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6 CHRIS WILSON, Investigator
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8 100 F Street, N.E.

9 washington, D.C. 20549

12
13

was interviewed as follows:
EXAMINATION BY
MR. KOTZ:
Q. My name is David Kotz. I am Inspector
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% whereupon,
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7 General of the Securities and Exchange Commission.
8 My two colleagues are here, Heidi Steiber and cChris
9 wilson.

10 we will ask you some questions. Wwe

11 will not administer an oath but we would like to

12 get some information and we will have her

13  transcribe it so we have a record of what was said.

14 Can you briefly give me your

15 educational background?

16 Sure. I actually -- I did an

lg ate _and graduate in business from
1 .
19 . What vear did vou graduate?
20 A Personal Privacy
21 Q. what is your experience kind of in the
22 securities field, just generally?
23 A. Sure. I started, actually, right after
24 undergrad, hefore going back to Master degree, I
25 spent about |l , which is Tike
0004 _

1 the Chicago Board of Trade. Futures trading.

2 Didn't really like it much.

3 And then went back to complete my Master
4 degree. Then I went to W, the
g and worked there in different positions.
7

8

9

10

11

12

13

14

15

16 in the area of investment

17 managemen

18 A ° ch. ve ry much Personal Privacy

. . .
19 I mean, you know -- let me reca So_we
20 : one of the first ones. oOur growth wasn't like

21 c_l)r other firms because we had one investor

22 y. It was 8. So, but we had good

23 experience.

24 My previous experience with $#lR and
5305 other places, I mean, you know, on the securities
1 side MEENENINERY

2 persona' pnvacy Personal Privacy SO. ..

Z . hear of Bernard

5 __A hat is where it gets -- we -- whent_
(g "ersona! Privacy we had a mandate from -- from

7 1te i1nsurance companies of §ll to put some money
8 at work in hedge funds. And, you know, St there
9 weren't so many choices. So, you know, normally,

10 you know, Madoff, through the different feeders,
11 comes into radar screen because they had a verK

12 interesting track record. So, it was on our short
13 1ist of funds to see.

14 SO,I would say, was the first time
15 we started to To60OK at some of the feeder funds.

16 You know, started to do some work.

what was the kind of impression of

Q.
18 Madoff at that time? what was the feeling in the
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19
20

25

25
0008
1

2
3
4

investment community?

A. It was -- nobody real what they
were doing at that time, I th1nkﬁ$§?’ That was
veri early. And the feeder guys were more
marketing guys. Fantastic business opportunity for
them, I guess, at that time, but the{ were more
market1ng, you know, third- party marketing people.

They were not technical people. They were giving
an explanation, you know, we have this feeder -
At that time he Madoff, wasn't keen to
take a lot of managed accounts.
Q. '98 you started to look into the
operations there to determine whether you wanted to
have an investment?

A. That's right.

Q. what kind of things did you do at that
time?

A. we went -- actually the first thing we

did, we went and we started discussion with the
different feeders. So Fairfield Greenwich was the
first one. Then Kingate was another one. I think,
as far as I remember, those two were the ones that
we looked at.

The difference between the two was the
amount of fees charged by these guys. So, we went
with Fairfield -- I mean we went more in deta11
with Fairfield, and they suggested a meeting with
Bernie and his team.

Q. okay.
A. And then I don't remember -- I don't
know if it was early '98 or mid -- I think it was

mid-'98, spring '98.

So you did meet with Bernie and his
team?
A. Yes.
Q. who else was there? Do you remembe
A. well, at that time we were|bisihlle]
of . So, him, myself and some othér pé
have to look at my.
Q. Do you remember who else was there from
Madoff? was Peter Madoff there?

A. I don't remember.

Q. what was your sense in the meeting with
Bernie Madoff?

A. It was vague. I mean, it wasn't very --

S0, we were ask1ng questions. You know, the
strategy -- and there are some academic paper on
thekstrategy, but it is very hard to put it at
wor

Q. That is that split strike strategy7

A. Yes. Split strike conversion.
business partner at that time, who was the
with me for the business, had an exten

option background.

So, you know, we were asking questions
on how he was structur1ng the strategy, the
options, and things 1ike that.

