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IN THE UNI TED STATES DI STRI CT COURT

FOR THE NORTHERN DI STRI CT OF TEXAS

DALLAS DI VI SI ON

LAWRENCE J. WARFI ELD
Recei ver

3:99-CV-571-R

SECURI TI ES AND EXCHANGE
COW SSI ON

Plaintiff
VS. Dal | as, Texas
BENJAM N FRANKLI N COCK,
I ndi vidual |y and dba
DENNEL FI NANCE LI M TED,
GERALD LEE PATE,
ELLSWORTH WAYNE McLAWS and
ALAN CLAGG

Def endant s April 1, 1999
and

FPC-1 LI M TED PARTNERSHI P,
SAMUEL LI M TED PARTNERSHI P,
ALLI ANCE | NVESTMENTS CORP. ,
CORNERSTONE MANAGEMENT, LLC,
| NTERNATI ONAL BUSI NESS
CONSULTANTS LI M TED,
HI GHLANDER LI M TED PARTNERSHI P,
AND C. KELLY OLSEN
Def endants Sol ely for
Pur poses of Equitable
Rel i ef
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VOLUME |

TRANSCRI PT OF HEARI NG

BEFORE THE HONORABLE JERRY BUCHMEYER
CH EF UNI TED STATES DI STRI CT JUDGE
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PROCEEDI NGS

THE COURT: This is Civil Action 99-571,
Securities and Exchange Conmi ssion versus Benjam n Franklin
Cook and ot hers.

The plaintiff ready?

MR NORRI'S: Yes, Your Honor.

THE COURT: Okay. And if | could have appearances
for the attorneys for the plaintiff? |If you would just state
your nane for the record?

MR NORRIS: Jeff Norris, United States Securities
and Exchange Conmi ssion

MS. COOK: Karen Cook.

MS. WH TAKER:  Karen Wit aker

THE COURT: kay. And then if | could have
appear ances for the defendants?

MR. CONNELLY: Good norning, Your Honor. Thomas
Connel ly and Al an Onen on behal f of Gerald Pate.

THE COURT: Okay.

MR, McCOLL: Your Honor, Arch McColl and John
Bryant on -- today on behal f of M. MLaws.

THE COURT: kay.

MR. RAY: Your Honor, good nmorning. Hal Ray on
behal f of defendant Alan Clagg. | also have to present to
the court M. Gary Goodenow. We would like to -- when the

court gets rolling, to present a notion for himto proceed



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

pro hac vice.

THE COURT: Certainly.

MR. MOVERY: Judge, Rob Mowery and Ji m Nel son here
for the limted purpose today only for M. Cook and for
Dennel

THE COURT: kay. Anyone else? Have any ot her
def endants who are appearing pro se? Ckay.

MR. CRAWORD: Your Honor, Kelly Crawford. [|I'mthe
attorney for the receiver and M. Larry Warfield here.

THE COURT: Okay. Let's take up the notion for
conti nuance first that was filed.

MR. McCOLL: Your Honor, may | proceed?

THE COURT: Yes.

MR. McCOLL: Thank you. This was drafted as a pro
se notion because that was what we thought how it was going
to have to be presented. So that's the way -- that's the way
it's styled, Your Honor.

But it seens to ne that in the scope of things, the
court's interested in the integrity of the fact-finding
process, accounting, et cetera, et cetera. And the
fundamental basis of any due process is notice and adequate
time to get ready for a hearing and then a hearing.

As stated in Goldberg vs. Kelly, when they cut off
wel fare benefits or where they repossessed the sinpliest kind

of personal property, such as W T. Gant vs. Mtchell, the
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Suprene Court made that clear for years.

Here we have had a very, very linited anount of
time, and we don't have the records to review, to analyze, to
present to the court, to argue. So we're essentially at this
hearing with both hands tied behind our back. And as a
result, although we've had notice, we certainly haven't had
any neani ngful opportunity to get at the records. W just
don't have them They have been sei zed.

The United States doesn't even have them which
| eads us to other arguments that -- as | understand it, which
| eads us to other arguments that other counsel and | al so
wi sh to press on the court prelinmnarily, and that is that we
are very interested in the court assuming jurisdiction and
i ssuing an order against the attorney general so that they
don't continue with the forfeiture proceedi ngs that have been
represented by SEC | ead counsel to ne that are in the process
of an ongoing matter so that soon there will be no way
avail able for this court to attach any jurisdiction if they
continue to ignore or act as if they are the Lone Ranger and
t hey have exclusive jurisdiction over the matter. So that
that's a real fundanental problem And, of course, we have
the notice problem

"' m not sure which one the court wants us to take
up. But rather than bel abor the issue -- of course, the

subsidiary issue is that with the frozen funds that |eaves ny
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client essentially counselless. |'mhere today, today only,
inalimted basis with M. Bryant. But obviously there's a
ot of legal work that needs to be done. There's two sides
to every story. | understand the court's interest in
protecting victimnms, but the opportunity for us to go forward

is just not there.

THE COURT: kay. |I'mgoing to deny the notion for
continuance. | have tinme constraints built in under the
rules for a hearing on tenporary injunction. | need to go

forward with the tenporary injunction hearing. However,
obviously if the temporary injunction is granted, the

def endants woul d have a chance at sone |later date to ask for
relief fromthe tenporary injunction.

We respect to the Arizona case, Arizona got there
first and they seized the assets. The SEC does not have any
of the assets. | was under the assunption that all the
assets had not been seized, but | stand corrected now

| certainly can't interfere with an Arizona state
court that got there first. And so the -- it appears to ne
that with regard to the battle for the rel ease of funds, that
needs to be fought in Arizona where the funds are and where
understand there will be a proceeding on notion to forfeit
all of the assets that were seized. | think it needs to be
fought in that battle.

' msynpathetic to the need of the defendants for
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an attorney. However, a couple of the defendants do have
attorneys and | know that they're -- as far as | can tell,
the interest would be simlar for all of the defendants.

There was another notion that was filed, which was
a notion to dissolve the pending tenporary restraining order.
I think that's really noot because we're going to proceed

with a hearing on the tenporary injunction, and I'll hear

what ever you want to present in connection with the tenporary

i njunction.

Is the governnent ready to proceed then?

MR. RAY: Your Honor, if we mght before the
gover nnent proceeds?

THE COURT: |'msorry. You had somrething you
wanted to present.

MR RAY: | do, Your Honor. It's a notion to
proceed pro hac vice. |If | mght approach the bench?

THE COURT: Yes.

MR, RAY: Your Honor, M. Norris, counsel for the
government, does not oppose this. The clerk wouldn't file it
because we didn't have our certificate, Your Honor

THE COURT: That's okay.

MR. RAY: Here is the motion. |If you would accept
it on behalf of the clerk and then here's the order

MR. RAY: Do you want to hang onto it?

THE COURT: Wy don't you take it by the clerk's
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of fice.

MR. RAY: Thank you very much.

MR. McCOLL: Your Honor, just for the record, then
you're saying that you' re denying nmy notion to grant relief
with regard to an order preserving the status quo to those
funds that you had earlier exercised explicit jurisdiction
over?

THE COURT: |'mdenying that.

MR. McCOLL: Thank you

THE COURT: How many witness does the SEC have?

MR. NORRI'S: Your Honor, we anticipate calling
seven w tnesses.

THE COURT: kay. And who will they be? What type
of witnesses? You've got your investigator

MR NORRIS: | intend to tell the court about what
we -- how we intend to suppl enent the record today.

THE COURT: kay.

MR NORRIS: If the court will allow nme to do so.

THE COURT: Okay. |I'll do so

MR NORRIS: My | approach the bench? 1'd like to
provide the court and the reporter with notebooks of the
exhibits that we intend to introduce today.

THE COURT: Yes. Have you got copies for the
defense attorneys?

Have we got enough room for all of the attorneys
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to sit back there? |If you don't we -- why don't you nove
some of the chairs behind the SEC over to the open space over
there? W are having sone technical difficulties here.

You ready?

MR. NORRI'S: Yes.

THE COURT: kay.

MR NORRIS: As the court is aware, this matter is
before the court on the Conmi ssion's request for a
prelimnary injunction and for continuation of equitable
relief to assure the maximumrelief to investors who were
defrauded through a schenme perpetrate by Dennel and ot her
def endant s.

The Conmi ssion's conpl ai ned all eges that from
sonetime in 1997 until the present, defendants violated the
federal securities laws by selling unregistered and, in fact,
fictitious securities to nore than a hundred investors.
Investors were told orally and in witing that their funds
woul d be sent to London for use in an international trading
programinvol ving forfeiture transactions.

They were also told that their funds would be 100
percent safe because they woul d never be withdrawn fromthe
account in London and woul d be used only as coll ateral

These representations were repeated in the witten
materials that were sent to investors. The record, as we

will supplenent it today, will show that nearly every
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i nvestor received a set of six documents anong which were --
those were included as Exhibit 11 to M. Hughes', Sammy
Hughes' initial declaration, and they are Exhibits 1 through
6 in the exhibit notebook which |'ve supplied to the court.

THE COURT: kay.

MR. NORRI'S: Those docunents included a docunent
which is Exhibit 2 entitled a restricted private -- Denne
Finance Limted Restricted Private Placenent Program and
Exhibit 3 which is entitled Basic Capital Accumnul ation
Systems Summary. And if the court would allow | would just
like to refer to certain provisions in those docunents that
repeat these representations.

Exhibit 2 on page 2 contains this statenment. "The
client-applicant is instructed --"

MR. McCOLL: I'msorry, Your Honor. What paragraph?

MR. NORRI'S: Paragraph beginning at the end -- the
| ast two sentences of paragraph 6 on page 2.

MR. McCOLL: Thank you

MR NORRIS: "The client-applicant is instructed at
that time to wires funds to the placenent managers U.S. bank
coordi nates for acknow edgenent and receipt. Those funds are
then wire transferred to the London solicitors interna
| edger trust bank account on behal f of our placenment manager
for saf ekeeping."

Paragraph 7. "The solicitor will confirm
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acknow edgerment and receipt, then issue on behal f of our
pl acenent nanager's account, a certified bank safekeepi ng
receipt in the sumof 100 percent of our applicant's
principal investnment for a period of 12 nmonths. The
investor's funds utilized in the safekeeping account are
mai nt ai ned on a | edger by | edger basis by the solicitor's
full fiduciary and custodial responsibility. These funds
shal |l not be placed at risk or transferred to any ot her
accounts while in this programfor any reason with no
exceptions."

Let nme ask the court to turn to page 2 of Exhibit 3
entitled, Basic Capital Accumul ation System Sunmary. First
full paragraph, "There has been a | ot of interest expressed
by persons seeking to learn nore about risk-free capita
accunul ation by participating in aforesaid tradi ng prograns.
Essentially we are discussing a noney center bank instrunment
or bank departure purchase and resale programin which these
nonetary securities are bought at a beneficially |ower price
and then sold in the noney markets at a higher price. Before
our traders commit to any transaction, they always insure
that they have a guaranteed exit sale (another party willing
to purchase the bank debentures at an agreed to higher price
at the conclusion of a nunber of trading cycles). If no
customer is avail able before the transacti on commences, then

no trade will take place as the trader nust always protect
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his positions."

And then page 3, one nore provision, the mddle of
t he page under How Are Investor's Funds Protected? "As the
funds are deposited into a transaction they are often secured
by a bank guarant ee saf ekeeping receipt or certificate of
deposits issued by a top noney center bank until the
conpletion of the transaction and return of the proceeds to
the investor. This feature makes the investment as secure as
buying a CDin a major world bank, at |east for the investor
with sufficient funds to get his own contract."

These basic and i nportant representations, the
evi dence shows and will show, were false. The Comm ssion's
conpl aint all eges that each defendant viol ated Section 5a and
5¢c of the Securities Act of 1933, the securities registration
provi si ons.

| don't believe there is any dispute that these
instruments were not registered with the Comm ssion. M.
Hughes' suppl enmental declaration has an attestation attached
to it fromthe Commi ssion that no Dennel investments were
regi stered with the Comrission. As the menorandumfiled by
t he Conmi ssion shows, these instruments on their face, as
they were described to investors, were clearly securities.
And no one has -- no defendant cone forward with evidence or
even an argunent that these securities, the offer and sal e of

these securities fit within any exenption to the registration
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provi si ons.

The Conmi ssion's conplaint also alleges that each
of the defendants violated the anti-fraud provisions of the
federal securities |aws, Section 17a of the Securities Act,
and Section 10b-5 of the -- 10b of the exchange act and rule
10b-5 thereunder.

Finally the Comm ssion alleges that defendants
El |l sworth Wayne McLaws, Gerald Pate and Al an Cl agg viol ated
Section 15a of the Exchange Act, the broker-deal er
regi stration provision. Again, there is no dispute that M.
McLaws, M. Pate and M. C agg were not registered as
broker-dealers with the Conmission. The attestation of that
fact is attached to the suppl enental declaration of Sammy
Hughes.

On March 16th this court granted the Comm ssion's
request for ex parte relief, including a tenporary
restraining order, an asset freeze as to the defendants and
relief defendants and appoi ntnment of a receiver. The
Conmi ssi on supported that request with its conpl aint,
decl aration of Hughes and its nemorandum in support of this
relief. The court granted that relief. Since then the
Conmi ssi on has suppl emented the record with suppl ement al
decl aration of Sammy Hughes and a suppl enental nenorandum

Today we intend to supplenment the record with

addi ti onal evidence in the formof live testinony and
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exhibits. The Conmm ssion will present the testinmony of five
Dennel investors. These investors will testify concerning
the false and ni sl eadi ng statenments and oni ssions that

i nduced themto invest in Dennel through the individual

def endant s.

The Conmission will present the testinony of Brad
Session, the Conmi ssion accountant. M. Session will testify
concerning his analysis of Dennel bank accounts. Anobng ot her
things, M. Session's testinony will support the Comm ssion's
contention that Dennel lied to its investors about the use of
their investment funds. His testinmony will support the
conclusion that returns paid to investors were not the
product of an international trading program as represented
but were merely Ponzi paynents. His testinmony will also show
t hat Dennel investor funds were being transferred not only to
def endants but also to the relief defendants naned in the
Conmi ssion's conpl ai nt.

Finally, the Comrission will present the testinmony
of Dave Adans an investor with the division of securities of
the Arizona Corporations Conmission. M. Adans will testify
concerni ng evi dence uncovered during the execution of search
warrants by Arizona authorities on premnises associated with
defendants. M. Adans' testinony will reveal evidence by
defendants to conceal evidence and secret assets including

nmovement of assets offshore. His testinobny will provide
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further evidence that Dennel investor funds were diverted to
purchase assets in the nanmes of defendants and various relief
def endant s.

