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Dear Ms. Murphy:

Please find herewith an original plus three (3) copies of my
Reply and Objections to the Division of Enforcement's Request for
Summary Affirmance and Motion to Stay This Proceeding, which I re-
quest that you file and docket in the normal course. I have en-
closed copies as indicated below per your instructions.

Please return a file stamped copy of this transmittal letter
for my files. I have enclosed an addressed and stamped envelope
for your convenience.

Thanking you in advance for your assistance in this matter.

Sincerely,
cc: (with enclosures) _./ﬁiqu;lghﬂ{;ﬁ/
(1) Hon. Brenda P. Murphy Gary L. McDuff,”pro se

Chief Admin. Law Judge
(Courtesy Copy)

(2) Hon. Cameron Elliot
100 F. Street, N.E.
Mail Stop 1090
Washington, D.C. 20549
(Courtesy Copy)

(3) Janie L. Frank
Counsel for the Division of Enforcement
Ft. Worth Regional Office
801 Cherry Street, Suite 1900
Ft. Worth, Texas 76102-6882




UNITED STATES OF AMERICA
Before the
SECURITIES AND EXCHANGE COMMISSION

ADMINISTRATIVE PROCEEDING
File No. 3-15764

In the Matter of: GARY L. MCDUFF'S REPLY AND
GARY L. MCDUFF, OBJECTIONS TO THE DIVISION OF
Respondent ENFORCEMENT'S REQUEST FOR

SUMMARY AFFIRMANCE, AND
MOTION TO STAY THIS PROCEEDING

Dated: December / 7 , 2014

Respectfully Submitted,
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Gary L. McDuff (hereinafter referred to as Respondent) re-
spectfully makes the following objections to the Division of En-
forcement's (hereinafter referred to as DE) motion for summary af-
firmance of the Initial Decision issued on September 5, 2014, and
requests that this proceeding be stayed until the disposition of
Respondant's appeal before the United States Court of Appeals for

the Fifth Circuit, and in support thereof would show the following:

I

FACTUAL BACKGROUND

A. The underlying civil case.

1. The civil case filed in the United States District Court
for the Northern District of Texas in which Respondent was one
of several defendants, was disposed of by a default judgment
and the allegations in the DE's pleadings in such case were

never proven by a preponderance of the evidence (SEC v McDuff

.et al Case No. 3-08-CV-526(N.D. Texas 2008)).
2. Prior to filing the civil case (No. 3-08-CV-526) in the
United States District Court for the Northern District of

Texas, DE had filed a contempt case against Respondent (which

was subsequently dismissed), as well as the Receiver Michael
J. Quilling for Megafund, Lancorp Fund, -Sadaukar, CILAK, and
CIG had sued Respondent and others in the United States Dis-
trict Court for the Northern District of Texas. Subsequent
to the District Court DISMISSING the contempt motion, Respon-
dent after, provided notice of his change of address to all
parties in the pending litigation. Respondent obtained em-

ploymment that required him to be located in Mexico. All ad-
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verse parties were given written notice of his change of ad-
dress, however with the SEC dismissing the contempt motion,
Respondent reasonably believed that he was no longer the "tar-
get" of the litigation and certainly not a "target" of a cri-
minal indictment in the United States District Court for the
Eastern District of Texas.

2a. On or about June 11, 2009, an indictment against Respon-
dent and Robert Thomas Reese was filed; a Superseding Indict-
ment was filed on August 13, 2009. Upon voluntarily return-
ing to the United States from his employment in Mexico, Res-
pondent was arrested, detained pre-trial, tried for two (2)
days in the United States District Court for the Eastern Dis-
trict of Texas, and convicted by a jury of conspiracy to com-
mit wire fraud (violation of 18 U.S.C. § 1349), and promotion-
al money laundering (violation of 18 U.S.C. § 1956(a)(1)(A)(i)).
3. Respondent's co-defendant Robert T. Reese before trial en-
tered a guilty plea to conspiracy with another co-defendant
Gary Lancaster (Lancaster had pled guilty early in the inves-
tigation to a violation of 18 U.S.C. § 371 conspiracy to com-
mit wire fraud). The statute which Lancaster pled guilty to
carries a statutory maximum of 5 years in prison. In return
for cooperation and substantial assistance, Lancaster received
a downward departure. Robert T. Reese committed suicide just
prior to his scheduled date to self surrender to begin a 97
month prison sentence.

4. Respondent laboring under a delusion fostered by individ-
uals hqlding themselves out as law professors and operating
under the name "Adjudicators" of the "International Adjudica-
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tor's Association" convinced Respondent that he had accom-
plished a private settlement with the government and thus the
criminal action was without jurisdiction and thus void. There-
fore at pre-trial and at trial Respondent refused assistance
of counsel, and stated that he respectfully declined to parti-
cipate as the court was without jurisdiction, which in a man-
ner, is a motion to dismiss under Fed. R. Crim. P. 12(b). Re-
spondent now knows that his reliance on the advise given him
by "Adjudicators" of the "International Adjudicator's Associ-
ation", was very much misplaced and a grave error in judgment.
5. Subsequent to conviction and sentencing the Respondent
filed a request for an expidited interxlocutory appeal based on

actual innocence which the United States Court of Appeals for

the Fifth Circuit, docketed and set an expedited briefing
schedule. Further a direct appeal of the conviction and sen-
tence was filed and a briefing schedule was ordered. There-
after the United States Court of Appeals for the Fifth Cir-
cuit consolidated the direct appeal with the interlocutory ap-
peal and maintained the expidited briefing schedule (See Ex-
hibit A hereto).
6. The appeal of Respondent's conviction and sentence is pre-
dicated on the following issues:
(i) Respondent is actually and factually innocent of the
counts of conviction;
(ii) the evidence is insufficient to support a conviction
of Respondent being a co-conspirator with Robert T.

Reese or Gary L. Lancaster; and,



(iii)

the Government Prosecution Team, including the Receiver
Michael J. Quilling, and witnesses from the SEC and the
IRS-CID testified falsely, misleading the jury and as-
sisted the Prosecution in suppressing exculpatory evi-

dence in violation of Brady v Maryland, 373 US 83, 10

L.E4d 24 215, 83 S.Ct. 1194 (1963). Such evidence is
not limited to but includes: (1) sworn deposition tes-
timony in 2005 and 2006 from Lancaster to the SEC, to
the effect that he was in total control of Lancorp

Fund and that he, not McDuff, was responsible for fund-
ing Megafund with Lancorp Fund's money, and that

McDuff had no authority to obligate Lancorp Fund to

do any act, nor any capacity to control any activity

of Lancorp Fund (See Exhibits B & C hereto excerpt from

Lancaster's deposition); (2) Lancaster provided a De-
claration to the SEC in 2005 that refutes the claim
that Respondent (McDuff) had any capacity with Lancorp

Fund, much less the "mastermind" of anything (See Ex-

hibit D hereto); (3) misrepresentations to the Court

and jury regarding the "insurance issue" by the Govern-
ment and its witnesses' regarding Lancorp Fund, by om-
mitting the disclosure that in 2007-2008, twenty-one
(21) United States District Courts had found that Lan-
caster advised all Lancorp Fund investors of a "mater-
ial change" in the Fund that is, there was no insurance
coverage and that all investors had the opportunity to

receive their money back from Lancorp Fund out of the
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"subscription escrow" prior to the Fund breaking es-
crow and selling its shares to the subscribers. See

The O0.N. Equity Sales Company v Steinke et al, 504 F.

Supp. 24 913; 2007 U.S. Dist. LEXIS 64842 (C.D. Calif.
2007), just one (1) of twenty-one (21) District Court
cases holding the following:

"Lancaster notified Defendants in April of 2004 that
a material condition of their investment had changed...'

"...the actual investment using Defendant's Funds was
not made until May 2004 - two months after Lancaster
became a registered representative of ONESCO...."

Thus the allegation that Lancaster was not registered
is simply false and was known to the SEC lawyers at
the time of the civil and criminal litigation. That
being only one of several pivotable misstatements of
fact and allegations made in the civil complaints as
well as the indictment. Another pivotable misrepre-
sentation made by the SEC lawyers and the Lancorp Fund
Receiver Quilling. was that McDuff directed the Lancorp
Fund investment in Megafund, despite their knowledge
of Lancaster's deposition testimony contrary thereto
and despite a finding by United States District Court
Judge Sam Lindsay finding that Lancaster made the in-

vestment in Megafund in reliance on an attorney's re-

presentation letter. See Quilling v Humphries, 2006

U.S. Dist. LEXIS 74568 (N.D. Tex. 2006). The lawyer
was held liable for all $9,365,000 invested by Lan-
caster; (4) misrepresentation from the Government that

Respondent (McDuff) was by law prohibited from holding
S




a securities license due to a §§ year old prior con-
viction which is a misstatemen£ of the requirements
of 15 U.S.C. §780(a)(6)(A)(ii)(4)(ii) and that was
known or should have been known when the testimony
and argument from the Government was presented to the
Court and jury; and (5) the Government assisted by
the SEC attorneys and the Receiver Quilling engaged in
forum shopping to get the criminal case against Res-
pondent out of the Northern District of Texas. The
foregoing is a partial listing of the constitutional,
procedural and statutory errors, that are not harmless,
that exist in the criminal trial which DE seeks to
rely on as a basis for its request for Summary Affir-
mance.
7. Respondent has additional issues that are being briefed
and substantiated that will be in McDuff's Brief on Appeal
which also bear on constitutional issues and violations which
provide a basis for vacating the criminal judgment as well as

granting an Appellant Acquittal.

CONCLUSION
In as much as DE seeks a Summary Affirmance predicated on the
"litigated" issues in Respondent's criminal case, such Motion should
be denied or the Motion stayed until the disposition of the conso-
lidated direct and interlocutory appeals, as such litigated issues
are not fairly and finally found against Respondent until the United
States Court of Appeals for the Fifth Circuit issues its opinion in

Respondent's appeal.




For the foregoing reasons Respondent requests the Administra-
tive Law Judge deny DE's Motion for Summary Affirmance or alterna-
tively stay this proceeding until Respondent's appeal is decided.

Respectfully Submitted,

'O,q*}c'.ci . December 13, 2014 L7 % 1 A
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ff, pro se

il il A
Gary L. McDu

CERTIFICATE OF FILING AND SERVICE

I, Gary L. McDuff, certify that in accordance with the Fifth
Circuit's "prison mailbox rule" I have placed in the FCI-Low prison
Legal Mail system a postage paid addressed package containing an
original and fiyve (5 ) copies of the foregoing Reply, Objections,
and Motion to Stay, to:

(1) Honorable Judge Cameron Elliot

Administrative Law Judge
100 F. Street N.E. Mail Stop 1090
Washington, D.C. 20549

and served a copy on:
Janie L. Frank
Counsel for the Division of Enforcement
Fort Worth Regional Office

801 Cherry Street, Suite 1900
Ft. Worth, Texas 76102-6882
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Exhibit A

Exhibit B

Exhibit C

Exhibit D

EXHIBIT LIST

Interlocutory and Direct Appeal Docket (Note as of the
date of this filing the appeals have been consolidated

under Appeal No. 14-40905).

Deposition (excerpts) of Gary Lancaster taken on Novem-
ber 17, 2005.

Deposition (excerpts) of Gary Lancaster taken on March
25, 2006.

Declaration of Gary L. Lancaster supplied to the SEC
via facsimile dated June 30, 2005.




EXHIBIT A

1. Appeal Docket for Gary L. McDuff appeal from the
United States District Court for the Northern:
District of Texas (criminal Case).