Q. So at that point in time, did you have
any concerns or were there any red f1ags raised?
A. we didn't get our answers that we had,
so, you know -- for example, the timing of --
Page 3
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because the strategi -- you know, they were buying
this basket of stocks and then buy1ng -- and K
ﬁt1on strateg¥ as well, and it was very hard for
em to articulate when they were buying -- you
know, the timing of the different things and what
was tr1gger1ng the sale of the basket and/or the
tions. So, that was the problem that we had at
at t1me
. So what were your suspicions exactly?
Juzt that you were trying to get some information
and --

A. we couldn't get; ves.

Q. So you didn't have any particuiar
suspicion as to what he was doing?

A. At that t1me, no. At that time, no.

Q. So, you didn't get your answers and
then you --

A. Then we -- what we do usually with hedge

funds, when you don't get an answer and you are not
satisfied or not comfortable, you just pass on 1it.
Q. So you passed on it and then later on

you looked at it again?

A. Yes.

Q. when was the second time?

A. It was around "03. Again, dates.

Q. Sso, what led you to look at it a second
time?

A. The second time, I think we had a
specific request.

Q. From someone to look at --

A. I don't remember. I wonder if it wasn't
a client. Again, I just don't remember.

Q. So, what did you do then to 1ook at it
again?

The feeders were bigger, so we couldn't
have access anymore to Bernie when we went back to
these guys. So what we did is that we started to
do some more work in the options to see if we can
find the volume -- first of all, we did -- in terms
of analysis, we tried to look at -- you know, to
decompose the different parts of the strategy.

And again, we looked at the option
strategy and tried to see if we find those OEX
options somewhere +in the market. That was the
qu$st1on And we really didn't see, you know, that
volume

The other thing is that we knew that the
funds were getting bigger. I mean, we were talking
with these guys, so just adding up those feeders,
plus we had some high net worth clients 1in Europe,
some of those family officers had, themselves,
feeders. So we just guessed it should be between 8
and 10 billion.

For that type of volume you need to
have -- you need to see that volume somewhere.

Q. And you didn't see 1it?

A. we didn't see that. And we asked
different desks and option market-making places,
and we didn't find that.

The second thing that was little bit --
so we had four or five years more of data as well
in terms of -- and we went through a, you know,

page 4

MADOFF_EXHIBITS-02689



severe market correction or two and that, you
know -- didn't really suffer, that guy.

You know, for equity only gased
strategy, is always funng to not be at all -- even
stat arb, statistical arbitrage, which is another
equity strategﬁ, more quant-oriented, the same
thing -- not the same thing but it is equity based.
But they look at erratic value discrepancies
between stocks.

Even those_strategies get hurt when
there is a severe dislocation, which we saw
actually in '02. But this thing didn't really
move. And that was, you know, another alarm bell.
when you have exposure, your main exposure is in
equities, your asset class is equity and you don't
have any type of -- and not being short. Because,

ou know, the short only guys actually made money,
ut this guy wasn't short, obviousTK.

That was something, you know, strange.

MS. STEIBER: So were you saying with
his trading strategy, you would have expected to
have seen that his results would have been affected
by major moves in the market?

THE WITNESS: Yes, somehow. At one
point, at Teast you need to have to be hurt. The
dislocations we had in '02 and Tast year, the
magnitude was such that even market neutral
strategies get hurt at one point.

So, it was just a little bit of, you
know, strange. ’

BY MR. KOTZ:

Q. So, is it fair to say that, you know,
you saw the returns, how consistent they were, they
weren't affected at all by general fluctuations 1in

the market, and so that prompted you to try to ask
more guestions?

A. Yes.

Q. These steps that you took, were they
kind of extraordinary --

A. No. o
Q. -- due diligence steps?
A. NOo.

These would be_the normal things that
do when the¥_look at analyzing whether

ike --

Anyone would do, or that

anyone wou'ld

to 1invest with somebod
Personal Privacy
he would do-

Q. That you would do? what I am trying to
understand -- and, certainly, this, kind of from
the SEC regulator ﬁerspective, there is kind of
this feeling out there that, you know, oh, you had
to go through these kind of extraordinary measures
to Tigure this out. But are these kind of the
basic steps that one would take?

what you did in this case, would you
consider those kind of basic due diligence steps
that you would undertake, or were they kind of
extra or special steps?

