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The World’s Largest Hedge Fund is a Fraud

November 7, 2005 Submission to the SEC
Madeoff Investment Securities, LLC
www.madofl.com

Opening Remarks: _

I'am the original source for the information presented herein having first presented my
rationaie, both verbally and in writing, to the SEC’s Boston office in May, 1999 before any
public information doubting Madoff Investment Securities, LLC appeared in the press. There
was no whistleblower or insider involved in compiling this report. [ used the Mosaic Theory to
assemble my set of observations. My observations were collected first-hand by lstening to fund
of fund investors talk about their investments in a hedge fund run by Madefl Investment
Securities, LLC, a SEC registered firm. 1 have also spoken to the heads of various Wail Street
equity derivative frading desks and every single one of the sentor managers [ spoke with told me
that Bernie Madoff was a fraud. Of course, no one wants to take undue career risk by sticking
their head up and saying the emperor isn’t wearing any clothes but. ...

I am a derivatives expert and have traded or assisted in the trading of several billion $US in
options strategies for hedge funds and institutional clients. I have experience managing split-
strike conversion products both using index options and using individual stock optiens, both with
and without index puts. Very few people in the world have the mathematical background needed
to manage these types of products but T am one of them. 1 have outlined a detailed set of Red
Flags that make me very suspicious that Bernie Madoff's returns aren’t real and, if they are real,
then they would almost certainly have to be generated by front-running customer order flow
from the broker-dealer arm of Madoff Investment Securities. LLC.

Due to the sensitive nature of the case I detall below, its dissemination within the SEC must
be limited to those with a need to know. The firm involved is located in the New York Region.

As a result of this case, several careers on Wall Street and in Furope will be ruined.
Therefore, I have not signed nor put my name on this report. 1 request that my name not be
released to anyone other than the Branch Chief and Team Leader in the New York Region who
are assigned to the case, without my express written permission. The fewer people who know
who wrote this report the better. I am worried about the personal safety of myself and my
family. Under no circumstances is this report or its contents to be shared with any other
reguiatory body without my express permission. This report has been written solely for the
SEC’s internal use.

As far as [ know, none of the hedge fund, fund of funds (FOF’s) mentioned in my report are
engaged in a conspiracy to commit fraud. [ believe they are naive men and women with a
notable lack of derivatives expertise and possessing little or no quantitative finance ability,

There are 2 possible scenarios that invelve fraud by Madoff Securities:

1. Scenario # | (Uniikely): I am submitting this case under Section 21A(e) of the 1934 Act
in the event that the broker-dealer and ECN depicted is actually providing the stated
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returns to investors but is earning those returns by front-running customer order flow.
Front-running qualifies as insider-trading since it relies upen material, non-public
information that is acted upon for the benefit of one party to the detriment of another
party. Section 21A(e) of the 1934 Act allows the SEC to pay up to 10% of the total fines
levied for nsider-trading. We have obtained approval from the SEC’s Office of General
Counsel, the Chairman’s Office, and the bounty program administrator that the SEC is
able and willing to pay Section 21 A(e) rewards. This case should qualify if insider-
trading is invelved.

2. Scenario # 2 (Highly likely) Madoff Securities is the world’s largest Ponzi Scheme. In
this case there is no SEC reward payment due the whistie-blower so basically I'm turning
this case in because it’s the right thing to do. Far better that the SEC is proactive in
shutting down a Ponzi Scheme of this stze rather than reactive.

Whe: The politically powerful Madoff family owns and operates a New York City based broker-
dealer, ECN, and what is effectively the world’s largest hedge fund. Bernard “Bernie™ Madoff,
the family patriarch started the firm. '

According to the www.madoff com website, “Bernard L. Madoff was one of the five
broker-dealers mosi closely involved in developing the NASDAQ Stock Market. He has been
chairman of the board of directors of the NASDAQ Stock Morkei as well as a member of the
board of governors of the NASD and a member of numerous NASD committees. Bernard Madoff
was also ¢ founding member of the International Securities Clearing Corporation in London.

His brother, Peter B. MadofT has served as vice chairman of the NASD, a member of iis
board of governors, and chairman of its New York region. He also has been actively involved in
the NASDAQ Stock Markef as a member of its board of governors and its executive committee
and as chairman of its trading commitice. He also has been a member of the board of directors
of the Security Traders Association of New York. He is a member of the board of direciors of the
Depository Trust Corporation.

What:

1. The family runs what is effectively the world’s largest hedge fund with estimated assets
under management of at feast 20 billion te perhaps $50 billion, but no one knows
exactly how much money BM is managing. That we have what is effectively the
world’s largest hedge fund operating underground is plainiy put shocking. But then
again, we don’t even know the size of the hedge fund industry so none of this should be
surprising. A super-sized fraud of this magnitude was bound to happen given the lack of
reguiation of these off-shore entities. My best guess is that approximately $30 billion is
nvolved,

2. However the hedge fund isn’t organized as a hedge fund by Bernard Madoff (BM) vet it
acts and trades exactly like one. BM allows third party Fund of Funds {(FOF’s) to private
Jabel hedge funds that provide his firm, Madoff Securities, with equity tranch funding.

In return for equity tranch funding, BM runs a trading strategy, as agent, whose returns
flow to the third party FOF hedge funds and their investors who put up equity capital to
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fund BM’s broker-dealer and ECN operations. BM tells invesiors it earns irs fees by
charging commissions on all of the irades done in their accounts.
Red Flag # 1: Why would o US broker-dealer organize and fund itself in such an unusual
manper? Doesn’l this seem to be an unseemly way of operating under the regulator's
radar screens? Why aren’t the commissions charged fully disclosed to investors? Can a
SEC Registered Investment Advisor charge both commissions and charge a principle fee
Jor trades? MOST IMPORTANTLY, why would BM settle for charging oniy
undisclosed commissions when he could earn standard hedge fund fees of 1%
management fee + 20% of the profits? Doing some simple math on BM's 12% average
annual return stream to investors, the hedge fund, before fees, would have to be earning
average anmual returns of 16%6. Subtract out the IV management fee and invesiors are
down fo 13%. 20% of the profits would amount to 3% (20 x 15% = 3% profir
participation) so investors would be lefi with the stated 12% annual returns listed in
Attachment | (Fairfield Sentry Lid. Performance Data). Total fees to the third party
FOF's would amount 1o 4% annually. Now why would BM leave 4% in average annual
Jee revenue on the table unless he were ¢ Ponzi Scheme? Or, is he charging a whole lot
mare than 4% in undisclosed commissions?
The third parties organize the hedge funds and obtain investors but 100% of the money
raised is actually managed by Madoff Investment Securities, LLC in a2 purported hedge
fund strategy. The investors that pony up the money don’t know that BM is managing
their money. That Madoff is managing the money is purposely kept secret from the
investors. Some prominent US based hedge fund, fund of funds, that “invest” in BM in
this manner include:
A. Fairfield Sentry Limited (Arden Asset Management) which had $5.2 hillion
invested in BM as of May 2003; 1 1" Floor, 919 Third Avenue; New York, NY
10622; Telephone 212.319.606; The Fairfield Gresnwich Group is a global family of
companias with offices in New York, London and Bermuds, and representative offices In the .S,
Europe and Latin America. Local operafing entiliss are authorized or regulsted by & variety of
government agencies, ncluding Fairfield Greenwich Advisors LLC, a U8, 8EC registarad
investment adviser, Fairfield Heathcliff Capital LLC, a U 3. NASD member broker-dealer, and
Fairfleld Greanwich (LK) Limited, authorized and regulated by the Financial Services Authority in
the United Kingdom,
B. Access International Advisors; www.alagroup.com; 2 SEC registered invesiment
advisor, telephone # 212.223.7167, Suite 2206; 509 Madison Avenue, New York,
NY 10022 whick had cver §450 million invested with BM as of mid-2002. The
majority of this FOF’s investors are European, even though the firm is US
registered.
C. Brovhill All-Weather Fund, L.P. had $250 million invested with BM as of March
2060.
D. Tremont Capital Management, Inc. Corporate Headquarters is localed at
555 Theodore Fremd Avenue; Rye, New York 10580; T: (914) 925-1140 F: (514)
921-3499. Tremont oversees on an advisory and fully discretionary basis over $10.5
billion in assets. Clients include institutional investors, public and private pension
plans, ERISA plans, university endowments, foundations, and financial institutions,
as well as high net worth individuals. Tremont is owned by Oppenhiemer Funds Inc.
which is owned by Mass Mutual Insurance Company so they should have sufficient
reserves to make investors whole. Mass Mutual is currently under investigation by
the Massachusetts Attorney General, the Department of Justice, and the SEC.

L
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E. Dhring a 2002 marketing trip to Europe every hedge fund FOF I met with in Paris
and Geneva had investments with BM. They all said he was their best manager!
A partial list of money managers and Private Banks that invest in BM is included
at the end of this report in Atlachment 3.

4. Here’s what smells bad about the idea of providing equity tranch funding to a US
registered broker-dealer: :

A. The investment returns passed along to the third party hedge funds are equivalent
to BM borrowing money. These 12 month retumns from 1990 — May 2005 ranged
from a low of 6.23% to a high of 19.98%, with an average 12 month return during
that time period of 12.00%. Add in the 4% In average annual management &
participation fees and BM would have to be delivering average annual returns of’
16% in order for the investors to receive 12%. No Broker-Dealer that I've ever
heard of finances its operations at that high of an implied borrowing rate (source:
Attachment 1; Fairfield Sentry Limited return data from December 1990 - May
2005). Ask around and I'm sure you'll find that BM is the enly firm on Wall
Street that pays an average of 16% to fund its operations.

B. BD’s typically fund in the shori-term credit markets and benchmark a significant
part of their overnight funding to LIBOR plus or minus some spread. LIBOR +
40 basis points would seem a more realistic borrowing rate for a broker-dealer of
BM’s gize,

C. Red Flag # 2: why would a BD choose to fund at such a high implied interest rate
when cheaper money is available in the short-term credit markets? One reason
that comes to mind is that BM couldn’t stand the due diligence serutiny of the
shori-term credit markets. If Charles Ponzi had issued bank notes promising 50%%
interest on 3 month time deposits instead of issuing unregulaied Ponzi Notes (o
his investors, the State Banking Commission would have quickly shut him down.
The key io a successful Ponzi Scheme is to promise lucrative returns but to do so
in an unregulated area of the capital markets. Hedge funds are not due to fall
under the SEC's umbrella until February 2006.

5. The third party hedge funds and fund of funds that market this hedge fund strategy that
invests in BM don’t name and aren’t aliowed to name Bernie Madoff as the actual
manager in their performance summaries or marketing literature. Look closely at
Attachment 1, Fairfield Sentry Ltd.’s performance summary and you won’t see BM’s
name anywhere on the document, yet BM 1s the actual hedge fund manager with
discretionary trading authority over all funds, as agent.

Red Flag # 3: Why the need for such secrecy? If I was the world's largest hedge fund
and had great returns, I'd want all the publicily I could garner and would want to appear
as the world’s largest hedge fund in all of the industry rankings. Name one mutual fund
company, Venture Capital firm, or LBO firm which doesn’t brag about the size of their
largesi funds ™ assets under management. Then ask yourself, why would the world’s
largest hedge fund manager be so secretive that he didn't evern want his invesiors to know
he was managing their mongy? Or is It that BM doesn’t want the SEC and FSA to know
that he exists?

6. The third party FOF’s never tell investors who is actually managing their money and
deseribe the investment strategy as: This hedge fund’s objective is long term growth on
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a consistent basis with low volatility. The investment advisor invests exclusively in the
U.S. and utilizes a strategy often referred to as a “split-strike conversion.” Generally this
style involves purchasing a basket of 30 — 35 Jarge-capitalization stocks with a high
degree of correlation to the general market (e.g. American Express, Boeing, Citigroup,
Coca-Cola, Dupont, Exxon, General Motors, IBM, Merck, McDonalds). To provide the
desired hedge, the manager then sells out-of-the-money OEX index call options and buys
out-of-the-money OEX index put options. The amount of calls that are sold and puts that
are bought represent a dollar amount equal to the basket of shares purchases.

7. 1 personally have run split-strike conversion strategies and know that BM’s approach is
far riskier than stated in 6 above. His strategy is wholly inferior to an all index approach
and is wholly incapable of generating returns in the range of 6.23% 1o 19.98%. BM’s
strategy should noi be able beat the return on US Treasury Bills Due to the glaring
weakness of the strategy:

A. Income Part of the strategy is to buy 30 - 33 large-cap stocks, sell out-of-the-
money index cail options against the value of the stock basket. There are three
possible sources of income in this strategy.

1) We earn income from the stock’s dividends. Let’s attribute a 2%
average return to this source of funds for the 14 ' year time period.
This explains 2% of the 16% average gross annual returns before fees
and leaves 14% of the returns unexplained.

2) We earn income from the sale of OTC OEX index call options. Let’s
also assume that we can generate an additional 2% annual return via the
sale of OTC out-of-the-money OFX index cail options which leaves
12% of the 16% gross returns unexplained. On Friday, October 14,
20065 the OEX (S&P 100) index closed at 550.49 and there were only
163,809 OFEX index call option contracts outstanding {termed the “open
interest™). 163,809 call option calls outstanding x $100 contact
multipiier x 550.49 index closing price = $9,017, 521,641 in stock
equivalents hedged.

3) We can earn income from capital gains by selling the stocks that go up
in price. This portion of the return stream would have to earn the lion’s
share of the hedge fund strategy’s returns. We have 12% of the return
stream unexplained so far. However, the OTC OEX index puts that we
buy will cost AT LEAST <8%> per vear (a lot more in most vears but
I'm giving BM the benefit of every doubt here). Therefore, BM’s stock
selection would have o be earning an average of 20% per year., That
would rean that he’s been the world’s best stock-picker since 1990
beating out such luminaries as Warren Buffet and Bill Milier. Yetno
one’s ever heard of BM as being a stock-picker, much less the world’s
best stock-picker, Why isn’t he famous if he was able to earn 20%
average annual returns?

Red Flag # 4: $9.017 billion in total OEX listed call options outstanding Is

not nearly enough to generate income on BM s total amount of assets under

management which [ estimate to range between §20 - 850 billion. Fairfield

Sentry Lid alone has $5.1 billion with BM. And, while BM may say he only

uses Over-the-Counter{OTC) index options, there is no way that this is
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possible. The OTC markef should never be several times larger than the
exchange listed markei for this type of plain vanilla derivative.

B. Protection Part of the sirategy 18 to buy out-of-the-money OEX index put options.
‘this costs vou money each and every month. This hurts your returns and is the
main reason why BM’s strategy would have trouble earning 0% average annual
returns much less the 12% net returns stated in Fairfield Sentry Lids
performance summary. Even if BM earns a 4% return from the combination of
2% stock dividends and 2% from the sale of call options, the cost of the puts
would put this strategy in the red year in and year out. No way he can possibly be
delivering 12% net to investors. The math just doesn’t support this strategy if
he’s really buying index put options.

Red Flag # 5: BM wouwld need to be purchasing at-the-money put options because
he has only 7 small monthly losses in the pust 14 ¥ years. His largest monihiy
loss is only <0.55%0>, 50 his puts would have lo be at-the-money. At-the-money
put options are very, very expensive, A one-year at-the-money pul option would
cost you <8%> or more, depending wupon the market’s volatility. And <8%>
would be g cheap price io pay in mary of the past 14 % years for put protection!!
Assuming BM only paid< §%> per year in put protection, and assuming he can
earn +2% from stock dividends plus another +2% from call option sales, he’s
still under-water <4%> performance wise. <8%> put cosi + 2% stock dividends
+ 2% income from call sales = <4%>. And, I’ve proven that BM would need to
be earning at least 16% annually fo deliver 12% afier fees fo investors. That
means the rest of his veturns would have 1o be coming from stock selection where
he picked and sold winning stocks (o include in his 35-stock basket of large-cap
names. Lots of luck doing thar during the past siock market crises like 1997 s
Asian Currency Crises, the 1998 Russian Debt / LTCM crises, and the 2000-2002
killer bear market. And index put opfion protection was a lof more expensive
during these crises periods than §%. Muathematically none of BM's returns listed
in Attachment 1 make much sense. They are just too unbelievably good to be irue.

C. The OEX index (S&P 100) closed at 550.49 on Friday, October 14, 2005 meaning
that each put option hedged $55,049 dollars worth of stock ($100 contract
multiplier x 550.49 OEX closing index price = $55,049 in stock hedged). As of
that same date, the total open interest Tor OEX index put options was 307,176
contracts meaning that a total of $16,909,731,624 in stock was being hedged by
the use of OEX index puts (307,176 total put contracts in existence as of Oct 14th
% $55,049 hedge value of 1 OEX index put = $16,905,731,624 in stock hedged).
Note: I excluded a few thousand OEX LEAP index put options from my

. calculations because these are long-term opiions and not relevant for a split-strike
conversion strategy such as BM’s.
Red Flag # 6: At my best guess level of BM's assets under management of §30
billion, or even at my low end estimate of $20 billion in assets under management,
BM would have to be over 100% of the total OEX put option contract open
interest in order to hedge his stock holdings as depicted in the third party hedge
Junds marketing literature. In other words, there are rot enough index option put
coniracts in existence fo hedge the way BM says he is hedging! And there is no
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way the OTC market is bigger than the exchange listed market for plain vanilla
S&P 100 index put options.

D. Mathematically [ have proven that BM cannot be hedging using Hsted index put
and call opticns. One hedge fund FOF has toid me that BM uses only Over-the-
Counter options and trades exclusively thru UBS and Merrill Lynch. I have not
called those two firms to check on this because it scems implausible that a BD
would trade $20 - $50 billion worth of index put options per month over-the-
counter thru only 2 firms. That plus the fact that if BM was really buving OTC
index put options, then there is no way his average annual retums could be
positive!! At a minimum, using the cheapest way to buy puts would cost a fund
<8%> per vear. To get the put cost down to <<8%>, BM would have to buy a one-
year at-the-money put option and hold it for one-vear, No way his call sales could
ever hope to come even fractionally close to covering the cost of the puts.

Red Flag # 71 The counter-party credit exposures for UBS and Merrill would be
o large for these firms credit depariments to approve. The SEC should ask BM
Jor frade tickels showing he has traded OTC options thru these two firms. Then
the SEC should visit the firms’ OTC derivatives desks, talk the to heads of trading
and ask 1o see BM's trade tickets. Then ask the airector of operations to verify
the tickets and ask to see the inveniory of all of the stock and lisied options
hedging the OTC puts and calls. If these firms can’t show vou the off-setting
hedged positions then they are assisting BM as part of a conspiracy to commit
Jraud. If any other brokerage firms equity derivatives desk is engaged in a
conspiracy to cover for BM, then this scandal will be a doozy when it hits the
Jinancial press but at least investors would have firms with deep pockels to sue.
Red Flag # 8: OTC options are more expensive to (rade than listed options. You
have to pay extra for the cusiomization features und secrecy offered by OTC
options. Trading in the size of 820 - 350 billion per month would be impossible
and the bid-ask spreads would be so wide as to preclude earning any profit
whatsoever. These Broker/Dealers would need to offser their short OTC index
put option exposure to a falling stock market by hedging out their short pur option
risk by either buving listed put options or selling short index futures and the
derivatives markets are not deep and liquid encugh to accomplish this without
payving a penalty in prohibitively expensive transaction costs.

Red Flag # 9: Extensive and voluminous paperwork would be required to keep
track of and clear each OTC trade. Plus, why aren’t Goldman, Sachs and
Citigroup involved in handling BM's order flow? Both Goldman and Citigroup
are a lot larger in the OTC derivatives markets than UBS or Merrill Lynch.

E. My experience with split-strike conversion trades is that the best a good manager
is likely to obtain using the strategy marketed by the third-party FOF’s is T-bills
less management fees.  And, if the stock market is down by more than 2%, the
return from this strategy will range from a high of zero return to a low of a few
percent depending upon your put’s cost and how far out-of-the-money it is.

F. In 2000 I ran a regression of BM’s hedge fund returns using the performance data
from Fairfield Sentry Limited. BM had a .06 correlation to the equity market’s
return which confirms the .06 Beta that Fairfieid Sentry Limited lists in Its return
numbers,
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Red Flag # 10: 7t is mathematically impossible for a strategy using index call
options and index puf options to have such a low correlation o the market where
its returns are supposedly being penerated from. This makes no sense! The
strategy depicted retains 100% of the single-stock downside risk since they own
only index put options and not single stock puf options. Therefore if one or more
stocks in their portfolio were to tank on bad news, BM s index put would offer
little protection and their portfolio should feel the pain. However, BM s
performance numbers show only 7 extremely small losses during 14 ¥ vears and
these numbers are too good to be true. The largest one month loss was only =55
busis points (-0.55%) or just over one-half of one percent! And BM never had
more than a one mownth losing sireak!  Either BM is the world's best stock and
options manager that the SEC and the investing public has never heard of or he’s
a froaud. You would have to figure that al some point BM owned a WorldCom,
Erwon, GM or HealthSouth in their portfolic when bad or reafly bad news came
out and caused these stocks to drop like a rock.

8. Red Flag # 11 Two press articles, which came to print well after my initial May 1999
preseptation to the SEC, do doubt Bernie Madoff's returns and they are:

A. The May 7, 2001 edition of Barron’s, in an article entitled, “Pon 't Ask, Don 't
Fell; Bernie Madoff is so secrefetive, he even asks fiis investors to keep mum,”
written by Erin Arvedlund, published an expose about Bernie Madoff a few years
ago with no resulting investigation by any regulators. Ms. Arvediund has since
left Barron’s. I have attached a copy of the Barrons® article which lists numerous
red flags.

B. Michael Ocrant, formerly a reporter for MAR Hedge visited Bernie Madoeff's
offices and wrote a very negative article that doubted the source of BM's returns.
He reported to a colleague that he saw some very unusual things while at
Madoff™s offices. The SEC should coniact him, Michael Ocrant is currently
serving as the Director of Alternative Investments; Institutional Investor; New
York, NY 10001; Telephone # 212-224-3821 or 212-213-6202; Email:
mocrant@iiconferences.com

9 Fund of funds with whom I have spoken to that have BM in their stable of funds
continually brag aboui their refurns and how they are generated thanks to BM’s access to
his broker-dealer’s access to order flow. They believe that BM has perfect knowledge of
the market’s direction due to his aceess to customer order flow into his broker-dealer.
Red Flag # 12: Yes, BM has access to his customer’s order flow thru his broker-deaier
but he is only one broker out of many, so it is impossible for him 1o know the market s
direction to such a degree as o only post monthly losses once every couple of vears. All
of Wall Street's big wire houses experience trading losses on a more regular frequency
that BM. Ask vowrself how BM's rading experience could be so much better than all of
the other firms on Wall Streer. Fither he's the best trading firm on the streer and rarely
ever has large losing months unlike other firms or he’s a fraud.