United States Court of Appeals

FIFTH CIRCUIT
OFFICE OF THE CLERK

LYLE W. CAYCE TEL. 504-310-77¢0
CLERK 600 S. MAESTRI PLACE
NEW ORLEANS, LA 70130

November 13, 2014
MEMORANDUM TO COUNSEL OR PARTIES LISTED BELOW:

No. 14-40905 USA v. Gary McDuff
USDC No. 4:09-CR-90-2

The court has taken the following action: “sua sponte grant”
consolidation of the above referenced appeal with 14-40780,

USA v. Gary McDuff. CJA attorney from case 14-40780, Daniel Kyle
Kemp, has been applied to appeal 14-40905, as current counsel of
record. Once the motion for appointment of new counsel in 14-
40780 has been disposed of you, will receive notice as to the next
steps in our Court. Revised caption included below.

Sincerely,
LYLE W. CAYCE, Clerk
,kﬁ/nnt AC%7nAuC,

Bf:
Jann M. Wynne, Deputy Clerk
504-310-7688

Ms. Terri Lynn Hagan
Mr. Daniel Kyle Kemp
Mr. Gary Lynn McDuff

New Caption to be used on further filings:

14-40780, consolidated with 14-40905

-

UNITED STATES OF AMERICA,

Plaintiff - Appellee
V.
GARY LYNN MCDUFF,

Defendant - Appellant

LA
Eiia




| 08/20/2014 NON-DIRECT CRIMINAL CASE docketed. NOA filed by Appellant Mr. Gary Lynn McDuff [14-40905] (RLL)
08/21/2014 INITIAL CASE CHECK by Attorney Advisor complete, Initial AA Check Due satisfied. [14-40905] (SRF)
11/13/2014 CLERK ORDER sua sponte granting consolidating cases 14-40905,14-40780. [14-40905] (JMW)

11/13/2014 Attorney Daniel Kyle Kemp added as counsel of record for Appellant Gary Lynn McDuff in 14-40905 [14-40905]
(IMW)
11/13/2014 UPDATED CASE PROCESSING NOTICE sent. [14-40905, 14-40780] (JMW)
- 11/18/2014 INITIAL CASE CHECK by Attorney Advisor complete, Action: Case OK to Process. [7778555-2] [14-40905, 14-40780]
(RLL)

11/18/2014 ELECTRONIC RECORD ON APPEAL REQUESTED FROM DISTRICT COURT. Electronic ROA due on 12/03/2014.
[14-40905] (JMWV)

[ PACER Service Center

) Transaction Receipt
5th Circuit - Appellate - 11/18/2014 22.14:14 _
PACER Login: |gm4797:4168366:0 [Client Code: ||
|Description:  |[Case Summary |Search Criteria: |14-40905

|Billable Pages: |1 |Cost: [0.10
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EXHIBIT B

Excerpt from the November 17, 2005, Deposition

of Gary L. Lancaster, taken by: (1) Julia Huseman;
Division of Enforcement - SEC; (2) Michael J. Quil-
ling, Receiver for Megafund Corporation, Lancorp
Financial Group, LLC et al.
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THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION

In the Matter of: )

) File No. FW-02975-A

MEGAFUND CORPORATION )

WITNESS: Gary Lynn Lancaster

PAGES: 1 through 156
PLACE: 1211 SW Fifth Avenue
Suite 1900

Portland, Oregon 97204
DATE: November 17, 2005

The above-entitled matter came on for hearing,

pursuant to notice, at 9:20 a.m.

Diversified Reporting Services, Inc.

(202) 467-5200
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Q What year are we 1in now?

A It ended --

Q What year did you start at US Bank?

A I think it was *99 to 2002. Aand then I left US

Bank in 2002 and I’'ve been self-employed under Lan Corp.
Financial Group since then.

Q Where is Lan Corp. Financial Group incorporated?

A It was -- it was incorporated in Oregon. It has
subsequently been moved to Washington. Registration --

Ch, I left out an employer. Universal Underwriters
was my last employer.

Q What licenses do you hold?

A Life, health, Series 6, 63, 65 and 7 are the ones
that I've qualified for.

Q Are any of them active?

A They have been -- all of them are active -- well,
in fact, I've just learned that my securities license is now
not being held.

Q When did you learn that?

A Last week.

Q And how did you learn that?

A By looking online for my registration.

(SEC Exhibit No. 16 was marked for
identification.)

Q Prior to opening the record, I gave you a copy of

Exk. L.+ B
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what I'm now marking as Exhibit 16, which is your
declaration, which was submitted with the case that was filed
in July. Have you had an opportunity to review that?

A I have.

Q Is there anything in that that you wish to change
at this time?

A I don't think so, no.

Q And, for the record, your attorneys also had an
opportunity to review that?

A Yes.

Q What was the first offering that you ever made Ifrom
Lan Corp. or using Lan Corp.?

A Lan Corp. financial funds?

Q For example, the People’s Avenger Fund, tell me

about that.

A That was an attempt to register a fund as a public
fund.

Q Attempt to register it with whom?

A With the SEC.

Q And what attempts did you make to do so?

A Retained legal counsel to create the fund and go

through the legal process of registration.

Q And what happened in that case?
A It -- it was dragging on forever and it never came
to fruition. It was terminated.
'EKLit \)-* E
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Q What do you mean when you say it never came to
fruition?

A It never got registered. It never -- never went
effective or became registered.

Q When did you initiate the People’s Avenger Fund?

A I -- I don’'t remember exactly. It was -- 1t was a
work in progress that was transferred over to me.

Q By whom?

A By Secured Clearing.

Q And what is Secured Clearing?

A Secured Clearing is -- is a company that was owned
by a gentleman in England who was -- had had a previous fund,
as I understood it, and was going -- wanted to do a public

fund to have an unlimited number of investors.

Q And what was that gentleman’s name?

A Terrance D'Ath.

Q Could you spell that, please.

A T-e-r-r-a-n-c-e and I think it’'s D, apostrophe,

A-t-h. I can’'t remember.
How did you meet him?
A I met him through Gary McDuff, who was a director
for Secured Clearing in Houston, Texas.
Q How did you meet Gary McDuff?
A I met Gary McDuff through a client of US Bank that

he was representing.

ELbLF B
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Q And what was the client’s name?

A Morris Cerello.

Q Could you spell the last name.

A C-e-r-e-l-1l-o0, I think.

Q And how long have you known Mr. McDuff?

A Since 2001, I think.

Q What is the current nature of your relationship

with Mr. McDuff?

A Currently, I have no relationship with him. His
interests -- he represented Secured Clearing and his
interests were transferred to Mex Bank, so I have no direct
dealings or relationship with him at all.

Q When was the last time you did have direct dealings
or a relationship with him?

A At the time that the joint venture agreement was
executed and all of Secured Clearing’'s interests were
transferred and I don't remember that. You have that
document .

Q When you said -- when you say at the time the joint
venture agreement was executed, what joint venture agreement
are you referring to?

A Joint wventure -- joint venture agreement with Mex
Bank for sharing the profits earned by Lan Corp. Financial

Fund.

Q And how much money did Mex Bank contribute to Lan

Eelibd B
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first met him, he was with Jackson Walker.

Q Does -- do you still keep in touch with Mr.
Reynolds?

A I have up until recently.

Q How much money did the People’s Avengers Fund raise

from investors?
A None. It never became effective. No money was

raised for that fund.

Q No money was ever raised for that fund?

A No.

Q Did you prepare or issue investment documents for
that fund?

A No.

Q You never prepared any documents for that fund?

A The only documents that were prepared were by

Norman Reynolds to get the fund filed with the SEC.
MR. SELLERS: Can we go off for a minute?
MS. HUSEMAN: Off the record at 9:40.
(Whereupon, a recess was taken.)
MS. HUSEMAN: Back on the record at 9:45.

Q Mr. Lancaster, we were discussing the People’s
Avenger Fund and you said, just to recap, that you never
raised any funds for that investment; is that correct?

A Correct.

Q And it was never actually registered or

vy ®
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Did you register it with the Commission?

A I didn‘'ct.
Q Did you register it with any state?
A Yes. Every state where investors sent an

application to purchase shares, registration was filed in
each of those states.

Q What states were those?

A There’s probably 20. I don't know. I couldn’t
recite them all to you without checking my records.

MS. HUSEMAN: Did you want to say something?

MR. SELLERS: Yeah. 1I'm -- I'm advised that those
are not technically registrations in the sense that you’re
talking about, so I don’t want the record to be misconstrued
that my client is saying that he did a securities
registration in those states. Those are simply the -- the
state registration.

THE WITNESS: The Reg. D -- the Reg. D
registration, is that what you’'re referring to?

BY MS. HUSEMAN:

Q I'm just asking -- you conducted a securities
offering. |
A Yes.
Q Either it has to be registered or there’'s an
exemption.
A I see.
By B
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Q And I'm asking, did you register your securities
offering with either the Commission or a state?
A Not that I know of. That question has to be

directed to Mr. Reynolds.

Q Okay. But I'm just asking to the best of your
knowledge.
A To the best of my knowledge, it was not registered,

I guess, in the sense that you’re talking about. The only
registrations that occurred, to my knowledge, were the ones
in each individual state with the Reg. D filing.

Q And what is Reg. D?

A The securities regulation that governs the fund, I
guess. I can’'t define any of the --

Q Well, you’'re saying it’s a Reg. D filing. What
does that mean to you?

A That -- with a specific form that was supplied to

me by each respective state to file the fund in that state.

Q And did you register the fund as a Reg. D --
A Yes.
Q -- under Reg. D?
A Correct.
Q Do you know what exemption you were going under?
A Not specifically.
MR. SELLERS: I’'m going to instruct my client to
answer the question as to -- the question poses what you did,

Exbibd B
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Q What did you do with the money you received from
the clients?
A Placed it into the client trust account and then

subsequently into a money market account.

Q  And where is -- is it in that account today?

A LEsia,

Q How much is in there?

A A million six something.

Q And where is that account held?

A That account is held at Fidelity.

Q And how many investors have funds in that account
currently?

A I don't know exactly without checking the list, but

somewhere around 25.

Q Are you paying returns on that account of those
investments?
A Not currently. I stopped deing anything subject to

dealing with the current issue.

Q And what have you told your investors about their
money that’s sitting there?

A That I'm seeking guidance on the best way for me to
handle the funds that came in to the fund after the last
installment was made to Megafund.

Q Have you -- has anyone asked to be -- to have their

money refunded to them?

Tabolr 8
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A Yes. I've had -- I don’t know how many, but a

Q And have you refunded their money to them?
A I have not. I have indicated to them that -- that

I can’‘t do anything with the funds until this issue is

revolved.

Q When you say "this issue," what are you referring
o2

A Well, the issue with Megafund.

Q And -- but none of those funds went into Megafund;
correckt?

A So you’'re specifically talking about the funds that

did not go into Megafund.

Q Right.

A OCkay. I've only had, of those people, three or
four maybe that have requested redemption.

Q And have you paid -- have you given them their
money back?

A I have net. I have indicated to them that I'm
seeking legal counsel, guidance on what is or is not
appropriate on how to handle the funds that were not part of
the Megafund transaction.

Q Who introduced you teo Megafund?

A I was introduced by Gary McDuff through his father,

John McDuff.

Exhibiy B
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Q And when you say "through his father, John McDuff,"

who did John McDuff know?
A John McDuff, as I understand it, had been personal
friends with Stan Leitner, the principal of Megafund, for 15

plus years.

Q Did you ever meet Mr. Leitner?

A I did not.

Q Did you have any conversations or dealings with Mr.
Leitner?

A Well, I've had numerous conversations with Mr.
Leitner.

Q When did you first talk to Mr. Leitner about
Megafund?

A Sometime in January.

Q of>?

A Oof ’05.

Q And what did Mr. Leitner tell you about Megafund?

