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REPORT OF TEMPORARY RECEIVER’S ACTIVITIES
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This report covers the activities of the Receiver? since the inception of the receivership. This is

the first Report to the Court on the progress of the receivership. It does not constitute an

audit of financial condition and is intended only to provide information for use by the Court

in assessing progress of the receivership.
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Premises & Control
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On December 17, 2007, the Receiver took control of the business premises located at 6 Hutton
Centre, Suite 1400, Santa Ana, CA. The receivership defendant, Forex Liquidity, LLC (FXLQ)
rents the penthouse suite of a class A commercial building in an upscale business complex.
The suite is accessible by an elevator that services only the FXLQ business premises. The
elevator is only operational with use of a keypad code. The Receiver changed the code,
securing entrance to the suite.
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The Receiver suspended all operations and secured the computer software program utilized

for customer service.
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2 Reference to the Receiver in this report means the Receiver, the Receiver’s deputies, its staff,
and its counsel.
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Summary of the Receivership Defendant’s Business Operations, Practices, and the
Receiver’s Initial Conclusions
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From its initial review of the records and practices of FXLQ, the Receiver has initially
determined that the company was able to attract customers, and operate profitably.
However, the Receiver has also determined that FXLQ used incorrect and often untruthful
accounting records and supporting documents to inflate its assets, under-report its liabilities,

and present a fraudulently calculated capital position to its regulators and to its customers.
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Consequently, when the Receiver removed or reversed the incorrect and untruthful
accounting entries, and in spite of FXLQ holding $25.8 million in cash, the Receiver has
concluded that FXLQ did not meet the minimum capital level of $1.0 million required by its
primary and secondary regulators.
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Before considering the minimum capital requirement, FXLQ had a capital deficit of about $4.3
million, which resulted an undercapitalization for regulatory purposes of about $5.3 million
at December 14, 2007.
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Business Operations
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Documentation obtained at the receivership defendant’s office shows that FXLQ, a California
Limited Liability Company, is owned by Robert Gray (95%) and his sister, Iris Sharnik (5%).
The entity was formed September 26, 2005. FXLQ commenced its foreign exchange operation
on February 2, 2006 when it became a Futures Commission Merchant registered with the
Commodity Futures Trading Commission (CFTC) and a Forex Dealer Member of the
National Futures Association (NFA). FXLQ was primarily engaged in soliciting and
accepting customers’ funds for the purpose of acting as counterparty under Client
Agreements, or offering to act as the counterparty to foreign currency transactions.
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FXLQ operated with or through at least four domestic affiliates or subsidiaries, a joint venture
owned by companies in the British Virgin Islands which marketed foreign exchange services
to Chinese consumers, and at least three other corporations formed and operating in China.
The Receiver understands that it is typical for in excess of 90% of retail consumers
participating in the foreign exchange market to lose money. From its position as the
counterparty, and usually supported by certain hedging practices, companies such as FXLQ
usually record gains when the consumers experience losses.
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FXLQ’s records showed that as of December 19, 2007, it had approximately 3,057 closed retail
customer accounts (accounts with zero or negative balances) and 3,876 retail customer
accounts with outstanding account balances totaling approximately $14.4 million.
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FXLQ was also the clearing dealer for three initiating dealers that introduced trades to FXLQ,

which were completed for the customers of the initiating dealers. FXLQ carried three

omnibus accounts on its books representing the activities of customers” accounts that were

carried on the books of the three initiating dealers. According to certain records of FXLQ, the

amount owed to the three initiating dealers was $11.9 million. However, one of the dealers