10. Red Flag # 13: [ believe that BM's refurns can be real ONLY [f they are generated jrom
Sfront-running his customer s order flow. In other words, yes, if he's buying at a penny
above his cusiomer’s buy ovders, he can only lose one penmny if the stock drops but can
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make several pennies if the stock goes up. For example, if a customer has an order o
buy 100,000 shares of IBM at $100, BM can put in his own order to buy 100,000 share of
IBM ar $100.01. This is what's knoww as a right-tail distribution and is very similar to
the pavoff distribution of a call option. Doing this could easily generate returns of 30% -
60% or more per anum.  He could be doing the same thing by front-running customer
sell orders. However, if BM''s refurns are real but he s generating them from front-
running there are two problems with this:
A Problem # 1: front-running is one form of insider-trading and is illegal
B, Problem # 2. generaiing real returns from froni-running but telling hedge furd
investors that you are gencrating the returns vie a complex (but unworkable)
stock and options strategy is securities fraud.

Some time ago, during different market conditions, T ran a study using the Black-Scheles
Option Pricing Model to analyze the value of front-running with the goal of putting a monetary
value on front-running where the tnsider knew the customer’s order and traded ahead of it.
When [ ran the study the model inputs were valued at: OEX component stocks annualized
volatility on a cap-weighted basis was (0% (during a bear market period), the T-bill rate was
5.80%, and the average stock price was $46. 1 then calculated the value of an at-the-money call
options over time intervals of 1 minute, 5 minutes, 10 minutes, and 15 minutes. T used a 233
trading day vear. The SEC should be able to duplicate these resuits:

| minute option =3 cents worth of trade information value
5 minute option = 7 cents worth of trade information value
10 minute option = 10 cents worth of trade information value
15 minute option = 12 cents worth of trade information vaiue

Conclusion: Bernie Madoff used to advertise in industry trade publications that he would pay |
cent per share for other broker’s order flow. If hie was paying i cent per share for order flow and
front-running these broker’s customers, then he could easily be earning returns in the 30% - 60%
or higher annually. In all dme intervals ranging from 1 minute to 15 minutes, having access to
order flow is the monetary equivalent of owning a valuable call option on that order. The value
of these implicit call options ranges between 3 — 12 times the one penny per share paid for access
to order flow. I this is what he’s doing, then the returns are real but the stated investment
strategy is illegal and based solely on insider-trading,

MOTE: Tam pretty confident that BM is a Ponzi Scheme, but in the off chance he is front-
running customer orders and his returns are real, then this case qualifies as insider-trading under
the SEC’s bounty program as outlined in Section 21Afe) of the 1934 Act. However, if BM was
front-running, a highly profitable activity, then he wouldn’t need to borrow funds from investors
at 16% implied interest. Therefore it is far more likely that BM is a Ponzi Scheme. Front-
running is a very simple fraud to commit and requires only access to inside information. The
elaborateness of BM’s fund-raising, his need for secrecy, his high 16% average cost of funds,
and reliance on a derivatives investment scheme that few investors (or regulators) would be
capable of comprehending lead to a weight of the evidence conclusion that this is a Ponzi
Scheme.
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Red Flag # 14: Madoff subsidizes down manths! Hard to believe {and I don 't believe
this) but I've heard two FOF s rell me that they don't believe Madoff can make money in
big down months either. They tell me that Madoff “subsidizes " iheir investors in down
months, so that they will be able to show a low volatility of returns.  These types of
stories are conmonly found around Ponzi Schemes. These investors tell me that Madoff
only books winning rickeis in their accounts and “eats the losses” during monihs when
the market sells off hard. The problem with this is that it 's securities fraud to misstate
either returns or the volatility of those returns. These FOF professionals who heard BAM
tell them that he subsidizes losses were professionally negligent in not turning BM z‘»‘g 0
the SEC, FSA and other regulators for securities fraud.

Red Flag # 15: Why would « fund of funds invesior believe any broker-dealer that
commils fraud in a few important areas — such as misstaiing returns and misstaring
volatility of returns -- ver believe him in other areas? D'd really like io believe in the iooth
Jairy, but [ don't afier catching my mother putting a quarter underneath my pillow one
night.

Red Flag # 16: Madoff has perfect markei-timing ability. One investor rold me, with a
straight face, that Madoff went 1o 100% cash in July 1998 and December 1999, ahead of
market declines. He said he knows this because Madoff faxes his trade tickers to his firm
and the custodial bank. However, since Madoff owns a broker-dealer, he can generate
whatever trade tickeis he wants. And, 'll bet very few FOF's ask BM to fax them frade
tickers. And if these trade tickets are faxed, have the FOF's ther maiched them 1o the time
and sales of the exchanges? For example, if BM says he bot 1 million shares of GM, sold
81 million worth of OTC OEX calls and bot 81 million worth of OTC OEX puts, we
should see prints somewhere. The GM share prints would show on either the NYSE or
some other exchange while the broker-dealers he traded OTC options thru would show
prints of the hedges they traded to be able to provide BM with the OTC options ai the
prices listed on BM s trade fickels.

Red Flag # 17 Madoff does not allow oulside performance audits. One London based
hedge fund, fund of funds, representing Arab money, asked to send in a team of Big 4
accountants to conduct o performance audit during their planmed due diligence. They
were told “No, only Madoffs brother-in-low who owns his own accounting firm is
allowed to audit performarnce for reasons of secrecy in order to keep Madoff's
proprietary rading strategy secret so that nobody can copy if. Amazingly, this fund of
Junds then agreed to invest $200 million of their client's money anyway, because the low
velatility of returns was so attractive!! Let’s see, how many hedge funids have faked an
audited performance history??  Wood River is the latest that comes to mind as does ithe
Manhattan Fund but the number of bogus hedge funds that have relied upon fake audiis
has got to number in the dozens.

Red Flag # 18: Madoff"s returns are not consistent with the one publicly traded option
income fund with a history as long as Madoff’s. In 2000, I analyzed the returns of
Muadoff and measured them against the returns of the Gateway Option Income Fund
(Ticker GATEX). During the 87 month span analyzed, Madoff was down only 3 months
versus GATEX being down 26 months. GATEX earned an annualized return of 10.27%
during the period studied vs, 15.62% for Bernie Madoff and 19.58% for the S&P 500.
GATEX has a more flexible investment strategy than BM, so GATEX s returns should be

10
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superior to BAL's but instead they are inferior. This makes no sense. How could BM be
better using an inferior strategy?

. Red Flag # 191 There have been several option income funds that went IPO since August
2004. None of them have the high returns that Bernie Madoff has. How can this be?
They use similar strategies only they should be making more than BM in up monihs
because mast of these option income funds don’t buy expensive index put options io
protect their portfolios. Thus the publicly traded option income funds should make more
money in up markets and lose more than Madoff in down markets. Hmm....that Madoff s
returng are so high yet he buys expensive pui options is just another reason fo believe he
is running the world's largest Ponzi Scheme. 4 good study for the SEC would be to
compare 2005 performance of the new option income funds o Bernie Madoff while
accounting for the cost of bernie's index put option proiection. There's no way Bernie
can have positive refurns in 2005 given what the market's done and where volatility is.

16. Red Flag # 20: Madoff is suspected of being a fraud by some of the world's largest and
most sophisticated financial services firms. Without naming names. here's an
abbreviated lally;

A. A managing director at Goldman, Sachs prime brokerage operation told me that
his firm doubts Bernie Madclf is legitimate so they don’t deal with him.
B. From an Email I received this past June 2005 I now suspect that the end is near for

BM. All Ponzi Schemes eventually topple of their own weight once they become too large and it

now appears that BM 1s having trouble meeting redemptions and is attempting to borrow sizeable

funds in Europe,

ABCDFFGH and I had dinner with a savvy European investor that studies the HFOF market, He stated

that both REC and Sccgen have removed Madoff some time ago from approved lists of individual

managers used by investors to build their own tailored HFOFS.J

oy
L

bank, I believe he said Paribas. Now why would Madoff need to borrow more funds? This Euro
Investor said that Madoff was in fact running "way over” our suggested $12-14 billion (Fairfieid Sentry}
is running $5.3 BB by themselves!) . Madoff's 12 month returns is abaut 7% net of the feeder fund's]
foos, Looks like he is stepping down the pay out.

C. An official from a Top 5 meney cenier bank’s FOF told me that his {firm wouldn’t
touch Bernie Madoff with a ten foot pole and that there’s no way he’s for real.

17. Red Flag # 21: ECN s didn't exist prior to 1998, Muadoff makes verbal claims fo his
third party hedge FOF's that he has private access to ECN'’s internal order flow, which Madoff
pays for, and that this is a substantial part of the return generating process. If this is true, then
where did the returns come from in the years 1991 — 1997, prior to the ascendance of the
ECN's? Presumably, priov to 1998, Madoff only had access io order flow on the NASDAOD for
which he paid I cent per share for. He would have no such advantage pre-1998 on the large-
cap, NYSE listed stocks the marketing literature says he buys (Exxon, McDonalds, American
FExpress, IBM, Merck, eic...).

18. Red Flag # 22: The Fairfield Sentry Limited Performance Chart (Attachment 1} depicted for
Bernie Madoff"s investment strategy are misleading, The S&P 500 reiurn line is accurate
because it is moving up and down, reflecting positive and negative returns. Fairfield Sentry’s
performance chart is misleading, it is almost a straight line rising at a 45 degree angle. This
chart cannot be cumulative in the conumon usage of the term for reporiing purposes, which
means “geometric returns.” The chart must be some sort of arithmetic average sum, since a true

il
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cumudative return line, given the listed monthly refurns would be exponentially rising (i e.
curving upward at an increasing rate). My rule of thumb is that if the manager misstates his
performance, you can’t trust him. Yet somehow Madoff is now running the world's largest, most
clandestine hedge fund so clearly investors aren’t doing their due diligence. And why does he
provide the S&P 500 as his benchmark when he is aciually managing using a S&P 100 strategy?
Shouldn 't the performance line presented be the S&P 100°s (OEX) performance?
19. Red Flag # 23: Why is Bernie Madoff borrowing money at an average rate of 16.00% per
anum and allowing these thivd party hedge fund, fund of funds (o pocke! their 1% and 20% fees
bases upan Bernie Madoft's hard work and brains?  Does this make any sense at all? Typically
FOR's charge only 1% and 10%, yet BM allows them the extra 10%. Why? And why do these
third parties juil to mention Bernfe Madoff in their marketing literciure? After oll he s the
manager, don 't invesiors have a right to know who s managing their money?
20. Red Flag # 24: Onlv Madoff family members are privy fo the investment strategy. Name
one other prominent wudti-billion dollar hedge fund that doesn’t have outside, non-family
professionals involved in the investment process. You can't because there aren’t any. Michael
Ocrant, the former MAR Hedge Reporter {isted above saw some highly suspicious red flags
during his visit to Madoffs offices and should be interviewed by the SEC as soor as possible.
21. Red Flag # 25: The Madoff family has held important leadership positions with the NASD,
NASDAQ, SIA, DTC, and other prominent industry bodies therefore these organizations would
not be inclined to doubr or investigale Madoff Investment Securities, LLC. The NASD and
NASDAQ do not exactly have a glorious reputation as vigorous regulators untainted by politics
or Mongy.
22. Red Flag # 26: BM goes to 100% cash jor every December 3] year-end according to one
FOF invested with BM. This allows for “cleaner financial statements™ according to this source.
Any unusual transfers or activiey near a quarter-end or year-end is a red flag for fraud.
Recently, the BD REFCQO Securities engaged in "fake borrowing” with Liberty, a hedge fund
that made it appear that Liberty owed REFCO over $400 million in receivables. This allowed
REFCQO io mask its irue debr position and made all of their equity ratios look better than they
actually were. And of course, Grant Thorton, REFCO's external auditor missed this $400 million
entry. As did the two lead underwriters who were also tasked with due-diligence on the IPO -
SER and Goldman Sachs. BM uses his brother-in-law as his external auditor, so in this case
there isn't even the facade of having an independent and vigilant auditor verifying the
accounting enivies. .
23, Red Flag # 27: Several equity derivatives professionals will all rell you that the split-strike
conversion strategy that BM runs is an outright fraud and cannot possibly achieve 12% average
annual returns with only 7 down months during a 14 ¥ year fime period. Some derivatives
experts that the SEC should call to hear their opinions of how and why BM is a fraud and for
some sights into the mathematical reasons behind their belief, the SEC should call:
a. Leon Gross, Managing Director of Citigroup’s world-wide equity derivatives
research unit; 31 Floor, 390 Greenwich Street; New York, NY 10013: Tel#
800.492.9833 or 212.723.7873 or leon.i.gross(@eitigroup.com [ Leon can’t
believe that the SEC hasn’t shut down Bernie Madoff yvet. He’s also amazed that
FOF’s actually believe this stupid options strategy is capable of earning a positive
return much less a 12% net average annual retum. He thunks the strategy would
have trouble earning 1% net much less 12% net. Leon is a free spirit, so if you
ask him he’ll tell vou but vou’d understand it better if vou met him at his
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workplace in a private conference room and tell him he won't need to have
Citigroup lawyers present, you're just there for some friendly opinjons. He talks
derivatives at a high level, so ask simple “ves or no” type questions to start off the
inferview then drill down. |

b, Walter “Bud”Haslett, CFA; Write Capital Management, LLC; Suite 455; 900
Briggs Road; Mount Laurel, NJ 08065, Tel#: 856.727.1700 or '
bud haslett/@writecapital.com  www.writecapital.com [ Bud’s firm runs $
hundreds of millions in options related strategies and he knows all of the math, ]

c. Joanne Hill, Ph.D.; Vice-President and global head of equity derivatives research,
Goldman Sachs (NY), 46" Floor; One New York Plaza, New York, NY 14004,
Tel# 212.902.2908 | Again, make sure she doesn’t lawyer up or this conversation
will be useless to you. Tell her you want her opinion and no one will hold her to
it or ever tell she gave the SEC an opinion without legal counsel present. ]

24. Red Flag # 28: BM's Sharpe Ratio of 2.55 (Attachment 1: Fairfield Sentry Lid,
Performance Data) ts UNBELIEVABLY HIGH compared to the Sharpe Ratios
experienced by the rest of the hedge fund indusiry. The SEC should obiain industry
hedge fund rankings and see exactly how outstanding Fairfield Sentry Lid. s Sharpe
Ratio is. Look at the hedge fund rankings for Fairfleld Sentry Lid and see how their
performance numbers compare (o the rest of the industry, Then ask yourself how this is
possible and why hasn’t the world come to acknowledge BM as the world’s best hedge
Jund manager?

. Red ¥lag #29: BM rells the third party FOF's that he has so much money under
management that he's going to close his strategy fo new investments. However, I have
mer several FOI's who brag about their “special access” to BM's capacity. This would
be hnmorous except that too many European FOF s have told me this same seductive
story about their being so close to BM that he Il waive the fact that he'’s closed his funds
1o other investors but lel them in because they re special. It seems like every single one
of these third party FOF's has a “special relationship” with BM.

b
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Conclusions:

1. Ihave presented-174 months (14 ¥ years) of Fairfield Sentry’s retumn numbers dating
back to December 1990, Only 7 months or 4% of the months saw negative returns.
Classify this as “definitely too good to be true!” No major league baseball hitter bats
960, no NEL team has ever gone 96 wins and only 4 losses cver a 100 game sparn, and
you can bet everything you own that no money manager is up 96% of the months either.
It is inconceivable that BM’s largest monthly loss could only be -0.33% and that his
longest losing streaks could consist of 1 slightly down menth every couple of years.
Nobody on earth is that good of 2 money manager uniess they’re front-running,

2. There are foo many red flags to ignore. REFCO, Wood River, the Manhattan Fund,
Princeton Economics, and other hedge fund blow ups all had a lot fower red flags than
Madoff and look what happened at those places.

3. Bernic Madoff is running the world’s largest unregistered hedge fund. He’s organized .
this business as “hedge fund of funds private labeling their own hedge funds which
Bernie Madoff secretly runs for them using a split-strike conversion strategy getting paid
only trading commissions which are not disclosed.” If this isn’t a regulatory dodge, |
don’t know what is. This is back-door marketing and financing scheme that is opague
and rife with hidden fees {he charges only commissions on the trades). If this product
isn’t marketed correctly, what is the chance that it is managed correctlv? In my financial
industry experience, I've found that wherever there’s one cockroach in plain sight, many
more are lurking behind the corner out of plain view,

4. Mathematically this type of split-strike conversion fund should never be able to beat US
Treasury Bilis muck less provide 12.00% average anmal refurns to mvestors net of fees.
[ and other derivatives professionals on Wall Street will swear up and down that a split-
strike conversion strafegy cannot earn an average annual return anywhere near the 16%
gross returns necessary to be able to deliver 12% net returns to investors.

5. BM would have to be trading more than 100% of the epen interest of OEX index put
options every month. And if BM is using only OTC OX index options, it is guaranteed
that the Wall Street firms on the other side of those trades would have to be laying off a
significant portion of that risk in the exchange listed index options markets. Every large
derivatives dealer on Wall Street will tell vou that Bernie Madoff is a fraud, Go ask the
heads of equity derivatives trading at Morgan Stanley, Goldman Sachs, JP Morgan and
Citigroup their opintons about Bernie Madoff. They’ll all tell the SEC that they can’t
believe that BM hasn’t been caught yet.

6. The SEC is slated fo start overseeing hedge funds in February 2006, vet since Bernie
Madoff is not registered as a hedge fund but acting as one but via third party shields, the
chances of Madoff escaping SEC scrutiny are very high. H'1 hadn’t written this report,
there’s no way the SEC would have known to check the facts behind all of these third
party hedge funds,

i4
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Potential Fall Out if Bernie Madoff turns out to be a Ponzi Scheme:

[f the average hedge fund is assumed to be levered 4:1, it doesn’t take a rocket scientist {0
realize that there might be anywhere from a few hundred billion on up in selling pressure
in the wake of a $20 - $50 billion hedge fund fraud. With the hedge fund market
estimated to be §1 tnllion, having one hedge fund with 2% - 5% of the industry’s assets
under management suddenly blow up, it 18 hard to predict the severity of the resulting
shock wave. You just know it'll be unpleasant for anvwhere from a few days to a few
weeks but the fall out shouldn’t be anywhere near as great as that from the Long Term
Capital Management Crises, Using the hurricane scale with which we've all become
quite familiar with this year, I'd rate BM turning out to be a Ponzi Scheme as a Category
2 ar 3 hurricane where the 1998 LTCM Crises was a Category 5,

Hedge fund., fund of funds with greater than a 10% exposure to Bernie Madoff will Hkely
be faced with forced redemptions. This will lead fo a cascade of panic selling in all of the
various hedge fund seciors whether equity related or not. Long -—short and market neutral
managers will take losses as their shorts rise and their longs fall. Convertible arbitrage
managers will lose as the long positions in underlying bonds are sold and the short equity
call options are bought to close. Fixed income arbitrage managers will also face losses as
credit spreads widen. Basically, most hedge funds categories with two exceptions will
have at least one big down month thanks to the unwinding caused by forced redemptions.
Dedicated Short Funds and Long Volatility Funds are the two hedge fund categories that
will do well.

The French and Swiss Private Banks are the largest investors in Bernie Madoff. This will
have a huge negative impact on the Evropean capital markets as several large fund of
funds implode. 1 figure one-half to three-quarters of Bernie Madofl"s funds come from
overseas. The unwinding trade will hurt all markets across the globe but it is the Privaie
Eurcpean Banks that will fare the worst.

European regulaters will be seen as not being up to the task of dealing with hedge fund
fraud. Hopefully this scandal will serve as a long overdue wake-up call for them and
result in increased funding and staffing levels for European Financial Regulators.

In the US Fairfield Sentry, Brovhill, Access International Advisors, Tremont and several
other hedge fund, fund of funds will all implode. There will be a call for increased hedge
fund regulation by scared and battered high net worth investors.

The Wall Street wire house FOF's are not invested in Madoff™s strategy., Asfaras]
know the wire house’s internal FOF’s all think he’s & fraud and have avoided him like the
plague. But these very same wire houses often own highly profitable hedge fund prime
brokerage operations and these operations will suffer contained, but painful nonetheless,
losses from loans to some hedge funds that go bust during the panic selling. As a resuit,
[ predict that some investrent banks will pull out of the prime brokerage business
deeming it too volatile from an earnings standpoint. Damage to Wall Street will be
unpleasant in that hedge funds and FOF’s are a big source of trading revenues. If the
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hedge fund industry fades, Wall Street will need to find another revenue source to replace
them.

7. US Mutual fund investors and other long-term investors in main stream investment
products will enty feel 2 month or two’s worth of pain from the selling cascade in the
hedge fund arena but their markets should recover afierwards.

8. Congress will be up in arms and there will be Senate and House hearings just like there
were for Long Term Capital Management.

9. The SEC’s critics who say the SEC shouldn’t be regulating private partnerships will be
forever silenced. Hopefully this leads to expanded powers and mmereased funding for the
SEC. Parties that opposed SEC entry into hedge fund regulation will fall silent. The
SEC will gain political strength in Washington from this episode but only if the SEC is
proactive and launches an immediate, full scale investigation into all of the Red Flags
surrounding Madoft Investment Securities, LLC, Otherwise, it is almost certain that
NYAG Elliot Spitzer will launch his investigation first and once again beat the SEC to
the punch causing the SEC further public embarrassment.

10. Hedge funds will face increased due diligence from regulators, investars, prime brokers
and counter-parties which is a good thing and long overdue,
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Potential Fall Gut if Bernie Madoff is found aut to be front-running customer order flow:

1. This would be just one more black eye among many for the brokerage industry and the
NYSE and NASDAQ. At this point the reputations of both the NYSE and NASDAQ are
already at rock bottom, so there’s likely iittle downside left for these two troubled
organizations.

2

The industry wouldn't miss a beat other than for the liquidation of Madoff Investment
Securities, LLC. Figure it will be similar to REFCO’s demise only there won’t be a
buyer of the firm given that they cheated customers who would all be embarrassed 1o
remain cusiomers once the news they’ve been ripped off is on the front-pages. These
former customers are more likely to sue for damages than remain customers, Unsecured
lenders would face losses but other than that the industry would be better off.

3. At least the returns are real, in which case determining restitution could keep the courts
busy for years. The Class Action Bar would be thrilied. A lot of the FOFs are registered
offshore in places where the long arm of the law might not reach. My guess is thal the
fight for the money off-shore would keep dozens of lawyers happily employed for many
years.

4. The FOF’s would suffer little in the way of damage. All couid be counted on to say “We
didn't know the manager was generaiting returns illegally. We relied upon the NYSE and
NASDAQ 1o regulate their markets and prevent front-running therefore we see no reason
10 return any funds.”