A. Again, me or --
Q. Let's say you.
A. Yeah, I guess it's normal. I mean, that
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is why we are getting paid.

Q. so 1t wasn't that you had to really dig
deep to see red f1a?5? Is that fair to say, that
these kind of red flags sort of came out at you and
then you looked further?

A. To be honest, there were -- there wasn't
suspicion in '98, but we didn't have satisfaction
on the answer that they gave us, that he gave us.
And then you had five years more of data, you have

a huge market correction, you don't see the
vV " me -- and a'lso, Personal Privacy
#we didn't do an operational due diligence.
n

, we did it. We started to have operational
questions.

And, you know, we just started to Took
at the operation. Wwho was the auditor, and stuff
Tike that. The auditor, I think, was related to
him as well.

Right. So that was also a red flag?
That is a big red flag, yes.

How come that is a big red flag?
Related parties, I guess.

It is a lack of independence?

oPLOPL

A. well, I would say yes, it's even worse
than that. It is -- I mean -- yes, it is worse
than that. It would lack independence, yes,
definitely. Not really independence, but conflict
of interest, I think.

MS. STEIBER: Does it raise the risk of
fraud in your analysis?
THE WITNESS: Yes. It does.

Q. so, at that time, did you have any
theory about what was going on? You saw these red
flags. The returns were not fluctuating. You
checked on the options, you didn't see the trading.
Did you have any theory as to what might have been
going on?

A. Yes. At that time we didn't think about
fraud because we thought that the magnitude of that
fraud would have been very big for that time. I
mean, '03, the hedge fund universe was what? 500
or 800 billion? so having a $10 billion failure,
fraud, it was beyond imagination. No. We realized
Tast year it was 50, but...

But our first -- I would say our
first -- we thought that it was front-running. A
big front-running operation.
Q.  Let me, if I could, put you in the

shoes of a regulator for the SeC, okay? If you had
some information such as was provided to you and
there were indications of front-running and then
you did an exam and you found no evidence of
front-running, would you try to find some other
explanatian..as-to wh here were these suspicions?
Personal Privacy If he were a regulator?
MR. KOTZ: Right.

A. Yes. Yes, because if you can't explain,
technically -- basica11K, you have to have a mosaic
tgpe of approach. You have_the technical approach,
which you can't explain really. Then you say,
well, it is front-running.

If you do the exam -- we couldn't access
Page 6
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15 that. So I couldn't say it 1is a front—running
16 exam. If I was an SEC guy and I was there and we

17 went through the exam and he actually -- it wasn't
18 a front-running, then the second guess would have
19 been a fraud. Yes. )

20 Q. So at a certain point in time, you

21 decided to let the SEC know right?

22 A. Yes.

23 Q. Through this e-mail, May of 20037 or

24 was there a phone call before? Let me show you a
25 document. Maybe that will help refresh your

1 recollection.

) __why don't T show vou this document. It
is an e-mail fromadesied subject: "B
S .

If you see, it says, "Hi, Mavis. Hope

things are okay. I just got off the phone with
fron e M—

3
4
5
6
7 .
8 He was asking about who from OC was in charge of
9
10
11

the team that conducted the hedge fund sweep

» L] "
ST S

12 MS. STEIBER: I think he was doing the
13 -exam at .

14 THE WITNESS: That's right.

15 Q. Do you remember initially contacting

16 the SEC?

17 A. Yes. Hold on one second.

18 what happened is that we had an

19 examination, an audit. You know, this -- whatever.
20 Every two, three years SEC comes. And I think they

21 asked us if they can -- at that time the SEC had
22 the task force together, and I think Mavis was part

23 of the task force or she was leading the task force
24 or doing something.

25 Anyway, they asked us at that time if we
0017

1 could sit with them and give our opinion, as a

2 fund-of-fund, on what to look at. I think at that
3 point you guys were contemplating, you know,

4 strengthening the regulation or doing something.

5 And we accepted.

6 Now, I don't remember -- I don't think
7 it was -- I think that in that discussion -- so

8 they came. There were sjx or eight g hem. They
9 came to our office with Sl We went
10 through how we see the W 0 er 0 vesting
11 in hedge funds, what we would Tlook at and things
12 Tike that.