A He sent me an outline of the scope of what the

fund -- how it worked. There was two -- two specific plans
that he was offering to investors.
Q Did he give you a choice of which plan he wanted to
be a part of?
A Yes.
(SEC Exhibit No. 13 and 14 were

marked for identification.)
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I'm showing you what'’'s been marked as Exhibit 13

and Exhibit 14. Are these the plans that he outlined to you?

A

Q
in?

A

Q

A

Q

A

0

A

Q

A
2,885,000
the math.

Q
investors’

A

They are.

And which one did you invest your investors’ money

I invested in the MCF 1025 plan.

And how much money did you invest?

All together?

Initially.

Initially, 5 million.

And when did you send 5 million to Megafund?
February of ‘05.

How much more did you invest?

There were two other installments, one for

and another one for -- I think -- I'd have to do
The total was 9,365,000 all together.

And what did you understand you were investing your
money in?

That they -- that the -- the investments -- he

wasn’t specific other than saying that he would comply with

the permitted investment section of my memorandum.

Q
A

things.

What -- what does that mean?

That means it could only be invested in specific

Okay. And what were those things?

ExWut g
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A (Nods head.)
Q What percentage of your -- what -- what were you --

what did you think you were going to receive on a monthly

basis?

A Up to 10 percent.

Q Monthly.

A Monthly.

Q Did it occur to you that any investment that pays
up to 120 percent a year is probably -- there’s probably

something wrong with that?

A Not if they could prove it.
Q How did they prove it?
A Well, they would have to prove it by giving me the

rate of return.

Q What due diligence did you do on Megafund before
you invested 9.3 million, I believe? 1Is that correct?

A Correct.

The primary due diligence was just looking at the

referral, the references from Stan Leitner and getting a
letter in writing from legal counsel verifying that the money
would be held as agreed and would be insured. A

Q And who -- what legal counsel gave you that
verification?

A A Mr. Humphries.

Q Did you speak to-Mr. Humphries?
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originally was, as I understand it, operating a fund that was
going to be changed to a public offering and they paid for
significant attorneys fees during that organizational

process, which didn't result in anything.

Q Who raised the money for Secured Clearing?

A I have no idea.

Q What was Gary McDuff’'s association with Secured
Clearing?

A He was a director of Secured Clearing and he was

the contact person for Secured Clearing.

Q And how many directors did Secured Clearing have?
A I don't know.

Q Do you know of any directors besides Gary McDuff?
A I do not.

Q We have to be real careful not to talk on top of

each other because it makes it hard for her to get.
And Secured Clearing’s connection to Mex Bank is
what?
A The only connection that I know of is that the

interests of Secured Clearing in the fund were assigned to

Mex Bank.
Q And do you know what -- why that occurred?
A I wasn't given any reason.
Q So is Mr. McDuff -- does Mr. McDuff know Mr. Trejo?
A I don‘t know. I’'m presuming he does.
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A Correct.

Q -- out of the goodness of his heart and you didn't
compensate him in any way, shape or form.

A I did not compensate him. My -- my presumption was
that by referring people to the fund where they would have
success, that he would sell them other things.

Q He also, though, communicated to the investors

about Lan Corp.; isn‘t that correct?

A I'm sure he did, yes.

Q What did he know about Lan Corp.?

A Just what the memorandum says.

Q So did you tell him when you invested with
Megafund?

A No.

Q So did he know that you invested in Megafund? Did

you ever tell him?

A No, not until the issues came up.

Q And when the issues came up, did you contact Mr.
Rees?

A I've talked to Mr. Rees numerous timés.

Q Okay. What have you talked -- when is the last

time you talked to him?

A Earlier this month.
Q Does he know -- does he know that you’'re here
today?
E—"\\"‘: Ll“ B
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relationship with him in a way that I can understand why he
would do all this? I mean, almost every investor is
recommended by Rees; isn’t that true?

A Yes. And I'm presuming that he‘s part of, you
know, the -- the Mex Bank group that’s referring investors.
That was their role. Their compensation was to bring
investors to the fund.

Q I'm sorry. Their compensation was to bring
investors --

A The 60/40 split, part of that was based on them
bringing investors to the fund.

Q Okay. What was your 40 percent based on? What did

you do for the fund?

A Managed the fund.
Q And what did that involve?
A Keeping track of all the investors, making sure

everything is in compliance and doing my best efforts to

attempt to provide the greatest return that I could for the

investor.

Q What did you do in terms of making sure everything

was in compliance?

A What I was instructed by counsel for filings.
Q Is that it?

A Yeah.

Q So you maintained a database with investors.
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A Correcet.
Q You placed the money with Megafund and you paid out
two payments; is that correct?
A Correct.
Q And that’s pretty much the extent of what you did.
A That was it, yeah.
Q And for that you were compensated 200 -- or excuse
me -- approximately $325,0007?
A Something like that.
: Q When you say that Mex Bank contributed money up
front, that that’s what I'm hearing, is that what you mean to
say, that they contributed money up front when you were
setting up the fund?
A Secured Clearing did.
Q Secured Clearing --
A Yes.
Q - - excuse me.
And how much money did Secured Clearing contribute?
A I don’'t remember exactly. There were significant
attorneys fees throughout the -- the process of attempting to
get the People’s Avenger Fund up and running.

Q When you say "significant attorneys fees," what do

you mean?

A Thousands of dollars.
Q Okay. But, approximately, how much in total did
Bkl B
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EXHIBIT C

Excerpt from March 25, 2006, Deposition of Gary
L. Lancaster taken by: (1) Eric Werner BC; (2)
Julia Huseman, Division of Enforcement - SEC;
(3) Michael J. Quilling, Receiver for Megafund
Corporation, Lancorp Financial Group, LLC et al;
and (4) two attorneys from, Quilling Selander,
Cummiskey Lownds, PC, Mr. James H. Moody III and
Mr. Brent J. Rodine.
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1 QOkay. How long did it take you to raisc five million
2 dollarz?

. Alt took almost a year.
'44 QSo 20047

! 5  AYesh.

| 6  QAnd at that time, is that when you invested with the
| 7 Australian eatity?

| 8  AComet.

I g Q And were the investment documents that yon sent to
|10 your investors that they filled out? Were they the same all
;11 the way through 2003 total —

{12 AYes. They nover changed.

113 Q And who had drawn thosc up for you?

T QHec bad a connection with Homeland Security?

2 A That is what be indicated, so —

3 QMeaning that he knew someonc that worked in Homeland
4 Security? g

5 A Someone that be had worked with or done something

6 with before, that be had regular contact with.

% Q And why wonld that matter in your situation?

8  Altdidn't. Justthat he — he was always checking

9 with somebody to make sure everything was appropriate,

10 QSo bo was checking with Homeland Security to make
11 surc the Lancorp offering was okay?

114  ANorman Reynolds.

115 QAnd who - did Norman Reynolds physically hand you
'16 those documents and say, usc these?

117 A He — they were provided directly to me from him,

i'18 yes.

19 QNo. ButI'm asking, did be hand, did be say to you
j20 bere, usc these for your investors?

ta1 ANb. Because I never met him face to face.

122 QSo how did you know they were provided by him?
{23 ACorrespondence. I mean letters from him and

124 subsequent bills for it.

125 QSo do you have copies of those bills?

12 Alguess.
13 QDid that hit you — I mean I just — that docsn’t hit
14 you as strange?

15 AWell, it didn't have any impact on me because I was

16 relying cotircly on Norman Reynolds to take care of that

17 part.

.

18 MS. HUSEMAN: Okay.

19 BY MR. WERNER:

20 QI want to ssk you just a couple of guick questions

21 heroc and we can take a break.  First, you mentioned earlier
22 that U.S. Bank conducted an investigation into Mr. McDuff?
23 AYes.

24  QWhat was the reason for that? What was the impetus
25 for them actually taking the cffort and spending the time to

! Page 194
"1 AYcah

2 QI wonld liks those too.

©3  AOkay.

F QWhat part was Gary McDuff playing in this?

5 A He was like — he was like a linison with Norman

+ 6 Reynolds. He seemed like he talked to Norman as much or more
| 7 than I did. And then I got the results of that conversation

: 8 He and Norman Reynolds evidently had a previous

F 9 rclationship that went — that existed prior to and then for

10 other activities that I don't know anything about.

11 QWas Gary McDuff cver an officer of any of the Lancorp

Page 196
1 investigatz him? - .
2 A Well, because his — his — I keep, had to keep
3 records of everybody who was in attendance and who was doing
4 what. And be was representing the transaction — well, part
5 of the transaction was going to occur. And they routinely do
6 a background check on everybody.
7 QOkay. So it wasn't anything specific that be did.
8 It was simply —
9 ANo.

10 Q— just a matter of —
11 ANo. It was routine.

12 entitics that you werc aware of?

13 ANo, no.
14 QDid he cver ask to be?
15 ANo.

116 QDid be ask oot to be?
{17 ANo. Tbere was never e discussion. Thare was never

18 any reason to have him be part of it.

19 In fact, I would not with -- with his background, I
|20 did not want him part of anything that would be attached to
{21 me that would go to the public,

122 He made a lot of claims that be had some — some
123 contact with the Homeland Security and that be had taken
!24 great pains to do everything by the book, with legal counsel,
'S odvising cvery step of the way.

-

k

112 QOkay. I'm a little curious as to how you went from
13 learning that Mr. McDuff bad a criminal record to deciding
14 that it would be, you know, good for you to do busincss with
15 him?

16 A Well, I didn't do business with him, per se, because

17 1 was having everything done by Normen Reynolds.

T His whole role and what subsequently became our

19 agrecment was, that there would be a profit sharing of

20 carnings predicated on the investors that be was responsible

21 for bringing to the fund.

22 QAnd I understand that, But that scems to got a

23 littlc ahead of the situation. As I understand the

24 chronology of cvents you were working at U.S. Bank?

25 A Correct.
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1 QMr. McDuff comes in as part of a transaction that i AYes. I would be responsible for that, yes.
2 ultimatcly nover goos through. The bank docs an 2 QWas there any discussion with Mr. McDuff about how
3 investigation into him. Finds out that he has a criminal 3 the responsibility for the investment decisions would be made
4 record. Mr. McDufT then tells you a little bit morc about 4 in so far as it's solcly op to you? Or, you arc the point
5 it. Gives you hix side of the story — 5 person, but tharo will be sams other people involved in
& AUm-hum. 6 making thosc decisions with yon?
7 Q- and then you decide to work with him in some 7 ANo. There was never any discussion of other poople
8 capacity. B making decisions with me.
9 I'm wondering what was going on in your mind to QOkay. Did you have any priar experience running any
10 make you decide, okay, I cither belicve Mr. McDuff — or what |10 sort of private placement or mntual fund?
11 was it about him that you thought it would be okay to engage |11 ANo.
12 in business with him, ecither as a partner or in some other 12 QDid yon explain thiz to Mr. McDuff?
13 capacity? 13 AYeah. And his explanation was that, that actually
14 A Well, his explanation was rcasonable to me. And as 14 that would not be a challenge becausc the transactions were
15 long as we were having everything done and reviewed by legal 15 very simple. If you buy a security and you re-sell the
16 counsel to protect the entity and the activity, I didn't sec 16 security you make the spread.
17 any problem. You know, 1 mean people make mistakes. 17 QDid it concern you at all that he didn't have the
18 I had no reason to believe, and with, you know, 18 poccssary expericnce to do this?
19 talking to Norman Reynolds, since be had been working with 19 AOnly a little bit. And that is where I was relying
20 him for some period of time. As long as cverything was being 20 on — on the otber entitics to ~ executs the transactions 5o
21 done cormrectly and being revicwed by legal counscl, if be 21 that I wonld make certain that it was done correctly.
22 - could:bring investors 10 the table and I could manage a fund, 22 That's why the agreement was made with the
23 it looked 1o me like a viable opportunity. 23 Australian firm, Tri Com, because they were the one actually
24 - QOkay. Again, and I'm just thinking in my mind, that 24 cxecuting the deal.
25 scems to get a little ahead of the situation. You find out 25 QWhat about the actual investment decizions, where to
Page 198 Page 200
1 this information about Mr. muDuff. At that point, docs he 1 place the moncy, what to invest in?
2 -say,-don"t'worry about my past, I would like to do busincaz 2 1 mean did you have experience in managing that
3 with you? 3 amount of moncy and basically, investing that moncy -~
4 1 mean how did it come about that the two of yon 4 ANot on that scale, no.
5 got involved in any sort of busincss enterprise? Was it your 5 QAnd did you explain that to Mr. McDuff?
6 idea? Did you spproacii him and say, I know this didn’t go 6 AYcah. Hedidn't sec it as a problem.
7 through, but maybe we can do somcthing oursclves? 7 QDid you at any point zay, I may not be the right
8 ANo. He — be was the instigator behind saying, look, 8 person for this?
9 we've got all of these investors. Thero's all of this moncy 9 AYeah, I mecan I -~ you know, is there anything that |

10 out there. He said he had the contacts to — through Secured

11 Clearing and Terrence D'Ath and these guys to do 8 number of
12 very large sccuritics transactions that could be arranged for

13 and be very profitable. But they needed somebody who hed my
14 background to be responsible for the fund.

