s brochure
regarding its CDs include misrepresentations which imply that the products are safe. '
Such misrepresentations are based on the interest rate and referral fees paid by SIB as set
“out in the Report. The Report states: “SIB pays out in interest and referral fees between
11% and 13.75% annually. To consistently pay these returns, SIB must be investing in
products with higher risks than are indicated in its brochures and other written

advertisements.”

3 Reférral fees represent income from the sale of CDs issued by SIB.



The examination revealed that at least seventeen SGC advnsory client accounts
have also invested in the CDs. It was represented to the examiners that these clients are
non-U.S. citizens. Based upon the amount of referral fees earned by SGC in 1997, it
appears that SGC brokerage and advisory clients may have invested as much as $250
million in the CDs. As of the date of this report, SGC has been unable to prov1de a
complete list of the advisory clients invested in the CDs and the amount mvested

The accompanying deficiency letter brings these matters to SGC’s attention and
requests actions consistent with its fiduciary obligations. The letter also requests SGC
provide, if it has not already done so in response to the examiners’ telephonic requests, a
complete list of SGC advisory clients who have invested in the CDs, including their
name, address, and amount invested. _

Wrap Fee Programs

SGC offers four in-house wrap fee programs for which SGC acts as the sponsor:
the Portfolio Advisors Program (“PAP”), the Mutual Fund Partners Program (“MFP”),
the Consulting Services Program (“CSP”), and the Portfolio Partner Program (“PPP”).
Currently, all the advisory clients utilize only the PAP or MFP options. The CSP and
PPP do not have any clients, Clients receive monthly account statements from Bear
- Stearns Securities Corp. (“Bear Stearns”) (File No. 8-43724). Bear Stearns serves as both

the custodian and the clearing broker for client accounts. Clients also receive quarterly
reports by SGC detailing their assets. SGC utilizes Advent as its portfolio accounting
system. The advisory fees for all the wrap programs are payable quarterly in advance and
the majority of the advisory fees are deducted directly from client accounts. As discussed
more fully below, clients are given several fee options. A description of these programs.

- follow.
| PAi'_

. PAP is.offered for discretionary accounts which are managed by outside third-
parties. SGC has contracted directly with these portfolio managers to provide investment
advisory services for SGC’s PAP clients. The following is a breakdown of SGC’s
outside money managers _ o

: _Manager ' Style
1838 Investment Advisors Large-Cap Blend
Congress Asset Management Large-Cap Growth
Delaware Capital Management - Large-Cap Value
International
| Duff &Phelps Investment -Large-Cap Blend
Management :
First Fiduciary Large-Cap Value
. 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 such records do exists and
is compiling a list as requested. :



Independent Financial Group Large-Cap Growth
' Mid-Cap Blend
Oak Ridge Associates Large-Cap Growth
Small-Cap Growth
Regent Investor Advisors Large-Cap Blend
Roger Engemann & Associates Large-Cap Growth
Wilson/Bennett Capital Large-Cap Value
Management
Dean Investment Advisors All-Cap Blend
_ : 8- ow ' Small-Cap Value
.| EBS Asset Management : All-Cap Blend
§ Mid-Cap Value
: Small-Cap Value
NM Capital Management - | Mid-Cap Blend"
Groh Asset Management : International

It was represented that SGC monitors and reviews the performance of the
. aforementioned portfolio managers. -If any of the investment advisers’ performance does
not meet the firm’s expectations, SGC might terminate its business relationship with that
portfolio manager. It was represented that SGC might discontinue its business
. relationship with NM Capital Management due to its poor performance.

The minimum account size for PAP is $200,000. The advisory fee is variable
_depending on the amount of assets under management. The advisory fee for PAP starts at
- 3% annually for accounts up to $250,000 and are gradated over several asset levels until
. they become negotiable at $2,000,001 and above. The fee covers the portfolio managers’
fee, all commission costs, and ticket charges. Clients may elect alternate fees which are
exclusive of ticket charges. Such fees range from 2% to 1%.

" MFP

MFP is offered for non-discretionary managed accounts. The primary focus of
MEFP is to allocate assets among no-load mutual funds or load-waived funds. The first
step in MFP’s creation of an investment portfolio is learning pertinent information about
. the client. SGC’s RR has the client complete a multi-page questionnaire which requests

. information about the client’s assets, liabilities, income, tax situation, investment goals,

- time horizon, and risk tolerances. After the RR receives the completed questionnaire, he
sends a copy of the questionnaire to the PCS division. PCS creates a client proposal

depending on the client objective and sends the proposal back to the RR. The RR can
only purchase mutual funds. recommended by the PCS division.

The minimum a_ccount size for MFP is $50,000. The advlsory fee is variable
depending on the amount of assets under management. The advisory fee for MFP starts

- . at 2% annually for accounts up to $250,000 and are gradated over several asset levels

until they become negotiable at $2,000,001 and above. Clients may elect alternate fees
which are exclusive of ticketing charges. Such fees range from 1.5% to 1%.



CSpP

. CSP is similar to the PAP except that there is no contractual relationship between
SGC and the outside portfolio manager. Upon request from the client, SGC will assist
the client in the selection of portfolio manager. Therefore, a client utilizes the services of
. an mdependent portfolm manager of the client’s choxce

. The minimum account size for CSP is $50, 000 although this may vary depending
- upon the portfolio manager’s requirements. The advisory fee for PPP starts at 2%
annually for accounts up to $250,000 and are gradated over several asset levels until they
become negotiable at $5,000,001 and above. Client may elect alternate fees whichare
‘exclusive of ticketing charges. Such fees shall be a flat rate of 1%. As mentioned
prewously, currently there are no cllents under CSP.

PPP

Through PPP 'SGC’s RR create and manage an investment portfoho followmg
the client’s investment objectives. The minimum account size for PPP is $50,000.
SGC’s advisory fee for PPP starts at 3% annually for accounts up.to $250,000 and are
gradated over several asset levels until they become negotiable at $2,000,001 and above.
- Client may elect alternate fees which are exclusive of ticketing charges. Such fees range

from 2% to 1%. As mentioneéd previously, currently there are no clients under PPP.

Fee allocation

- Through PAP, the maximum portion of the annual fee paid to each participating -
‘outside investment adviser is 1%. For the remaining portion, SGC keeps 60% and SGC’s
'RRs keep 40%. Through MFP, SGC keeps 55% and SGC’s RR receive 45% of the
- aggregate advisory fees as their compensation. Additionally, SGC keeps 100% of any

12b-1 fees paid by the mutual funds in which its clients invest; none is paid to SGC’s

~

Financial Planning Services-

- SGC provides financial planning services that mamly involve estate, educatmn,
and asset allocation planning. Initially, fees for these type of services are based on an -
hourly rate of $125. For the contihuation of such services, clients will pay either an
annual, semi-annual, or quarterly retainer as negotiated between the adviser and the

client. Currently, there are a total of two financial planning clients who have been
charged a fee. Each client was charged an agreed-upon flat fee, $4000, for financial
planning services prowded by SGC.



MARKETING

It was represented that the general business plan of SGC is to grow through
acquisition of experienced brokers with established client bases from their previous firms.
As a result, the majority of SGC’s advisory clients are already clients of SGC’s RR from
their previous brokerage companies. In addition, SGC has a website, _

-www.stanfordgroup.com, which includes general descriptions of the registrant’s services
and its investment strategies. SGC also has placed an “advertorial” in the On Wall Street
issue dated March 9, 1998, which stated in part that clients are charged one annual fee
paid quarterly based on the market value of their accounts.” However, the advertisement
does not disclose that SGC keeps 12b-1 fees paid by the mutual funds in which its clients
invest. It appears that this advertisement could possibly be misleading to potential clients
who may misinterpret the information as a reflection of only paying one annual fee. The
accompanying deficiency letter will address this matter. SGC does not appearto
advertise in any other manner. ' :

COMPLIANCE OFFICERS

b)(6), (b)(7)c b)(6), (B)(7)c
and wer:

e -
compliance officers for SGC. began her employment with SGC on S
. She was responsible for overseeing the daily operational activities of SGC
which include compliance, operations and administration. Her last date of employment .
with SGC was on SIS SS3ZSM Form U-5 indicated that the reason for
termination was “Voluntary.” Through personnel data,

examiners found a document entitled “Texas Workforce Commission Unemployment
Benefit Payment Audit Form” (“TWC”) which indicated that the “reason for separation”
from SGC was “Asked to Resign-Differences in Management Philosophies.” Examiners
~ discussions with SGC’s officers revealed that SRl -was not effective in a growing
firm. She needs to be in a more structured environment.” Therefore, she voluntarily
resigned. The examiners presented the TWC document to SGC’s officers. The officers
represented that they were not aware of the situation. In addition, il began his
employment with SGC on SIS, as a Compliance Manager. AR ast date of
employment with SGC was on SEISKCCEEENNN- - :

The fact that both compliance officers left the firm within a two months period,
as well as and the discrepancies between Sl Form U-5 and the TWC form, raise
concerns about SGC’s compliance system. The examiners’ review of NRSI and CRD

revealed that SSECkGN and SREEEEN 1ast brokerage/advisory positions were with SGC.
The examiners will bring this matter to the attention of FWDO Division of Enforcement. -

Aside from the concerns addressed in the report, SGC’s compliance system appears to be
adequate. : - '

k]

3 An “advertorial” is an advertisement in which the adviser advertising its services provides On_
Wall Street with information which is edited by the. publisher’s editors who may also add editorial
comment. . '



CONCLUSION

f

Additional comments relating to the registrant and the violations or deficiencies
noted during the examination are contained in the accompanying deficiency letter which
was forwarded to the registrant concurrent with the submission of this report.
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Jack D. Bafldrd - F ' -
ORTIHE TEL. (713) 844-3000
Direct Dial: _ . Fax (713) Bas-3030

Jupe 10, 1998

b)(E). (0)(7)c ‘ 3 '
R Via Federal Espress

Enforcement Attorney ‘
Securities and Exchange Commission
801 Cherry Street, Suite 1900

Fort Worth, Texas 76102

Re: Informal Inquiry Regarding Stanford Group Company (MFW-894)

[0)6), (0)(7
. Dear )(6), (b)(7)c

_ This letter represents a partial response to your informal request dated May 27, 1998 to
Stanford Group Company (“SGC”). Although you agreed to extend the deadline for the
production of documents by SGC until later this month, SGC decided to provide some preliminary
information beforehand in an effort to promptly rebut any suggestion that its activities are in
violation of the federal securities laws. The information and documents provided by SGC in
response to your inquiry are confidential and proprietary and, therefore, should not be provided
to any person who is not involved in this matter. _

Let me first address the relationship between SGC and Stanford International Bank Ltd.
(“SIB”). The two companies are affiliates through common private ownership, but are separate
in every other respect, including their management. The business relanonsh,lp between SGC and
SIB is governed by a series of agreements, all negotiated at arm’s length between the principals
of the two companies. For example, SGC and SIB have entered into-a Joint Marketing
Agreement, pursuant to which SIB makes its certificates of deposit available to customers of SGC.
The referrals from SGC to SIB are limited to foreign clients. _

_ The relationship between SGC and SIB previously has been the subject of regulatory
- review. In May, 1997, SGC responded to an inquiry from the Texas Securities Board addressing,
among other things, its referral practices. Similarly, SGC was the subject of an examination by
the Fort Worth office of the Securities and Exchange Commission in August, 1997 relating in part
to those matters. Some of the documents you have requested were provided during the August
examination.
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In this preliminary response, SGC has provided most of the documents you requested,
whether or not provided previously. SGC has provided representative documents, at the very
least, in response to each of the requests (except Request Nos. 9 and 15, for which there are no
documents). SGC has carefully organized the responsive documents and, following each request
set forth below, has provided a description of its response. The documents also are Bates
numbered for ease of reference. _

SGC will cooperate fully with the inquiry from your office. SGC is concerned, however,
about the burden imposed by some of the requests in your May 27 letter. For example, in order
to fully respond to Request Nos. 1 and 2, SGC will be required to incur substantial expense and
loss of employee time. SGC is hopeful that, in our conference call this Thursday, we can address
any questions you have aboui' SGC’s practices and attempt to make the inquiry more focused.

SGC’s preliminary. responsebto the requests are as follows:

1 A list or documents sufficient to identify the name, address, and telephone number(s) of
each individual or entity referred by Stanford Group, or any employee, consultant,
representative, agent or independent contractor thereof, to Stanford International Bank
(“Stanford Bank") during the relevant time period;

Response: SGC maintains hundreds of referral files in each of its branch offices. Because
automated information is not available, responding to this request would require the
copying of each of those files, which would involve considerable expense and loss
of employee time. Consequently, in response to this request, SGC has provided
a copy of two (2) representative referral files. The documents contained in each
of those files illustrate the refcrral process, mcludmg communications between

- SGC and SIB. ,

2. All customer account opening documents, new account fo'rms and correspondence (both
sent and received) for all Stanford Group customers identified in response to item 1 above;

Response: ~ SGC does not open-an account for the customers it refers to SIB and, therefore, has
no account opening documents or new account forms. Correspondence between
SGC and SIB is contained in the referral files. Representative copies of the
correspondence have been produced in response to Request No. 1 above.

3. Documents sufficient to identify all products offered by Stanford Bank that were purchased
or invested in by any individual or entity identified in response to item 1 above;

s:\stanford\sec\DIONBIGE
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Response: ~ SGC has enclosed original brochures and other matenals in response to this
request :

4, Documents sufficient to identify all services rendered or performed by Stanford Group, or
- any employee, consultant, representative, agent or independent contractor thereof, for any

individual or entity identified in response to item 1 above with respect to the individual’s
. -or entity’s purchase or investment in any product offered by Stanford Bank;

" Response:  The documents provided in response to Request No. 3 also are responsive to this
request. In addition, SGC has provided a copy of its marketing and referral
agreements with SIB.

5. All confirmations, order tickets, stock certificates (front & back), Forms 144 and atfomey
opinion letters for all transactions (either executed or unexecuted) in any security offered
by Stanford Bank during thé relevant time;

Response: SGC has no documents of the type described. Nevertheless, SGC has provided a
representative copy of correspondence between SGC and SIB in connection with
transactions initiated as a result of an SGC referral. Such correspondence appears
in the referral files produced in response to Request No. 1.

6. All documents reflecting the receipt, expenditure, transfer, use or allocation of funds from
Stanford Bank by Stanford Group, or any employee, consultant, representative, agent or
independent contractor thereof, including, but not limited to, the following documents:

a) ledgers;

b)  accounting books and records;

c) monthly account statements from any bank, money market, Cl’cdlt union, brokerage
firm or any other similar financial institution;

d) canceled checks (front and back);

€) deposit slips; o

)] wire transfers;

g)  debit slips; and

h)  credit slips.

Response: A complete response to this request would require that SGC incur substantial

expense and loss of employee time. Much of the same information is provided in
- a report entitled Detail Of Referred Balances, which is regularly produced by SGC.

s:\stanfordisec N0)(©). (b)(7)c
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In response to this request, SGC has provided copies of the report for January
through April, 1998.

7. A list or documents sufficient to identify all Stanford Group officers, directors, employees,
consultants, representatives, agents or independent contractors who made referrals to
Stanford Bank during the relevant time period;

-I Response: SGC has provided a list of all such persons.

8. A list or documents sufficient to identify all payments to any individual or entity identified

' in response to item 7 above in connection with any referral to Stanford Bank or for

services rendered on behalf of any individual or entity that purchased or invested in any -

product offered by. Stanford Bank. The documents should 1dentlfy the date(s) and
amount(s) of the payments and the payer;

Response: - SGC has provided an internal report describing all ouch payments.

9. All daﬂy, weekly and periodic reports of inventory position and inventory trade blotters,
equity trade journals, Regulation T reports and cancel and rebill reports for any socunty
offered by Stanford Bank;

.I Response: SGC does not have any such documents.

10.  Documents sufficient to identify, by name, home address and home and business telephone
numbers, each officer, director, employee, consultant, representative, agent or independent
contractor associated with Stanford Group during the relevant time period. The documents
should identify the time period during which each mdmdual was associated with Stanford

Group;
Response:  SGC has provided a list containing such information.
11.  Copies of all contracts, agreements, and other documents written, created, dated, sent,
 received, or in effect during the relevant time period setting forth, or relating to, referrals

to Stanford Bank;

Response:  The agreemcnts bctween SGC and SIB have been provided in response to Request
No. 4.

s-\stanford\sec AU
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12.  Copies of all contracts, agreements, and other documents written, created, dated, sent,
' received, or in effect during the relevant time period setting forth, or relating to, any
compensation, remuneration or fringe benefit paid or provided, by or on bebalf of Stanford
Group, to any officer, director, employee, representative, independent contractor,
consultant or agent including, but not limited to, all employment contracts and consulting

and service compensation agreements;

Documents sufficient to identify the amount of compensation and other remuneration or

fringe benefit paid or provided, by or on behalf of Stanford-Group, to each officer,

director, employee, consultant, salesperson independent contractors or agent during the
~ relevant time period; ' :

Response:  The agreements provided in response to Request Nos. 4 and 11 are responsive to
this request. In addition, SGC has provided copies of all employment contracts for
financial consultants bired since January 1, 1998.

13.  Copies of all brochures, business plans, prospectuses, private placement memoranda and
any other documents used to market any product offer by Stanford Bank during the

relevant time period,

Response: SGC has prcwided copies of all such brochures in response to Request No. 3. SGC
does not have any business plans, prospectuses or private placement memoranda
which are responsive to this request.

14. COpleS of all Stanford Group financial statements (both. audlted and unaudlted) and
accounting records for the relevant time period; ,

. Response:  SGC has provided its audited financial statements in response to this request.

15. All minutes of directors and shareholders meetings;

Response: As described in SGC’s corporate resolutions, all actions taken by the bompany
were done with consents in lieu of such meetings. Thcreforc, SGC does not have

any such minutes.

16.  All corporate resolutions, certifications of corporate resolutions and consents in lieu of
meetings of the board of directors;

s-\stanford) b)(G), (b)(7)e
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Response: SGC has pruvided copies of all such documents..

17.. Documents sufficient to explain Stanford Group’s ergamzanonal structure and management
hierarchy, and changes thereto, for the relevant time period,;

Response:  SGC has provided its current organizational chart in responsc to thlS request. Only
two changes have occurred during the relevant time pcnod i) has
resigned and been replaoed by Lena Stinson, and (iD) has resngned and

ben epace by NN

18.  The articles of Incorporatlon and by-laws of Stanford Group, including all amendments
thereto; :

Response:  SGC has provided all of the documents responsive to this request.
19.  All Stanford Group tax returns and filings for the relevant time;
Response:  SGC has provided all documents responsive to this request.

20. Documents sufficient to identi'fy all claims, lawsuits, judgments, liens or garnishments
- pending against Stanford Group at any time during the relevant time period; and

Response:  -SGC has p‘rovided all documents responsive to this request.

21.  Copies of all Stanford Group correspondence, both sent and received, regarding,
concerning, pertaining or relating to referrals to Stanford Bank, and product offered by
Stanford Bank, or any entity or individual who purchased or invested in product offcred
by Stanford Bank.

Response:  In order to fully comply with this request, SGC would be required to copy the
-+ referral files for hundreds of customers in each branch office referred to SIB. As
described previously, such a production would involve considerable expense and
loss of employee time. SGC has provided, therefore, a copy of the form letters
approved and distributed to SGC’s financial consultants relating to referrals to SIB.

A translation of each of the letters into English also has been included.

SGC will do éverything possible to address all issues raised in this inquiry. SGC has
provided, well in advance of the original deadline, much of the information requested in your
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letter of May 27, 1998. SGC greatly appreciates the opportunity to discuss this matter with you
on the Thursday call. ' : -

Thank you for your efforts in connection with this matter.

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

Enclosures

.cc: - Mr. Wayne Secore - _ Via Federal Express
Secore & Waller
2290 One Galleria Tower

13355 Noel Road - LB 75
Dallas, Texas 75240
(with enclosures) -

b)(6), (b)(7)c
\stanfordisec\
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ety t: i ‘1! E D Clearing Agent BEAR STEARNS Securities Corp.

KB L -1 P 339
SEC-FWDO

STANFORD GROUP

June 30, 1998

B (0)(6). (b)(7)c

Securities and Exchange Commission
801 Cherry Street, Ste. 1900
Fort Worth, Texas 76102

e, b)(6). (b)(7)c
v S

Enclosed are the copies of the referral files you requested. Should you require any
additional information please feel free to contact me at . . .

Sincerely,

o= T

Lena M. Stinson
Managing Director
Administration

CC: Wayne Secore
Jack Ballard

MEMBER NASDYSIPC

STANFORD GROUP COMPANY * 5050 Westheimer, Houston, Texas 77056 USA
Tel. (713) 964-8300 » Toll Free (800) 958-0009 » Fax (713) 964-8350
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Direct Dial: FAx (713) B44-3030

June 19, 1998

 Via Facsimile (817) 9782700
Enforcement Attorney : and Regular Mail
U. S. Securities and Exchange Commission co '
801 Cherry Street
Suite 1900
Fort Worth, Texas 76102

Re: Informal Inqmry Regarding Stanford Group Company (MFW—894)

. b)(6). (b)(7)c
pes: R

As you know, Wayne Secore and I represent Stanford Group Company (“SGC”), a registered
broker-dealer and investment advisor, in connection with the informal inquiry being conducted by
the Fort Worth District Oﬂice We have had several telephone discussions with you concerning the
scope of the inquiry which, as you have informed us, primarily concems the relationship of SGC
with Stanford International Bank (“SIB”) a private mtematlonal bank located in Anngua, West

- Indies.

- SIB has been in existence since 1985 and, since inception, has offered banking services to

customers who are primarily citizens of Mexico, South America and other foreign countries. In early
1996, our client, SGC, commenced operations as a broker-dealer. The firm’s principal office is

~ located in Houston, Texas; however, it also maintains offices in Miami and Bonita Springs, Florida,
Baton Rouge, Louisiana, and Denver, Colorado. Currently, SGC conducts a general securities
business, provides asset management and other services traditionally offered by full-service
brokerage firms, and makes referrals of nonresident alien customers who desire to purchase
certificates of deposit issued by SIB. SGC’s primary business objective, however, has been the
ongoing development of its own customer base and the sale of products separate and apart from SIB,
but with the certificate of deposit from SIB remaining a part of the product mix available to clients”
SGC is well on its way to achieving its objective. For example, last month 49% of SGC’s revenues -
consisted of referral fees; in 1997 such fees were 67% of SGC’s revenues. SGC’s objective is to

b)(6),
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reduce such révenuw to between 10% to 15% of its total revenues within the next five years, with .
the overwhelming majority of revenues to be derived from the traditional services provnded by a full-
service brokeragc firm.

All of the customers for whom SGC has received a referral fee from SIB are citizens of
foreign countries and are not U.S. citizens or residents. The relationship of those customers with
SGC began when some of SIB’s marketing representatives obtained their securities licenses and
joined SGC as registered representatives. As a result, the majority of SGC’s and SIB’s. common
customers have relationships of ten (10) or more years with SIB. Only 300 to 400 of the

" approximately 2,500 customers of both SGC and SIB are “new customers” - that is, those who did
not have a relationship with SIB prior to SGC becoming registered as a broker-dealer.

SIB has never had a customer complaint since it was founded in 1985, and no client has ever
lost-any funds deposited with the bank. I have previously provided a copy of SIB’s 1997 Annual
Report, which demonstrates the financial strength of that organization. SIB is regulated by the
Ministry of Finance in Antigua, which has extensive regulations applicable to SIB and the other
international banks licensed by the governments of Antigua and Barbuda. In August, 1998, Antigua
will adopt legislation creating one of the world’s most comprehensive regulatory and ant:-mouey
laundermg statutes applicable to international banks.