The Conmission will not offer expert testinmony
today. The Conmission relies on the declarations already
subnmitted to the court of Herbert Burn, associate director of
banki ng supervision of the Federal Reserve and John Shockey,
the fornmer chief of the fraud section of the Conmptroller of
the Currency. M. Burn and M. Shockey in their declarations
agree that the witten materials supplied by Dennel describe
an inherently fraudul ent prinme bank offering of the type that
federal agenci es have been warni ng about for several years.

The Conmi ssion's confident that at the end of the
day this court will conclude that the evidence is nore than
sufficient to grant all the relief requested by the
Conmission in its proposed order

Now, as that evidence is presented, | would ask the
court to bear in mnd that the Conmi ssion sought the
testimony of each of these defendants, individual defendants,
in order to obtain their side of the story about their
participation in this scam Only Gerald Pate was willing to
step forward and give substantive testinmony. Each of the
ot her defendants, Ben Cook, Wayne McLaws and Al an O agg have
taken refuge in the Fifth Anendnent previ ous agai nst

self-incrimnation. The Conmi ssion asks the court to draw an
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appropriate adverse inference against these defendants in
this civil proceeding.

The Conmi ssion al so sought to deternine the
| egiti macy of the Dennel program by subpoenai ng busi ness
records from Dennel and Cook during its investigation. |If
Dennel had, in fact, sent nillions of dollars to a London
bank, as represented to its investors, it would have been a
sinmple thing for Dennel to produce docunentary evidence of
these transfers. |f Cook and his partners had, in fact,
purchased $25, 000,000 CD' s fromtop European banks, as
i nvestors were told, Dennel and Cook should certainly been
able to provide the Conm ssion with docunents evi denci ng
these transactions.

The defendants, however, took a different course.
As the testinony of Dave Adams will indicate, after receiving
t he Conmi ssion's subpoenaes, M. Cook rented a storage | ocker
and with the assistance of M. MLaws noved 60 boxes of
records of Dennel and other Cook-related entities to a
storage | ocker.

MR McCOLL: Excuse ne. Your Honor, could we check
and see if there are any witnesses of the government here in
the courtroom and if they are, ask themto be excused unti
the sunmary of evidence is finish

MR. NORRIS: | have no objection to that.

THE COURT: kay. |If the governnent wi tnesses
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woul d just wait outside.

kay. Go ahead.

MR. NORRI'S: Dave Adans will testify that after
recei ving the Comm ssion's subpoena, M. Cook rented a
storage | ocker with the assistance of M. MLaws and noved 60
boxes of records of Dennel and other Cook-related entities to
that storage |locker. One day later M. Cook represented to
t he Conmi ssion that he had no business records to produce.
This is not the conduct of defendants operating a legitinate
i nvest ment program

The Conmi ssion al so asks the court to consider the
conduct of defendants and relief defendants since the court
entered its order on March 16th. This conduct is outlined in
t he suppl enental declaration of Sammy Hughes and the
Conmi ssi on' s suppl emental menorandum

Each of the defendants have failed to serve or file
accountings. Defendants have failed, as of the last time we
checked on March 30th, | believe, to surrender their
passports pursuant to the order of the court. Al of the
def endants and relief defendants, thus far, have failed to
respond to docunent requests served by the Conm ssion since
the court's order was set forth and served pursuant to the
expedi ted di scovery order

Only M. dagg has filed any opposition to the

Conmi ssion's request for relief. Chiefly M. C agg argues
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that the Comm ssion has failed to establish that C agg took
part in the fraudul ent Dennel offering with the requisite
state of mind to constitute scienter.

I think the court will be satisfied at the end of
today that there is anple evidence of M. Cagg' s
participation in selling -- offer and selling this fraudul ent
schenme. As for the argunent about M. Cagg' s state of nind,
M. Cagg fails to reconcile his conclusion with his decision
to assert the Fifth Amendment privilege rather than answer
t he Conmi ssion's concerning his participation. 1In this civil
case the court should not permt M. Clagg to hide his
evi dence behind the Fifth Amendnment, then argue that the
court -- that the Conmi ssion should be penalized for failing
to find that evidence. At the very least, the court should
infer the requisite scienter for M. Cagg's assertion of the
privil ege.

I"'mready to call ny first w tness, Your Honor.

THE COURT: kay. Who is your first witness?

MR NORRIS: P. E. Jones, an investor.

THE COURT: |'msorry. Wuld you have all the
Wi t nesses cone back in just for a second and I'll give them
all an oath at the same tinme. |If you will wait right there

for a second? W're going to bring all the witnesses in and
"Il give everybody an oath. |If you would just cone right up

by the swi ngi ng doors door there and just -- I'mgoing to
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gi ve you an oath and then excuse you again so everybody
can -- if you would just conme up this way for ne? 1In the
back, if you could come up this way for ne? Just in the
ai sle there woul d be fine.

If everybody will raise their right hand.

(Seven witnesses sworn)

THE COURT: We will start just right here and if
you would tell just nme your full name and we will just go
down the Iine.

MR SESSION:  Freddi e Session.

THE COURT: kay.

MR KVAMMVE: Arlin Kvamme.

2

WHORTON:  Larry Worton.

MR, SRI DHARAN:  Bal akri shnan Sri dhar an.

THE COURT: kay.

MR, JONES: Paul Jones.

MR. FI TZGERALD: Ken Fitzgerald.

THE COURT: Okay.

MR, ADAMS: Dave Adans.

THE COURT: kay. FEverybody is excused except M.
Jones. And if you would just have a seat right up there, M.
Jones. And we will get to the rest of you just as quickly as
we can.

If you will speak up real loud and tell everybody

your name again, let's make sure everybody can hear you.
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THE WTNESS: Yes. M name is Paul Jones
THE COURT: kay. Good.
PAUL JONES,
called as a witness by the Plaintiff, testified on his oath
as follows:
DI RECT EXAM NATI ON

BY VMR. NORRI S:

Q M. Jones, there's a notebook in front of you that
contains the exhibit that 1'Il be referring to during your
testimony so -- they are tabbed by nunber, and so when |

refer to specific exhibits you should be able to find those
conveni ently.

M. Jones, where do you reside?
A Dal | as, Texas.
Q What is your --

THE COURT: If you would pull that nicrophone

toward you. Ckay.
BY VR. NORRI S:

Q VWhere are you presently enpl oyed?

A I"'mretired, and a financial consultant.
Q Before retirenent where were you enpl oyed?
A | worked 40 years with oil conpanies in chief executive

type rol es.
Q Did you nake one or nore investnents through a conpany

cal |l ed Dennel Finance Limted?
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Yes, | did.
What was the total amount of the funds you invested?
$480, 000.

How did you first hear about Dennel ?

> O » O >

A friend approached me about -- oh, in January of '98
and told ne about information he was with a program and he
suggested that | might want to look into it.

Q Were you subsequently introduced to soneone affiliated
wi th Dennel ?

A Yes, he asked nme to get with Gerald Pate who was the

representative for -- or agent for Dennel.

Q Did you subsequently neet with M. Pate?

A Yes, | did. | had a nmeeting with him

Q Ckay.

A | had several neetings with him

Q When was the first neeting?

A First nmeeting was approximately June of 1998.

Q How many tines did you neet with himbefore you nade

your first investnent?

A Probably three, four tinmes.

Q What, if anything, did M. Pate tell you about the
conpany, Dennel Finance Linited?

A He told ne that it was a type of programwhere |I could
earn a nice yield on ny investnents, anywhere from 2 percent

to 5 percent.
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Q VWhat, if anything, did he tell you about who controlled
Dennel ?
A He nmentioned that a fellow in Scottsdale, Arizona, in
that area, Ben Cook, was in charge of Dennel
Q Apart fromthe information that he provided you on the
potential rate of return that you've already nentioned, did
he tell you anything about how your investnment funds woul d be
used?
A Yes, he nentioned that these fund would be placed in
foreign banks wi th governnment guarantees, and they're secure
type funds simlar to a CD, would not be disturbed. The bank
woul d i ssue bank guarantees for these funds. And when
mentioned the fact that | would like to see a copy of the
bank guarantees he said that was not avail abl e.
Q Did he tell you whether those funds would ever |eave the
account -- strike that.

Did he tell you where those funds would be sent?
A He said in foreign banks. He did not nention -- large
forei gn banks.
Q Did he mention to you what woul d be done with those
funds after they were sent to foreign banks?
A The funds woul d be used to purchase debenture-type of
paper and then those -- that paper would al so be traded and
they woul d be earning certain types of percents. Those funds

woul d be rolled over several tines a nonth and generate the
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type of interest that ought to be paid.

Q What, if anything, did M. Pate tell you about the

safety of this investnent?

A He said it was safe, it would never be -- | would never

| ose ny investnment because they did not take those fund out

of that security position with those banks.

Q Okay. If they did not take the -- did M. Pate explain

how t hose funds woul d generate returns if they weren't taken

out of that account?

A He said those funds woul d generate 10 tines the anount

of nmoney that was put into those funds in order to trade

t hese debentures and sell them

Q Did M. Pate nention that there were -- strike that.
Did M. Pate nention whether there would be any risk to

your investnent principal?

A He didn't nention any particular risk factor, just --

Q What, if anything, did he tell you about the risk to

your investnent principal in this investnent?

A He said just treat it like a CD

Q What, if anything, did M. Pate tell you about whether

this programwas sponsored or nonitored by an internationa

organi zati on of some ki nd?

A He did nmention the fact that it was very closely | ooked

at and approved or -- not approved, but with interest. |IM-

liked these types of private funds to be placed in these
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types of tradi ng prograns because it generated funds for
undevel oped countri es.
Q Did he explain how it devel oped funds for underdevel oped
countries?
A | don't recall.
Q kay. Did M. Pate ever tell you what his conpensation
woul d be for selling the Dennel investnent?
A He mention that he receives a check of -- he receives an
amount of 6 percent per nmonth on the investnent and he then
all ocates that to the investor and anyone el se that brought
the investor to hima certain percent of those funds.
Q Did you have any di scussions with M. Pate about how --
strike that.

Did you have any di scussions with M. Pate about what
Dennel's profits would be on these transactions?
A He did mention it was several tines what he was receive.
Q Did you eventual ly receive offering materials relating
to the Dennel investment?
A | received a package of naterial that explained exactly
what the investnment was.
Q What did you have to do, if anything, to receive these
mat eri al s?
A | had a letter that | had to sign saying that | received
t hat package of information.

Q Was that before or after you received it?
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A It was before | received the package.

Q Was that letter something through which you requested
the material s?

A No.

Q From whom di d you receive that package of documents?

A CGeral d Pate.

Q Let me ask you to |look at the docunents that are marked

as Exhibits 1 through 6, just ask you to | ook through each of

t hose docunents. |'msorry, 1 through 7. | take that back
1 through 6.

A Yes, those are the docunents.

Q These are the docunments you received from CGeral d Pate?
A Yes, sir.

Q When did you receive thenf?

A | received those the latter part of June of 1998.

MR. NORRI'S:  Your Honor, | would nmove for
adm ssion of Exhibits 1 through 6.

THE COURT: Adnitted.
BY VR. NORRI S:
Q After you spoke to -- after you received these
docunents, did you have any further communications with M.
Pate about the terms of the investnment?
A Yes, we tal ked about interest, how nuch yield I would
get on ny investment, and also | requested a coupl e of

references to contact, do sone of ny due diligence.
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Q Descri be the discussion that you had with M. Pate
about how much interest you would receive.

A He said that if |I would contribute or invest $250,000 he
could give me up to 3 percent, but -- and then anything over
that would give ne nore on ny yield, up to 5 percent.

Q Did you, in fact, contact other investors?

A Yes, | did.

Q Descri be those conversations.

A He gave ne a name of a Dr. Rainey. | called himand he
told me that he had invested quite a bit of noney with
Dennel, he had been there for several nonths, he was very
happy with the program he was getting his checks every
nonth. He said he also visited Dennel's offices in Arizona
and he did his due diligence and went through the process of
telling me that he was very happy with what he found with
Dennel as far as big organizers.

Q Did you speak to any other investors?

A The other investor -- I'"'msorry, | forget his nane but
he is a CPA for CGerald Pate and | talked to himand he -- he
made the sane kind of conments. He did not tell me that he
was an investor but he told nme about the conpany.

Q After your neeting with M. Pate, did you nake a

deci sion to nake an investnent through Dennel ?

A Yes, | told himl| would |like to start out investing a

portion of my noney the first time, and then if | felt
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confortable with it then | would make ot her investnments
later.
Q What procedure did you follow to make your initial
i nvest nent ?
A Through the -- requested the application, I filled out,
so forth, requested that |I apply first to becone eligible for
being an investor with Dennel. And Pate nentioned that it
was very inportant that they check each individual investor
to be sure that a person they were going to let invest with
Dennel was not a part of the Mafia or some type of
organi zation. Mostly these types of investors were usually
generated through references or investors who already were in
t he Dennel investnent program
Q Let nme ask you to turn to Exhibit 7 and | ook at that
exhibit. Look through that exhibit. Do you recognize
Exhibit 7?2
A Yes, that's a copy of ny application to Dennel.
Q And is this docunent signed by you?
A Yes, it is.

MR NORRI'S: Your Honor, | ask that Exhibit 7 be
adm tted.

THE COURT: Adnmitted.

BY VR. NORRI S:
Q After you conpleted this application what did you do

with it?
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A Then | received the acknow edge that the funds would --
I mean ny investnent was approved and that | could go ahead
and wire ny funds.

Q VWhat did you do with the application after your
conpleted filling it out?

A | gave that -- I'mnot sure whether | gave it to Pate or
sent it to Dennel.

Q And you received an acknow edgenent that your
application had been accepted?

Yes.

And from whom di d you receive that?

Ben Cook.

Let nme ask you --

Dennel .

Let me ask you to |l ook at Exhibit 8.

Yes, sir, that's the --

Looki ng at Exhibit 8, do you recognize this document?

> & » © » O » O >

Yes, that is the -- that was ny first investnment,
approval of private placenent participation.

Q And this is a letter that you received?

A Yes, sir.

Q Did you receive it on or about July 10, 19987

A Yes.

MR. NORRI'S: Your Honor, | ask that Exhibit 8 be

adm tted.
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THE COURT: Adnmitted.
BY MR NORRI S:
Q At this tinme had you had any direct contact with M.
Cook other than this letter? Had you had any ora
conmuni cati on with hin®
A Not at this tinme.

Q After your application had been approved, what did you

do next?
A I"msorry?
Q After your application -- after you received word that

your application has been approved, what procedure did you
of fer?

A | went -- | sent ny -- wired ny funds, $170, 000, to
Dennel as shown in the application where to send it.

Q At the time that you sent those funds in, had you
executed a contract?

A Yes.

Q Ckay. Let me ask you to ook at Exhibit 9. Let nme ask
you to | ook through that document and tell ne if you

recogni ze what it is?

A Yes, that's a docunent | signed.