claimed the amount due was at least $1.5 million more.
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Financial Results and Financial Condition
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The complaint filed by the Commodity Futures Trading Commission (CFTC) in this matter
described in detail the circumstances involving the National Future Association’s (NFA)
examination of FXLQ regarding an ABN AMRO Bank bond (the Alleged Bond) carried on
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FXLQ’s books as a current asset with a market value of $35 million and other cash assets of
FXLQ. As described in greater detail later, based on all of the information available to the
Receiver, the Receiver believes this Alleged Bond was the foundation of a sham transaction
intended to improperly and artificially inflate the assets of FXLQ.
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On February 27, 2007, Swiss Imperial Trust A.G., a company incorporated under the laws of
Switzerland, supposedly transferred the Alleged Bond to Malory Investments, LLC (Malory),
a U. S. Broker Dealer, which is apparently no longer operating. Malory ultimately was to
credit the Alleged Bond to the account of FXLQ. Since the Alleged Bond apparently never
existed, a legitimate financial instrument was never transferred to Malory to support the
accounting entries it created, first on behalf of Robert Gray, and then on behalf of FXLQ.
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Mallory (Malory ) prepared monthly statements detailing activities of the accounts of
FXLQ, including a reported, but actually fictitious, liquidation of the Alleged Bond by Swiss
Imperial Trust A.G. for $45.8 million. Consistent with the fictitious asset and its fictitious
activity, neither the accounting records prepared and provided by Malory to the Receiver nor

Malory’s bank account records obtained by the Receiver showed $45.8 million was received.
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The 2006 audited financial statements of FXLQ showed net income of $3,958,491. For the
period from January 1, 2007 to December 14, 2007, FXLQ's accounting records showed net
income of $24,361,125.54. However, in spite of its profits and holding $25.8 million in cash,
the Receiver has concluded that FXLQ did not meet the minimum capital level of $1.0 million
required by its primary and secondary regulators. The undercapitalized amount was evident
when the Receiver removed or reversed incorrect and untruthful accounting entries related to
the Alleged Bond.
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In addition to removing and correcting the fictitious assets created by the Alleged Bond, the
Receiver also determined there were substantial unrecorded liabilities. Beginning in April
2007 FXLQ began transferring funds to Malory for further distribution under a $4.0 million
settlement agreement and capitalized the payment as “Funds at Counterparty, Malory
Investments.”
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When the payment was completed, FXLQ did not reverse the capitalized payment and record
a liability and a loss on its books. Consequently, during the period from April 25, 2007 to
December 14, 2007, FXLQ's books, Form 1-FR-FCM and the Weekly NFA Worksheets
presented to the NFA overstated the balances of both the asset account “Funds at
Counterparty, Malory Investments” and the capital account “Members Equity” by at least
$4.1 million, and understated the liabilities over the settlement-payment period
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Additional Discussion, Schedules, and Documentation
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The Receivership Defendant and Affiliates
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Documentation obtained at FXLQ's office identifies the following domestic companies:
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MultiBank FX, LLC, a California Limited Liability Company, was formed November 28, 2006
and owned 100% by Robert Gray.
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Multibank Corp, a Delaware Corporation, was formed September 13, 2006. Robert Gray
owns 1,000 shares and is a Director and Chairman of the Board. The Receiver did not locate
any documentation as to any other shareholders.
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Multi FX International, Inc., a Delaware Corporation, was formed October 12, 2006. Robert
Gray owns 1,000 shares of common stock and is a Director and Chairman of the Board. The
Receiver did not locate any documentation as to any other shareholders.
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Multi Forex Asia, Inc., a Delaware Corporation, was formed October 26, 2006. Robert Gray
owns 1,000 shares of common stock and is a Director and Chairman of the Board. The

Receiver did not locate any documentation as to any other shareholders.
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The Receiver did not locate corporate books or minutes on site and was told they are in the

possession of attorney Jeffrey A. Slott, Esq. of the Law Offices of Jeffrey A. Slott located in

Woodland Hills, CA. The Receiver requested copies from Mr. Slott.
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Business Operations

SRR

General

FXLQ commenced its foreign exchange operation on February 2, 2006 when it became a
Futures Commission Merchant registered with the CFTC and a Forex Dealer Member of the
NFA.
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FXLQ was primarily engaged in soliciting and accepting customers’ funds for the purpose of
acting as a counterparty under Client Agreements, or offering to act as the counterparty to
foreign currency transactions.
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Joint Ventures with Forex Asia International Corp.
Z Forex Asia International Corp. 2V 37?5/7