Since it commenced business in early 1996, SGC has had only a few minor customer
complaints, which were immediately handled to the customers’ satisfaction. None of the complaints
involved referrals to SIB. During its existence, SGC also has been examined-by the Securities and
Exchange Commission (“SEC”), the National Association of Securities Dealers, Inc., the Texas
Securities Board, and the securities commissions of Louisiana and Colorado.

In connection with the inquiry, SGC has serious concerns about members of the staff of the
Fort Worth office possibly placing telephone calls to SIB’s foreign customers who have very little
or no experience with SEC procedures or the purpose of your call. English also is not their native
language. Similar to private banking customers of international banks generally, these customers
are usually affluent and members of the more sophisticated classes in their respective countries who
can afford to maintain dollar deposits abroad. Privacy and confidentiality are absolutely crucial to
them. If these customers begin receiving telephone calls from the SEC, many will believe that their
confidentiality has been breached, and the likelihood of mistrust -and misunderstanding will be
widespread. My client is fearful that your telephone inquiries would irreparably damage SIB’s
relationship with those customers, and create a perception of instability at SGC or SIB. The result
could be substantial account closings and/or withdrawals of funds from both companies. Therefore,

b)(6),
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it is of the utmost importance to the business of SGC and SIB that any contact with these customers,
especlally by a govermnent agency, be handled with extreme sensitivity and caution. _

This is not a hypothetical issue. One of the primary reasons the referral customers choose
to do business with SGC and SIB is the expectation of confidentiality. Most of these foreign
customers are deeply concemned with protecting their privacy. Unfortunately, over the years, SIB has
had five (5) instances in which a depositor’s family member was kidnapped and, in two of those
instances, the family member was murdered. In-fact, SIB maintains kidnapping and ransom
insurance for employees who travel to South America on SIB business.

SGC also has a serious concern regarding the possible dissemination of its confidential client
information once the SEC. has reviewed its records. At the very least, SGC would request an
agreement that the names, addresses, telephone number, and other personal customer information
will be used only in connection with this i mqulry :

On several occasions, Wayne and I have stated that SGC will cooperate fully with your
Jinquiry, and we reiterate that position. SGC already has provided copies of documents responsive
to many of your requests, has arranged for an examination of documents by you in SGC’s offices
tentatively scheduled to commence on June 29, 1998 and has agreed to your request to produce a
representative of SGC for informal questioning in your office. SGC has carefully examined the issue
of referrals to SIB and is extremely confident that the certificates of deposit in question are bank
_ products and not securities. SGC welcomes the opportunity to address any issues or concerns you
may have and, as I previously stated, firmly believes that SGC is in full compliance with all
_ applicable statutes and regulations. If anything improper has occurred, which SGC does not believe
is the case, SGC would request notification of that fact so that corrective action can be taken -
1mmed1ately .

Two actions on the part of your office would greatly alleviate our client’s concerns. First, we
request that you consider limiting your review of the SGC files to the 300 to 400 “new customers”
at SIB - that is, those who have become customers of the bank since SGC commenced operations.
Such a limitation would appear to provide more than an adequate sampling of customers, while at
the same time limiting the possible negative impact on SGC’s and SIB’s business operat'ions and
clients. Second, Wayne and I believe the seriousness of SGC’s concerns warrant a personal meeting
‘with you and Harold Degenhardt to discuss those concerns raised in this letter. Wayne and I are
available at any time on Tuesday, June 23 or Wednesday, June 24. Please let me know at your
earliest convenience when a personal meeting with you and Mr. Degenhardt can be: scheduled.

‘ b)(©),
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Thank you for your attention to these matters.

Very truly yours,

2 JEack D. Ballard L
JDB b)(6), (b)(7)c
cc: Mr. Harold Degenhardt, District Administrator _ Via Facsimile (817) 978-2700
U. S. Securities and Exchange Commission and Regular Mail
801 Clierry Street
Suite 1900
Fort Worth, Texas 76102

JEVPIPIM(0) ©), (0)(7)c
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

FORT WORTH DISTRICT OFFICE’ IN REPLYING
801 CHERRY STREET. P‘»E;:SF% T
SUITE 1900 __HFD;
FORT WORTH, TEXAS 76102 . MFW-89%4

' PHONE: (817) 978-3821 FAX: (817) 978-2700

July 24, 1998

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

Federal Bureau of Investigation
2500 East T.C. Jester

Suite 200

Houston, TX 77008

Re: MFW- 894

b)(6), (b)(7)c 1
ear »

Your request, by letter dated .'iuly 9, 1998, for access to Commission files has been granted. In granting
access, the Commission has relied upon your assurances that, except as set forth in your letter, your agency will:

provide such safeguards as are necessary and appropriate to protect the confidentiality of these files;
méke no public use of these files or information without prior approval of our staff,

notify us of any legally enforceable demand for the files or information prior to complying with the
demand, and assert such legal exemptions or privileges on our behalf as we may request; and

not grant any other demand or request for the files or information without prior notice or over our
objection.

The Commission makes no recommendation with respect to investigation or prosecution by your agency.
In addition, until this matter is closed, the Commission continues to have an interest and will take such further
investigatory or other steps as it considers necessary in the discharge of its duties and responsibilities.

The files to which access has been granted are being retained by the Fort Worth District Office of the
Commission. Your representative should contact QONGIGE at to make arrangements to
review the files. I would also appreciate it if you woula 1nform that person in the event that your agency institutes
public proceedings based upon information that you obtain as a result of this grant of access.

Sincerely,

Hapld 3D

Harold F. Degenhardt
District Administrator



U.S. Department of Justice

; Federal Bureau of Investigation
998 JUL 20 P Z 53 g
SEC-TwOU 2500 East T.C. Jester, Suite 200
In Reply, Please Refer  to Houston, Texas 77008
File No. July 9, 1998

Harold S. Degenhardt, Esq.

District Administrator

United States Securities & Exchange Commission
Ft. Worth District Office

801 Cherry Street, Suite 1900

Ft. Worth, Texas 76102

Re:. Stanford Group Company- (MFW-894)

Dear Mr. Degenhardt:

On June 30, 1998, of your office, met

with Special Agents and Mof the Federal
Bureau of Investigation (FBI) about the referenced matter. The
FBI hereby requests access to the investigative and other non-
public files of the United States Securities and Exchange
Commission related to the above-referenced matter. This request
is made in connection with an ongoing official investigation
inquiring into various alleged violations of federal criminal
laws. The 1nvest1gat10n is belng conducted by the FBI.

We understand that the files in this matter contain or
may contain “financial records” of “customers” as those terms are
defined in the Right to Financial Privacy Act of 1978 [12 U.S.C.
3401-22]. We have reason to believe that that information is
relevant to our investigation and proceedings.

We will establish and maintain such safeguards as are
necessary and appropriate to protect the confidentiality of files
to which access is granted and information derived therefrom.

The files and information may, however, be used for the purpose
of our investigation and any resulting proceedings. They also
may be transferred to other criminal law enforcement authorities.
We shall notify the Commission of any such transfer and use our
best efforts to obtain appropriate assurances of confidentiality.

; Other than as set forth in the preceding pafagraph, we
will:

(1) make no publlc use of these files or 1nformat10n
without prior approval of your staff;



(2) notify you of any legally enforceable demand for
the files or information prior to complying with the demand, and
assert such legal exemptlons or privileges on your behalf as you
may request; and

(3) not grant any other demand or request for the files
or information without prlor notice to and lack of objection by
your -staff.

We recognize that until this matter has been closed the
Commission continues to have an interest and will take further
investigatory or other steps as it considers necessary in the
discharge of its duties and responsibilities.

Should you have any questlons please contact Special

Agent or Special Agent QEICEEEE at 713/693-

5000.

Sincerely,
b)(6). (b)(7)c

Special Agent in Charge



RECOMMENDATION TO GRANT ACCESS
PURSUANT TO DELEGATED AUTHORITY

OCC Use [~
B - Only

Case name and number : STANFORD GROUP COMPANY \
Name and telephone nimber (MFW-894)

of Commission employee

handling compliance with

access request : 1l 0)(6). (D)(7)c
Date of request ) : JULY 9, 1998 :
Name and tile of fequestor ! RINDEGNSNNNN, ‘SPECIAL AGENT IN CHARGE

“Agency

Address U.S. DEPARTMENT OF JUSTICE | - )

FEDERAL BUREAU OF INVESTIGATION
2500 EAST T.C..JESTER, SUITE 200 - -
HOUSTON, TX 77008

A. [] The files to which access is requested are those of ancther division or office;

[] 1. The head of that division or office (or his or her delegate) concurs in the recommendanon
to grant access to those hles

B. Requesting person is or represents:
[x] 1. the Department of Justice (including U.S. Attomeys® officés and the F.BI)

[] 2. a federal bank regulatory authority in its capacity as a 'supemsory agency within the
meaning of Section 1101(6) of the RFPA.

[] 3. another federal government authority (including federal. bank regulatory authorities in a
capacity other than that specified above).

[] 4. a state or municipal authority.

[]5 Congress.

[1 6. a foreign government or foreign securities authority.

[] 7. a sett-regulatory organization.

D 8. a receiver, special counsel or other similar person appocnted in Commission Imganon
[] e siPC. _ '
[] 10. atrustee appointed pursuant to section 5(b) of the Securities Investor Protection Act.

D 11. a trustee in bankrupcy.

C.[X] 1. Request is in writing-and requestor occupies, or request has been ratified by a person in,
a sufficiently senior or supervisory position so as to make and enforce the representations
in the request.

2. Request contains required language describing requestor’s need for, and safekeeping and
confidential treatment of, information (see Instruction B).

[x] 3. caseis open and request contains required language acknowledging Commission’s
continued interest (see Instruction B).

SEC 2191 (9-89)



D.[] 1.

=

@

No RFPA-related mimmauon has been or is, expected to be obtained inthis case.
Information has been andf'or is exbected fo-be obtained in th:s case under the exception

. contained in Section 1113(h) of the RFPA.
. No RFPA-related. information obtained in this case will be provided to the requestor

pursuant to this recommendation. Any such information has-been and/or will be identified

and segregated in order to prevent inadvertent access (see Instruction C).

'RFPA-related information obtained in this case will be provided to the requestor pursuant
to thss recommenda:ron (see Instruction C). -

1 (a} Customer notice in accordance with the RFPA will be provided.

: E {b) The RFPA's customer notice requ;remems are inapplicable.
_ & (c) The request comasns required Ianguage regarding the RFPA (see instructions B and
' .C).

L'__] (d)- There have been actual and/or threatened RFPA customer challenge proceedings
with respect to materials subject to this access request.

_ [:] (e) There are special circumstances in this matter that make future RFPA customer

challenge proceedmgs moye I‘kely due 10 the.grant of. this access request..

€. ] “There ére'-para![eifproceed;ngs-nSsues in this caseé (see discussion in Access Mar]ual_).

F. [_'j I-have consulted the Office of the General Co‘unsel‘re‘garding this ‘recommendatioh

G.[X] 1.
2

K] s

Na copies. of |ntemal menmranqa, memoranda to the Comm:ssmn, or materials subject to
the ‘work-product ‘doctrine ‘or the attorney-client or deliberative process privileges will be
providedto the:requestor except in at;OO;dance wrth 1he Comm;ss;on s Access Manual (see
Instruction D). ol "

“The files- contain information obtained fiofi another agency.
] (a) Access will not be provided to that information. T
[J () The other agency concurs in the recommendation to grant access to the information.

The procedures for document control contained in the Commission’s Access Manual will
be complied with if access is granted (see Instruction D).

H. l:l A formal ordet of mvest:gauon has been ;ssued by the Cornmtssnon in lhis case

L[] Additional relevant information s attached (see Instruction E).

CONCURRENCE:

APPROVED: | leu D

Cew T

Graniing this request is not adverse to the Commission’s enforcement effarts

or. contrary to the public interest. | recommend that access be granted.

, _ - x»/ ENFORCEMENT)
Name of Recommendlng Official (see'Instfuction-F)

Head (or Delegate) of Other Office or Divi‘sienl

A,MU 7-24-98

Signature of Ap‘épving Official Date
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

FORT WORTH DISTRICT OFFICE ’ IN REPLYING '
81 CHERRY.STRERT | "o\
FORT WORTH, TEXAS 76102 : MFW-894

PHONE: (817) 978-3821 FAX: (817) 978-2700

August 10, 1998

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

Internal Revenue Service
1919 Smith Street
Houston, TX 77002-8049

Re:  MFW-89%4

Dear DIONCIGEN .

Your request, by letter dated July 30, 1998, for access to Commission files has been granted. In granting
access, the Commission has relied upon your assurances that, except as set forth in your letter, your agency will:
provide such safeguards as are necessary and appropriate to protect the confidentiality of these files;

make no public use of these files or information without prior approval of our staff;

notify us of any legally enforceablc demand for the files or information prior to complying with the
demand, and assert such legal exemptions or privileges on our behalf as we may request; and

not grant any other demand or request for the files or information without prior notice or over our
objection. : .

The Commission makes no recommendation with respect to investigation or prosecution by your agency.
In addition, until this matter is closed, the Commission continues to have an interest and will take such further
investigatory or other steps as it considers necessary in the discharge of its duties and responsibilities.

Commission. Your representative should contact at to make arrangements to review
the files. I would also appreciate it if you would inform that person in the event that your agency institutes public
proceedings based upon information that you obtain as a result of this grant of access.

The files to which access has been granted are beini retained by the Fort Worth District Office of the

Sincerely, .
T Db

Harold F. Degenhardt
District Administrator



Internal Revenue Serv.<e Department of wie Treasury

District 1919 Smith Street, Houston, TX 77002-8049

Director RECEIVED
oHarold S. Degenhardt, Esq. ﬁqa M6-3 P 353 _
" District Administrator JUL 30 1999

United States Securities & Exchange Corfyhigsiof W)
Ft. Worth District Office

801 Cherry Street, Suite 1900

Ft. Worth, Texas 76102

Re:  STANFORD FINANCIAL GROUP, INC. &
STANFORD INTERNATIONAL BANK

Dear Mr. Degenhardt:

. The Internal Revenue Service, Criminal Investigation Division (IRS-CID) hereby
requests access to investigative and other non-public files of the Securities & Exchange
Commission (SEC) pertaining to the above-referenced entities. This request is made
pursuant to an ongoing investigation involving possible violation(s) of federal criminal
statute(s). This investigation is being conducted by IRS-CID.

IRS-CID understands that the requested files contain or may contain “financial
records” of “customers” as those terms are defined in the Right to Financial Privacy Act
(12 U.S.C. 3401 - 22). IRS-CID has reason to believe that information contained in these
SEC investigative and other non-public files is relevant to our criminal investigation.

IRS-CID will establish and maintain such safeguards as are necessary and
appropriate to protect the confidentiality of SEC investigative and other non-public files
to which access is granted and from which information is derived. However, this
information may be used for purposes of IRS-CID’s investigation , and any resulting.
proceedings. This information may also be transferred to other criminal law enforcement
agencies. IRS-CID will notify SEC of any such transfer and use our best effort to obtain
appropriate assurances of confidentiality.

Other than as previously set forth, IRS-CID will:

(1) make no public use of these SEC investigative and non-public files or
information without prior approval of your staff;

(2) notify SEC of any legally enforceable demand for these investigative and
non-public files prior to complying with the demand, and assert such legal
exemptions or privileges on your behalf as you may request; and



(3) not grant any other demand or request for these SEC investigative and non-
public files without prior notice to and lack of objection by your staff.

We recognize that until this matter has been closed, the SEC continues to have an
interest and may take further investigatory or other steps as it deems necessary in
discharge of SEC’s duties and responsibilities.

If you should have any questions regarding this matter, please contact me at:

Thank you for your time and cooperation.

Sincerely,

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

IRS-CID



Case name and number : STANFORD GROUP COMPANY (MFW-894)

RECOMMENDATION TO GRANT ACCESS
PURSUANT TO DELEGATEB AUTHORITY

occ use [
Only -

Name and telephone niimber
of Commission employee

handling compliance with
access request

Date of request . ¢ JULY 30, 1998
Name and title of requestor : DGHOGE

Agency
Address

) 6). (b)(7)c ; '

: INTERNAL REVENUE SERVICE - .
". 1919 SMITH STREET
HOUSTON, TX 77002-8049

A. [T] The files 1o which access is requésted are those of ancther division or office.

] a

[C] 1. The head of that division or office (or his or her delegate) concurs in the recommendation
' to grant access to those ﬁles. '
B. Requestmg person is or represents:

[11. the Department of Justice (including U.S. Attomeys' offices and the F.B.1).

[[] 2. a federal bank regulatory authority in its capacity as a 'supewlsory agency‘ within the
meaning of Section 1101(6) of the RFPA.

E’:—l 3. another federal government authority (including federal bank regulatory authorities in a
capacity other than that specified above).

[]4. astateor municipal authority.

[[J s Congress.

[] 6. a foreign government or foreign securities authority.

(17 a seff-regulatory organization. .

. 8 a receiver, special counsel or other sarmlar person appo:rned in Commission lutiganon

[J s sipC. ,

[J 10. a trustee appointed pursuant to section 5(b) of the Securities Investor Protection Act.

'D 11. a trustee in bankrupcy. ‘ '

c.[x]1. Request is in writing and requestor occupies, or request has been ratified by a person in,
a sufficiently senior or supervisory position so as to make and enforce the representations
in the request.

[x] 2. Request contains required language describing requestor’s need for, and satekeepmg and

confidential treatment of, information (sea Instruction B).

Case is open and request contains required Ianguage acknowledging Commission’s
continued interest (see Instruction B).

SEC 2191 (9-89).



D.[3] 1.
]2

[]s.

] a-

No RFPA-related mformauon has been or- is, expected to be obtained in'this case.

Information has been andjor is expected fo:be obiainéd in thss case under the exception
contained in Section 1113(h) of the RFPA.

No RFPA-related: information obtained in this case will be provided to the requestor
pursuant to this recommendation. Any such information has been and/or will be identified .
" and segregated in order to prevent inadvertent access (see Instruction C).

"RFPA-related information obtained in this case will be provided to 1he requestor pursuant
10 this recommendatlon (see Instruction C).

3 (a) Customer notice in accordance with the RFPA will be provided.

" [] ) The RFPA's customer notice requirements are inapplicable:
3 (c)_ The request contains required language regarding the RFPA (see Instructions B and

o).

[::] (d) There have been actual and!ov threatened RFPA customer challenge proceedings
with respect to materials subject to this access request.

(e) There are special circumstances in this mattey that make future RFPA customer
' chauenge proceecr ggs moye Ilkely due to the.grant of this access request.. '

E. [[] - There-are"parallel:proceedings- iSsues in this case (see discussion in Access Manudl).

F. D I have consulted-the Office of the General Counsel régarding this ‘recommendation.

G.K] 1.

] 2-

x] s

-Na copies of interpal memorand@, memoranda to the Comrmssaon, or matenals subject to
the work—product docfrine or the anorney-cllent or deliberative process privileges will be
‘provided to the-requestor except in- aecordance wrlh the Comrmss:on s Access Manual (see
instruction D).

The !lles contain- anformanon obtained fiom another agency
J@ Access will not be provided to that information. _
[ (b) The other agency concurs in the recommendation to grant access to the information.

The procedures for document control contained in the Commnss:on s Access Manual will
be complied with if access is granted (see Instiuction D): &

H. D A formal order of mvesugaﬂon has been issued by the Commnssron in this case

. Additional relevant mformatlon is attached (see Instruction E).

.
e

. Gramiﬁg this request is not adverse to the Commission’s enforcement efforts . .

- CONCURRENCE:

that access be granted.

vias, WLt

Signature of Recommending Official R

. :SPENCER €.’ BARASCH.. (ASST: DIST. ADMINY ENFORCEMENT)
Name of Recommending Official (see’Instfuction:F) -+~ ,

— o B oo o . . P ..

Head (or-Delegate) of Other Office or Division

APPROVED: Hussll }ngw 8-10-98

Signature of Approving Official Date
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Department of the Treasury
U.S. Customs Service
4141 Northbelt E.
- Suite 300
Houston, TX 77032

Re: MFW- 894

b)(6). b)(7)c |
=

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
FORT WORTH DISTRICT OFFICE
801 CHERRY STREET
SUITE 1800
FORT WORTH, TEXAS 76102
PHONE: (817) 978-3821 FAX: (817) 978-2700

August 25, 1998

1N REPLYING

PLEASE
HFD

QUOTE
J(D)(©6), (b)(7)

MFW

Your request, by letter, for access to Commission-files has been granted. In granting access, the
Commission has relied upon your assurances that, except as set forth in your letter, your agency will:

-394

~ provide such safeguards as are necessary and appropriate to protect the confidentiality of these files;

“make no public use of these files or information without prior apbroval of our staff;

notify us of any legally enforceable demand for the files or information prior to complying with the
demand, and assert such legal cxemptions or privileges on our behaif as we may request; and

not grant any other demand or request for the files or information without prior notice or over our

objection.

The Commission makes no recommendation with respect to investigation or prosecution by your agency.
In addition, until this matter is closed, the Commission continues to have an interest and will take such further
investigatory or other steps as it considers necessary in the discharge of its duties and responsibilities.

The files to which access has been granted are being retained by the Fort Worth District Office of the
Commission. Your representative should contact at to make arrangements to
review the files. I would also appreciate it if you would inform that person in the event that your agency institutes

public proceedings based upon information that you obtain as a result of this grant of access.

Sincerely,

hdd3 0ugdds

Harold F. Degenhardt
District Administrator



DEPARTMENT OF THE TREASURY

U.S. CUSTOMS SERVICE
PR N E ousTON, TEXAS

9B A0S 17 P 3 1y
SEC-FWDO | Case Number: HO02BR96HO0007

By Telefax (817-978-2700) & Mail

Harold S. Degenhardt, Esq.

District Administrator

United States Security and Exchange Commission
Fort Worth District Office

801 Cherry Street, Suite 1900

Fort Worth, Texas 76102

S

Re: STANFORD GROUP INC. (MFW-894)
Dear Mr. Degenhardt:

The United States Customs Service, Office of the Special Agent in Charge, Houston,
Texas hereby requests access to the investigative and other non-public files of the United States
Securities and Exchange Commission related to the above referenced matter. This request is
made in connection with an ongoing official investigation inquiring into various allegations of
Federal criminal laws. The investigation is being conducted by the United States Customs
Service as the lead agency in an Organized Crime Drug Enforcement Task Force (OCDETF)
case also involving the Drug Enforcement Administration, the Federal Bureau of Investigation,
the Internal Revenue Service Criminal Investigation Division and the United States Attorney’s
Office for the Southern District of Texas.

We understand that the file in this matter contain or may contain “financial records” of
“customers”, as those terms are defined in the Right to Financial Privacy Act of 1978 [12 U.S.C.
§ 3401-22]. We have reason to believe that this information is relevant to our investigation and
proceedings.

We will establish and maintain such safeguard as are necessary and appropriate to protect
the confidentiality of files to which access is granted and information derived therefrom. The
files and information may, however, be used for the purpose of our investigation and/or
proceeding, and any resulting proceedings. They may also be transferred to other criminal law
enforcement authorities. We shall notify the Commission of any such transfer and use our best
efforts to obtain appropriate assurances of confidentiality.

REPLY TO: SPECIAL AGENT IN CHARGE, 4141 NORTHBELT E., SUITE 300, HOUSTON, TEXAS 77032



Other than as set forth in the precedihg paragraph, we will:

1) make no public use of these files or information without prior approval of your
staff ;

2) notify you of any legally enforceable demand for the files or information prior
to complying with the demand, and assert such legal exemptions or privileges on
your behalf as you may request ;and

3) not grant any other demand or request for the files or information without pnor
notice to and lack of objection by your staff.