13 And at the end of that meeting, if I
14 remember, Mavis asked us, "So who do you think, you
15 know, the -- if there is 1ike a fraud, who you
16 think --" you know, "who are you suspicious of?"
17 And Tancer, we knew very well actually.
18 That is another -- actually, it happened to be a
19 fraud. And this was at that time, we knew what we
20 knew, and we said to her that we were suspicious
21 about that as well.
22 I think that she asked us if we could
23 give more detail. And I don't remember very well
24 the discussion. That is why I wrote this to her or
25 we filed this complaint or something.
0018
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Q. Before you wrote that e-mail, I don't
know if you remember having a conversation with
her. I am going to show you some notes that she
took of the conversation. Maybe this will refresh
your recollection about that conversation.

A. That actually 1is basically this.
Q. very similar. And the MARHedge --
A. when was this? Just I don't remember

the sequence here.
: MS. STEIBER: It was the day before you
sent this.

THE WITNESS: Or that?

MS. STEIBER: After this, you called
her, and then the day before you sent the e-mail
you spoke to her on the phone and those are her
notes.

THE WITNESS: Okay. ‘

wow. This I don't remember, honestly.

I remember we had the discussion when she came with
tne group in our office. I don't remember when was
that. :
Do you remember anything that she said

Q.
- when you talked to her on the phone? what was her

reaction to this either on the phone or -- did she
seem to take it seriously?

A. I honestly don't remember. That was
what? Six years ago?

Q. Sure.

A. I see a hundred funds a year.

Q. A couple of things to just ask you
about. There is a reference here to "doubts about
how can replicate strategy,” articles about this.

So do you recall talking to her about
the fact that nobody else seemed to be able to
replicate Madoff's strategy?

A. Yes. I think that we also said here.

PRI > Yo recall the
conversatiomn:

THE WITNESS: Sorry. The conversation?
No. As I said, this I don't recall.

Q. Let me ask you something about the
e-mail, then. There is a reference in there that
the firm does not charge management or performance
fees. Do you remember that issue? what was
concerning about that?

A. I had that discussion before. 1It's
definitely, in the hedge fund land, people that
don't charge fees, it 1s strange. I mean, it 1is
just -- that's how people make their 11v1nﬁ. _

So it was another red flag why he

wouldn't charge, why he would find these
unsophisticated third-party marketers that would
charge hedge-fund type of returns for doing
nothing.

Q. And that was because there really
wasn't that much to market because his returns were
so good; right?

A. That is one reason, yes.

Q. what else? Wwhat else is it about that
third-party marketer? They were getting all this
money, Madoff wasn't, and 1t wasn't clear what they
were doing?
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Personal Privacy
_: Just to be clear, these
weren't third-party marketers, per se. That is a

term actually used in the hedge fund world. These
were actual managers.
THE WITNESS: The feeders. Yes. Sorry.
Q. It was curious to you that the feeders
were getting fees and Madoff wasn't, and it was
hard to understand what the feeders -- what they
were contributing? Is that right?
A. That's correct.
Q. The issue about the volume, was it your
understanding that based on the volume that you
estimated or that you understood based on your

havinﬁ seen them in '98 and then later, you had to
a

see that somewhere, and you were unable to see it
anywhere?

A. Yes.

Q. And you did a pretty thorough search to
see if you could find out where that volume was?

A. Yes. We actually called a few brokers,
a few -- again, mﬁ ex-business partner was an
ex-option trader himself. So, you know, talked to

different market-makers, his contacts.

Q. Aﬁain, putting yourself in the
reqgulators' shoes for a second, if you were the SEC
and, obviously, had different authorities, how
would you go about checkin? to see whether these
options were trading? Wwouid there be a way that
could be done?

A. Me as the SEC?

Q. Yes.

A. well, I would have better access than a
fund of fund.

Q. Right.

A. I guess.

Q. so with that access, what would you do?

A. I would do the same thing. I would just
go and see in the different firms -- try to

identify the counterparts to Madoff.

You know, one specific question we asked
them was, you know, why we don't see this 1in the
exchange rate, you know, markets, the futures
market basically. And they said, "we actually do a
lot of these things on an OTC basis.”

That is where we actually went back to
the brokers and we asked them, "cCan you tell us if
you see that volume."

