
 
 
 
 
 
 

 
 
 
 
 

Description of document: Presentation by Harry Markopolos of his detection of the 
Bernie Madoff Ponzi scheme and the failure of The 
Securities and Exchange Commission (SEC) to take action, 
at the March 13, 2014 Council of Inspectors General on 
Financial Oversight (CIGFO) meeting 

 
Requested date: May 2016 
 
Released date: 06-June-2016 
 
Posted date: 12-June-2016 
 
Source of document: FOIA Request  

Department of the Treasury  
Washington, DC 20220 
Fax: 202-622-3895  
FOIA Online Request Form 

 
 
 
 
 
 
 
 
 
 
The governmentattic.org web site (“the site”) is noncommercial and free to the public.  The site and materials 
made available on the site, such as this file, are for reference only.  The governmentattic.org web site and its 
principals have made every effort to make this information as complete and as accurate as possible, however, 
there may be mistakes and omissions, both typographical and in content.  The governmentattic.org web site and 
its principals shall have neither liability nor responsibility to any person or entity with respect to any loss or 
damage caused, or alleged to have been caused, directly or indirectly, by the information provided on the 
governmentattic.org web site or in this file.  The public records published on the site were obtained from 
government agencies using proper legal channels.  Each document is identified as to the source.  Any concerns 
about the contents of the site should be directed to the agency originating the document in question.  
GovernmentAttic.org is not responsible for the contents of documents published on the website. 

https://www.treasury.gov/foia/pages/gofoia.aspx


From: "Delmar, Richard K."  
Date: Jun 6, 2016 3:22:28 PM 
Subject: your FOIA request to Treasury 2016-05-055 
 
This responds to your FOIA request for the presentation made at the March 13, 2014 
CIGFO meeting by Mr. Harry Markopolos. 
 
A copy of his presentation is attached. 
 
I believe this is a full production of all records responsive to your request. Please 
advise if you disagree. 
 
Rich Delmar 
Counsel to the Inspector General 
Department of the Treasury 
 



Bernie Madoff 

"The case that should never have happened" 

FSOCOIG 
13 March 2014 

Harry Markopolos, CFA, CFE 
Chartered Flnanclal Analyst 
Certified Fraud Examiner 

Detection Method by 
Companies > 100 employees 

• 46.6% Whlstleblower Tip 

16.5% Internal Audit 
• 15.1" Manilgement Review 

• 4.7" Accll\Jnt Reconcllliltlon 

• 3.2" Document hilm 

• 2.3% E•ttrnal Audit 
• 2.3" Notified by Police 

• 2.0% Survrililnce/Monltorlnc 

• 1.4" IT Controls 
• 1.0% Confeuion 

• 1.0% Other 

• Source: 2012 ACFE Report to the Nations www acfc.com 

Whistleblower' s Biography 

• 9+ years as 1 Full· time fraud lnvest11ator (2004 - Present) 

• 4 yuu as a Pilrt-tlme fnud lnvestl&itor (2000-2004) 

Former NASDAQ O·T·C Market-Maker & Registered Options Prlnclpall 
• Former Pottfollo manaser, then Chief Investment Officer for 1 $ mult~ 

binlon equOy derivatives asset man11er In Boston (1991 - 20041 

• Certified Fr1ud Examiner 
Chartered Flt111ndal Analyst 

• M.S. In Finance; Boston Calleae 
• B.A. In Busln~s Admlnistntion; Loyola University of Maryland 

• 17 Yurs of Army Resrr11e Component Service; Infantry, Loglsllcs, Clvll 
Affairs (1978·1995) 

Source of Tips 

• 50.9% Employee 

• 22.1% customer 

• 12.4% Anonymous 
• 11.6% Other . 9.0% Vendor . 2.3% Shareholder/Owner 

• 1.5% Competitor 

• Source· 2012 ACFE Report to the Nations www.ac(e.com 
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Whistleblower Programs 

• DOJ - False Claims Act: 15·30% rewards 
• IRS-Section 7623; 15" • 3°" rewatds 
• SEC -Dodd·Frank Section 923; 10·3°" rewards 
• Stale False Clalms Acts In 30 stales but some are Medicaid only 
• WhlsUeblowers pul law tnforcemtnt on a level playlna fletd with whit~ 

collar crlmlnals & are a force-multiplier 
• Whlslleblower lips provide lntelllsence & lnsl1h1 Into control weaknesses, 

recul~ory 11ps, and cw rent fraud schemes 
• Resource: wwwJAF.pra ts the whlltleblower bar association's website and 

contains lots of reading references on cases, case law, and offers a weekly 
e-newslelter 

Bi-Modal Fraud Distribution 
Source: WSJ 5/23/2011 Page A-1 Cover Story 

An Honest FX Price Distribution 
Source: WSJ 5/23/2011 Page A·l Cover Story 

How did we get involved? 