We recognize that until this matter has been closed, the Commission continues to have an
interest and will take further investigatory or other steps as it considers necessary in the
discharge of its duties and responsibilities.

Should you have any questions, please contact Supervisory Special Agent

PY0)(6). (0)(7)c s Of Special A'gcnt b)(6), (b)(7)c PYR)6). (B)(7)e i

Sincerely,

Wgent in Charge



_ -

SPECIAL AGENT
b)(6), (b)(7)c

PN L

DEPARTMENT OF THE TREASURY . o

i 'f
U.S. CUSTOMS SERVICE : o £/ .
OFFICE OF INVESTIGATIONS - % el A1 et EERAE
4141 N. SAM HOUSTON PKY E. NTHED T Y gy
HOUSTON, TEXAS 77032 t& .
TN
OFFICIAL BUSINESS ,

PENALTY FOR PRIVATE USE, $300

Harold S. Degenhardt

Distric¢t Administrator

United States Security and Exchange Commission
Fort Worth District Office

801 Cherry Street, Suite 1900

Fort Worth, Texas 76102

RRADZENYESREBLD ”1lllil"iltl!""-i.ltll'iTi'—'ﬂ"’lt"l! n?"t'n”ua!

A At g ey e 4 B e Sk e 4B B A




RECOMMENDATION TO GRANT ACCESS
PURSUANT TO DELEGATED AUTHORITY

ocCuse [
Only |

Case name. and number ‘STANDARD GROUP COMPANY (MFW-894)

Name and telephone niiimber

of Commission employee
handling compliance with
access request

Date of request . : .
Rlagl:c: Rl Hitig: of requiesion lts SUPERVISORY SPECIAL AGENT
Agdress DEPARTMENT OF THE TREASURY - .

0=S= ‘CUSTOMS - SERVICE
4141 NORTHBELT E.
SUITE 300

-HOUSTON, TX- 77032

A. [C] The files to which access is requested are those 6f another division or office.
[ 1. The head of that division or office (or his or her delegate) concurs in the recommendanon
to grant access to those ﬂles

B. Requestmg person is or represents:
[1 1. the Department of Justice. (including U S. Attomeys offices and the F.B.).

[1 2 a federal bank regulatory authority in its capacity as a 'supervssory agency® within the
. meaning of Section 1101(6) of the RFPA.

K] 3. another federal govemment authority (including federal .bank regula:ory authorities in a
capacity -other than that specified above).

[] 4. a state or municipal authority.

[] 5 Congress. '

[1 6. aforeign goifemment' or foreign securities authority.

[J 7. a self-regulatory organization.

EJs a receiver, special counsel or other similar person appmmed in Commission Imgatlon
[] 9 sipC.

[ 10. atrustee appointed pursuant to section-s{b) of the Securities Investor Prmedion Act.
7 11. atrustee in bankrupcy.

C. E 1. Request is in writing and requestor occupies, or request has been ratified by a personin, -
a sufficiently senior or supervisory position so as to make and enforce the representations
in the request.

K] 2 Request contains required language describing requestor’s need for and safekeeping and
confidential treatment of, information (see Instruction B).

E] 3. Case is open and request contains required language acknowledging Commission’s
continued interest (see Instruction B).

SEC 2191 (9-89)



D.[X] 1.
2

[1s.
‘ “and segregated in order to prevent inadvertent access (see instruction C).

O a

No RFPA-related :nformahon _has been or is expected to be oblamed in this case.

Information_has been and{or is expected fo-be obtained in this case under the exception
contained in Section 1113(h) of the RFPA.

No RFPA-related . information obtained in this case will be provided to the requestor
pursuant to this recommendation. Any such information has been andj/or will be identified .

"REPA-related information obtained in this case will be provided to the requestor pursuant
to this recommendation (see Instruction C).

[ (a) Customer notice in accordance with the RFPA will be prowded

O ®) The RFPA’s customer notice requirements are inapplicable.
_ ] (c) The request contains requwed language regarding the RFPA (see Instructions B and

C).

D (d)- There have been actual and/or threatenned RFPA customer chalienge proceed:ngs
. with respect to materials subject to this access request.

| (6) There are special circumstances in this matter that make future RFPA customer
challenge proﬁeedmgs moyse llkely due 1o the.grant of this access request..

AN “There ére‘-paraileléproceedings-issues in this case (see discussion in Access Manual).

F.[] I'have consuilted-the Office of the General Counsel re‘garding this ‘recomendation.

G.X] 1.

12

X3 s

Na capies. of internal memoranga, memoranda to the Commission, or materials subject to
the ‘work-product doctrine ‘or the attorney-client or deliberative process privileges will be
‘providedto the‘requestor except in- aeﬁo:dance wnh the Commtss:on s Access Manual (see

Instruction D). L
“The files contain -informiation ‘obtained from another agency
[[] (8) Access will not be provided to that information.

[] () The other agency concurs in the recommendation to grant access to the information.

The procedures for document control contained in the Commrssums Aceess Manual will
be complied with il access is granted (See insttuction D).

H.[J A formal order of investigation has been issved by the Commissioh in this case.

. [ Additional relevant information is attached (see Instruction E).

CONCURRENCE:

Name of Hecommndmg Official (see- lnstruetlon F)

Head (or Delegate) of Other Office or Division

Apenoy'sp: - HED MM 81598

Signature oﬁApprovmg Official Date
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® &
UNITED STATES
‘SECURITIES AND EXCHANGE COMMISSION
FORT WORTH DISTRICT OFFICE IN REPLYING
801 CHERRY STREET ”lai_*;ﬁnjw
SUITE 1900 - ___HFD/
FORT WORTH, TEXAS 76102 MFW-894

PHONE: (817) 978-3821 - FAX: (817) 978-2700

October 20, 1998

U.S. Department of Justice
United States Attorney
910 Travis St., #1500
P.O.Box 61129

Houston, TX 77208

Re: MFW- 894

b)(6), (b)(7)c
peor R

Your request, by letter dated September 21, 1998, for access to Commission files has been granted. In
granting access, the Commission has relied upon your assurances that, except as set forth in your letter, your
agency will:

provide such safeguards as are necessary and appropriate to protect the confidentiality of these files;
make no public use of these files or information without prior approval of our staff;

notify us of any legally enforceable demand for the files or information prior to complying with the
demand, and assert such legal exemptions or privileges on our behalf as we may request; and

not grant any other demand or request for the files or information without prior notice or over our
objection.

The Commission makes no recommendation with respect to investigation or prosecuﬁon by your agency.
In addition; until thjs_ matter is closed, the Commission continues to have an interest and will take such further
investigatory or other steps as it considers necessary in the discharge of its duties and responsibilities.

The files to which access has been granted are being retained by the Fort Worth District Office of the

~ Commission. Your representative should contact QISEOGCENNNN at QSO to make arrangements to
review the files. I would also appreciate it if you would inform that person in the event that your agency institutes
public proceedings based upon information that you abtain as a result of this grant of access.

od . Dago o

Harold F. Degenhardt
District Administrator



U.S. Departmes. Jf Justice

United States Attorney

Q u % 5 .:; .-,,D Southern District of Texas
P S THEL Y o
{496 StF £0 ¥ ¥ .
910 Travis Street, # 1500 . Phone (713) 567-9000
Post Office Box 61129 Fax(713) 718-3307
SEC - FWDD Houston, Texas 77208

September 21, 1998

Harold S. Degenhardt, Esqg.

District Administrator

United States Securities & Exchange Commission
Fort Worth District Office

801 Cherry Street, Suite 1900

Fort Worth, Texas 76102

Re: Stanford Group Company (MFW-894)
Dear Mr. Degenhardt:

I hereby request access to the investigative and other non-
"public files of the United States Securities and Exchange
Commission rélated to the above-referenced matter. This request
is made in connection with an ongoing official investigation
inquiring into various alleged violations of federal criminal
laws. The investigation . is being conducted by the FBI, IRS with
the assistance of the United States Attorney’s Office.

I understand that the files in this matter contain or may
contain “financial records” of “customers” as those terms are
defined in the Right to Financial Privacy Act of 1978 [12 U.S.C.
3401-221. I have reason to believe that that information is
relevant to our investigation and proceedings.

I will establish and maintain such safeguards as are
necessary and appropriate to protect the confidentiality of files
to which access is granted and information derived therefrom.

The files and information may, however, be used for the purpose
of our investigation and/or prosecution, and any resulting
proceedings. They also may be transferred to other criminal law
enforcement authorities. I shall notify the Commission of any
such transfer and use my best efforts to obtain approprlate
assurances of confidentiality.



Mr.Degenhardt
September 21, 1998
Page 2.

‘Other than as set forth in the preceding paragraph, I will:

(1) make no public use of these files or information
without prior approval of your staff;

(2) notify you of any legally enforceable demand for
the files or information prior to complying with
the demand, and assert such legal exemptions or
privileges on your behalf as you may request; ;and

(3) not grant any other demand or request for the
: files or information without prior notice to and
lack of objection by your staff.

I recognize that until this matter has been closed the
Commission continues to have an interest and will take further
investigatory or other steps as it considers necessary in the
discharge of its duties and responsibilities.

Should you have any questions, please contact me at
06, 0)7)c . .

Sincerely,

James H. DeAtley

United States Attorney
b)(6). (b)(7)c

Assistant United States Attorney



RECOMMENDA‘I‘ION TO SRANT ACCESS
'~ PURSUANT TO DELEGATED AUTHORITY

OCC Use
, . Only
Case name and number - : STANDARD GROUP COMPANY (MFW-894)
Name and telephone number ’ :
of Commission employee
“handling compliance with - pEIEEE
access request s
Date of request : 9-21-98
Name and title of requestor : RRAREE ' _
Agency : U.S. DEPARTMENT OF JUSTICE
Address ! UNITED STATES ATTORNEY
SOUTBERN DISTRICT OF TEXAS :
910 TRAVIS ST., #1500 /
P.0. BOX 61129
HOUSTON, TX 7?208

A. [] The files to which access is requésted aré those of another division or office.

[C] 1. The head of that division or office (or his or her delegate) concurs in the recommendatlon
to grant access to those hles.

B. Requesting person is or represents:

[k 1. the Department of Justice (i (including U.S. Attomeys" officeés and the F.B.I).

[[J2 afederal bank regulatory authorlty in its capacity as a 'supenusory agency‘ within the

meaning of Section 1101(6) of the RFPA.

[] 3. another federal government authority (including. federal bank regulato-'y authorities in a
~ capacity other than that specified above).

[] 4. a state or municipal authority.

[]5 cCongress.

[1 6. aforeign government or fmergn securities authority.

[] 7. a self-regulatory organization.

(] 8. areceiver, special counsel or other similar person appoimed in Commission litigation.

[Jo. sipC. ‘

D 10. a trustee appointed pursuant to section 5(b) of the Securities Investor Protection Act.

3 11. atrustee in bankrupcy. _

c.[F] 1. Request is in writing and requestor occupies, or. request has been ratified by a person in,
a sufficiently senior or supervisory position so as to make and enforce the representations
in the request.

2. Request contains required language describing requestor's need for, and safekeeping and
' confidential treatment of, informati_on (see Instruction B).
_ 3. Case is open and request contains required language acknowledging Commission's

continued interest (see Instruction B).

SEC 2191 (9-89)
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[Js.
: o "and segregated in order to prevent inadvertent access (see lnstructibn C).

[ a

No RFPA-related mformauon _has been or is ‘expected to be obtamed in this case.

information has been and!or is expected fo-be obiained in this case under the exception
contained in Section 1113(h) of the RFPA.

No RFPA-related: information obtained in ‘this case will be provided to the requestor
pursuant to this recommendation. Any such information has been and/or will be identified .

‘RFPA-related information obtained in this case will be provided to the requestor pursuant
to thls recommendation (see Instruction C).

1 (a) Customer notice in accordance with the RFPA will be provided.

- [J (b) The RFPA’s customer notice requirements are inapplicable.
' [ _(c) The request contains re,quired language regarding the FiFPA (see Instructions B and
' C).

D (d) There have been actual and/or threatened RFPA customer challenge proceedings
with respect to materials subject to this access request.

. D (e) There are special circumstances in this matter that make future RFPA customer

chaHenge proceednpgs moje ilkely due 10 the.grant of this access request..

E. [JThere are"parallel:proceedings-issues in this case (see discussion ‘in Access Manual).

F. [] 1-have consulted-the Office of the General Counsel régarding this recommendation.

c.[x 1

2

X s

No copies of internal memoranda, memoranda to the Commission; or materials subject to
the ‘work-product ‘doctrine ‘or the attorney-client or deliberative process privileges will be
provided-to the:requestor except in asoordance w:th the Commrss:on's Access Manual (see
insiructlon D). e -

'The files- contain-information ‘obtained from another agency.

[ (@) Access will not be provided to that information. _
] (b) The other agency concurs in the recommendation to grant access 10 the information.

The procedures for document control contained in the Commission's Access Manual will
be complied with if access is granted (see Instruction D).

H. D A formal order of mvesuganon has been rssued by the Commrssuon in thls case

L ] Additional relevam inforrnanon is attached (see Instrucncn E).

B

Granting this request is not adverse to the Commission’s enforcement efforts

~CONCURRENCE:

or contrary to the public interest. | recommend that access be granted.

.

(ASST. -DIST. MIN 'ENFORCEMENT)
Name of Recommendmg Official (see Instfuction-F) -

Head (or Delegate) of Other Office or Division

aPPROVEp: meu_fs D.q..L..U' . | lofb 498

Signature of Approving Official Date
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b)(6), (b)(7)c
b)(6), (b)(7,
From: )(6). (b)(7)c

Sent:  Monday, March 22, 2010 10:06 AM

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

Subject: OIG Request

|
In response to the request from and you, OlA’s Program Analyst for
International Enforcement checked OIlA's record storage index and found the following
two relevant files listed on that index: Stanford Group - File 233-F and Stanford Group
(USA), Stanford Financial Group, Co. - File 279-F.

OIA s Program Analyst obtained both files on an expedited basis. | reviewed all the
contents of those two files and found no items to be responsive to your Office’s request
for materials indicating any outreach from the FWRO to OIA from 1997 to 2004 about the
Stanford matter. However, | did find an OIA response dated December 3, 1999 to a “fit
and proper” request dated November 9, 1999 from the Supertintendencia de Companias
of Ecuador. | mentioned that correspondence to you and you requested copies. | gave
you copies of that correspondence and OlA’s related notes and research on Thursday,
March 18, 2010.

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

I also had an intern review the labels on all the hard files which _ OlA’s

' for Enforcement matters, had left at OlA. The intern checked
to see if there were any files labeled Stanford. The intern found one such file. | reviewed
all the contents of that file and found the following items to be responsive to your
Office’s request for materials indicating any outreach from the FWRO to OIA from 1997
to 2004: Emails and notes from December 29, 2004 through January 11, 2005 between
and Victoria Prescott of FWRO relating to FWRO’s inquiry to OIA to
explore the possibility that a Stanford entity may be using an audit firm in the UK. You
told me that your Office was aware of that communication. Nonetheless, | provided you
with copies of those the emails and notes.

With your Office’s approval, | also called B 2nd ARG, 2 former OIA

staff attorney, to determine whether either of them had any recollection of any outreach
FWRO to OIA from 1997 to 2004 about the Stanford matter. On March 17, 2010, | had
separate phone conversations with QRIS and B said she
only remembers working on the Stanford matter sometime after 2004. QRIOCEEEEEN did
not recall the aforementioned Ms. Prescott’s outreach to SIS told
me that he only remembered working on the matter beginning in 2005. OIA’s Program
Analysts also checked OIA’s ‘former employee’ files on the OIA database to see if there
were any emails or documents from ZZESEEN or SNSRI related to Stanford. We did not
discover any materials as a result of that search.

b)(5), (b)(7)a
As you further requested, | also reviewed my emails about _

gave you copies of those emails on Thursday March 18, 2010.

Regards,

3/22/2010
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b)(6), (b)(7)c

b)), (b)(7)e , Enforcement Matters

Office of International Affairs
U.S. Securities and Exchange Commission

B)E). (B)7)e direct dial
fax

PRIVILEGED & CONFIDENTIAL: This e-mail message (and any attachments) from the United States
Securities and Exchange Commission is for the exclusive use of the intended recipient(s) and may
contain confidential and privileged information. If you are not the intended recipient, please do not read,
distribute, or take action in reliance upon this message. If you have received this email in error, please
notify the sender immediately by return e-mail and promptly delete this message and its attachments
from your computer system. Be advised that no privileges are waived by the transmission of this

message.

3/22/2010
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"OCDEN, GIBSON, WHITE 8 BROOCKS, L.L.P.
ATTORNEYS RE CE I VE D

2100 PENNZOIL SOUTH TOWER °

wousTon, Texas 7088 WN22 P Z 39

Jack D. Ballard SEC-FWD0 .. s ess-2000
Direct Dial: _ , _ FAx (713) 844-3030

June 19, 1998

- | Via Facsimile (817) 978-2700
Enforcement Attorney : and Regular Mail
U. S. Securities and Exchange Commission : '

801 Cherry Street
Suite 1900
Fort Worth, Texas 76102

Re: Informal Inquiry Regarding Stanford Group Company (MFW-894)

b)(6), (b)(7)c
Dear )(6), (B)(7) .

As you know, Wayne Secore and I represent Stanford Group Company (“SGC”), a registered
broker-dealer and investment advisor, in connection with the informal inquiry being conducted by
the Fort Worth District Office. We have had several telephone discussions with you concerning the
scope of the inquiry which, as you have informed us, primarily concerns the relationship of SGC
" with Stanford International Bank (“SIB™), a private international bank located in Antigua, West
Indies. '

SIB has been in existence since 1985 and, since inception, has offered banking services to
customers who are primarily citizens of Mexico, South America and other foreign countries. In early
1996, our client, SGC, commenced operations as a broker-dealer. The firm’s principal office is
located in Houston, Texas; however, it also maintains offices in Miami and Bonita Springs, Florida,
Baton Rouge, Louisiana, and Denver, Colorado. Currently, SGC conducts a general securities
business, provides asset management and other services traditionally offered by full-service
brokerage firms, and makes referrals of nonresident alien customers who desire to purchase
certificates of deposit issued by SIB. SGC’s primary business objective, however, has been the
ongoing development of its own customer base and the sale of products separate and apart from SIB,
but with the certificate of deposit from SIB remaining a part of the product mix available to clients.
SGC is well on its way to achieving its objective. For example, last month 49% of SGC’s revenues
consisted of referral fees; in 1997 such fees were 67% of SGC’s revenues. SGC’s objective is to

b)(6), (b)(7,
e )()()()C



June 19, 1998
Page 2

. reduce such revenues to between 10% to 15% of its total revenues within the next five years, with
the overwhelming majority of revenues to be derived from the traditional services provided by a full-
service brokerage firm.

All of the customers for whom SGC has received a referral fee from SIB are citizens of
foreign countries and are not U.S. citizens or residents. The relationship of those customers with
SGC began when some of SIB’s marketing representatives obtained their securities licenses and
joined SGC as registered representatives. As aresult, the majority of SGC’s and SIB’s common
customers have relationships of ten (10) or more years with SIB. Only 300 to 400 of the
- approximately 2,500 customers of both SGC and SIB are “new customers” - that is, those who did
not have a relationship with SIB prior to SGC becoming registered as a broker-dealer.

SIB has never had a customer complaint since it was founded in 1985, and no client has ever
lost-any funds deposited with the bank. I have previously provided a copy of SIB’s 1997 Annual
Report, which demonstrates the financial strength of that organization. SIB is regulated by the
Ministry of Finance in Antigua, which has extensive regulations applicable to SIB and the other
international banks licensed by the governments of Antigua and Barbuda. In August, 1998, Antigua
will adopt legislation creating one of the world’s most comprehensive regulatory and ann-money
laundering statutes applicable to mtemauonal banks.

Since it commenced business in early 1996, SGC has had only a few minor customer
complaints, which were immediately handled to the customers’ satisfaction. None of the complaints
mvolved referrals to SIB. During its existence, SGC also has been examined by the Securities and
Exchange Commission (“SEC”), the National Association of Securities Dealers, Inc., the Texas
Securities Board, and the securities commissions of Louisiana and Colorado.

“In connection with the inquiry, SGC has serious concerns about members of the staff of the
Fort Worth office possibly placing telephone calls to SIB’s foreign customers who have very little
or no experience with SEC procedures or the purpose of your call. English also is not their native

language. Similar to private banking customers of international banks generally, these customers

are usually affluent and members of the more sophisticated classes in their respective countries who
can afford to maintain dollar deposits abroad. Privacy and confidentiality are absolutely crucial to
them. If these customers begin receiving telephone calls from the SEC, many will believe that their
confidentiality has been breached, and the likelihood of mistrust -and misunderstanding will be
widespread. My client is fearful that your telephone inquiries would irreparably damage SIB’s
relationship with those customers, and create a perception of instability at SGC or SIB. The result
could be substantial account closings and/or withdrawals of funds from both companies. Therefore,

s'\stanford QIONOQH
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June 19, 1998
Page 3

it is of the utmost importance to the business of SGC and SIB that any contact with these customers,
especially by a government agency, be handled with extreme sensitivity and caution.

This is not a hypothetical issue. One of the primary reasons the referral customers choose
to do business with SGC and SIB is the expectation of confidentiality. Most of these foreign
customers are deeply concerned with protecting their privacy. Unfortunately, over the years, SIB has
had five (5) instances in which a depositor’s family member was kidnapped and, in two of those
instances, the family member was murdered. In fact, SIB maintains kidnapping and ransom
insurance for employees who travel to South America on SIB business.

SGC also has a serious concern regarding the possible dissemination of its confidential client
information once the SEC has reviewed its records. At the very least, SGC would request an
agreement that the names, addresses, telephone number, and other personal customer information
will be used only in connection with this inquiry.

On several occasions, Wayne and I have stated that SGC will cooperate fully with your
inquiry, and we reiterate that position. SGC already has provided copies of documents responsive
to many of your requests, has arranged for an examination of documents by you in SGC’s offices
tentatively scheduled to commence on June 29, 1998 and has agreed to your request to produce a
representative of SGC for informal questioning in your office. SGC has carefully examined the issue
of referrals to SIB and is extremely confident that the certificates of deposit in question are bank

~ products and not securities. SGC welcomes the opportunity to address any issues or concerns you
may have and, as I previously stated, firmly believes that SGC is in full compliance with all

_ applicable statutes and regulations. If anything improper has occurred, which SGC does not believe
is the case, SGC would request notification of that fact so that corrective action can be taken
immediately. ' - ' :

Two actions on the part of your office would greatly alleviate our client’s concerns. First, we
request that you consider limiting your review of the SGC files to the 300 to 400 “new customers”
at SIB - that is, those who have become customers of the bank since SGC commenced operations.
Such a limitation would appear to provide more than an adequate sampling of customers, while at
the same time limiting the possible negative impact on SGC’s and SIB’s business operations and
clients. Second, Wayne and I believe the seriousness of SGC’s concerns warrant a personal meeting
with you and Harold Degenhardt to discuss those concerns raised in this letter. Wayne and I are
available at any time on Tuesday, June 23 or Wednesday, June 24. Please let me know at your
earliest convenience when a personal meeting with you and Mr. Degenhardt can be scheduled.

s'\stanforc QARMCAUE
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Thank you for your attention to these matters.