Attachments:
1. 2 page Summary of Fairfield Sentry Lid with performance data from December 1990 —
May 2005
2. Copy of the May 7, 2001 Barrons’ article, “Don’t Ask, Don’t Tell; Bernie Madoff is so
secretetive, he even asks his Investors to keep piem,” written by Erin E. Arvediund.
3. Partial list of French and Swiss money-managers and private banks with investments in

Bernie Madoff's hedge fund. Undoubtedly there are dozens more European FOF’s and
Private Banks that are invested with BM.

4. 2 page offering memorandum, faxed March 29, 2001, for an investment in what I believe
is Fairfield Sentry Ltd., one of several investment programs run by Madoff Investment
Securities, LLC for third party hedge fund, fund of funds. I do not know who the source
was who faxed this document since the fax heading 1s blank. The document number
listed at the botiom of the page appears to read  1\Data\WPDOCS|AG 94021597

17
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ATTACHMENT 1: Fairfield Sentry Performance Data

Fairfield Sentry Litd Fund Category{s):

Long/Short Equity

Sirategy Description:

The Fund seeks to obtain capital appreciation of ifs assets principally fhrough the utifization of a nortraditional options lrading strategy
descrived as "split strike comversion”, to which the Fund abocates the predominant portion of iis assats, This strategy has defined risi
and profit parameters, which may be ascertained when a pariicular position is estabiished. Sef forth below is a descriplion of the "split
strike conversion” sirategies ("S8C Investmenis”). The establishment of a typical position entalls {1} the purchase of a group or hasket
of equity securities that are intended to highly comrelsie (o the S&2 100 Index | {li) the sale of aul-of-the-monay 3&P 100 index cafl
options in an equivaient contract vakle dollar amount to the basket of equlty secutities, and (i) the purchase of an equivalent number
of out-of-tha-money 8&> 100 tndex put options, An index call option is out-of-the-money when its strike price is greater than the
current price of the index an index put option s out-of-the-money when the strike price is lower than the current price of the index.
The basket typlcally consists of approvimately 35 to 45 stocks in the 3&P 100. The lagic of this strategy is thaf once 3 long stock
positicn has been estabiished, selling a call against such long position wilt increase the standstill rate of retum, white aliowing upward
movemeni o e short call strike price. The purchase of an out-ofthe-money put, funded with part or all of the call premium, protects
the equity positlon from downside risk. A bullish or bearish bias of the positicns can be achieved by adjusiment of the strike prices in
the S&P 100 puts and calls. The further away the strike prices are from the price of the S&P 100, the more builish the sirategy.
However, the dolfar value underlying the put oplions always spproxdimates the value of ihe basket of stocks.

Caontact info Fees & Structure
Fund; Fairfield Sentry Ltd Fund Assets: $5100,00mitiion
General Partner: Arden Agset Management Strategy Assets: $5300.00million
Address: 919 Third Avenue Firm Assats: $8300million
11th th Floor Min. Investment: £ 0.10million
Mew York NY 10022 Management Fee: 1.00%
USA Incentive Fee; 20.00%
Telr 212-319-6060 Hurdie Rate:
Fax: High Water Mark: Yes
Email: fairfieldfunds®@fggus.com Additions: Monthly
Contact Person: Fairfield Funds Redemptions: Monthly
Portfolio Manager: Lockup:
Inception Date: Dec-1990
Moepey Invested In: United States
Open to New Yos
Investments:

Annual Returns
1990 ¢ 1691 | 1682 | 1893 | 1984 | 1995 | 1995 | 1997 | 1998 § 1960 [ 2000 | 2001 | 2007 | 2003 | 2004 | 2005

2.83% 118 58% }14.67%§11.68%]11.40%[12.95%§12.99%§14.00%113.40%[14.18% 11 .55% [ 10.55%}8.33% 5 21% | 7.07% {2.52%
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Year To Date:]  2.52% Sharpe Ratio (Rolling 123 2.56

Highast 12 Month Retum: S cdih 255
Lowest 12 Month Return, Std. Dev, (Monthlyy| 0.75%
S Sfd. Dev. (Rolling 12):] 2.74%

0.96% Beta: 0.06

3.36% Alpha: 0.91

i Rl 030

Average Gain: R Squared: 0.08

Average Loss:
ol fitaa
Compounded Monthly Return:

i

Maximum Drawdown:

Jan Feb Mar Apr May Jun Jul ALIg Sep Ot Nov Dec

1990 NFA MNIA NIA NZA NIA N/A MNA MNiA NIA N/A N 1283%E
1991 I3.08% Bl 146% EJ0B0% E|1 0% ET8B% E03TH B2 04% B 10V N Ej D0 E  282% Ef00B% EE 1.683% E
1982 [048% Ef279% B 101 E | 286% Ef M8 (120% EJOCO%EF0.02% EJ0AD% E | 1.40% E{ 1.42% B 1.43% &
1093 JOGO%EITO3%E1.B6%E|0.06% Ef1.72% Ef086% EJO0S% E[17B% EJOIBRE|LTTRE 0.45% &
1994 [2.18% Ef 0B6% 11 52% E{182% CSHOBI% E|C20%E [ 1.78% EJ042% Ej 0.82% £ 1.88% E | (0B8% [066%E
1995 FO.92% E0.76% Ej0B4%E}1BI% EI172% E]050% E]1.08% & IR E|TB0MTI0SI% T 110%E
1886 {140% E{OT3%UE{ 123U E|064% Ej141% E[OR2W EY1.92% E|027T% EJ122% E|T10%EL1.58% EfO48U E
1997 [245% E|073% EIR88% E |1 1T%EICB3%E|1.3% EJ0VE% E| 038N E|239% E|0E5% E{156% Ej042% E
1898 [N091%E|128% Ef178% Cj042% E[1.768% F11.28% Ei083% E 028U E|104% E[183% E]084% EI0A3%E
1905 F208%E|017% Ef220% E|0B6% EF151%E|1.75% E] 043% E[C04% EIQ7I% E1 V% E|1B1% E}0.30% E
2000 J2R20%Ej020%E {1 84% E|034% E{137T% EjO80% EJOBE% E]132% EJ025% E| 082N E|0B8% Fj043% £
2001 J221% EI0 4% EJ1 IR EJT32%EIOI2R E[ 023N R 044% ET.O1%R EJOT7I%N EJ 128U E|121% E|CAO% E
2002 FO.03%E|0B0% EJOAB%E]116% E{212% E0.26% E]3.36% E| (00% |0123% EJ073% E016% ELO0B% E

2003 A 1 004% EJ1UT% E|D10% EJOB5% Ef1.00% E144% EJ0.22% E |0.93% E{1.32% E % J032%E
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Exam Report

Regulatory Summary

Background

Business and Operational Section:

Bernard L. Madoff Investment Securities LLC ("the Firm”) has been a member of NASD
since March 25, 1960. The Firm is also a member of CSE, MSRB, DTC, OCC, NSCC
and SIPC. The Firm is currently organized as a limited liability company and is wholly
owned by Mr. Bernard L. Madofi (CRD# 316687). The Firmi is a Levei 2 firm, and the
current net capital category is 15¢3-3 Ai Nasd $250k. The Firm operates pursuant to
16¢3-1(a)(2){1) and is required to mainfain a miminmum net capital requirement of
$250,000. Due to the number of stacks that the firm makes markets in, the firm’s
requirement is increased 1o $1,000,000. The Firm is self clearing. The Firm engages
in market making and also trades securities for its own account.

Service Bureau: None

The Firm's internet home page is: www.Madoff.com

The Firm processes approximately 2,400,000 transactions per month. Greater than
89% of the firm’s orders are from broker dealers, orders will be accepted electronically
by other firms hitting the firm’s bid or ask. Bernard L. Madoff Securities, LLC, has

" developed a computer program, Madoff Integrated Support System (MISS) that
automatically executes orders with broker deaiers. The firm also has approximately
thirty (30) institutional customers that fransmit orders through Bloomberg for execution.
These orders will be handled the same way in which broker dealer orders are handled.

This document cantains proprietary and confidential information and shall not be reproduced or
disclosed without prior writien authorization from NASD,
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The foliowing material changes occurred at the Firm within the last six months: None

Offices, Ownership and Personnel:

The Firm employs approximately 80 registered p@réOﬂS that operate from s main office.
The firm does not maintain any branch office locations.

Ownership:

“Peter Barnett Madoff Chief Compliance | 316688 | Less Than 5%

Officer .
Bernard Lawrence Madoff Sole Member 316687 75% Or More

Supervisory Personnel:

General Compliance Peter Madoff June 1969
Anti-Money Laundering Pater Madoff April 2002
Compliance B
Financial Reporting Bernard L. Madoff March 1860
Operations Bernard L. Madoff March 1960
Options Peter Madoff April 1876
Trading Market Making Andrew Madoff & December 1999
Mark Madoff November 1988
Customer Complaints Bernard L. Madoff March 1960
Written Supetrvisary Peter Madoff June 1966
Procedures ‘ '
Review of Supervisory Bernard L. Madoff March 19860
System
Customer Inquiries Bernard L. Madoff March 1860

Exam History

The tabie below summarizes the recent examination history including the last two
routine exams and other exams during the same time period (excluding TCs and.CCs):

This document contains proprietary and confidential information and shall not be reproduced ‘or
disciosed without prior written authorization from NASD.
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E1001048¢ | RE 04/23/2001 | Filed
Without
Actlion
E109850060 | RE 05/17/1999 | Letter Of | 1020 Registration Of Principals
Caution

Narrative as Reported on Form U-6 Regarding Disciplinary History:
None
Rationale

The following is the rationate for the exam focus:

Exam Element Group: Administration

= Rationale for Exam Element Group: Other regulatory requirements - Staff
will review form filings - to ensure that Form -4, U-5 and BD are
accurately filled out and filed timely.

Exam Elément Group: Registration and Education

+ Rationale for Exam Element Group: Other regulatory requirements - Staff
will review regulatory element of continuing education to ensure the fim
did not have any inactive registered persons during the review period.

Exam Element Group; Firm Supervision

« Rationale for Exam Element Group: Other (WSP review for underlying
business areas) - The staff will review the supervisory procedures for ail
business lines on which the 2003 exam siaff focused.

. Exam Element Group: Internal Controls

+ Rationale for Exam Element Group: Mandatory area of review - Pursuant
io DSM 02-086, Staff will review internal confrols related to internal audit,
new products, trading risk controls and independent review.

This document contains proprietary and confidential information and shall not be reproduced or
disclosed without prior written authorization from NASD.
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Exam Eiement Group: Capital and Credit Regulation

e Rationale for Exam Element Group: Mandatory area of review - Staff will
conduct a net capital computation for the period ending July 31, 2003,
choosing the most recent net capital computation because the FOCUS
report and core examiner did not reveal concems for any specific time
period,

Exam Etement Group: Cusiomer Profection

¢ Rationale for Exam Element Group: Mandatdry area of review - The siafi
will ensure the firm complies with its claimed exemption to SEC Rule
1563-3.

Exam Element Group: Financial Controis

+» Rationale for Exam Element Group: Mandatory area of review - Pursuant
to exam supplement H, the staff will ensure independence of the firm's
contracted auditor. The staff will review the firm's AML policies.

Exam Element Groun: Broker-Dealer Conduct

o Rationale for Exam Element Group: Mandatory area of review - Staff will
review customer grievances to determine if there are any patterns of
compiaints or arbitrations received. If patterns exist, staff will consider
expanding the focus to include other areas.

Exam Element Group: Customer Information and Disciosures

» Rationale for Exam Element Group: Mandatory area of review - Staff will
conduct a review of Reg. SP requirements noted as a mandatory area of
review. '

Exam Element Group: Trade Reporting

« Rationale for Exam Element Group: Other regulatory requirements - The
staff will review io ensure compliance with the irade reporting
requirements as set forth in MSRB Rule G-14.

Exam Element Group: Offerings

Rationale for Exam Element Group: Other regulatory requirements - The staff
will substantiate the firn's ciaim that it has not participated in municipal securities
offerings. '

Exam Element Grougj: Broker-Dealer Conduct

This document contains proprietary and confidential information and shall not be reproduced or
disclosed without prior written authorization from NASD.
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« Rationale for Exam Element Group: Other regutatory requirements - The
staff will substantiate the firm's claim that it has nof participated in
municipal securities offerings and ensure the firm has procedures in
place in the event it conduct a business requiring compliance with MSRB
Rule G-37/38.

Findings

Apparent Yiolations
None

Gther Maﬁers

Form Filings

Question: For applicable new hires, did the firm obtain a copy of Form U-
5 or CFTC Form 8-T from the previous employer?

Response: Yes

Records Reviewed:

® Erﬁpfoyee records

e Recently Hired Employees (List of}
Exhibits:

¢ Recently Hired Employees (List of) [3]

Description of Finding and Root Cause Anaiysis: Staff reviewed
employee records of five recently hired istered person as of May 1
2001. Staff reviewed the files of :

that the firm obiained form U-5 filed by each 0
previous employers within (60)days.

Form Filings

Question: Did the firm file (and, as necessary, amend) the Form U-5 with
NASD and provide a copy to the registered person within the required
time frame? '

e representatives

Response: Yes
Records Reviewed:
¢ Late Charge Report (05/25/2001 - 08/28/2003)

e Recently Terminatéd Employees (List of)

This document contains proprietary and confidential information and shall not be reproduced or
disciosed without prior written authorization from NASD.
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¢ Form U-5

=xhibiis:

= Late Charge Report]1]
e Recently Terminated Employees (List of) {2]

Description of Finding and Root Cause Analysis: Staff review of the late
charge report did not reveal any late U-5 filings for the pericd May 25,
2001 through August 26, 2003. in addition the staif conducted a walk
through of five recently terminated representatives as of May 25, 2001
Staff reviewed Form U-5 filings for the following representatives and
found that ip i the firm filed the U-5 within 30 days of
terminatio

Form Fifings ‘
Question: Does the firm keep its Form BD cuirent and accurate?

Response. Yes

Records Reviewed:

e Form BD
Exhibits:
¢ Form BD [4]

Description of Finding and Root Cause Analysis: Staff review of the firm's
Form BD revealed that it appears to be accurate in regards to names,
address, ownership percentages, business types, affiliates,
memberships,...etc. No problems were noted.

Qualification and Registration

. Question: Are associated persons properly qualified and registered, as
required, including those registered in a fimited capacity?

Re_éponse: Yes
Records Reviewed:;
« Registered Persons (List frcﬁn CRD oriRIZ)
Sample Name: Qualification and Registration Sample 1
Recommended Selection Method: Random
Seiection Method: Random
Sample Type: Detection
Sample Size: 33

This document contains proprietary and confidential information and shali not be repreduced or
disciosed without prior written authorization from NASD.
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Sampie Population: 73
Samptle Review Period: 08/01/2003 - 08/31/2003
Sample DescriptionfRationale: All equity traders,

Description of Finding and Root Cause Analysis: Staff sampled thirty-
three equity fraders of the seventy-three employed at the firm for the
period August 1, 2003 through August 31, 2003, as suggested by the
sampling guidelines. The review revealed all had proper licenses and
registrations. None of the registered representatives receive
commissions, as they all receive a salary and a bonus.

Cruafification and Registration

Question: Does the firm have two registered principals pursuant to
NASD Rule 1021(e) or an exemption from the two-principal requirement?

Response:. Yes
Records Reviewed:
« CRD

+ [RIS

Dascription of Finding and Root Cause Analysis: The firm only has one
(1) municipal securities principal (Bernard Madoff), however the firm is
engaged in a general securities business and pursuant to the MSRB Rule
G-3, only needs one qualified Municipal Securities Principal, since there
are several other General Securities Principais employed by the firm. in
addition, the firm has not conducted a municipal securfiies business for
the previous two (2)exams.

Regulatory Flement of Continuing Education

Question: Did the firm permit, directly or indirectly, any inactive
registered representatives to either perform or to be compensated for
activities, conducted while inactive, that require an aclive securities
registration? |

Response: No

Records Reviewed: ’

e CE Inactive Reporis (05/25/2001 - 08/26/2003)
Exhibits:

= CE Inactive Reporis [5]

Description of Finding and Root Cause Analysis: Staff review of the CRD
CE Inactive reports for the period of 05/25/2001 through 08/26/2003 did
not reveal any inactive registered persons.

This document contains proprietary and confidential information and shall not be reproduced or
disclosed without prior writlen authorization from NASD.

MADOFF_EXHIBITS-03877



Case 2:09-cv-00816-SRC-MCA. Document 42-12  Filed 03/12/10 Page 30 of 91

Bernard L. Madoff Investment Exam#  E10030067
Securities LLC
Firm CRD # 2625 ‘Content version # 35
8 of 26 pages '

Correspondence

Questicn: Does a registered principal review all incoming and outgoing
(written and electronic} correspondence with the public relating to the
investment banking or securities business, or does the firm provide
appropriate training to associated persons?

Response: Yes

Records Reviewed:

¢ Correspondence (Writien and Electronic)

o Written Supervisory Procedures

Sample Name: Correspondence Sample 1
Recommended Seiection Method: Systematic
Selection Method: Systematic
Sample Type: Detection
Sample Size: 54
Sampie Population: 500
Sample Review Period: 05/25/2001 - 09/12/2603
Sample Description/Rationale: Electronic correspondence

Description of Finding and Root Cause Analysis: Staff review of fifty-four
pieces of correspondence as suggested by the sampling guidelines,
revaaled ali correspondence were reviewed by the appropriate persennel,
Staff only reviewad electronic corespondence because the firm did not
have any written correspondence. Shana Madoff reviews electronic
correspondence on a daily basis.  Once she reviews the emails she
archives them into three ditferent categories spam, business and
personal. Ms. Madoff walked the staff through her process of reviewing
the correspondence. -

Supervision

Question: Has the firm implemented an adequate supervisory sysiem
designed fo detect and prevent potential rule violations?

Response. Yes

Records Reviewed:

= Written Supervisory Procedures _
s Annual Compliaﬁce Meeting Atiendance List

e Annual Compliance Meeting Qutline or Agenda

This document contains proprietary and confidential information and shall not be reproduced or
disclosed without prior written authorization from NASD.
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Sample Name: Supervision Sampie 1
Racommended Selaction Method: Random
Selection Mathod: Randbm
Sample Type: Detection
Sample Size: 35
Sampile Population: 86
Sample Review Period: 05/25/2001 - 09/12/2003
Sample Description/Rationale: All Registered Representatives

Description of Finding and Root Cause Analysis: Staff sampled thirty-five
registered employees of the firm as recommended by the sampling
guidelines. Staff found that ali thirty-five registered representatives
sampled participated in the compliance meetings. The firm conducts
weekly compliance meetings. The meetings are in the form of lectures or
mass e-mailings with information described in the firm's yearly written
training plan. Al information that is sent {o the registered representatives
is kept in a compiiance binder. Additional information is provided to
registered personnel during continuing education seminars. Information
may be sent out by any of the firm's officers. Shana Madoff, Compliance
Counsel, mainiains the information along with proof of participation and
emait receipts.

internal Communications

Question: Does the firm maintain records of internal communications?
Response: Yes

Records Reviewed:

« Internal Communications

Descriptibn. of Finding and Root Cause Analysis: Shana Madoff maintains
all emails on the firms server. The emails are archived for each
registered person and categorized by spam, business and personal.

internal Communications

Question: Does the firm have written procedures for reviewing,
approving, distributing, and mainiaining internal communications?

- Response: Yes
Records Reviewed:

e Witten Supervisory Procedures

This document contains proprietary and confidential information and shall not be reproduced or
disclosed without prior wiitten authorization from NASD.
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Description of Finding and Root Cause Analysis: Staff review of the firm's
written supervisory procedures revealed that the firm has procedures for
reviewing, approving, distributing and maintaining internal controls. Staff
sat with Shana Madoff as she demonstrated to the staff how she
conducts her review of emails on a daily basis. Ms. Madoff spends about
three hours of her day reviewing all emails. All emails are automatically
sent fo Ms. Madoff for her review.

Board of Directors - Senior Management

Question: Does the Board/senior management advise key employees of
acceptable business activities and acceptabile jevels of risk?

Response: N/A

Description of Finding and Root Cause Analysis: Senior management is
involved in day to day operations.

internal Communications

Question: If the firm has written procedures for reviewing, approving, and
distributing internal communications, are the procedures followed?

Response: Yes

Records Reviewed:

e Internal Communications

e  Written Supervisory Procedures

Description of Finding and Root Cause Analysis: Staff sampled five
traders at the firm. Staff reviewed internal communications for the five
traders and determined that the procedures for internal communications
were being followed.

Board of Directors - Senior Management

Question: Does the Boardfsenior management advise key employees of
acceptable business activities and acceptable levels of risk?

" Response: Yes

Description of Finding and Root Cause Analysis: Senior management is
involved in day to day operations. Bernard Madoff and Peter Madoff are
invoived in every aspect of the firm's business. Mr. Madoff verbally
informs the firm's employees regarding any issues. Since Mr. Madoff is
invoived in every aspect of the firm's business, he is aware of ali
activity/risks, he also ensures that all guidelines are adhered to.

This document contains proprietary and confidential information and shali not be reproduced or -
disclosed without prior written authorization from NASD.
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Board of Directors - Senior Management

Question: Are these business activity/risk level guideiines reviewed and
updated with appropriate frequency?

Response: Yes

Description of Finding and Root Cause Analysis; Please see the
response to the above question, "Does the Board/senicr management
advise key employees of accepiable business activities and acceptable
ievels of risk?"

Board of Direciors - Senior Management

Question: Does the Board/senior management communicate these
guidelines to key employees in a clear and timely manner?

Response: Yes

Description of Finding and Root Cause Analysis: Please see the
response to the above question, "Does the Board/senior management
advise key employees of acceptable business activities and acceptable
levels of risk?"

Board of Directors - Senior Management

Question: Does the Board/senior manageiment monitor {o ensure these
guidelines are adhered to?

Response: Yes

Description of Finding and Root Cause Analysis: Please see the
response to the above question, "Does the Board/senior management
advise key employees of acceptable buszness activities and accepiabie
levels cf risk?"

Credit Risk

Question: Does the firm have adequate writien internal control and risk
management procedures relating to credit risk, including margin?

Response: NA '

Firm's Response to Finding: The firm dees not engage in any sort of
credit risk. Al transactions are done on an RVP/DVP basis.

Financial Analvsis

Question: Does the firm have adequate written internal control and risk
management procedures for monitoring frends in the firm's financial
status?

Response. Yes

This document contains proprietary and confidentia information and shail not be reproduced or
disclosed without prior written authorization from NASD.
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Description of Finding and Root Cause Analysis: The firnv's FINOP, on g
daily basis reviews and computes the firm’s positions, general ledger and
net capital computations. The FINOP reports all trends to Bernard
Madoff.

Financial Analvsis
Question: s there evidence that the firm implements these procedures?

Response: Yes

Description of Finding and Root Cause Analysis: Staff review of the firm's
financials for the previous twelve months did not reveal and financial risk
as the firm is extremely well capitalized. The firm's excess net capital has
bean over $300 million doliars for each month over the past year. Staff
review of the instite Surveillance and Focus reports did not reveal any
exceptions that would put the firm at risk.