• rmnotsmut 
• I mlsjudied the risks the •ntlre time -4 guys artn' t supposed to tackle 

multl·btlllon doUu PoNI schemes & make those kind of enemies 

5/10/2016 

• I was Portlallo Manager then Chief Investment Officer for a S multl·bllllon 
derivatives assn manacement flrm In Ballon, MA 

• I knew derivatives math but I didn't know the SEC WIS non-functional 
• BM was a competitor whom no leclOmate man11er could compete with 
• I recruited 1 team and we went 1her the case quletly 
• B M year lnvest11atlon a~oss 2 Continents 
• se1f.f1n1nced but we 11sed employer sponsored travel 
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The Investigative Team 

• Frank Casey, Former North American CEO, London based 
Fortune Asset Management (Boston) 

• Nell Chelo, CFA, FRM, CAIA; Director of Research, Benchmark 
Plus (Tacoma) 

• Harry Markopolos, CFA, CFE (Boston) 

• Michael Ocrant; Director of Conferences Group, lnstltullonal 
Investor (New York) 

Capital Markets Red Flags I 
Unreallstlcally High Performance 

• Stocks can go Jn 3 directions - up, down or sideways 

• BM only picked stocks that went up or stayed the same 

• BM' s performance chart was upward 45 degree straight line 
up until the 2000- 2003 killer bear market 

• 45 degree performance lines don't exist In fmancell 

• > 96" of months were positive 

• BM said he was replicating the OEX S&P 100 stock Index 

• 100% correlation meant he replicated perfectly 

• BM' s actual 6% correlation meant his portfolios looked 
nothing like the Index he said he was trying to replicate. 

" 

3 Places where the $65 Billion went 

1. Most went to pay off Old Investors who were 
receiving 12% I year on average 

2. •4% went to luring In new victims: Feeder Funds, 
Fund of Funds & Private Client Banks 

3. Way less than 1% I year went to Madoff 

45° Line until 2000 Bear Market 
Chart Source: Clusterstock 

'"° 

Metlolf Ponzi llll1Um1n SU 500 IU/l!lllO• lO/ZOOll 

Nolloot>NM_a __ lllo,....noln 
11w.-o1111opo1WOC111-M••ot 
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Capital Markets Red Flags Ill 
Investment Strategy Didn't Make Sense 

.. 

• BM could<l' t afford the Put options he said he bought because they would 
haft cost him tao much S 

• BM stack picks would have had ta be > 311% per year 

• Feeder Funds said BM subsidized down months but this would have been 
IHqal 

Feeder Funds said BM "benefited from his broker-dealer arm's t"dlng 
wlume" which was code for l1let11 front-running 

• Feeder Funds said thM BM hid perfect markel·tlml111 ability thanlcs to Ills 
access to his B/D' s order flow of S- 111% of dally US stock wl\lme 

• ReJNty: BM did know what the ether 90-95" of tmll111 volume was 
doing so there was no way he could predict sto(k prices In 11fv3ncel 

" 
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Capital Markets Red Flags II 
Not Enough Options Existed 

• There were about $1 bllHon tn near-month {less than 30 dayl 1t·lhe· 
money put options on the OEX S&P 100 Stock Index In existence 

• BM needed to trade $7 • $65 billion of these options as his size Increased 

Every trade leaves 1 footprint but BM' s footprints were neve< seen by 
anyone during our BIS year lnvesttaatton 

• My firm had t,,dj,.. relationships with most of the llraest equity 
derivatives brokers ind none of them evtt did •n options trade with BM 

• I M would Id FOF' she traded with cerllln brokers but those firms ~Id 
they never traded with him 

• BM said he traded O·T·C options In Europe on US Stocks which Is 
nonsense because there Is no llquldlty there 

• O·T·C options are more e•penslve than exchanae-traded options 

Capital Markets Red Flags IV 
16% US T·bllls didn't exist 

.. 

