1677 Dougal Ct

Great Fafls, VA 22066
Phone: (703) 757-7673
Cell:  {703)217-4091

February 27, 2007
VIA TELECOPY {(212) 343-0562

David Cooper, Esqg.
401 Broadway Avenue
Suite 2508

New York, NY 10013

Re:  US v. Martin Armstrong — Failure 1o Produce Critical Tnformation and
Recerver's Work Paper Conflicts

Dear Mr. Cooper:

I am writing you to cutline our preliminary findings after review of the Receiver's
work papers that were produced to us approximately one month ago. [ also want to express
my disgust at the fact that, after six years of working on this case, we have yet 1o recetve the
discovery for which we have made repeated requests, and for which there hag been virtually
no substantive response. ‘

First, with regard to the Receiver's work papers, aithough we have yet 1o perform a
full examination, and although we still have not received a full set of wark PapLTS, Our
preliminary conclusion is that (1) the Receiver's work papers comiradict the Government's
allegations of losses in the indictment, and (2) the Receiver's work papers are not
theoretically sound in their calculation of losses. Of ever more concern is the wide disparity
in allegations and calculations of "trading losses” in various versions of the Indictment and
the Receiver's analysis. More specifically,

¢ By simply adding the trading losses for all of the various accounts and comparing the
totals to the allegations in the Indictment, we find that the Receiver's current
calculation of Josses for the period from November of 1997 through August of 1999 is
approximately $171 million. This compares with $267 million in “trading losses" for
the same period as alleged in paragraphs 26 and 33 of the Superseding Indictment.

* Notably, i the original Indictment in this case, in paragraph 6, the Government
claimed that the “trading losses" for the same period was approximately $368 million.

e Not surprisingly, in attachments A and B to this memorandum, we see that the
Receiver was having some difficulty in calculating the losses in even one individual
account. Attachment A which was earlier produced to FCL, shows that the receiver
calculated the trading losses for the Fixed Yen account 32011 for the pericd from
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November of 1997 through August of 1999 at $295 millkion (print date Sept. §, 1599).
Now, as shown in Exhibit B, the Receiver apparently has recalculated and found that
(print date Jamuary 3, 2007) the account had net trading gains of approximately $1 8
million. _ '

* Since the obligations on the Princston Notes were Yea denominated, the ultimate
determination of whether the investor accounts were winning or loosing is dependent

» In attempting to tie the Receiver's work papers back to the Republic Bank of NY
trading account statements, although we have yet to perform a thorough review, we
bave noted that the Receiver has not consistently incorporated trading information
into their analyses.

® Separately, from a "big picture"” perspective, even though we have not been presented
the Receiver's work papers for calculations relating to the pre-1597 periods (periods
for which the Superseding Indietment claims Mr. Amstrong lost 3233 million [$550

Bank of NY calculated Princeton's net gain as of February 20, 1998 at $14 million. In
a separate Republic Bank of NY e-mail of March 4, 1998, Republic Bank of NY
again confirms that the cumulative Ligridating value for all Princeton positions was
approximately $14 milion. Thus, in contrast to the Govemnment's allegations of loss,

.the e-mails from Republic Bank of NY show that Mr. Armstrong's trading record
reflected gains as late as February of 1998.

* Our Limited review of the accounts in question has always caused us heartbumn as the
number of trades, cancelled trades and other information about Republic Bank of
NY's internal controls —or lack thereof — as well as findings in other ancillary
proceedings suggest that Republic or its agents were defrauding the Princeton
accounts.

I now think I understand why — after six years of working on this case — none of our
roduction requests bave been answered. The Government clearly cannot establish the

financial allegations in their Indictments.

FCL's requests for documents necessary for an appropriate analysis of the data in this
case go back to April through June of 2001, Attached as Exhibit E are pages 2 and 3 of a
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June 2, 2001 memorandum to Martin Siegel, Esq., then the lead counsel for Mr. Armstrong’s
defense, indicating the documents that FCL determined to be required for Mr. Armstrong’s
defense. Jt is my understanding that subpoenas have been served for substantially everything
that was demanded nearly six year ago. It is also my understanding that supplemental
subpoenas and requests have also been served and/or made for information obtained in other
ancillary proceedings in the intervening six years. Asidé from the partial piece of the
Receiver's work papers obtained lest month, virtually none of the subpoenas or requests have
been answered or enforced by the Court. FCL has consequently been in a "holding pattern”
of six years on this case, waiting for the forthcoming documents and information, while M,
Armstrong has been incarcerated without trial. :