15  QTo manage the fand?

A Manage the fund.

17 QAnd in your mind at that time, did you think that you
18 would be doing the day-to-day operations, handling the actual
19 investment of the money, or all of the above?

20 A The day-to-day operations of the fund itself. That

1121 the transactions would be taken care of by a broker dealer or

o

10 - more that I need to do or know that I'm not going to be
11 getting direct assistance with until I'm completely competent
12 1can do it all myself, It seemed pretty simple.

13 QAnd what was Mr. McDuff"s responsc?

14 A That Norman Reynolds end then the Australinn firm
15 would walk me right through.

T QDid you bave the sense that even though your title or

17 rcsponsibility would be to manage and run the fund, that in

18 actuality, Mr. McDuff and his crew of pcople would rcally be
19 taken on the lion's sharo of the responsibility?

20 ANo.

2] Q So your understanding was that it was your job?

; 22 by some other licensed entity.
QBut was it your undcrstanding that you would have
24 discretion to invest or make the investments on behalf of the

25 fund as yon saw fit?

22 AYeah,

23 QOkay.

24 A Their responsibility was to bring the investors. The
25 rest of it would be taken carc of by me and by legal counscl
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1 and by iovestor fims.

2 QOther than the five million dollar minimum threshold

}'_“ ' 3 at the outsct, what were the — what were the plans for the
4 fund? What did you asd Mr. McDuff bave in mind for Lascorp?

5 A Just for it to — to reach the 100 investor maximmum

6 and just execute trades and be profitable.

7 BY MS. HUSEMAN:

T8 QWhy did you thiak that you Bad a 100 investor

9 maximum?

{10 AThatwas my understanding of the private placement,

11 that the maximum number of investors you could have is a 100,

12 QWho told you that?

13 A Norman Reynolds.

14  QHe told you that directly?

1

—
0 O 0 Ny e W N

[F———
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you got 50 points, that wasn't his represcntation to you that
thiz iz what you zhould be taking as a commission?

A Oh, yeah, that was the part of the fee to the fund
itself, right.

QThen why didn't you follow that reccommendation?

AWell, Idid up toa point. Uptoa —

QYecah, You said the 50,000, and then you took a
100,000 on top of it. Why didn’t you limit yoursclf to that
recommendation if you were relying on legal counsel?

A Well, up to that point, that is when Gary McDuff had
— said be hed a conversation with Norman Reynolds. And we
did a conference call indicating that the profit sharing
arrangement could be structured so that there was 8 maximum
amount paid to the fund and then the rest would be profits

QI guess what I'm trying to ascertain, you said that

you placed a lot of reliance on legal counsel?

12 A Yes.

13 Q You didn't know what you were doing necessarily, but
14 you relied on them to lead you throogh it?

I5 ARight.

16 QOnce Norman Reynolds was gone, was no longer

|7 communicating with you on a pretty consistent basis, who did
18 you rely on then?

19 Al didn't have anyone that I needed to rely on, 1

20 didn't think, at that point. The fund was up and running.

21 There was no need for further counsel that I knew of.

2 QDid you rely on Norman Reynolds when you were
Ff?dmcrmining what your commission would be out of the fund?
24 A No.

15  AYeah Thatis what —is part of the provision under 15 that would be shared amongst —

16 private placement for a fund. You can have 65 accoredited and 16 QYou and Mr. McDuff?

17 35 non-sccredited. 17 AThetwo of us. But then I told him I can't pay him

18 BY MR. WERNER: _ 18 commissions. It's not legal. '

19 QAnd you had mo pricr experience with private 19 And then be — that is when be subsequently, 1

20 placements to know whether or not that was troa? 20 guess, made the arrangement with Bank of Mexico to sell his
21 ANo. [ mean I had heard of them but no direct 2] interest to them,

22 experience at all. 22 QSo you couldn't pay Gary McDuff commissions, but
23 Q And did you do any personal investigation or due 23 counld pay Mex Bank commissions?

24 diligence to find ont if that was in fact troc? 24 AYes.

25 ANo. I relied entirely on counsel for that. 25 QWhy?

- Page 202 Page 204

1 BY MS. HUSEMAN: 1 ABecause according to — well, and this is part of the

2 QWhen did you stop having contact with Mr. Reynolds? 2 conversation with Norman Reynolds on the conference call was
I 3 Altwas probably the end of 2004. I had the one 3 that once profits were made, they could be distributed to

4 conversation with him about when — I asked him about — told 4 anyonc.

5 him about what was going on with the investigation. 5 QWhy would you beliove that? I give you my moocy and
6 QA the cud of 20047 6 you invest it and yon distribute the profits to your wife,
7  ANo. Imean ] had that one conversation since then, 7 you think that is okay?

8 butIcan't — I'm trying to remember. I can't remember the 8 ANo, no. The -- my understanding was, that once

9 last conversation I had with him. 9 profits were — since it was separated, Lancorp Financial

—
- O

12

)
—

S QSo when be provided you the document that said that

Group was the investment advisar for the fund, that the
agrecment between the fund and the group would specify bow
much would be paid to the fund.
And anything that was made above that, would be

profit to the — Lancorp Financial Group, Once that profit
was made to Lancorp Financial Group, that any distribution of
those profits could go to anyone.

QThen why would it have to go to Mex Bank? Why
couldn't it go dircctly to Gary McDuff?

AAs far as I know it could, but that was not the
arrangement that he —

QBut I thought -~ not the arrangement who?

AThat — not the arrangement that be wanted to make,
He sent me a document which I provided to Mike Quilling, and
I think you have a copy of it too, saying that he had
assigned all of his interest, Secured Clearing's interest to

i -age 201 - Page 204
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1 Mex Bank. 1 the papers drawn up and you simply saw, oh, I'm going to
2 Q But why would be do that? 2 reccive X amount?
3 Aldon'tknow. 3 AThey were drawn up and I was to receive X amount.
B QIF there is nothing wrong with this armangement why 4 QOkay. You had no say in that number?
5 would be do that? Did you axk him why? 5 A Correct.
6 A Not specifically, no (] QAnd oncc you saw — it's 50 basis points, is that
7 MS. HUSEMAN: Okay. OfF the record at 10:20. 7 correct?
8 (A receas was taken.) 8 ARight.
9 MS. HUSEMAN: Back on the record at 10:35. 9 Q And once you saw that number, did yon talk to Mr.
10 BY MS. HUSEMAN: 10 McDuff ar anyone else to try to negotiate that figure higher?
T QYoo said provious, befors we weat off the record, 11 ANo. That, that to me, for that part of it, scemed
12 that you didn’t do busincas with McDuff per sc. 'What does 12 rcasoneble.
13 that mexn? 13 QOkny. And how often would you be, would the manager
14 ATt means we were not in business togsther as a 14 be compensated on 50 basis points? Would it be monthly and -
15 partnership or entity or legally connected in any fashion. 15 -
QOkxy. : 16 A At the end of cach quearter,
17 A Other than the agreement at the end where 1 agreed to ' 17 QAnd st the time, and sgain, talldng about at the
18 scnd the requisite percentage of profits to Mex Bank. 18 outsct —
19 BY MR. WERNER: 19 AUm-bum.
20 QA1 the outset of the arrangement ax Lancorp is being 20 Q— before any moncy is put into the fund —
2] established, did you have any nnderstanding or was there any 21 ARight,
22 discuszion that Mr. McDufT would be compeasated in any way as 22 Q- did you discuss or dmw up any armngcment with
23 arosult of the on going operations of the Lascarp privale 23 Mr. McDuff on how he or others would be compensated?
24 placement fund? 24 ANo.
25 ANothim. But Secured Clearing, a3 the entity that 25 QAL the time Lancorp received its first investor
Page 206 Page 208
1 was bringing the clicnts, there was going to — there needed 1 funds, was therc any otber arrangement on how other people
2* to be a profit sharing arangement. And I didn't have a 2 would be compensgated?
3 problem with it. It secmed reasonable that there should be, 3 ANot that I know of, not by me.
4 you know, compensation for participation, but it bad to be 4 QOkay. So any discussion or arrangement with Mr.
5 legal. 5 McDuﬂ'crutha'lcmcmbmpmimlbamuﬂmtmd
6 QI'm not entirely surc I understand what that means. 6 initial investment into the fund?
7 Running the fund as the manager of the fund — 1 AYes.
8 AUm-hum 8 BY MS. HUSEMAN:
9 Q— the mansgement company or manager would be 9 QWhen did you bave your first discussion with Mr.
10 compensated as sct forth in the offcring memorandum, is that {10 McDuff about him getting, receiving moncy from the fund?
11 correct? 11 A Prior 10 it going effective, wanting to figure out
12 A Correct. 12 some means by which that Secured Clearing could be
13 QOther than how the manager would be compensated, how |13 compensated.
14 clsc would anyonc be compensated or would it come from the |14 QWhen you usc the term, going cffective, do you mean
15 moncy paid to thc mansger? 15 prior to it reaching the fulfillment point of whatcver that
16 At would all come from the moncy paid to management. 16 was, five million —
17 Itwas, as far es [ knew, although there - there had been 17 AYes.
18 discussion about participating in the actual underwriting 18 Q-- or ten million?
19 themselves, whether it be two scgments, One that is paid W 19 AYes. Right.
20 the investors' moncy. And a scparate payment that is made 20 QWhen did this go effective?
2| for the actual underwriting itself. 21 AT think it was March of '04.
22 QOkay. 22 QSo prior to March of '04, you madc an agrecment with
23 ABut I bad no, you know, direct connection to it 23 Mr, McDuff as per compensation, is that correct?
24 QOksy. So at the outset, did you have any say in 24 ANo. We bad no agreement, We had discussions sbout
25 terms of how you, as manager, would be compensated or were |25 how could they be compensated legally.
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’l‘t QThey who? 1 QSo you arc paying, you are sending the moncy to Mex
F 2 A Secured Clearing. Everything was Secured Clearing, 2 Bank who has taken over for Secured Clearing?
| QWho elsc was Secured Clearing besides Mr. McDuff? 3  AComect
.4 4 ATomy knowledge the only principals in Secured 4  QSo you'ro still paying Sccured Clearing?
5 Clearing that I knew of for surc was Terrence D'Ath. 5 Al suppose, indircctly. 1don't know how that works.
6 And then Gary McDuif was a dircctor working for Mr. 6  QWhst did you think was happening for that — with
7 McDuff of Secured Clearing. So he was representing Secured 7 that moncy that you were sending to Securcd Clearing?
8 Clearing. 8 Al assumed that a payment arrangement was made between
9 So it wasn't him personally, It was a compensation 9 Secured Clearing and Mex Bank for the assignment,
10 arrangement with Secured Clearing 1o bring investors, bring 10 QAnd what do yon basc that assumption on?
11 these investors over. 11 AWell, I don't know bow else it could work. I mean
12 QOkay. Idon't understand what you just said. The 12 that is just my own essumption.
13 principal of Secured Clearing is Terrence D'Ath? 13 QWhen you and Gary Lancaster (sic) had the discussion
14 A That is my understanding. 14 about bow Secured Clearing wounld be componsated, what was
15 Q And Gary McDuff worked for Tarrence D'Ath? 15 your agreement?
7116 AYes. As a director of Secured Clearing. 16 Aldidn't bave any agrecment. We pever could come to
17 QBut—okay. So as the director of Secured Clearing, 17 terms on how it could be done legally until this agreement,
18 what was Secured Clearing going to be compensated for? 18  QSo by scnding the moncy to Mex Bank that made it
A For bringing the investors to the fund. 19 legal for Securcd Cloaring to be compensated. 1s that what
QHow many investors did Secured Clearing bring to the 20 you arc saying?
21 fund? 21 AT'm presuming, yeah. That was my assumption based on
j22 Al can't identify specifically. I'm presuming that 22 this that — the joint venhure agreement took over the
123 the people who refiered, which include the people that came 23 interests that Secured Clearing bad in the profits of the
24 from Bob Reese had — because he — my understanding is that 24 fund.
25 Bob Reese and Gary McDufT had some kind of provious 25 BY MR. WERNER:
Page 210 : Page 212
¢ 1 relationship. ' 1 QLet me step 27k bero for a sccond bocansc that
2 And I don't know if that bad — I did not know or 2 assumes that Secured Clearing actually had an interest in the
3 do not know if that had anything to do with the Avenger Fund 3 fund. Which it sounds to me like there were scveral
4 or otber arrangements, 4 discussions between March of *04, a little bit earlier into
5 QSo when you were campensating Secured Clearing, the 5 '0S, when no onc could get on the same page as to how Secured
6 moncy was going to Mr. McDuff and Mr. Reesc? 6 Clearing could be paid. '
7 ATdon'tknow. It was just going to Mex Bank for the 7 ARight ‘
§ benefit of Secured Clearing, who would assign their interest 8  QSo it docsn't sound like there actually was an
9 there. That was my understanding. 9 interest to begin with,
10  QThe fund — you testificd proviously that the fund 10 AThere was —
11 went cffective in March of 2004 -- 11 QSo let me take a step back here.
12 AYes. 12 Could you go through some of the discussions that
3 Q--is that correct? At that time how were you 13 you had with Mr. McDuff or others about how to compensatce
‘|14 compensating Sccured Clearing? 14 Sccured Clearing, and nltimately what happened with thosc
F1S Al wasn't, 15 discussions? Why it is that nothing actually went forward?
16 Q When was the first time you paid any compensation to 16 A Well, because — the discussions were figured out
17 Sccured Clearing? 17 some way that there could be a profit sharing arrangement for
18 AMarch of '05. And it wasn't to Secured Clearing, it 18 Secured Clearing having brought the funds in.
19 was to Mex Bank as part of the assignment of benefit. 19 And they paid for originally -- I don't cven know
70 Therc's a document that I provided to you and Mr, Quilling. 20 what the dollar amount was — they paid a bunch of legal fecs
2] Q Showing you what I have marked ag Exhibit 49. 21 for Norman Reynolds during the early part of trying to do the
2 (SBC Exhibit No. 49 was marked for 22 People’s Avenger Fund and then going into the trust itself.
13 identification.) 23 QWas there cver any discussion that Sccured Clearing
24 Is that what you are rcferring to? 24 might want to be an investor in the fund and that is how they
L A Ycs. This joint veature — yeah — yeah. 25 could ghare in the profits?