• BM Wld he w«S only In the rmrllet for 3 days to 3 weelcs and then only 6 to 
8 times ~r ye•r 

• Net In the muket 4 to 6 months per yur 

• Therefore he needed to buy US Treasury Biiis that yielded 16~ for those 4 
to 6 months per year he wasn't Invested In t he market In order to e1rn 
those steiidy 1" monthly net returns after fees. T·Bllls hven' t ylt!ded 
16" since the early 1980' s 

• A fr.vcl Investigator looks at "what Is" .od then figures out " what bn't" 

" 
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Capital Markets Red Flags V 
Fee Structure & Secrecy 

• Typlcal Industry marktUng 11r1nsements pay 20" • 50" of the fees to 
those who bring In client 1ssets 

• BM allowed the Feeder Funds, Fund of Funds & Banks to earn the 1" & 
20" Hedge Fund Ires 
In effect, the tmr~ters were recetvlna > 90% of the fees which wu w~ 
too high 

• Al of the above accepted his e•cuse that he didn't want to be bothered 
runrMfll 1 hed&e fund ind dt1Mnc with cNents 

• BM did all of the hud wDlk yet earned "onlycomminions" and he 
allowed everyone else to urn the lion's share of the fees 

• Feeders, Fund of Funds, and Binks were not allowed to tell the clients 
who was rnanagins their money 

• BM was the world's lugest hedge fund but no one was allowed to know 

Feeder Funds = Pure Evil 
• Madoff' s accomplices were the Feeders 
• MadoffwastheoctoP11ses' body& heiid 
• The freders were Madoff' s tentacles & they spanned the alobe 
• Without the Ferden M1doff would have collapsed Ions ago 

All pretendrd to conduct due dlligencr 
• They lied to clients about who was managing their money 
• Some pretrnded to be multi-strategy but were JOO" Madoff 
• They received 3" •_.,.per year In fees to not ask questions 
• No<le asked tough questions °'even questioned the obvious 
• Now we' re findl"I out that some recl!lved out-sized returns 
• Lessons Lttmtd: 

Ask fund of Funds how much they spend on due·dlligence In dollars and 
as 1 "of rewnues. INSPECT their audit work papers FOR QUALITY. 

" 

" 
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Fund of Funds 

• Source: ~Who Invested with Madoffr by George A. Martin; 
Journal of Alternative Investments; Summer 2009 

• > 339 Fund of Funds via 59 Management Co's Invested 

• > 40 countries 

• USA: 79 of 740 (10. 7") 

• Swltzerland: 77 of 267 (28.8%) 

• UK: 52 of 546 (9.5") 

• Italy: 27 of 77 (35.1%) 

• Brazil: 25 of 68 (36.8%) 

• Germany: 24 of 145 (16.6"1 

Don't Blame the Victims 

• 30- 35 Blue Chip comp1nles thll yo11 would be proud to own 
• GM, Clli1roup, Bank America, AIG, Finnie Mae, Freddie Mac, Merrlll 

Lynch, Lehman, Bear Stearns, Wachovia .... 
• BM uld he held "OEX stock Index put opt.ons •to protect a&alnst market 

crashes 
• Ea1ned "onlvabout 1" a month" 
• Most Individual investors were nat flnance people and did not know these 

soris of risk to returns ratios did not exist 
• la10J!S R1·L111n«d: 

1. o- 25" Is the proper lllontlon to hedce runds 
2. Never put an of yo11r eaas In one basket 

3. II you don't understand an lnwstment strategy don't Invest in It 

11 
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AICPA's Section 50- Principles of Professional Conduct: 

"By acnplln11 mtmbtrshlp, a «rtlPtd public accounrant ou umH an 
obligation of Jtl/-dlsclp/lne above and bryond the 1equlr;rmenrs of lows 
and re11ulallon1. 

• The Prlnclples call ror an un1wervln1 commltnient to hon11111ble 
behaYIDr •• 

• A llstlnsulsh'lnl marll of• prvfnslon ls auepl8nat of Its rnpomlbUlty to 
th• publlt. 

The accountlns proresslon's public; consists of clients, credit 1rantors. 
governments, employers, lnvestou , the buslneis and flnancli l community, 
and othen who rely on the objectivity and lntesrl~y DI c·ertlAed public 
accountants to maintain the orderly funct1anln1 or commerce. 