Funding and Liguidity

Question: Does the firm have adequate written internal control and risk
management procedures relating to funding and liquidity activities,
including contingency plans?

Response. Yes

Description of Finding and Root Cause Analysis: The firm does not have
any bank loans or lines of credit. The firm is well capitalized, for the
period ending July 31, 2003, the firm had an excess net capital of
$365,486,618. The firm is family run and operated, with members of the
Madoff family comprising senior management. They are in constant
contact with ali individuals and departments at the firm.

Funding and Liguidity

Question: s there evidence that the firm implements these procédures?
Response: Yes

Description of Finding and Root Cause Analysis: It has been determined

by the staff that the firm's business has been constant for several years.
Staff reviewed insite Surveillance for the past year and revealed the firm
has been consistent.

internal Audit

Question: Does the staff responsibie for conducting internal audits have
an appropriate degree of independence from the departments and peopie
they audit?

Response: N/A

This document contains proprietary and confidential information and shall not be repraduced or
disclosed without prior written authorization from NASD.
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Description of Finding and Root Cause Analysis: The firm does not have
an Internal Audit Depariment. The firm has approximately 80 employees.
Trading, financials, compliance etc. are reviewed on a daily basis by the
appointed supervisory personnel. The firm's business has not changed
since its inception, the firm primarily deals with Broker/Dealers and
trading for ifs own accoumnt.

Systemns and Operations Risk

Guestion: Does the firm have adequate written internal control and risk
management procedures relating to operations, clearance and
settlement, and management information systems?

Response: Yes

Description of Finding and Root Cause Analysis: Madoff Securities has a
disaster recovery fadiiity, located in Queens, NY. It is fully equipped and
staffed. The duplicate office has all of the features of the primary Madoff
Securities offices. The facility is tested continuously to ensure that it is
prepared fo take over the firm's operations if any kind of disaster were to
affect the Manhattan office. Members of the firm's staff are rotated

through the facility and regularly perform their work from it. Thus, thereis
always staff on hand in case disaster strikes at the firm’s main office.

The disaster recovery facility is on a different electric power grid than the
main office, and it is served by a different telephone central office. The
facility also has its own electrical generator.

The firm’s proprietary trading system ("MISS") provi
rvisors Andrew Madoff, Mark Madoffi=
ith all types of alerts if certain trading parameters are exceeded.
The MISS system shows traders positions at any given time; position
fimits; reports trades the instant they are executed; and indicates type of
order flow execution traffic. The four supervisors review frade
parameters on a real time basis of all the traders and sysiems.

Trading‘ Risk Controls

Question: Does the firm have adequate written internal control and risk
management procedures relating to trading activities?

Response: Yes

Description of Finding and Root Cause Analysis: The firm's proprietary
trading system ("MISS"™) provides the four supervisors Andrew Madoff,
ith all types of alerts if
certain trading parameters are exceeded. The MISS system shows
traders positions at any given time; position limits; reports trades the
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instant they are executed,; and indicates fype of order flow execution
traffic. The four supervisors review trade parameiers on a real fime basis
of all the traders and systems.

The firm walked the staff through the process of reviewing the irading
systems and traders. ‘

independent Review

Question: Does senior management’s assessment of the firm's major
credit risks appear accurate?

Response: Yes

Description of Finding and Root Cause Analysis: Staff review of the firm's
financial statements appear to be accurate. Since the firm is family run
and Bernard Madoff is invoivad in every aspect of the business he is
aware of any risks if any may be present. Staff review was unable {o
address any credit risk items. The firm is well capitalized.

independent Review

Question: Are credit risk items consistent with the authorizing guidelines,
and are they adequately managed?

Respénse: Yes

Description of Finding and Root Cause Analysis: Please see response {0
above guestion, (Does senior management's assessment of the firm's
maior credit risks appear accurate?)

Net Capital Verification

Question: Is the firm's net capital computation correct?

Response: Yes

Records Reviewed: |

o Net Capital Computation Workbook (07/0112003 - G7/31/2003)

e Net Capital Combutation Work papers (07/01/2003 - 07/31/2003)
Exhibits: '

+ Net Capital Computation Workbook [16]

Description of Finding and Root Cause Analysis: Staff computed a net
capital computation for the period ending July 31, 2003. As of July 31,
2003, the firm computed a net capital of $366,486,617.61, with a
minimum net capital requirement of $1,000,000, resulting in excess net
capital of $365,496,617.61.
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During the staff's review of the firm's inventory, it was noted that the firm
values it's inventory using Bloomberg. The firm however uses code UQ
which is the official PX NASDAQ close price if available for the securities,
if not the primary code of US is used which is a code that reflects a '
composite ciosing price. The staff aiso used Bloomberg however the
staff's Bloomberg is defaulted to the US code which gave different values
for six of the forty positions sampled. The staff manually changed the
code for the position that generated different values and obtained the
same value as the firm. Per Bernard Madoff, using the UQ code is the
most conservative and appropriate way to mark the positions to market.

As a result of the staff's review, the staff computed a net capital of
$366,507,405.84, with 2 minimum net capital requirement $1,000,000,
resulting in excess net capital of $365,507,262.21.

The difference is aftributed to the difference of the marking of the
positions to market which resulted in a difference of $10,644.60. Staff
tested twenty short positions and twenty long positions all in excess of
$750,000. The total long market value verified by the staff was '
$19,840,686 and the total short market value verified by the siaff was
$19,214,562.

Staff also reviewed fen options positions which reveled that the firm was
taking haircuts consistent with the Rule of Interpretations guide book. in
addition, the staff reviewed all the firm's options positions that have not
expired. The staff reviewed four call positions which the firm valued at
$6,735 and the staff value at $7 465, This resulted in a difference of
{$730). In addition the staff reviewed five put positions which the firm
valued at $31,650 and the staff valued at $31,900, a difference of ($250).
As stated earlier, the firm uses a different code in Bloomberg to obtain its
values. The firm take & more conservative approach to the pricing of the
options. The difference is immaterial to the firm's net capital.

Met Capital Yerification

Question: Did the firm conduct a securities business while deficient?
Response: N/A

Customer Protection - PAIB .

Question: Is the firm's PAIB Reserve Formula computation accurate?
Response. NA

Exhibits:

e PAIB Reserve Formula kasheeﬁ Schedule [57]
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Description of Finding and Root Cause Analysis: The firm does not
accept customer funds, all the firm's transactions are done on an
RVP/DVP basis.

Customer Protection - PAIB

Question: Are the computations, deposits into and withdrawals from the
PAIB Reserve Bank Account made on a timely basis?

Response: N/A
Exhibits: '
e Review of Firm's PAIR Reserve Computations [56]

Description of Finding and Root Cause Analysis: Staff reviewed reserve
formulas for the period July 1, 2003 through July 31, 2003 and noted that
the firm did not have a reserve reguirement. The firm maintains $20,000
on deposit in the reserve bank account. A review of the reserve account
revealed that the firm did not have any additions or withdrawals during
the above time period. 99% of the firm's customers are broker/dealers.

Protection of Customer Cash

Question: Has a Special Reserve Bank Account been established?
Response: Yes

Description of Finding and Root Cause Analysis: Please see previous
question - Customer profection - PAIB. The firm does not receive
customer funds.

Monitoring for Anti-Monev Laundering Reguirements

Question: Does the firm properly report cash transactions exceeding
$10,000, and properly maintain records?

Response: N/A

Exhibits:

« Currency Transactions - Exceptions Schedule [50]

Description of Finding and Root Cause Analysis: The firm does not
receive cash of currency. -

fMonitoring for Anti-Money Laundering Reguirements

Question: Does the firm inciude proper information and keep proper
records for transmittail of funds exceeding $3FD€BO.OO?.

Response: N/A

Bescription of Finding and Root Cause Analysis: The firm does not wire
- funds to customers, as all accounts are RVP/DVP and accounts are fiat.

This document contains proprietary and confidential information and shall not be reproduced or
disclosed without prior writien authorization from NASD.
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Customer Grievances

Question: Does the firm create and maintain a record of ali customer
complaints and other related records pursuant to SEC Rule 172-3, SEC
Ruie 17a-4, MSRB Rule &-8, and MSREB Rule &-87

Response: Yes

‘Records Reviewed:

s Customer complaint file

e 3070 Reporis

Exhibits:

s  Customer Grievances [36]

Description of Finding and Root Cause Analysis: The firm maintains a
customer compiaint file, however, it has not received any customer
complaints. The staff ran the firm's 3070 filings off the 3070 dasciosur@
site on the NASD's infranet and noted no complainis.

Customer Grievances

Question: Does the firm maintain a record of ali arbitration and fitigation
files pursuant to SEC Rule 17a-3 and SEC Rule 17a-47?

Response: Yes

Records Reviewed:

e Arbitration and litigation files

Exhibits. .

» Customer Grievances [36]

Sample Name: Arbitrations and Litigations $amp§e 1
Recommended Selection Method: Systematic
Selection Method: Systematic
Sample Type;. Detection
Sample Size: 2
Sample Population: 2
-Sample Review Period: 05f21!200‘i - 09/12/2003

Sample Description/Raticnale: All arbitrations since last exam.

This document contains propristary and confidential information and shall nof be repraduced or
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Description of Finding and Reot Cause Analysis; The firm maintains a
arbitration/litigation file, which includes two arbitrations against the firm.
The one arbitration is an action against the firm by Next-frade to recover
payment for order matching services performed by Nextirades elecironic
communications network ("ECN"). The arbitration seeks an amount of
$838.76. The second arbitration against the firm seeks payment in the
amount of $3,058.24 for failure to make payment to Domestic Securities
for use of its ECN. Both of these arbitrations are de minimis in nature
and do not appear to pose a significant adverse impact on the firm's net
capital position.

Regulation §.P

Question: Does the firm provide initial, annual, and revised privacy
notices as required by Regulation $-P, including the opportunity to "apt
out” of certain information sharing arrangements?

Response: N/A

Description of Finding and Root Cause Analysis: The firm does not
maintain any retail customers.

Transaction Repeorting

Question: - Did the firm report trade information in equity securities
accurately to the appropriate entity?

Response: N/A -
Exhibits!
s Transaction Reporting - Block Exception Report |23}
» Transaction Reporting - Bunched Exception Report [24]
e Transaction Reporting - Equities Exception Schedule [40)
e Transaction Reporting - Equities Fail to Report [41]
= Transaction éepeﬁing - Equities [42] |

Description of Finding and Root Cause Analysis: Staff will not review
transaction reporting for the firm as market regulation conducted a

trading and market making review under examination number
MRD200339223 in March 2003, In addition, staff ran a query through the
MSRB for any trades during the period May 25, 2001 through September
12, 2003. Jon Nachtsheim of MSRB contacted the staff and stated that
Madofi does not have a symbol and has not conducted any transactions -
for the time period reguested.

Filing Reguirements

Question: Have all applicabie filing requirements been met?

This document contains proprietary and confidential information and shall not be reproduced or
disclosed without prior written authorizafion from NASD.
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Response: N/A

Exhibits:

e Firm List of Offerings [37]

= RMunicipal Filing Requirements Exceptions [38}

Description of Finding and Root Cause Analysis: The firm indicated that it
did not conduct any underwritings. The staff did not notice any evidence
o the contrary.

Municipal Materia! Events

Question: Does the underwriter ensure that the issuer discloses material
events pursuant tc SEC Rule 15c2-127

Reasponse: NA

Description of Finding and Root Cause Anaiysis: The firm did not conduct
any underwritings, or make any recommendations in municipal securities
during the review period.

Political Contributions and Consultants

Question: is the firm in compliance with the requirements of MSRE Rule
G-377

Response: Yes

Records Reviewed:
o Form G-37/G-38
e General ledger

Description of Finding and Root Cause Analysis: Staff review of the firm's
general iedger did not reveal any political contributions. The firm filed a
Form G-37x on February 21, 1998

Political Contributions and Consultants

Question: [s the firm’s use of consultants in compliance with the
requirements of MSRE Rule G-387

Respdnse: NIA
Exhibits: -
« Disclosure and Reporting Verification for Consultants {59}

Firm's Response to Finding: The firm does not use Municipal Finance
Professionals.

This document contains proprietary and confidential information and shall not be reproduced or
disclosed without prior written authorization from NASD.
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Exit Conference

- Firm Name: Bernard L. Madoff Investment Securities LLC
Examination Number: E10030067
Date: :101’23/2003
Attendees: Bemard Mado

Exit Conference Location: 885 Third Avenue, 18" Fioor

MNew York, NY 100622

ltems Noted:

¢ No Apparent Viclations

Appendix A
Exhibit List
1 Late Charge Report
2 Recently Terminated Emplioyees (List of)
3 Recently Hired Employees {List of} -
4 Form BD
5 1 CE Inactive Reports
6 Anti-Money Laundering Compliance Program
7 Written Supervisory Procedures
8 AML independent testing results and findings
9 Net capital computation
10 ' _ Balance sheet and income statement
11 . -1 Bank statements
12 FOCUS Report
13 General ledger
14 Reserve Bank Account Lefter

This document contains proprietary and confidential information and shall not be reproduced or
disciosed without prior written authorizatxon from NASD.
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15 Reserve Bank Account statements

18 Net Capital Computationn Workbook

17 NASD Assegsment Report

18 Annual audit report

19 Auditor engagement letter or description of the nature and scope

of the non-audit services provided by the accountant

20 Operations Infernal Control Procedures

21 independence of Accountant Checklist

z2 ' - | Supervisory System - Written Supervisory Procedures Checklist
23 Transaction Reporting - Biock Exceplion Report

24 Transaction Reporting - Bunched Exception Report

25 Transaciion Reporting - Municipal

20 - | Transaction Reporiing - Municipal Fail to Report

27 Transaction Reporting - Municipal Exception Schedule

28 Transaction Reporiing - Corporate Bonds

29 Transaction Reporting - Corporate Bonds Fail to Report

30 " | Transaction Reporting - Corporate Bonds Exception Schedule
31 : Commissions - Equities

32 Commissions - Corporate Debt

33 Commissions - Government

34 Comunissions - Municipal

35 Operations Order Ticket Exception

3B ' Customer Grievances

37 Firm List of Offerings

38 Municipal Filing Requirements Exceptions
'35 Unsuitable Recommendations

40 Transaction Reporiing - Equities Exception Schedule

41 Transaction Reporting - Equities Fail to Report

42 Transaction Reporting - Equities

43 . Markup Markdown - Government
44 . Markup Markdown - Corporate Debt

45 ' | Markup Markdown - Municipal

46 ‘ Markup Markdown - Equities

47 , Sales Practice Potential Exception

48 Foreign Financial Accounts - Exceptions Schedule

49 Transportation of Currency or Monetary instruments - Exceptions

Schedule ‘

50 Currency Transactions - Exceptions Schedule

51 Completion of Customer Sell Orders Exception Schedule

52 Excess and Deficiency Scheduie

53 t oans Collateralized By Securities Schedule

54 Review of Firm's Reserve Computation

55 Reserve Formula Worksheet Schedule

56 ' Review of Firm's PAIB Reserve Computations

57 PAIB Reserve Formula Worksheet Schedule

Thls document contains proprietary and confidential information and shali not be reproduced or
disciosed without prior written autherization from NASD.
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58 Summary Of Subordinated Loan Agreements
159 Disciosure and Reporting Verification for Consultants
60 Net Capital Computation Workpapers
Appendix B
Review Records

3070 Reporis 05/250/2001 09/12/2003
AWIL independent testing results and
findings
Annual Compliance Meeting 2001 2002
Attendance List
Annual Compliance Meeting Outline or | 2001 2002
Agenda :
Annual audit report 2002 2002
Anti-Money Laundering Compliance 2002 2003
Program
Arbitration and iitigation files 05/25/2001 08/12/2003
Auditor engagement letter or
description of the nature and scope of
the non-audit services provided by the
accountant
Balance sheet and income statement | 07/01/2001 0743112003
Bank statements 07/01/2003 07/31/2003
CE Inactive Reporis 052512001 08/26/2003
CRD
Correspondence {Written and 1 05/25/2001 09/12/2003
Electronic)
Customer complaint file 1 0512512001 098/12/2003
Employee records : _
FOCUS Repaort 07/01/2063 07/31/2003
FOCUS Report 12/01/2001 12/31/2001
Form BD
Form G-37/G-38 2001 2003
Form U-5 2001 2003

1 General ledger 07/61/2003 07/31/2063
RIS
information Request
internal Communications 01/2003 03/30/2003
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iate Charge Report (5/25/2001 (8/26/2003
NASD Assessment Report 2002 2002

Net Capital Computation Workbook 07/01/2003 07/31/2003
Net Capital Computation Workpapers | 07/01/2003 07/31/2003
Net capital compuiation 07/01/2003 07/31/2003
Operations Internal Control

Procedures

Recently Hired Employees (List of} 05/25/2001 00/12/2003
Recently Terminated Empioyees (List (512512001 08/12/2003
of}

Registered Persons (List from CRD or 05/25/2001 09/12/2003
RIS ‘

Reserve Bank Account Letter

Reserve Bank Account statemenis 07/01/2003 O7/31/2003

Written Supervisory Procedures

This document contains proprietary and confidential information and snall not be reproduced or

disclosed without prior written authorization from NASD.
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Appendix C

Sampling Guidelines

Gualification and Registration

Oualification and Registration Sampie 1 (Detection)

Racommended Selection Method:  Random

Sample Selection Method:- Random

Sample Size: 33

Sample Population: 73

Sample Reviewri‘—"eriod: g 08/01/2003 - 08/31/2003

Sample Description/Rationale: All equity traders.

Sample Devigtions: ‘ 0

Sample Projections: 95% confident that violations occur in at

least 0% of the population.

Quadification and Registration

Qualification and Registration Sample 2 {Detection)

Recommended Selection Method:  Random

Sample Selection Method: Random
Sample Size: : 33
Sample Population: | - 73 _
Sample Review Period: | 08/01/2003 - 08/31/2003
. Sample Description/Rationale: Ali equity traders.
Sample Deviations: h G
Sample Projections: ' 5% confidert that violations occur in &t

least 0% of the population.

Correspondence

This document contains proprietary and confidential information and shall not be reproduced o
disclosed without prior written authorization from NASD.
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Correspondence Sample 1 {Detection)

Recommended Selection Method:  Sysiematic

Sample Seleciion Method: Systematic
Sample Size: 54
Sample Population: 500

Sample Review Period:
Sample Description/Rationale:
Sample Deviations: : 0

Sample Projections:

Exam#  ET10030067

Content version # 35

05/25/2001 - 09/12/2003

Electronic correspondence

95% confident that violations occur in at

least 0% of the population.

Supervision
Supervision Sample 1 (Detection)

. Recommended Salection Methqd: Random 7

Sample Seiection Method: Random
Sample Size: 35
Sample Population: 8O

Sample Review Period:
Sample Description/Rationale:
Sample Deviations: . 0

‘Sample Projections:

05/25/2001 - 09/12/2003

All Registered Representatives

5% confident that violations occur in at -

least 0% of the popuiation.

Customer Grievances

Arbitrations and Litigéftians Sample 1 (Deteciion)

Recommended Selection Method:  Systematic

" Sample Selection Method: Systematic
Sample Size: _ 2
- Sample Population: 2

Sample Review Period:

Sample Description/Rationale:

05/21/2001 - 09/12/2003

All arbitrations since last exam.

This document contains propréetafy and confidential information and shall not. be reproduced or
disclosed without prior written authorization from NASD.
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Sample Deviations: &

Sample Projections: 85% confident that violations occur in at least 0% of the
popuiation, '

This document contains proprietary and confidential information and shall not be reproduced or
- disclosed without prior written authorization from NASD.
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BAKER & HOSTETLER LLP
45 Rockefeller Plaza

New York, NY 10111
Telephone: (212) 589-4200
Facsimile: (212) 589-4201

Attorneys for Irving H. Picard, Esq., Trustee for
the Substantively Consolidated SIPA Liguidation
of Bernard L. Madoff Investment Securities LLC
and Bernard L. Madoff

UNITED STATES BANKRUPTCY COURT
SOUTHERN DISTRICT OF NEW YORK

SECURITIES INVESTOR PROTECTION
CORPORATION,

Plamntiff,

V.

BERNARD L. MADOFF INVESTMENT
SECURITIES LLC,

Defendant.

In re:
BERNARD L. MADQFF,

Debtor.

IRVING H. PICARD, Trustee for the Liguidation of
Bernard L. Madoff Investment Securities LLC,

Plamtift,
V.

PETER B. MADOFF, MARK D. MADOFF,
ANDREW H. MADOFF, and SHANA D. MADOFF,

Defendants.

300026787

Adv. Pro. No. 08-01789 (BRL)
SIPA LIQUIDATION

(Substantively Consolidated)

Adv. Pro. No. (BRL)
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customers’ funds and using them in a wide array of outside business ventures, ranging from real

estate partnerships to hair salons, for their own personal benefit.

63. The Family Defendants used their IA Accounts to funnel BLMIS customers’
money to themselves and their family members, as described in greater detail below. They each

withdrew millions more than they invested into those accounts.

64. The Family Defendants failed to sufficiently perform any of the regulatory,
supervisory, or compliance roles required of senior managers in a securities firm. They each
received huge sums of money from BLMIS without any legitimate business purpose. None of
them could have had a good-faith basis to believe either that they were entitled to the money or
that it was the result of benefit or value they conferred to the Firm. They each failed to note or
report any of the blatant irregularities and improbable gains reflected in their own personal IA

accounts and in the Firm’s business practices and operations.

Peter Madoff

65. The Trustee has thﬁs far identified at least $60,631,292 that Peter Madoff received
from BLMIS which is recoverable through this action. Between 2001 and 2008, Peter was paid a
total of $20,067,920 in salary and bonus. In addition, he received over $3.5 mﬂlion paid either
directly to him or to vendors on his behalf as a “draw” during that same period. These purported

“draws” alf came directly from BL.MIS’s bank accounts.

66. Peter maintained two customer accounts with BLMIS, The Trustee has learned so
far that Peter invested $32,146 into his accounts—including a grand total of only fourteen

dollars afier December 1995—vyet he redeemed $16,252,004. 1t was—or at the very least,

-26-
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should have been—obvious to Peter that the gains reflected in his IA account statements did not

reflect actual securities transactions or market conditions during that fime.

67.  In fact, the Trustee has been unable to verify that any money was ever invested
into one of Peter Madoff's investment accounts——account number 1M0174. Notwithstanding the
lack of actual investment, the March 2002 account statement reflects transactions in Microsoft
stock generating a purported gain of $8,752,620. These trades were a complete fabrication.
Despite having no money or securities invested i the account, Peter’s investment account
suddenly shows that approximately $15.4 million worth of Microsoft stock had been
“purchased” in or about December 2000 and “sold” in or about January 2002. The first
evidence of this “purchase” of Microsoft stock does not appear until March 2002, Less than two
months later, on or about May 17, 2002, Peter Madoff redeemed nearly $6 million from this
account, which included the gains from the fabricated Microsoft transactions. The purchase and
sale of Microsoft shares reflected on Peter Madoff™s account statements were a complete fiction.
They never occurred. They were simply typed out on his account statements to justify his

withdrawal of nearty $6 million of other people’s money.