Very truly yours,
Jack D. Ballard
o
cc: M. Harold chenliﬁrdt, District Administrator Via Facsimile (817) 978-2700
U. S. Securities and Exchange Commission and Regular Mail
801 Cherry Street '
Suite 1900

Fort Worth, Texas 76102

b)(6), (b)(7)]]
s’\stanford)
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L oo, o I o
From: =

Sent: Thursday, February 28, 2002 5:08 PM
To: W

Cc: Alvarado, Mauricio; 3 .
Subject: Legal, Settiement and Recruitment Fees since inception - SGC

Attachments: Legal fees projécl 2002 .xis

Here is the revised worksheet. We included legal exenses coded to Corporate which are not
charged to any specific broker. Please let me know if you have any questions.

>
x]
Legal fees project
2002.xIs
>
>

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

B011-001-735747




1998

LEGAL FEES

BATON ROUGE - H. MILLS

MNASD-ARBITRATION #98.03520 G.WILLIAMS V5 SGC & H MILLS

|BATON ROUGE

WATSON, BLANCHE, WILSON & POSNER LLP

LOCKE PURNELL RATN HARRELL- FILE #1852

HOUSTON - M. MALVAEZ

GREENBERG-LEGAL SERVICES M. MALVAEZ

HOUSTON - T PEREZ

|GREEMBERG-LEGAL SERVICES M. MALVAEZ

HOUSTON - G DOER

NASD-SGC VS DOER

'OGDEN, GIBSON-GOLDEBERG & DOERR V5 SGC & 5FG CASE WY8-48255

OGDEN-5GC VS DOERR CASEN9R-N3711

OGDEN-GOLDBERG VS. DOERR

HOQUSTON - J GOLDBERG

HASD-5GC V5. GOLDRERG

OGDEN-GOLDBERG VS, DOERR CASEN 93-48255

OGDEN-SGC VS. GOLDBERG CASEN98-013705

OGDEN-GOLDBERG & DOERR VS SGC & 5FG

HOUSTON - J. YOUNG

IRELAMN & ASSOCIATES-) YOUNG/MERRILL LYNCH

HOUSTON

IRELAM & ASSOCIATES/PRUDENTIAL SEC VS. G DOERR W98-05975

IRELAN & ASSOCIATES/PRUDENTIAL SEC VS. G DOERR F9B-05975

IRELAN & ASSOCIATES/PRUDENTIAL SEC VS, G DOERR #98-05975

NMIAMI - P PENZINI

FRUDENMTIAL SECURITIES INC MATTER

|GREENBERG-LEGAL SVCS-PENZIMI H-1B

GREENBERG-LEGAL SVCS-PENZINI

GREENBERG-LEGAL SVCS-FENZNI

GREENBERG-LEGAL SVCS-PENZINI

MIAMI

G -LEGAL SVC5-12/31/97

‘GREENBERG-FPEDRO PENZINI H-1B

DONALD RETT-COUNSEL FOR BONITA SPRINGS

LOCKE PURNELL RAMN HARRELL - GENERAL COUNSEL FILEN 85248/6418R

BAKER & HOSTETLER-PROF SVCS/SYLVIA GONZALEZ

CORPORATE

IRELAN & ASSOCIATES-M PATTON

(OGDEN-SEC INVESTIGATION

SECORE & WALLER-SEC AUDIT

SECORE & WALLER-US SECURITIES & EXCHANGE COMMISSION

(GDEN & ASSOCIATES-SEC INVESTIGATION

(OGDEN & ASSOCIATES-GOLDBERG & DOERR VS. SGC & SFG.

OGDEN & ASSOCIATES-G WILLIAMS V8 SGC & H MILLS

IRELAN & ASSOCIATION-PRUD SEC [NV VS G. DOERR

DELEON-CREATION OF TX LOCAL RECORDING AGENCY

GREENBERG-5TOCK OPTION PLAN

CHAN WARNER P.C

GREENBERG-LEGAL SVCS THROUGH 1v31/98

WARNER & ASSOCIATES

SECORE & WALLER-US SEC & EXCHANGE COMM TNQUIRY

QGDEN-INVESTMENT ADVISOR INQUIRY

OGDEN-WILLIAMS

GREENBERG-BASTIDA MATTER

IRELAN-GENERAL MATTERS

BREAZEALE-SVCS THROUGH M3 L/9R

RAYMOND KERR-MEDIATION FEE-S5GC VS DOERR

G ERG-LEGAL SVCS THROUGH 731

GREENBERG-LEGAL SVCS THROUGH 531

BAKER & HOSTETLER-FILEN 3426/15719.

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

JANUARY

FEBRUARY

MARCH

APRIL

JUNE

JULY

AUGUST

SEPTEMBER

OCTOBER

NOVEMBER

DECEMBER

TOTAL

400.00

400.00

19,701.98

19,701.98

1.677.80

1.677.80

128.25

128.25

0.00

128.25

128.25

700.00

700.00

522.00

522.00

371.39

377.39

1,331.03

1,331.03

1,150.00

1,150.00

522.00

522.00

411.83

411.83

1,331.02

1,331.02

8,334.54

1,314.27

190,14

610.85

610.85

312.29

312.28

246.74

246.74

461.00

461.00

89.00

89.00

142.50

142.50

2,678.38

2,678.38

1,237.10

1,237.10

1,672.50

1,672.50

1,186.26

1,186.26

2,500.00

2,500.00

1,052.89

1,052.89

1,283.71

1,283.71

1,200.00

1,389.24

12,052.50

749.94

736.56

17,316.20

8,561.14

1,622.09

1,768.51

5,106.39

5,106.39

3,964.00

3,964.00

4.090.40

4,090.40

12,000.00

12,000.00

12,000.00

12,000.00

12,000.00

12,000.00

12,000.00

12,000.00

12,000.00

12,000.00

12,000.00

144,000.00

12,000.00

2,898.43

2,898.43

511.64

132.70

2,378.31

5,668.48

6,326.04

15,017.17

20,730.50

20,730.50

16,971.89

16,971.89

1,441.19

1,441.19

7,024.39

7,024.39

4,200.00

4,200.00

1,483.74

1,483.74

800.00

800.00

8,551.11

8,551.11

4,298.91

4,298.91

1,182.25

1,182.25




|LOCKE PURNELL RAMN HARRELL - GENERAL MATTER

BREAZEALE-SVCS 1/31/28 HIBERNIA INVESTMENT SECURITIES
TOTAL

SETTLEMENT FEES

BR RECRUITING

MERRILL LYNCH-M PATTON

HOUSTON - .1 YOUNG

MERRILL LYNCH/J YOUNG-SETTLEMENT

TOTAL

PLACEMENT FEE

DENVER BROKER RECRUITING - LEROY MATTICKS

SALES CONSULTANTS OF CORAL GABLES

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

- 561,30
5,226.00 5,226.00
12,000.00 4Il|7 92 261889.40 13|16l].85 11!702.32 123000.00 43{.-‘4?.01 21!737.39 57I139.38 30,869.23 21,924.30 SZIIIZ.QD BSUlGIIJ{I
46,500.00 46,500.00
75,768.24 | 75,768.24
0£0 0.00 0.00 0.00 0.00° l'lﬂl 2.-2!) 0.00 0,00 | 46,500.00 0.00 TS.?GS.&L 1 22!268.24
17,435.65 17,425.65

{
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b)®). B)(7)c

From: Preuitt, Julie A.

Sent: Tuesday, December 15, 2009 5:02 PM
o Kotz, David;
Subject: _ . time lines _

It may not matter, but | checked a couple of dates that | was unsure of during testimony.
Social event in New Orleans with, .. and Spence Barasch - July 30-Aug.1, 2009
Testimony in Houma La with — Oct. 21 and 22, 2009. |

Julie

Assistant Regional Director

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

ORIGINAL

Filed 02!‘!7/@9’ Page 1 of 35

U.S. DISTRICT COURT

IN THE UNITED STATES DISTRICT giukmomn ERN DISTRICTOF TEXAS

FOR THE NORTHERN DISTRICT OF

DALLAS DIVISION

SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,

V.

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

Defendants.

§

§

§

§

;

STANFORD INTERNATIONAL BANK, LTD., §
| §
§

§

§

§

§

EXAS FILED

CL‘ERK,U.S ISTRICT COURT

,;.-’,s 3

D puty

Case No.:

8-09CV0298-1,

MEMORANDUM OF LAW IN SUPPORT OF MOTION FOR
EX PARTE TEMPORARY RESTRAINING ORDER,
PRELIMINARY INJUNCTION AND OTHER EMERGENCY RELIEF

I PRELIMINARY STATEMENT

Plaintiff Securities and Exchange Commission submits this Memorandum of Law in

Support of its Motion for Ex Parte Temporary Restraining Order, Preliminary Injunction and

Other Emergency Relief to halt a massive, ongoing fraud orchestrated by Robert Allen Stanford

and James M. Davis and executed through companies they control, Antiguan-based Stanford

International Bank, Ltd. (“SIB”), and its affiliated Houston-based investment advisers, Stanford

Group Company (“SGC”) and Stanford Capital Management (“SCM”);

Certificates of Deposit

Acting through a network of SGC financial advisers, SIB has sold approximately $8

billion of so-called “certificates of deposit” to investors by promising high interest rates. SIB

claims that it offers high yields because of its unique investment strategy, which has purportedly




Case 3:09—0\:—00%%N Document6  Filed 02/1 7/2“9 Page 2 of 35

| enabled the bank to achieve double-digit returns on its investments over for past 15 years. As
further described below, the bank’s claims are improbable and unsubstantiated.

Further, SIB and its advisers have misrepresented to CD p@hmem that their deposits are
safe because the bank: (i) re-invests client funds primarily in “liquid” financial instruments (the
“portfolio”); (ii) monitors the portfolio through a team of 20-plus analysts; and (iii) is subject to
yearly audits by Antiguan regulators. Recently, as the market absorbed the.ne'ws of Bemard
Madoff’s massive Ponzi scheme, SIB told investors that the bank had no “direct or indirect”
éxposure to Madoff’s scheme.

These assurances are false. SIB’s investment portfolio was not invested in liquid
financial instruments or allocated in the manner described in its promotional material and public
reports. Instead, a substantial portion of the bank’s portfolio was invested in illiquid
investments, such as private equity and real estate. Further, the vast majority SIB’s multi-billion
dollar investment portfolio was not monitored by a team of anﬁlysts, but rather by two people —
Allen Stanford and James Davis. And contrary to SIB’s representations, the Antiguan regulator
responsible for oversight of the bank’s portfolio, the Financial Services Regulatory Commission,
does not audit SIB’s portfolio or verify the assets SIB claims in its financial statexﬁents. Finally,
SIB has exposure to losses from the Madoff fraud scheme despite the bank’s public assurances to
the contrary.

SGC has also failed to disclose material facts to its advisery clients. In December 2008,
SGC’s cleariﬁg broker advised SGC th;lt it Wou]d no longer facilitate wire transfer requests to
SIB on behalf of existing clients who desire to purchase SIB CDs. The clearing broker decided
to stop transferring money to the bank because of suspicions about the bank’s purported

investment returns and the overali lack of “tr.';msparcncy” into the bank’s portfolio of
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investments. SGC never disclosed to clients that Pershing refused to transfer client funds to
SIB. |

During the past seve;a] weeks, the Securities and Exchange Commission subpoenaed SIB
bank records and witnesses in an effort to account for the $8 billion of investor funds held by the
bank. Among others, the SEC issued subpoenas to Stanford, Davis, and O.Y. Goswick, zi SIB
board member residing in Texas, who is purportedly responsible for “invesﬁﬁcnts.” None of
these witnesses appeared for testimoﬁy or produced a single document. Further, SIB represented
that Juan Rodriquez, SIB’s presideﬁt who resides in Antigua, would voluntarily appear in the
United States to give sworn testimony to the SEC and account for investor funds. Mr. Rodriguez
failed to appear for testimony. The SEC did, however, take swom testimony from Stanford
Financial Group’s Chief Investment Of'ﬁcer and SIB investment committee member (Laura
Pcndergest;Holt) and a former Senior Investment Officer (the “SIO”). Neiﬁa Ms. Pendergest-
Holt nor the SIO coﬁld account for the $8 billion entrustgd to the bank by its clients. In fact,l
Pendergest-Holt and the former _SIO could only identify Stanford and Davis as people having
knowledge and access to the vast majority of SIB’s portfolio.

Stanford Allocation Strategy

Stanford’s fraudulent conduct is not limited to the sale of CDs. Sincé 2005, SGC
advisers have sold more than $1 billion of a proprietary mutual fund wrap program called
' Stanford Allocation Strategy (“SAS”), using materially false and misleading historical
performance data. The false data has helped SGC grow the SAS program from less than $10
million in around 2004 to over $1 billion, generating fees for SGC/SCM (and ultimately

Stanford) in excess of $25 million. And the fraudulent SAS performance was used to recruit

SEC v. Stanford International Bank, Ltd., et al. ' 3
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registered financial advisers with significant books of business, who were then heavily
incentivized to re-allocate their clients’ assets to SIB’s CD program.’
Emergency Relief Is Appropriate

The SEC has learned tﬁat Allen Stanford, on or about February 6, 2009, imposed a “two-
month moratorium” on CD redemptions, and instructed SGC advisers that the bank would not
honor redemption requests from clients. Moreover, at least one SGC financial adviser
misrepresented to a client that the Commission had frozen CD-related accounts for two months.
[App. 672-73, 1118]. Finally, last week, SIB’s counsel notified the Commission that he was
withdrawing as counsci. [App. 1121]. In so doing, SIB's.counsel advised the Commission fhat
he and his law firm “disaffirm all prior oral and written representations” rcgardi.ng Stanford
Financial Group and its affiliates. [App. 1122].

The fraudulent scheme is ongoing. SIB is continuing to sell CDs. And SGC/SCM is
continuing to sell SAS. Moreover, the vast majority of investor funds ha\«;e not been accounted
for and remain under the control of the Dcfendz_mts. Investor funds and bank assets need to be
lbcated, secured and marshaled by a Receiver for the benefit of investors. Emergency relief is,
therefore, necessary and appropriate in this matter. |

To protect investors and to halt this fraudulent scheme, the Commission seeks: (1j an ex
parte temporary restraining order and preliminary injunction against future violations by
Defendants; (2) an immediate freeze of all assets of Defendants; (3) an order requiring
Defendants to provide an i:mnédiate accounting; (4) a repatriation order; (5) an order that

Stanford and Davis surrender their passports; (6) an order prohibiting the destruction of records;

! In addition to the antifraud violations described above, SIB, SGC and SCM violated Section 7(d) of the
Investment Company Act, which prohibits foreign investment companies and their underwriters from selling
securities in the U.S. without registering with the Commission. Had SIB complied with the law and registered as an
investment company, SIB would have been subject to examination by the Commission.

SEC'v. Stanford International Bank, Ltd., et al. ' - 4
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(7) an order expediting discovery; and (8) the appointment of a Receiver to take control of the
assets of the Defendants to marshal and preserve assets for the benefit of the investors defrauded
by the Defendants.

II. DEFENDANTS

Stanford International Bank, Ltd. purports to be private international bank domiciled
in St. John’s, Antigua, West Indies. [App. 527, 859, 887]. SIB claims to serve 30,000 clients in
131 countries and holds $7.2 billion in assets under management. [App. 53812 SIB’s multi-
billion portfolio of investments is managed by the SFG’s chief financial officer in Memphis,
Tennessee. [App. 058, 388, 936]. Unlike a commercial bank, SIB does.not loan money. [App.
50, 668, 862, 1011, 1017]. SIB sells the CD to U.S. investors through SGC, lts affiliated
investment adviser. [App 668].

Stanford Group Company, a Houston—based corporation, is registered with the
Commission as a broker-dealer and investment adviser. [App. 585]. SGC has ofﬁcgs located
throughout the U.S., including Dallas, Texas. [App. 928, 945]. SGC’s principal business
consists of sales of SIB-issued securities, marketed as “certificates of deposit.” [App. 590, 668].
SGCis a wholly owned subsidiary of Stanford Group Holdings, Inc., which in turn is owned by
Robért Allen Stanford (“Stanford™). [App. 46, 586, 942].

stanford Capital Management, a registered investment adviser [App. 585], took over
the management of the SAS program (formerly Mﬁtua] Fund Partners) from SGC in early 200?.
Stanford Capital Management markets the SAS program through SGC. [App. 679].

Robert Allen Stanford, a U.S. citizen, is the Chairman of the Board and sole shareholder

- of SIB and the sole director of SGC’s parent company. [App. 46, 76, 586, 881-82].

z SIB’s Annual Report for 2007 states that SIB has 50,000 clients [App. 859].

SEC v. Stanford International Bank, Ltd., et al. 5
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James M. Davis, a U.S. citizen and resident of Baldwin, Mississippi and who ofﬁc% in
.Memphiﬁ, Tennessee and ’I‘upelo,_Mississippi, is a director and chief ﬁna:icial ofﬁéer of SFG and
ISIB. [App. 80, 881-82]. |

Laura Pendergest-Holt is the Chief Investment Officer of SIB-affiliate Stanford
- Financial Group and a member of SIB’s investment F:om_mittee. [App. 31, 74-75, 524]. She
supervises a group of analysts in Memphis, Tupelo, and St. Croix who “oversee” performance of

SIB’s “Tier II” assets. [App. 80-81].

III. STATEMENT OF FACTS
| A. The Stanford Empire

Allen Stanford has created a web of affiliated companies that exist and operaté under the
brand Stanford Financial Group (“SFG”). [App. 926-37]. According to the company’s website,
SFG is a privately-held group of companies that has in excess of $50 billion “under advisement.”
[www.stanfordfinancial.com].

SIB, one of SFG’s affiliates, is a private, offshore bank that purports to have an
independent Board of Directors, an Investment Committee, a Chief Investment Officer and a
team of research analysts. [App. 524, 882,.895]. While SI.B is domiciléd in Antigua, a small
group of SFG employees who maintain ofﬁcels in Memphis, Ténnwsee, and Tupelo, Mississippi,
purpf)ﬁedly monitor the bank’s assets. [App. 80-81, 388].

SIB is operated by a close-nit circle of Stanford’s family, friend an(i their confidants. For
example, Davis was Stanford’s college classmate at Baylor University in the 19?'.08. SIB’s Board
of Directors includes Davis, Stanford, Stanford’s father James A. Stanford, and O.Y. Goswick, a -
Stanford family friend from Mexia, Texas, whose business experience includes cattle-ranching

and car sales. [App. 882, 899). SIB’s investment committee, which is purportedly responsible -

SEC v. Stanford International Bank, Ltd., et al. 6
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for the management of the bank’s multi-billion dollar portfolio‘ of assets, is comprised of
Stanford, Stanfoi‘d’s father, Davis, Goswick and Laura Pendergest-Holt. [App. 524].
Pendergest-Holt, who became acquainted with Davis at their church in Baldwin, Mississippi,
joined SFG in 1997, after graduating from Mississippi State University with a master’s degree in
mathematics. [App.. 73].- Prior to jdim'ng SFG, Pendergest-Holt had no experience in the
financial services or securities industries. [App. 73] Based on these relationships, and the fact |
that Stanford is the sole shareholder of .SIB and SGC, it appears that Stanford is subject to little
orno independent oversight.

B. Stanford International Bank

Asl of November 28, 2008, SIB reported $8.6 biilion in total assets. [App. 541]. SIB’s
primary product is the CD. [App. 74, 403, 590, 668-70].* SIB aggregates customer deposits,
and then purportedly re-invests those funds in a “globally diversified portfolio” of assets.

For almost fifteen years, SIB represented that it has experienced consistently high returns

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

3 Further, Ken Weeden holds the title of Managing Director-Research and Investments. He supervises a
group of “analysts” that work in Memphis and Tupelo. Weeden reports to Pedergest-Holt, who is Weeden’s sister-
in-law. [App. 588]. Davis’ son, and at least one of his college classmates, are research analysts whose
responsibilities inchude, in part, oversight of a small portion of SIB’s portfolio of assets.

4 SIB sold more than $1 billion in CDs per year between 2005 and 2007, including sales to U.S. investors.
The bank’s deposits increased from $3.8 billion in 2005, to $5 billion in 2006, and $6.7 billion in 2007. [App. 856].
SIB markets CDs to investors in the United States exclusively through SGC advisers pursuant to a Regulation D
private placement. In connection with the private placement, SIB filed 2a Form D with the Commission. [App. 668,
906-12].

SECv. Stanford International Bank, Ltd., et al. 7
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[App. 345, 670, 1030].

Since 1994, SIB claims that it has never failed to hit targetéd investment returns in excess
of 10%. [App 407, 590]. And, SIB claims that its “diversified portfélio'of i'nvesh'nent_s” lost
| only $110 million or 1.3% in 2008. [App. 541]. During the same time p-eriod, the S&P 500 lost
39% and the Dow Jones STOXX Europe 500 Fund lost 41%. Id.

SIB’s historical returns are improbable, if not impossible. After reviewing SIB’s retums
on investment over ten years, a performance reporting consultant hired by Stanford characterized
SIB’s performance as “not possible — almost statistically impossible.” [App. 159-150). Further, |
in 1995. and 1996, SIB reported identical returns of 15.71%, a remarkable achievement
considering the bank’s “diversified investment portfolio.” [App. 345, 670] According to
Pendergest-Holt, it is “improbable” that SIB could have managed a “globally diversified”
portfolio of investments so that it returned identical results in consecutive years. .[App. 106].
Likewise, the above-referenced performance reporting consultant believes that it is “impossible”

to achieve identical results on a diversified investment portfolio in consecutive years. [App.

SEC v. Stanford International Bank, Ltd., et al. 8
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151]. Noneﬂlcless,. SIB continues to promote its CDs using these improbable/implausible
returns. [App 345, 590, 670].

SIB’s consistently high returns of investment have enabled the bank to pay a significantly
higher rate on its CD than conventional banks.. [App. 531, 533]. For e:;ample, SIB offered
7.45% as of June 1, 2005, and 7.878% as of March 20, 2006, for a fixed rate CD bésad on an
investment of $100,000. [App. 668]. On November 28, 2008, SIB quoted 5.375% ona 3;year
Flex CD, while comparable U.S. Banks’ CDs paid under 3.2%. [App. 541].

SIB’s extraordinary returns have also enabled the bank to pay disproporﬁonately. large
commissions to SGC for the sale of SIB CDs. [App. 591, 669].° SGC receives a 3% fee from
SIB on sales of CDs by SGC advisers. [App. 591]. Financial advisers receive a 1% commission
upon the sale of the CDs, gnd are eligible to receive as much as a 1% trailing commission
throughou_t the term of the CD. [App. 591, 669]. SGC promoted this generous commission
structure in its effort to recruit established financial advisers to the firm. [App. 669]. The
commission structure also provided a powerful incentive for SGC financial advisers to
aggressively sell CDs to United IStates inve_stors, and aggressively expanded its number of
financial advisers in the United States.. Id

SIB purportedly managed the investment portfolio from Memphis-aﬁd Tupelo. SIB’s
investment portfolio, at least intemally, was segregated into three tiers: (a) cash and cash-
equivalents (“Tier 1), (b) investments with “outside portfolio managers (25-!;)” that are
monitored by the Analysts (“Tig:r 2”), and (c) unknown assets under the apparent control of
Stanford and Davis (“Tier 3”). [App. 31, 586]. As of December 2008, Tier 1 represented

approximately 9% ($800 million) of the bank’s portfolio. [App. 586]. Tier 2, prior to the bank’s

i In 2007, SIB paid to SGC and affiliates more than $291 million in management fees and commissions from

CD sales, up from $211 million in 2006. [App. 869-870].