• .•• with concern for the best Interest of those for whom the services are 
performed .nd consistent with the prvfef.IJan's respanllblllty to the 
publlc." 

Accounting Red Flags I 
Bank Account Numbers too Similar 

Bank of America Account # 1-FROl0-3-0 FBO Tremont 

Banco Santander Account # 1-FR062-3-0 FBO Tremont 

How Likely Is It that 2 custody banks In 2 different 
nations would assign such similar account 
numbers? 

Source: SEC OrG Exhibits 23 & 237 (we never saw this untd the SEC posted It) 

.. 

" 
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Accounting's 2 Key Weaknesses 

1. 80%- 90% or Big 4 audit contact hours are with CPA' s 
between 21 - 28 years old 

Who wins this battle? 
Twenty-somethings vs. White Collar Fraudsters 

2. CPA' s do not have a mandatory duty to report fraud. They 
should but need a wsare harbor" to prevent being sued. The 
current standard Is only "Noisy Withdrawal" which Is not 
helpful to Investors or law enforcement. 

Accounting Red Flags II 
Undecipherable Account Statements 

• •No Balance Forward" for each IJealnnlnc month 

• No commu to denote thaunnds of shares ba111ht & sold 
• No dollars sisns used 
• Use of "1reen bar• paper & 1 dot matrix printer In the new mlllennlum 
• Account numbers used different font sizes 
• Account statements In non·sllndard portrait mode not l1ndscape mode 
• Midoff llsted open1111 tr1ns1ctlons flrst, then closln& tr1ns1ctlons down 

the page which Is not the Industry standard 
• Only 1oes out 3 declmal places but that Int decimal Is 1 zerol 
• M1doff tr.cSes were so big he needed to 10 out 8 decimal plKH to 

allocate them properly! 
• Na positions were carried over 1 month-end, quart« ·.nd °' vear·eod 

because companies report who their l1riest shareholders are 

" 

.. 

6 



__ 
~-~­

......... _ .... --- ..... ___ __ 
....... ,._ 

...... _ ........... .. , ................... ..... .... ,,_, .. 
-=-4:: ... -.. -=---

"" '' ·--....-..... 

Accounting Red Flags IV 
Third Party Administrators 

• TPA' s "supposed to offer" Independent arms-lenBth oversight 

• Often located In Bank Secrecy Havens 
TPA' s verified 11sets 

• TPA' sconnrmed trades 
• TPA' s verified perform1nce 

But BM never traded & he stole every dime as soon u It came In 

• TPA' s hive no obllsatlon to report fraud 

• TPA' s m1y reslan accounts If fraud Is prHent but tell no one 

TPA' sue currenlly defending clvll l1wsults 
• TPA' s rarely understand derlvatlvH 1radln1 strategies 

• Lam Lc1mcd: Challenge TPA' s & query them on the strateales used by 
Investment maNgers to determine lftheyrully know what they' re doing 

.. 
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Accounting Red Flags Ill 
Beware "Auditor Shopping" 

In 2007 Ne I Chelo offers to Invest SSO mllllon thru a Sub-Feeder Fund & 
obtalni the followlllg 

• Falrfleld Greenwich year-end financial statements for 2004, 2005, & 2006 

• 2004 • Regional Accounting firm (Stamford, CT) 

2005 • Proee Waterhouse Coopers (Nelllerl1ndsl 

• 2006 • Price Waterhouse Coopers (Toronto, C1n.d1I 

• 3 different ' ud tors from 3 different nations 15 "Auditor Shopplns" 

Bis accountins firms are llke Indlvlduill country franchises when being 
sued but they' re global fkms when market ins to multl·niltlonal d~nts 
Ratlonille II l ; Auditors ulced too many questions & were replilced 

• Ratlonille II 2: Auditors spotted sornethln& & milde a "noisy wlth11ri1~1· 

Accounting Red Flags V 
The Fake Brother-In-Law 

• One Man Accounting firm of Frlehlln1 & HorowlU (New City, NYI 

• BM would tell Fi!>l!dl!r Funds th1t only David G. Frlehling allowed 10 ;iudll 
In order to protect his secret tradln1 algorithms 

• Middle Eu tern Investment Office out of London wanted to send In a 
(then) Bit SI~ Account1n1 firm to conduct due·dlllsence 

• BM told them only his "brother-In-law" Is allowed In to conduct audits 
• They Invested $200 million anyway 

• !.e1son1 Re·Lnrocd; 

• Is It a real 1ccount1ng firm? Does anyone t;ilk to ;iudllors In person7 

• Does the slie & specialty of the accounting flrrn m1tch the sf" & spec,.}lty 
of the company belna audited? 