As for our plans going forward, I will keep you apprised of further/findings with
respeet to the documents produced by the Receiver. 1t would be helpful and save the
government fees if we could have the full set of work papers. And it would also be helpful if
we could obtain them in electronic format. After all, it was ultimately the corpus of the
Receivership that was billed for the compilation work and the assistance in crafiing the
indictment. One would think that we would have obtained access to the work DEDETS years

ago.
Conclusion

There are at least three major implications from thess fndings. First, we need 1o
recsive documents that we have been requesting for the last six years becsuse not only the
Government's allegations of fraud, but aiso its computations, appear to be flawed. Second,
whereas the Government has been alleging significant trading losses attributable to Mr.

" Armstrong, cther documents suggest that at least #s of February of 1998, the relevant
Princeton accounts reflected gains. Third, based on the documents provided fo us by the

Government, it is questionable why Mr. Armstrong would have pied to a crime that may not
have occurred.

Please call if you have any questions or comments regarding tins letter. It is best to
reach me on miy ccll phone at (703) 217-4091. .
Sincerely yours,
s

Michael M, Mulligan
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Subjeci: Marty Armatong

Ve hava fed numercus discussions on KYC conceming Marty Arm=trang snd Princiten Ecanomizs. Ia
orderio

resolve some of the oren poinis, Madin Hovancs, the RNYSC Camgliancs Officer, and rnym« cacada
telaphone call

o Marty Asmstrong on Fabruany 37, | Intreduced Hovance to Amvgtreng and explained Hat we were
undemany

Qur annuat audit ty KPMG and fiat RNY ST needad D addmss KYC adhareres .. [ ndicatad fiat KPUG
has raquested :
KT information on the vanous Frincatcn accounis

Ammnstrong was pleasant and cocperative. The key points he covared warm:
- a=ch accourt set up reflack orw lendar and hem is ane Sctount for each rsunch of debt provided.
- 2R of the lendars are Majee msttuficas, tey ara of forelon and e ars no rawd or high net wort
individuats .
- here are no debinotes under 6 months; most e ix3wed for 5 years, a coupla for 10 yesrs and atl are
for 2 fooed ata
. - ths avarage inlerest paid wes a 18 point gremiem
- thars 1= no aquity paricpation or aquily “tokers® to the lendars {La fired nterast only)
- & bading & proprietary anc condrotled by Princston
- 2l bond/hole haiters are Toe lenders
- bond hoidam have 3 guarsntesd yen rslum. Princetoa Ly rwvests e procseds in FNMAS (ar cther US
gavermant
securizes) and hedges the aorency rfsk per Princston's visnw of the YenwDallar oubeok
+ Princaton guarsnizes ha princpal 2nd Imerest © 1ne lanc=r
- the: Yen depcsit rela n Japsa X around 1% indsy
- thiz is basically the ssmae acgrozch &5 thel500 m#fon Later of CradR deal Princston haa besn
discussing with RNE
excap (hat era the Princaion gqueranty replacss e Lattar of Cracit
- ¥ there were s Laitsr of Cred® grarantyiag Ma acts the rats woadd he cut 56 o 100 basis pains

ARer consideration of thess mECHN2ss wa reailzad et hars wars tec Bieas wiich needed 1o be Clarifled.
Ons was tha

mizrest raie. A 15 hasis polnt pracnium ssemed mail  Tha Clter wes o wiidersiand axacty which srishy
was tho dei? Issudr and which enlity issuas ths quarznly. |f e guarantor was Princaton Economics
International L3d (PEL, does Armeirong grovide any Snancil dats [ give comfon © the lendars,

On Februacy 23rd, MwﬁnHmmandimammﬁ!vammﬂhvupqmm
- Wa diacizaad e infecestretes. Amstong  s3id the interest Gin was 3 smad premban ovar the

UECR s
- Anmsbong confimmed that there Ix 2 special purposa vahichs for 2ach note and thal the guarsmior Is
Princaton Scanomics _
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intematona L. PEN
2 -we diecussed thal hene wers quresiions (aised 2< to wheather inancisls on PE! were provided to

potentiaf lendars or

whal mad= them comiisfiabia. Annstrong sait No finencisls wee povided. VWi probed whethar
Armatrong hed

francias and whather he would provide tham & us. Armstrong was very ermphialic and insistad that he

dit not and
would not disciore fnancats.

e still were uncigar 25 (o haw the interest worked and 5l had concerns about why levestors wouid buy

these bonds
wilhow receiving financia irfarmation.