SEC v. Stanford International Bank, Ltd., et al. _ 9
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decision to liquidate $250 million of investments in late 2008, @resmtd approximately 10% of.
the portfolio. [App. 586]. And Tier 3 represented 80% of the bank’s investment portfolio. [App.
586].

C. SIB’s Fraudulent Sale of CDs

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

In selling the CD, SIB touts the liquidity of its investment portfolio. [App. 85, 352]. For
example, in its CD brochure, SIB emphasizes the importance of liquidity, staiiné, 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 “investc& ina
well-diversified portfolio of highlf marketable securities issued by stable governments, strong
multinational companies and major international banks.” [App. 528).°

In its 2007 annual report, which was signed and approved by Stanford and Davis [App.
881], SIB represented that its portfolio was allﬁcated in the following manner: 58.6% equity,
18.6% fixed income, 7.2% precious metals and 15.6% alternative investments. [App. 871].
These allocations were depic;,ted ina pié chart [App. 871], which was approved by Stanford and

Davis. [App. 881].

6 Likewise, the bank trained SGC advisers that “liquidity/marketability of SIB’s invested assets” was the
“most important factor to provide security to SIB clients.” [App. 1040]. '

SEC v. Stanford International Bank, Ltd., et al. ' 10
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[App. 871]

SIB’s investment portfolio is not, however, invested in a “well-diversified portfolio of
highly marketable securities issued by stable governments, strong multinational companies ami
major internationaj banks.” Instead, a significant portion of the bank’s portfolio is invested in
illiquid investments — namely private equity and real estate. [App. 97, 588]. In fact, in 2008, the
bank’s portfolio included at least 23% private equity. [App. 1123-24]. The bank never disclosed
in its financial statements its exposure to private equity and real esﬁte investments.” [App. 504,
871]. |

Further, on December 15, 2008, Pendergcst-Holt met with her team of analysts by
teleconference following the bank’s decision to liquidate more than 30% of its Tier 2
investments (approximately $250 million). [App. 587-88]. During the meeting, at least one
analyst expressed concern about the amount of liquidations in Tier 2, asking why it was

necessary to liquidate Tier 2, rather than Tier 3 assets, to increase SIB’s liquidity. Zd.

" One of the bank’s analysts candidly admitted that including private equity and real estate in the Equity
allocation “does not make sense.” [App. 589].

SEC v. Stanford International Bank, Ltd., et al. 11
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Pendergest-Holt told the analyst that Tier 3 was primarily invested in private equity and real
estate and that Tier 2 was “more liquid” than Tier 3. [App. 97, 587-88].

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

Prior to making their investment decision, prospective investors routinely asked hbw SIB
safeguarded aﬂd monitored its assefs. [App. 37]. In fact, investors frequently inquired whether
Allen Stanford could “run off with the [investor’s] money.” Id. In response to this question, at
least during 2006 and much of 2007, the SIO told investors that SIB had sufficient controls andl
@fegumds' in pl:;ce to protect assets. /d. In particular, the SIO was trained by Pendergest-Holt to
tell investors that the bank’s multi-billion portfolio was “monitored” by the analyst team in
Memphis’. Id. In communicating with investors, the SIO followed Pendergest-Holt’s
instructions, misrepresenting that a team of 20-plus analysts monitored the bank’s investment

-portfo]io- Id. In.so doing, the SIO never disclosed to investors that the team of analysts only
monitor approximately 10% of SIB’s money. Id. In fact, Pendergest-Holt trained.the SIO “not
to divulge too much” about oversight of the bank’s portfolio because that information “wouldn’t
leave an 1nvestor with a lot of confidence.” Id. Likewise, Davis instructed the SIO to “steer”
potential CD investors away from information about SIB’s portfolio. [App. 37, 43].

Contrary to the bank’s representation that responsibility for SIB’s multi-billion portfolio
“—'as “spread out” among 20-plus people, even Pendergest-Holt and the SIO did not know the
whereabouts of the vast majority of SIB’s investment portfolio. [App. 356]. In fact, the only_
people that Pendergest and the SIO could identify as k:mwfng the whereabouts of the bulk of

SIB’s portfolio were Stanford and Davis. [App. 31, 98, 588]. According to Pendergest-Holt, she

s Pendergest-Holt also stated that Tier 3 always included real estate. [App. 588]. Pendergest-Holt’s
statements contradict what she had previously stated to SIB’s senior investment adviser. [App. 40, 45].

SEC v. Stanford International Bank, Ltd., et al. 12
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and her team of aﬂalysts have never been privy to Tier 1 or Tier 3 investments. [App. 86, 586].
Similarly, the SIO did not have access to the bank’s records relating to Tier 3, even though he
was responsible, as the bank’s Senior Investment Officer, for “closing” deals with large
investors, “overseeing the bank’s investment portfolio” and “ensuring that the investment side is
compliant vﬁth the vaﬁous banking regulatory authorities.” [App. 32, 359]. In fact, in preparing
the bank’s periodic reports .(quarterly newsletters, month reports, mid-year reports and annual
reports), Pendergest and one of the Emalysts send to Davis the performance results for Tier 2
investments. [App. 64]. And Davis calculates the investment returns for the aggregated portfolio
of assets. /d.
3. SIB Misrepresented that its Investment Portfolio is Overseen by a
Regulatory Authority in Antigua that Conducts a Yearly Audit of the Fund’s
Financial Statements.

SIB told investors that their deposits were saf;: because Ithe Antiguan regulator
resbonsible for oversight of the bank’s investment portfolio, the Financial Services Regulatory
* Commission (the “FSRC”), audited its financial statements. [App. 391] But, contrary to the
bank’s representétiOns to investors, the FSRC does not audit or verify the assets SIB claims in its
financial statements. [App. 675]. Instead, SIB’s accountant, C.A.S. Hewlett & Co., a small local
accounting firm in Antigua is responsible for auditing the multi-billion dollar SIB’s investment
portfolio.? [App. 675, 512, 881]

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

In a December 18, 2008, letter to investors and a December 2008 Monthly Report, the
bank told CD investors that their money was safe because SIB “had no direct or indirect

exposure to any of [Bernard] Madoff’s investments.” But, contrary to this statement, at leas?

’ The Commission attempted several times to contact Hewlett by telephone. No one ever answered the
phone.
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$400,000 in Tier 2 was invested in Meridian, 2 New York-based h;:dge fund that used Tremont. |
Partners as its asset manager. Tremont invested approximately 6-8% of the SIB ass.cts they
indirebt]y managed with Madoff’s investment firm. [App. 1110]. Pendergest-Holt, Davis and
Stanford knew about this Madoff exposure. Pendergest-Holt and an analyst were personally
notified by Meridian of the Madoff exposure. [App. 1122-1124]. On December 15, 2008, the
- analyst. c'onﬁrn-xcd the Madoff exposure through a weekly report (entitled “Laura Report”) that
was typically sent to Pendergest-Holt, Davis and Stanford. The report estimated “a loss of $400k ”
. . . based on the indirect exposure” to Madoff. [App. 1125-1126].
5. Pershing Transparency | |

On or about December 12, 2008, Pershing; citing suspicions about the bank’s investment
- returns and its inability to get from SIB “a reasonable level of transparency” into its investment
portfolio, informed SGC that it would no longer process wire transfers from SGC to SIB for the
purchase of the CD. [App. 675]. Since the spring of 2008, Pershing tried unsuccessfully to get
an independent report-regarding SIB’s financials condition. d. - On November 28, 2008, SGC’s
President, Danny Bogar, informed Pershing that “obtaim'ﬁg the independent report was not a
priority.” Id. Between 2006 and December 12, 2008, Pershing seﬁt to SIB 1,635 wire transfers,
totaling approximately $517 million, from approximately 1,199 customer accounts. Jd.

C. SGC and SCM Misrepresented SAS Performance Results.

From 2004 through 2009, SGC and SCM induced clients, including non-accredited, retail
investors, to invest in excess of $1 billion in its SAS program by touting. its track record of

| “historical performance.” [App. 679]. SCM highlighted the purported SAS track record in

thousands of client presentation books (“pitch books”). [App. 679-681]. For example, the

following chart from a 2006 pitch book presented clients with the false impression that SAS
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accounts, from 2000 through 2005, outperformed the S&P 500 by an average of approximately

13 percentage points [App. 757]:

SAS Growth 1209% | 16.15% ‘| 32.84% | -333% | 4.32% | 18.04%

{S&P 500 491% | 10.88% | 28.68% |-2210% |-11.88% | -0.11%

SCM used these impressive, but fictitious, performance results to grow the SAS program to over
$1 billion in 2008. [App. 679]."°
The SAS perfonﬁance results used in the pitch books from 2005 through 2009 were

fictional and/or inflated. Specifically, SCM misrepresented that SAS performance results, for |
1999 through 2004, reflected “historical performance” when, in fact, those results were fictional,
or “back-tested”, numbers that do not reflect results of actual trading: [App. 9-12; App. 682-
685]. Instead, SCM, with the benefit of hindsi ght, picked mutual funds that performed extremely
well during years 1999 through 2004, and presg:nted the pcrfoﬁnmlce of those top-performing

funds to potential clients as if they were actual returns earned by the SAS program. ! [App. 10-

L SGC also used the SAS track record to recruit financial advisers away from legitimate advisory firms who
had significant books of business. [App. 594; 681] After arriving at Stanford, the newly-hired financial advisors
were encouraged and highly incentivized to put their clients’ assets in the SIB CD. [App. 669-670].

" On occasion, the pitch books included disclaimers describing the back-tested performance as hypothetical.
These disclaimers were wholly insufficient because they (i) appeared in only some of the pitch books, (ii) were
buried in small text at the back of the document, and (jii) did not adequately dispel the misleading suggestion that
the advertised performance represented actual trading. [App. 800-801]

SEC v. Stanford International Bank, Ltd., et al. ' 15
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11). Similarly, SCM used “actual” model SAS performance results for years 2005 through 2006
that were inflated by as much as 4%."% [App. 577-582; 681-684; 757].

SCM'’s management knew that thé advertised SAS performance results were misleading
and inflated. [e.g., App. 10-13]. From the beginning,-SGCr‘SCM management knew that the pre-
2005 track record was pl;rely hyp.othetical. [/d.]. And, as early as November 2006, SCM
investment advisers bégan to question why their actual clients were not receiving the returns
advertised in pitch books. [App. 12-15; 597]. In response to these questions, SCM hired an
- outside performance reporting expert, to review certain of its SAS performanbé results. [App.
111]. In late 2006 and early 2007, the expert informed SCM that its performance results for the
twelve m;mths ended September 30, 2006 were inflated by as m.uch as 3.4 percentage points.
[App. 122-126]. Moreover, the expert informed SCM managers that the inflated performance
results included unexplained “bad math” that consistently inflated the SAS performance results
over actual client 'perfonnénce.l3 [App. 123, 152]. Finally, in March 2008, the expert informed
SCM managers that the SAS performance results for 2005 were also inflated by as much as 3.25

percentage points.'* [App. 140-145].

= SCM told investors that SAS has positive returns for periods in which actual SAS clients lost substantial
amounts. [App. 682-683]. For example, in 2000, actual SAS client returns ranged from negative 7.5% to positive
1.1%. In 2001, actual SAS client returns ranged from negative 10.7% to negative 2.1%. [Id.]. And, in 2002, actual
SAS client returns ranged from negative 26.6% to negative 8.7%. [Id.] These return figures are all gross of SCM
advisory fees ranging from 1% to 2.75%. [App. 842] Thus, Stanford’s claims of substantial market out
performance were blatantly false. (e.g., a claimed return.of 18.04% in 2000, when actual SAS investors lost as
much as 7.5%). [App. 682-683]. '

e During sworn testimony, the expert characterized this “bad math” problem as “fishy,” and could not
provide any innocent explanation as to why the supposed mathematical errors worked consistently to the favor of the
SAS models. [App. 123].

" Despite being informed in early 2007 that its 2006 performance results were materially inflated, SCM
continued using inflated results for 2005 until in early 2008 it received irrefutable evidence of the inflated 2005
results. SCM did not inquire into the accuracy of the pre-2005 numbers until the SEC exam staff in early 2009
asked SCM management pointed questions about pre-2005 performance. [App. 131; 681; 684].
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Despite their knowl;edgc of the inflated SAS returns, SCM management continued using
the pre-2005 track recml*d and never asked the performance expert 'I:o audit the pre-2005
performance. [App. 131; 577-582; 681; 684]. In fact; in 2008 pitch books, SCM presented the
back-tested pre-2005 performance data under the heading “Historical Performance” and
“Manager Performance” along side the audited 2005 through 2008 figures. [App. 794]. SCM’s
outside consultant testified that it was “miéleading” to present audited performance figures along
side back-tested figures. [App. 154].

| Finally, SCM compouﬁded the deceptive nature of the SAS track record by bleﬁding 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 pt;,rfonnance. [App. 682; 794]. A

sample of this misleading disclosure used in 2008 and 2009 follows:

Calendar Year Retum

As of March 2008
YTD | 2007 | 2008 2004 | 2003 | 2002 | 2001 | 2000 | 1900
SAS Crowth |74 | 1240 | 065% | 880% | 1619% |3284% | -333% | 430% | 130K (250%
SXP 00 DA | S40% | 570K | 491% | 106K | 28.65% |-22 1% 1LE0%| -OIT% | 2100%

[gm% than 1 year}
¥io 1year Jyexs Syears Tyeas o

SAS Growth Fa4% | psox | op3ex | 153 | wmoex | 1230%

SaP 50 041% | 508% | 585% | 113e% | 370n | 245%

Other than the fees paid by SIB to SGC/SCM for the sale of the CD, SAS was the second
most significant source of revenue for the firm. In 2007 and 2008, SGC/SCM received

approximately $25 million in fees from the marketing of SAS. [App. 680].
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IV. LEGAL DISCUSSION AND ARGUMENT

Because the Commission is “not ... an ordinary liﬁgah!, but ... a statutory guardian
charged with safeguarding the public interest in enforcing the securities laws,” its burden to
secure temporary or preliminary relief is less than that of a private party. SEC v. Managemient
Dynamics, Inc., 515 F.2d 801, 808 (2"‘1 Cir. 1975). “[Wihen ‘the public interest is involved in a
proceeding of this nature, [the district court’s] equitable ﬁowers assume an even broader and
more flexible character than when only a private controversy is at stake.”” FSLIC v. Sahni, 868
F.2d 1096, 1097 (9th Cir. 1989), cfﬁngFTC v. H.N. Singer, Inc., 668 F.2d 1107, _1112 (5th Cir.
1982). For example, the Commission does not need to show irr-cparable injury or a balance of

equities in its favor. Id.; see also SEC v. Unifund SAL, 910 F.2d 1028, 1035 (2™ Cir. 1990). Nor
| does the Commission need to demonstrate the lack of an adequate remedy at law, as private
Iitigants must. See SEC v. Cavanagh, 155 F.3d 129, 132 (2"d Cir. 1998); SEC v. Scott, 565 F.
Supp. 1513, 1536 (S.D.N.Y. 1983), aff’d sub nom., SEC v. Cayman Islands Reins. Corp., 134
F.2d 118 (2™ Cir. 1984).

Moreover, the ancillary remedy of a freeze order requires a lesser showing than that
needed to obtain injunctive relief. See SEC v. Gonzalez de CastiH&, 145 F. Supp. 2d 402, 415
(S.D.N.Y. 2001) (“courts may order a ﬁ'ceic even where the SEC has failed to meet the standard
necessary to enjoin future violations™). For eimnple, to obtain an asset freeze, the Commission
need not show a reasonable likelihood of future violations. CFTC v. Muller, 570 F.2d 1296, '
1300 (5™ Cir. 1978). Instead, when there are concerns that defendants might dissipate assets, a
freeze order requires only that the court find some basis for inferring a violation of the federal
securities I;IWS. Unifund Sal, 910 F.2d at 1041. SMilﬁly, it is well-established that the Court

has the authority to grant any form of ancillary- relief where necessary and proper to effectuate
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the purposes of the fedcra] securities laws. SEC v. Materia, 745 F.2d 197, 200 (2d Cir.- 1984),
cert. denied, 471 U.S. 1053 (1985). Included in the court’s equitable powers is the authority to
appoint receivers. See, e.g., SEC v. First Fin. Group, 645 F.2d 429, 439 (5th Cir. 1981).

A. The Defendants Violated the Antifraud Provisions of the
Securities Act and Exchange Act.

1 Section 17(a) of the Securities Act and Section 10(b) of the Exchaﬁge
Act and Rule 10b-5 Thereunder. '

Section 17(a) of the Securities Act prohibits the employmént of a fraudulent scheme or
the making of material misrepresentations and omissions in the offer or sale of a security.
 Section 10(b) of the Exchange Act and Rule 10b-5 thereunder prohibit the same conduct, if
committed in connection with the purchase or sale of securities.' A violation of thesé provisions.
occurs if the alleged misrepresentations or omitted facts were material. Information is material if
there is a substantial likelihood that the omitted facts would have assumed significance in the
investment deliberations of a reasonable investor. Basic, Inc. v. Levinson, 485 U.S. 224 (1988).

Establishing violations of Section 17(a)(1) of the Secuﬁﬁe§ Act and Section 10(b) of the
Exchange Act and Rule 10b-5 thereunder requires a showing of scienter. Aaron v. SEC, 446
U.S. 680 (1980). However, actions pursuant to Sections 17(2)(2) and (3) of the Securities Act do
not require such a showing. Id. Scienter is the “mental state embracing intent to deceive,
manipulate or defraud.” Ernst & Ernst v. Hocﬁfet’der, 425 U.S. 185, 193 (19765. Scienter is
established by a showing that the defendants acted intcntibnally or with severe recklessness. See

Broad v. Rockwell Int’l Corp., 642 F. 2d 929 (5th Cir.) en banc, cert. denied 454 U.S. 965

15 Even if the investments offered do not exist, the antifraud provisions of the federal securities laws still

apply. SECv. Lauer, 52 F.3d 667, 670 (7th Cir. 1995).
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(19_81). Sta;lford, Davis, Pendergest-Holt, and the Stanford corporate defendants violated these
mﬁﬁud provisions.'® _

2 Defendants’ Fraud Was in Connection with Offer or Sale of Security.
There is little doubt here that the defendants fraud was in connection with the offer, sale

or purchase of securities.

a. Defendants’ Clients Sold Other Securities
in Order to Purchase CDs.

._Fimt, even the “scratch the surface” level of evidence able to be éompiled in advance of
this emergency motion confirms that defendants fraudulent behav_ibr, statements and omissions
concerning . SIB’s CD program coincided with significant — anﬂ successful — efforts to lure
investors to convert (i.e. sell) their existing_securities holdings into investments in S[B’_s CDs.
- From August 2008 through December 2008 alone, approximately 50 SGC clients liquidated

approximately $10.7 million in stocks, bonds, and other similar securities and invested that

money in SIB’s CDs. [App. 593]. This sampling, particularly when viewed in light of the heavy
“incentives SGC gave to its advisers to push SIB’s CDs, strongly suggests that the fraudulent

behavior outlined above coincided directly with the selling of] at least, millions of dollars in

investments that are quintessential securities, such as stock. Accordingly, there can be no serious
~ dispute that Defendants fraudulent conduct Was in connection with the offer or sell of securities.
See SEC v. ZandfOrd, 535 U.S. 813, 825 (2002) (holding that the “in connection with” element is

satisfied by “a fraudulent _scheme in which the securities transactions and breaches of fiduciary

duty coincide™).

16 To the extent the Court concludes that Stanford, Davis and Pendergest-Holt should not be held directly
liable for violating Section 10(b) of the Exchange Act and Rule 10b-5 thereunder, the evidence demonstrates that
they are liable for aiding abetting violations of those provisions.
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b. The CD is a security.

In addition to fraud in connection with the selling of securities, the defendaﬂt_s’ fraud was
also in connection with the purchase of securities, i.e., SIB’s CDs. In fact, SIB itself admits that
“[b]y making this offering to Accredited Investors in the United States, SIBL and its officers are
subject to certain laws of the United States, including the anti-fraud provisions of the U.S.
federal securities laws and similar state laws.” [App. 888]

The Supreme Court has emphasized that all notes — including products such as the
“certificate of deposits” sold in this case — are presumed to be securities. Reves, 494 U.S. at 64.
This presumption may be rebutted only by a showing that the note'.bears a strong resemblance to
certain enumerated non-securities such as “the note delivered in consumer financing, the note
secured by a mortgage on a home, the short term note secured by a lien on a small business or
some of its assets, the note evid'encing. a “character” loan to a bank customer, short-term notes
secured by an assignment of accounts receiva‘t;le, or a note which simply formalizes an open-
account debt incurred in the ordinary course of businéss. Refes_, 494 U.S. at 65. To determine
whether such resemblance exists, the Supreme Court has applied a “family m@blmce test,”
instructing that it is necessary to analyze the following four factors: (1) the motivation of the
parljes; ) the'plan of distribution; (3) the reasonable expectations of the invesﬁng p.ublic; and
(4) the existence of factors which would reduce the risk of the instrument. /d. Notably, no one
factor by itself is dispositive. 1d.

| A comparison of the instruments deemed to be securities in Reves to the current CDs
demonstrates that Ithere should “be little difficulty in concluding that the notes at issue here are

‘securities:’” Reves, 494 U.S. at 67.
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Factor Reves SIB
Motivation of Parties “the Co-Op sold the notes in an effort to  SIB sold the notes in an effort to
raise capital for its general business raise capital for its general
operations and purchasers bought them  business operations and
in order to earn a profit in the formof ~ purchasers buy them in order to
interest.” Reves, 494 U.S. at 67-68. earn a profit in the form of
~ interest.
Plan of distribution Notes were “offered and sold to abroad Notes were offered to a broad
segment of the public, and that is all we  segment of the public.
have held necessary to establish the
requisite ‘common trading’ in an
instrument.”
Public’s Reasonable “Advertisements for the notes SIB provides to its U.S. investors,
Expectation characterized them as ‘investments’ ...  among other things, a document
and there were no countervailing factors titled “Disclosure Statement U.S.
* that would have led a reasonable person  Accredited Investor Certificate
to question this characterization.” of Deposit Program. This
Reves, 494 U.S. at 68-69. document prominently features a
. "page labeled, “SECURITIES .
INVESTMENT STATEMENT,”
and refers to the purchase as “an
investment decision.”
Whether some factorsuch  “notes here would escape federal Absent securities laws, no federal -
as the existence of another  regulation entirely if the [Securities] regulation over fraudulent
regulatory scheme Acts were held not to apply.” Reves, statements and omissions made in
“significantly reduces the 494 U.S. at 69. sale of CDs appears to apply.
risk of the instrument,
thereby rendering
application of the
Securities Acts
unnecessary.”

Importantly, the Reves Court held that if the seller’s purpose is to finance substantial
investments and the buyer is interested primarily in the profit tile instrument is likely to generate,
the instrument is likely .to be a security. Id. at 66. That is precisely the situation here. Likewise,
when the issuer solicits inciividuals, as compared to solicitations of sophisticated institutions, that
indicates “common trading” and weighs in favor of finding the instrument a security. Again, that
is the case here, where SIB, acting through its a.fﬁliated investment adviser and broker-dealer
routinely solicits individuals via retail investments. [App. 593, 668]. Third, the public would

reasonably view these instruments as securities investments, particularly where SIB itself
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describes them repeatedly as investments and advises clients that the offering of the CDs is
subject to the antifraud provisions. of the fe_deral securities laws. Importantly, in Stoiber v. SEC,
161 F.3d 745, 750 (D.C. Cir. 1998), the D.C. Circuit Court held that courts should consider
“instruments to be securities on the basis of public expectations, “even where an economic
analysis of the circumstances of the particular transaction might suggest that the instruments are
not securities as used in that transaction.”"’