Q This is a contract that you signed on or around July 13,
199872

A That's correct.

Q From whom did you receive this contract at the tinme you
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signed it?
A | received it from Dennel
Q Did you receive it by Federal Express or --
A Yes.
Q At that time did it have -- had it already been executed
by the placenment manager?
A Yes, sir.
Q What did you do with the contract after you signed it?
Did you send it anywhere?
A Yes, this contract, | think, was given to Gerald Pate
and he sent it in to Dennel.

MR NORRI'S: Your Honor, | ask that Exhibit 9 be
adm tted.

THE COURT: Adnitted.
BY MR NORRI S:
Q Let me ask you to turn to Exhibit 10, M. Jones. Do you
recogni ze Exhibit 107?
A Yes, | do.
Q VWhat is it?
A It's a transfer of funds, $170,000, to Dennel's bank
account in Arizona.
Q kay. And is that the -- is this the transfer of funds
for paynent for the initial contract?
A Yes, that was ny first investnent out of my NationsBank

account .
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MR, NORRI'S: Your Honor, | ask that Exhibit 10 be
admi tted.

THE COURT: Adnitted.
BY VR. NORRI S:
Q Did you receive any communi cati on from Dennel after you
sent your funds in?

A Yes, they acknow edged receipt of my funds with a

letter.

Q Who was that letter fron®?

A That was from Ben Cook from Dennel .
Q Let nme ask you to look at Exhibit 11.
A Yes.

Q Do you recogni ze this docunent?

A Yes, sir.

Q VWhat is it?

A That's nmy acknow edgenent docunent.
Q Is this a letter you received on or about July 31, 19987
A Toward the end of July, yes, sir.

MR, NORRI'S: Your Honor, | ask that Exhibit 11 be
admi tted.

THE COURT: Adnitted.
BY MR NORRI S:
Q Did you nake additional investnents in Dennel in 1998?
A Yes, | decided that | was fairly confortable with it. |

heard not hing but good reports on Dennel at the time. And I
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felt like that | would go ahead and put another in $130, 000.
In that investnment Pate said | would -- | would yield 4
percent a nonth.

Q Did he tell why the yield was changi ng?

A He said the nore nmoney | put in the better yield | would

Q Let me ask you briefly look at Exhibit 12.
A Yes, that's the contract | signed

Q Did you sign this contract on or about Septenber 2,

A Yes.
Q Let me ask to | ook at the | ast page of Exhibit 12 which
is entitled, letter of intent and request. Do you recognize

t his docunent ?

A Yes.

Q Does the docunent -- is this a docunent that you signed?
A Yes.

Q VWhat were you told was the purpose of this docunent?

A Vell, | think Pate -- well, Pate told nme at the tine
that this is a docunent required when you nake -- want to
make a investnent in Dennel. And it provided the necessary

information for wiring funds and al so the bank account.
Q Let nme ask you |l ook at the |ast paragraph of that fina
page of Exhibit 12. It states, "Internationally accepted

st andards of noncircunmvention and nondi scl osure are inplicit
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inthis letter of intent." D d you have any di scussions wth
M. Pate about what that meant?
A No.

MR. NORRI'S:  Your Honor, | ask that Exhibit 12 be
adm tted.

THE COURT: Adnitted.
BY MR NORRI S:
Q Let nme ask ook at Exhibit 13. Do you recognize this
docunent ?
A Yes.
Q What is it?
A It's a transfer of another $130,000 to Dennel's bank
account in Arizona from my bank, NationsBank.
Q Does this docunment represent transfer of funds for the
contract which has been adnmitted as Exhibit 127
A Yes, sir.

MR. NORRI'S: Your Honor, | ask that Exhibit 13 be
adm tted.

THE COURT: Adnitted.
BY MR NORRI S:
Q After the investnent that is evidenced by Exhibit 12,
did you make any further investnents in Dennel in 19987
A Yes, | did. In ny neetings with Pate -- | tried to neet
with himtwo or three times a nonth to get the status of

Dennel participating investnments, and he said that, you know,
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after the first two, I'Il give you 5 percent on your

i nvest nent per nonth.

And that induced you to nake a further investnent?

Yes, | did.
Ckay.

I n Sept enber

| invested $80, 000.

Let nme ask you to |look at Exhibit 14.

And you signed this on or about Septenber 17, 1998.

That's correct.

And those are your initials on each page --

Yes, sir.

-- under investor?

Yes.

Q
A
Q
A
Q
A Yes, that's the contract | signed
Q
A
Q
A
Q
A

MR NORRI'S: Your Honor, | ask that Exhibit 14 be

adm tted.

THE COURT: Admitted.

BY MR NORRI S:

Q Did you send funds in to Dennel for this contract?

A.  Yes, | did.

Q Let me ask you to look at exhibit -- skip over to

Exhibit 16. Do you recogni ze this docunent?

A Yes, it's a transfer of ny funds out of NationsBank for

$80, 000 t o Denne

transferred to his bank in Arizona.

I -35
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Q And is that the transfer of funds for the contract that
is represented by Exhibit 147
A Yes.

MR. NORRI'S: Your Honor, | ask that Exhibit 16 be
adm tted.

THE COURT: Adnitted.
BY MR NORRI S:
Q Did you receive any communi cati on from Dennel after you
sent himthose funds?
A Yes.
Q What did you receive?
A | received acknow edgnent that the funds were received.
Q Let nme ask you to look at Exhibit 15. Do you recognize
this docunent ?
A Yes, sir.
Q What is Exhibit 15?7
A It's a receipt, acknow edgenment of my funds.
Q I's this the acknow edgnent you received after sending in
the funds for the contract that's Exhibit 147
A Yes.
Q And you received that on or about Septenmber 11, 19987
A Yes.

MR, NORRI'S: Your Honor, | ask that Exhibit 15 be
adm tted.

THE COURT: Adnmitted.
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BY MR NORRI S:

Q Apart from M. Pate's statenment that you would be
receiving a 5 percent return on this Septenber contract, were
there any other additional representations that M. Pate nade
before that investnent that were influential to you?

A Yes, there were.

Q Coul d you describe that?

A Yes. He said that these are one-year contracts. Even
though | got 3 percent on the first investment, 4 percent on
the second, 5 on the third, that when these contracts cane --
mat ured one year after the dates invested, they could all be
renewed at 5 percent per nonth.

Q Did he tell you why he was willing to nake that
representation or transaction with you?

A He nentioned -- he said you'll probably be putting nore

even noney into this program anyway.

Q Did you ever attend any group neetings for Denne
i nvestors?
A Two neetings.

Q Okay. Describe the first neeting.

A The first neeting was approxi mately August of 1998.
CGerald Pate had a dinner neeting at his home in Dallas and
invited several investors or a |ot of investors there.

Q How nmany i nvestors were there?

A Approxi mately 20, 20 investors.
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Q How did you | earn about this neeting?

A He mentioned that he wanted to have a dinner for all of
his investors at his house and di scuss the program and so
forth.

Q Did he say what the purpose of this nmeeting was?

A No, just a general review of the prograns that Dennel
has.

Q Apart from M. Pate were any other defendants present?

M. MLaws?

A No.

Q M. Cook?

A No.

Q M. dagg?

A No

Q Were any ot her enpl oyees or persons affiliated with

Dennel present apart frominvestors?

A Not that |I'm aware of.

Q Did anyone nake any type of presentation at this dinner
at M. Pate's house?

A CGeral d Pate.

Q VWhat did he say?

A Didn't say too much about the program other than the
fact he said it all works, good investnent.

Q Did you attend any ot her group neetings?

A Yes, | attended a nmeeting in Scottsdale, Arizona, on
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Decenber the 18th, 1998.

Q How did you | earn about the Scottsdale, Arizona neeting?
A Pate said that they -- that all the agents for Denne
nmeet once a nonth, and they have quarterly neetings, and if
an investor wants to cone to the quarterly neeting they have
the right to cone, if they like, and sit in the neeting.

Q Did he tell you what the purpose of these quarterly
neeti ngs was?

A Just to review the private placenent program and neet

t he people with Dennel and so forth.

Q How nmany peopl e attended the neeting in Scottsdal e

Ari zona?

A Appr oxi mat el y 80.

Q Were you ever told whether -- how nany of those were

i nvestors?

A Only by my own neeting the people that told nme they were
investors. Mjority of the people there were investors.

Ver e?

Yes.

Were any of the defendants present at that neeting?
Yes.

VWho was present?

> O >» O » O

Ben Cook, McLaws, C agg, Cerald Pate, Mchael Patrick
are the nanes that come to m nd.

Q Did the Arizona neeting involve a presentation by anyone
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concer ni ng Dennel investnments?

A Yes, the neeting started off with a slide presentation
by M. MLaws.

Q And did M. MLaws al so descri be the Dennel progranf

A Yes, he described the entire program of how t he noney
wor ks through the trading programthat we were involved in.
Q Now, at some point in tine did you -- were you provi ded
with an audio tape of M. MLaws' presentation?

A Yes, at the neeting we requested that they -- several of
the investors requested they put this on a tape and have a
narrative with it so that we could use that as a selling
programif we wanted to tell other people about the program
Q And did you eventually obtain a copy of that

presentation?

A Yes.

Q From whom did you receive it?

A | received it from Gerald Pate.

Q Did M. Pate give you any other materials at that tine?
A He gave us sone copies of some slide projections that

were slide sheets that were on the slide show

Q Did you subsequently provide the Comm ssion with a copy
of that tape?

A Yes, | did.

Q And a copy of the slides that --

A Yes, sir.
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Q You have to wait until | finish ny question so we don't

upset the reporter.

Wbul d you recogni ze M. MLaws' presentation if you

heard it?

A | believe so.

MR. NORRI'S: Your Honor, we have made copies of a

tape provided by --

THE COURT: kay.

MR NORRIS: -- M. Jones and we would |like to play

that tape inits entirety for the court.
THE COURT: \hat exhibit?
MR. NORRI'S: Excuse ne?

THE COURT: The exhibit nunber.

MR NORRIS: The exhibit nunber is 17.

THE COURT: kay. That is admtted.

MR. McCOLL: May we inquire as to how long the tape

is, Your Honor?
MR NORRI'S: About 10 m nutes.
THE COURT: kay. 10 m nutes?

MR NORRIS: 10 ninutes.

This one is not rewound. | think we are going to

have to m ke the tape recorder because it doesn't

volume. Unfortunately this tape was not rewound

longer to rewind than it does to play the tape.

THE COURT: kay.

have a hi gh

It takes
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MR. NORRI'S: Your Honor, as an aid to the court,
have prepared a transcript of the tape.

THE COURT: Okay.

MR NORRI'S: Exhibit 18.

THE COURT: kay.

(Playi ng Exhibit 17)

MR. NORRI'S: Your Honor, may | approach?

THE COURT: Yes.
BY VR. NORRI S:
Q M. Jones, did you recognize this as the recording of
M. MLaws' presentation that you heard in Scottsdale,
Ari zona?

A. Yes, sir.

Q And did you recognize M. MLaws' voice?
A | beg your pardon?
Q Did you recogni ze M. MLaws' voice?
A Yes.

MR. NORRI'S: Your Honor, | ask that Exhibit 17 be
adm tted.

THE COURT: Adnmitted.

MR NORRIS: | would ask also that the transcri pt
be adnitted.

MR. McCOLL: Your Honor, we would -- for purposes
of this hearing, we would like to not object, but just say

that we hadn't had a chance to test the authenticity

| -42

we
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wor d- f or-word agai nst the tape so we woul d reserve further
obj ecti on.

THE COURT: kay. The exhibit is admtted. That's
19.

MR NORRIS: 18 is the transcript.

THE COURT: 18 is the transcript.
BY MR NORRI S:
Q M. Jones, would you please turn to Exhibit 19 which
consi sts of four pages starting with the docunent that's
entitled, Qur Money System Do you recognize these
docunent s?
A Yes, this was part of a slide presentation in that
nmeeting in Arizona.
Q How di d you obtain Exhibit 19?
A CGeral d Pate gave themto ne.

MR. NORRI'S: Your Honor, | ask that Exhibit 19 be
admi tted.

THE COURT: Adnitted.
BY VR. NORRI S:
Q Was M. Cook, Ben Cook, present at that Arizona neeting?
A Yes, M. Cook was there. He came after the presentation
pretty close to the time we adjourned to have | unch.
Q Did he make any presentation to the group?
A He net everybody at each table that came up and nmde a

coupl e of conments about the progranms and so forth. And he
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al so wanted to give M. MLaws a big hand for such a great
job he did on the presentation

Q VWhat did M. Cook -- what specifically did M. Cook say
hi msel f about the investnent?

A He nentioned that they had a real good year in 1998 and
he felt like that nost of the people that entered their --
getting to their one-year contract maturity dates woul d renew
those contracts and he felt like that '99 would be a banner
year for them

Q Did he say anything else that you recall?

A No, not that | recogni ze.

Q Fol  owi ng the neeting in Scottsdale, Arizona, did you
make an additional investment through Dennel ?

A Yes, | was very inpressed with the neeting and
everything that was said to ne. And | thought it over and
decided that in February of '99 to invest a hundred thousand
dollars, and cane out of ny IRA account to put into

another -- rollover into an | RA account in Wco.

Q How di d you hear about the opportunity to roll your IRA
over into this Dennel-related investnment?

A In the beginning in my discussions with Gerald Pate.

Q What did he tell you about it?

A He said that's a good place to put funds in investnent

t hrough your | RA account because you're deferring. And he

said we only pay 2 percent on the IRA investnment, but |'m
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willing to give you, since you're in the 5 percent bracket,
give you a 3 percent over and above the 2 percent which would
be given to you by ne, part of ny 6 percent that | get from
Dennel

And did he do that?

I"msorry?

Q
A
Q Did he pay you the additional 3 percent?
A | never received any noney on this investment.

Q Did he tell you what -- from what source that additiona
3 percent woul d cone?

VWhat was the question?

A
Q What woul d be the source of that additional 3 percent?
A

Woul d be part of his 6 percent that he received on ny

i nvest ment .

Q Who arranged the I RA investnent for you?

A Dennel. | nade application through the trust fund there
i n Waco.

Q Ceneral |y what was the procedure that you were required
to fol l ow?

A Filled out an application to -- to get an account for
that -- with that conpany and to have a place for the

rollover fromnmy | RA account.
Q Let nme ask you to look at Exhibit 20. Do you recognize
t hi s docunent ?

A Yes, that's the docunent that | signed in -- to start
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the process of sending the $100,000 to the other |IRA account.
And that was given to me by CGerald Pate. He handled it from
there and it went to the Sterling Trust Conpany.

Q And Exhibit 20 has -- in addition to that, this docunent
called a note servicing agreenment, Exhibit 20 al so contains a

docunent called an agreement reference. See that?

A Yes.

Q Do you recogni ze that docunent?