cage 209 - Page 212
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lg?gony. And did you find it unusual that as part of

the joint venturc agreement, the agrecment actually directed

1
‘ 2 Now I don't know what conversation or bow be was 2
,;rol 3 indoctrinated or what conversation be had previously with 3 how Lancorp was supposcd to invest its funds?
4 Gary McDuff about it prior to that, 4 Docsn't that sort of usurp your dutics as manager
5 What I got was an e-mail saying that he, Gary 5 of the fond?
6 McDuff, had spoken to Norman Reynolds and this was okay and 6  AOkay. Iguess Ididn't - for some reason I didn't
7 this is how it would work. And so I insisted that we — that 7 catch that — where is it in this document that it's been
8 I bear from Norman himself. 8 said — ch,'ckay. Where docs it say that — that T will
9 QIs there any way that you can verify that the other 9 direct it to Megafund — it just says that — that an
10 person on the phone with Gary McDuff was Norman Roynolds? |10 opportunity to Megefund is there.
11 A You know, that is a good question. I cannot because 11 QWell, lIook at the bottom of page 1 of Exhibit 49.
12 1have never met Norman, but I have talked to him numbers of 12 AOkay.
jls times, 13 Qltem 1.03.
114  QDid yon call him dircctly st tho firm? 14  AUmhum
115 AYes. 15  QIt says, for the mutual benefit of MB and LG, MB
§:5 QDid you call him directly at Jackson Walker? 16 shall direct LG to place the monics defined in 1.02 above
117 A At Jackson Walker and at Glast, Phillips and Murray. 17 into an investment with the Megafund Corporstion.
{18 QDid it sound likc the samc person? 18 That appears to me as though this document is
|19 A Same guy cvery tims. So yeah, I bed no reason to 19 directing Lancorp to invest its investors monies with
20 think it wasn't him. 20 Megafund?
21 MS. HUSEMAN: Okay. 2] AT guess 1didn’t — I didn't view it in that faghion.
22 BY MR. WERNER: 22 He had — and his, through be and his father and anotber
23 QWho sont you physically the copy of the joint venture |23 fricnd of his father, Gary McDuff's fatber, had led me to
24 sgreement? 24 Megafund.
25 A Gary McDuff, 25 1 guess the way I was looking at this, the way I
Page 226 Page 228
"1 QOkay. And when you sigoed it, who did yon send it 1 read that is, since they 7= responsible for directing me to
2 back to? ; 2 the Megafund investment, that the subsequent carnings from
i A Gary McDuff. 3 that would be paid subsoquent to this agrecment.
14 Q And 50 at no point in time did you receive or scod a 4 QSo was it your understanding that only profits from
| 5 copy of the joint venture sgreement to Mr. Reynolds? 5 Megafund would be covered by the joint veature agrocment or
16 ANo. 6 was it all profits from Lancorp private placement would go,
{7 QLooking at Exhibit 49, the joint venturo agrocment, 7 would be distributed pursuant to the joint venture?
8 there is reference to not only how profits would be shared, 8 A'Well, since there were no other investments of the
| 9 but also directives as to how Lancorp would be investing its 9 fund, this was the — at the time was the only investment in
lIO funds, specifically invest funds into Megafund. 10 the fund.
1Y It sccms a littlc odd that s profit sharing cvent, T"  QDid you fecl that you had the ability or anthority to
‘12 that a joint venture agreement would include not only how 12 invest the Lancorp private placement funds ontside of
{13 profits would be shared, but how moncy would actually be 13 Mcgafund?
{14 invested. 14 AOh, absolutcly.
15 Had there been any discussion about the fact that 15 QWould that have cansed any problems with how the
16 you were supposcd to invest moncy into Megafund prior to youg [ 16 joint veoturc agreement was bandled or how profits would be
17 receiving the joint venture agreement? 17 distributed?
{18  ANo. That had already been — I can't remember. But 18  ANo.
19 1 think I had already had contact with Stan Leitner end had icH QSo lct's assume that instcad of investing all of the
20 already moved -- staried to move forward on that. 20 moncy into Megafund you decide that you have another
21 QSo at the time the joint venturc agroement arrives at 2] investment that is worth while, you —
22 your door, you already have an understanding that Lancorp 22 AUm-bhum.
23 would be investing in Megafund? 23 Q-- put, Ict's say a couple of million dollars there,
24 A Well, Lancorp bhad already mede the first installment 24 ps profits arc coming in —
B35 Megafund before this was executed. 25 AUm-bam.