Again, I don't remember exactly but I
think the answer was, "Doesn't matter. Even if you
do on an OTC basis, you have to clear that, you
know, in the exchange afterwards, to cover
yourself." I mean, you know, for this size, there
are very few brokers that will take the position
themselves.

Q. There is a point in here also that
there was no correlation to the overall equ1t¥
markets in over ten years. That is a pretty long
period of time for Madoff's performance not being
aligned with the overall equity markets, wouldn't

you say? .
A. Sure. That is one of the red flags.
Q. This issue with the not taking the
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fees, had vou seen any other hedge funds that

didn't take fees?

A. My knowledge, no. That's what makes it
unusual.

Q. okay.

A. The set-up was unusual.

Q. Then the other issue that was raised
was the fact that the accounts were t{pica11y in
cash at month's end. Wwhat was unusual about that?

A. The unusual thing is that -- and that's

something that actually is another red f1aﬂ. why

at month end there is no assets every month end?

Q. Do you have any idea th somebody would
go to cash at the end of every month?

A. No. That is why --

Q. pPerhaps to avoid -- thinking about it,
maybe to avoid securities regulation requirements?

A. I wasn't familiar with that, but that
might be the case, yes.

Q. Then you said in there, "Given the

performance of the different accounts, BMS, Bernard
Madoff Securities, never had to face redemption.”
what was the point there? what were
you saying there?
A. That is another red flag. Actually,
Jast year was a good exercise to see that. You

know, it's very hard for a fund just to be one way.
I mean, that is a typical -- and again, we didn't
see the Ponzi scheme coming, but it was very
strange to have -- even going through vgr¥ tough
periods of markets, Tlike in '02, but still being
able just to have positive in-flows. So, it was
going only one way.

Q. So is it also the case that where he
never had to face redemption he never had to prove
that he actually generated his claimed returns?

A. I don"t think these are connected.

Q. He never had to prove that he can
produce the funds he claims to hold for investors?
Is that not what happens when he never has to face

redemption? )

A. well, he did have some redemptions but
they were not sizeable. That 1is the idea.

Q. so what is the consequence of never

having to face redemption?

A. For us as we are analyzing this thing?

Q. Yes.

A. It is more of having a one way -- you
know, it is suspicious. It doesn't work 1ike this.
Funds have inflows, outflows. 3Just one way every
month, you add it up. And we are Tlooking at only

the feeders. So, it was strange for us.

Q. Is it fair to sag that it wasn't just
one or two; there were a number of red flags with
Madoff's operations?

A. That's correct.

Q. Then you attached to your e-mail
several articles, this MARHedge article written by
michael Ocrant called "Madoff Tops charts, Skeptics

ASk HOW-" Personal Privacy N
_: sorry. I don't know what
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the question is.

Q. why did you attach that article?
A. Again, I don't remember exactly. I
think it was more educational.
Q. You were aware of that article at the
time?
A. Yes. Wwell, if I attached it, I guess.

Q. was that something that was kind of
well known in the industry, or was that kind of an
obscure thing, would you say?

A. This is, was widely read.

Q. Is it fair to say 1t seems as though
the person who wrote the article had some of tﬁe
same type of suspicions?

A. Yes.

. There were other attachments to it.
There was this invest force performance statistics
for Kingate Global Fund and Fairfield Century
L1 m-i ted? Bl Personal Privacy
: Is this before or after?
MS. STEIBER: It is before.
was there anything you found
in those performance statistics?

Q.
significant

L This is at the time, to
the extent you remember, not Tooking at it again
right now.

A. still look great.

Q. They were too great, is it fair to say?
A. Yes.

Q. Anything else in there that you recall,

or was that the primary reason you attached that?

A. The regularity -- if you look at the
pattern, you don’'t have significant draw-downs, you
don't have volatility. As I said, the years where
equity market tanked, this thing was making
10 percent.

Q. There was another attachment, Momentum

Asset Management Limited, A Presentation.
was that a Madoff feeder fund?

A. I think so.

. was there anything in those fund
highlights that you found suspicious or unusual?