A Yes, that's the agreenment that | signed

Q And that agreement is between you and an entity called

Sanuel -1 Limted Partnership, is that correct?
A That's correct.
Q Let nme ask you to look at the |ast page of that second
docunent that's part of Exhibit 20. See the |last page?
A Yes.
Q Appears to be signed by JV nanager, Sanmuel LP, Wayne
McLaws.
A Yes, sir.
Q Did you talk to -- did M. Pate explain what M. MLaws'
role was in this entity called Sanuel Linited Partnership?
MR. McCOLL: oj ection, Your Honor, hearsay.
MR NORRIS: \What role, if any?
MR. McCOLL: Got Pate explaining what McLaws' role
was.

THE COURT: That's overruled. Go ahead.
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BY VR. NORRI S:
Q The question was did M. Pate explain what role, if any,
M. MLaws played in this entity called Sanuel Limted
Part nershi p?
A No, he didn't.
Q Did you ever speak directly with M. MLaws about --
THE COURT: | should have sustained the objection.
Go ahead.
BY VR. NORRI S:
Q Did you ever speak directly with M. MLaws about this
i nvest nent through Sanuel Limted Partnership?
A No.
MR, NORRI'S: Your Honor, | ask that Exhibit 20 be
admi tted.
THE COURT: Adnmitted.
BY VR. NORRI S:
Q Did M. Pate explain to you what Samuel Linited
Part nershi p was?
A No.
Q Let me ask you to |l ook at Exhibit 21, which consists of
a January 27th letter and a couple of documents on the
letterhead of Sterling Trust Conpany. Do you recognize those
docunent s?
A Yes, sir.

Q VWhat are they?
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A It's a docunent from Sterling Trust setting up ny
account number with them for my | RA account.
Q Did M. Pate explain what Sterling Trust was?
A Yes, sir.
Q What did he say?
A He said that was -- that was the trust conmpany that
handl ed all the I RA accounts that the noney invested in
Dennel .
Q And you received these docunents from Sterling Trust?
A Yes, sir.
Q Did you receive themon or about June 27, 19997
A Yes, sir.

MR, NORRI'S: Your Honor, | ask that Exhibit 21 be
admi tted.

THE COURT: Adnmitted.
BY VR. NORRI S:
Q Did you arrange to have funds transferred to Sterling
Trust from existing | RA?
A Yes. In early February |I requested that these funds be
transferred or rolled over fromny Fidelity | RA account into
a bank account requested by Sterling Trust to wire the funds.
Q Let me ask you to look at Exhibit 22. Do you recognize
this docunent ?
A Yes, sir.

Q What is it?
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A It's a docunent giving notice that they -- the
Fidelity -- nmy Fidelity account confirmed that they had wred
the funds fromnmy account to the Matrix Capital Bank for the

benefit of Sterling Trust.

Q And you received this docunent from Fidelity Brokerage
Servi ce?
A Yes.

Q You received it on or about February 5, 19997
A Yes.

MR. NORRI'S: Your Honor, | ask that Exhibit 22 be
adm tted.

THE COURT: Adnmitted.

BY MR NORRI S:

Q Did you nake anynore investnments through Dennel ?
A No.
Q During the period after you made your first investnent

did you receive monthly returns fromthe investnments that you

made?
A Yes, | received all nmy nonthly returns tinely during the
period and the -- and, of course, in March | did not receive

any funds that were required to be paid to ne the mddle of
Mar ch.

Q Based on the information you had received fromthe
defendants in this case, what was your understanding of the

source of those returns, the source of the returns you were
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recei ving?

A The source?

Q Uh- huh.

A Interest fromnmny investnent.

Q Okay. What was your understandi ng of how those returns

wer e bei ng generated?
A Yes.
Q What was your understandi ng of how those returns were

bei ng gener at ed?

A Through the private placenment prograns with the European
banks.
Q When did you receive your last -- did you receive

periodi c statenents from Dennel ?

A Yes, | did. Monthly statements. Excuse ne.

Q Let me ask you to look at Exhibits 23, 24 and 25. Let
me ask you, when did you receive your |ast nmonthly statenent
from Dennel ?

A February the 15th.

Q Did M. Pate ever explain to you the process that Denne
went through in sending out the returns to i nvestors?

A No, he did not go through the process of telling ne.

Q Do you recogni ze Exhibit 23?
A Yes, sir.

Q VWhat is it?

A

It's a letter sending my nonthly check and statement to
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me the mddle of the nonth of February -- February 15th.
Q And you received these from Dennel on or about
February 15, 1999?
A Yes, sir.
MR. NORRI'S: Your Honor, | ask that Exhibit 23 be
adm tted.
THE COURT: Admitted.
BY VR. NORRI S:
Q Let nme ask you to look at Exhibit 24. Do you recogni ze
t hose docunent s?
A Yes, sir.
Q What are they?
A They were nmy nmonthly statement for one of ny
i nvestnments, ny 130,000 i nvestrment for the nmonth of January
received in February, on February 15th.
Q And did you receive these docunents from Dennel ?
A Yes, sir.
Q Did you receive themon or about February 15, 19997
A Yes, sir.
MR NORRIS: | ask that Exhibit 24 be admitted.
THE COURT: Adnitted.
BY MR NORRI S:
Q Finally et nme ask you to | ook at Exhibit 25.
A 25 is letter -- transmttal letter of ny disbursenment of

funds on ny -- another one of ny investnents, $170, 000
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i nvest ment, received February 15th with a statenent.
Q And you received this from Dennel ?
Yes, sir.

On or about February 15, 19997

> O >

Yes, sir.
MR. NORRI'S: Ask that Exhibit 25 being admtted.
THE COURT: Admitted.
BY VR. NORRI S:
Q Did you ever have any di scussions with M. Pate about
any plans by Dennel to nove its operations offshore?
A Yes, on several occasions he nentioned that he felt Ilike
that they were going to forman offshore di sbursenment type
activity where the investors would have an account offshore
and | eave their noney offshore, and then at such tine as they
brought it in would declare it as income. This would have a
chance for the nonies to accunulate and to be deferred as far
as earnings and so forth.
Q When was your | ast discussion on that subject with M.
Pat e?
A Mar ch.
Q March of this year?
A O this year.
Q Did M. Pate tell you whether, in fact, sonething was
being done to fulfill that plan?

A He said that Ben Cook's attorneys were working on it,
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had been working on it for some tinme to get that vehicle set
up in order to do that for all investors.

Q Did you ever have discussions with M. Pate about any
intent on his part to nove assets offshore?

A Yes, he nentioned that he had already fornmed a foreign

corporation, start putting his noney offshore.

Q You understand the Commission filed its conplaint on
March -- I'msorry. Let nme back up for a mnute. D d he
tell you anything el se about those -- about what he had done

concer ni ng of fshore corporations?
A No.
Q Now, you understand that the Commi ssion filed its
conplaint in matter on March 16, 19997
A Yes.
Q Have you had any di scussions with any of the defendants
about your investnent after the Commission filed its
conpl ai nt ?
Yes.
Wth whom did you have those di scussi ons?

Ceral d Pate.

A

Q

A

Q Descri be that.
A We had a neeting discussing --

Q Go ahead.

A We had a neeting discussing what was going on. He had

menti oned, you know, that press had put out a big rel ease
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on -- that this was a Ponzi scheme and so forth, and He told
me that was false. He said it was 95 percent fal se and
that -- that he had -- his deposition was taken and all of
his records were taken and all of his assets and property was
frozen. And he said, don't worry about your nobney, he said,
because it's in safekeeping and you'll probably get a letter
in a couple of days from Ben Cook expl ai ning what's going on
so that it -- it will give you sone feeling of confidence
that this is going to happen. And that he was very worried
about the outconme of it. | said, why are they doing this if
it's not a Ponzi? He said, well, he thinks it's because they
were selling securities without a license.
Q Did he say anything else that you recall?
A Not in particular.
Q When was that conversation?
A About one week after the last article in the paper cane
out about the SEC serving notice on Dennel.
Q Did you have any other discussions with M. Pate after
the Conmission filed its conplaint?
A No.

MR. NORRI'S: Pass the w tness, Your Honor.

THE COURT: Let's take a 15-minutes break and we
will resune with cross-exanination.

(Break taken)

THE COURT: Did we | ose our witness? Cross --
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exam nation? The first one that stands gets to cross-

exam ne.

MR. CONNELLY: Thank you, Your Honor. Wth the
court's permission |'Il proceed because | am now counsel for
CGeral d Pate.

THE COURT: kay.
CROSS- EXAM NATI ON
BY MR, CONNELLY:
Q Morni ng, M. Jones.
A Mor ni ng.
Q My nane is Tom Connelly and |, along with Al an Onen,
represent Gerald Pate in this matter. 1'd just like to
follow up on a couple of your responses that you nade to M.
Norris. Let ne start by asking you, you've indicated that
you're a retired financial consultant?
Yes.
Did you hold any licenses in that capacity?
No.
You didn't have securities |license or --
I'"mnot selling securities.

What did you do as a financial consultant?

> 0 » O > O >

| worked with a friend of mne with the conpany | was
with set up his conpany and so forth doing accounting work.
Q Who is that friend?

A Tony Kof p.
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Did you work for anyone el se?
No.

So just this one individual you worked for as a

financi al consul tant?

o » O » O > O P

That's correct.

Did you ever have any dealings with Ray Hunt?
Yes.

What were your dealings with M. Hunt?

| was an enpl oyee.

Were you, in fact, his business nanager?

No, | was chief financial officer

Did you give financial advice or assistance to M. Hunt

or to his entity?

A

Q

Oh, yes.

Then is this another client that you also serviced with

financi al advice?

> 0 » © » O » O >

No, | worked for himas an enpl oyee.

But you provided financial advice?

I was an enpl oyee as a financial person

How | ong were you in that capacity?

13 years.

What was your business in oil wells?
I"'msorry, | don't understand the question
Were you involved in oil and gas exploration?

I was financial personal with Hunt G| Conmpany who did a
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ot of financial and oil-type related activities.

In your capacity with -- this would be Ray Hunt?
Yes.

Did you --

Hunt G| Conpany.

o > O > ©

Hunt G| Conpany. Did you give advice regarding oil or

gas exploration?

A No.

Q Fi nanci al advice?

A Fi nanci al advice, yes, part of ny responsibilities.
Q Let nme ask you briefly, the nmonies that you took out.

You t hought you had about $480,000 total invested to date?

A That's correct.

Q And that you're counting as all principal, is that
correct?

A VWhat was the question?

Q That's all principal that you put into the -- into

Dennel or one of these investnent vehicles?

A That's correct.

Q What was your noney earning in the IRA the hundred

t housand dollar IRA that you liquidated and put into this

i nvestment? What was it earning before you withdrew it from
t he | RA?

A Different rates of return. It was a noney narket -- |

mean noney mutual funds.
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A Probably in the nei ghborhood of 15 percent.
Q Annual ?

A Annual | y.

Q

I"'mrefer nowto this I RA account, you were promi sed 5
percent a nonth, is that right?

A Yes, 2 for the IRA and 3 to ne individually.

Q Ckay. So that would be an annual return of 60 percent,
is that right?

A That's correct.

Q I think this point may have gotten a little nuddl ed but
you had originally requested an information packet or

recei ved one, signed off on it and sent it off for the

information on this investnent, is that right? |Is that how

it works --
A Yes.
Q -- you signed off a request? Let nme cover one of the

| ast points that | think you made to M. Norris' questions
and got additional points fromM. Pate in this |ast

i nvestnment, is that right?

A Yes, never received any noney.

Q Ckay. And you indicated that the reason he suggested
you were going to get that is because you woul d probably

i nvest nore nmoney, is that right?

| -58

And when you took out this hundred thousand dollars, and
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A The reason | got that is because the |ast investnent |
made was 5 percent.

Q Well, isn't it the case though, M. Jones, that these
were actually fees that M. Pate was payi ng you because you
were soliciting other investors for the investment vehicles
that you were in?

Repeat the question.

Did you talk to others about investing in this progranf
Yes.

How many ot her peopl e?

Three or four.

And what did you tell them about the progran?

Told them | was very happy with it.

o >» O » O > O P

Because you had received at |east your interest back on

your noney, correct?

A No, | did not receive interest.

Q Wll, the interest you were prom se you received,
correct?

A Yes.

Q Okay. So what did you tell these investors the program
was all about?

A Go down to Pate's office and get a package and | ook at
the -- what it contained, which had all the information about
t he Dennel private placenent program

Q Is that all you told thenf?
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A Yes, | told them | was happy with the returns that | was
getting out of ny noney.
Q Did you tell themthe kind of returns you were

recei ving?

A Yes.
Q | believe you stated that you asked for a bank guarantee
fromM. Pate but he told you that it's not available. |Is

that what he told you?

A That's what Pate said it was not avail abl e.

Q And yet you went ahead and invested anyway, is that
correct?

A That's correct.

Q Now, M. Pate did tell you that he was receiving 6
percent and expl ained to you how nuch he would get out of it
and what you were going to get in ternms of your interest on
your noney?

A Yes.

Q And you al so understood that if you brought investors
in, and this is nuch later in the investnent scenario, that
you woul d also get a fee for bringing investors in, is that
correct?

A That's what he told nme, yes.

Q I's that what you expected?

A That's what | expected.
Q

That's why you sought other investors?
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A Yes.
Q Now, you asked M. Pate for references so you could

perform your due diligence.

A Correct.

Q And M. Pate gave you a couple of names. | think you
mentioned -- is it Dr. Rainey?

A Yes.

Q And there was another nane | don't think you could
recall, but -- and you spoke to Dr. Rainey. Did Dr. Rainey
tell you that he had made an investnent and that his -- not
only his interest but that he had actually received his
princi pal back upon request?

A No, he hadn't received his principal back when I talk to
him He was in his first year

Q Did there come a tinme when you had a conversation wth
Dr. Rainey when he did receive his principal funding back?

A No, | did not.

Q So you weren't aware of that?

A I was not aware. | was given checks, copies of checks
of returned investnments, but the nanes were lined out by Pate
so that | didn't know whose checks they were.

Q How do you know they were |lined out by M. Pate?

A He gave themto ne. He said | have to |line these out
because | can't tell who these cane from

Q What was he referring to? Wat?
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A The end of the one-year investnent, the return of their
i nvest ment .

Q Ckay. He lined out the nanes of the other investors?
A Yes.

Q Is that what you're saying?

A Yes.

Q Okay. Then you indicated that -- well, you indicated

that you did your due diligence. Before | ask you what you
did, did you al so have M. Cook's tel ephone nunber?

A Yes.

Q Did you contact M. Cook?

A Yes.

Q And this is early on prior to your naking the

i nvest nent ?

A Yes.

Q Ckay. And so you had a discussion with M. Cook about
t he progranf

A At that time | did not have a discussion but it was
later on after | made nmy first one.