The Receiver has reviewed documents obtained at FXLQ's office showing that FXLQ was
promoted in the People’s Republic of China under the name of MultiBank FX Sl .
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The Receiver has reviewed a Multibank (Asia) and FX International Markets China Joint
Venture Development Agreement (the China Joint Venture Development Agreement) dated
February 22, 2006. The agreement shows that Robert Gray and Forex Asia International Corp.
(Forex Asia International), a British Virgin Islands (BVI) company, formed a joint venture
named FX International Markets, which was registered in the BVI. FX International Markets
is owned equally by the two entities. FXLQ and Forex Asia International also formed a joint
venture named Multibank (Asia), also known as MultiBank FX Asia, which is owned equally
by the two entities. Forex International Markets and MultiBank FX Asia ultimately joined
together under the China Joint Venture Development Agreement in order to penetrate the
China foreign exchange market.
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The China Joint Venture Development Agreement was subsequently amended on October 11,
2006, pursuant to which MultiBank FX International, a Delaware company, was formed and
owned equally by FXLQ and Forex Asia International to primarily promote FXLQ in Asia and
the Middle East. The amended agreement required FXLQ to open an account at a bank in
Hong Kong with Robert Gray as the signatory. The Receiver has requested details on this
bank account from Mr. Gray’s attorney.
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In summary, Forex Asia International and its subsidiaries in China introduced customers
through MultiBank FX International to deposit and trade funds with FXLQ. The president of
Forex Asia International informed the Receiver that Forex Asia International and its
subsidiaries had two offices in Beijing and one office in Shenzhen, Canton Province with a
workforce of approximately 160 people who engaged primarily in soliciting and serving
customers for FXLQ.
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FXLQ’s books showed it paid $2,857,000 to “Forex Asia” between April 13, 2006 and
November 23, 2007. $2,063,000 was recorded as business development expense, $600,000 as a
loan receivable, a current asset account, $120,000 as rebate expense, $42,000 as software
licensing expense, and $32,000 as marketing and promotion expense.
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Forex Asia International has represented to the Receiver that these payments, except for the
$600,000 loan, reflect monies paid from the gross profit of MultiBank FX International
primarily to cover the operating expenses of MultiBank FX International being managed by
Forex Asia International in offices in China, which had an overhead of approximately
$250,000 per month.
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Forex Asia International has further represented that the $600,000 payment was not a loan,
rather it was a belated payment of a portion of the net operating profits under the Joint
Venture. The Receiver has not located any separate accounting records for the Joint Venture.
The Receiver requested accounting records for the Joint Venture from Forex Asia
International but no accountings have been turned over.
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FXLQ did not list the $600,000 loan receivable amount on its Weekly NFA Worksheet as of
December 14, 2007.
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Forex Asia International has claimed it is owed its 50% share of prior earned and unpaid
profits, or $1,516,950.30, resulting from China customers’ trading losses at FXLQ. FXLQ
carried a $313,185.83 accrued commission expense payable to Forex Asia International on its
books as of December 14, 2007 but did not list any accrued expenses on its Weekly NFA
Worksheet as of December 14, 2007. The CFTC’s instructions for completing Form 1-FR-FCM
are as follows: “Line 27.A. - Accounts payable and accrued expenses, that “Report all
accounts payable, accrued expenses, and other such liability items not classified elsewhere.”
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The Receiver believes that a contingent liability in favor of Forex Asia International of
$1,516,950.30 should have been listed on the Weekly NFA Worksheet as of December 14, 2007.
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Retail Customers

T

FXLQ's records showed that as of December 19, 2007, FXLQ had approximately 3,057 closed
retail customer accounts (accounts with zero or negative balances) and 3,876 retail customer
accounts with outstanding account balances totaling approximately $14.4 million comprised
primarily of margin deposits plus/minus transaction gains/losses, of which approximately
$4.8 million was owed to approximately 2,902 customers in China.