• CPA' s don't understand thecapltal markets so don't have blind faith In 
their audits-they' re CPA' snot CFA' s orCAIA' s 

" 
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Accounting Red Flags VI 
Custody Banks 

• BM self·custod ed & had fu'I control of the a1sets 
Several EuropHn Banks pretet1ded to custody for BM 

• They presumably received checks from Investors, con1ol dated them and 
passed thrm *>ng to BM 

• Unbeknownst to Investors BM was acting u sub·Cull~ and hi1d full 
control of their 1u ets 

• European Banks had "rented their good rwnes" to Madolf 
• Lesson Learned: Verify custody bank relit onshlps In writ na: always 

demand a letter from the bank dlscloslni or denying the e•iltence of 1ub· 
custodial arn ngemenu 

Accounting Red Flags VIII 
Gaming the Audit Team Part II 

BM, a WaU Street CEO, was the Slnsle Point of Contact for that SEC e•am 
team (It Is Industry practice for the Chief Compliance Officer (CCO) to be 
the SPOCon e.ams riever the CEO). 

• BM did not allow employees to meet the ei1mlnersl 

" 

Use proper ellm techniques; start 11 the bottom of the organizat ion chart 
and work your way up to the taraet (BM) last, lookl111 far thlncs that don't 
add up illong the way 

• BM would narne·drop to ilWe the eu mlners (intimidation) 
• BM occaslonally would yel at the e•amlners (intimidation) 
• SEC mid-level stiff never backed up the l!llmlners alter tlM!se Intimidation 

tactics were employed 

• Lesson leatned: The audit team must control the audit. 
Intimidation Is a red flag that fraud Is likely present. 

" 
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Accounting Red Flags VII 
Gaming the Audit Team Part I 

• BM kept asking the SEC' s exam team, "When ls this exam 
scheduled lo endi'" 
The SEC exam team wisely never told him the exam' s time 
limit 

• BM then proceeded to spend hours at a time tell n1 the exam 
team Wall Street "war stories" to keep them from asking him 
questions. 

• The SEC measured the #of exams conducted which Is a 
flawed and meaningless statistic. 

• The SEC should be measuring onlv the $ ;imounts of fraud 
caught 

Accounting Red Flags IX 
Gaming the Audit Team Part Ill 

• Eu m team catches BM lyln1 to them and doesn't eiparid the scope of the 
audit and nll In hlch·level re-enforcements 

• ham team should also hllVll made a crlmfnal rerernl to the OOJ for 
makin1 false statements 

• E.am team asks for dacumenU required to be on site for 2 years • nd to be 
~vallable from off·slte storaae within 24 hours far 3 additional years 

• BM takes days ta provide documents that should be an·slte and available 
within minutes (a sign that he's manufacturing documentl) 

• Lessons Learned: 
1. Documents required to be on·slte need to be In audit team hands that 
day 

2. If you are /led ta, expand the audit' s scope and call In the cavalry! 

II 
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Accounting Red Flags X 
No Tax Information & Abusive Client Service 

• Source: Local CPA firm CEO' s 1' ve met 
• At the bottom of Individual monlhly stalemenl5, Ma doll printed, • Not to 

be used for Ta• Reporting Purposes" 
• Madolf cllenlJ would hand these to CPA firms to compute year·end 

penonal Income ta1es and call Madoff' s back office for Information 
• M;idofl staff would then stir! yelling at these CPA' s lelllns them, "Hey 

pal, If you don't llke lhese very attractive relurns we've been genen llng 
for your client then Just ien us and we'• be h;ippy to refund your client's 
money becauie wedon' t dotu es here." 

• Shocked CPA would Ihm cllll the client who would Invariably ten the CPA 
to back off 10 as not lo offend the Madoff stiff because his fund WIS very 
hard to 1et Into and they dldn' t want to get redeemed out of the fund. 

