Stanford Financial Group Receivership
Ralph S. Janvey, Receiver
2100 Ross Avenue | Suite 2600 | Dallas, TX 75201

August 12, 2009

Mr. Stephen Harbeck

President and Chief Executive Officer
Securities Investor Protection Corporation
805 15th Street, N.W., Suite 800
Washington, D.C. 20005

Dear Mr. Harbeck:

As the court-appointed Receiver for the Stanford Financial Group of companies, I am
writing to request that you advise me of SIPC’s position regarding certain issues related to
customer accounts at Stanford Group Company (“SGC”) and Stanford International Bank Ltd.
(“SIBL”) and the self-styled “certificates of deposit” (“CDs”) issued by SIBL. While my
representatives have discussed these issues with SIPC representatives, it would be helpful to all
concerned to receive SIPC’s views in writing.

Background and Facts

On February 16, 2009, the U.S. District Court for the Northern District of Texas, Dallas
Division (the “Court”) signed an order appointing me to be the Receiver for SGC, SIBL and
certain related entities and persons. The appointment was made in connection with a lawsuit
filed the same day by the Securities and Exchange Commission against those entities and persons
alleging that they had engaged in certain fraudulent activities. SGC, SIBL and other Stanford
entities were all owned and controlled by Robert Allen Stanford.

SGC operated as a registered broker dealer and is a member of SIPC. Prior to February
16, 2009, it had more than 32,000 active customer accounts that held securities worth billions of
dollars. The clearing brokers for these accounts were Pershing LLC and J.P. Morgan Clearing
Corporation, both of which are also SIPC members. During the relevant time period, the
securities of non-Stanford entities owned by customers and held in custody in these accounts at
Pershing and J.P. Morgan have remained at the clearing brokers, or have been transferred to
accounts at other non-Stanford financial institutions. No question is raised in this letter
regarding such securities of non-Stanford entities or regarding any customer-owned cash held in
custody at Pershing or J.P. Morgan on behalf of customers. Similarly, no question is raised in
this letter regarding any instances of alleged unauthorized purchases of CDs by SGC on behalf of

customers.

SIBL was formed under the laws of Antigua and Barbados and purported to operate as a
bank, though it was not a bank in the conventional sense. It did not generally make loans to
unaffiliated parties, and its operations were required by Antiguan law to avoid the provision of
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banking services and products to Antiguans. SIBL is not a member of SIPC. The self-styled
“CDs” were its primary product. It issued and sold CDs to thousands of customers, and it had
CDs outstanding with a face value of more than $7 billion as of February 16, 2009. However, at
that time and today, the fair market value of the assets of SIBL (as well as the fair market value
of the assets of SIBL and other Stanford entities on a combined or consolidated basis) is only a
small fraction of that amount. The SEC has alleged that the difference in value is the result of
the CDs having been issued in a Ponzi scheme operated by the Stanford entities and their

controlling persons.

A substantial portion of the CDs were sold to customers of SGC, and a substantial portion
of these customers are in the United States. The sales of such CDs were actively solicited by
financial advisors employed by SGC. U.S. sales were made pursuant to Regulation D private
placements, and in that connection SIBL filed several Forms D with the SEC. SGC received fees
from SIBL of as much as 3% on sales of CDs by SGC financial advisors. In many cases,
purchases of CDs were effected with funds transferred directly to SIBL from SGC customer
accounts at Pershing or J.P. Morgan. Although it appears that SGC did not issue any purchase
confirmations when a customer bought a CD through the efforts of an SGC financial advisor,
SGC sent letters advising the customer that SGC was receiving a referral fee for the CD sale. An
example of such letter (with customer name redacted) is attached as Exhibit A to this letter.

Moreover, although SIBL was in form a separate entity from SGC, the two entities (as
well as other Stanford entities) were operated and marketed as an integrated network, with the
sale of SIBL CDs as both a central objective and the primary source of revenue for the Stanford
companies. SIBL’s operations were directed and controlled from the United States by the same
persons who directed and controlled SGC and other Stanford entities. For these and other
reasons, we believe, and have filed papers recommending to the Court, that the entities should be
substantively consolidated for liquidation purposes.’