FURFXLQ 2 ~ 0 0 = A o [FOfggT. » 5.2 ST 3,057 i Skl o * 47
=1 (REESELHY PIl) L 3,876 1 {7 Fpufi » 4 Iﬂt«* o SRR SRR LS R
PRI B 0 2 RIE RN () R ) B ARG B A
]}iﬁ 7 TPl B 2,902 B K

Of the 3,876 outstanding retail customer accounts, approximately 357 accounts had open
positions, i.e. unsettled foreign currency buy and sell orders. If all open positions had been
marked to market on December 19, 2007 for purposes of determining profit or loss on
currency positions in retail customer trading accounts, adjustments totaling approximately
$763,000 would have been made to decrease customer funds owed to adjust those contracts to
current values.
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In summary, if all positions had been settled, FXLQ would have owed approximately $13.6
million to approximately 3,876 retail customers as of December 19, 2007, of which
approximately $4.4 million was owed to approximately 2,902 customers in China.
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The Receiver was authorized by this Court to liquidate any and all customer open trading
positions. On January 11, 2008, the Receiver liquidated all customer open trading positions
which resulted in a payable to 3,876 retail customers totaling $13,466,652.34, of which
$4,368,795.21 is payable to 2,902 customers in China.
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Institutional Customers

AT

FXLQ was the clearing dealer for three initiating dealers and carried three omnibus
(institutional) accounts on its books representing the activities of customers” accounts that
were carried on the books of the three dealers introducing the trade. The funds owed to the
three institutional customers according to FXLQ's Weekly NFA Worksheet as of December
14, 2007 are as follows:
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Interbank FX $9,167,499.80
Hamilton Williams LLC 2,209,752.44
Solid Gold Financial Services Inc. 500,000.00

$11,877,252.24

On December 21, 2007, Interbank FX informed the Receiver that the funds currently due from
FXLQ to Interbank FX is $10,752,204.39, which is $1,584,704.59 higher than the $9,167,499.80
amount shown on both the December 4, 2007 statement of Interbank FX’s account prepared
by FXLQ and the FXLQ's Weekly NFA Worksheet as of December 14, 2007. The
$10,752,204.39 amount is also $2,467,533.05 higher than the $8,284,671.34 total liabilities to
Interbank FX carried on FXLQ’s books as of December 14, 2007.

Z00+&#F4Z kA~ Fl> Interbank FX + IIDYH% Fl ' EXLQ A 5 ll: ) @%QAE
10,752,204.39 7 » =7 0 QO+ F- = F|p4f! FXLQ F’?@[‘Eﬁu Interbank FX =+ 135 f=H1I"]

_El
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FEXLQ#=Z00-&FH Z 5[4 “‘E']EIJNFAﬁ:U* (= Vaf¥y HAYS & 9,167,499.80 71 - F.I %‘\f
[N

1,584,704.59 7, [EF=V Yt >

 Interbank FX HHl{ 93 & 10,752,204.39 7 1+ FXLQ ﬂbF | !

= = FA P9 Interbank FX AURfELE] II?‘?Q%E' 8,284,671.34 % ﬁ@' H'12,467,533.05 3

A summary of activities and comparison of the above amounts follows:

'E]T[ l—*&g’ﬁ I/VEII B#ﬁ{/[lj\ :

Beginning balance, January 1, 2007
200~ E= UV RGeS

Payments by Interbank FX (IBFX) to FXLQ
Interbank FX (IBFX) ¥ FXLQ

Foreign exchange losses of IBFX, recorded as income by FXLQ

IBEX 9t & pdftf » EXLQ [T s

Swap credit recorded by both IBFX and FXLQ
IBEX = FXLQ #7 Fsfl {571 it

Net balance, recorded by FXLQ as payable to IBEX
FXLQ 5~V IBEX V565

Swap credit not on FXLQ's books but shown on the
account statements sent by FXLQ to IBFX