68.  Defendant Peter Madoff continued to withdraw sums of money far exceeding the
invented gains of the fabricated Microsoft transaction. Between April 2003 and May 2005, he

withdrew an additional $6.9 million from the same account.

69. Peter’s investment account was again manipulated in September 2005 to falsely
reflect the purchase of 125,000 shares of Appie Computer (“Apple™) stock m or about January
2004, more than a year and a half carlier. The first evidence of this purported “purchase” does

not appear until September 2005.

27
300026787
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¢
)

1 UNITED STATES DISTRICT COURT
; FOR THE DISTRICT OF NEW JERSEY
2 CIVIL ACTION NO. 09-00816 [SRC) (MAS)
3
4
5| THE LAUTENBERG FOUNDATION, DEPOSITION UPON
JOSHUA S. LAUTENBERG AND ORAL EXAMINATION
¢ | ELLEN LAUTENBERG, OF
: PETER MADGFF
7 - :
| Plaintiffs
¢
9 Vs
10 |
. PETER MADOFF,
17
12 Dafendant

. COPY

2]

=

16§ TRANSCRTIPT of the stenocgraphic
17 ¢ notes of SUSAN GIOFFRE, & Notary Public and
18 Certified Court Reporter of the 3tate of New Jersey,

16 License No. XI001220, taken at the offices oi
20 LANKLER, SIFFERT & WOHL, LLP, 500 Madison Avenue
21% New York, New York, on Thursday, November 12, 2003,

22 commencing at approximately 10:45 a.m.

7 ‘Zm 66 W, M, Pleasant Avenne
7 Rizman Livingsten, NJ 67039
Rappaport {973) 992-7650 Fax (973) 992-0666
bBillensRose, e 1-885-444-DEPS

E-maik reporters@rrdresreom
Certified Court Reporters P @r
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L pEARANCES:

&

MR. SPADA: Ran, as I mentioned before

1 1
% CELROY, DEUTSCH, MULVANEY & CARPENTER, LLP 2 we began, I'd jike 10 read a statement into the
300 Mount Kemite Avenue 3 record,
4 PO Bax 2075 4 My name is Charles Spada. I'm counsal
5 ;’;‘;r%ﬁg%;“é;é%w Jersey 07362-2075 5 for Mr. Madof?, with me is Rosie Rubir.
btrif@mdme-law.com & The Plaintiffs’ Complaint alieges that
& Qfdz%&”fg?a;‘ég% e 7 in December 2008, Defendant, Peter Madoff, was toid
7 | "GREGTRIF, £5G. 8 that his brother had committed 3 massive, decades
i STEPHEN M. GREENBERG, ESQ. ¢ long, now notorious fraud in the investment advisory
8 FOU"SEI for Plaintiffs 10 at Bernard L. Madoff Investment Securities, LLC.
1% i..ANKLER, SIFFERT & WOHL, LLP 11 Upon Bernard Madoff's arrest in
500 Madison Avenue - 33rd Floor 12 December 2008, the FBI and the trustee appointed by
1 %i";;rggi ;é%g York 10£10-3398 13 the court to liguidate BLMIS under the Securities
12 };padg@gmaw,mm 14 Investor Protection Act, took over Madoff Securities’
rubin@lswiav.com 15 premises and seized alf Madoff Securities’ documents,
13 FYJETI\?!%TRSBPQE AéSEéQ' 16 Those documents include 40 years' worth
14 Counsel for Defendant 17 of e-maill, correspondance, account statements,
15 18 financial documents and other documents,
i? 18 At the time the U.5. Altorney's office
18 20 for the Southern District of New York launched a
ég 2% wide-ranging investigation of _Beman’i Madoff's Ponz
21 22 fraud, which is stilf ongeing elevan maonths later,
2z 23 This investigation has resulted in the
%2 24 prosecution of Bernard Madoff and two other
75 25 individuals,
3 5
1 1 Peter Madoff remains a subject of this
, INDEX 2 irvestigation.
3 3 The ULS. Attomey's office has stated
, (s NAME PAGE NO. 4 i a recent publicly available court filing that it
5 5 has secured, "The contents of one-half flcor of an
. PETER MADOFF 6 office buliding containing the equivalent of
7 : DIRECT EXAMINATION BY MR, RICCIO 3 7 ‘thousands of boxes of documents®, concerning the
8 &  Ponzi scheme, and that's in the Motion for
1% 9  Reconsideration of Ball Conditions iy United States
11 13 vs Frank DePascate.
fi EXRIBLTS 11 Peter Madoff has no accessto the
" EXRIBITNO.  DESCRIPTION PAGE NO. 12 documents secured by the LS, Atiormey's office.
}2 . Compiaint o 13 The complaint here alleges that thg
16 B2 Answeer of Dafendant 14 Plaintiffs, with whom Peter Madoff had no direct
o Peter Madoff 14 15 relationship, are among the vickims of Bemnard
T b Dpinion 16 Madoff's fraud in the investment advisory busingss
18 i - 17 The heart of the Complaint 15 that in
e Oraer Amending Ogtaton 3% 18 hindsight, Peter Madoff did not satisfactorily
p-5 {Documents Re: Lautenberg 13 address a complex series of red flags that arose over
0 E:Lrgi::éndat!onl "°5hufg 20 a period of years concerming Bernard Madoff's
21 71 investrent advisory business and that Peter Madoff
» ” M’;’f‘;‘gﬂ? Michzel Gmgﬁf 22 was a culpabie participant in the fraud in that he,
2 23 directly or indirectly, endorsed, induced or
7 Article by Esin Arvediund, 2 concesled the securities law violations of Madoff
24 3 3/r01 81 .
5 25  Securities.
2 {(Pages 2 to 5)
p z 66 W. Mt. Pleasant Avenne
Rizman Livingston, NJ 07039
Rappaport (573) 9927656 Fax (973) 992-0666
QMGH&RGSE, LLC 1-888-444-DEPS

Certified Court Reportars

E-mail: reporters@rrdresrneom
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1 The Complaint's allegations and 1 MR. RICCIO: Yes. Additionally, we do
2 ibefendant's various defenses are thus extremely fact 2 not agree with the charscterization of the
31 hntensive, potentially depending on the precise 3 allegations in this Complaint against Mr. Madoff.
4 ldrcumstances in which each aieged event occurred 4 They are significantly different than
S lover 3 20-plus year period and Peter Madoffs duties 5 Pleintffs’ view of things.
& land knowledge at varicus times during this 20-plus o We would refer to our Complaint and to
7 lyear period. 7 udge Chesler's Opindon denying the Defendant’s
8 Even the sharpest of memories could not 8  Motion te Dismiss in substantial parts.
9 laccurately address these issues without the benefit g Whether the Fifth Amendment is properly
10 |of reviewing and being refreshed by extensive 19 inwoked will depend on a guestion-by-question
11 irefevant documents which we will seek 10 obtain 11  analysis of the guestion and the answer.
12 lpursuant to the normal discovery process. 112 As we undersiand it now, you're going to
13 Accordingly, we have asserted that in 113 beinvoking the Fifth Amendment on a blanket basig,
14 [ehe interast of fairness, accuracy and efficiency, 14 s that correct? -
15 |document discovery shoutd proceed before depositions. | 15 MR, SPADA; Untll we have access to the
16 Document discovery would enable Peter 16 documents, he'll be aliowed to give you his name and
17 ito refresh his recollection of refevant facts and 17 no other information concerning this matter,
18 [events in this matter. 18 MR, GREENBERG: Could we have two
19 Piaintiffs, however, lave baen 1 19 seconds?
20 junwilling to adjourn Peter's testimony, and the Court 20 MR, SPADA: Sure, We're going off the
21 [has granted Plaintiffs’ application to take the 2% record?
22 ipefendant's depasition over our chjection and request | 22 MR. GREENBERG: Yes.
23 o stay the deposition unti the parties have had an 23 {Discussion off the record.)
24 |coportunity for document discovery. 24
25 1n light of alf the circumstances 25
I o
1 |detailed apove, our only responsible alternative is 1 PETER MADQFF,
2 ito advise Peter Madoff to exercise his constitutional 2 called as a witness, having been first
3 iright to dedine 1o answer the Plaintiffs’ questions 3 duly sworn according to law,
4 iat this time, 4 tegtifies as foliows:
5 in 2001, the U.8. Supreme Couwrt, it a 5
& idecision in Ohio vs. Reiner, noted that the Fifth & DIRECT EXAMINATION BY MR. RICCIO:
7 lamendment's basic function is to protect innocent men | 7
& iwha otherwise might be ensnared by ambigucus 8 G Mr. Madoff, my name is Ronald Ricde.
g |drcumstances. 19 With me today at this deposition to my
10 An innocent man could find no more 10 eft is Greg Trf, to his left is Stephen Greenberg.
11 rambiguous and treacharous circumstances than these, | 11 We are counsel for Plaintiffs in a
12 MR. RICCIO: Justin response briefly, 12 {awsult, The Lautenberg Foundation vs Peter Madoff,
i3 ia few points, o 13 You are Peter Madoff, are vou not?
14 First, the argument that counsel has i4 A Yes,
15 ijust advanced, in what amounts to a seff-serving 15 G And you are the Defendant in this !
16 Istatement, was presented to Judge Arec. 16 adlion, are you not?
17 The argument was rejected, an Order has 17 A Yes
18 ibeen entered, and My, Madoff is here today pursuant | 18 G Now, you've been administered an cath to i
1% ito a court order. 18 telf the truth. The oath that you have been :
20 Additionaliy, the - 20 administered is the same oath as you would take if
21 MR. SPADA: Ron, just to clarify that. 21 you were calied to testify at a trial in this matter,
22 We do niot have the court arder yet, but 22 All of your answers and ali of my
23 iboth sides, 's understood we're not disputing, 23 guestions are being stenographically transcribed by a
24 [we're operaling under that the Court has ordered that | 24 cowrt reporter,
25 1this deposition take place. 25 The reason we're doing that is so that
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 Madoff-Direct

fthere ig a record of what happens here today.

1 1 against myself,
2 I st aay point in time you don't 2 9] Have you ever been a defendant in a
3 understand & question that ! ask, then please ask me 3 civil case?
4 ito repeat it or rephrase it, and 1 will, otherwise 4 A - Upon the advice of my counsel, T
5 ¥'m going to assume that you understood the question | 5§ respecifully decline to answer based on my right
& land gave an answar knowingly understanding the 6 under the Fifth Amendment to the United States
7 question that [ asked. 7 Constitution not to be compelled to be a witness
8 Do you understand that? 8 against myself,
g A Yes g Q  Are you currently a defendant in any
1% G You aiso need to verbalize alt of your 10 case other than this action?
11 lanswers so that, you know, a nod, for exampls, cannot | 11 A Upon the advice of my counsel, I
12 ibe transeribed because it's not audible, 12 respectfully decline to answer based an my right
13 Do you understand that? 13 under the Fifth Amendment to the United States
14 A Yes. 14 Constitution not to be compelled to be a witness
15 G From time to tme during the course of 15 against myself,
16 ithis deposition, your lawyer may make an ochjection to | 16 Q Have you read the Compiaint in this
17 iz question that T ask, 17 ackbon?
18 You should allow him to make hig 18 A Upon the advice of my counset, T
1% iobjection, and then uniess he directs you not to 19 respectfully dedline to answer based on my right
20 ianswaer, you are required o do so. 20 under the Fifth Amendment to the United States
71 o you understand that? 21  Constitution not to be compelled to be @ withess:
22 A Yes 22 against myseif,
23 G Is there any reason why, because of your 23 MR. RICCIO: Would you mark that as P-17
24 ihealth, you are unable to testify today? 24 {Complaint is received and marked as
251 A R 25 Plaintiffs’ Exhibit 1 for Identification.)
1§ Where do you five, Mr. Madoff? 1 0 Mr. Madoft, P-1 for Identification is a
2 '_ A Upen the advice of my counsal, I 2 copy of the Complaint in this matter, Lautenberg vs
3 Erespectfu%ly decline to answer based on my right 3 Peter Madoff.
4 winder the Fifth Amendment to the United States 4 I'm going to show you P-1 and ask you o
S Constitution not to be compelied to be a witness 5 take a look at it and telt me when you've examined
6 lagainst myself, & it
7 G What's the basis for your assertion of 7 {Witness reviewing exhibit.)
8 ithat? 8 & Have you had an opportunity fo look at
9 MR, SPADA: The basis is on advice of S the Complaint?
18 counsal, il A Upon the advice of my counsel, [
i1 Q  Are you in fgar of a criminal 11 respectfully dedline 1o answer based on my right
12 prosecution? 12 under the Fitth Amendment to the United States
13 MR, SPADA: I refuse to aliow the 12 Constifution nat to be compelied to be a witness
14 jwithess o answer that because it may result in the 14 against myself.
15" idisciosure of attormey/dient privilege. is Q Do you feel that you are risking
16 1 0 Areyouthe tergst of a grand jury 16 self-incrimination because thirty-seconds ago you
17 jinvestigation? 17 feafed through P-17
18 ; MR. SPADA: Same objection, and I refuse ig A Upon the advice of my counsel, I
19 -- a5 we stated in our statement, we've been informed | 19 respectfully decline to answer based on my right
20 Ihe is the subject of the investigation, 20 under the Fifth Amendment to the United States
21 §  Have you ever been deposed before? 21 Constitution not to be compelled to be a witness
22 A Upon the advice of my counsel, I 22 against myseff.
23 mrespectiully decline to answer based on my right 23 MR. SPADA: Are you asking that he sit
24 lunder the Fifth Amendment to the United States 24 here and review the whole Compiaint?
35 iConstitution not o be compelled to ba 5 witness 25 MR. RICCIO: No. I asked him fo examing
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it, and he did.

O Have you ever seen P-1 before today?

A Upon the advice of my counsel, 1
respectfully decline to answer based on my right
under the Fifth Amendment to the United States
+ Constitution not to be compelied to be 8 witness
against myself.

Q  Have you discussed the Complaint in this
saction with anyone other than your lawyers?

. A Upon the advice of my counsel, 1
respactfully decline to answer basad on my right
unider the Fifth Amendment to the United States
Constitution not t be compelled to be a witness
against myseif,

Q  Is Shana Madoif your wife?

A Upon the advice of my counsel, ©
respectfully decline to answer based on my right
under the Fifth Amendment to the United States
Constitution not to be compelled to be a witness
1 against mysalf, =
1 MR, RICCIO: Can we mark this as P-2 for
Hdentification?

(Answer of Defendant Peter Madoff is
freceived and marked as Plaintiffs' Exhibit 2 for
 Identification. }

g Did you authorize Mr. Spada to file this
Complaint?

MR. SPADA: Qbjection, calls for
attorney/dient privilege, and 1 instruct the witness
riof {0 answer,

MR, RICCIO: Let me correct my guestion
to which you objected.

I meant to say "Answer.”

Q  bid you authorize Mr. Spada to file this
Answer on your behalf?

MR. SPADA; Same objection, and !
instruct the witness not te answer,

G Did you review the Answer before it was
filed?

A Upon the agvice of my counsel,
respectfully dediine to answer based an my right
under the Fifth Amendment to the United States
Constitution not to be compeiied to be a witness
against myself,

Q Have you ever read the Answer?

A Upon the advice of my counsel, 1.
respectfully deciine to answer basad on my right
under the Fifth Amendment to the United States
Constitution not to be compelied to be & witness
against mysetf,

P P B2 D RO P kel ek bed Jes bk ded Gk ek ek s
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_ G By the way, Shana Madoff is your
‘daughtar, correct?
: A Upon the advice of my counsel, 1
irespecifully decline to answer based on my right
fungder the Fifth Amendment to the United States
* Constitution not to be compelled to be a witness
t against myself.
_ 0  Take alook at P-2 for Identification
| which is the Answer filed by your lawyers to the
Complaint in this action, and please take your time
and go throtgh it, okay?

{Witness reviewing exhibit.} .

Q  And am I correct that this answer was,
fited on your behaif by yvour attorney, Mr. Spada?

A Upon the advice of my counsel, |
respactfully decline to answer based on my right
under the Fifth Amendment o the United States
Constitution not to be compelied to be a witness
against myself.

G Is Mr. Spada your attorney?

A Upon the advice of my counsed, 1
respectfully decline to answer based on my right
under the Fifth Amendment to the United States
Constistion not to be compelled to be a witness
Against myself,

25

O Did Mr. Spada file this Answer without
showing it fo you?

A Upon the advice of my counsal, §
respectfully decline to answer based on my right
under the Fifth Amendmaent to the United States
Constitution not to be compelled to be a withess
against myself.

Q  Take & look at paragraph 11 of the
Answer, pleasa.

MR. SPADA: 1don't think we have it
{Handing.}
Q Do you have paragraph 11 in front of
you?
{Witness reviewing exhibit.}
Q Lo yvou want me to regeat my question?
Do you have paragraph 11 in front of

you?
A Yes.
Q Have you read it?
A Yes,
Q 15 it accurate?
A Upon the advice of my counsed, 1

respectfolly decling to answer based on my sight
under the Fifth Amendment to the United Siates
Constitution not to be compelled 1o be a witness
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LoMadeff-Direct

18 20

1 iagainst myself. 1 Constitution not to be compelled to be a witness

2 Q  Paragraph 11 states that you're an 2 @gainst myseif.

3 iattorney. Are you an atiorney? 3 Q  Did you allow 3 knowingly false answer

4 A& Upon the advice of my counss, 4 o be filed with the Court in this matier?

5 irespectfully decline to answer based on my right 5 MR. SPADA: Obiection.

& |under the Fifth Amendment to the United States 6 A Upon the advice of my counsel, T

7 {onstitution not o be compelied to be a witness 7 respectfully decline to answer based on my right

8 |against myself. 8  under the Fifth Amendment to the Unitad States

g i Q  Are you 63 years old? % Constittion not (o be compelied to be a witness
10 0 A Upon the advice of my counssd, | 10 against myself.
11 irespectfully decline to answer based on my right 11 Q  Take 2 look st paragraph 173,
12 :under the Fifth Amendment o the United States 12 Would you read that, please?
13 [ Constitution not to be compelled 1o be a witness 13 (Witness reviewing exhibit.}y
14 [against myself. 14 G Have you read it?
15 G Are you Bernard Madoff's brother? i5 A Yes.

16 A Upon the advice of my counsal, | i6 Q¢ Would vou read it into the record?

17 [respectully decline to answer based on my right i7 MR, SPADA: P'm going o ohiect o

18 under the Fifth Amendment to the United States I8  having the witness read the document into the'record.
19 | Constitution not to be compelled to be a witness 1% MR, RICCIO: Why? :
28 against myself. 20 MR, SPADA: | don't understand. You've
21 Q  Did you work at BUMIS from June of 19691 21 marked the exhibit,
22 lunti December 20087 22 I'm neot geing to aliow the witness to
23 A Upon the advice of my counsel, 1 23 sit here and read documents when he's asserting his
24 |respectfully decline {0 answer based on my right 24 right until he has access to documents.
25 lunder the Fifth Amendment to the United States a3 MR, RICCIG: It one sentence.

i i3

1 (ConsHtution not to be compelled to be a witness i MR. SPADA: Okay, I'm objecting.

2 lagainst mysalf, 2 Q  You can read it Inte the record.

3 0 Arethers any documents in the 3 MR. SPADA: T object and instruct the

4 ipossession of the SIPC Frustee or United States 4 witness not to read the documant into the record.