On February 25 1 had & further convarsation with Ameong. | expiained thet | needed to Clarify my
uncerstanding of the intorest rates paid on the Yen deromeezisd notea. { 2i50 explaned ouwr diftculy in
undemmeadng why nstitutions woukd deat wikh m without some Enancials 0 back up the gusrasty,

Armnstrong confirned that interest o the Ssbt is becad on the JapIness Yan interbank rale. The
nterbank rte 12 & pramium of 50 lo 100 points ova! whe rsies & locslly avedable on Japaneas Trezsury
paper and gther forms of Yen deposits, Armstrong pays & premium of say 15-25 basis points over tha yen
nterbank rate {which is 75-125 bazis pomnts guer Jtampe

yen mies) 2nd then convers the yan to LIS doliers and Frvests in US mmmmisayﬁumg_

Hiz spread & on averagae 550 basis ponts. He than decides the cumrency hedge and he receives any
cumency gain oriozs. Ha poinfed out that the muney ha wd be rstuming o lenders at the and af #arch

cama O him when Bie Yen conversion -
rate was 117 or 11B and the cumpat rats & 127 or 128. (henca. & gain of 10 yen per dofx).

Armgiong also noted that ax afhh bonds are aﬂ,"prm'sd by tha Jspeaese Minisky of Firance (ROF). (This
is 8 reguiremaent
on & bonds sckl i Japan)

On the bp:afcisdeszng Pﬂnasansne:mmﬁewsmw H:szd«mymhcdeafsw in
JEgFan Knaws

Princeton. Princeton has been it Japan over 12 years. Ammsiron] said duting Brs Sme most US broler
deaiers have sarted ug and clogss dawn and lefl & bad pression o7 Japenese msbhaions, et he
remaned,

He sg2in sald he doss not provics lenders any fioencsls. Whea | ied ©© pud & Bavor and pst somathing

frem M s stfl == s

He s3id we XDow he own: Cresveis, a ioker dedisr, and he said & was "pudlic imowledpe™ that hera
was 540 mison in ceoimt in the Japeness Cresveis entdly snd that theve was §10 mionin ths US
Crasvale sntly. (We subsequaidly recaived an sudiad staiement ae of 42857 on Clasvale US
confirwing his). Hs said he bad bought e Japansse Crasvsle enkly and kwested Gpial at the request
of the-Japaness MOF. Since both the Japanese and US Crervals enties are wholly cwned Oy the
guerantor, Pl Armatrony suggested that Bys information supgants the pemeived credit warthinecs of PEL
a3 8 QUELRPADT.

. Armspong ftee stated that one of the re=sons hs dezls with Repubic is that he doas not view
Reagublic a5 3 potential compatiloc. In the pest he hes dsak thrugh people e Poine Wabbar &
Prudentisi and they sludiad what he

was doing and Toung qut who His cients were and they Ben approached Tis chents directly with similar
popossis. :

COn Februasy 26th | cantacied Cracvsle Intamatons! (US) LLC, e US anity Armatrong referred 1© 306
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spoke with Jlos

2 Rardazrzo {a former ammpicyea of RNYSC) 3nd asked about ihe sTychora of cwnesship. Laterin thadasy
an omanizstona Ghert refl the struciure of gwnarship refleciting PEI's 100% cwnershio. Mardy

Howvence |a attompting
mgetDun d Sradeireet raponts on i of thesa entities and | have ranuasted credil nformation from our

locat Ropubic officss
m Heng Kong and Jepet.

\Ata aisa did an analy=a of Princ=ion's secufities positony and cutsGnding margin reguirements atl

quarter ands in
1957 and on Feoruary 20, 1988, Cuistanding sac—des gasitons averaged 5547 mion ($570 million as

of 2/20/98L
Tho average magin requiremat {typic=lly 4% of nat miznding fulures positions) was $16.7 mifion

{5132 milfion a5

of 272088} Alsc, the sversga Squedtng value of the futuras posions shows = set gain of $13.4 mdiion
for these poinds in fme. with 3 high polnt of $38.1 mifon gain, a kew paitof {-42.7) miion iosa, and 3
net gain of $14.0 miftion as of 2720/98.
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