EXLQ # {?%‘ JRFXLQ =% IBFX V=M 1Ef=H

BEaE RS

Rebates of IBFX, recorded by FXLQ as accrued expense
IBEX V[t FXLQ s 137

Rebates of IBFX between December 1 and December 4, 2007
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Per FXLQ's

FYRFXLQ oV [RFEYE
Per Account
Records of Statements
IBFX Books to IBFX
FYRIBFX  FXLQ 3> IBFX
Vg =] [[]i?ft'lfa%ﬂ[};??f

$ 1,640,744 $1,640,744 $ 1,640,744

89,000,000 89,000,000 89,000,000
(88,193,892) (88,193,892) (88,193,892)
4,437,832 4,437,832 4,437,832
6,884,684 _ 6,884,684 _ 6,884,684
2,282,816 - 2,282,816
1,399,987 _ 1,399,987 -




unrecorded by FXLQ

Z00EA D E- FI~PUFIBEX V[pH[T FXLQ%FE(%& 184,717 - -

Amount of withdrawal requested by IBFX on December 21,
2007

Z00-FA 2 F 2 A - PUIBEX ol & 4 $10,752,204

Total payables due to IBFX as shown on the books of FXLQ
as of December 14, 2007
FXLQ % 0 0 = A PAFISER]_Eiiei] TBEX e SE2BLE7L

Balance shown on the December 4, 2007 Omnibus and Multi

Contributor Balance Statement sent by FXLQ to IBFX
2007 Z F]p4EI FXLQ 2% IBFX l/*gcf"l‘;-ﬁpffF,r Sy niid
PR

(attached under Tab 1,/ ﬁ%‘ifj%‘?k* BFFF) $ 9,167,500

In a letter dated January 23, 2008, Mr. Gray’s attorney informed the Receiver that FXLQ did
not dispute the $1,584,704 rebates (sum of $1,399,987 and $184,717 listed above) claimed by
Interbank FX but rejected Interbank FX ‘s swap credit claims totaling $6,720,648 (sum of
$4,437,832 and $2,282,816 listed above); therefore, FXLQ believed that the actual amount it
owed to Interbank FX was $4,031,556 (the $10,752,204 claim amount minus the $6,720,648
rejected swap credits).

Gray 44 VA~ 00 o B A [EH If] Hliﬁfﬁf k5 EXLQ %f Interbank FX A
D 1,584,704 SO pufpiaflE (10 32 4/437,832 3 & 2,282,816 7 f ARt ) T
ERNAK F' F\Eﬁ Interbank FX ]F:F'J‘T\}szrf" VS & 6,720,648 7 pusiE (£ 35 & 4,437,832 7
TR & 2282816 7 f A5 5 RNIFFXLQ F?’ei LF 1o 1A * Interbank FX EI\J*M [P EsE EES
4,031,556 7 (J[] Interbank FX ”;h’?ﬁ;[/ 3. & 10,752,204 7 & B E] 2 A Zp J[ﬁﬁ'ﬁ\ AE

6,720,648 71 )

Interest rate swap charge or credit represents the price a customer is charged or credited

reflecting the difference in interest rates between the two currencies when the customer rolls
over an open buy or sell order overnight.

FUE T Y TP 2 USRI A 1 DR » 7 o B T -
(FS BEIR S Bt 7 T P D IR wﬁ G m i ﬁu =t

The January 23, 2008 letter stated that Interbank FX was not an Introducing Broker of FXLQ,
instead, Interbank FX and FXLQ each acted as an arm’s-length, independent couterparty at all
times; therefore, FXLQ had no direct relationships to Interbank FX’s customers and
consequently, it was the responsibility of Interbank FX, the entity that carried its own

customer accounts and funds, not FXLQ, to make payments for those interest rate swap
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charges in favor of Interbank FX’s customers arose in 2007.