- The only factor that arguably weighs against the conclusion that the CDs are securities
concerns the existence of some other risk-reducing system, given that SIB is subject to some
regulatory oversight by the Financial Services Regulatory Commission of Antigua. To put it
simply, this putative oversight is irrelevant.'® | |

First, unlike some earlier lowex_- court decisions, in Reves, the United States Supreme
Court made it clear that its fourth factor considered the existence of alternate federal regulatory
system, such as FDIC protection. 494 U.S. at 69. (citation omitted and emphasis added). For
example, in evaluating this factor after Reves, the Tenth Circuit noted that regulation by a state is
not enough. See also Holloway v. Peat, Marwick, Mitchell & Co., 900 F.2d. 1485, 1488 (10th
Cir. 1990), cert. denied, 498 U.S. 958 (1990) (holding that the Supreme Court in Reves clearly

required an alternative federal regulatory system); see also Bradford v. Moench, 809 F. Supp.

1 In Stoiber, the D.C. Circuit Court noted that the Supreme Court in Reves described this factor as “a one-
- way ratchet” that “allows notes that would not be deemed securities under a balancing of the other three factors
nonetheless to be treated as securities if the public has been led to believe they are. It does not, however, allow
notes which under the other factors would be deemed securities to escape the reach of regulatory laws.” 151 F.2d at
751. :

18 The Commission has noted elsewhere certain facets of the FSRC’s regulatory role. The question is not
whether the FSRC carries out those prescribed responsibilities, but whether that oversight — as designed — “virtually
guarantees” the full recovery of deposits. In evaluating that question, it is worth noting how the administrator and
chief executive of the FSCR was quoted late last week in the press, when he described his agency’s new approach to
overseeing SIB’s activities: “it’s not a Friday aftemoon cocktail anymore ....” (emphasis added).
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1473, 1483 (D. Utah 1992) (following Holloway decision and holding Utah regulatory system
cannot serve as risk reducing factor)." |
As the Supreme Court made clear in Marine Bank, a certificate of deposit. does not
invariably fall outside the definition of a ‘security’ and “each transaction must be analyzed and
evaluated on the bésis of the content of tﬁe instruments in question, the purposes intended to be
served, and the factual setting as a whole.” Marine Bank, 455 U.S. 551 n.11 (1982). Here, the
factual setting weighs strongly in favor of subjeéting SIB’s CDs to the federal securities laws.
There simply is notlu'né. here suggesting that the regulatory oversight provided by Antigua comes
close to providing the “virtual guarantee” of repayment the holder of the particular CD at issue in
Marine Bank or Wolf had, in contrast to an ordinary long-term debt holder who assumed the risk -
of the borrower’s insolvency. Here, SIB’s CDs have no FDIC protection, or any insurance
protection from any Antiguan regulatory or government authority.”’
Indeed, SIE itself admits in various offering documents that its customers assume the risk

of SIB’s insolvency, stating in substance that “the ability of SIB to repay principal and interest

i The Commission recognizes that several circuits, including the Fifth Circuit, have concluded — prior to

Reves and under significantly different circumstances — that certain certificates of deposit should not be considered
“securities” under the Securities Act and Exchange Act. See Wolf v. Banco Nacional de Mexico, S.A., 739, F.2d
1458 (8th Cir. 1984), cert. denied, 469 U.S. 1108 (1985); Callejo v. Bancomer, S.A., 764 F.2d 1101 (5th Cir. 1985);
Tafflin v. Levitt, 865 F.2d 595 (4th Cir. 1989), af"d on other grounds, 493 U.S. 455 (1990 (Pre-Reves)) (holding
that certificates of deposit which were regulated by the banking system of Mexico or a state in the United States
. 'were not securities.). Due to the emergency nature of this request and because, regardless of how the Court applies
Reves to SIB’s CDs, it is clear that defendants fraudulent conduct was, as discussed above, in connection with the
selling of securities, the Commission has not extensively addressed why those pre-Reves cases do not control here.
Likewise, we have not addressed here the question of whether SIB’s products could be considered “investment
contracts” covered by the federal securities laws. Should the Court wish additional bneﬁng on that issue, the
Commission is prepared to provide it.

It should be noted, however, that the Commission — the primary agency responsible for determining
whether the securities laws cover certain instruments — has applied the Securities Act to instruments the offering
party claimed were similar to certificates of deposits, despite the existence of certain oversight by a foreign
regulator. See In the Matter of State Bank of Pakistan, Admin Proc. File No. 3-7727, 1992 SEC Lexis 1041 (May 6
1992)
X This lack of refund guarantee is only exacerbated by SIB’s attempts to lull investors with various claims of
“insurance” that do not provide protection to the investor.
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on the CD Deposits is dependent on our. ability to successfully opérate by continuing to make
consistently profitable investment decisions” and “you may lose your entire investment.” [App.. :
890). This is precisely the sort of risks the antifraud provisions and other protections of the
federal securities laws were designed to address. |

3. Defendants Misrepresentations and Omissions Were M. aterfal. '

.The misrepresentations- to and information withheld from investors in this case concern,
among other things, the disposition of offering proceeds, the security of investment principal, the
returns associated with the investment, and the liquidity of the investment. These issues go to
the_ core of an individual’s investment decision. There is a substantial likelihood that these false
representations and omissions would have assumed actual signiﬁcancé in the investment
deliberations of a reasonable investor. They are therefore métérial. See SEC v. Research
Automation Corp., 585 F.2d 31, 35-36 (2d Cir. 1978) (misleading statements and omissions
concerning the use of money raised from investors were material as matter of law); see also
United States v. Siegel, 717 F.2d 9, 14-15 (2d Cir. 1983) (holdiﬂg that failure to disclose the
misappropriation of more than $100,000 was a fact which would be important to a stockholder in
| his decision making). | |

.4. The quenldants Acted With Scienter

In making their material misstatements and omissions, the Defendants acted with
scienter, which is a meni;al state embracing intent to deceive, manipulate, or defrand. Ernst &
Ernst v. Hochfelder, et él., 425 U.S. 185, 193 (1976).2' Here, ﬁe misrepresentations go to the

core of the investment model marketed to investors. Selling investments marketed as highly .

- A violation of Section 17(a)(1) of the Securities Act also requires a showing of scienter. However, the U.S.

Supreme Court has held that scienter need not be shown in order to establish violations of Sections 17(a)(2) and (3)
of the Securities Act. daron v. SEC, 446 U.S. 680, 696-97 (1980). '
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liquid, but which were in fact heavily invested in illiquid private equity.and real estate, while
knowing that only two people actually knew the portfolio allocation and keijt that information
under lock and key is, at a minimum, severely reckless. Indeed, this action speaks of a high
degree of scienter. Moreover, the actions of controlling individuals, and therefore their scienter,
are attributable to the controlled company. See SEC v. Manor Nursing Centers, Inc., 458 F.2d
1082, 1094 (2d Cir. 1971).

B.  Stanford, SGC and SCM Violated, and Davis and Pendergest-Holt Aided

‘and Abetted Violations of, the Antifraud Provisions of the Investment
Advisers Act of 1940.

Through their deceitful and fraudulent conduct in selling the CDs and SAS, Defendants
violated the antifraud provisions of the mvcsﬁnent Advisers Act. This is true, even if thé Court,
for the sake of argument, determines that the defendz;ms’ fraud was not in connection w1th the
offer, sale or purchase of securities for purposes of Section 17(a) of the Securities Act or Section
10(b) of the Exchange Act.

L Section 206 Imposes a Fiduciary Duty on Defendants Prohibiting
Defendants Fraudulent Conduct

Sections 206(1) and 206(2) of the Advisers Act (15 U.S.C. §§ 80b-6(1) & 80b-6(2)),
prohibit an investment adviser from defrauding any client or prospective client by, directly or
indirectly, employing any device, scheme, or artifice to defraud or cngagihg in any p‘ansaction,
practice or course of business which operates as a fraud or deceit upon any client or prospective
cﬁcnt. While scienter is required to establish a violation of Section 206(1), negligence alone is
sufficient to establish fraud liability under Section 206(2). SEC v. Capital Gains Research
Bureau, Inc., 375 U.S. 180,. 195 (1963); Steadman v. SEC, 603 F.2d 1126, 1134 (5th Clr 19?9);
| aff’d on other grounds, 450 U.S. 91 (1981). Unlike the antifraud prdvisions of the Securities Act

and the Exchange Act, Sections 206(1) and 206(2) of the Advisers Act do not require that the
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activity be “in the offer or sale of any securities” or “in connection with the purchase or sale of
any security.” SEC v. Lauer, 2008 WL 4372896, *24 (S.D. Fla. September 24, 2008); Adviser#
Act Release No. 1092, 6 Fed. Sec. L. Rep. (CCH) § 56,156E, at 44,057-7 to 44,058 (Oct. 8,
-1987). |

Instead, Section 206 establishes federal fiduciary standards to govern the conduct of
investment advisers. Transamerica Mortgage Advisers, Inc. v. Lewis, 444 U.S. 11, 17 (1979).
The fiduciary duties of investment advisers to their clients include the duty to act for the benefit
of their clients, the duty to exercise ﬁe utmost good faith in dealing with clients, the duty to
disclose all material facts, and the duty to employ reasonable care to avoid misleading cﬁents. .
SEC v. Capital Gains Research Bureau, Inc. et al., 375 US 180, 194 (1983). An adviserl has
“an affirmative obligation to employ reasonable care to avoid Imisleading [his or her] clients.”
Id. Scienter is requiréd to establish a violation of Section 206(1) but is not a required elemenf of
Section 206(2). SEC v. Steadman, 967 F.2d 636, 643 fn.5 (D.C. Cir. 1992) (Section 206(2)
violation only requires proof of negligence, not scienter).

2. Stanford, SGC and SCM are Investment Advisers Subject to Heightened
Fiduciary Duties.

The definition of an investment adviser in Section 202(a)(11) of the Advisers Act, 15

U.S.C. § 80b-2(a)(11), includes "any person who, for compensation, engages in the business of
| advising others, either directly or throt_lgh publiéaﬁons or writings, as to the value of securities or
as to the advisability of investing in, purchasing, or selling securities." SGC/SCM do exactly
that on a daily basis. Likewise, Stanford, as control person of both of those entities, satisfies the
statutory definition of an investment adviser. See In re Jay Deforest Moore, et al., Investment

Advisers Act Rel. No 1548 (Jan. 19, 1996), 61 SEC Docket 544, 545 (charging individual with
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direct violations of Sections 206(1) and (2) of the Advisers Act because he “exercised exclusive
control over” the firm and, thereforel, was the firm’s alter ego).

Likewise, Davis and Pendergest-Holt aided and abetted the Adviser Act violations.
Aiding and abetting liability requires a showing of: (1) a primary violation; (2) knowledgé ora
general awareness of the aider and abettor of having played a role in an overall activity that was
imp_mpler; and (3) knowing and substantial assistance by the secondary violator of the conduct
that constitutes the violation. Woodwar;d v. Metro Bank of Dallas, 522 F.2d 84, 94-95 (5th Cir.
1975); In the Matter of Glen Copeland, (CCH) 83,903, at 87,732 (July 5, 1985); Investors
Research Corp. v. SEC, 628 F.2d 168, 178 (D.C. Cir.), cert. denied, 449 U.S. 919 (1980).
Recklessness satisfies the knowledge requirement, especially as to .ﬁduciaries. See In the Matter
p-jiKemper ana;chal Services, Inc., Investment Company Act Rel. No. 21113 (June 6, 1995);
SEC v. Washington County Utility District, 676 F.2d 218, 226 (6th Cir. 1982); Rolf v. Blyth,
Eastman Dillon & Co., Inc., 570 F.2d 38, 44-47 (2d Cir. 1978), cert. denied, 439 U.S. 1039.

Both Davis and Pendergest-Holt knew of the representations made to clients as tlo the
securities that would be purchased to support their CD investment, and in fact, actually trained |
them to mislead investors. There is no doubt both Davis and Peﬁdergest—Holt knowingly
provided substantial assistance to thelfraud violations of SBI, SCM and Stanford.

3. Each of the Defendants Acted with Scienter

As described in detail above, the defendants intentionally misled their clients. For
example, knowing the importance to which investors would assigxl to the issue of exposure to tﬁe
Madoff fund, the defendants voluntarily undertook to assure investors that SIB “had no direct or
indirect exposure” to any Madoff investments. Pendergest-Holt, Davis and Stanford knew when

this statement was made that it was false. In the market environment of December 2008, it is
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hard to imagine a more material breach of an investment adviser’s heightened duty of care owed

to clients.

C. SIB and SGC Failure to Register as an Investment Company Violated
Section 7(d) of the Investment Company Act of 1940. ’

Section 7(d) of the Investment Company Act of 1940 prohibits investment companies
organized under the laws of foreign jurisdictions from making a public offe]ing of secpritics in
the United States, except by entry of an order from the Commission permitting registration. See
Investment Funds Institute of Canada (1996 SEC No. Act. Lexis 334 (March 4, 1996). Both SIB
and SGC (acting as SIB’s underwriter) were bound by this requirement and failed to register,
which was intended to, and had the effect of, shielding SIB’s CD program fr(;tm Commission.
oversight, |

SIB qualifies as an “investment company” under either a “traditional” or an “inadvertent” |
investment company analysis. The “traditional” investment company is defined by ICA Section
3(a)(1)(A) as any issuer that holds itself out as primarily engaged, or propbscs to be primarily
engaged, in the business of investing, reinvesting or trading in securities. SIB’s primary business
is to manage the deposits of its customers, not any commercial banking activity. Moreover,
these customer deposits are invested primarily in securitif.:s.22 [App. 867].

Likewise ICA Section 7(d), in addition to prohibiting SIB’s offering, prohibits SGC’s
activities as an underwriter for SIB. SGC acted as an underwriter pursuant to ICA Section 2(40)

because of its activities in connection with the sale of SIB’s CDs.

z Alternatively, SIB also qualifies as an “inadvertent” investment company pursuant to ICA Section
* 3(@)(1XC)’s definition of “any issuer which is engaged or proposes to engage in the business of investing,
reinvesting, owning, holding, or trading in securities, and owns or proposed to acquire investment securities having
a value exceeding 40 per centum of the value of such issuer’s total assets (exclusive of Government securities and
cash items) on an unconsolidated basis.” In every year since 2004, equity investments have accounted for at least 48
percent of SIB’s total assets.
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V. APPROPRIATE RELIEF

A. Injunctive Relief

~ In analyzing the need for injunctive relief, courts focus on whether there is a reasonable

likelihood that the defend:int, if not enjoined, will engage in future illegal conduct. See, e.g.,
SEC v. Comserv Corp., 908 F.2d 1407, 1412 (8th Cir. 1990); SEC -v. Bonastia, 614 F.2d 908 (3d
Cir. 1980); SEC v. Commonwealth Chem. Sec., Inc., 574 F.2d 90, 100-101 (2d Cir. 1978). In
determining the likelihood of future violations, the totality of the circumstances is to be
considered. Murphy, 626 F.2d at 655. In granting or denying injunctive relief, courts have
considered the following factors: (1) the egregious nature of the defendant’s actions; (2) the
fsolated or recurreﬁt nature of the ﬁolaﬁons; (3) the degree of scienter involved; (4) the sincerity
 of the defendant’s assurances, if any, against future violations; (5) the defendant’s recognition of
the wrongful nature of his conduét;23 and (6) the likelihood that the defendant’s occupation will
present opportunities (or lack thereof) for future violations.?* Additionally, other courts consider
the defendant’s age .z‘md health. See SEC v. Youmans, 729 F.2d 413 (6th Cir. 1984); SEC v.
| Wash. County Util. Dist., 676 F.2d 218, 227 n.19 (6th Cir. 1982); SEC v. Universal Major Indus.
Corp., 546 F.2d 1044, 1048 (2d Cir. 1976), cert. denied, 434 U.S. 834 (1977)..

Preliminary and permanent injunctive relief against Defendants are appropriate. Their
yiolaﬁons were not merely.technical in nature, but, rather, lie at the very heart of the remedial

 statutes.

n This consideration is limited in other circuits by SEC v. First City Fin. Corp., 890 F.2d 1215, 1219 (D.C.
Cir. 1989), in which the Court of Appeals said that the ““lack of remorse’ is relevant only where defendants have
previously violated court orders, see SEC v. Koenig, 469 F.2d 198, 202 (2d Cir. 1972), or otherwise indicate that
they do not feel bound by the law, see SEC v. Savoy Indus., 587 F.2d 1149, 1168 (D.C. Cir. 1978).”

2 See SEC v. Carriba Air, Inc., 681 F.2d 1318, 1322 (11th Cir. 1982); see also, SEC v. Bonastia, 614 F.2d
908, 912 (3d Cir. 1980); SEC v. Commonwealth Chemical Securities, Inc., 574 F.2d 90, 100-101 (24 Cir. 1978).

SEC'v. Stanford International Bank, Ltd., et al. 30




Case 3:09-0\!—002%!\1 Document 6  Filed 02/1 7/2@ Page 31 of 35.

- Moreover, Section 20(a) of the Sécurifies Act and Section 21(d)(1) of the Exchange A?t
authorize the Commission to seek emergeﬁcy relief when it appears that a persbn is engaged or is
about tb engage in acts or practices in violation of the federal securities laws. 15 U.S.C. § 77t(a),
15 U.S.C. § 78u(d)(1). Defendants fraud is ongoing. A témporary restraining order is
appro-priate under the circumstances.

B.  Ancillary Relief

1. Asset Freeze

An order freezing assets is appropriate to ensure that sufficient funds are available to
satisfy any final judgment ﬂae Court might enter against the Defendants and to ensure a falr
distribution to investors. See, e.g., Manor Nursing Ctrs., 458 F.2d at 1106 (freeze of assets
pending transfer to trustee); Uhiﬁmd, SAL, 910 F.2d at 1041-42. An asset freeze as to each
defendant’s assets is appropriate to assure satisfaction of whatever equitable relief the court
ultimately may order and to preserve investor funds. Id.; CFTC v. Muller, 5’.';’0 F.2d 1296, 1300
(5ﬂ1 Cir. 1978).' Additionally, an asset freeze “facilitate(s) enforcement of any disgorgement
remedy that might be ordered” and majf be granted “even in circumstances where the elements
required to support a traditional SEC injunctidn have not been established.” See SEC v. Unifund
Sal, 910 F.2d _1028, 1041 (2d Cir.) reh’g. denied, 917 F.2d 98 (1990). It is well recognized that
an asset freeze is sometimes necessary to ensure tha£ a future disgorgcmcnt order will not be
réndered meaningless. See, e.g., United States. v Cannistraro, 694 F. Supp. 62, 71 (D.N.].
1988), modified, 871 F.2d_ 1210 (3d Cir. 1989); SEC v. Vaskevitch, 657 F. Sﬁpp. 312, 315
(S.D.N.Y. 1987); SEC v. RJ..AIIen & Assocs., Inc., 386 F. Supp. 866, 881 (S D. Fla. 1974).

The ancillary remedy of a ﬁéeze order requires a lesser showing than that needed to

obtain injunctive relief. See SEC v. Gonzalez de Castilla, 145 F. Supp. 2d 402, 415 (S.D.N.Y.
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2001) (;‘courts may order a freeze even where the SEC has failed to meet the standard necessary
to enjoin future violations™). For example, to obtain an asset freeze, the Commission need not -
show a reasonable likelihood of future violations. CFTC v. Muller, 570 F.2d at 1300. This
lower standard results from the recogiﬂtion that injunctive relief raises the possibility of future
liability for contempt; an asset freeze only preserves the status quo. Unifund Sal, 910 F.2d at
1039. Accordingly, when there are concerns that defendants might dissipate assets, a freeze
order requires only that thé court find some b;':lsis for inferring a yiolation of the federal securities
laws. Unifund Sal, 910 F.2d at 1041.
| Here, there is a clear basis for fearing dissipation of funds. It appears that $250 million
has begn liquidated from Tier 2 since December 2008, and the Commission has leamed of
significant attempts to liquidate the portfo]i(i within the last week. Moreover, ﬁot only is there
“some basis for inferring a violation- of the federal securities laws,” for the reasons set out above,
the Commission is more than likely to succeed on the merits of its case for antifraud violations.
2 Defendants Should Be Ordered to Preserve Relevant Evidence.
~ The Commission seeks an order prohibiting the movement, alteration, and destruction of
booksan& records and an order expediting discovery. Such orders are appropriate to i)revenf the
destruction of key docux_ﬁent's and to ascertain what additional expedited relief may be necessary.
3 Expedited Discovery Is Appropriate.

The Federal Rules of Civil Procedure give District Cquns discretion to permit eﬁpedited
discovery. Defendants are usually given mﬁl at least 45 days after the service of a summons and
complaint to respond to document requests, Fed. R. Civ. P. 34(6), and 30 days after such service
to appear for a deposition, Fed. R. Civ. P. 30(a) or respond to interrogatories, Fed. R. Civ. P.

33(a). But each of these Rules provides that the Court, in its discretion, may shorten these
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periods. See also Gibson v. Bagas Restaurants, Inc., 30 Fed. R. Serv. 2d 792, 87 F.R.D 60
(W.D. Mo. 1980) (accelerated discovery is allowable within the discretion of the Court).
Moreover, where urgent relief is sought and expedited discovery is needed to accomplish that
result, a court may érant accelerated discovery. See Notaro v. Koch, 35 Fed. R. Serv. 2d 580, 95
FR.D. 403 (SD.N.Y 1982). Expedited discovery is required in this case to enable the
| Commission more fully to develop the evidence prior to the conduct of a preliminary injunction
ﬁearing. The Commission should hafe the opportunity to supplenient a complete evidenﬁary |
record prior to the preliminary injunction hearing. Also, expedited discovery is vital to
determining the scope of the fraud and thc'whereaﬁouts of investor funds. Accordingly, the
Commission requests depositions on notice of 3 days, with notice provided as noted below.”

- 4. Alternative Service and Notice Provisions

‘Rule 4(f)(3) of the Federal Rﬁles of Civil Procedure provides that the Court may
authorize .alten-lative means fpr service of process in foreign countries. The Commission
respectfully requests that the Court authorize service upon the defendants by serving them, in the
manner described in the Commission’s proposed order, by providing notice and service of
process on each Defendant by e-mail transmi#sibn and by fécsimile.

& Accounting

The Commission seeks an order requiring Defendants and Relief Defehdants to make an
immediate accounting. An accounting will enable the Commission to dctcmﬁﬁe more accurately
the scope of the fraud and disposition of investor funds. It will help ensure the proéer _
distribution of the assets. .See SEC v. Int’l Swiss Invs. Corp., 895 F.2d 1272, 1276 (th Cir.

1990); Manor Nursing Ctrs., 458 F.2d at 1105-06. An accounting is particularly justified

= This is particularly important here because Defendants have not produced any documents during the

investigation, and have failed to comply with lawfully issued subpoenas.
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because of Tyler’s use of investor funds and the Relief Dcfendants" receipt of property traceable
to Tyler’s illicit conduct and to invéstor funds.
6 Appointment of a Receiver

As noted above, the defendants in this case have made every effort to deny access to the
records and data necessary to enforce the federal securities laws. In addition, many of the funds
appear' to be easily tansfeﬁab]c outside the United States. A receiver is necessary here to
marshal, liquidate and distribute assets to the victims of the defendants’ sche:lne ana especially
warranted in light of the Defendants’ efforts to shield relevant financial data and other key
documents from independent review, the recent effort to remove operations from the United
States, and recent large liquidations and lying to investors seeking to redeem their CDs.