Q Well, didn't you understand M. Cook to essentially be
at the pinnacle of this trading program that it was
essentially a programthat he had set up?

A Yes, sir.

Q But you didn't discuss the investnent with him although

you spoke to him is that right? |Is that what you're telling
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us?

A Yes.

Q What due diligence did you performwith respect to this
i nvestment or these investnent?

A | talked to the two people that Dr. Rainey and the
accountant for Gerald Pate, and | cannot renmenber his nane,
and al so requested that | go out before I made any ot her

i nvestnments to one of the neetings so | could talk to some of
the people at Dennel. And | didn't do that until Decenber
and that's -- after that tinme | nmade another investnent.

Q Are you sure that's Decenber of '97 or '98?

A ' 98, excuse ne.

Q So by Decenber of '98, though, you're invested at |east
$300,000 into this program aren't you?

A Unfortunately, yes.

Q And you're telling us that in your mnd your due

di ligence was continuing on even after you had invested. |Is
t hat what you're saying?

A Yes, before | nake any other investnents.

Q But based upon your conversation -- were those
conversations with Dr. Rainey and this accountant tel ephonic,
were they over the phone?

A Yes, sir.

Q So based upon two phone conversations, three if you

i nclude M. Cook, but you didn't ask himabout the invest, is
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that correct?

A No.

Q And you got 300,000 invested in Decenber of '98, is that
right?

A 380, 000 total

Q 380. Let me ask you about the nmeeting. You net with
M. Cook in Decenber of '98 in Arizona. Do you renenber
stating that?

A Yes, Decenber 18th.

Q kay. Was that the seminar? |Is that what you're
referring to?

A Wll, it was a presentation. They had a neeting of the
investors there at that tinme.

Q Was that the only tinme you went and met with M. Cook in

Decenber of '98?

A. That's correct.
Q Where was that neeting?
A. That was at the Venetian Hotel in Scottsdal e.

Q Now, you've told us that you asked for a copy of the
cassette tape, which we listened to earlier, and you

i ndi cated that you wanted that so you could present the

i nvestment to other potential investors.

A | thought it would be a good idea to have it.

Q Did you play that tape for other investors?

A No, | did not.
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Q Did you get a copy of the tape?

A Yes, | did.

Q | didn't hear M. Pate's voice on that tape. Did he get
up and speak at all at that semnar?

A No.

Q There was a reference, | believe by M. Norris, where --
pardon ne. Let me correct that. There was a coment on the
tape where the individual speaking indicated to the group and
| quote, now you'll remenber, and he was referring to the
bank notes and subsidizing the |M~. Do you renenber that
conment? He's speaking to the group and he said, now you
wi Il remenber my di scussion about the bank notes and the | M
subsi di es, how the bank process works. Do you renenber that
part of the tape?

A I remenber hi m making that statenent, yes, sir.

Q Vell, that would seemto indicate that he had talked to
you at some -- or sonmeone had tal ked to you at some previous
occasi on about how this investnent vehicle worked. Wen
woul d that have been?

A I"'msorry. | don't have any idea.

Q M. Pate never discussed with you the specifics of how
this investment worked, did he?

A Yes.

Q What specifically did he tell you about the investnent

and how this interest was earned?
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A Simlar to exactly what the tape said, the fact we put
themin private debentures overseas and this would earn noney

t hrough these debentures and return many time what were this

payi ng.

Q How many ti nes?

A He said nany times is all | know. He did not give a
percent.

You under st ood what debentures were?

I"msorry?

Q
A
Q You under st ood what he mean by debentures?
A Yes, | do.

Q What was your understandi ng of a debenture?

A Debenture is some type of bond or sone type of
information to -- a docunent to receive interest and so
forth.

Q That's your understandi ng of a debenture?

A Yes, it's a bond-type instrunent.

Q Do you believe that correct as to that investnment or

that instrunent?

A Yes.

Q So you didn't make any other inquiries about that,

you - -

A Q her than the fact that | would |ike to have had one of
t hose bank guarantees. | would |ike to have seen that so

know ny noney was safe.
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Q Bef ore you nmade your investnent?

A Yes.

Q But you didn't require that, did you?

A No.

Q If you had required it and they hadn't provided it,
woul d you still have invested the noney?

A I'"'mnot sure.

Q Now, you indicated that as an investor you got a receipt

for the funds to show where they went, is that correct? You
got some kind of receipt or notice from Dennel show ng where

t he nmoni es had been transferred to?

A No.
Q Okay. Do you renenber conmenting that an investor
would -- that you were entitled to full recourse on your

noni es. Do you renenber?

A Yes.

Q Okay. Who was that recourse against if something
happened to your noney?

A Dennel

Q And actually you never paid any nonies, any nonies to
M. Pate, did you, directly?

No.

Your nonies went directly to Dennel, didn't they?

That's correct.

o » O F

And did they go primarily or wholly by wire transfer?
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A Yes, wire.
Q Have you filed your taxes for '98?
A For '98?
Q Uh- huh.
A No.
Q Approxi mately what interest did you earn in '98 off of
t he i nvestment programthat you were in?
A Appr oxi mately $60, 000.
Q And that's for all of '98?
A Al of '098.
Q You indicated that you had a conversation with M. Pate
when these newspaper articles conme out. Wuld you describe
his attitude of one as of disbelief when you were having this
reference to the newspaper article about the allegation that
this was a Ponzi schene?
A That's the conment he made, it was a Ponzi scheme. It
was -- the article was only -- was 95 percent fal se what he
indicated to ne.
Q My question is: What was your perception of M. Pate's
deneanor, his response to that article in your discussion?
A He was very set back.
Q Thank you, M. Jones.

MR. CONNELLY: Nothing further, Your Honor.
CROSS- EXAM NATI ON

BY VR. McCOLL:
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Q Good norning, M. Adans -- or is it M. Jones?

A M. Jones.

Q M. Jones. Arch McColl. | represent M. MLaws. W
visited a little in the hallway, is that correct?

A Yes.

Q Let nme ask you, you had tal ked about being a financial
advisor, CFO, to Hunt G| Conpany for 13 years, | think you
sai d?

A Uh- huh.

Q What was your training that qualified you for that job?

presune you had a col |l ege degree.
Yes, sir.
From where, please?
SMU.
SMJ?
Yes, sir.
And what was your degree in?
BBA.
So that's a business degree?
Busi ness adni ni stration, yes.
So that curriculumincluded courses in finance?
Oh, yes, sir.
And banki ng?

Yes, sir.

o » 0 » O » O » O > O P> O P

And what el se?
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Accounti ng.

And?

That's it.

Fi nance, banki ng and accounti ng.
Uh- huh.

So for four years you studied toward your nmjor of

fi nance, banking and accounting to nake you into an

account ant ?

A

t he

not

you

out

over

o > O

They were the naj or subjects, yes.

Correct?

Uh- huh.

Then when you got hired, at sone point in your career as
CFO for Ray Hunt --

I"'msorry. | was not the CFO. | was chief financial --
chief, senior financial officer

Senior financial officer. GOkay. And in that capacity
were responsible for the accuracy of funds flowing in and
of the conpany?

That's correct.

And about what kind of gross did they do on the average
t hose 13 years?

G oss what?

G oss incone.

Gross income for the Hunt Q| Conpany?

Unh- huh.
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A That's a private conpany and | can't disclose that.
THE COURT: It was a |lot of nmoney. o ahead.
BY VR McCOLL
Q A |l ot of noney?
A Yes.
Q You' ve got to be accurate. Did you do sort of
accounting by plus or take 500,000 or plus or take a mllion?

You didn't do it that way, did you?

A No.

Q You were real accurate, weren't you?

A | hope so.

Q Okay. So you dug into records and you nmade -- you're

not a reckless person, are you?

A Don't plan to be.

Q Don't consider yourself reckless, do you?

A No.

Q Okay. So when you did your due diligence in this

i nstance you nade what you thought was reasonable inquiry,
got references and did the kinds of things you thought a
reasonabl e person woul d do, correct?

A Yes, sir.

Q kay. Did you know at the time, or have you since
| earned, that M. Cook started this conpany years before
McLaws ever got involved?

A Yes, sir.
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Q And you then had private conversations with M. Cook
isn'"t that correct?
A Yes, sir.
Q And did he seemvery know edgeabl e to you?
A Yes.
Q Ckay. As a natter of fact, after you talked to himyou
i nvested further nmoney, isn't that correct?
A Yes, sir.
Q Okay. Did he seem believable to you?
A Yes, sir.
Q Ckay. So with a man of your background and training,
it's certainly conceivable that he woul d be believabl e and
sound know edgeabl e to sonebody who's just been a nere
policeman for 17 years and sold i nsurance. He m ght be
believable to him too, wouldn't you agree?

MR NORRIS: Objection, calls for specul ation

THE COURT: That's sust ai ned.
BY VR. McCOLL:
Q In your course of -- you always received a payment until
the SEC filed a conplaint, isn't that correct, in March?
A Yes, sir.
Q And al ways tinely.
A Yes, sir.
Q And then you started having conversations with the SEC

| awyers?
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A Yes, | called -- | called the SEC
Q And had sonme -- in the course of your conversations did
you talk to several |awers and investigators for the SEC?
A Yes, sir.
Q kay. |Is there anything that you learned in the
conversations with themthat would contradict the statenent
that my client hinmself put his own wife's retirenent fund of
$110,000 into this Cook progran? Do you have any evi dence?
THE COURT: No. He can tell ne what he knows. He
can't tell me what he heard from ot her people.
BY VR McCOLL
Q Do you know anything that would contradict that?
THE COURT: Well, |'ve sustained my own objection
so ask another question
BY MR MCOLL
Q Let ne ask you this: Do you have a daughter?
A Yes, sir.
Q Ckay. Would you put her into a programthat you thought
was crooked?
A Not if | thought it was crooked.
Q Right. |Is there anything that you've seen here today,
any document or anything that could help this judge
understand the contention that ny client, M. MLaws, was
i nsincere when he was giving that tape recorded presentation?

Can you point to any specific thing for Judge Buchnmeyer to
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| ook at and say, you know, that's evidence that he

di sbelieved the very things he was telling you? Can you

t hi nk of anythi ng?

A No.

Q As a matter of fact, you believed Cook and you believed
the program and you went to that neeting because it was a
finder's neeting, isn't that correct?

A What neeting are you tal king about?

Q The nmeeting where you got the presentation by M.

McLaws.

A I n Decenber of '98?

Q Yes.

A Yes. | went to it because it was a quarterly neeting.

I nvestors could cone to that particular neeting.

Q Right. But the primary people there were people who

wanted to be finders, which is nothing wong with that if you

believe in a programand you want -- assist other people

and -- | nean this sounds |like a real good deal, doesn't it?
MR. NORRI'S: (bjection, he assunes facts not in

evi dence.

BY VR McCOLL

Q Is it correct that the prinmary people who were there at

that neeting were those who wanted to be finders?

A Fi nders?

Q Maj ority of the people.
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A VWhat do you nean by finders?

Q Those who woul d nake referrals of this program and sel
it, in effect, to other people. That was the prinary purpose
or an inportant purpose of that neeting.

A I"mnot sure that was. I1'mnot -- | can't answer that
qguesti on.

Q Okay. As you look at the tape recording, M. Jones, in
fairness he's not explaining to you the program He's
expl ai ning to you how he explains the program He's teaching
you how to be a teacher. Isn't that a fair representation?
A | did not take that to be that way, no.

Q So when you |l ook at that recording, if | could direct
your attention or recall your nenory to some phrases such as,
and | particularly like to use this exhibit, because they get
focused on the 24 percent, which is one whale of a rate of
return. Do you renenber sonething to that effect?

A Yes.

Q kay. So he's telling you why he likes to use an
exhibit in his presentation, correct?

A Yes, sir.

Q So that you night then followin his footsteps and use
the sane or sinilar presentation when you do it, isn't that
correct?

A Yes, sir.

Q Okay. The CPA that was contacted, did you -- you had a
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CPA -- there was a CPA for Cerald Pate that you contacted --
Yes.
-- as part of your due diligence?

Yes, sir.

A
Q
A
Q Any reason to think that he's a crook?
A I wouldn't think so

Q The materials that we tal ked about this norning, the

U S. attorney -- or rather the SEC attorney, has showed us in
t he notebooks and tal ked about said this and that. You went

t hrough and read those, did you not?

A Yes.

Q And you read them |'massunmng, fairly carefully?
A Yes.

Q Because you're tal king about putting a |ot of

hard- earned nmoney into this deal, right?

A That's correct.

Q Okay. Anything outrageous in those material s?

A What do you nean by outrageous?

Q Wel |, anything that would set off alarnms or signal to
you, oh, this must be a funny noney deal, | better get away
fromit?

A No.

Q So nothing put you on notice in those naterials that

woul d seem i nappropriate. And | suppose it's fair that in

the course of your history of a businessman, as well as
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working for Hunt O I, you had an opportunity to be approached
by perhaps people fromthe outside who wanted the Hunt Q|
Conpany to nmove noney into this account or nobve noney into
this fund. D d that cone under your purview of analysis?

A No, that cane under the treasurer.

Q Ckay. Did you conplain at all during the existence of
this programthat you -- while you were in it, to anybody in
managenent, M. Pate, for exanple, that you weren't happy

wi th the progranf

A No.

Q So the first time that -- when did you first suspect

t hat anyt hi ng was w ong?

A When | didn't receive nmy March check

Q Ckay. And then you found out that that was because the
funds were frozen.

A And then | read the article in the paper, yes, sir.

Q Okay. Have you since | earned anything from your
conversations with the SEC that gives you specific
infornmation now to feel |ike that your investnent was not an
appropriate investnment, that it was a sham deal ?

A Yes, sir.

Q And what is that?

A | was told that they did not find any nonies transferred
overseas for that -- where the contract or the agreenent

mentioned it would be.
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Q Ckay. Anything el se?

A That's all.

Q kay. So if there was a way to purchase it w thout
actually transferring overseas, electronically, for exanple,
you have electronic transfers, the noney doesn't actually go
back and forth, isn't that correct?

A That's correct.

Q So if there was a way to actually have an electronic
transfer to a bank overseas that m ght answer that question
I s that possible?

A | assume that what the SEC told nme they' ve al ready

checked that out.

Q Ckay. But in your experience just in terns of your
perception, we're not talking about -- I'"mnot trying to nake
you an expert and I'mnot trying to test your know edge, |'m

just saying in terns of your perception --

A Uh- huh

Q -- what we know as | aynen, nonexperts, would it be a
fair statenent that if | told you that the noney could be
transferred el ectronically w thout ever physically going
overseas could you accept that?

A Sur e.

Q Ckay. And would that elimnate your concern if that was
the only concern you were relying on to think this whole

t hi ng was bad?
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MR. NORRI'S: (bjection, whole |ine of questions
assumes facts that are not in evidence.