rage 225 - Page 228
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] Q- arcthose profits distributod pursuant to this 19781 QI thought you said thst you discussed your investment
2 joint veaturc agrocment? 2 in First National Ban Corp with Gary McDuff7
3 AYeah. 3 A Oh, ebsolutely not.
4 BY MS. HUSEMAN: 4 QYou did not?
5 QSo Mex Bank was awarc that Gary McDuff was awarc of §| 5 Aldid not.
§ your investment in First Ban Carp? 6  QDocs Gary McDuff know Robert Tringham?
7 Al can't speak about Mex Bank, but Gary McDuff 7 ANot that 1 know of.
8 certainly was. 8  QDid you cver discuss Gary McDuff with Robert
9 QHow was Gary McDuff awarc of it? 9 Tringham?
10 AHc was ~ pow say that question again, ma'am? Maybe 10 ANo.
11 1 didn't catch it right. 11 QWecll, with regard to oaco the SEC investigation was
QSo Gary McDuff and I assume Mcx Bank, since it had 12 initiated and you found out about it, did yon call Gary
13 taken over for Secured Clearing and if it's your joint 13 McDuff or Mex Bank or Secured Clearing Corporation to tell
14 venture partner was aware of your investment in First Ban 14 them about it?
15 Carp? 15 Al—ycah, well, I told Gery about it. He obviously
16 Aln First Ban Corp, no. 16 knew because his dad was an investor in the fund. .And I
17 QWhy? 17 communicated with Mox Bank and made demands for return of the
18 A Do you mean First National Ben Corp? 18 moncy that was scat to them.
19 QUm-hom. 19 QDid yon make dem=nd in writing?
20 ATbere's no reason for me to disclose who 1 was making 20  AYesh. By c-mail
2] investments to. I could pull all the moncy out of Megafund 21 QDo you have a copy of that?
22 and it wouldn't make any difference. 1 could go anywhere | 22 AYeah,
23 wanted to. And that was my intention, was 10 take all of the 23 QOkny.
24 money out of Megafund and engage it with First National Ban 24 AAnd I reccived no response.
25 Corp. ; 25  QAnd was that Eduardo Trojo Comecho your contsct at
Page 230 Page 232
1 QAnd then just cut Mex Banx val? | Mex Bank?
2 - ANo.They would still continue to receive the joint 2 AYes.
3 veaturc agrecment — 3 QHave you over met him?
4 Q Porcentage? 4 ANo. :
5 A - percentage. 5 QHave you ever talked to him on the phone?
6 QOf any pay out? ] A One time. e
) A Any pay out. 7 QWho sct up that call?
8 QSo why didn't you tcll them that you had made an 8 A Gary McDuff.
9 investment in First Bank — First National Ban Corp or 9 BY MR. WERNER:
10 whateover it's called? 10 QAL the time that you wrots -~ look at page 2 of
11 Al guess it never occurred to me that it was 11 Exhibit 49, is that your signaturc above your namc?
12 pecessary. 12 AYes.
13 QIt didn't occur to you that it was nccessary to tell 13 QAnd at the time you signed this document, did you
14 your joint venture partner that you redirccted fonds or 14 recad through it?
15 directed funds in a now dircction or directed funds to a now 15 AYeah
16 fund? 16 QI want to point you to item 1.04 on page 2 of Exhibit
17 ANo. 17 497
18 QWhy? 18  AUm-bum.
19 A Because 1 didn't fecl it was necessary. They would 19 QIt rcads, the mutual financial benefit of MB and LG
20 reccive their requisite share of whatever earnings the fund 20 shall be as follows. All of the gross profits carnings
2! would make regardless of where I placed those funds, 2! payable by the Megafund Corporation pursuant to 1.03 above
22 Q Well, you said you did discuss thiz with Gary McDufT, 22 and any foture investment in the Megafund Corporation by LG
23 then why did you discuss it with him? 23 or its affiliates shall be divided so that == il gocs on to
28 A Once this was executed, [ saw no reason 1o bave any 24 1alk about percentages —
25 conversation with Gary McDufT. 25  AUm-bum.
- Page 229 - Pagc 232
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Page339 Page 255
1 A By September 1. 1 I can't honor it for X reason?
2 QRight. 2 AI'm—Iknow I did that for same people but I don't
3 A Right. 3 rcmember who or bow many.
4 QSo it — if you reccived thoss regoests in Angust, 4 QAnd what was the rcezon you gave?
5 what caused you not to redocm thosc shares? 5 A That it wes subsequent to the SEC investigation.
6 Aldon't recall. Idon't know if I ever bad any. I 6 QBut how was the non-Megafund moncy in any way related
7 would have to look and scc. 7 to the SEC investigation as you saw it?
8 QWould you have redsemed those shares? 8 Altwasn't
9 AT would — thers would be no reason not to. 9 MS. HUSEMAN: So who was telling you that you
10 MS, HUSEMAN: Okay. 10 couldn't give that moncy back?
11 BY MR. WERNER: 11 BY MR. WERNER:
12 QWell, I'm = little confused becausc it scoms to me 12 QOr were you doing that on your own?
13 there aro two classes of investors. The investors whose Y13  ANobody was telling me not to give the money back.
14 moncy was invested in Megafund. 14 The only time that I remember being told not to give — not
15 AYes. 15 to make redemption was by legal counsel at Schwabe.
16 QAnd those who invested aftcrwards. 16 BY MS. HUSEMAN:
17 A Correct. 17 QAnd that was in October?
18 Q Axnd your cxplanstion to Ms. Huscman as to thosc given §|18 AlIn Oclober.
19 to some investors was that you were talking to Mr. Leitoer, 19 QSo any decisions about that moncy prior to then wounld
20 BEverything was okay. 20 have been yours and yours alonc?
21 ' But it scoms to mo that would only pertain to the 2] AYcs.
22 'Megafund, if you would, investors, not the people who 22 QAnd any representations that anyone might ssy that
23 invested in after Megafond. 23 were made to them, that you were saying, the SEC won't lct
24 "Now if onc of those individuals, the non-Megafund 24 me, or the SEC said that I — gaid that it's frozen, they
25 investors, sent in a requoest for redemption, did you hooor 25 would bc mistaken?
Page 254 Page 256
1 that regoest or did you give thom an explanation as to why 1 A Say that sgain?
2 you wero not going to give them the moncy back? 2  QIf some investar — say an investor calls mc and
3 A The only thing that I remember is, is respending 1o 3 said, I want — I tried to get my moncy back. My moncy
4 their request for redemption at the end of the quarter. 4 didn't go to Megafund and he won't give it back. He said you
5 QIn — in what fashion? Did you ever say, ves? 5 have it frozen. The SBEC hes it frozen.
6 AT just acknowledged the receipt of their request for 6 That would be wrong, carrect?
7 redemption and that it would be processed at the end of the 7 Aldon't know that I did — are you saying that an
8 quarter. 8 investor said 1 said that. :
9 QDid you over redeem their reqoest? 9 QIf an investor — hypotbetically, if an investor said
10 Al-1can't remember who I redeemed and who | 10 that you said that? .
11 didn't. 11 AIF an investor said that I said that, I don't recall
12 QBut did you redeem the investment for anyone? 12 seying that, other than to indicate that all of the assets of
13 ANot of that million six. Earlier, I had redecmed -- 13 cveryone that was part of this — a part of the Megafund
14 QOkay. Well, let me — I want to talk about the 14 deal, their asscts were all frozen.
15 million six berc -- 15 I made couple of communications to investors to ct
16 A Okay. 16 them know what the status was.,
17 . Q--specifically. Did you reccive, al any point in 17 BY MR. WERNER:
I8 time, a request for redemption from any investor who didnot {18 QDid you give that explanation to all investors in
19 have the funds put into Megafund? 19 Lancorp? Or did yon actually get the name, check your list,
20 AYes, 20 figurc out if that pcrson's moncy was invested in Megafund,
21 QAnd did yon honor that redemption at any point? 21 and only give that information to Mcgafund investors?
22 Al did not make any redemptions and I don't know what 22 A At that point, you know, I can't say that I didn'tdo
23 the time frames were that I received the requests. 23 that. I was — 1 was in 2 totally responsive mode at that
24 QOfF the requests that you did reccive, did you respond 24 point. I was responding to people's requests in giving than
25 back in any fashion saying, I'vc recoived your roquests, but |25 as twch information as I could.
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Page 265 1980 Page 267
1 six, because [ didn't need all of the million-six of the fund 1 QWhat was it that madc yon think that youn didn't nced
2 to meke two million dollars, and put two million dollars into 2 to lock that into a fund in order to manage their moncy? Or
the account. 3 what was it that made you think you could simply sign an

QWhat cash management agreements did you have with 4 agreement dircctly with the client to invest the money on
these investors? Was it somothing that you drow up? 5 their behalf?

At was something that I drew up specifically to each 6 A Just that it's a scparate investment agreement to
of them. 7 manage the fund — _

QOkay. Iapologize for not knowing the answer to 8  QDid you, at any point in time, give considemtion to
this, but is that something that yon provided to the 9 registering as a broker dealer or investment advisor in order
Commission or it to Mr. Quilling? 10 to manage their fond?

A Yeah, carrect. 11 AT did not.

Q And where did youn get the data, the documentation or 12 QAnd did you in fact invest their funds with Mr.
where did you come up with — 13 Tringham and Max Intcrnational?

ATt was really just — 14 AYes.

BY MS. HUSEMAN: 15 QDo you know what dollsr amount of those individual's

QI'm sorry to interrupt, when did you provide this to 16 fonds —
the Commission? 17 AThere wans — one was 450, one was 50, onc was 65, and

Aldon'trecall. It was part of everything that was 18 one was 25. Now shortly thereafter —
provided on the CDs, 19 QUh-huh.

QThe Fund Two sgrecment that you drow up, yoursclf? 20  A— with the — under advice of counsel, they told me

AYeah. Without the Fund Two — the cash management 21 1 needed to wind down Fund Two and terminate it, which I then

{22 agreements. 22 subsequently did. . And then I also sent back to three of
{23 MR, WERNER: I guess, the quasi Fund One, Two. 23 those four investors their funds.
24 BY MS. HUSEMAN: 24 Q Well, where did those funds come from? Were they
25  QYeah, well, I'm sorry, 1 apologize — 25 already with Max Intcmational?
Page 266 Page 268
¥2  AY=h ! AThey were with Max International.
2 Q—bmmcmél.batymdanp)mmﬂf,mnm 2 QSo you sent a request to Max International to
3 were responsible for putting together? Did anybody belp yon 3 retrieve those funds?
4 with it, no lawyer or anybody, you just cut and pasted it 4  ANo. Iactually accounted for their funds and seat
5 from other stuff? 5 them their funds out of the client trust account, Bank of -
6  AWell, I just took it really out of the private 6 America,
7 placement memorandum that permitted the business section of 7  QWhich client trust account is that?
8 that and made a stand alone agreement. 8  AThatis Ban Corp Financial Group client trust
9 QOkay. Idon't have a copy of that. 9 account.
|10 AOh, really. 10 QSo you had, you actually had significant assets —
{1l QOkay. Did that — did that agrocment spocify that 11 sufficicnt assets to reimburse thesc investors?
12 the moncy was going to be seat to the sccount in New York? 12 AYes.
[13 Altdidn't specify where it was going. Just that it 13 QHow much money was in the clicnt trust at the time
14 was following the parmitted investments section and that they 14 you reimbursed these investors?
15 would get a retum et the end of each quarter. 15 AA couple hundred thousand.
16 So that moncy — there was -- [ don't remember bow 16 QAnd where did that money come from?
17 much, 150, 550 — 580,000 of the two million that went to Max 17 AThat money was -- the balance of eamings from money
18 Intcrnational was thosc investor's moncy. 18 markets and investors funds that had not gone to Max
19 So not al! of the fund monics went. There was 19 Intemational.
20 still investor's funds in the client trust account in Bank of 20 BY MS. HUSEMAN:
21 America. 2!  QSo you sent other investor's funds back to these
2 BY MR. WERNER: 22 people?
23 QDid you at any point in time talk about the clicnt 23 Al sent their funds back to them.
24 monagcment agrocments? 24 QI thought their funds were in Max International ?
B 5 AUndm, 25 AWell, the two million that was seit to Max

Page 265 - Page 268
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2 investment with Megafond?
3 Alt began the process.
4 QI hand you now Exhibit 57.
5 (SEC Exhibit No. 57 was marked for
6 identification.)
7 Confirm for mec, sir, that this iz a lettcr dated,
8 January 31st, 2005, and it's a letter from Stan Leitner to
9 you?
10 AYes.

11 QThe letier statcs, purspant o our various

{0
|

1
2
3
4
3
6
7
8
9

10
11
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1 QDid this docmcnlinﬂmyom‘dacinionlomak:n&gs]'

QWoe'll get to that in a minute. The principal amount
of your investment is insurcd by a major insurance cmricr,
did youn reccive such an assurance?

Aln the Ietter from Humphries I also received the name
of the insurance company. I believe it was Nationwide.

QDid you — were you cver provided with a copy of the
policy?

ANo. I asked for onc and was told that also could not
be provided. That all [ could get was the letter from the
attarney.

QWhen you got the Ictter from the attorney, did you

12 discussions 1 have advised the trader that you require an 12 talk 1o him?
13 attorncy's opinion letier stipulating, one, the funds arc 13 AYecs.
14 placed in & top ticr banking institution brokerage account. 14  QOksy. Hand you Exhibit No. 58.
15 And two, that the principal amount of yonr 15 (SEC Bxhibit No. 58 was marked for
16 investment is insured by major insuranco carricr sgainstany (16 identification.)
17 and all losses incloding fraud. 17 Verify for mo this is » Fchruary 20 — or February
18 Do you sec that? 18 7th, 2005 lctter from Stan Leitner to yon?7
19  AYes. 19  AComect.
20 Q What were the various discossions that you had? 20 QThis was faxed to you?
21 A That without verification, without written 21 AYes.
22 vexification from someone that that was the case, I would not 22 QAttached is a very poor quality copy of the letter
23 proceed. y 23 from Kenncth Humphries, is that right?
24 QHad you required an attorney's opinion lotter? 24 A Correct.
25 AYes. 25  QIs this the letter that you arc referring to?
Page 342 Page 344
1 QDid he indicate that would be problematic? 1”  Altis. Ialso, when I talked to Mr. Humphries, asked
2 ANo. -In‘fact e said he would not only provide it for 2 him to send me the original so that I would have a clean copy
3 Megafund corporate counsel, he would provide it from the 3 of this, which be never did.
4 counsel representing the trader. 4 QI hand you now Exhibit No. 59.
g 5  QWho was the trader? 5 (SEC Exhibit No. 59 was marked for
o6 A'That was -- he never disclosed that to me. That was 6 identiGication.) ?
ﬁ 7 part of his personal confidentiality agreement. He could not | 7 1s this & clcan copy of the letter from Mr.
4 8 disclose it. 8 Humphrics?
9  QYou wanted an assurance from an attorney thatthe | 9 Altis
10 funds were secured in a top ticred banking institution, 10 QThis attorncy's address as stated on the letter is in
11 brokerage account -- 11 Hopkinsville, Keatucky, is that right?
12 A Correct. 12 AYes.
13 QDid you get that assurance? 13 QDid you ask quoations of Mr. Leitner why corporatc
14 Aldid 14 counsel for a company in Dallas would be using a Kentucky
15 QFrom whom? 15 lawyer?
16  AFrom an attomey. 16 Al did and was told that there was some — some
17 QKenneth Humphries? 17 connection and this was  top rate securities lawyer. Which
18  AFrom Kenneth Humphries? 18 I didn't find unususal, given that 1 was in Oregon and 1 was
19 QWhat account was identified? What institution or |19 using an attorney in Houston, Texas. So it didn't seem out
20 brokerage account? 20 of the ordinary to me.
2] A There were a couple listed -- a couple of them 21 Q Can you remember any specifics of what the connection
22 listed. I can't remember the - Refco and the names of a 22 wos?
23 brokerage firm and a bank. 23 ANo.
24 QThat is in Mr. Humphries letter? 24 Q Are they related by blood, marriage or some other
25 AYes. 25 way?
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1 Q What, sir, was your understanding of what these funds
2 represented?