The periodic account statements prepared by Pershing and J.P. Morgan and sent to
customers did not, to our knowledge, reflect ownership by customers of SIBL CDs. However,
some SGC customers who owned CDs received, in addition to their Pershing or J.P. Morgan
statements, consolidated statements from SGC (bearing SGC’s name and the legend “Member
FINRA/SIPC”) that reflected ownership by the respective customer of all accounts, securities
and deposits, including SIBL CDs, that had been effected or purchased through SGC and other
Stanford entities. An example of such a consolidated statement (with customer name redacted)
is attached as Exhibit B to this letter. Some SGC branch offices may have provided other forms
of reports that listed CD holdings. Some marketing materials used by the Stanford companies
also suggested that SIBL CDs enjoyed the benefit of SIPC protection. See Exhibit C to this

letter.

! SIBL has also been placed in liquidation proceedings in Antigua. The liquidators appointed by the
Antiguan court do not believe that SIBL should be substantively consolidated with other Stanford entities
for purposes of liquidation.
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It appears that, in general, neither SGC, Pershing nor J.P. Morgan maintained custody or
possession of any physical certificates that evidenced CDs. Instead, these certificates appear to
have been physically held by the owner of the CD, by SIBL itself or by another Stanford entity
such as Stanford Trust Company (which was notia SIPC member). However, there may have
been occasional situations in which a customer’s CD was physically held by the customer’s
financial advisor at SGC.

Question Presented

Please advise me at your earliest convenience whether SIPC believes that SIPC
protection is available with respect to amounts paid to purchase SIBL CDs by (i) SGC customers
in general or (ii) SGC customers who received account statements from SGC that reflected
ownership of SIBL CDs and/or whose SIBL CDs were held in custody for them at SGC. I would
appreciate it if you would address these issues both on the assumption that SIBL and SGC will
be substantively consolidated for liquidation purposes and, in the alternative, on the assumption
that they will not be so consolidated.

If you have questions or need additional information regarding this request, please
contact Stephen A. Massad (stephen.massad@bakerbotts.com or 713-229-1475) at my counsel
Baker Botts L.L.P.

Very truly yours,

0@»‘%5%

Ralph S. Janvey
Receiver for Stanford Financial Group, et al.
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September 2, 2008

Mrs. SRR
P.O. Box 30w
Miami, FL. 33231

RE: Notification of Affiliate Referral Fees

Dear Mrs. ERSRRESID,

We appreciate the opportunity to serve you and thank you for your recent purchase of a
Stanford Interational Bank Limited ("SIBL") certificate of deposit,

Stanford Group Company ("SGC*) recently referred you to SIBL, our affiliate, for this
purchase. As disclosed in the SIBL Disclosure Statement for the U.S. Accredited investor
Ceriificate of Deposit Program, SGC receives a referral fee of 2.75% (annualized) from
SIBL, and may receive additional incentive fees for Financial Advisors who refer SGC
clients to SIBL. These fees are subject to change annually and are payable to SGC from
SiBL. You do not pay any portion of these fess, Further, the principal and interest
applicable to your certificate of deposit are not reduced. _

This is a notification only and does not require any response or action from you.
. However, if you should have any abjections to SGC's receipt of a referral or incentive

" fees from SIBL, please notify us in writing at the address listed below, No response by
you to this notification shall be deemed by SGC fto reflsct your consent to its receipt of

such fees.

We appreciate your continuing confidence in the Stanford Financial Group of Companies
and look forward to serving your needs in the future.

' Sincerely,

Jason Green
President, Private Client Group

Stanford Group Company
MEMBER FINRA/SIRC :
- 5051 Westheimer, 14th Floor + Houston, Texas 77056 USA
713.964.8300 Direct » 800.958.0009 Toll Free « 713.964.8360 Fax
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