THE COURT: That's overrul ed.
BY VR McCOLL
Q Remenber the question?
A Repeat it.
Q Wuld that elininate your concern if that was the
primary concern you were having and resting your opinion on
if this whole thing was bad?
A It would partially do that if | knew that the funds were
avai l abl e in those foreign banks where they were transferred
by electronic mil.
Q Ckay.

MR. McCOLL: Thank you, Your Honor. Thank you, M.
Jones.

CROSS- EXAM NATI ON

BY MR GOODENOW
Q Good norning, M. Jones. Thank you for conming. |'mGary
Goodenow for M. d agg.
A Uh- huh
Q You indicated that you received $60, 000 fromthis
program is that correct?
A Approxi mat el y 60.
Q Has the SEC told you whether you're going to have to

gi ve that noney back?
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A G ve the noney back?

Q Yes.

A No.

Q M. Norris used the noun a few tines defendants, plural
defendants, in his questioning of you, but let me ask
specifically, do you have any personal know edge of the role
of M. Clagg in this offering?

A No.

Q Do you have any personal know edge of the anount of

i nvestigation M. C agg might have done prior to becon ng

i nvol ved?

A No.

Q So you don't know whether M. C agg was reckless or not?
A No.

Q But is it your testinmony that a doctor, a CPA and the
fornmer senior financial officer of Ray Hunt all believed that
this was a legitimate and lucrative investment? 1|s that your
testinony today?
A Yes.
Q Thank you.

THE COURT: Cross-exam nation?

CROSS- EXAM NATI ON

BY VMR. MOVERY:
Q M. Jones, ny nanes is Rob Mowery. M. Jones,

approxi mately how many investors do you know i n t he Dennel
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progr anf

A | don't know them by name, but the nmeeting | had with
CGerald Pate at his hone, plus the investors | net out at
Scottsdal e, Arizona, are the only ones | know of.

Q Approxi mately how many is that?

A | would say probably in the nei ghborhood of 60 or 80.
Q And since March the 16th have you had di scussions with
i nvestors regardi ng the Dennel programand the status of this
si tuation?

A Only Gerald Pate.

Q Now, you received every interest payment on tine, is
that correct?

A Yes, sir.

Q As proni sed?

A Yes.

Q Do you know of any investor who did not receive their

i nterest paynment on time as pronised?

A No.

Q Do you know any investor who did not receive their
princi pal back at the anniversary date?

A I don't know. | don't know of any investor nane by nane
that got a return on their investnment after one year.

Q Now, you nentioned a couple of -- I"'msorry. You don't
know of any investor who did receive?

A Excuse me. The only one that | amfaniliar with by nane
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one-year return of investnent.

Q And you don't know or you haven't heard any investors
who were not provided back their investnent after the
one-year term do you?

A No.

Q Now, you mentioned a couple of times you read the
article in The Dallas Mrning News?

A Yes, sir.

Q And did you read the | ast sentence of that article wher
the SEC s district adm nistrator in Fort Worth said quote,

"Huge sums of nobney are being lost," he said. Do you
renmenber reading that?

A Yes.

Q Do you know what, if any, sums of nobney have been | ost
in this programprior to the governnent taking the action
that they did in March of 1999?

A I know of none.

Q You don't know what he woul d be tal ki ng about there?
A No.

Q Now, do you know -- you understand that you were not --
you did not receive any paynents in March, correct?

A That's correct.

Q And you understood that there's an order that prohibits

t hose nonies being paid directly to the investors at this

| -82

e
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time?

A Yes, sir.

Q And | take it, M. Jones, that you would Ilike your

i nvest ment back, is that correct?

A | would like ny entire investnent back, yes, sir.

Q And you would |ike Dennel to pay that investnent back
to you, is that right?

A That's correct.

Q Has the SEC told you or given you any information or
have you gotten any information from anybody el se that Dennel
is unable to pay your investnent back to you?

A | think the only -- the only itemthat | remenber is
that, when they froze the assets of all the people that are
in the case here connected with Dennel, that they felt Iike

there was not adequate funds to repay the investors.

Q Now, those funds were frozen in the states here in
Arizona. |Is that what you understand?
A Yes, in this country.

Q And you understand that part of this investnent program
dealt with funds being invested out of the country?

A. Yes, sir.

Q Is that right?
A Yes.
Q So again, M. Jones, do you have any reason to believe,

has anybody ever told you, that Dennel has insufficient funds
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case?
A Only what the SEC told ne.

Q And what did they tell you?

A They say that they recovered enough funds to pay only a

portion back of total investors.
Q Those are the funds that they recovered in the --

A In the freezing.

hi s

Q Now, on those -- do you understand that the SEC has

frozen those or that the Arizona attorney general has those

funds?
A It was nmy understanding that it was just the SEC
don't know who did it, Arizona or federal

Q Who told you that, M. Jones?

A The attorney here today.
Q M. Norris?
A Norris, yes.
MR. MOVERY: That's all | have. Thank you
Jones.

THE COURT: Any ot her cross-exam nation?
Redi rect ?
MR. NORRI'S: Just a couple of questions.
THE COURT: kay.

REDI RECT EXAM NATI ON

BY MR. NORRI S:

M.
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Q M. Jones, | believe you nentioned during M. Connelly's
cross-exam nation that you had a conversation with M. Cook
before you nade your first investnent, is that correct?

Not before.

Okay. When was your first conversation with M. Cook?
Conversation was after | nade ny first investnment.

But before the Arizona meeting?

Yes, sir.

Woul d you descri be that conversation?

> O » O > O >

The conversation was really kind of tal king to him about
investing in his prograns and it was caused by the fact that
| had -- | saw a article on some Ponzi-type activities,
trading prograns and so forth, and he was on a conference
call with Pate, he and I. And | told him what's so nuch

di fferent about the one that's got in trouble and the Denne
progran? He started explaining to me that they did not have
t he connections for the types of programs that he had in

pl ace in Europe and so forth, and everything was find, don't
worry about it, your nbney is secure.

MR. CONNELLY: Your Honor, pardon ne. |'d ask
that the witness identify. He's identified a conference
call. | would ask that he identify who made that statenent
to himin that conference call.

A Who nade that statement that | just said?

MR. CONNELLY: Yes.
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THE W TNESS: Ben Cook.
BY MR NORRI S:
Q M. Connelly al so asked you about a conversation you
had with M. Pate about a guarantee, about the bank
guar ant ee.
A Yes, sir.
Q kay. Did M. Pate tell you why he couldn't provide or
woul dn't provide --
A He said that -- he said that was | eft overseas and they
did not have privy to it in the states and so forth, that it
was not avail able for investors.

MR. NORRI'S: No further questions.

THE COURT: Anything el se?

MR. CONNELLY: Nothing further, Your Honor.

| - 86

THE COURT: Thank you very nuch. You may step down

and you' re excused. You can leave or you can stay in the
courtroom

THE W TNESS: Thank you.

THE COURT: Next w tness.

Have a seat for us right up here.

If you will tell us your name agai n?

THE W TNESS: Ken Fitzgeral d.

THE COURT: kay.

KEN FI TZGERALD,

called as a witness by the governnent, testified on his oath
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as follows:
DI RECT EXAM NATI ON
BY VR. NORRI S:
Q M. Fitzgerald, | have placed before you a notebook of
exhibits. They're nunbered, and as | refer to a particul ar

exhibit you can turn to the tab of the docunent that | refer

to.

A Ckay.

Q M. Fitzgerald, where do you reside?

A Visalia, California.

Q What is your occupation?

A I'"'man attorney.

Q You practice in Visalia?

A Yes, | do.

Q Did you nake one or nore investnents through a conmpany

cal l ed Dennel Financial Limted?
A Yes, | did.
Q VWhat is the total ampunt of funds that you invested?
A My law partners and | had a partnership called BK
Investnments. | have a trust and also nmy -- | put sone
retirement noney and al so ny nom put about 135,000 of her
retirement, so the total in this entity was $530, 000.

MR. CONNELLY: Your Honor, may we approach the
bench?

THE COURT: kay.
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(Si debar bar, not reported)

THE COURT: You said you had a total of $530, 000.

THE W TNESS: 530, 000.

MR, CONNELLY: Pardon me, Your Honor. At sone
point before the end of the day I1'd like to at |east get a
very short one or two sentences what that discussion involved
and what | called to the court's attention.

THE COURT: We will. Next question.
BY VR. NORRI S:
Q When did you first hear about Dennel ?
A Sonetime the first part of January. First part of 1988,
January or February.
Q From whom di d you hear about hinf
A | originally heard about it fromnmy |aw partner, Bob
Agui lar, who is a close personal friend of Craig Boone. |
had al so known M. Boone since Little League. He's an
accountant and |'ve known himfor quite some tinme, so | heard
about it through M. Aguilar originally.
Q After your initial -- you initially heard about Dennel,
did you receive witten offering materials relating to the
offer?
A After that | filled out a -- talked to Craig | filled
out a request for information and | was sent a packet of
docunents. It was in a green folder.

Q Let me ask you to look at Exhibits 1 through 6. Take a



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| -89

| ook at each of those docunents.

A kay.

Q Do those appear to be the docunents that you received?
A Yes, they do.

Q Prior to receiving these witten materials, did you have
any conversations with anyone about the nature and terns of
this investnent?

A | had sone conversations. Wether or not -- | probably
had had some -- | believe | had sone conversation about the
fact that people were being paid nmonthly, and that's what
sparked nmy interest even receiving the docunents. And so

was being told through M. Aguilar that people were -- Craig
had sai d people that were getting their paynments regularly,
so | think that's probably what occurred, and then I filled
out the request for information.

Q After receiving the request for -- receiving the witten

materials, did you invest imediately?

A No, | did not. | becanme -- | wanted to neet with Ben
Cook and find out nore about this program | read the
materials, but | wanted sone explanation. | wanted to neet
the person -- | wanted to nmeet himpersonally, so | was told

about a neeting that was going to occur in April or May of
that year and | flew out to this neeting and -- and there was
a presentation and | spoke with M. Cook

Q How did you | earn about the meeting?
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A Crai g Boone.

Q Where was that neeting?

A It was in Arizona, would have been Scottsdale, |

beli eve, or Phoenix. It was a hotel, large hotel in Arizona.
Q How many people were in attendance at that neeting?

A There were probably sonewhere between 20 and 30 peopl e.
Q How many of them were -- strike that.

Did you have an understandi ng why t hose people were
present ?
A To gain nmore information about the investnment and al so
not only would they be potential investors, but also nmaybe
they would refer people to the programas well.
Q Were any of the defendants in this case present at that
neeti ng?
A Yes, Wayne M Laws.
Q Anyone el se?
A M. Cook was there, M. Clagg was there and | do not
know i f the other gentleman --
Q Ceral d Pate.
A Gerald Pate, | don't recall whether he was there or not.
Q Did the neeting involve a presentation concerni ng Dennel
i nvest ment s?
A Absol ut el y.
Q Who nade that presentation?

A Presentati on was nmade by Wayne McLaws. He said that Ben
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Cook was running a little late and that he would be giving
the presentation. And then when M. Cook got there, he also
stood up and nade -- continued on with the presentation

Q Let nme ask you about the presentation nade by M.
McLaws. Wien, if anything, did he say about the rate of
return that investors would receive on this investnent?

A Said the investors would receive 2 percent per nonth.
Q What, if anything, did he say about how i nvestor funds
woul d be used in this progranf

A What we were told was that there were $25,000,000 CD s
that were purchased by Ben Cook and his associates, that an
addi ti onal amount of $3,000,000 of investor noney was al so
used but that noney was not used to purchase the CD's. The
CD s woul d be purchased by Cook and his associates and the

ot her $3, 000,000 woul d be put into a separate account and

that that noney could not be used, hypothecated, liened or in
any way encunbered, that it was -- based on the regul ations
wi th the banking -- the European banking and everything el se,

they couldn't do anything with that noney.
Q Where did M. MLaws say these investor funds woul d be

deposi t ed?

A They said they used top European world banks. There was
one -- Union Swiss sticks out in ny mnd, something al ong
those lines. | knowit was a Swi ss bank and had the word

union in it, but they mentioned sone top European banks.
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Q Where did he say or for whomdid he say that these CD s,
$25, 000, 000 CD's woul d be purchased or were purchased?

A He said that every tine that they would put in the

$3, 000,000 -- when they had the investor nobney, the

$3, 000, 000, at the sane time they would purchase one or nore
$25, 000, 000 CD s, and that they had because -- because they
had purchased so many of these CD s and were purchasing so
many of them these $25,000,000 CD's, that they got themat a
di scount, that they were purchasing them for sonmewhere

bet ween 18 and $20, 000, 000 and the difference -- and that --
those CD's that were in place is what guaranteed that the

i nvestors would receive their 2 percent per nonth because at
the end of the year they cashed these $20, 000,000 CD's in and
t hey woul d be worth $25, 000, 000, plus it's making interest
plus the interest on the $3,000,000, so with that it was
perfectly safe and that's how -- that's how the investor got
hi s nmoney.

However, he did say, though, that then there was a | ot
of trading where there would be buys and sells and they never
did the trading until they had a buyer on the other end. But
that was the part that Cook and his people were involved in,
that we didn't really need to concern ourselves with that as
an investor. That's where they made their |arge anmounts of
noney and that our noney was protected by the CD s and

this -- put in this account and could not be touched.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| -93

Q Let nme ask you to expand on that. What did he say, if

anyt hi ng, about the safety of the investnment?

A He --

Q He being M. MLaws?

A M. MlLaws and M. Cook.

Q Wiy don't we take M. MLaws?

A M. MLlLaws said that these investments were 100 percent

safe, that our noney, it was regulated by the internationa
nonetary fund, that the noney went into these account, that
their contracts with the banks required that they could not
touch our noney or in any way hypot hecate the noney or lien
the nmoney, all kinds of statements that in no way it could be
encunbered, and all that noney had to conme back, you had to
take it out of the programat the end of the year and then
you could reinvest but you had to get your noney back
physically first, but that it was -- all the return and
everyt hi ng was guaranteed by the bank and by these CD s that
t hey were purchasing, these $25, 000,000 CD s.

Q Di d he saying anything nore specific about the trading
activities that Dennel was involved in?

A He did say that the trading activities were -- one, they
were given -- what did they call it? They got a certain
percentage of these |large hunmanitarian projects, building a
damin India or, you know, a hospital here or roads, you

know, here or there. And that they would get an allocation
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of a certain percent of these multimllion dollars projects
and that they would have to fill that allocation. And
because a | ot Ben Cook and Dennel finances profits -- or |ike
hal f of their profits they were making fromall this bank
trading went into these humanitarian projects. That was the
reason that they were allowed to trade, do this trading was
because a lot of the profits, 50 percent of the profits they
were nmaking, were going to fund these humanitarian projects.
And so he said that what they basically did was in their
trading that they were all conputer wire transfers and they
al ways knew t hey had a buyer before they woul d buy sonething
and there was always a margin.