7. An Order For Passport Surrender Are Appropriate. |

An order for repatriation of funds and records sent offshore and still under the control of
the defendants is appropriate. There is evidence that funds and records have been transferred
overseas. In addition, based on the defendants’ frequent foreign travel, the fact that Stanford
maintains vast holdings (inclu’dirig residential real estate) in foreign locales, and Stanford’s .self-_
proclaimed dual residency, the Commission seeks an order requiring the defendants to surrender
their passports to the court. These orders will ensure the efficacy of whatever equitable relief
might ultimately be granted. See R.J. Allen & Assocs., Inc., 386 F. Supp. at 881.

8. A Repatriation Order is Necessary.
The Commission also seeks a repatriation order requiring the Defendants to return to

identified accounts in the United States, all trading proceeds that may be located outside this

- Court’s jurisdiction. Such equitable relief is appropriate where the Commission is seeking

disgorgement in its prayer for relief. SEC v. R.J. Allen & Assoc., Inc., 386 F. Supp. 866, 880-

SEC v. Stanford International Bank, Ltd., et al. _ 34



- st

Case 3:09-cv-002ﬁ1 Document6  Filed 02!17/2% Page 35 of 35 _

881 (S.D. Fla. 1974).

Respectfully submitted,

//éizzz&/

#STEPHEN J. KOROTASH
Oklahoma Bar No. 5102
J. KEVIN EDMUNDSON
Texas Bar No. 24044020
DAVID B. REECE _
Texas Bar No. 242002810

* MICHAEL D. KING
Texas Bar No. 24032634
D. THOMAS KELTNER
Texas Bar No. 24007474

U.S. Securities and Exchange Commission
Burnett Plaza, Suite 1900

801 Cherry Street, Unit #18

Fort Worth, TX 76102-6882

(817) 978-6476 (dbr)

(817) 978-4927 (fax)

SEC v. Stanford International Bank, Ltd., et al.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

FORT WORTH DISTRICT OFFICE INREPLYING
" 801 CHERRY STREET .~ _PLEASE
SUITE 1900 QUOTE
FORT WORTH, TEXAS 76102
PHONE: (817) 978-3821 FAX: (817)978-2809

July 16, 1998

Mr. Robert B. Glen
Executive Vice President
Private Client Services
Stanford Group Company
5065 Westheimer
Houston, Texas 77056

Re: - Stanford Group Company
~ File No. 801-50374

Dear Mr. Glen:

The examination of the books and records of Stanford Group Company (“SGC”),
. conducted pursuant to Section 204 of the Investment Advisers Act of 1940 (“Advisers

Act”), disclosed the following:

'REGISTRATION

Rule 204-1(b) of the Advisers Act sets forth certain guidelines as to when
amendments must be made to Form ADV. The rule requires that if the information
contained in response to certain items of Part I of any application for registration as an
investment adviser, or in any amendment thereto, becomes inaccurate for any reason or if
- the information contained in response to any question in Items 9 and 10 of Part I and all
of Part II (except Item 14), and all of Schedule H of any application for registration as an
investment adviser, or in any amendment thereto, becomes inaccurate in a material
manner, the investment adviser will promptly file an amendment on Form ADV
correcting such information. For non-material changes, an amendment may be filed
within 90 days of the end of the adviser's fiscal year end. The examination disclosed that
certain of your responses on Form ADV and Schedule H were either inaccurate or
incomplete. You are requested to review the following Form ADV and Schedule H items
for the registrant and pursuant to Rule 204-1 file an amendment reflecting the necessary

changes.



FORM ADV

Item 21 of Part I requests that the reglstrant indicate whether it has recommended
securities to clients during its last fiscal year in which it acted as an underwriter, general
or managing partner, or offeree representative, or had any ownership or sales of interest.
You responded in the affirmative to this item; however, it was represented to the
examiners that there is no such arrangement. Please review your response to this item to
assure that lt is accurate.

You should respond to Part I, Item 3 to indicate that some books and records
required to be maintained are in offices other than the firm’s mdlcated principal place of
- business in Houston.

SCHEDULE H
Please revise Schedule H:

~* to clearly set forth the specific information requested by Item 7(f), a description of the
nature of any fees that the client may pay in addition to the wrap fee and the
circumstances under which these fees may be paid (including, if applicable, mutual
fund expenses and mark—ups, mark—downs or spreads paid to market makers from
whom securities were obtained by the wrap fee broker);

* -to more fully explain, in response to Item 7(g), how the program’s portfolio managers
* are selected and reviewed, the basis upon which portfolio managers are recommended
or chosen for particular clients, and the circumstances under which the sponsor will
replace or recommend the rep]accmont of the portfolio manager; :

* to more fully respond to Item 7(h) whlch requires, if appllcable, a statement to the

effect that portfolio manager performance information is not réviewed by the sponsor

- or a third party and/or that performance information is not calculated on a uniform -
and consistent basis; if performance information is reviewed to determine its
accuracy, the name of the party who reviews the information and a brief description
of the nature of the review; and a reference to any standards (i.e., industry standards
or standards used solely by the sponsor) under whlch perfonnance information may
be calculated; . -

* to disclose, as required by Item 7(j), any restrictions on the ability of clients to contact
and consult with portfolio managers; and

* to include a reference to the “Potential Conflicts of Interest” section at the end of the
fifth paragraph on page 2 (regarding the registrant executing client transactions for
compensation); and after the seventh paragraph on page 3 (regarding the client’s
ability to obtain lower fees).



_ With _regai*d to the section entitled “Potential Conflicts of Interest .. .” on
" Schedule H, please make the following revisions: _

* ' Expand the disclosure to acknéwlédge the registrant’s duty under Section 206(3) of |
the Act to disclose in writing and obtain the client’s consent prior to each pnnclpal
- transactlon effectcd through the registrant; and

* Include dls_c_losure about “distribution fees” mentioned here in the fee discussion for .
each applicable investment program. ' - :

It is suggested that clients be made aware of the conflict existing between clients

- and the investment advisers participating in the Portfolio Partners Program. Because the -
investment advisers may, to some extent, wish to obtam additional clients from the
 efforts of the registrant and its registered representatives, the investment advisers may be
"~ disinclined to execute client trades through another broker-dealer. Enclosed for your
information is a copy of the Mark Bailey & Co. administrative proceeding which outlines
dlsclosures made to prevent mlsleadmg clients with regard to dlrected tradmg practices.

FIDUCIARY OBLIGATION

_An adviser has a fiduc1ary relatlonshlp w1th clients and owes them undivided
loyalty. Even though there may be some conflicts of interest which can be addressed
with-appropriate disclosure, the clients' interests should be foremost. Unlike a party to an
. arm's length transaction, an investment adviser has an affirmative duty of utmost good

- faith, and full and fair disclosure of all material facts, as well as an affirmative obligation
to employ reasonable care to avoid misleading clients. Any departure from this ﬁdumary
" standard may constitute fraud upon clients under Section 206 of the Advisers Act.

Durmg the examination, it was learned that representatives of SGC recommend to _
broker—dealer and advisory clients investments in a “certificate of deposit” (“CDs”).
issued by an affiliated bank domiciled in St. John’s, Antigua, West Indies, Stanford
International Bank Limited (“SIB”). It was represented that although SGC does not
actually receive investor money invested in the CDs, neither in its capacity as a registered -
broker-dealer or investment adviser, SGC does receive from SIB on a monthly basis a
* “referral fee” equal to an annual rate of 3.75% of the total funds invested in the CDs by
SGC clients. At least seventeen SGC’s advisory client accounts have also invested in the
CDs. This was apparently only determined after a great deal of effort on the part of
SGC’s compliance department as it was represented that no one at SGC maintained a
record of all investors in the CDs or a record of all advisory clients who invested in the
CDs. Further, since these transactions are not recorded on the books of the broker-dealer,
- but rather investor funds are somehow directly invested with SIB, the examiners were
~ unable to confirm these transactions. SGC’s compliance officer explained that there was
no need to maintain such a record since the referral of these clients to SIB had nothing to -
do with SGC’s brokerage or advisory operations, despite the fact that the SIB referral
fees represented two-thirds of SGC’s total revenue in 1997, totaling $9.14 million.



* These facts suggest that SGC may be under a mistaken understandmg that,
although it does not effect these transactions on behalf of its advisory clients and it does
not charge its advlsory fee on these investments, somehow these investment '
recommendations, or “referrals,” fall outside the purview of the Advisers Act and SGC’s
duties thereunder. Please be advised that the éxaminers do not take this position, but
rather construe the adviser’s duty of utmost good faith to apply to any and all dealings
between SGC and its advisory clients to whom it owes a fiduciary duty.® In addition,
Section 206(3) of the Advisers Act places a strict prohibition on self-dealing between an
adviser, or its affiliate, and a:client absent the prescribed written disclosure to, and
consent from, the client.” Further Sections 206(1) and (2) forbid fraud and deceit by an
adviser in dealmg with its clients without regard to whether a security is involved. -

Please respond by explaining what action you plan to take to alleviate the

conflicts of interest and self-dealing involved. In addition, the examiners have requested
~ additional complete information about all advisory clients who have mvested in the CDs
including their names, address, and amount invested.

WRITTEN DISCLOS_URE STATEMENTS

It was noted dunng the examination that you have not been in compllance with
the provisions of Rule 204-3 of the Advisers Act which requires an investment adviser to
provide its clients or prospective clients with a written disclosure document which
complies with Rule 204-1(b) under the Advisers Act containing, at a minimum, the
information contained in Part II of Form ADV. The written disclosure statement must be
delivered to a prospective client at least 48 hours in advance of entering into any contract.
Or, if it is delivered at the time of entering into the contract, the client must be given five
business days to terminate the contract without penalty. The written disclosure statement
appears not have been provided to clients at the time of entering into the contract.

MARKETING

An advertisement in the March 9, 1998, issue of the On Wall Street, stated in the
fourth paragraph, “Stanford Group firmly supports the development of fee-based client
relationships. The Master Asset Program (MAP) lets investors buy and sell a full range
of securities without paying commissions or loads. Clients are charged one annual fee
paid quarterly based on the market value of their account.”

¢ See, SEC v. Capital Gains Research Bureau, 375 U.S. 180 (1963).

7 Clariden Asset Management (New York) Inc. et al., Advisers Act Rel. No. 1504, 59 SEC Docket
2410 (July 10, 1995) (on consent) (hereafter "C!arlden“}, Credit Suisse Asset Management, Inc.,
Advisers Act Rel. No. 1452, 58 SEC Docket 38 (Nov. 16, 1994) (on consent) (hereafter "CSAM");
In re Piper Capital Management, Inc., Advisers Act Rel. No. 1435, 57 SEC Docket 1008 (Aug. 11,
1994) (on consent) (hereafter "Piper"); Hartzmark & Co., Inc., SEC No-Action Letter [1973
Transfer Binder] Fed: Sec. L. Rep. (CCH) § 79,563 (Oct. 13, 1973). See also Section 208(d) of
the Advisers Act (prohibiting an investment adviser from doing indirectly any act which it would
be prohibited from doing directly under the Advisers Act).



The examination indicated that through the activities of your brokerage and
advisory services, you earn 12b-1 fees in addition to brokerage or advisory fees.
However, the advertisement does not disclose that SGC receives 12b-1 fees. Without this
disclosure in paragraph four, this advertisement could possibly be misleading to a
potential client. As a result, the registrant’s advertisement-would not be in compliance
with Rule 206(4)-1(a)(5) which prohibits any investment adviser from publishing,
circulating, or distributing any advertisement which contains any untrue statement of a
material fact, or which is otherwise false or misleading. Please discontinue the use of
such material without proper disclosure :

CLOSING

The deficiencies and/or violations of law described above are brought to your
attention for immediate corrective action without regard to any other action(s) that the
Commission may take or require to be taken as a result of the examination. In addition,
the fact that this letter does not comment on other aspects of the Registrants’ activities
should not be construed to mean that such activities comply with the federal securities
laws.

Please respond in writing within thirty days of the date of this letter describing the
steps you have taken or intend to take with respect to each of these matters. Before
responding to this letter or any other communication from this office regarding our recent
examination, please refer to SEC Form 1661 provided at the start of our examination.
Your response should be directed to the following person:

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

Fort Worth District Office
801 Cherry Street, 19th Floor
Fort Worth, Texas 76102

In addition, a copy of your reply, together with copies of any enclosures, should
be sent to the following person: "

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

Office of Compliance Inspections and Examinations
Mail Stop 9-1 :

U.S. Securities and Exchange Commission

450 Fifth St., N.W.

Washington, D.C. 20549

Sincerely,

HUGH M. WRIGHT



ASST. DISTRICT ADMINISTRATOR

b)(6), (b)(7)c
BY: \

Securities Compliance Examiner

Enclosure: Mark Bailey & Co. administrative proceeding dated February 24, 1988

b)6), b))
cc:



INSTRUCTIONS

- Please complete each question. If you believe a question is inapplicable,' you should answer “not
applicable” (na). If the registrant doesn’t know, you should answer “doesn’t know” (dk).

For further guidance on the terms used or questions asked, please see the e-mail from of
October 9, 1997 on “Year 2000 Issues during Inspections.”. :

Exam Number 98-F-71
~ Registrant’s Name Stanford Group Company
Registrant’s File Number 801-50374

1. Is registrant re!ymg entirely ona thlrd party or third pames to ensure the Year 2000 compliance
of its critical systems?
[yes/no] No

If yes, please identify the third party or parties

2. Does the registrant have a written plan to address the Year 2000 Problem?
[yes/no/na/dk] Yes

3. Has registrant made an inventory of all computer systems affected by the Year 2000 Problem?
[yes/no/na/dk] Yes

4. Is registrant taking steps to ensure that the Year 2000 problems identified in the inventory are
being corrected?
[yes/no/na/dk] Yes

5. What is the expected date for completion of the correction process?

[ddmmyyyy/na/dk] 01/01/99

6. Does registrant intend to test its internal systems for Year 2000 compliance?
[yes/no/na/dk} Yes

7. What is the expected date for completion of internal testing?
[ddmmyyyy/na/dk] 01/01/99

8. Does registrant intend to participate in testing with outside parties, such as DTC, Streetwide

Testing, or others?
[yes/no/na/dk] No

9. What is the expected date for completion of such testing?
[ddmmyyyy/na/dk] NA
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- TO:

FROM:

' DATE:

Aﬂéchments:

"SECURITIES AND EXCHANGE COMMISSION
FORT WORTH DISTRICT OFFICE

 MEMORANDUM

b)(6). (b)(7)c i '

Office of Compliance Inspections and Examinations
MAIL STOP: 0901

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

" Hugh M. Wright .
~ Ass't Administrator - Regulation, FWDO

I -)6). ()(7)c ’
K _

Stanford Group Con'lpany
FileNo.  801-50374 _
Exam No.  1A2003FWDO-012

December 19, 2002

Report of Examination, Memorandum of Comments, and Deficiency Letter for the
routine examination of the above-captioned Registrant conducted by iy

and of'the Fort Worth District Office.

The issue concerhi.ng the possible unregisfered public offering of the CDs has

been referred to the FWDO's Enforcement Division, which has decided to refer the
matter to the Texas State Securities Board.



Fort Worth District Office :
Investment Advnser Examination Report

Exam No.[IA 2003 FWDO 012 I File No[801 - 50374 . Category**|C
- Name|Stanford Group Company ) . : Complex
~ City[Houston - - -] StatelTX |  Zip|77056 | Risk(1/2/3)[1H
Contact & Ph #{Jane E. Bates, Chief Comphance Officer, _
Action|Ltr/Enf - | Cause ExamlN | Custodle _
(No/Ltr/Conf/ Enf/ Oth) (Y/N) . (Y/N)
Lead Examiner: BD #[8-48611° | IARD #
R o | '
. - Examiners: ' Field Work Start[11/12/2002 - Recovery|
R 2sec cov - Field Work End[12/10/2002 - NolICMgd
' - Disposition Date{12/19/2002 IC Assets $*
Response Date _ . Pvt Clients|1,166
Last Inspection|7/15/1998 * Pvt Assets $*[208.4
Hours Fld /Office[110/250 Subscribers|
. , Hours Management|24 * $in Millions
# of Deficiencies or Violations:. . : : ' , '
~___|1. Filings & Reports - |10. Portfolio Management
6 2. Form ADV /Broch Dis/Del : - 15 - |11. Prohibited Transactions
3. Contracts . 12. Limited Partnerships
4. Custody : 13. Conflicts of Interest
2 - |5. Books & Records _ : . 14. Brokerage/Execution
6. .Financial Condition : 5 15. Wrap Fee Programs _
.2 7. Internal Controls ' 16. Marketing/Performance Calc.
8. Advisory Services ' |17. Compensation/Client Fees
1 |9. Unregistered Entity ~_[18. Client Referrals - '
' ' 19. Litigation .
Examiner . Date[ _ 12/13/2002] -
Examiner- e Date]  12/13/2002]

Examiner - | Date| | |

Reviewer
Date| 12/19/2002]

Approved  [Hugh M. Wright
IA Categories**

. ' A= Financial Planner
' 'B= Non-Discretionary Adv1sory Sve
C= Discretionary Advisory Svc
D= Newsletter Writer
E= Inactive
: : O= Other
Standard 1A Data Sheet (IA Sheet.dot) P= Pension Consultant

Date[ _12/18/2002]
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- FORT WORTH DISTRICT OFFICE

REPORT OF EXAMINATION
| Stanford Group Company
801-50374 '
Houston, TX
SUMMARY OF VIOLATIONS
Section/Rule Comment .

Section 206 :
| Rule 206(3)-2

Registrant engaged in principal transactions and agency cross
transactions (which may in fact be principal transactions as well)
without providing the required disclosure to the participating
clients. : o
Registrant failed to document adequate due diligence with respect
to its clients’ investments in its affiliated offshore bank’s certificates
of deposit. ' ' : '

Registrant-affiliated websites posts information about a private

Wrap Brochure

Securities Act,

Section 5 offering of the Registrant’s affiliated offshore bank'’s certificates of
" deposit that may represent a general solicitation, or public offering, -
to United States investors without registration.

Form ADVand | Registrant failed to adequiately disclose -
e Material facts concerning its offering of its affiliated offshore

bank’s certificates of deposit, including:

e If true, that the Registrant.did not recommend the client
invest in the certificates of deposit;

e The actual “referral fee” the Registrant receives annually
from the sale of the certificates of deposit;

e Registrant’s overwhelming financial reliance on referral
fees on these sales for its financial success; and

e That any investments in the certificates of deposit will
not be considered assets under management for
purposes of fee calculation.

- The additional compensation earned on the Registrant’s
clearing agent’s money market sweep account on Form




Section/Rule | _ _ Comment

ADV, Schedule F, Item 13.A., not Item 13.8. _

Form ADV, Part II, Item 1.C. (6) indicates SGC receives
“other compensation,” but Part 1A, Item 5.E. (7) does not.

o The information required by Schedule H, item 7(k)
regardmg the background information of the individuals
providing advice on behalf of t_he Registrant.

e Therange of sub-advisory fees it pays to outside_mone_y-'
- managers as required by Schedule H, Item 7. (c). '
e Information required by Schedule H, Item 7. (d).
.* Information required by Schedule H, Item 7. ( g) concerning
its policies with regard to monitoring the sub-advisers.
e The mformatlon reqmred by Schedule H Item 8. (cross-
reference.) -

e The Reglstrant’s policies W1th regard to bunched or blocked
trading for its clients.

Its policy with regard to pricing seémitie_s.

EXECUTIVE SUMMARY

The staff of the Fort Worth District Office (“FWDO”) conducted an examination
of Stanford Group Company (“SGC”) beginning November 12, 2002. This was SGC’s
second examination, having been examined in July 1998.! The FWDO broker-dealer

~examination staff examined SGC in August 1997, resulting in a referral to the FWDO
Division of Enforcement for their review and d15pos;t10n (MFW- 894) This i mquu-y was
closed with no action.

The area of concern in the prior examination involved the Registrant’s “referral”
of customers to an affiliated offshore bank for investment in “certificates of deposit”
(“CDs") issued by that bank. The examiners sought to gather information about
“referrals” of advisory clients. In the end, it was determined that there was insufficient
information to support an enforcement action. At that time, at least 17 SGC advisory
client accounts had also invested in the CDs. It'was also represented to the examiners at
that time that these clients were non-U.S. citizens. :

h Examination No. 98-F-71.




Based upon the amount of referral fees earned by SGC in 1997, it appeared that
SGC brokerage and advisory clients may have invested as much as $250 million in the
. CDs. At the time of the current examination, the amount of referral fees received by
SGC would be indicative of $640 million in CDs outstanding primarily through SGC’s
efforts. The FWDO recently received a complaint letter from a Mexican resident
concerning SGC’s apparent sale of a CD to her 75 year-old mother in Mexico.

BACKGROUND

- SGC was formed as a Texas Corporation on July 21, 1995, and became registered
as an investment adviser with the Securities and Exchange Commission '
(“Commission”) effective October.17, 1995. SGC is also registered as a broker-dealer
(File No. 8-48611). SGC is 100% owned by Robert A. Stanford (“Stanford”). Stanford
also owns a number of other companies, generally referred to as the Stanford Financial
‘Group of Companies, including Stanford International Bank Limited (“SIB”), an
offshore bank open to persons outside Antigua, located in St. John’s, Antigua, West
Indies; Bank of Antigua, an Antigua bank serving Antigua resident client accounts _
only, also located in Antigua; Stanford Trust Company Limited, a trust company in St.
Jon’s, Antigua; Stanford Financial Group Building which owns and operates SGC's
headquarters office located in Houston; Stanford Trust Company (“STC”), a Louisiana
state chartered trust company; and Stanford Agency, Inc., an insurance company
located in Louisiana. At the time of the examination, SGC operated its advisory
businesses from Houston, Texas, having recently moved its advisory operations from

- Denver as part of a downsmmg of the Denver office. SGC’s co-presidents are

and I its chief operating officer is Lena Stinson (”Stmson")

and its chief financial officer is

SGC conducts its investment activities through a series of “wrap programs”
usmg a Schedule H brochure as its disclosure document. SGC recently terminated"
Robert B. Glen, the former head of its advisory division, after disappointing results and
a perception of wasted spending on his part. Its only active management product in
which it actually provides direct portfolio management is the Stanford Asset _
Management (“SAM”) program that offers fixed income management, with a special
focus of Latin American bonds. This special focus, according to SGC, is due to the
‘desires of its primarily Latin American clients. Jane Bates (“Bates”) serves as SGC’s
~ overall comphance officer, reporting directly to Stanford, assisted by Ry
an RRIGEEN cpresent SGC's Stanford
- Intemahonal Fixed Income Group (“SIFIG”), providing discretionary asset -

management services to SAM clients and non-discretionary advisory services to SGC
registered representatives (“RRs”) in the international fixed income area.
is now in charge of the mutual fund allocation and portfolio manager

referral products discussed below.



, Currently, most of SGC’s clients are high net woﬁh individuals. SGC clears its
clients’ securities transactions through its clearing arrangement with Bear Stearns.

_ EXAMINATION SCOPE

Generally, in order to use Fort Worth District Office (“FWDO”) examination
resources in the most efficient and cost-effective manner, examinations are conducted
- with a focus on the areas of highest perceived risk. Various books, records, and other

documents are requested and reviewed in order to identify patterns of transactlons or
.activities that rmght violate regulatory reqmrements

However, the scope and focus of this examination were also based on a review
and analysis of the control environment maintained by the Registrant, as well as
specific control measures used in strategic risk areas. The methodology used to identify
and evaluate control procedures was that established under the Strategic Risk —
Control Evaluation Matrix (“SR-CEM”) program. Under the SR-CEM program, if the
control procedures used by a registrant in a strategic risk area are determined to be
highly effective, examiners have the option of not reviewing and conducting test
checking of individual transactions recorded in the traditional books and records that
document activities in that area. The concept underlying this approach is that when a
registrant maintains effective control procedures, problems are identified and corrected
~ as they arise and there is a substantially lower likelihood of there being unidentified,

-on-going major problem or fraudulent activities that could harm advisory clients or
* fund shareholders. As a result, inspection resources are focused on those activities in
which control processes are found to be weak and ineffective.