T00rES T IR l‘J|ﬁHf Eil]‘?F[L[' Interbank FX ™ ZEFXLQ .V i /i % ELF{» {n ﬁjiﬁ‘
[1\5‘?]%_%%“5 PP OB R AR & 5 PRIF=FXLQ ™ Interbank EX [V -1 # ) 4

Fﬁéﬂ' NI S 0 0 5 Interbank FX 3 T LY FE 2 U A i e 1

FIIRFTE Y2 Y Interbank FX - [fZEFXLQ,

The January 23, 2008 letter also stated that the issue of the monthly swap charges was not
resolved between FXLQ and Interbank FX; and further stated “however, at no time did Gray
or FXLQ acquiesce in IBFX’s position on the swap interest charges, nor does it do so now.”
Z00rFE-FzH= Elgm’ﬁ[i% 7HJF’[L[' FXLQ == Interbank FX [/ [t FTJJF FlFd i ix
i R J]?“?EJ (R 380 > Gray .2 B5 FXLQ o4 AT TBX 7t AJok Ll
R RN E o

In response to the Receiver’s inquiry regarding swap interest charges, on February 1, 2008
Interbank FX emailed the Receiver and stated “They were agreed to by FXLQ by both Robert
Gray and their operations manager.”

= 007 # 7]~ ! Interbank FXI'J = ZATFIRIR 5 {7 € B0 B0 oo R IR
Interbank FX fi¢!! rs *ﬂ*‘%@ ﬂ%’ﬁ'_ i FXLQ. Gray 4 ') BUEREREE * [l

The Receiver received from Interbank FX an Interbank FX Rebate Schedule prepared by
FXLQ and an FXLQ boilerplate Authorized Introducing Broker Agreement.

FH " PIEE] Interbank EX R - 7T FXLQ B 51V Interbank FX [ 1} AT | R~
FXLQ {13 & By (7).

The agreement was signed by Interbank FX but not signed by FXLQ. Also, FXLQ's books
show that in addition to the undisputed accrued rebate expense of $1,399,987 at December 14,
2007 as shown in the table above, it made rebate payments to Interbank FX totaling
approximately $5.9 million and $25.9 million in 2006 and 2007, respectively. These payments
seem to contradict Mr. Gray’s representation that Interbank FX was not an Introducing
Broker of FXLQ.

P::M[U/T b phiAtt £55% | Interbank FX i Jﬁf“ (N FXLQ &7 @5, BRi=l 9t > A FXLQ [y
JRPIHRL B AT S 0 0= 5§ < P PFIE MR 180 8 1399987 75
FXLQ #1575 H[J Z004F=Z 00 F L[] Interbank FX 3 & = F i f VAR S ]
- f L (U 072 Gray 4 S0 Interbank FX 7 ZEFXLQ I fi/i & ELF@ IBEMES

J )—"

i

-

As to the issue of swap interest, the Receiver noticed that, in addition to the above-mentioned
swap credit amounts included in either FXLQ's books or statements of Interbank FX's
account, interest rate swap was also charged or credited to retail customers against whom
FXLQ acted as a counterparty. In addition, an attorney representing Hamilton Williams LLC,
another institutional customer of FXLQ discussed below, informed the Receiver on January
30, 2008 that the net effect of swap interest/ premiums and credits was taken into account in

calculating the current funds owed Hamilton Williams LLC by FXLQ. Consequently, Mr.
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Gray’s representation that Interbank FX and FXLQ each acted as an independent
counterparty at all times and therefore FXLQ was not responsible for the interest rate swap in
favor of Interbank FX’s customers, is subject to dispute.