5 |Attorney that you would need to fook &t in order to 5 The document is atready In the record,

& determine how old you are? ) MR, RIECIO: S0 whal's the basis for the

7 A Upon the advice of my counsel, | 7 divection?

8 irespectfully. decling to answer based o my right 8 MR. SPADA: The basis is upon advice of

& lunder the Fifth Amendment to the United States 9 counsel he is asserting his rights not to respond to
10 {Constitution net to be compelled to be a witness 10 your guestions -- not to answer your queshons.
11 |against myself. 11 We're not going o go through an
12 ¢ ¢ Arethere any documents in the 12 exercise where you puli out excerpts from documents
13 ;g}cssessian of the United States Attorney or the SIPC | 13 and ask the witness o read them into the record-to
14 Trustee that you would need 1o look at to determine | 14 try fo create the appearance that he's giving some
15 whether you are Bemard Madoff's brother? 15 sortof testimony on it
15 A Upon the advice of my counset, I 18 The document is aiready in the record,
17 respectfully dedline to answar based on my right 17 Whatever document you want 1o enter into the record,
18 lwunder the Fifth Amendment to the United States 18 you're free to do that, but #his Is not going to be
19 iConstitution not to be compelted to be a witness 19 an exercise in having him read documents into the
20 1agsinst myself, 20 record.
21 Q Do vyou deny that bebween June of 1969 |21 MR, RICCIO: What I want to understandg
22 juntil December 2008 that you worked at BLMIS? 22 i, is he not reading it into the record because he's
23 4 A Upon the advice of my counsel, 1 23 taking the Fifth or bacause you're directing him not
24 respectfully decline to answer based on my sight 24 to answer?
25 iunder the Fifth Amendment fo the United States 25 MR, SPADA: I'm directing him not to
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Madofi-Direct

T3
in

1 |answer, 1 under the Fifth Amendment t¢ the United States
p MR, RICCO: And you're directing him 2 Constitution not to be compelied to be a withess
3 inot to answer on what hasis? 3 against myself,
4 MR, SPADA! The document Is already in 4 Q- Is there anything in Paragraph 14 that
5 itherecord and I dontwantyouto beableto create | 5 is not true?
6 the false appearance that you're getting some formef | 6 A Upon the advice of my counsel, I
7 itestimony about him when it's dear he's asseriing 7 respectfully decline to answer based on my right
& | his rights until we get access to the documents. 8 under the Fifth Amendmeant (o the United States
g MR, RICCIO; Our position is that that &  Constitution not to be compalied 1o be a withess
10 {is ot & basis for instructing the witness not (o 10 against myself.
11 lanswer, 11 Q And am T correct that, according to
12 MR, SPADA: Understood, 12 paragraph 14, at varioys times you were & senior
13 12 managing director and chief compliance officer of
14 1BY MR. RICOO: 14 BLMIS?
15 0 Well, Mr, Madoff, since you haven't read 15 A Upon the advice of my counsel, I
16 Iparagraph 13 into the record, I wiil, 16 respectfully decline to answer based on my right
7 1t says, Defendant admits the 17 under the Fifth Amendment to the United States
18 galiegations in paragraph 13 of the Comgplaing. 18 Constitution not to be compelled to be a witness
19 I'm sorry, 1%  against myself. : o
20 "Defendant denies the allegations in 20 Q And am I correct that at varicus:times
21 iparagraph 13 of the Complaint, except admits that 21 your daughter Shana alse worked at BLMIS?
22 during certain years Defendant was responsible for 22 A Upon the advice of my counsed, I
23 the day-to-tay management of the market-making 23 respectfully decline to answer based on my right
24 - trading desicat BLMIS" 24 under the Fifth Amendment {0 the United States
25 Did I correctly read that statement in 25 Constitution not to be compelied to be a winess
23 28
1 lthe record? 1 against myseif.
2 A Upon the advice of my counsel, T 2 Q@  And am I correct that Shana, al various
3 respectiully decline to answer based on my right 3 times, was a compliance altorney at BLMIS?
4 iunder the Fifth Amendment to the United States 4 A Upon the advice of my counsel, |
% 1Constitution not to be compelied 1o be a witness 5 respectfully decline to answer based on my right
6 iagainst myself. & under the Fifth Amendment to the United States
7 MR. SPADA: And Fm going [0 give 2 7 Constitution not to be compelled to be a witness
8 ihelated objection to asking the withess wheather 8  against myself.
9 :you've read something correctly into the record. 9 MR, RICCIO: 3Just so that the record is
10 Q  Were you responsible, during your years | 10 clear, by listening to these invocations of the Fifth
11 ch work at BLMIS, for the day-to-day management of | 11 Amendment, i's nat to be construed 85 an agreement
12 ithe market-making trading desk at BLMIS? 12 that the Fifth Amendment has been properly invoked by
13 A Llpon the advice of my counsed, 1 13 the witness,
14 (respectiudly dedine to answer based on my right 14 We have a standing objection to his
15 junder the Fifth Amendment to the United States 15 invecation of the Fifth Amendment rather than to
16 Constitution not to be compelled to be a witness 16  object every time he does it
17 iagainst myself, 17 MR, SPADA: Sure.
18 0 Take alook at paragraph 14 and read 18 MR. RICCIO: Is that understood?
19 ithat to yourself. 18 MR. SPADA: Swe, We agres that you're
20 {Witness reviewing exhibit.} 26 not agreeing to his invocation by necessarily not
21 3 Have you read 7 21 ohjecting each tme,
22 A Yes. 22 MR, RICCIO: Yes, And that we reserve
23 O Do vyou understand it? 23 the right to object fo his invocation for every
24 A Upon the advice of my counsel, | 24 inwocation that he invokes during the course of this
25 25 deposition,

Trespectfully decling to answer based on my right

i
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1 MR. SPADA: Understood. 1 Constitution not to e compelled to be & withess
2 2 against myself,
3 IBY MR, RICCIO: 3 Q Am I correct that you are or have been a
4 G Would you take 2 look at P-1, which is 4 member of the NASD Boarg of Governors?
5 ithe Complaint? S A Upon the advice of my counsel, I
& (Witness reviewing exhibit.} & respectfully decling to answer based on my right
7 Q Do you have it in front of you? 7 under the Fifth Amendment Lo the United States
8 Lock at paragraph 15 of the Compilaint B Constitution not to be compelied to be & witness
§ and just read it to yourself silently so that you're S against myself,
10 i familiar with It 14 Q What do the tetters "NASD™ stand for?
11 {Witniess reviewing exhlbit.) 11 A Upon the advice of my coungel, 1
12 @  Haveyou read it? 12 respectfully dedline to answer based on my right
13 A Yes. 13 under the Fifth Amendment to the United Statas
14 | Q Okav. Did you ungerstand &7 14 Constitution not to be compelied to be a withess
15 ¢ A Upon the advice of my counsel, ] 15 against myself, '
16 : respectfully deciing to answer based on my right 16 Q  Isn't it true that you were the chairman
17 under the Fifth Amendment o the United States 17 of the New York Region of the NASD?
18 | Constitution not o be compelied to be a witness 18 A Upon the advice of my counsef, 1.
19 | against myself. 19 respectfully decline to answer based onmy rigjht:'
20 Q  MNow, take a look at P-2, which is your 20 under the Fifth Amendment (o the Uniled States;’.
21 | Answer ta the Compiaint in this matter, and look al | 21 Constitution not to be compelied to be a witness
22 |peragraph 15 of P-2. 22 against ryself, -
23 Do you have that in front of you? 23 O Isetittrue thatin paragraph 15 of
24 A Yes. 24 your Answer you admitted that you were the chairman
25 §  Haveyou read it? 25 of the New York Reglon of the NASD?
2% . a9
i A Yes 1 A Upon the advice of my counsel; I
2 Q Do you understand it? 2 respectfully decline to answer based on my right
3 A Upon the advice of my counsel, I 3 under the Fifth Amendment to the United States
4 irespectfully decling to answer based an my right 4 Constitution not (o be compelled to be a withess
5 jundar the Fifth Amendment to the Unlied Siates 5 agalinst mysetf
& Constitution not to be compelled to be 3 withess & G Is your answer in paragraph 15 a ie?
7 jagainst myself, 7 A Upon the advice of my counsel, I
B Q  Now, paragraph 15 of your Answer admits B respectfully decline to answar based an my right
g [the aflegations in the third, fourth, and fifth S under the Fifth Amendment to the United States
10 lsentences of paragraph 15 of the Compiaint. 16 Constition not to be compelled to he 2 witness.
11 Do you see that? 11 against myself.
12 MR. SPADA: Does he see it in the 12 G Do you know why your lawyer, who filed .
13 " ldocument? 13 the Answer oivyour behalf, admitted thethird,
14 MR. RICCIC: Yes. 14 fourth, and fifth sentences of paragraph 157
i5 A Yes. 13 MR. SPADA: Objection, and I nstruct
16 Q  Okay. &nd the third, fourth, and fifth 16 the witness not to answer to the extent it would
17 lsentences of paragraph 15 of the Complaint begin with | 17 reveal attorney/dient privilege.
1B ithe words "Not only was he an attorney...” 18 G Without revealing any atiorney/dient
19 Do you see that in the Complaint? 19 commenication, do you have an understanding why your
20 A Yes. ' 20 attorney fited this Answer admitting the third,
21 ¢ And am I correct that you have served as 21 fourth, and fifth sentences?
22 ivice chairman of the NASD? 22 A Upon the advice of my counssl, §
23 A Upon the advice of my counsel, i 73 respectfully decling to answer based on my right
24 |respectfully dedine to answer based ¢n my right 24 under the Ffth Amendment (o the United Siates
25 unger the Fifth Amendment fo the United States 25 Constitution not to be compelled o be & witness
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Madoff-Direct

1 lagainst myself, 1 MR. SPADA: And belated objection to the
¥ Q  Are there any documents that vour 2 form of the guestion.
3 iattorney referred to -- strike that, 3 Q  Take a look at paragraph 48 of your
4 You heard your attarney's opening 4 Answer of P-2,
5 istatement, didn't you? 5 MR. SPADA: Forty-gight?
6 | A Yes. 8 MR. RICCIO: Yes.
7 0 And you heard him talk about the fact 7 G Please read it to yourself.
B ithat there are documenis in the possession of the 8 (Witness reviewing exhibit.) ;
9 llrited States Attorney's office and the SIPC Trustee, g G Have you read it?
10 leorrect? 10 A Yes
11 A& Yes. 11 Q Do vyou understand it?
12 Q  And you're concerned that those i2 A Upon the advice of my counsel, 1
13 |documents shouid be reviewed by you before you give | 13 respectfully decline it answer based on my right
14 ftestimony today, correct? 14 under the Fifth Amendment to the United States
15 A Yes, 115 Constitution not to be compelled to be & witness :
18 Q‘ And vou had access to those documents 16 against myseif.
17 hefore you feft the employ of BLMIS, did you not? 17 G Paragraph 48 states in relevant part,
18 A Upon tha advice of my counsel, 1 18  and I'm quoting, "He had direct and supervisory
19 [respectfdly decline to answer based on my right 19 involvement in the day-to-day operations of the
20 under the Fifth Amendment [o the United States 20 market-making and proprietary trading operations of
71 [Constitution nat to be compelied to be a witness 21 BimIs” '
22 against myself, 2 Mr. Madoff, did I correctly read those
23 Q At some point in time after your brother 23 words from paragraph 48 of your Answer?
24 confessed to the Ponzi scheme, you entered the 24 MR. SPADA: Can we have it read bipck?
25 |offices of BLMIS and sought to remave some belongings | 25 And your guestion is, did you read what ‘
3 33
1 ifrom that office, isr't that rue? 1 the Answer says?
2 MR. SPADA: Objection to form. 2 MR. RICCION Correctly.
3 You can respond. 3 MR. SPADA: Comrectly, I'm going o
4 A Upon the advice of my counsel, 1 4 objed and instruct the witnass not to answer,
8 respectfully decline to answer based on my right 5 MR, RICCIC: What's the tasis for
& iunder the Fifth Amendmaent to the United States & your -
7 Constitution not to be compefled to be a withess 7 MR, SPADA: Are you asking did you read
§ lagainst myself, 8  what words it says on the page correctly, that those
9 Q  And isn't it true that when you tried to G are the exact words --
16 iremovesome belongings from the office, that you were 1 10 MR, RICCIO: Right.
11t %stopped by the FBI from doing so? 1 MR, SPADA: -- that it says on that
12 MR. SPADA: Objection to form, 12 page?
13 1 A Upen the advice of my counsel, 13 MR, RICCIO: Correct,
14 ?respectfuily decline to answer based an my right 14 MR SPADA: Uksy. You can answer that.
15 iunder the Fifth Amendment o the United Siates 15 Can we have it read -- read the question
16 iConstitution not te be compalied to be a witness 16 back or the part being quoted?
17 lagainst myself, i7 {Question read back.}
18 Q Do you have in your possession any 18 MR SPADA: And we understand the
19 documents that were prepared in the ordinary course 19 queston to be, are those the exact words of that
20 |of the business of 8MIS -- or BLMIS? 20 portion on the page?
21 A Upon the advice of my counsel, 1 sl MR, RICCIC: This is the third tirme, :
27 irespectfully dedline to answer based on my right 22 ves,
23 iunger the Fifth Amandment to the United States 23 A Yes,
24 ConsHtubion not 1o be campelled to be a witness 24 G Are those words an accurate description
25 iagainst myself. 25 of your involvermnent at BLMIS as an employee?
I
9 (Pages 30 to 33) |

TEi 66 W, M1, Pleasant Avenuoe
. Rizmﬁﬁ Livingsion, NJ 67039
) R&ppapﬂr‘i SO (973) 992-7656 Fax (973) 992-0666
DiliengRose, uic 1-828-444-DEFS

E-mail; reporters@rrdrosneem
Certified Court Reportars b @



Case 2:09-cv-00816-SRC-MCA Document 42-12 Filed 03/12/10 Page 63 of 91

Madoff-Direct

34

1 A Upon the advice of my counsel, | T BY MR, RICCHD:
2 irespectfully deciine to answer hased on my right 2 G Mr Madoff, do you understand your
3 [under the Fifth Amendment to the United States 3 cbhligations 1o chey court orders?
4 | Constitution not to be competied to be a witness 4 © MR, SPADAC I'm going to instruct the
S |against myself. S witness not to answer,
& MR, RICCIO: So the record is dear, the 5 We don't even have a court arder in
7 iparagraphs of the Answer that the witness was just 7 front of us, 50 10 vaguely ask him does he understand
8 questioned about, in our view, apens the door for our | 8 legal obligations to obey court orders is not &
9 ianility to quastion him more specifically about the 9 proper question and I'm not going to let him answer.
10 :subject matter of those areas, mainky, his 40 years 10 MR, RICTHD: Just so the record is
11 iof employment, as reflecied in the Answer to 11 clear, the Rules of Civil Procedure are pretly
12 paragraph 11, abt BLMIS, as well as his direct and 12 spedific about what you can direct the witness not to
13 isupervisory involvement af that firm, 13 answer, and you've had two or three directions not to
14 So, therefore, it's our position 14 answer which are not anywhere, to my knowladge
15 |specifically that this is an improper invocetion of 15 supported by the rules.
16 jthe Fifth Amendment, I's a violation of the Court’s | 16 Yol can certainly make your objaction,
17 lorder, t's 2 waiver of the Fifth Amendment, and we |17 you can spell it out on the record, but iFs not a
18 lreserve our right to move for sanchions. 18 basis for directing him nat to answer.
19 MR, SPADA: And we would object to that 19 50 when we move, and we'ra obviously
20 charaQerization and further state that in our 20 going te have o mave bafore the Cowrt for sanctions
21 iconversation - first of all, it's Clearly not a 21 for disobeying the Court's order, vou know, am_mg
22 iwaiver of the Fifth Amendment, 22 other things, it's nok just the frivolous invocation
23 And secondly, you know that because in 23 of tha Fifth Amendment, but it's, in addition, the
24 |all of our discussions vou've wanted to take this 24 instructions not to answar which are ot anywhers
25 deposition to force him to assert the Fifth 35 supported by the rules.
3 37
1 jAmendment. 3 MR. SPADA: Welk, since there's ot &
2 So o now state that there's some sort 2 question pending, now is 3 good time 1o take a break,
3 of waiver Is not only inaccurate, but 1 think it's 3 MR. RICCIO: Ckay, fine.
4 disingenucus, 4 (Recess.)
g MR, RICCIG: So the record is clear, 5 M&. RICCIC: We're resuming after a
& this deposition wasn't taken to force him to take the 6 ten-minute recess.
7 iFifth Amendment. It was taken to gat him to provide 7 Ins erder to expedite this process, iU's
& ianswer io the questions I'm asking. 8 evident to me that the witness wili be faking the
G You decided, as his atiomey, that you G - Fifth Amendment on essentisily every question that |
19 iwould recommend his invocation of the Fifth 19 ask
i1 gAmendment, which is what he's deing, but you cannot | 51 So 1 would have no objection, and rather
12 jsuggest that by us taking this deposition it was with 12 than naving him read from the prepringed form that he
13- {the agreement that he would invoke hig Fifth 13 has, that he simply say "Fifth.”
14 lamendmentrighis. 14 ig that acceptable, Charlie?
15 ! MR SPADA: The discussion in front of 15 MR. SPADA: Either "Fifth Amendment” or
16 ithe Magistrate in which we objected {o having him sit | 16 “same answer.”
17 ifpr & deposition without the documents was thatif he {17 MR, RICCIO: Or “same answer,” whatever
18 s forced to do 5o, he will assert his rights. 18 what -
19 Thera was no asserton for you -- by you 19 MR, SPADA: Why don't we go with "same
20 [in front of the Magistrate that he in any way already 20 answer” if e's invaking the Fifth?
21 |waivad those righis. 21 And understoed that you're not going to
22 50 to now be arguing that there was scme 22 say "same answer” if you've answered "Yes” or "No' to
23 sert of watver is belated and I think disingenuous 23 & question,
24 |and i's not supported by the law. 24 "Same answer” will refer to the
25 25

statemant "Upen the advice of my counsel, |
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respectfully decline to answer based on my right

Madoff-Direct

5
L

i 1 A Exhibit 37

2 under the Fifth Amendment to the United States 2 Q Yes.

3 [Constitution not to be compelled to a witness against | 2 (Witrress reviewing exhibit.}

4 imyself.” 4 0 - And look at the second paragraph of the

5 M. GREENBERG: OFf the record. 5 Court's Opinion at page 18,

6 {Biscussion off the record.) & I'm going to read into the record the

7 MR, RICCIC: P-3 for Identification is a 7 sentence from the Opinion that Il have a quastion

8 tcopy of Judge Chesler's Opinion. 8 about.

g And then, if you can, mark that one as 9 The sentence reads, "As discussed by the
10 P-4, 10 Court above, the various indicia of wrongdaing and
11 {Opinion is received and marked as 11 fraud zlleged in the Complaint paired with Peter
12 Plaintiffs’ Exhibit 3 for Identification.) i2  Madeffs responsibiliies apd role atBMIS constitute
i3 {Crder Amending Cpinion is received and 13 strong circumstantial evidence of reckiessness by
14 [marked as Plaintiffs' Exhibit 4 for Identification.) 14 Defendant in his smissions regarding this
1% ) 15 information.”

16 18Y MR, RICCIO: 16 My question is: Do you dispute Judge
17 Q P-4 for Identification is Judge 17 Chesler's finding that I just read to you?
18 :Chesler's November 4, 2009 Crder amending his 18 MR. SPADA: I'm going to.object to the
18 EOpinion. 1% question to the extant it calls for a legal
20 Mr. Madoff, take a look at Exhibits 3 20 conclusion. I will let the witness respond.
21 jand 4, and [ represent to you that they are Judge 2t A Same answar, .
22 Chesler's Cpinicn and Order amending his Opinion. {22 Q  IFyou burn to page 19 of the Court's
23 My question to you is: Have you sean 23 Cpindon, eight lines from the top, I'm going to read
24 {P-3 before today? 24 inta the record a sentenca and ask you whather or not
25 {Witness reviewing exhibit.) 25 you dispute the accuracy of the Court’s finding.
39 41

i MR. SPADA: | also just ohiect to the 1 "These allegations give rise to the

2 iquestion to the extent it would reveal 2 strong inference that one charged with the

3 Iattorney/client privilege. 3 responsibility for directing company policies,

4 [ instroct you not to answer, 4 knowing its fingndat situation and-ensuring legal

3 MR, RICCEO: Chariie, you can't instruck 5 compliance was aware of the Investment advisory

6 lhim rot to answer. He can snswer Dy invoking the & cparations or wauld at the very least be reckless in

7 IFifth Amendment, 7 failing to find out.”

8 MR, SPADA: I it's on something other 2 Do vou dispute that finding?

g '§than counsel showed himn, is that your guestion? g MR, SPADA: I'm going &y obiect to
14 MR. RICCIO: Yes, other than something 16 asking the witness for a legal concluston and aiso
11 [counsel showed you, yes. 11 object to any fine of questioning based on the
12 MR. 5PADA You cen answer, 12 Opinton that is trying to-trick the witness into
13 A Upon the advice of my counsel, T 13 somehow waiving his Fifth Amendment rights today,
14 respeciully decline to answer based on my right 14 which upon the advice of counset he is clearly
15 under the Fifth Amendment to the United States 15 invoking untif we get acoess to the documents.

16 Constitution not to be compelied to be a witness 16 You can respond.,

17 against myseif. 17 A Same answer,

18 Q  Now, we have stipulated that from this 18 Q  Mr. Madoff, are you invoking your Fifth
19 [point forward, if you intend to invoke your Fifth 18 Amendment rights provisionally?

20 |amendment privilege, to just say "same answer” to the | 20 MR, SPADA: I'm going to object to form
2% jone you just gave. 21 and also pbiect to the extent that he's invoking his
22 1s that understood? 22 rights, as we've stated and he stated, upon the

23 A Yes. 23 advice of counsel, and Fm going fo obiect to him
24 | Q  Okay. Please lurn to page 18 of the 24 revesiing the substance of that advice,

25 (Court's Opinior. 5 G Are you reserving the right to - strike
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Madoff-Direct

3

44

1 Ithat, 1 MR. SPADA: Objection to form. You can
2 Are you reserving the right to reverse 2 respond.
3 i the position you're taking today? 3 A Same answer.
4 MR. SPADA: T am going to object to 4 - Do vyou deny that Plaintiffs relied upon
5 ithat. | 5 your integrity, your trust, your knowledge, your
& Again, it calis for the advice of &  skili and training in make investments in BMIS?
7 |counsel, and I'm not going to allow the witness to 7 MR, SPADA: Objection to form.
8 lanswer, 8 You can respond.
9 L Q  Mr Madoff, do you deny having actuat ta A Same answer,
10 iknowledge of the Ponzi scheme referred into the 10 Q Do you deny that Plaintiffs relied upon
11 {Complaint in Ehis matter? 11 your ethics in making their investment in BMIS?
12 A Same answer. 12 MR. SPADA: Objection to form.
13 G Do you deny that for a period of at 13 You can answer.
14 ileast 20 years, you had actual knowiedge of the Ponzi | 14 A Same answer.
15 ischeme referred into the Complaint in this matter? 15 G What are your ethics as & businessman?
16 A Same answer, i5 MR. SPADA: Chbijection to Form.
17 Q¢ Do you deny knowingly defrauding the 17 You ¢an respond,
1B |plaintiffs in this matter, to their great ioss and 18 A Same ahswer.
19 |detriment, for the entire time that they were BMIS i9 8} Do you believe you have athicg?
20 lcustomers? 26 MR. SPADA: Objection to form,
210 A Same answer. 21 You can respond.
22 G Do you deny having made materiat 22 A Same answer.
23 affirmative misrepresentations o the plaintiffs in 23 Q Do you -- strike that.
24 ithis matter for the entire time that they were BMIS 24 0 you deny that you had a fiduciary
25 jcustomers? 25 relzbionship between yourself perscnally and
i3 15
1 A Same answer. 1 Plaintiffs?
2 Q Do you deny omitting to disclose 2 A Same answer,
3 imaeterial facts to the plaintiffs in this matter, 1o 3 Q  Did you deny that because you had 2
4 their great loss and detrimeny, for the entire time 4 fidudary relationship directly with Plaintiffs, that
S lthat thay were BMIS customers? 1 5 vouowed them duties of care and lovalty?
6 | A  Same answer. 6 A Same answer,
7 Q Do you deny having & malicious intent to 7 0 Do you deny that during the entire time
8 tharm the plaintiffs for the entire Ume that they 8 Plaintiffs were investors at: BMIS, that you breached
9 jwere BMIS customers? 9 your duty of Joyalty to them?
10 1 A Same answer, 10 A Same answer.
it QDo you deny substantially asststing your i1 QDo you deny that during the entire
1z ibrother Barnard in stealing money from the plaintiffs 12 period of time that Plaintiffs were customers at
13 jduring the entire time that they were BMIS customers? | 13 BMIS, that you were grossly negligentin protecting
14 MR. SPADA: Chjection to form. 14 thelr investment?
15 You can respond. 15 A Same answer.
1% A Same answer. 16 G Do you deny that for the period of time
17 G Do vyou deny being culpably involved and 17 that Plaintiffs wers customers in BMIS, that you were
18 Iparticipating in the Ponzl scheme to defraud the 18 negligent in protecting their invesiments? '
14 tpdaintiffe? 19 A Same angwer.
20 MR. SPADA: Objection to form, 20 Q Do you deny attempling fo secretiy
21 You can respord. 21 remove documents from BMIS' offices affer law
22 A Same answer, 22 enforcement personnel ordered the offices locked
23 Q Do you deny personally stealing more 23 down?
24 than $60 million from BMIS investors as a result of 24 MR. SPADA: Objection to form,
25 the Ponzi schems referred to in the Complaint? 25 You can respond.
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EN
38