But the thing they did say was that that's sonething
that we, as investor, don't really need to concern ourselves
wi th because that's what they make their noney off of. What
we needed to be concerned with is these large CD s and the
$3, 000, 000 because that would give us the 2 percent return,
that that's where we are nmaki ng our noney and that was 100
percent safe and there's no risk.

Q You nentioned that there was some di scussion of the

i nvol venent of the M. Wuld you expand on that? Is that
the International Monetary Fund?

A The international Mnetary Fund. Basically they were
regul ated by the International Mnetary Fund and sone ot her

law, and | can't remenber exactly what they nentioned, but
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that was one that they nentioned and that's what insured,
that they had to do exactly what they told us they were
doing, that they did not have a choice in the matter to put
this nmoney in these accounts and they have no ability to do
anything with that noney other than leave it there and return
it to the investors at the end of the year

Q Did he tell you about any other regulations to which
this program was subject, purportedly subject?

A Yes, it was the International Mpnetary Fund and

sonmet hing else, but in all honestly |I can't recall what the
name of it was.

Q Now, at that neeting did M. Cook nake a presentation?
A M. Cook, yes, he did get up and there was a | ot of
guesti ons about the trading and -- and the CD's. And he nmde
the statenent that it was he and his associates that were
putting up the noney to buy these $25, 000,000 CD s, that the
i nvestor nmoney was not used to do that, it was in a separate
account .

Q Did he tell you how many of these he had bought or was
buyi ng at any particular period in tinme?

A There was -- basically every tine that they would --
every month they would be taking noney in, so they would buy
two or three of these at a tine, was ny understandi ng, and
that that's why they got these big discounts, where they

woul d buy these things for 18 to $20, 000,000 and they had a
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val ue of $25, 000, 000.

It was my understandi ng, based on his representations,
that this was occurring on a nonthly basis, except they did
say there was a tinme when the European banks closed, like it
was during the holiday season, Decenber, and that they
woul dn't take any npbney at that tine.
Q Did he mention -- did M. Cook tal k about the
rel ati onshi p between these CD s that were purportedly being
purchased and Dennel investors' funds?
A My understanding of the relationship was that that was
t he nmoney, the $25,000,000 CD s and the noney that those CD s
were earning and the fact that they got this di scounted
price, that's what guaranteed that the $3, 000, 000 i nvestor
noney, which was in a separate account, it wasn't used to
purchase the CD, it was kept in a separate account, that's
what guaranteed that the -- we would be getting 2 percent per
nonth on that investnent.
Q What then did M. -- let's go back to M. MLaws. D d
M. MLaws explain then what role that $3,000, 000 account
pl ayed in the transaction?
A He did, but not very well. And it didn't -- he did,
but not very well, but |I guess the main thing that | took
fromthat about the CD s, about the 3,000,000 of investor
noney, was that that noney was in a separate account. It

al l owed them sone | everage to be able to do the trading they
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were doing, yet it could not be -- like | say, in any way
encunbered, so it wasn't real clear. The thing |I did take
fromit though it could not be encunbered and it had to be
gi ven back to the investors.

Q At the end of the contract?

A At the end of the year

Q Was there anything el se about M. Cook's presentation to
t he audi ence that was of inmportance to you, that you can
recal | ?

A No, the main thing was -- the main thing | guess | was
really focused on, was his assurances of conplete safety for
the investor nmoney and the way in which that was done.

guess | believed they were buying these $25, 000,000 -- |
bel i eved they was buyi ng these $25, 000,000 CD s and t hat

my -- and that the other noney, based on the regul ations they
had expl ai ned, could not -- the investor noney could not be
encunbered. And that was the main thing that | kind of

| atched on to.

Q Now, following M. Cook's presentation to the room did
you have any private conversations with M. Cook?

A Yes, | did. | asked Craig Boone if | could neet with
M. Cook personally because | wanted to talk to him and
wanted -- | told him| wanted to sit across the table from
himand | ook himin the eye and ask himthe questions that |

wanted to ask hi mabout the safety of that nmoney. | felt
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depositions, | thought If | |ooked the guy in the eye and he
tells ne sonething, you know, if it wasn't true |I mght get
an idea about it. | guess he's better than people |I've
deposed in the past.

Q Descri be the conversation you had, the private
conversation you had M. -- | take it -- did M. Boone then
set up a neeting between you and M. Cook?

A Yes, in the sane roomthat they gave this presentation.
| was outside. What happened was he gave the presentation
and then there was a lunch where he gave out a Rolex and a
bonus. And then after lunch there was a neeting with -- you
know, M. Boone was there, M. MLaws, M. Cook, M. d agg,
all of the -- they all went to separate neetings.

Q Uh- huh.

A W waited outside. And after that nmeeting | asked -- |
told Craig that | wanted to talk to the nan personally. So

we went back into the roomwhere there was a neeting and we

sat down at the table and -- and | asked hi mthe question.
Q Who was present at that conversation?

A | was present, M. Cook, and there were other people
around the room but it was basically he and I in a

one- on-one conversati on.
Q What was said during that conversation?

A | asked himif | invested the noney, is my noney going

| -98
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into this account that you described? And he said, yes, it
is. And | said, and is my noney 100 percent safe? And he
said, yes, it is. [It's a hundred percent safe. | guarantee
it.
Q Di d he say anything el se?
A You know I think there were sonme pl easantries exchanged,
that kind of thing. But it happened, | like I said, in 1998.
The main thing that | took fromit was | asked himif ny
noney was goi ng exactly where he told me it was going and
could he guarantee nme that it was a hundred percent safe and
he said, yes, it is. And he said it was a hundred percent
safe and he guaranteed it.
Q After that neeting -- strike that.

Did you have any other conversations with any of the
def endants during any of that neeting?
A No, | did not.
Q Okay. After the neeting in Arizona did you make an
i nmedi ate decision to invest?
A No, | did not.
Q What did you do? Wy not?
A Vll, | wanted to watch it for a while, watch the
program for a while, be sure that everyone was getting paid.
It was nmy understandi ng that paynments were received on the
15th of each nonth. And | also wanted to foll ow al ong enough

so that | could see if there were investors getting back
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their principal. And Craig Boone is a friend of mine, |

trust him And he knew the person at Dennel who was invol ved
in the administrative part of getting the checks out. |

can't renenber his nane right now, but they were -- they were
cl ose personal friends. And so | knew that Craig had the
ability to find out the information about whether or not

t hese checks were going out on the 15th of each nonth. So |
called one a nonth and I would ask, is everyone one getting
their noney back? Yep, the thing's working like a T. Money

is going out on the 15th of each nonth. And | foll owed that

until | made the first investment in Novenber.

Q And so you did in Novenber decide to nake an investnment?
A Based on the representations that were nmade to ne, the
witten naterial | received, and follow ng and findi ng out

that people were receiving their nmoney on the 15th of each

nonth, | decided to put in the first hundred thousand.

Q What procedure did you follow in making that investnent?
A | was sent sone contracts and other docunents that |
filled out. | went and got a cashier's check and | provided
all -- 1 filled out all the docunentation, signed it and gave

hi m a hundred thousand dol | ar cashier's check

Q Did you initially fill out an application?

A Yes, | did. | filled everything out that was required
to be filled out.

Q After you filled out that application form what did you
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A Everyt hi ng was packaged up and it was put into Federa
Express and sent to Dennel
Q Did you subsequently recei ve an acknow edgenent that
that application had been approved?
A Yes, | had.

MR. NORRI'S: Your Honor, Exhibit 27 actually
i ncludes two separate docunents, and if it's all right with
the court | would like to have the Novenmber 9, 1998, letter
under Dennel Finance letterhead be 27-A. It was nistakenly
not marked.

THE COURT: kay.
BY VR. NORRI S:

Q Let nme ask you to |look at the docunents that are

-101

exhibits -- that are now under the tab Exhibit 27 and turn to

the | ast page of those docunents. W're going to refer to --

the | ast page of this document on Dennel Finance |etterhead

is Exhibit 27-A

A Yes.
Q Do you recogni ze this docunent?
A Yes, docunent that | received after putting the first

i nvestnment in in Novenber.
Q O after -- was it after your -- the investnent or was
it after your application?

A Excuse ne?
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Q At what point in the process did you receive this
letter? Let ne ask you to look at it.

A You know, this could have been before or it could have
been after | got the hundred thousand, but probably before
based on the date and the fact that they were going to be
doing this on Novenber 16th. | know it was right around the
nm ddl e of the nonth | sent the nobney in, so based on date --
Q This is a letter that you received from Dennel ?

A Absol ut el y.

MR NORRI'S: Your Honor, | ask that 27-A be
adm tted.

MR. GOODENOW  Your Honor, respect to possibly
objecting. He said it's possible. 1Is it also possible that
he got this docunment from M. Clagg? Can you rule that out
enphatical | y?

THE W TNESS:  Yes

MR. GOODENOW  Thank you.

THE WTNESS: | received it in the mail

THE COURT: Okay.

A Let me clarify that. | received this in the mail via
Federal Express. | don't knowif it cane from M. Cagg or
M. Cook. It says M. Cook on it, but I can't tell you --
you know, | didn't trace the document back to whether it cane
fromdagg or Cook. | got the docunent in the -- | got the

docunent via Federal Express.
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BY VR. NORRI S:

Q Let me just ask you to look at Exhibit 28 and ask you if
you recogni ze that docunent?

A It appears to be the contract we signed, BK Investnents

wi t h Dennel Fi nance.

Q Now, this particular docunent does not appear to bear
the signature of BK Investrments. |Is there a reason for that?
A There were two of these contracts sent. | signed one

and sent it back to M. Cook and kept the other one for ny
record.
Q These were two identical contracts?
A Yes, they were.
Q And so this is a copy of a contract that you received
from Dennel ?
A Yes, it is, and | signed it and sent it back.
Q Anot her copy of it?
A Yes, there were two originals.
MR, NORRI'S: Your Honor, | ask that Exhibit 28 be
adm tted.
THE COURT: Adnmitted.
BY VR. NORRI S:
Q Did you subsequently send funds in to Dennel for this
i nvest nent ?
A | did.

Q Okay. How much did you send?
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A BK Investnents' first investnent was $100, 000.
Q To whom did you send those funds?
A Those were sent Federal Express to Dennel Finance.
Q Did you subsequently receive an acknow edgenent those
funds had been received?
A Yes, | believe | did.
Q Let me ask you to look at Exhibit 29. Do you recognize
this docunent ?
A Yes, | do.
Q What is it?
A It is the confirmation that they had received the first
$100, 000 and the date upon which it was credited.
Q Did you receive this letter on or about Novenber 16,
199872
A Yes, | did. That would have probably been the day
after, Novenmber 17th.

MR. NORRI'S: Your Honor, | ask that Exhibit 29 be
adm tted.

THE COURT: Adnitted.
BY MR NORRI S:
Q Now, did you nake any additional investnents in Denne
in 19987
A Yes, in Decenber of 1998, after | received the first
return on the noney that | provided to Dennel, we put an

additional -- BK put an additional hundred thousand in. Sone
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trust noney that is -- it is mne, ny nommanages, was placed
into there in the amount of 155,000. M nother put 135, 000
of her retirenment noney in there. | believe |I put 10,000 of
nmy retirement. Bob Aguilar, mnmy |law partner, put 10,000 of

his retirenent and his wife put 10,000 of her retirenent.

Subsequent to that, | put another 25,000 in sonetine around
February.
Q Wth respect to the -- let nme just take you through

these. You can identify them if you can, certain documents.

Let me ask you to |l ook at Exhibit 30.

A Yes.

Q Do you recogni ze this docunent?
A Yes, | do.

Q VWhat is it?

A

It's the approval of the private placenment of the
addi tional $100, 000.
Q Is that the second investnment that you made?

A. Yes, it is.

Q Did you receive this letter on or about Decenber 12,
1998?
A Yes.

MR NORRIS: | nmove that Exhibit 30 be admitted.

THE COURT: Admitted.
BY MR NORRI S:

Q Let ask you to look at Exhibit 31. Do you recognize
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this docunent ?
A Yes, | do.
Q VWhat is it?
A It is the contract -- this is one of two originals that
| received for the second investnent of $100, 000.
Q Did you sign the other copy?
Yes, | did. | signed it and returned it with the check

cashi er's checks.

MR, NORRI'S: Your Honor, | ask that Exhibit 31 be
admi tted.

THE COURT: Adnitted.
BY MR NORRI S:
Q Did you subsequently receive an acknow edgnent that your
funds had been received for this second investnent?
A Yes, | did.
Q Let nme ask you to |look at Exhibit 32.
A Exhibit 32 is the acknow edgenent that | received
approxi mately Decenber 16th via Federal Express that they had
recei ved nmy hundred thousand and that it would be credited as
of 12-15-98.

MR, NORRIS: | ask that 32 be admitted.

THE COURT: Adnmitted.
BY MR NORRI S
Q Were there any additional -- was there any other

additional information you received for the second investnent
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that influenced your decision to invest in Dennel again?

A At the same tinme | was relying upon the initial neeting
| had with M. MLaws and M. Cook and then ny follow up of
finding out that people were being paid.

Q After the investnent that's evidenced by Exhibit 31, did
you make a further investnent?

A Sonetime, either January or February, | nade an

addi ti onal investnent of 25, 000.

Q Ckay. Let me tal k about 1998.

A kay.

Q W' ve tal ked about two investnents you nade in 19987
A Yes, sir.

Q Did you nake an additional investment in 1998?

A Yes, there was 155,000 that's called the Mdshy Family
Trust ?

Q What is your relationship to the Mosby Family Trust?
A I am the beneficiary.

Q Do you provide advice? Well, who is the trustee?

A My nother is the trustee.

Q You provide advice to her about investnents for that
trust?

A W nake the decisions together, yes.

Q Ckay. And were you involved in the decision to make
i nvestnments -- to nake the investnent in Dennel through the

Mosby Fanmily Trust?
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A Yes, | was. And we discussed it and decided that it
appeared to be a safe investnent, very safe investnent, and
the return was very good, and since the nbney was going to be
going to ne in the future | wanted the noney to grow.

Q Okay. And were you involved -- did you revi ewed
materials as they were -- as they cane in from Dennel for

t hat investnent?

A Yes, my nother lives on 20 acres next to the 10 acres
that | have and | was at her house during all phases of the
i nvestment, including her own, including her review of the
docunents, her signing the docunents, everything.

Q Let me ask you to look at Exhibit 33.