A. I don't remember why I put this. I
wonder if it wasn't, again, educational, just to
give Mavis, I think -- maybe she asked us how the

strategy was working. So... )
Q. Now, after you sent the e-mail, did you
ever hear back from Mavis?

b A. I don't think so. I don't remember
ut --

Q. You don't remember hearing back from
Mavis?

A. No.

Q. Do you remember hearing back from
anybody at the SEC?

A. I don't think so.

Q. Did you ever provide any more documents
that you remember to Mavis or anyone at the SEC?

A. Again, I don't remember.

Q. I am oinﬂ to show you something maybe
that will help refresh your recollection. Wwe have

some notes of a phone call in January of '04,
Page 11
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1

ONNUVTAhWN

A. okay.
MS. STEIBER: There are_several
different people's notes, it looks like, that are

all attached from the same call.

Q. Let me give you a couple of the names
of the people that might have talked to you. Maybe
that will refresh your recollection.

Mark Donohue, Eric Swanson,

Genevievette Wa]ker, Jackie wood?

A. 3 —
Personal Privacy Just your memory.
A. NO, 1 Uof U remember.
Q. You see in the notes, "Returns are too

consistently high for this strategy. Funds use
brokerage account concern. Speculate about the use
of market-making. Not doing that strategy because
option training is high. Entry and exit points of
stocks. How does he trade the options?"

Then you saﬁ -~ it says, "JENEER. He
doesn't understand how he consistently makes money
off this strategy. Perhaps he doesn't really use
the strategy.”

A. This 1is consistent with this.
. But I mean, it may have been that you
did have a phone call Tater on with somebody at the
SEC where you seemed to have given similar
information. i
A. Maybe. Again, six or...

I don't remember this, so...

MS. STEIBER: Going back to the e-mail
that you sent and the last red flag, where you talk
about BMS never having to face redemﬁtion and you
say, "In fact, given the fact that the different
feeders are closed for new investments, there is
always replacement capital: one fifth ratio
according to some peopie.”

Isn't that a characteristic of a Ponzi
§cgeme, to always have replacement capital coming
in?

THE WITNESS: Again, I am not a
specialist on Ponzi schemes. I am just a
specialist, you know, of suspicious things.

Having a rarity fund is a way to ramp
gp_demand basically, and that was what he was

oing.

MS. STEIBER: You are laying out an
unusual fact and somebody that is familiar with
identifying Ponzi schemes could use this fact to
figure out what is going on? You are just laying
out a fact that you have noticed that 1is
suspicious?

THE WITNESS: That's right.

Q. I assume you don't remember any further

communications with the SEC after this?
Al NO.
Q. were you surprised that the SEC didn't
come back and ask too many other questions or try
to get more information?

A. No. I mean, again, you know, we were a
small operation and we were very busy. So, you
know -- although we didn't follow anymore --
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9 personally, I didn't follow anymore this Madoff
10 thing, but people familiar with this, how you can

11 be, you know, a rarity fund and then growing so

12 aggressively where you have it in every fund of

13 fund, you know, in Europe, in Switzerland, in

14 Spain -- I mean was even getting worse at the end.
15 so, that would have been, for me,

16 another red flag. I wasn't involved so -- anymore.
17 Q. when you met with Madoff or you dealt

18 with them, did it ever come up that the SEC had
19 looked at them? were you aware at any point that
20 the SEC had looked at Madoff?

21 A. Not that I remember.

22 Q. And you didn't have contact with them
23 after that period of time when you Tooked at them
24 in 20037

25 A. No. As I said, the feeders were really
0031

1 keeping it closed. I mean, and they were saying --
2 they were calling us every now and then, "Do you

3 want capacity?” We were not interested, obviously.
4 But we never had any more access to

5 Bernie. We didn't really ask for that anyway, so.
6 Q. How long of a process did your analysis
7 or review in 2003 take before you kind of came to

8 the conclusions that it was too suspicious for you?
9 A. You know, just again, top of my head? A
10 week or two.
11 Q. A week or two?
12 A. A week or two. Yes. Just phone
13 calls --
14 Q. But after a week or two you had

15 determined that this was not something for you. 1Is
16 that right?

17 A. Yes. There were too many holes.
18 Q. Too many holes. ’
19 And what was your reaction when you

20  heard in December that Madoff was running a Ponzi
21  scheme?

22 A. Sshocked. well, I wasn't surprised, but
23 shocked because of the impact on our industry.

24 Q. were you surprised that the SEC didn't
253 discover it considering that you knew that you had
0032

1 provided information to them?