1 A Same answer, 1 that you will be invoking your Fifth Amendment
2 Q  Cidyou have s conversation with your 2 nrivitege with respect to ali of thosa questions?
3 brother in December 2008 about redemption of - 3 A Yes.
4 istrike that. 4 G With respect to your preparation for
3 D you deny that in January of 2008, 5. depositions - strike that.
£ ithat you traveled to Switzerland with your brother & With respect to your preparation for
7 iBernard — strike that. ¥ this deposition, am { correct that you will be
8 Do you dany that in 2004, vou took a ski & invoking your Fifth Amendment privilege with raspect
G Erip with your brother Bernard to discuss 9 o every question asked about your preparation?
10 |eontinuation of the Ponzi scheme? 10 MR, SPADA: T would object also to the
11 MR, SPADA: Objection to form. 11 extent it calls for attorney/client privilege, which
12 You can respond. 12 he's not obligated to raveal.
13 A Same answer. 13 A Yes,
14 $  Did you take a skd brip with your 14 Q  With respect to any other cases in which
15 ibrothar in 2004 to Switzeriand? 15 you are & party, whather they ba chil, ertminal,
18 A Same answer. 16 guast-crimingl or regulatory, am I correct that yaur
17 Q) Do you deny that on Janwary 1, 2008, 17 answer (o any questions regarding the subject matter
18 [that you and other members of your family, sl a 18 of cases in which you are z party, that you will
1% restaurant in Palm Beach, discussed and formutated a | 15 invoke your Fifth amendment privilege with respect to
20 plan for the continuation of the Ponzi scheme? 20 every such question? '
21 &  Same answer. 21 MR, SPADA: Objection Lo form.
2 G Do you deny having - strike that. 22 You can respond.
23 Have you ever been to a restaurant by 23 A Yes,
24 ithe name of "Bistro Chez Jean Pierre” in Palm Beach? | 24 ) Other than your lawyers, have you
25 A Same answer, 28 discussed this lawsuit with any other person?
1 ¢ Mr. Madoff, if I asked you questions 1 A Same answer,
2 Eabout your history of any prior depositions, 51T P Q Have you discussed this lawsuit with any
3 iyour intention to invoke the Fifth Amerdment? 3 representatives of the United States Atlorney's
4 i A Same answer, 5 office?
5 MR. RICCIO: Can we have a stipulation 5 A Same answer.
& that if asked questions about his history of prior & Q  Are you the subject of a grand jury
7 idepositions, that as to all of those questions he 7 investigabion?
8 iwill invoke the Fifth Amendment? 8 MR. SPADA: T'ti going to object to the
9 MR, SPADA: That would certainly be our 9 extent it would call for attorney/cient privilege.
10 !advice, and 1 think he's already stated that earlier |10 And as 1 stated on the record, defense
11 on the record. 11 copunset has been informed by the U.S. Atforney's
12 MR, RICCIO: Do Ineed to go through the § 12 office for the Southern District of New York that he
13 | questions? 13 is & subject of thelr investigation.
i4 MR, SPADA: You do nob. 14 MR, RICCIO: s he a targetl of the
i5 MR. RICCIO: Sowe are operating, then, | 15 investigation, I'm asking the witness.
16 ion the premise that any questions pertaining to his | 16 MR. SPADA: To the extent it would call
17 |inistory of pricr depositions will be answered by him | 17 for the disciosure of attorney/chent privitege, 1
iB !invoking the Fifth Amendment? 18 would instruct you nol o answer.
19 MR. SPADA: That would be my advice. 15 0 without divuiging any communication that
20 And would yvou folibw my advice o that? | 20 your attorney may have given 10 you about your status
21 THE WITNESS: Yes. 21 as atarget of & criminal investigation, 1S it your
22 22 understanging that you are a target of 3 ciminal
23 1BY MR, RICCIO: 23 investigation?
24 G If asked questions about your history of | 24 A Same answar,
25 |having given testimony in court cases, am | correct |25 Q  Areyouin fear of criminal prosecution?

i3
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Madoff-Direct

1 A Same answer, i Q Did you go to coliege?
2 MR, SPADA: And objection to the extent z A Same answer.
3 it would call for the disclosure of attorney/client 3 Q Did you go to law school?
4 ‘privilege. 4 A - Same answer.
S G Are there any documents that are in the 5 Q Did you ever 5o to school?
6 possession of the United States Attorney's office or & A Same answer,
7 fethe SIPC Trustee that you believe will assist you to 7 Q Did you ever hiave a job in your life?
8 {arsswer the guestions that I'm asking of you without 8 A Same answer.
g i;’nvccation of the Fifth Amendment privilege? ] Q When you were a teenager, did you have &
16 MR, SPADA I'm going to obiect to the 10 job as 3 lifeguard?
11 §question. 11 A Same answer.
12 ; As we've dearly stated before the iz a Did your bicther have 2 job as a
13 EMagEstrate and today, it's our position we are 13 lifeguard?
14 'entitled to the BLMIS documents before the witness 14 A Same answer,
15 lhas to respond to whether decuments would - whather § 1[5 G When was the last tme you talked
16 ihe would testify about such matters, 18  Bernard Madoff?
17 MR. RICCIO: 50 am I correct in 17 A Same answer.
18 understanding that that's the basis for the 18 Q Did you ever tatk [c him in your entire
1§ (invocation of the Fifth Amendment? 19 ffe?
20 MR. SPADA: Among othar things, ves. 20 A Same answer.
25 MR, RICCIO: What are the other things? 21 Q Do you need documents to assist you to
22 MR. SPADA: Can I have the question read 22 decide whether or not you can answer the queastion as
23 ibhack? 23 to whether you ever spoke fo your brother in your
24 (Question read back.) 25 enlire life?
5 A Same answer, x5 MR, SPADA: Objecton, You can respond,
51 53
1 G Have vou had any gonversations with 1 A Same answer.
2 lanyone from the SEC regarding this case? 2 Q  Isitfair to say that any quastions I
3 A Same answer, 3 ask about any past employment will result in an
4 | & Is your son-in-law an employee of the 4 wocation of your Fifth Amendment privilege?
5 ISEC? 5 A Same answer, yes,
6 A Sams answer, & 1] Mr. Madoff, I have a series of questions
7 G Is your son-in-law & former employee of | 7 for vou regarding your involvement with various
8 |the 5ECY 8 industry groups such as the NASD, the NASDAG, the
9 A Seme answer. 9 FINRA, the Securiies Traders Assodation of New
10 Q  Have you had any conversations with the { 10 York, the Depository Trust & Ciéaring Corp., the
i1 | 8IPC Trustee regarding the subject matter of this 111 Securities Industry Finandal Markets Association,
12 laction? 112 and am [ corect that i T ask you any guestons
13 A Same answer, 13 about any of those groups that you will invoke your
14 0  Now, Mr. Madoff, Fm going to ask you 14 Fifth Amendment privilege with respect to each and
15 labout your personat backeround, 15  every such guestion?
16 First, how old are you? 16 A Yes,
17 MR. SPADA: Asked and anawered. 17 Q  Why?
18 You can respond. 18 MR. SPADA: Objection, calls for iegal
19 A Same answer. 19 advice and [ instruct the witness not fo answer.
20 Q  Where did you go to high school? 20 Q Do you remember -- is there something
21 A Same answer, 21 wrong with your memory?
72 1 Q Didyou go to high schooh? 22 MR, SPADA: Qbjection.
230 A Sameanswer. 23 Q Do vyou recali — T'f strike the
24 j Q  Did you go to grammar school? 24  guestion.
251 A Sameanswer, 25 Do vou recall at the autset of this
|
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Madoff-Direct

1 §de;msiticn 1 asked you If you had & mental or health 1 deposition?
2 iprob!em that pravented you from giving testimony 2 MR. SPADA: Objection to form, and its
3 itoday, and I think vou said "Ne™? 3 &ninappropriate question and calls for legal advice.
4 | MR. SPADA: He responded to that. 4 A . Same answer.
5 Q  Yau responded to that. 5 Q  Am I correct that you do not need
& Se what I'm asking you is: With respect & documents to refrash your recoliection as to whether
7 o the organizations such as NASDAQ, N-A-5-D-A-Q, is 7 or not you were ever a party in a pricr litgation?
8 there anything wrong with your memary for you to g8 A Same answer.
& determine whether or not you ever held a position B G Am | correct that you do not need
10 with that group? 10 documents to refresh ymir recollection as to whether
1 MR, SPADIA: U'm going to object to that 11 ornot you had conversations with the following
12 iguestion. He's been advised not o answer. He's 12 persons or enfities: The United States Attorney's
13 jaccepting that advice. 13 office, the SEC, or the 3IPC Trustee?
14 It's not appropriate to ask him other 14 MR, SPADA: Objection to form,
15 ithan what you've asked him up front about his mamaory. | 15 A Same answer,
16 MR, RICCIC: Well, is it a direction not 16 Q  AmIcorrect that you do not need
17 to answer oF an invocation of the Fifth? 17 documents o refresh your recollection as to whether
18 MR, SPADA. Well, he’s already answered 18 you ever went to school In your entire life?
19 it is there anything wrong with his memery today 19 MR. SPADA: Objection to form.
0 ;that can keep him from testifying. 20 A Sarme answer.
21 MR, RICCIOr So the angwer ig - 21 Q A T correct that yvou do not need
22 MR, SPADA: The enswer is there's 22 documents to refresh your recollection as t¢ whether
23 nothing wrong with his memory. He responded. 23 or not you ever had & job in vour entire §fe?
24 24 MR, SPADA: Cbjection fo form.
25 25 A Same answer.
1 iBY MR RICCIO: 1 o} Bo you hold any professional licensas?
2 1 9 Soyoudont have 3 memory lapse with 2 A Same answer.
3 irespect to your involvement with NASDAQ, dovyou? § 3 Q  Am 1 correct that you will invoke the
4 MR. SPADA: Objection to form. 4 Fifth Amendment with respect 10 any questions 1 might
5 A Same answer, 5 have regerding professional licenses you may hotd,
& G And am I correct that no - strikke that. 6 such as 3 license as an attorney, a Series 1 License,
7 Am 1 corredt that you do not need 7 aSeries 7 License, or & Series 55 License or other
8 idocuments to refresh your recollection as to whether | 8 professionai licenses?
g ior not you were formally involved with NASDAQ? § MR. SPADA: Objection to form.
ia MR. SPADHA: Objection to form. 10 A Same answer.
i1 A Saime answer. 11 O Have you authored any publizations?
12 Q¢ Am T comedt that you don't need 12 A Same answer,
13 documents to refresh your recollection as to whether | 13 Q Do you need documents to refresh your
14 [or not you have previously given deposiiions? 14 recofiection as to whether or not vou authored
15 MR. SPADA: Objection to form. 15 anvthing?
16 A Same answer. 16 MR, SPADA: Objection to form,
i7 G Am 1 correct that you do not need 17 A Same answer.
18 - documents to refresh vour recollection as to whether | 18 Q  Have you ever written anything in vour
19 Jor not you ever testified in another court 19 entire life?
20 iproceeding? 20 MR, SPADM: Objection to form.
21 MR. SPADA: Obiection to form. 21 A Same answer,
22 A Same answer. 22 Q Have vou ever given a lecturs in your
23 G Am ] correct that you do not need 23 g7
24 idocuments to refresh your recoliection as to whether | 24 A Same answer.
25 tor not you - a5 to what you did to prepare for this | 25 MR, SPADA: Objection to farm.
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Madoif-Direct

1o Q  Have you ever gotten an award in your 1 Madoff Securities.

7 ilffe? z MR. RICCIO: Bernard L. Madoff

3 MR, SPADA: Objection 1o form. 3 Investment Securites,

4 1 A Same answer. 4 MR. SPADA; Investment Securities,

5 0 G Have you ever received an hanar? 5 right.

5 | MR, SPADA: Objection to form, 5 MR, RICCIO: We're using the terms

7 A Same answer, 7 interchangeably,

8 Q Have you ever served as a memberof any + 8

9 ihoard of directors? S  BY MR, RICCO:
14 MR, SPADA: Objection to form, 10 G Se am I correct that if T were to ask
11 A Same answer. 11 you guestions about the structure of BLMIS, and by
12 Q  Now, according to your Answer, you 12 Ustructure” I mean the form of the entity, the owners
13 worked at BMIS for about 40 years, is that correet? | 13 of the enfity, the various fundions of the entity,
14 A Same answer, 14 the empioyees of the entity, the business of the
i5 - G Sowould it be fair to say that having 15 entity, that you would invoke the Fifth Amendmert
16 (worked at 2 place for about 40 years, that vou would {| 16 with respect to ali of those areas?
17 have an understanding of the basic structure of the | 17 MR. SPADA: Obilection to form. You can
18 jenterprise at which you were working? 18 respond.
19 MR. SPADA: Obiection to form,. 19 A Same answer.
20 A Same answer. 20 O "Same answer” meaning you will invoke
21 G Andis BMIS an LLC? 21 the Fifth Amendment as to all of those areas,
22 MR. SPADA; Objection to form. 22 correct?
23 . A Same answer. 23 A Yes.
pL G Who owns BMIS? 24 G There was a Mr. DePascale who worked gt
25 A Same answer, 25  BLMIS, Do you recognize that name?

1 Q  Are you a remember of BMIS? 1 A Same answer,

2 MR. SPADA: Objection to form. 2 Q Have vou ever seen that person in your
3 A Same answer. 3 life?

4 G IsBMISanti? 4 A Same answer.

5 A Same answer. 5 Q Did you ever speak to him?

& G Your Answer says that BMIS had offices 6 A Samg answer,

7 ionthe 1719 ficors of & building located at 7 o} Do you know where he is now?

8 |BBS Third Avenue in New York City, is that correct? 8 A Sams answer.

g A Same answer. G G Where is your brother now?

16 ¢ Isit comectthat that's what your 10 A Same answer,
11 Answer says? Look at paragraph 7. 11 MR, SPADA; il note for the record
12 A Which document are you talking about? 12 that's a matier of public record where Bernard L.

13 G This will be P-2. 13 Madoff is,
14 (Witness reviewing exhibit.} 14 MR, RICCIO: That's why I raise it
15 MR. SPADA: Which paragraph? 15 bpecause how can he invoke the Fifth Amendment with
16 . MR RICCD: The seventh. 16 respect to something that's & matter of public
17 ¢ MR SPADA: You're asking him -~ what's 17 record?

18 ithe question? : 18 MR, SPADA: It's matter of public
15 MR, RECCIO: Can we have it back? 19 record. If the witness js invoking his rights,
20 {Record read.) 20 that's his right to do so.
21 A Same answer, 23 And to sit here and get into an
22 {Cowrt reporter darification.) 22 argument, then you're going to argue whether he
23 MR, SPADA: Anywhere on the record where | 23 waived s rights or not.
24 |you've heard "BLMIS," "BMIS" or "Madoff Securities”, | 24 MR, RICCIO: No, I don't want to get
25 I think bath parties understand refers to Bernard L. 25 into an argument, but the Fifth Amendment, like alt
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1 gonstitutional rights, is not absclute, is nat 1 G Have you locked at the documents?
2 rabsolute. 2 A Yes.
3 And there's no such thing as a blanket 3 G Do you recognize those documents as
4 linvocation of the Fifth Amendment, which is what 4 being documents prepared by BLMIS?
5 iwe're experiencing here today. 5 A Same answer,
6 | It's inappropriate. 5 Q Can we agree that your brother has
7 MR. SPADA: He's responding to each of 7 admitiad that for a period of me of 20 years,
8 lyour questions. 8 during the operation of a Ponzi scheme by BLMIS, that
g And if you're saying things wouldn't be 9 no trades were gone for any customer?
10 & waiver then, vou know, you can tell e which 10 A Same answer,
11 questions you want to ask and agree it wouldntbea | 11 Q0  Can we agree that during & period of
12 \waiver of his rights, and then he can make his 12 20 years that BLMIS operated a Ponzi scheme and you
13 |dedsion 13 were a senior managing director angd chief of
14 ¢ Weli, it's not waiving your right if you 14 compliance for that firm?
15 1tell me whether or not vou know Mr. DePascale. 15 MR. SPADA: Opjection to form.
i6 MR. SPADA: I'm going to object and 18 You can respond.
17 linstrct the witness not (o answer. 17 A Same answer.
ig You know, you're trying o trick the 18 Q  Bovou deny that alf of the statements
19 Iwitness with a question ke that. 15 issued {o the Plaintiffs by BLMIS were matied Yo the
20 MR. RICCIO: Charlie, you know what, I'm [ 20 Plaintiffs in Cliffside Park, New Jersey?
21 inot trying to trick the witness, 21 A Same answer.
22 Fm brying to take a deposition that the 22 QDo you deny that you went io the Stale
23 | Court has allowed us to take. 23 of New Jersey in vour capacity as an employee of
24 The questions I'm asking are not 24 BLMIS?
25 |mystifying. They're very open questions. I'm 25 A Same answer,
63 55
1 :honestiy asking them in good faith. This is not an 1 Q Do you deny that BLMIS advertised in New
2 ieffm to trick the witness. 2 Jersey?
3 What the consequences are, the 3 A Same answer.
4 lconsequences are. 4 Q Do you deny that BLMIS had regular ang
5 | MR. SPADA: That's correct. 5 continuous contacts with the State of New Jersey?
6 MR, RICCID: He will determine whai & A Same answer,
7 Ethose fonseqUences are, not me. 7 MR, SPADA: I'm just going to note for
g 1 Can we take a five-minute break? 8 the record, going back to one of your earlier
5 | MR. SPADA: Sure. & questions about these being matied, Flaintiffs’
16 ! (Recess.) 10 Exhibit 5 being maded to the Plaintifs, two of the
11 {bocuments Re: Lautenberg Family 11 pagss, the last two pages of Plairtiffs’ Exhibit 5,
12 Foundation/loshua Lautenberg are received and marked | 12 indicate that they're being mailed to Frank R.
13 ias Plaintiffs' Exhibit 5 for ldentification.) 13 Lautenberg, who is not listed as a Plaintif in the
14 14 case.
15 iBY MR, RICCIO: 15 ¢ Iswhat your lawyer just said corredt?
16 G Mr. Madoff, take a look af Plaintiffs' 16 MR, SPADA: Is it correct that that Is
17 iExhibit P-5 which are - : 17 what Piaintiffs’ Exhibit 5 says?
18 A 1dort have it yet 18 MR, RICCIO: No. I'm asking the witness
19 Q  Fmgoing to show it to you, 18 whether he agrees with what you just said because
20 - which are documents related to the 20 you're not the withess, he's the witness.
21 Lautenberg Family Foundation and Joshua tautenberg. | 21 MR, SPADA: I'm just correcting what was
22 Would you take a look at those, please? 22 & mischaracterization on the record zbout who It says
23 MR. SPADA; For the record, thisis 23 it was roailed to. '
24 Plaintiffs’ Exhibit 5. 24 MR, RICCIC: Well, he can correct that.
25 {Withess reviewing axhibit.) 25 MR, SBADA: You're asking is that what

-
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1 this decument says? 1 QI 1 ask you any questions about the

2 MR. RICCIO: ¥Y'm asking the witness a 2 activities on the 17th floor of BLMIS, am I comrect
3 lguestion. 3 that you will invoke your Fifth Amendment priviiege?
4 With all due respect, I'm not asking you 4 A Yes,
5 o give the znswer. I'm asking the witness to give 5 Q Did you evey visit, at any time in your
6 the answer. & entire life, the 17th ficor of the office building
7 MR. SPADA: And your question is what? 7 occupied by BLMIS during the course of your

8 MR, RICCIO: Canyou read it back? 8  employment there?

g (The foliowing question i5 read back: G A Same answer.

16 "o you deny that all of the statements 10 G Was BLMIS registered as an investment
11 lssued to the Plaintiffs by BLMIS were i1 advisor?

12 mailed to the Plaintiffs in Cliffside 17 A Same answer., -

13 Park, New Jersay?)" 13 MR, RICCIO: Can I see the Complaint,
14 MR, SPADA: Objaction, you can respond. 14 please? 1guessit's P-1.

15 A, Same answer. 15 {Handing.}

16 QDo you deny that BLMIS had a sigrificant 16 G Tske a fook at Exhibit A o P-1.

17 “‘number of investors whao were domiciled i New Jersey? 117 Would you do that, piease?

18 © A Same answer. 18 {Witness reviewing exhibit.)

19 Q Do you deny that BLMIS had a significant 19 QG What is that document?

26 business interest in New Jersey? 20 A Same answer.

71 A Same answer, 21 2 Did vou prepare Exhibit Ato P-17

22 Q Do you deny that BLMIS submitted false 22 A Same answer.

23 land fraudulent records o investors of BLMIS 23 G Doss Exhibit A ko P-1 conizin any

24 domicited in New Jersey? 29 staterments by you?

2% ¢ A Same answer. 25 A Same snswer.