• Cl'A flfms never understood the Madotf statemrnts so they did the best 
they could to compute tu 1 abiUleJ on their own 

Quickest Way to Solve Ponzi Cases 
Fu/111 Utilize Industry Contacts/I 

• 7h1e ore olhtt woj'S - this Is just OH quick WOI' 

• Obtain the marketing materials 
• Determine which asset class Is being Invested In 
• Analyze the performance- "Is 11100 good to be truer 
• Devise ques~lons to ask and ldenllfy documents to request 
• Question the lower level staff first to Identify Inconsistencies 
• Ask to be taken to the trading desk & question tn ders 
• Ask to see the tr;ide conflrmatlons & quest ion operations staff 
• Call the trade counter-patties to verify trades 
• Check DTC or h chang" for trading activity 
• Ca' the cu1tody b•nks to verify assets 
• Question the top-level executives last 

Jl 

.. 
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Ponzi Schemes 
Cha racterlstlcs 

Victims typlcally have not saved enough for retirement so they' ft 

desperate to believe 
• Victims typle1lly don't underJtand the capl!.tl markets 

Ponzi schemes are usually. but not always, comple1 and lnwlve stratetles 
that lew Investors would lrlSP 
Many schemes lnwlve privately traded Investments with no transparency 
B~k·Bo• strateales are common where no one iS allowed to peer Inside 
the magic bo• and see the secret formula 

• Returns 11re usually steady but oftrn not home runs, more ~ke a steady 
strlf'll of doubles 

• They need to appear sale so that victims will wlDJrcfy Invest 1"°" of tll~r 
assets 

• Ridiculously Hl&h Sharpe RaUosl 

Sharpe Ratio Analysis 
A Good "ponzl Detector" 

0 Definition: R;itlo of Return compared to how much risk was taken lo 
generate that return * Formula = Return of the Portfolio - Risk Fett R1tc 
$tandard Deviation of the Portfolio 

a The Stock lnde• BM said he was replicating had a Sharpe Ri tlo of .43 

D BM' s Sharpe Ratio was always > 2.1 to a lot higher tllan that 

" 

a BM was > 4.8 times better than the Stocks he was managing aealmt roe 18 
years which ls Impossible 

0 Ponzi operators will usually have unreallstlcally high Sharpe Ratios 
0 Compare your tu1et' s Sharpe Ratio to the asset class' s Sharpe R;itlo ;ind 

ask Industry professionals does this m•ke any sense to you? 
a Legitimate money m~gers can' t compete with Ponzi operators beciuse 

markets go haywire and honest manai ers lose money whrn they do 

" 
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SEC Investigative Errors I 
Wrong Staff Not Mission-Focused 

* SEC Mission Is to protect Investors yet almost none of the staff were 
Certified Fraud Examiners or trained In investiaations * The junior most e•amlner ut on ;m options trading desk for a while 
but didn' t have much e•perlencl! In Industry or at the SEC: 

* None of the senior e•amlners or enforcement attorneys had any 
asset management or trading experience * SEC staff did not know how to use the Wall Street Journal, 
Bloomberc' s or Option Price Reporting Authority {OPRAI tapes to track 
tndlng volumes 

* SEC staff did not know that Over-the-Counter (OTq derivatives are 
more expensive to tnde and that the hedging takes place In the listed 
markets 

SEC Investigative Errors Ill 
19 May 2006 SEC' s Madoff Deposition 

* BM says executions hilppen electronically but then describes 
plckln11 up the phone and negotiating the price which Is not electronic 
tndlng 

* BM says he shops stock trade packages to 50 European stock 
brokel'S and options trade pi1cka1es to 12 European options brokers 
because there lsn' t enoush liquidity In the USA. Reality: Con 'tdo this 
becouse you'd be front-run to death/ Plus there oren 't 50 capable 
bro~rs In Europe. 