2 A. You know, again, I don't know how your
3 internal workings are. MK guess is that you have,
4 how many? Five thousand hedge funds? So, given
5 your staff and -- how many people? 6007

6 Q. well, we have more than that.

7 But the SEC did look at it. It wasn't
8 as if this is one of many hedge funds out there;

9 they actually did look at it pursuant to your

10 information.

11 A. obviously I was not alone in, you know,
12 giving some clues; right?

13 Q. Absolutely.

14 A. I was a little more vocal, but --

15 MS. STEIBER: Have you ever met Harry
16 Markopolous? Did you know him?

17 THE WITNESS: No.

18 As time went on after 2003, before

19  Bernie Madoff confessed, were there some kind of
20 whispers in the market about Bernie Madoff? was
Page 13
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there generally this feeling that "we don't know
exactly what he's doing,” even beyond when you
Tooked at it?

A. You know, I think that the world was in
two. It was really separated between people that

really believed in what he was doing and people
that didn't believe in what he was doing.
Q. It is fair to say there were a
significant number of people, in general, in the
industry, who didn't believe in what Bernie Madoff

was doing? : '
Do you know that to be the

_ THE WITNESS: I guess, yes.
significant, maybe not. But, you know...

case?

Q. some number of people?

A. Yes.

Q. Okay .

A I guess, I mean, what -- what I say,

what the MARHedge guy said, it is consistent. They
are the same things.

Q. Right.
A. why would you invest if you have those
holes?
Q. well, except if you thought maybe he
was doing somethinE that was iilegal but --
A. You liked it.

-- you could make a lot of money.
But if you are the SEC, then your job
is to make sure he is not doing anything illegal.

Have you had any conversations with
anybody else om_the since Bernie Madoff

confessed'7 Personal Privacy
About this? )

Q. Abou e intormation you provided.

A. No. You were the...
p Q. Is there anyone else that you can think
0 ——

A. Starting a fraud? )

Q. I meant anybody else who might have

been aware or have found information about Madoff
that we might talk to.

NO. . Personal Privacy

who is you

How do you spell (NNEES?
(]

Is he still working with you?

He is at .

where is that? In New York?

Yes.

MS. STEIBER: Did he also speak to the

POPOPOIPOP

SEC?
THE WITNESS: Yes. i
Have you dealt with the SEC in other

capacities in terms of examinations?
A. Audits.
Q. How do you find them? Do you find that
they do a thorough job?
A. No.
Q. In what way?
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A. '98, I mean, first examination, the
first question was, "Can you show me the --" we had
a TV set. "cCan you show me the invoice for that?"
It was strange.

Q. Is there a sense that the SEC exam was

focused on kind of minutia rather than big picture
issues?

A. Again, I used tg.deal with SEC audits
when I was in my firm. AtSt¥lllwe have a fairly
big compliance. I saw an Tmprovement, though, from
'98 to '03.

Q. what would you say the area in which
the gnes you saw were deficient? what was the
area?

one of the things we are trying to do,
in addition 1in our work, is to provide
recommendations for improvement to the agency. So
it goes begond what happened in the Madoff
situation but also to try to provide improvements.

The SEC is in a situation now where
there is a lot of criticism of it. There is a new
chairman and definite1¥ an opportunity for
improvement. If we could kind of get a Tittle
perspective from you in terms of being on the other
side, that might be helpful.

A. sure. You know, I think to your point,
there is a Tot of minutia, detail-oriented work
that is done. I am not sure that the auditors
actually relate that detail to the b1$ picture of
what is going on, what the firm does for a Tiving,
their strategy. You know, the bigger things 1in
terms of the investment strategy, for hedge funds
especially.

But that actually requires a certain
level of, I guess, technica¥ knowledge of, you
know, the different hedge fund strategies. That
would be, I think, an interesting -- that vision
would actually allow you to have, direct what you
want to see for each strategy.

If you have a fixed income arbitrage guy
does it make -- what it makes sense to ask? where
you want to focus your attention? In the
financing? In the derivatives? Those are the
questions you have to ask yourself, rather than,

you know, "Let me look at your e-mails.”
That's important, too, but, you know.
Q. Do you think that is a function of the
vision or approach, or the technical abilities of
the individuals doing it?