PR B g RS DR R e S g T FXLQVREF o s
FHE Interbank FX pYi=FSEfIRET N - D00 FXLQ F'ﬁ%[:[’? EARISER M AU S T
FRATIFR SR A e Bapug R ] BRIV 9 Pl F N ?"F’*i’ﬁ“ﬁﬂﬁ'ﬂ FXLQ Vi * &+
Hamilton Williams LLC » H fR& G- 0 0 /" F— %] iﬂi}% (4 Mo FlEFE A
&o ]’FE B I EE T FXLQ A~ Hamilton Wllhams LLC f Jﬁu]aﬁ &1, Wi Gray
45 P Interbank FX A1 FXLQ ﬁFI’S‘F‘ FIERRTE RIS & o I FXLQ PHIFS5fE | FIAT
Interbank FX & FIfuF|F 1 g e Efj ] PR BE

The CFTC’s instructions for completing Form 1-FR-FCM regarding accounts payable and
accrued expenses also state that “Accruals should be made for contingent liabilities when
occurrence of a loss is probable, and the amount can be reasonably estimated, including
liabilities resulting from guarantees. In some circumstances GAAP require the fair value of a
financial guarantee to be recognized even when the occurrence of a loss is not probable.” &%
HhCHE * 1-FR-FCM ?wfﬁf‘é 475 e RE= R YR pveeR] » CFTC ElfJﬁﬁﬁEijFH' S (st TV £
SATRLEL i CRBHBE » RS AT P T U R » sod P
(A~ ) i iy, R - B EAR R - N £
FO AR - RSP =T B .

Based on the above, the Receiver believes that even though the issue of swap interest has not
been settled between FXLQ and Interbank FX, total liabilities of $10,752,204.39 to Interbank
FX should have been reported on FXLQ's Weekly NFA Worksheet as of December 14, 2007, of
which $9,167,499.80 as funds owed to the omnibus account holder and $1,584,704.59 as
accrued rebate expense. Both parties have made some strong arguments to the Receiver
about the issue of swap interest, however, this issue may need to be mediated before it will be
finally settled between the parties. This does not change the Receiver’s opinion that the
$6,720,648 contingent liability should have been reported on the Weekly NFA Worksheet.
P s > At ﬁ'[’ﬁ FXLQ = Interbank FX [V [&]puA (= g i > A[Ifl iy 4 A& H [
i > FXLQA ™ Interbank FX [V g1 {fi £ #510,752,204.39 X 70 » /> it FXLQ &=~ 0 0
B 2 PO NFA [l o 2 109,167,499.80 S KA R AR R
7> ] 1,584,704.59 S AU [PHTASE [ SRRy 2 IS e o S i E Ao
SR TEEE ﬁ$#w“$%%%T“%$ﬁ&W%% OD SR s 4 T
£ NFA ﬁfuﬁﬁii&?&%@ PRITISCE 6,720,648 7 ' fi= F1fL Y Hid.

Hamilton Williams LLC (Hamilton) has informed the Receiver that the $2,209,752.44 amount
represents the balance of the omnibus account at December 4, 2007, the balance at December
5, 2007 was reduced to $1,974,255.68, and rebates totaling $257,854.80 was due from FXLQ to
Hamilton as of December 5, 2007. FXLQ's books show that it paid rebates/commissions of
approximately $582,000 and $2,801,000 to Hamilton in 2006 and 2007, respectively.

Hamilton Williams LLC ( ™~ 7% Hamilton ) ﬁﬁf (% BF’EIT ~52209,75244 5 AT 00

4 Z P '%f,[{jﬁ%ﬂf[ pUAFER - 0 0 & A ] FIpYAHEeRTE DR 1,974,255.68 S leneF?i
7 257,854.80 F 7y E FEI[RLE =T 0 O~ F A T F] T pTEL - FXLQAi * Hamilton fifpH!
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Ho FXLQI=M R e i He= 0 0+ #2220 0 # 4[5 Hamilton [p[1 /1]
582,000 3 7+ I') 2,801,000 7 7

Therefore, the Receiver believes that total liabilities of $2,232,110.48 to Hamilton should have

been reported on FXLQ's Weekly NFA Worksheet as of December 14, 2007, of which

$1,974,255.68 as funds owed to the omnibus account holder and $257,854.80 as accrued rebate

expense.