A Ckay.
Q Do you recogni ze this docunent?
A Yes, it's a document that we received for investing the

155,000 from our trust.
Q And were you aware at or around Decenber 12, 1998, t hat
this had been sent to your nother?
A Yes, | saw the docunent.
MR NORRI'S: Your Honor, | ask that Exhibit 33 be
adm tted.
THE COURT: Adnmitted.
BY VR. NORRI S:
Q Let nme ask you to turn Exhibit 34. Do you recogni ze

thi s docunent ?
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A Yes, | do. This is the contract that | went over with
my mot her, and those are her initials where it says investor.
| read it with her, she read it and then she initialed it.
And those are her initials where it says investor.
Q And you reviewed this with her?
A Yes, | did.
Q Wre you there when she signed it?
A Yes, | was.

MR, NORRIS: | ask that Exhibit 34 be admitted.

THE COURT: Admitted.
BY VR. NORRI S:
Q And were funds subsequently sent to Dennel for this
i nvest nent ?
A Yes, we sent a cashier's check in the ambunt 155, 000.
Q And did your nother receive a letter acknow edgi ng
recei pt of those funds?
A Yes, she did.
Q Let nme ask you to |l ook at Exhibit 357
A Exhibit 35 is a letter that my nother received after we
had placed the funds w th Dennel.
Q And did you see this letter on or about Decenber 15,
1998?
A Yes, | did. 1In fact, | took possession of it and that's
how | provided it to you.

MR NORRI S: | ask that Exhibit 35 be adm tted.
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THE COURT: Adnmitted.
BY MR NORRI S:
Q | believe you nmentioned that in addition to the
i nvestnents, the other investnents that we di scussed, you

arranged for the rollover of |IRA funds?

A Yes.
Q Into a Dennel related investnment, is that correct?
A It was rolled over to Sterling Trust and then through

Sterling Trust it was placed with Dennel.

Q When did you first learn about this opportunity to use
I RA funds in a Dennel investnent?

A | don't recall. It was obviously prior to using ny |IRA
funds, but | do not recall.

Q What were you --

A It woul d have been between the time of the nmeeting in
April and the tine | put the noney in, but the exact date |
don't recall.

Q Were you told what your return would be on this

i nvest nent ?

A | was told that it would be 2 percent. That's what was
in the docunents and what was represented to ne orally.

Q 2 percent per nonth?

A Per nonth.

Q Let me ask you to look at exhibit -- did you receive a

set of explanatory naterials about the opportunity to invest
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I RA funds in a Dennel related investnent?

Yes.

Let nme ask you to |look at Exhibit 37.

Ckay.

Do you recogni ze the docunents that are in Exhibit 37?
Yes, | do.

VWhat are they?

> 0 » © » O >

Those are docunents that | received and reviewed prior

to investing the retirement account noney.

Q From whom di d you receive this?

A It would have come from Dennel, but whether it was
hand-delivered -- it could have been provide to me by Craig
Boone.

Q Let nme ask you to turn to the docunent that is called a

agreenent reference?
A Which -- is it within Exhibit 37?2
Q It's in Exhibit 37, agreenent reference.
MR. NORRI'S:  Your Honor, | ask that Exhibit 37 be
adm tted.
THE COURT: Adnmitted.
BY VR. NORRI S:
Q Let me ask you to turn to the agreenent reference.
A | see it.
Q This refers to an entity called FPC-1 Linited

Part ner shi p.
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A Yes.

Q Did you have any di scussions with anyone affiliated with
Dennel about what FPC Linited Partnership was?

A It was my understanding that that was --

MR. McCOLL: Excuse nme, Your Honor. The question
was did he have a conversation with anyone. The answer is
either yes or no and then who.

THE COURT: | sustain the objection
A Yes.

BY MR NORRI S:

Q Wth whom did you have that conversation?

A It was Crai g Boone.

Q Did you speak with any of the defendants about that?
A I don't recall speaking to defendants about this
agreement or about FPC-1, no.

Q Ckay. Were you given any additional information prior
to this investnent, this IRA rollover, that influenced your
decision to invest additional funds into Dennel?

A | had made up my mind to invest the nmoney that |

i nvested, including ny retirement noney, based upon ny
neeting -- the review of the packet that | received, the
neeting | had with M. MLaws and M. Cook, and follow ng the
program between that nmeeting until | nade these investnents
and finding out that people were being paid nonthly on the

15th and everythi ng was worki ng. However, | was inforned
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that that would have been -- | obtained additiona

i nformati on subsequent to naking these investnents.

Q Where was the -- where were the funds that were rolled
over? Where were they initially, the funds that were rolled
over into the IRA investmnment?

A That woul d have been in a retirenent account. Mself,
Bob Aguilar and Linda Aguilar had retirement accounts at

A. G Edwards. M nother's retirenent account was at Robert
Thonmas Securities in the branch offices at Visalia.

Q What was the total of those rollovers, the total anount?
A It woul d have been 135,000 for ny nother, and 10, 000 for
nmysel f, 10,000 for Bob Aguilar and 10,000 for Linda Aguil ar
Q Now, apart fromthe Scottsdale neeting that you

descri bed earlier, did you attend any other group --

A Yes.
Q -- meetings involving and concerni ng Dennel investnments?
A Yes, | did. | was at a nmeeting at the Piccadilly Inn in

Fresno near the airport.

Q When was that?

A That was, | believe, in January, sonetinme around that
tine.

Q How did you | earn about that neeting?

A Craig Boone told ne about it.

Q How nmany people were in attendance at that neeting?

A There were probably sonewhere between eight -- sonmewhere
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around ei ght, could have been ten, eight to ten.
Q What was the purpose of that neeting?
A That neeting -- what was the purpose of it or what
occurred at that neeting?
Q Vel |, what did you understand was the purpose of it?
A My under standi ng the purpose of the nmeeting was to have
M. dagg further explain the programand al so --

MR, GOODENOW  Your Honor, there is no foundation
on this. W haven't heard if M. O agg has given any
expl anation of the programso far and he's using the word
further.

THE COURT: That's overrul ed.
BY VR. NORRI S:
Q VWhat were you told occurred at this nmeeting?
A | was told that | would be provided with a further
expl anation of the programand that M. C agg would be the
i ndi vidual providing that information. |t was ny
under standi ng that the people at the neeting would be people
who woul d potentially refer other investors into the program
Q Did the neeting involve a presentation by any of the
defendants in this case?
A Yes, it did, involved a presentation by M. C agg.
Q In general what did M. Clagg tell the group about
Dennel | nvestments?

A M. Cagg had at that tine a -- sone overheads, sone
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transparanci es, that put on an overhead that diagraned

what -- how the program worked. One of the things that we
were told was that the way this program worked they used the
Federal Reserve, and this was also told to me by M. MLaws
at the neeting in April, and it was again reiterated at this
nmeeting in January, was that a |ot of what they were able to
do -- banks using the Federal Reserve if they have a hundred
t housand dollars, they can go the Federal Reserve and get a
mllion dollars that they can then lend to borrowers and
they're receiving, you know, 12 to 18 percent off of this
noney when it only took thema hundred thousand in the first
pl ace. They were receiving -- a hundred thousand dollars the
bank had, they were receiving all this noney as a result of
them being able to go to the Federal Reserve. And they had
tied that into what they were doing, how banks make noney and
t he amounts of noney that banks can neke, and so that was
expl ai ned agai n.

Q Let nme just ask sone questions. Wat, if anything, did
M. O agg say about the rate of return investors would

receive in these Dennel investnents?

A The investors would receive 2 percent per nonth.
Q Okay. Did he explain how investor funds would be used?
A Yes, he tal ked about the fact that the investor funds

again were in a separate account, $3,000, 000, that they

woul d -- that they bought these CD's, these $25,000,000 CD s
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at a discounted rate. There were sonme questions from sone --
anot her person, other individual who was at that neeting
asked, how do we know it's safe? And one, tal ked about the
fact that there were the CD's that insured their safety and
that this nobney could not in way be encunbered, the $3, 000, 00
i nvestor nmoney, but then they even went further and said that
Ben Cook had --

MR, McCOLL: Excuse ne, Your Honor. Could we have
a date or an approxinate tinme of this neeting?
BY MR NORRI S:
Q When did this neeting take place?
A Approxi mately January of 1999.
Q Ckay. Go ahead.
A That Ben Cook had purchased sone i nsurance conpany,
of f shore insurance conpany, and was going to be insuring the
i nvestors' noney, that he was in the process of doing that as
we spoke because this was all being put into place, and al so
had tal ked about the fact that M. Cook was dealing wth
Oppenheiner to set up an offshore -- | guess joint venture
t hrough Oppenhei ner where the 2 percent could then stay in
the programinstead of being paid out to the investor so that
you could receive nore of a return because now your 2 percent
could also be receiving -- you could be receiving 2 percent a
nonth on your 2 percent so that the nbney would just continue

to roll over and make npney.
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Q Did M. Cagg say anything nore about how Denne
generated the returns for investors?

A I"'msorry. He may have -- fromthe investors?

Q Yes.

A Okay. For the investors, yes. That was the $25, 000, 000
CD s that they could buy it. It was very specific. He had
said we get these CD's, they're $25,000,000 CD's, we buy them
for $20, 000,000 and there's your 25 percent because whenever
they cash themout you get that extra 5,000,000 and only
costs you $20, 000,000 and there's your nargin to be able to
pay the 2 percent on this $3, 000, 000.

Q What, if anything, did he say -- further did he say
about the safety of the investnent?

A That it was a conpletely safe investnent, that this
Money could in no way be encunbered by Ben Cook, that they
were -- again the International Mnetary Fund cane up and
some ot her regulations, which | don't recall the other

regul ations, but this nmoney in no way could be touched. He
says, Dennel's guaranteeing it, here's the contract. This is
a simlar contract what we have with the banks and -- which
tells you that we cannot encunber the noney. He showed sone
contract, said this is a specinen contract that we have with
t he banks and t hat noney could not be in any way touched.

Q Was the contract that he showed you with any specific

financial institution?
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A No, it was a specinen contract. It was not one with any
particular institution. It wasn't one, for exanple --

Q It wasn't an executed contract?

A No.

Q Did M. C agg say anything about whether this program
Dennel program had a relationship to any kind of

i nternational humanitarian effort?

A Yes, that --

Q VWhat did he say?

A That M. Cook was getting these allocations, he would
get percentages and that this program should be going for at
| east another five years based on the allocations that M.
Cook had in place at this tine, and hopefully would go | onger
but at |east five years based on the allocations that M.
Cook had in place for these hunanitarian projects.

Q What, if anything, did M. Cagg tell you about the
conpensation he was receiving for selling the Denne

i nvest nent ?

A | was told that people under hi mwere maki ng

approxi mately $50, 000 per nonth and that's where he wanted
everyone at that neeting to be, if they were going to be
involved in this, and that he was maki ng over a hundred

t housand dol | ars per nonth.

Q Did you ever, in fact, formally refer anybody and get

any conpensati on?
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A No, | did not. They had talked to ne about that and
said, before | even tal ked to anyone; one, |'mgoing to put
my own noney at risk; two, | wanted to talk to 15 investors
who had received their principal back and | wanted anot her
nmeeting with M. Cook. And | was hoping actually to go out
there -- | was trying to coordinate around sone depositions
that | had scheduled in Arizona, and so | was hopeful ly neet
with M. Cock again around April 9th. | was told himl could
not meet with himon the 15th because he was so busy getting
nmoney out, but | was not confortable with tal king to anyone
el se until | had done further checking with M. Cook and
talked to himagain and tal ked to 15 investors.

Q Let nme ask you to look briefly back at Exhibit 27, the
first three pages, which are entitled -- first page is, steps
for direct private placenent, the next one is steps for
nonqual i fied i nvestnents steps and the next one is steps for
| RA investnments. Do you see those?

A Yes, | do.

Are these docunents that were provided to you?

Yes, they were.

Who provided themto you?

These were provi ded probably through -- | believe these
were provided to ne by Crai g Boone.

Q Ckay.

MR. McCOLL: I'msorry. Could you repeat the nane?
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THE W TNESS: Crai g Boone.
MR. McCOLL: Thank you.
BY MR NORRI S:

Q What were you told about these docunents, if anything?

A | don't recall a whole lot being told about these.
These were not explained to ne individually. | think they
were -- they were not explained to ne.

Q When did you receive these?
A Woul d have been sonetine around Decenber, right around
the tine that | nmade the second investnent.

MR. NORRI'S: Your Honor, | ask that Exhibit 27
be adnitted.

THE COURT: Adnitted.

W will take a luncheon break and resume at 1:00
o' cl ock.

(Lunch break)

THE COURT: Who are we m ssing?

MR. CONNELLY: Your Honor, M. Ownen appears not to
be here. Your Honor, M. Oaen is co-counsel on this matter,
Your Honor. |'d ask the court to proceed in his absence
since |I'm here.

THE COURT: W will go ahead then.

MR. NORRI'S: You say we coul d proceed, Your Honor?

THE COURT: Yes.

BY MR. NORRI S:
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Q M. Fitzgerald, did you ever have any di scussions wth

M. O agg about what exactly his position was wth Dennel ?

A At the neeting that | was at in January he was a
regi onal manager, | think is what it was.
Q Did you understand or did he just tell you how nany

ot her regi onal nanager there were?

A It's ny understanding there were |ike four.

Q Did he tell who they were?

A Let's see. M. Pate, hinself, at one point | think it
was a man by the name of Kelly O son. The other name escapes
me right now. |If you told nme | would recogni ze them

Q Were any of the other defendants regi onal managers.

A | believe that the other defendants were regional
managers, of course, except for M. Cook who was the nmain
guy.

Q M. MLaws?

A M. MLaws, yes.

Q After you nmade your investments in Dennel, did you
receive nonthly returns from Dennel ?

A Yes, | did.

Q VWhat rates of return did you actually receive?

A | received 2 percent from Dennel and | received an
additional 3 percent fromFPC -- | guess FPC-1, | think was
the nane of it, yes.

Q Was that on the non-1RA investnents?
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A That was on everything that | had invested. |

received -- 2 percent would only go -- would go back to
Sterling and then -- but | would receive outside of the IRA 3
percent FPC. | was aware of the fact that there were sone

addi ti onal conpensation being paid to the people above and
said, if I"'mgoing to put in that kind of noney |I want --
this is what | want as far as return.

Q Who did you have that conversation wth?

A M. Boone. And it was ny understandi ng that he got the
approval from Ben Cook.

Q Based on the information that you received from Denne
and from ot her defendants, what was your understanding of the
source of the funds that were receiving as returns?

A My understandi ng of the source of the funds was through
the purchase of the -- the $25,000,000 CD's and the return on
that nmoney, on the 25,000,000. | was al so aware of the fact
that there was trading that was going on and additiona
revenues were being generated fromthat. And it was ny
belief that that was the excess noney that was being paid to
peopl e who were bringing investors in.

Q Did you receive nonthly statenents on your investnents

from Dennel ?

A | received at one point a breakdown of a projection of
everything th