Due to the nature of SGC'’s operations, many of the control measures-

- contemplated by the SR-CEM program were inapplicable or nonexistent. As SGC does
‘not manage a mutual fund, some of the items were clearly inapplicable. Further, since
SGCis a dual registrant and custodies with, and executes trades through, its own
clearing arrangement with Bear Stearns, many of the best execution controls were not
present. As discussed later in this report, violations involving principal transactions
and agency cross transactions were identified and cited to the Registrant. Given SGC’s
operations, the level of control measures did not appear unreasonable except in the area
of principal and agency cross trades and pncmg hard-to-price foreign, thmly tradecl

fixed income securities.

At the commencement of the examination, the examiners conducted an initial
interview with Bates, SGC'’s compliance officer. This discussion, and later discussions
with SRR , Stinson, and SIS, an Associate Vice President, provided
‘the examiners w1th insight into SGC’s current business activities, future plans,
investment strategy and philosophy, and policies and procedures in place. The



examiners used such information to further shape and define the scope of the
examination. -

FocCUS / SPECIAL REVIEW AREAS

During the examination, focus areas with respect to Regulations S-P,
- performance, best execution, suitability of recommendations and appropriate sales
~ practices, Form ADV, Part II disclosures, hedge funds and disaster related policies and
_procedures were reviewed. Among other things, this report addresses SGC’s failure to
adopt suitability policies and procedu.res, and inadequate Form ADV, Part II R
disclosures. All other focus.areas were either properly addressed or did not apply. It
was further noted that the Registrant had adopted adequate pohces and procedures

-with regard to Regu]ahon S-P.

Ty DtsasterRecovery

It appeared to examiners that the‘Regi'strant's conti.ﬁgency planhing process was
adequate in light of the services it provides. Accordingly, no mention was made in the
accompanylng deficiency letter concermng disaster recovery or contmgency planning.

- Money Laundermg Preventmn

_ SGC had substantial written pro_ced_ures to detect and prevent money
laundering. While these procedures appeared on their face to be reasonably adequate,
- the examiners only reviewed a small number of client files of which only a few were

those of foreign nationals.
Valuation of Portfolio Securities

SGC failed to adequately document its pricing of hard—to—pnce forelgn fixed
income securities. (See “SECURITIES Pmcmc ) _

Adviser Performance Advertising
This area 'was not applicable, as this registraht does not advertise performance.

Form ADVPartIl

This area was of particular concern. (See the discussion below under “FORM
ADV AND WRAP BROCHURE ” for further details.) :



Be_st Execution, Soft Dollar Abuses or Undisclosed Client Referral Payments

SGC’s clients execute all transactions (excep.t transactions in the CDs) through
. SGC'’s clearmg broker, Bear Stearns. SGC has in the past reviewed information to assess
Bear Stearn’s.execution quality.

_ He'dge Fund or Other Private Equity Fund

SGC RRs offer CDs to their clients and receive referra] fees” in return See
- discussion in report for more details.

Funds of Hedge Funds

. Not apphcable as this’ Reglstrant does not recom.mend or manage a “fund of
hedge funds.”

_Adequate Control Procedures to Ensure Proper Disclosures (Funds)

“This area was not applicable, as this examination did not involve a fund.
Exit Interview

, An exit interview was held with and Bates (via teleconference at SGC’s

_ office) at the completion of the onsite fieldwork on November 21, to discuss the
preliminary examination findings. Further items were discussed with (RSN via

telephone after the on-site fieldwork ended. All items mentioned in the attached

deficiency letter were discussed in these meetings.
STRATEGIC RISK — CONTROL EVALUATIION MATRIX

As SGC had more than $100 m11110n under management and more than 50
ernployees the FWDO examiners, per OCIE policy, were required to perform the
Strategic Risk — Control Evaluation Matrix (“SR-CEM”). Due to the time needed to
perform the SR-CEM, examiners had to limit their normal review of the Registrant’s
activities and were required to extend the fieldwork in the Registrant’s office. In
~ addition, the conduct of the examination was delayed due to the need for the
Reg15trant s compliance employees to search for, provide and explam information
responswe to the SR-CEM request

Based on both interviews with the compliance officers, CFO, and portfolio
managers, and a review of control-related documents, it was determined that control
procedures in applicable strategic control areas were “okay,” with the exception of the
areas of securities pricing and client order allocation procedures, which were considered -



“ineffective.” See the discussions on these topics later in this report. Because of

examiners’ assessment of SGC’s control procedures, more detailed test checking was
conducted in certain of these areas. Some areas were not perceived to be of a high risk for
this particular Registrant due to the nature of its operahons (e.g. perfonnance information
disseminated to clients.) _ _

FINANCIAL 'CONDmON

. SCC'S balanéé sheet reflected the following:

December 31, 1997 -

- | Nine Months Ended | December 31, 2001
| Septemiber 30,2002 | (Audited) _(Unaudited) .
(Unaudited) o (1998 Exam)
Total Assets 23,237,147 24,217,109 $71,265,872
| Liabilities 4,246,554 - 6,046,730
Subordinated Note 4,000,000 4,000,000
to Affiliate - : _ .
Total Liabilities 1. 8,246,554 10,046,730 50,972,457
Capital (Net Worth) 14,990,593 14,170,379 |- 20,293,415
SGC's income statement reflected the following:
September 30,2002 | December 31,2001 | Year Ended
(Unaudited) (Audited) Dec. 31,1997
' (Unaudited)
Referral Fees® - 19,416,444 19,180,966 $9,144,560
Commissions and 6,174,488 11,588,723 4,512,015
Advisory Fees . ‘ B
- { Other Income 2,880,402 3,467,455 .
Total Revenue 28,471,334 134,237,144 13,656,575
Total Operating - 27,651,110 38,646,660 12,209,238
Expenses _ '
Net Earnings (Loss) 820,224 (4 409 516) $1,447,337

SGC's independent auditor is BDO Seidman, LLP in Houston, Texas, and its legal
counsel is Chan Warner P.C. _

. 2 Referral fees represent income from the sale of CDs issued by SIB and, to a small degree, referral fees from STC,
SGC'’s affiliated trust company. SGC receives a three percent annual trail commission from SIB for convincing
clients to invest in SIB’s CDs.




ADVISORY SERVICES

As of October 31, 2002, SGC managed apprommately $102.9 million on a
discretionary basis for 514 client accounts and $105.6 million on a non-discretionary
basis for 652 client accounts, bringing the total assets under management to
approximately $208.5 million with 1,166 client accounts. SGC manages client accounts
through four different advisory programs, one of which can be either dlscretlonary or
-non—dlscrehonary, through wrap programs as follows: :

Program ' No. of Accounts | Market Value at
- : ' , 10/31/2002
Portfolio Advisors Program (“PAP”). 278 . ~ $76,402,496
Portfolio Partners Program (“PPP”) .. = - 120 ' 14,692,453
Mutual Fund Partners Program (“MFP”) ' . 54 . 5,496,416
' | Mutual Fund Partners Plus Program (“MFPP”) ; . 56 4,136,420 .
_| Master Asset Program (“MAP”) (Discretionary) ' 6] - 2,090,260
Total Discretionary Assets - . 514 © $102,818,045
MAP (Nondiscretionary) . 3 52| 105568912
Total Assets . - ‘ 1,166 $208,386,957

In all the prograxﬁs SGC offers its services for an all-inclusive asset based fee that
includes all transaction costs other than those costs incurred by executmg a trade away
from SGC which rarely if ever occurs. - :

In the PAP prdgram, SGC recommends one of several sub-advisors to its clients,
including its own proprietary SAM fixed income discretionary management program,
which accounts for $51.3 million of the total assets managed under PAP. None of the

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

other 16 sub-advisers has more than $4.6 million under management. ,
whio is no longer with SGC, was primarily responsible for SGC’s sub-adviser due
diligence. has recently been given this duty. SGC’s asset-based fee begins at 3%
on the first $250,000 and declines to 2% of the amount over $1 million, with the fee on
assets over $2 million being described as “negotiable.” The wrap brochure dlscloses
that SGC may pay a maximum of 1% to the sub-advisers.’

SAM offers four different fixed income management products within PAP, the
SAM Income Portfolios, the SAM the Stanford Income Plus Portfolios, the Latin
American Income Portfolio, and the Global Income Portfolio. In all four strategies,

3 SGC also offers a Consulting Services Program (“CSP”) that is essmhally the same as PAP except the client can
select any third party adviser to manage its account at SGC. SGC charges a lower fee for this service (since the
client will presumably be paying an advisory fee to the third party adviser). At the time of the examination,
there were no client accounts in CSP. -




- “certificates of deposit” are included as possible investment recommendations.' SAM
charges fees on the SAM Income Portfolios of 1.25% on the first $500,000- which decline -
1o 0.85% on amounts over $1 million. The other strategies require a higher fee, ranging -
from 1.75% on the first $500,000 down to 1.25% on amounts over $1 million. In all cases,
- feeson 'amounts above $2 mjllion are negotiable. _

: ~ Clients Selectmg PPP are electmg to have their SGC account managed. on a
discretionary basis, by one of three RRs located in SGC’s Houston Offlce -

I S
’
was terminated for lack of production on November 21,

" 2002, shortly after the completlon of the fieldwork. Each of these RRs exercise _
discretion over their clients” accounts and are not directly instructed in their investment
“selections by anyone else at SGC. Their trades are reviewed by compliance. They rely
~ tipon SGC’s fixed income department for recommendations on fixed i income securities,
particularly foreign securities. Clients pay the same all-inclusive fee as in PAP. The
attached deficiency letter requests SGC identify and provide the required business
' background mfor_mahon for each of the individuals providing advice on behalf of SGC._

- The MFP program is a mutual fund a]locatlon program using no load and load-

- waived fund shares, requiring a minimum account size of $25,000.. An MFP account can
be either discretionary or non-discretionary. SGC discloses in its brochure that its RRs -
may receive more compensation on a MFP account than in other SGC investment
programs. It also discloses that SGC may receive 12b-1 fees in addition to its adyisory

fees.

' The MFPP program is similar to MFP except that it provides for only limited
discretion for the client’s portfolio to be automatically rebalanced whenever any
allocation becomes more than 5% more or less than the original allocation. The fees for
the MFP and MFPP programs are the same, starting at 2% on the first $250, 000 and
declining ratably until they are negotiable for assets of more than $2 million. Both
programs also have a minimum account size of $25,000. MFPP program has the same
disclosure as described above about RRs’ conflicts and 12b-1 fees.

PROHIB]TED TRANSACTIONS

In response to the Exammatlon Staff’s initial document request, SGC produced a
schedule reflecting what it believed to be agency cross transactions. After review, it
was determined that one of SGC's affiliates, the Bank of Antigua, was also an advisory
client and was participating in the cross trades, generally being the selling client in the
trades. SGC did not appear to recognize that, since the Bank of Antigua was under
common control with SGC, these represented principal transactions with their other
advisory clients. Bates acknowledged that SGC had failed to comply with either Rule
206(3)-2 or Section 206(3) with respect to these trades. Bates indicated that, because all



the trades were effected through one or more SGC -proprietary trading accounts at Bear
Stearns, it was p0551b1e that all the trades were actually principal transactlons, even
those not involving the Bank of Antigua account.

After review of the trades, it appeared that SGC had not made a commission or
mark-up or mark-down, on these trades. Further, it could not be determined whether
' the Bank of Antigua was favored in these trades, particularly since the portfolio
manager had not documented the preva.llmg market prices for the securities involved in

the trades.

During the course of the fieldwork portion of the exammatlon, Bates prov1ded _

- the Examination Staff with documentation indicating that if the clients elected to
rescind the transactions as the result of SGC’s notice of the trading irregularities, SGC

" might incur losses on behalf of its clients of slightly more than $100,000. In addition,

Bates informed the Examination Staff that the clients were likely to terminate their

relationship with SGC if they became aware of the inappropriate transactions, even if -

SGC made the clients whole:

The attached deﬁaency letter notes the inappropriate transactions and asks SGC
to explain what action it will take to remedy the violations. The deficiency letter also
requests that SGC adopt and follow procedures reasonably designed to assure
compliance with Rule 206(3)-2 and Section 206(3) as appropriate.

REFERRALS TO AFFIL]ATED BANK FOR CERTIFICATE OF DEPOSITS

A review of SGC’s “due dlhgence” files for the SIB certificates of deposit (“CDs”)

revealed that SGC had little more than the most recent SIB financial statements (year
~ end 2001) and the private offering memoranda and subscription documents. There was

- no indication that anyone at SGC knew how its clients’ money was being used by SIB or
how SIB was generating sufficient income to support the above-market interest rates
paid and the substantial annual three percent trailer commissions paid to SGC.
Discussions with Bates indicated that SGC and SIB do did not believe the CDs are:
securities; however, SGC has filed Forms D with the Commission. In its transmittal
letters to the Commission, SGC disclaims that the CDs are securities under the federal
securities laws, but states that it is filing Form D in an abundance of caution. In
addition, Bates maintained that SGC was not recommending the CDs to advisory
clients, merely referring them to SIB for consideration.

According to the last Form D ﬁled with the Commission on January 29, 2002, SIB
claimed to have sold $37.2 million (of $150 million offered) in CDs to an undisclosed
number of U.S. resident accredited investors. This amount reflects additional deposits
of $22.3 million to U.S. investors since February 24, 2000, the date of the previous Form
D, when SIB reported total sales of $14.9 million (of a total $50 million offered.) The
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letter transmitting the most recent Form D, as previous transmittal letters, states, “[SIB]
believes that these [CDs] are not a ‘security’ as defined under U. S. Securities laws, but -
are [sic] nevertheless offering this product solely to accredited investors in the United
States.” According to data provided by SGC during the examination, SGC has 49
advisory client investments in CDs totaling $15.6 million. One client has three accounts
‘with investments totaling $9.2 million. As noted above, for calendar 2001, SGC received
SIB referral fees of $19.2 million. Based upon this fee revenue, the CD sales attributable
to SGC could be estimated as approximately $640 million (less the amount attributable
to the sales efforts of its affiliated Venezuelan investment adviser discussed below.)
. SIB’s finaricial statements for the year ended December 31, 2001, discussed in more

- detail below, indicated total “certificates of deposit” of $1.1 billion.

- The examiners obtained cop;es of the disclosure documents given to U.S. ‘
accredited investors and it appeared that the document provided extensive disclosure
that SIB was not a U.S. bank and that the CDs were not;protected by FDIC or other
~ federal guarantees, or by SIPC. It further claimed that the CDs were not securities, not
_subject to U.S. securities regulation, and had not been registered for sale in the U.S.

However, the document prov1des no disclosure of specifically how the money will be

used by the issuer.

Examiners also obtained the latest interest rates offeréd by SIB. The interest rates
generally depend on the type of CD, the amount deposited, and the maturity term. The
current rate offered on the FixedCD is 3.65% on a deposit of $10 000 to $49,999 for a one-
month term. This rate increases to a high of 8.150% on a deposit of between $2 million
to $3.9 million for a 60-month term. On deposits of $250,000 or more, the interest rate
will go up if SIB’s base rates increase. The current U.S. treasury rate on a three-month
bill is 1.18%, with a yield of 1.20%, and the rate on a 5-year note is 3.00% with a yield of
3.05%. The rates on the FlexCD, which is essentially the same as the FixedCD except the
client may withdraw his money in 25% increments with five banking days notice up to
four times annually, are slightly lower. The “guaranteed rate” on the IndexLinkedCD is
3.90% on maturities of three, four, and five years.

SGC has established internal procedures that require a RR to obtain the_
disclosure document and subscription agreement from SGC’s “operations department,”
which maintains a log of investors provided the documents. Therefore SGC should
- have a record of all persons to whom the U.S. CD private offering has been made. A
request for a list of all CD holdings resulting from SGC CD sales, both in the U.S.
offering and offered to non—U S. residents, is pending at the date of this report.

It was explained to examiners that, in addition to receiving referral fees from SIB
for CD sales of SGC RRs, SGC also receives referral fees paid on sales by representatives
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" ofan afflllated investment adviser in Venezuela.® It was explained that the Venezuelan
company could not accept referral fees from SIB without being considered engaged in
the banking business under Venezuelan law. Therefore, SGC receives all referral fees .
earned by the Venezuelan affiliate and its agents, retains a portion of the fees (10%) and
forwards the rest to the Venezuelan affiliate. All this is pursuant to a written agreement
~ between SGC and the. Venezuelan affiliate. '

- SGC prowded examinets SIB’s Annual Report for 2001, whmh reflected total
_assets of $1.2 billion, of which $1.1 billion were described on the face of the balance -
sheet as “investments.”® Total liabilities were reflected as $1.1 billion, leaving a total
stockholder's equity, or net worth, of slightly more than $75 million. SIB’s income
statement reflected gross interest and non-interest income of $140 m.i]lion, which, after
deduction of interest paid and “service fee activities,” produced net revenue of $19.2
million. After expenses of slightly more than $7 million, SIB reported an’ operatmg

| “proflt" of $12.2 million.

_ Informa‘uon about the CDS, and other SGC-afﬁhated business operations can be
- accessed via the Internet at www.stanfordeagle.com, www. stanfordgroup com,and
- www stanfordinternational.com. Including on the former website is the following chart
- comparing SIB’s CD interest rates to the average CD rates offered by US. banks:

Stanford Internatlonal Bank vs. U.S. Bank CD Averages
1992 - 2001 _

Interest Rates: 1992 - 2001
SIB CDs vs. U.S. Bank CD Averages

12%
10%
8%
6 9%
4%
2% -
. D%

92 ‘93 ‘o4 '95 '96  '97 '98  '99 '00 ‘01
‘s 10.13 914 9.14 925 10.35 10.13 925 871 9.63 913
u.s. 3.50 3.00 490 560 520 580 530 490 5.85 355 |

The abowve graph is based on 2 $250,000 deposit invested for 12
months and. renew ed annually.

4 Sta.nford Group Venezuela Asesores de Inversién, C.A., Avenida Tamanaco, Torre Empresarial El Rosal, Piso 3,
El Rosal—Chacao Caracas, Venezuela (011 (58212) 953-2595). ;
= The notes to the financial statements described the “investments” as listed securities in “equities” of $626 million

and “treasury bonds, notes, corporate bonds” of $443 million.
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- The website also provides all the terms and conditions of the various types of CDs and
other accounts offered by SIB (e.g., the FixedCD, the FlexCD, and the Index-LinkedCD.)
A person accessing the website can easily get information about how to contact SGC
. representatives, either by telephone or by email. As a result, the website information

_ appears to represent a general solicitation, or public offering, of the CDs to.U.S. persons.

- " The attached deficiency letter requests SGC conduct additional due diligence to
~ support its recommendation of its affiliated bank’s CDs. It also requests that, if true, the
disclosure in its brochure clearly disclose that it is not recommending clients invest in
SIB CDs and that their referral to the affiliated bank does not indicate approval or
recommendation of the CD by SGC to the client. It also requests that the brochure
‘disclose that any client investments in the CDs will not be considered assets under
management for fee calculation purposes. Finally the letter cautions SGC that the
website information about the CD offer may be a public offenng, jeopardizing SIB’s .
claimed Rule 506 prlvate offermg exemption. _

FORM ADV AND WRAP BROCHURE

In addition to other deficiencies discussed in more deté_li'l elsewhere in the report,
SGC'’s Form ADV and wrap brochure required revisions in the areas noted below.

- Form ADV '

e The respénse concerning additional compensation earned on the Registraﬁt s
clearing agents money market sweep account should be disclosed on Schedule
F, Item 13. A ,not Item 13.B.

* e PartII, Item 1.C. (6) mdlcated SGC receives ”other compensatlon “ but Part 14,
Item 5.E. (7) is not marked.

Wrap Brp'chure'

e The discussion of SIB on page 42 under “Affiliations” should disclose the amount
of referral fees (3% of funds invested) and the fact this amount is paid annually,
not just at the initial investment. The discussion should also mention that, as
explained to the examiners, SGC does not recommend the investment to its
advisory clients, but merely refers them to SIB. (It should be noted that this

‘contradicts the Registrant’s disclosure on Schedule F to Part II, Item 9.D.,
disclosing that SGC “Recommends Related Investment Products,” including the
SIB CDs.) In this regard, it is recommended that SGC disclose that it may
nonetheless bear some responsibility for the advisory client’s investment in the
SIB CDs. It is also recommended that SGC disclose that it relies upon referral
fees from SIB for the vast majority of its revenues. This same or similar
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disclosure should also appear in the Registrémt’s response on Schedule F to Part
11, Item 9.D. regarding SIB. '

e The brochure should include the information called for by Part ]] Item 6 as
required by Item 7(k) of Schedule H regarding all individuals providing
investment advice on SGC'’s behalf or their supervisors if more than five,
including the registered representatives offering advice under PPP.

“e - The brochure should be amended to provide the range of Sub—adv1sory fees paid
~ by SGC to the sub-advisers for thelr services as requn'ed by Schedule H, Item 7.

. (c)
e The brochure should be expanded to provide a full response to Schedule H, Item
- 7.(d).

e The brochure should be expanded to more completely desc:nbe SGC’s pohmes
regarding sub-advisers as requzred by Schedule H, Item 7. (g).

- e The cross reference required by Schedule H, Item 8. should _be completed.

BROCHURE DELIVERY

. 'SGC only makes an annual offer of its own wrap brochure to clients. Its contract
‘with the third party sub-advisers provides that SGC is to provide a new client with the
sub-adviser’s brochure, but is silent with respect to the annual offer of the sub-adviser’s
brochure. SGC personnel indicated that it was likely that no one was making the sub-
adviser annual offer. The attached deficiency letter requests SGC establish procedures
- that assure clients receive the annual offer of the sub- advisers”brochure.

CusTODY

, Registrant effects bunched or block trades for the benefit of its advisory clients,
including affiliated client accounts (e.g., The Bank of Antigua) through the useofa
omnibus account held in the Registrant’s name at its clearing firm. The use of such an
account may create a risk to the client’s funds or securities while the transactions are
being effected since the adviser my have access to the funds or securities held in stich an
account. The attached deficiency letter requests that SGC assure the staff that the

‘Registrant’s omnibus trading accounts meet the requirements of the Owen T. Wilkinson
no action letter, providing documentation supporting the éxplanation. '

The staff also considered questioning whether SGC had indirect custody ofits

_clients’ funds or securities through their investments in SIB CDs. However, based upon
existing no action guidance, it did not appear that the Examination Staff could claim
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SGC had such custody. Therefore, no mention of this is made in fhe attached _
deficiency letter. '

BOOKS AND RECORDS

SGC did not create and maintain the required order memorandum. In addition,
it did not follow, or did not adequately document its following, proper procedures with
regard to bunched trading. The attached deficiency letter asks SGC to establish
appropriate policies and procedures, with appropriate disclosure and documentation,
to assure the fair treatment of its clients in bunched trades.

SECURITIES PRICING

“In several instances, SGC was required to price foreign fixed income securities
not priced by its clearing firm, Bear Stearns. The portfolio manager, Al was

- involved in the pricing process, obtaining quotes from brokers on the price: However,
 this process was not adequately documented, including any indication of review by
compliance. The attached deficiency letter requests that SGC disclose its pricing -