: &7 &
1 MR. SPADA: Can we go off the record & 1 G Didyouintend Exhibit AtoP-1tobea
2 second? 2 promotional piece utilized by BLMIS? :
3 MR, RICCIO: Yes, 3 MR, SPADA: Chiection to form. :
4 (Discussion off the record.} 4 A Same answar, :
5 MR, RICCIO: By stipulation, we're going 5 Q  Didyouintend Bxhibit AtoP-1tobea :
& o redact from Exhibit P-5 confidential information & materiaily false and misleading statement to be
7 isuch as the taxpayer identification number that's 7 relied upon by Plaintiffs?
8 tisted on these statements. g ME. SPADA; Objection & form.
g MR, SPADA; 1 would propose, 1 guess, 9 A Same answer. :

10 jrather than redact &, that, yvou know, it's 10 G Did you intend for Bxhibit Ato P-1 o :
11 ianticipated we'll get a Confidentiality Order and 11 contain material omissions of fact Tor the purpese of
12 ithab we request that that get confidential reatment, 112 deceiving Plaintiffs to invest in BLMIS?
13 ¢ We car agree, as is stipuiated, after 13 MR, SPADA; Objection to form.
14 the deposition for freatment of that materal. 14 A Same angwer.
i5 MR. RICCIO: Well, we're still working 15 Q  Take a ook at Bxhibit B to P1.
18 §an a Confidentality Order, but for the purposes of 16 {Witness reviewing exhibit.}
17 itoday, P-3 is considered to be a confidential 17 Q  Have you ever seen that document before?
18 idocument at ieast as it relates to the faxpayer i8 A Same answer.
19 iidentification number. 19 MR. RICCIO: For the record, Exhibit B
20 20 is a copy of the Complaint filed against Bernard
21 |BY MR, RICCIO: 21 Madoff on December 11, 2008,
22 G Am I correct that the investment 22 Q  Take 2 look at P2, which is the Answer
23 advisory arm of BLMIS was tocated on the 17th floor 1 23 1o the Complaint, your Answer to this Complaint,
24 of the firm's offices? 24 specifically paragraph 26.
25 A Same answer. 23 Do you have that, paragraph 267
18 (Pagesz 66 to €Y)
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1 (Witness reviewing exhibit.} 1 A Same answer,
2 G Okay. Do you have that paragraph in 2 - O Am I correct that you were, In fact, &
3 [front of you? ) 3 control person of BLMIS?
4 A Yes. 4 A - Same answer.
5 o And I'm going to read a portion of that 5 Q A | correct that this document fists
& | paragraph. & you as a director of trading/chief compiiance
7 "On or about December 9, 2008, Berrard 7 officer?
8 | L. Madoff informed Defendant that there had been | 8 A Same answer,
g reguests from clients for redemptions, and that G Q And am I correct that that is an
10 | Bemard L. Madoff was unabie to meet those 10 accurate description of your job at BLMIS from June
11 ;obligations.” 11 of 1969 through December of 20087
1z Is that a correct statement of what your | 12 A Same answer.
13 ibrother said to you on or about December §, 20087 | 13 Q  And am T correct that you do net deny -
14 A Same answer, 14 strike that,
15 Q  Did you talk to your brother on 113 Who was the accountant for BLMIS?
16 i Decemnber 8, 2008 about redemptions? 16 A Same answer,
17§ A Sameanswer. 17 (3 Did vou ever hear of 3 person by the
18 Q  Am I correct that you were not surprised { 18 name of David Freighiing, F-r-g-i-g-h-l-i-n-g7?
1% ;when your brother canfessed to operating a Ponzi | 19 & Same answer,
20 ischeme? 20 @ Am ! correct that you knew that David
21 A Same answer. 21 Freighling was the accountant for BLMIS?
22 Q  And am I correct that the reason you 22 A Same answer.
23 |were not surprised that your brother confessed to | 23 Q  Am I correct that Mr. Friighling has
24 :operating a Ponzt scheme is because you knew all | 24 pleaded guilly to perpetrating a fraud? :
25 | sbout it? 25 A Same answer,
; 13
1 A Same answer, 1 Q  Am [ correct that Mr. Freighling had his
pd Q@ Take a ook at Exhibit C to #+1 which, 2 offices in & strip mall?
3 jfor the record, is a Form ADY, 3 A Same answer.
4 {Witness reviewing exhibit,) 4 G Am [ correct that for the petiod of Gme
5 Q Have you had & chance to go through the | 5 that Mr. Freighling was the accountant for 8LMIS,
6 document? & that you worked with him in providing him with
? A Yes 7 financial information about BLMIS?
8 Q Have yvou ever seen the dotument before? | 8 A Same answer.
9 A Same answer. g Q Am 1 correct that the audits performed
10 Q  Am 1 correct that you prepared the 10 by David Freighling were fraudulent?
11 document? 11 A Same answer.
12 A Same answer, 12 Q Al correct that when Mr. Freighling
13 MR. SPADA: And just for darification, 13 prepared fraudulent audits, you knew those audits
14 by "same answer” he's invoking his rights under the | 14 were frauduient?
15 [Fifth Amendment on the advice of counsel. 15 A Same answer.
16 | MR, RICCIC: He doesn't mean "Yes"? 15 G Andis it fair to say that if [ ask you
17 MR, SPADA: Correct. 17 any further questions about Mr. Freighiing or the
18 G Am 1 correct that you prepared this 18  accounting functions performed by him, you-wil
18 idocument? 18 invoke your Fifth Amendment privilege?
T 207 A Same answer. 20 A Yes.
21 Q@ AmIcomect that you do not deny that 21 QDo you understand that every time you
22 vou prepared this document? 22 invoke vour Fifth Amendment privilege here today that
23 A Same answer, 23 it allows for the Court to make an adverse inference
24 G Am I correct that this document lists 24 against your interest in this litigation?
25 iyou as a control person of BLMIS? 25 MR, SPADA: I'm going to obiect to the
19 (Pages 70 to T73)
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1 jform of the question to the extent it calis for tagal 1 had established one?

7 ladvice or legal discussions between witness and 2 MR. SPADA. Objection to form

3 counsel and is not an appropriate question. 3 A Same answer.

4 1 direct you not to answer. 4 & - Am I correct that you did sbsolutely

5 ¢ Q Mr, Madoff, yau do not deny -- strike 5 nothing to prevent ~ strike that.
& thal. 6 Am } eorrect that you did absolutely |
7 Do you deny that you ware solely 7 nothing to detect any viclations of the securities

5 | responsible for the management and policies of BLMIS | B laws al BLMIS during the course of your enfire

& |during the course of your employment there? 49 amployment at that firm?

10 MR, SPADA: Objection to form. 10 Mi, SPADA: Objection to form,
11 & Same answer. & 11 A Same answer.
1z 1 Q  AmIcorect that you do not deny that 12 Q  Areyou aware that the SEC promulgated a
13 iyou verified the financial condition of BLMIS on & 13 repartof an investigation into the failure of the

14 |regutar basis? 14 SEC to uncover the Ponzl scheme at BLMISY
15 A Same answer. i5 A Same answer,
16 0 Am [ correct that BLMIS maintained two 16 MR SPADAT Could we go off the record
17 isets of books? 17 one second?
18 ! MR, SPADA: Obijection to form. 18 MR, RICCIO: Yes.
19 | . A Same answer. 19 {Discussion off the record.)
206 0 @ Am 1 correct that you knew that BLMIS 20 {Recess.}
1 imaintained two sets of books? 21
22 MR, SPADA; Chiection {o form. 22 BY MR, RICCIC:
23 A& Same answer. 23 € Amcorrect that in 1892, a complaint
24 0 Am 1 correct that the reason BLMIS 24 was made regarding the business practices of BLMIZ?
25 imaintained two sets of books was to defraud the 25 MR. SPADA: Objection to form,

1 jwvestors and the regulators? 1 A Same answer.

2 MR. SPADA: Chjection to form. 2 Q army | oorrect that the SEC suspected that

3 A Same answer, 3 BLMIS, in 1992, was operating a Ponz scheme?

4 G Am 1 correct that in your employmment at 4 MR. SPADA: Obiection to form.

5 (BLMIS that you did not establisn a compliance program | 5 A Same answer.

] ?af intgrnal controls? & Q  Am I correct that you and your brother

7 MR. SPADA: Dbjection to form. 7 intentionzly concealed from the SEC information that

8 A Same answer. 8  would allow them fo have uncovered the Ponai schame

g Q Am I correct that the reason you did not G in 19827

10 {establish a compliance program of internal controls 10 MR. 5PADA: Objection to form. :
11 lwas so that the Ponzl scheme would go undetected? 11 A Same answer. 3
12 MR. SPADA: Obiaction to form, 12 G Am I correct that in May of 2000, in ;
13 & Same answer. 13 March of 2001, and in October of 2005, that a person

14 G Am 1 correct that you did not implement, 14 ramed Harry Markopoios, M-a-r-k-o-p-o-l-0-5,
15 ‘teven i you establisned a compliance program of 15 complainad to the SEC that BLMIS was the world's
16 fintemnal controls? 16 largest hedge fund -- strike that.

17 MR. SPADA: Objection to form. 17 Sirike the whole guestion,

1B A Same answer. 18 Do you know a person named Hary

19 0 O Amicomect that you did not manitor a 19 Markopoios?
20 icompliance program of internal controls even if you 20 A Same answer.
21 had established ane? 21 0 AmIcorrect thatin May 2080,
22 MR. SPADA; Obiection to form. 22 March 2001, and Qctober 2005, Mr. Markopoios made a E
23 A Same answer, 23 complaint -- made complaints to the SEC about the i
24 &} Am | correct that you did not enforce 8 24 lawfulness of the business operations of BLMIS?
25 ‘icomphiance program of internal controls even if you 25 A Same answer,

20
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1 G Am I correct that in bis complaints he 1 least 20 years?

2 idetailed approximately 30 red flags indicating that 2 MR. SPADA: Objection to form.

3 %BLM[S was operzting a Ponzi scheme? 3 A Same answer,

L MR, SPADA: Objection to form. 4 Q. Amcorrect that you perpetuated the

5 A Same answer, 5 scheme knowingly, willfully, and wantoniy?

8 0 Am T correct that you were aware of 6 MR. SPADA: Objection to form.

7 |Mr. Markopoias® complaings? 7 A Same answer,

& A Same answer. I8 0 Did you ever hear of a firm by the name
g | o Am 1 correct that you, in conjunction 9 of Avelling, A-v-e--k-i-r-o, and Bienes,
10 iwith your brother, intentionaily hid from the SEC 10 Beire-n-e-g?
11 levidence that would have uncovered the Ponzi scheme | 11 A Same answer.
1Z st the time of Mr. Markopelos' complaints? 12 G Amicomrect that BLMIS, through
13 MR. SPADA: Objection to form. 13 yourself and your brother, used Aveliino & Bienes to
14 A Sarhe answar. 14 defraud customers?
15 G Am I corract that you were aware of the 15 MR, SPADA: Objection to form,
16 130 red flags ientified by Mr. Markopolos? 16 A Same answer.
17 MR. SPADA: Obiection to form, 17 Qe Madoff, take 2 ook at Bdibit Do
18 A EBame answer. 18 the Complaint.
19 1 Am I correct that you conscicusly 15 MR. SPADA: That's the document that's
20 iavoided doing anything sbout those rad flags? 20 entitled "The World's Largest Hadge Fund is a Fraud”
2 MR. SPADA: Objection to form, 2t dated November 7, 20057
22 A Same answer. 22 MR. RICGO: That's it.
23 G Am I correct that in May of 2003, a 23 {Witness reviewing exhibit.)
24 ihedge fund manager complained to the SEC shout the | 24 Q  AmIcomect, Mr, Madoff, that the
25 ibusiness practicas of BLMIS? 25 investors in BLMIS parsonally relied on you 1o

T 81

1 MR, SPADA: Objection to form. 1 operate BLMIS in an honest and ethical, law-abiding
2 A Same answer, 2 manner?

3 Q  Am I correct that you were aware of that 3 MR, SPADA: Obijection to form.

4 icomplaint? 4 A Same answer.

3 A Same answer. 5 Q Andd am I corvect that you, In your

& Q  Am I correct that you intentionally hid & capacity as 8 control person of BLMIS, breachad that
7 éfrom the SEC evidence that would have caused the SEC, | 7 reliance on you by the investors because you glo not
8 §m May of 2003, to uncover the BLMIS Ponzl scheme? 8 aperate BLMIS in an honest, ethical, law-abiding

g | MR. SPADA: Objection to form. 9  manner?

i6 ! A Same answer. 10 MR. SPADA: Obiection to form.

1 G Am I correct that there were, according 11 A Same answer,
12 to the SEC's investigation of itself, as many as six 12 (Article by Michasi Ocrant, May 2001, is
13 separate complaints filed with the SEC about BLMIS 13 received and marked as Plaintiffs’ Exhibit 6 for
14 and its business practices? 14 Igdentification,)
15 MR. SRADA: Objection to form. 5 {Articte by Erin Arvediung, 5/7/01,

16 A Same answer. 16 isreceived and marked a5 Plaintiffs' Exhibit 7 for

17 @ Am 1l correct that had you not knowingly 17 ldentification.)
18 [cooperated with your brother in concealing the 18 G Take a look at Exhibit D to the

19 informabion from the SEC, that as early a5 1992 the 18 Complaint.,
20 SEC would have discovered that BLMIS was a massive 20 That's a document that was filed with
21 Ponzi scheme? 21 the SEC by Mr. Markopolos, to my understanding.

22 MR. SPADA:; Obiection to form. 22 MR, SPADA: Il object to the
23 A Same answer. 73 characterization. Itis what it is,
24 3 Am I carrect that you, by virtue of your 24 MR, RICCID: Can't we stipulate that
25 wontrol of BUMIS, perpetuated the Ponzi scheme for at 25 that's an accurate statement of what the deocument is7
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1 MR. SPADA: I don't know that he filed 3 Q  You saw both P-6 and P-7 2t or about the
2 it with the SEC, 2 time they appeared in pobiic print, did you not?
3 MR, RICCKY: Sent it. 3 & Same answer,
4 1 MR, SPADA: Submif, maybe. 4 Q . And am 1 correct that the suggestions
5 MR, RICCIG: Sent to it to the SEC 5 and observations contained in P-& and P-7 about the
[ MR, SPADA: I mean, | don't know that to b integrity and the honestness and the law -- strike
7 ibe afact, but YOu can.., 7 that - about the integrity, honesty and law-abiding
g Q Do you recognize the document, 8 nature of BLMIS were accurate?
§ |Mr. Madoff? g MR. SPADA: Obiaction to form.
10 A Same answer. 10 A Same answer,
11 Q Am 1 correct that vou were aware of 11 Q And am | correct that you discussed both
12 |Mr. Markopolos' complaint to the SEC as reflected in | 12 of these articles with your brother Bernard?
13 jExhibit O to the Complaint? 1 MR. SPADA: Objection to form.
14 A Same answer. 14 A Same answer,
15 Q  Am { correct that you knowingly ignored 18 Q  And am I correct that the reason you
16 |Mr. Markopolos' complaint? 16 distussed them with your brother Bernard was becauss
17 A Same answer. 17 it concerned you that the Ponzi schems was going to
18 Q  AmlI corred that the reason you 18  be detected?
189 lknowingly ignored Mr. Markopoios complaing is 18 MR. SPADA: Objection ta form.
20 ibecause you knew that BLMIS was operating & Ponzi | 20 A Same answer.
217 ischeme? 2% O And, in fack, both you and your brother
22 A Same answer. 22 Bernard took steps to make sure that the information
23 0 And am  correct that you knew that 23 contained in these articles, P-& and P-7, did not
24 M. Markopolos was correct in the allegations he was | 24 uncover the Ponzi scheme?
25 imaking to the SEC? 25 MR. SPADA: Objection to form.
1 MR, SPADA: Objection to form. 1 A Same answer,
2 A Same answer, 2 Q M. Madeff, do you deny that it was your
3 G Take 3 lock at P& ang P-7. 3 rasponsibifity to file reports with the SEC regarding
4 MR. SPADA: Has the court reporter 4 the business practices of BLMIS?
5 marked thase? 5 A Same answer,
6 MR, RICCIC: Yes, they've been marked. | © Q  And am I correct that you knowingly and
7 {Witness reviewing exhibits.) 7 intentionally filed false docurments with the SEC
8 Q  Allnight. You've taken a look at 8 regarding BLMIS business practices?
9 | Fxhibits P-6 and P-7, correct? 8 A Same answer,
10 A Yes, 10 G And am ! correct that you knowingly and
11} ¢ And am I correct that P-6isan article |11  intentionally filed false documents with the SECin
12 % written by Michael Ocrant, O-ct-g-n-t? 12 order to materially misiead the SEC and the pubiic
13 ‘ MR. SPADA: Objection to form. 13 regarding the finandal condition and business
14 . A Same answer. 14 operations of BLMIS?
15 G And this was published in May of 20017 {15 A& Same answer.
16 - MR. SPADA: Objection to form, 16 Q@ Am?correct that you knowingly and
17 A Same answer. 17 intenticnally cooperated with David Freighling,
18 Q And P-7 is an article written by Erin 18 BLMIS accountant, in submitting materially false and
19 ¢ Arvediund, A-r-v-e-d-l-u-n-d? 19 risieading information to the SEC?
20 MR. SPADA: Objection to form. 20 MR, SPADA: Objection to form.
21 A Same answer, 21 A Same answer.
22 @  And this was written, am I correct, on | 22 G Based on your knowledge, training, and
23 1May 7, 20017 23 experience, have you ever heard of the term "internal
24 MR. SPADA: Ohjection to form. 24 contris"?
25 A Same answer. 25 A Same answer.
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I 1 Q  Am [ correct that white you were 1 MR, SPADA: Objection to form. ;
2 mployed by BLMIS in your capacity as head of 2 A Same answer.
3 compiiance and as a control person, that you never 3 Q Am | correct that BUMIS did nat have an
4 lagtablished any internal controls or internal 4 anti-money laundering compliance program?
5 compliance programs at BLMIS? g A Same answer.
6 | A  Same answer. 6 Q@ Am1 correct that the reason that BLMIS
7 G Have you ever heard of the term 7 did not have an anti-money [aundering compliance
& Minternal risk management cantrols'? 8 program was in order to conceal the Ponzi scheme?
] A Same answer, 9 MR, SPADA; Objection to form.
10 Q  AmIeorrect that during the course of 10 A Same answer.
11 wyour emptoyment at BLMIS and in your capacity as head § 13 & Am I correct that BLMIS, with the
12 |of the zompliance and a5 a controd person, that you 12 cooperation of yourself and your brather, engaged in
13 lnaever instituted any internal risk management 13 money leundering?
14 controis st BIMIS? 14 MR, SPADA: Obiection to form,
i5 MR, SPADA: Objection to form. 15 A Same answer.
16 A Same answer. 16 Q  Am | correct that the money laundering
17 ¢ Am [ correet that in your capacity a3 17 involved BLMIS affiliates in Europe?
18 head of compfiance and as a control person of BLMIS, ig MR, SPADA: Objection to form.
19 that you did not communicate al any bime with 18 A Same answer.
20 department managers on a daily basis, on @ monthly 20 Q  Take a look at the Complaint again, P-1.
21 Ibasis, or on & yearly basis to ensure that proper 21 (Witness reviewing exhibit.)
22 compliance procedures were bging foliowed? 22 Q0 Would you take a look at paragraph 32 -
13 MR. SPADA: Cbjection to form. 23 well, strike that - paragraphs 31 through and
5 A Same answer. 24 inciuding 35 — through and including 34 of P-1?
25 ©Q  Am 1 correct that BLMIS never had an 25 {Witness reviewing exhibit.}
&7 89
1 {audit commities? 1 A Yes
2 MR, SPADA: Obiection to form. 2 - @ Amicorrect that every aliegation
3 A Same answer. 3 confained in paragraphs 31 through and including 34
4 G Am I correct that the reason there was 4 of the Complaint, P-1, is true and comrect in every
g Ino audit committee was to make sure that the Ponzl ¢ 5 respect?
& scheme was not uncovered? & A Same answer,
7o MR. SPADA: OGhjection to farm. 7 Q  Am1Icorrect that every allegation
8 A Same answer, § contained in P-1, from the beginning of the Complaint
g QA correct that BUMIS never had an 9 tothe end of the Complaint, is rue and correct in
10 linvestment advisory manual? 10 every materal respect?
i1 MR, SPADA: Cbiection to form, I MR, SPADA: Oblection to form.
iz A Same answer. 12 A Same answer.
13 Q  And am I corract that the reason BLMIS i3 Q  Amicorrect that you admit the
14. inever had an investment advisory manual was o 14 allegations contained in P-17
15 :conceai the Ponzi scheme? 15 MR, SPADA: Ohjection fo form.
16 MR, SPADA: Objection to form. 16 A Same answer, ‘
17 1 A Same answer. 17 ¢ Am]correct that the demals in your 3
18 Q  Am T comect that BLMIS was reviewed in | 18 Answer, which is P-2, are not true and correct?
19 12007 pursuant fo the Investment Advisory Act? 18 MR, SPADA: Objection fo form.
20 MR. SPADA: Oblection to form. 20 A Same answer.
21 A Same answar. 21 Q  Did you have an account at BLMIS in your
22 Q  Am 1 correct that in connection with the 22 own name?
23 12007 annual review of BLMIS under the Investment | 23 A Same answer.
24 | Advisory Act, that you provided materially false and | 24 Q  AmTcorrect that during the perind of
25 | misieading statements {o the reviewers? 25 time that you had an account at BLMIS, that you

23 (Pages 86 to 89)
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 Madoff-bDirect

1 redeemed from your investment over $16 miltion? 1 MR. SPADA: Objection. w
2 A Same answer, 2 A Samiea answar, ’ ‘
3 Q Am 1 correct that in May of 2002 vou 3 G Have you offerad to return any of that '
4 redeemead nearly $6 million? 4 money?
5 A Sama answer, 5 MR, SPADA: Objection to form.
[ Q Am | correct that you redeemed & A Same answer,
7 iapproximately $6.9 million between April 2003 and May | 7 MR. RICCIO: Do you want to just give us :
8 iof 20057 & five minutes? i
5 MR, SPADA: Objection to form. g MR. SPADA: Sure.
10 A Same answer. 10 {Recess.}
11 G Am | correct that you redeemed over 11 MR, RICCIO: Okay, just a few more
12 1¢3 million between September 2005 and Aprit 20067 12 questions.
13 MR. SPADA: Ohjaction to form. 13 -
14 A Same answer, 14 BY MR, RICCID: !
15 Q  Am I correct that the total amount of 15 Q Mr. Madoff, do you admit that had you ‘
16 jyour investments in these accounts, which produced 16 not invoked your Filth Amendment privilege today,
7 iover $16 million In returns, was $32,0007 17 thatyou have sufficient personat knowiedge to answer
18 MR. SPADA: Objection to form, 18 all the questions that F've posed to you?
19 A Same answer. 19 MR. SPADA: Objection to form,
20 Q  Boyou consider an investmant of 332,000 20 A Same answer. ;
21 which produces a2 $16 milkion refurn a good 21 Q Angd the "same answer” is the Fifth
22 linvestment? 22 Amendment, correct, the "same answer” as whal you ‘
23 MR. SPADA: Chjection to form, 23 read earlier? *
24 A Same answer, 24 A Exactly, yes,
25 Q  Did you know that the $16 million that 25 Q And do you admit that you had sufficient
‘ 51 : 23
1 éyou received from your investment at BLMIS came from 1 personal knowdedge (o answer ali of the questions ;
2 iother BLMIS investors? 2 T've pased to you today and did not need access {o
3 MR, SPADA: Obsection to form. 3 any of the documents in the possession of the United
4 L A Same answer, 4 States Attomey's office, the SIPC Trustee, or any f
5 1 {3 Didyou know that some of the BLMIS 5 other person? :
& linvestors whose maney you were taking as a redemplion | 6 MR. SPADA: Objection to form. :
7 iwere charities? 7 A Same answer.
§ i MR. SPADA: Objection to form. 8 MR. RICCIO: I have no further guestions
9 A Same answer, 9 atthis time,
10 ¢ Ang hospitals? 10 MR SPADA: Thanks.
1L MR. SPADA: Objection to form, 11 {Beposition concluded 1:40 pum.)
12 1 A Same angwer, i2 {Exhibits retained by court reporter.
i3 1§ And pensigns? 13
14 MR, SPADA: Objection o form, 14
15 A Same answer. 15
16 G Do you regret havirg taken that money? is
17 MR, SPADA: Objection to form. 17
18 ¢ A Same amswer, 18
19 ¢ 0 Doyou now know that the money that you 19
20 took was, in fact, money that belonged Lo charities, 20
21 pensions, hospitals, and the Bke? 21
22 MR, SPADA: Objection o form, 22
23 A Same angwer, 23
24 ¢ Do you know that yvour brother admitled 24
25 that fact? 25
24 (Pages 20 to 83)
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