3 A These represented the second month's carnings.

4 QWas it your understanding that the remaining portion
5 of the 500,000 sggregate number had been wired directly to
6 Mox Bank?

7 A Correct.

T QIf you had not gotten the letter from Mr. Humphrics,
9 would you have invested with Megafund?

10 AT would not.

11 QCan you say with ccrtainty that the, it was a primary
12 reason for you making the investment on behalf of Lancorp?
13 A Absolutely. Without that verification, I would not

14 have moved forward.

15 QI show you Exhibit No. 62.

16 (SEC Exhibit No. 62 was maried for
17 identification.)
18 This — would you vexify for me, sir, that this an

19 o-mail, letter, fax of some sort to yon from Gary McDuff7
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198Q2Did be have an cxisting attorncy-clicat rehlic;mhip

with Gary McDuff?

Al don't know.

QHow abont Secured Clearinghouse?

AT don't know.

QHow abont, Mcx Bank?

AT don't know.

QIn the legal invoices that Mr. Reynolds sent to you,
did ho bill you for his time and work associated with this
converzation?

AHedid.

QDo you have copics of thosc invoices?

Aldo.

QWill you provide all of those to ns?

AT will

QCan you state for me with certainty, sir, that thiz
as a result of this c-mail and your snbsoquent tolephone
conycrsation with Norman Reynolds, that yon agreed to allow
funds to go to the partics as they subscquently went —

[E—
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20 AYes. 20 A Correct.

21 QDo you recall the circumstances nnder which you 21 Q~— i.c., moncy to Mex Bank?

22 reccived it? 22 AYes.

23 AYes. Itwas a follow up to the conversation that 23 QAnd you taking the fees out that you took?

24 Gary McDuff had bad with Norman Reynolds regarding making 24 AYes.

25 certain that the errangement to pay the joint venture 25  QYon did that as a result of legal advice given to you

Page 354 Page 356
1 partnership share to Mex Bank would not be construed in any 1 by Norman Reynolds?
_. 2 fashion as en inappropriate compensation. 2  AComect.

3 Q You mentioned carlicr in your tostimony that you 3 QI hand you Exhibit No. 63.
4 roceived an e-mail from Gary with respect to his 4 (SEC Exhibit No. 63 was marked for
5 conversations with Norman about payment of monics to the 5 identification.)
6 various partics. 6 This is a letter dated, March 17th, 2005, scat to
7 Were you referring to this fax? 7 you by telecopy from Secured Clearing Corporation, signed by
8 AYes. 8 Gary McDuff, dircctor. Is that right?
9 QThis is what you were talking -~ 9 AYes,

10 A This is what I was referring to, yes. 10 QThis letter is dated onc day prior to the c-mail ar,

11 Q Verify that this is a fax that you roccived? 11 oxcusc me, the fax which yon received on March 18th?

12 Altis. And I subsequently talked to Gary McDuff on

13 the phone regarding it.

14  QAnd once you talked to him and, if I follow your

15 testimony correctly, you also then had a confacace call with
16 Norman Reynolds?

17 AYes. [ wanted to have verification from Norman that

I8 he in fact bad discussed this with him and that this was

19 legal and appropriate, .

20 Q Was Norman Reynolds representing Lancorp Financial at
2] the timc he was cogaged in these discussions?

22  AYes.

I3 QHc had an existing attorncy-client relationship with

24 you at that time?

13 AYes.

12 AYes.

13 QDid you recoive — the telecopy header at the top of
14 the Exhibit No. 63 has a date of March 18th, 2005.

15 Do you scc that?

16 Aldo.

17 QDid you receive the March 17th, 2005 letier

18 contcmporancous with receiving the fax that we just talked
19 about as Bxhibit No. 62 or —

20 AYes.
21 Q--yeah, 627
22 AYes.

23 QSo you got these documents at the same time?
24 AYes.
25 QDir] you discuss with Mr. Reynolds in your telephone

_age 353 - Page 356
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EXHIBIT D

1. Declaration of Gary L. Lancaster plus exhibits
sent to the SEC via facsimile on June 30, 2005.
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5-30-2025 3:48PM FROM LANCASTER 5032101583

DECLARATION OF GARY LYNN LANCASTER

I, Gary Lynn Lancaster, do hereby declare under penalty of perjury, in accordance with 28
U.S.C. § 1746, that the following is true and correct, and further that this declaration is made on
my personal knowledge and that I am competent to testify as to the matters stated herein:

I. I was born on April 25, 1951 in the State of Oregon, in the United States of
America. My current residence is Vancouver, Washington . where
I bave resided since April 2005. I once held Series 6, 7, 63 and 65 licenses with the National
Association of Securities Dealers, however, those licenses are currently inactive. [ haveno
NASD disciplinary history.

2. Currently, I am the owner and CEO of Lancorp Financial Group LLC (*Lancorp
Financial Group™), a privately-held Oregon limited liability company, with its primary place of
business located in Vancouver, Washington. Lancorp Financial Group runs a private investment
fuqd that was offered pursuant to Rule 506 of Regulation D. The Lancorp Financial Group
offering became effective in April 2004, and the fund currently has 100 investors.

3. In late 2004 or early 2005, [ first leamed about Megafund Corporation
(“Megafund™) from an individual named Gary McDuff. [ was told that Mr. McDuff’s father
(who in an investor in the Lancorp Financial Group fund) has been a Jong time friend of Stanley
Leitner, the President and CEO of Megafund.

+. In January 200S. I spoke several times with Mr. Leitner about the operations of
Megafund. Leitner stated that all funds invested in Megafund would be “traded” through a non-
depleting account at a major brokerage firm, and that all funds were completely insured against
loss of any kind. Leitner also stated that he had personally conducted a background check on the
“Trader,” and that the Trader was a licensed broker and that he “checked out.” Further, Leitner

Wb+ D
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- 6-30-2085 3:4SPM FROM LANCASTER 5032181583

;tated that investors in Megafund’s MFC1025 offering would eam ten percent each month for a
12-month period.

S. During my conversations with Mr. Leitner. I asked about the propriety and
legitimacy of thc Megafund offering. In response to my inquiries, in early February J received a
letter from Leitner dated January 3], 2005, wherein Leitner advises that the funds are secured in
a top-tier banking institution/brokerage account and that the principal amount of the investment
is insured by a major insurance carrier against any and all losses including fraud and that an
attorney opinion letter about the Megafund offering would be forthcoming. A copy of that letter
is attached hereto as Exhibit 1.

6. On February 2, 2005, I signed a joint venture agreement on behalf of Lancorp
Financial Group to invest in the Megafund MFC1025 offering. A copy of the MFC1025 offering
malerials are attached hereto as Exhibit 2, and a copy of the signature page from the joint venuure
agreement is attached hereto as Exhibit 3.

7. On February 7, 2005, I received a facsimile from Leitner, attached to which was a
letter dated February 5, 2005 from the law offices of Kenneth W. Humphries (“Humphries
letter”). Both Leitner’s facsimile and the Humphries letter are attached hereto as Exhibit 4. In
his letter, Mr. Huniphries states that he has been appointed general counsel to Megafund
Corporation, and represents that: (1) all funds in the “trading program” are secured in a brokerage
account at a major investment bank, and (2) the principal amount of the funds are insured against
losses of every description. In his facsimile, Leitner states that the Humphries letter is intended
as a “'stop gap,” and that a letter from the attorney representing the trader will be forthcoming.

S. After receiving the Humphries letter, { contacted Mr. Humphries via telephone.

During this conversation, I asked Mr. Humphries for the name of the insurance company that

J
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D—SUTLUUD S hUHM FROM LANCASTER 5032101583

purportedly insured all principal invested in Megafund and for the name of the brokerage firmn
where Megafund investment funds were being held. Mr. Humphries informed me that he was
prohibited from disclosing that information by various confidentiality and non-disclosure
agreements. | also asked Mr. Hurnphries to send me a “hard copy” of his letter for my files, -
because the facsimile version I received was not clearly legible. Mr. Humpbries promised to do
so, but I never received the letter.

9. On February 8, 2005, Lancorp Financial Group invested $5,000,000 in the
Megafund MFC1025 investment plan. Pursuant to Leitner’s instructions, 1 wired $5,000,000 to
Wells Fargo bank account no. ||l <)d in the name of Megafund (“Wells Fargo bank
account™).

10. On February 9, 2005, 1 received an email from Leitner that attached a letter
purported to be written by Lawrence H. Schoenbach, an attorney in New York. A copy of that
Jetter is attached hereto as Exhibit 5. This letter, written to Lancaster Financial Group, LLC,
claims to represent that money invested in Megafund will be secured in accounts at JPMorgan
Chase Manhattan Bank, MAN Financial, or RefCO, Inc., and that principal investment amounts
will be insured by Nationwide Financial Services.

11.  According to the offering materials 1 received, interest payments for a specific
month would be paid on or about the 20" of the following month. On or about March 23, 2005, |
deposited a check in the amount of $500,000 payable on Megafund’s Wells Fargo bank account,
which represented the 10% earnings for the month of February for Lancorp Financial Group’s $5

million initial investinent.
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. OTowTLZUWD I bidHM FROM LANCASTER 532101582

12.  On April 5,2005, I wired $2,885,000 to Megafund’s Wells Fargo bank account as
an additional investment by Lancorp Financial Group in the Megafund MCF1025 investment
pian.

13. On April 26, 2005, I received a wire transfer in the amount of $324,165 from an
account at Southtrust Bank, held in the name of Megafund, for the March interest payment. The
remainder of the $500,000 yuonthly interest payment was paid directly to a Lancorp Financial
Group joint venture partuer. -

14, On May 4, 2005, I wired $1,480,000 to Megafund’s Wells Fargo bank account as
an additional investment by Lancorp Financial Group in the Megafund MCF1025 investment
plan.

15, On or about May 20, I called Leitner to inquire about the April interest payment
owed to Lancorp Financial Group. During this conversation, Leitner stated that Megafund's
lawyer advised Megafund to change from a Joint Venture offering to an offering conducted
pursuant to Rule 506 of Regulation D. As a result, Leitner’s plan was for Megafund to close out
the current offering, return all funds invested in Megafund, and then initiate a new offering under
Regulation D. Mr. Leitner also told me that Lancorp Financial Group’s funds would be returned
n two steps — Megafund would first make the Apnl interest paviment, and then Megafund would
return the invested principal amount of $7,885,000.00, followed by payment of the
earnings/interest on the last invested deposit of $1.48 million, and then the return of the $1.48
million principal iminediately thereafter.