) A. I_think 1t is a combination of the world
is more complex today than it was 25 years ago
when -- or 30 years ago, whenever there were more

audits on hedge funds.

So, that is one thing. And the second
thing is, yes, I mean, you have to be able to
either have directly or subcontract some of the
work to people that actually can understand.

Q. In general, you found that some of the
SEC examiners were not necessarily up to that
technical level?

A. I wouldn't give it quite, but I would
say that their concern were more accounting and
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Tegal rather than strategy itseilf.

MS. STEIBER: Have you provided other
tips to the SEC before you provided this tip or
after this tip? You had talked about Lancer.

THE WITNESS: Yes.

MS. STEIBER: Do you recall if the SEC
followed up on the other tips you had provided and

resulted in any action?

THE WITNESS: I don't remember. But
this one, we did follow up ourselves because we had
some investment and we sued Lancer.

MS. STEIBER: Could you tell us a
Tittle more about that? It is helpful to know.

THE WITNESS: Sure. Lancer was equity
Toan short manager. One of our clients had it in
%dv;sory account, and we actually looked at the

und.

At the beginning we didn't find
anything suspicious. But then we went a Tlittle
more in detail in terms of the stocks. In fact, we
found out that some of the stocks were -- their
address was in Florida, the same place where an
analyst covering them was. So -- and those were
stocks with, you know, a few thousand daily volume
trades. »

so, that was kind of strange, so we
started to be a 1ittle more focused. And it
happened that it was actually a fraud.

MS. STEIBER: You contacted Mavis?

THE WITNESS: Yes.

MS. STEIBER: was she the only one you
talked to about the Lancer issue?

THE WITNESS: Yes. Actually, when we
knew that it was a -- something very suspicious, it
was already late. So I think that was a few weeks
or a month or two later that, actually, this whole

Lancer story came in the front page.
Q. was that as a result o% an SEC
examination or investigation?
A. For Lancer?
Q. Yes.
A. For us? No. For Lancer, I don't think
so, no. :
Q. Do you know if Mavis or anybody at the
sec did anything vis-a-vis Lancer?
A. I think, yes, the SEC was definitely
involved at one point.
Q. Any other tips that you provided other
than Lancer and this one?
A. I don't remember. I don't think so.

MS. STEIBER: Just going back to the
complaint that you had sent in, I just wanted to
clarify. You have some information in here such
as -- that you estimate it is between an 8 to
$10 billion managed by Madoff.

Did you get that number just from
talking to other funds? How did you estimate that?

Just by talking to people?

THE WITNESS: Just adding up the
feeders, the mone¥ the feeders, and also talking
with some of the larger European accounts that we
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knew, you know, like high net worth individuals
that had money with us as well. Adding up those
that we knew, that was an estimate.

Q. It was a low estimate, would you say?

ﬁecagse you only added up certain amounts that you
new?

A. Yes. well, you know, again, last year
we are talking about what? Fifty billion or
something Tike that.

MR. WILSON: How did you know that more
money was coming in, if the feeder funds -- 1 don't
know if you are saying feeder funds in the uUnited
States were closed, but how did you know there was
this 20 percent that just keeps coming in?

THE WITNESS: Again, we were following
these things, the assets under management for these
funds. And each time, you know, you were asking
them, they were calling -- first of all, they were
calling to say if there 1is capacity or not.

so, that was a Tittle git strange, to
say, well, it is closed and then it is open and

then you have growth and it is closed. So we were
thinking maybe there was a match between
redemptions and the money coming in.

Again, making a fund a rare thing, it
is always a big marketing push for investors.

Q. After it came out that Bernie Madoff
confessed, did you have interest in the story? Did
you have an opportunity to read the complaint that
Harry Markopolous provided? It was in the papers.

A. I think I actually -- someone here

rinted the 50-page thing that was there. You
now.

Q. Did you have any thoughts on whether it
seemed credible or it seemed like there was a lot
of information in it or did you have any kind of
thoughts on 1it?

A. You know, some of his stuff were
documented, some were not. So, you know, again,
really it sums up to what everybody was saying
anyway. So, nothing new.

Q. Is there angthing else you can think of
that we haven't asked about maybe?
A. No. I think you guys did a good job.

MR. KOTZ: Thank you very much.
(Time noted: 5:43 p.m.)
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