" 

* BM says he trades stocks at different times & prices, then ulculates 
an average price for clients but he trades the options all at once so he can 
deliver onl! averaae price for his clients. Reality: these are /unctlon11/ly 
equlvolent so It's on obvious lie if you can count. * BM says he pays 4 cents per share on this stock trades but only 1 
cent per share equivalent for his options contracts (I.e. $1 per contract) 
because there's no value added for his options trading. Reality: He 
doesn't know options lingo or opllom commln/011 moth. " 

SEC Investigative Errors II 
Unwillingness to obtain 3n1 party verification 

1. New York SEC never questioned me or the other BM whlstleblowers 

2. SEC never phoned any of my witnesses 
3. SEC afraid to call reporters for background Information 

4. SEC never verified BM' s bank account's really existed 
5. BM told them he custodled assets at Barclays & HSBC but they never 

checked but once to verify accounts 

6. BM says he traded thru Buclays, SEC a:ets docs back from Barclays that 
say BM had no trades with them & doesn't think this suspicious 

7. SEC: never verified time & sales volume of his trades with OTC or OCC 
8. SEC asked who BM' s counter-parties were but never lollowed up & 

asked them If they ended with BM 

9. SEC never traveled to BM' s accountant Frlehling & Horowitz 
10. SEC never contacted UK' s FSA for assistance 

SEC Investigative Errors IV 
19 May 2006 SEC' s Madoff Deposition 

* BM says he tndes the stocks flrst In London, then trades the options In 
London between 8 am - 9 am (US Eastern Time) before the US markets 
are open. Reality: Too much price risk if s1oclcs drop be/ore he buys his 
puts. Plus these size 1rad11s can't bl! done overseas. 

* BM says his returns are not high enouch to Justify settlna up a hedge 
fund. Rtollty: 339 FOF 's are set up to marht SM 's chart-topping 
Sharpe Rot/os which be111 all hedge funds. 

D SEC asks BM a series of questions about his Depository Trust Clearlns 
Corp account and even obtain his OTC Number. However, they fall to 
follow up and ask DTC for his trades (there weren't anvil. If they had 
spent an hour going to OTC they would have caught him ... 

D SEC attorneys only allowed l Examiner In the room 

D Examiner & Enforcement Attorneys knew BM WH lying but did not 
challenge him 

5/10/2016 

" 
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SEC Investigative Errors V 
White Collar CEO' s are Cunning & Manipulative 

D BM knew SEC operational methods, skill level & weaknenes 

a BM knew SEC m1mured II of exams and budgeted time for each * BM kept asklna "How long are JIOU golnQ robe htre?" 

0 BM told junior examiners "war stories" for hours on end so theycouldn' t 
set their work done & would eventually run out of time 

0 BM dropped Influential names to Impress examiners * BM would falsity documents· Examiners would ask for documents but 
were never suspicious that they took a few mys to be "'nded owr (docs 
requked to be on·sUe for 3 ~us and avaMable off-site up to 6 ~1rs) * BM would yell 1t examiners and try to Intimidate them - Senior Staff 
did not back up the e1am te1m In the flefd 

* Eomlners would catch BM lying but~ referred It to DOI for 
criminal prostclltion 

Every Check & Balance Failed 
Nobody did their jobs! 

• Several Banks marketed BM & some offered 3:1 leverage 

• Custody Banks • iented" their good names & then sub-custodled to BM 

• Account1n1 firms "audited" Feeder Funds and verified the assets were 
there (they weren't) 

BM' s auditor never conducted an audit 

• Third Party Plan Admlnlstntors "verified" BM' s performance 
• Feeder Funds & FOF' s never did proper due-dlligence 

• Consultlna firms okayed BM er let their clients remain with BM 

• Pension Fund, Endowment & Charity beards Invested 
• BM' s ccmpllancestaff were his brother and niece 

• FINRA e.ams did not detrct the scheme 

SEC exams did not dettct the scheme 

.. 

" 

5/10/2016 

SEC Post-Madoff 

• OIG Report 509"the Madolf Report• led to major changes 

• SEC may be the best whlte-collu law enforcement agency In the world bu 
none but they have yet to pro~e they nn bring lar,ge cases succer~du ly 

• New senior leader1hlp or e1eeptlonalty high quality 

• New National Task Force1 cf subject matter e1perts to attack miljor cases 

• Hires Industry e1perts who know finance, complex math, derlvat.ves 
trading & global accountlns Jtandards 

• Aggressively seeklllJ l111e cloH• value cases against lar1e com pan es who 
are ·11ard t1111~s which ruin your stati stics" 

• Whhtleblcwer PrOJram ts the best source of current lntellgence Into the 
schemes belng used to derraud Investors 

• FBI keeps close tabs on the SEC WB Intake and reo.news for good ca.ses 
they'd MM! to Investigate crlnMnally 

.. 
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