16.  Concemned about the viability of Megafund and the location of funds invested by
{.ancorp Financial Group, in or around early June 2005, I contacted Lawrence Schoenbach. At
that time, Mr. Schoenbach stated that he did not know or represent Leiiner. Megafund or any

.4
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5-30-2085 3:51PM FROM LANCASTER 58321021583

entity doing business with them. Mr. Schoenbach immediately sent me a letter confirming his
position. This letter is attached hersto as Exhibit 6.

17. On June 7, 2005, T sent an e-mail to Leitoer requesting the retam, pursuant to the
terms of the Joint Venture agreement, of all funds invested by Lancorp Financial Group. That
same day, Mr. Leitner sent me a response, via e-mail, stating that Lancorp Financial Group’s
“monies will be released incrementally over the next two weeks consistent [sic] with the terms
and conditions relative to resolving the SEC inquiry.” A copy of my e-mail to Leitner and his
response are attached hereto as Exhibit 7.

18. From approximately May 20 through June 29, 2005, during numerous telephone
conversations that took place between Mr. Leitner and me, Leitner provided several explanations
as to why interest payments had not been made and investor funds had not been retumed,
including: (a) investor funds had been sent to the US in Euros, and had to be sent back and
converted into dollars before being distributed; (b) the transfer investor funds was being delayed
by the Department of Homeland Security; and (c) investor funds were frozen pursuant to a
Temporary Restraining Order but that the facilitator, Trader and his attorney were working to
have the freeze removed; and (d) an agreement was being negotiated with the Securities and
Exchange Commission (SEC) whereby the return of investor funds by Megafund would resolve
all SEC issues. Each time I talked to Leitner, he provided a date by which funds would be

transferred to Lancorp Finaacial Group, but each deadline came and went without execution.
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19.  Neither Lancorp Financial Group, nor any pérsons or entities affiliated with or
related to Lancorp Financial Group, have received any funds from Megafund or Leitner since
April 26, 2005.

I, Gary Lyrin Lancaster, do hereby declare under penalty of petjury, in accordance with 28
U.S.C. § 1746, that the foregoing is true and correct.

Executed on the 30 day of June 2005.

WM

Gary L. Lancaster

6
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MEGAFUND

CORPORATION
January 31, 2005 =

Mr. Gary L. Lancaster
President

Lancorp Financial Group, LLC
1382 Leigh Court

West Linn, Oregon 97068

Dear Mr. Lancaster,

Pursuant to our various discussions | have advised the trader that you require an
attorney's opinion letter stipulating: 1) that the funds are secured n a top-tier banking
institution/brokerage account and 2) that the principal amount of your investment 1s

insured by a major insurance carrier against any and all losses including fraud

I've been advised that the opinion letter is forthcoming. In the interim, please accept
this letter as validation of those points

Upon receipt of the opinion letter | will fax a copy to you and overnight the ongmnal

I'm sorry for the delay.

calth.

Stan Leitner

President
Post-it” Fax Note 7671 [taae '.2@155 Im-y =
" oTeE WERSTHIR s
Co JDopL. Ca
T’ch-;:'sfsi = h ] FPhana o .
Faxd o < fax &

2 I\ -85 - 3100
EXHIBIT i -
'—lL E"L"L'&_D APP7

P‘:"‘\‘.‘ Fes s

3744 :\!:ip:‘lhu Road ¢ Addison, TX 75001 ¢ 97275900024 « Fax 9799192720 « Ennal megatundesaie mail ne




MFC1025 PLAN ¢
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Megafund 5 Year Projected Return (based on 10% per month)

MARRIED SINGLE 501(c)3 TAX EXEMPT ORG.
Investment 12 Month* Federal Investment 12 Month* Federal Investment 12 Month*
Return Income Taxes Return Income Taxes Return
Year 1 10,000 12,000 400 10,000 12,000 1,050 10,000 12,000
Year 2 21,600 25,920 1,973 20,950 25,140 3,021 22,000 26,400
Year 3 45,547 54,656 6,283 43,069 51,683 9,091 48,400 58,080
Year 4 93,920 112,704 19,786 85,661 102,793 22,897 106,480 127,776
Year 5 186,838 224,205 52,779 165,557 198,669 52,241 234,256 281,100
358,265 311,985 515,356
Year 1 25,000 30,000 2,585 25,000 30,000 3,750 25,000 30,000
Year 2 52,415 62,898 7.520 51,250 61,500 11,545 55,000 66,000
Year 3 107,793 129,352 24,288 101,205 121,446 28,120 121.000 145,200
Year 4 212,857 255,428 63,083 194,531 233,437 63,714 266,200 319,440
Year 5 405,202 486,242 142,545 364,254 437,105 133,243 585,640 702,768
. 748,899 668,116 1,288,408
Year 1 50,000 60,000 7,085 50,000 60.000 11,170 50,000 60,000
Year 2 102,915 123,498 22,648 98,830 118,596 27,322 110,000 132,000
Year 3 203,765 244517 59,482 190,104 228,125 61,961 242,000 290,400
Year 4 368,800 466,560 135,565 356,268 427,521 129,888 532,400 638,880
Year 5 719,795 863,754 274,583 653,901 784,681 254,894 1171280 1,405,536
1,308,965 1,183,687 2,576,816
Year 1 100,000 120,000 21,61 100,000 120,000 27,715 100,000 120,000
Year 2 198,390 238,067 57,353 192,285 230,742 62,825 220,000 264,000
Year 3 379,104 454,925 131,493 360,202 432,243 131,541 484,000 580,800
Year 4 702,53¢ 843,04 267,334 660,904 793,085 257,836 1,064,800 1,277,760
Year5 1,278,24 1,533,895 509,132 1,196,153 1,435,382 82,640 2,342,560 2811072
2,303,009 2,148,896 5,153,632
*CONSIDERATIONS

1. The current 10% yield is only applicable to the current trading program (2005-2006).

.uture programs (2006 and beyond) may not sustain a 10% return.
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12/83/2805 11:43 9729192728 IGI CSR Fax FAGE B2
2-01-200Q5 F:2686M FROM LANCASTER SQ36755Q013 VO, S

I, THE UNDERSIGNED UNDERSTAND AND AGREE WITH THE TERMS,
CONDITIONS, AND PRINCIPLES OF THIS DOCUMENT, AND HAVE NOT
BEEN COERCED OR INFLUENCED IN ANY WAY TO ENTER INYTO THIS
JOINT VENTURE ASSET MANAGEMENT AGREEMENT. 1 HAVE DONE SO
OF MY OWN VOLITION AND WARRANT THAT I CONSIDER MYSELF AN
INTELLIGENT AND INFORMED INVESTOR AND HAVE MADE SUCH
INQUIRIES AND HAVE RECEIVED SUCH DISCLOSURES AS I DEEM
NECESSARY. MY SIGNATURE HERETO ALSO ATTESTS TO THE FACT
THAT [ HAVE NOT BEEN SOLICITED BY ANYONE OR ANY ENTITY TO
ENTER INTO THIS TRANSACTION,

By: L\ Date: 2-22-2.5
Stanley A. Leitner, Prosident, CEO

CLIENT: |LAwSOLr Biumwasdl GRaax X’ Lie Dete: (-3 1-05

Print Name

2/08/05 6 Client [nitizis
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February 7, 2005

To: Gary Lancaster
Presidant
Landcorp Financial Group, LLC

Fax: 503-488-5852

From: Stan Leitner
Megafund Corporation

L=
Fax: 972-919-5965’

. Gary,

Ken's letter is merely intended as a “stop gap.” The letter from the
attorney representing the trader will be forthcoming, however, my
concern is that it may not be sent prior to the outer limit cut off date
for the receipt of funds (prior to the close of business on Fehruary 8,

2008).

If Ken's letter is acceptable, kindly wire the funds, if not, kindly advise.

ysical and fiscal health.

Stan Leitner
EXHIBIT

/_\

.3744 Arapatio Road = Addison. TX 73001 = GT2.758.0924 » Fax 972.619.2729 « Eanal megafundesafe-mail.ner
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Law Offices of

Lawrence H. Schoenbach

The Trinity Building

111 Broadway, 13th Floor

New York, New Yaork 10006

(212) 346 - 2400

Facsimile (212) 346-2400

Emanl: schoenbachlawoffice(@att.net

To: Lancaster Financial Group, LLC
C/o of Mega Fund Corporation
3744 Arapaho Road

Addison, Texas 75001

At the request of my client whose name will not be divulged by mutual agreement, |
Represent the following to be factual i all respects:

1. In the event that client opts to participate in the trading program the funds will be
Secured in either

(a) JPMorgan Chase Manhattan Bank, N.A. or alternatively
(b) in a brokerage account at a MAN Financial, Inc and/or RefCO, Inc.

2. The principal amount of your investment will be insured by Nationwide Financial
Services, Inc., Nationwide Financial Services (Bermuda), Inc. against any and all losses.

[ trust this information satisfies vour concemns.
Respectfully,
Mr. Lawrence H. Schoenbach

Compliance Counsel
‘ma
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Law OrrxcEs OF

LAWRENCE H. SCHOENBACH
THe TRINITY BUILDING
111 ProADWAY. [3TH FLOOR
New Yorrk, NEW YORX 10006
(212) 34€E-2400
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Via Facsimile Only (503 210-1583)
Mr. Gary Lancaster

Lancaster Financial Group, LLC
400 West 8 Streer, #204
Vancouver, Washington 98666

cacuiLE (2120 3464885

E-MAlL:
SCHIENEACHIAY OF FISEGATT.NET

June 7, 2005

Josra Menpia 4BB

URBANIZACION LOS MAESTROS
SaN Juam Puerto Paco 00923

SG18 ESTATE THOMAS, SUTTE |
TRAMWAY BULDING NG 2
CTHARLOTTE AMAUE ST. THOMAS
UMITED STATES VIRCIN ISLANDS

Via Facsimile Only
Mr. Stan Leimer

Mega Fund Corporation
3744 Arapaho Road
Addison, Texas 75001

Gentlemen,

I am in receipt of an undated letter from Mr. Lapcaster, purported to be from me,
regarding, apparently, a proposed trading tramsaction and identifying me as Compliance
Counsel, A copy of that letter is attached for your convenience.

Be advised that I am not the author of this letter nor am I Corporate Counscl to
any firm with which you are doing business. This letier is a frand and you should treat is
as such. I'will refer this matter to the appropriate authorities.

ILHS/'sms
Attzcliment

Very truly yours,

LAW OFFICES OF

ENCE H. SCIK

/ Lawrence H. Scho

EnL\L) " D
page (4 =5 IS

| —_— ——
fnbach, Esq.
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From: Lancorp Financial Group [mailto:lancorpfinancialgroup@comcast.net]
Sent: Thursday, June 23, 2005 2:03 PM

To: websters@sec.gov
Subject: FW: Megafund - Lancorp Financial Group LLC

From:

Sent; Tuesday, June 07, 2005 1:30 PM

To: lancorpfinancialgroup@comcast.net

Subject: Re: Megafund - Lancorp Financial Group LLC

I am in receipt of your e-mail. Your request is duly noted, however, as I've explained the monies
will be released

incrementally over the next week to two weeks consistant with the termis and conditions relative
to resolving the SEC inquiry.

Best Regards,

Stan

-------- Original Message --------

From: "Lancorp Financial Group" <lancorpfinancialgroup@comcast.net>
To: "'Stan Leitner” <\ NG -

Subject: Megafund - Lancorp Financial Group LLC

Date: Tue, 7 Jun 2005 11:11:35 -0700

>
> Dear Mr. Leitner,
>
>

>

> As per the terms of the joint venture agreement dated and signed on 2/2/05, Lancorp Financial Group
LLC does hereby request refund of all of the funds placed with Megafund ($9,365,000.00) and the
earnings for April of $778,500.00 and the earnings for May of $148,000.00.

>

>

~,
>
=

> Best Regards,

>

>

>

> Gary L. Lancaster
>

> President
Ext Lt D
Foge VS .5 \5