[NIF‘A s h }%‘Fﬂ“ ~ PFE']"% FXLQ %f Hamilton 37 5 & 2,232,110.48 7 Vgl [’?ﬁ » R P EXLQ &
T00+-Fqz F I [“I pJNFAﬁfUﬂﬁiﬁI& > E1[11,974,255.68 S 7 ByAh ~ 5k ‘i 21

i+ Jf.t * [ 257,854.80 S 7 hLER [HH1HYH ],

Solid Gold Financial Services Inc. (Solid Gold) made a $500,000 deposit with FXLQ on
October 13, 2006 intended for hedging purposes, however, no trades were ever executed.
Solid Gold Financial Services Inc. (7% Solid Gold ) FUr-iaf 1py - = 0 0+ FHEH=
P FXLQ B 3£ & 500,000 7 » 3R e 3E =5l (7 0 bb.

Accounts Maintained at Counterparties

RS BT

FXLQ maintained accounts at certain counterparties to hedge against or to speculate on
foreign exchange price fluctuations. The funds due from such counterparties according to
FXLQ’s Weekly NFA Worksheet as of December 14, 2007 are as follows:
an&aﬁﬁ@w%kﬁﬁv~ﬁﬁﬂ’r@%%@#@@Wﬁ%ww“ﬁm% U
FXLQ#&=Z 00~ &A1 Z F[A PM[LEL D NFA ﬁ‘ﬂv“ﬂ% ’ ~1’:F[ g IE) S A Y EXLQ oy
2y

Malory Investments, LLC $7,127,469.12
Solid Gold 2,051,074.33
HotSpot FXR (™ 7 HotSpot) 125,389.18
OANDA Corporation (7 OANDA) 111,988.22
ADM Derivatives Inc. (™7 ADM) 98,509.52
FIMAT International Banque SA (™ # UK) 2,611.84

_$9,517,042.21

As discussed in detail below, the Receiver believes that the $7,127,469.12 balance at Malory

Investments, LLC did not exist.
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fzf‘ﬁlﬁ 35 [JEF PN [‘?“iﬁd A ET ~ ﬁ'[ﬁ’é fF['JJ‘" Malory Investments, LLC fiU5#iés 7,127,469.12 S 7+
SES R

OANDA confirmed a $112,051.90 balance to the Receiver, which is $63.68 higher than the

$111,988.22 balance recorded by FXLQ.

OANDA =l ‘!{:}%’ Fh k?feg'diﬁ 112,051.90 fosd#6s -
%L1 63, 68

(& FEE FXLQ F iy 8419 111,988.22 3

_-Ellﬂ

Solid Gold, HotSpot and ADM have confirmed the above-listed balances with the Receiver.
Solid Gold. HotSpot=* ADM =I[ji| + 4 " | E§J F3 i & 4

FIMAT International Banque SA (UK branch) is located in London and the Receiver was
unable to confirm the account balance; however, the account balance is immaterial and close

to that shown on the account statement.

FIMAT International Banque SA (UK ;3% ) "“L'jf’\ 3? EE= A w MEE EI?J FXLQ V[I=F 15

S AR R R R S 4 T ”*fw R SR 2 .

On December 19, 2007 Solid Gold offered to turn over the net funds of $1,551,074 owed to
FXLQ. On December 24, 2007 Solid Gold wire transferred $500,000 to the Receiver. Solid
Gold’s attorney informed the Receiver that the balance of the funds owed to FXLQ was held
by their counterparty in Macau.

004 Z A Jef! > Solid Gold = i1 F24EiAf » FXLQ fuisiey£ 1,551,074 37+, ~ 0
0= =4 = K= A p4Et > Solid Gold [ 4 4 (i M3 & 500,000 7 , Solid Gold pa[’i@ﬁﬁﬁﬂfl
AR S  H FXLQ VAhERE R S RO 2 RO R AT *

The Receiver had several communications with Solid Gold’s attorney regarding the funds
owed to FXLQ. To date, the balance of those funds has not been turned over to the Receiver.
#4342 Solid Gold I F A BHIf] » (T5FSIH 2 I FXLQ 2485 S . B4
[ Solid Gold l"f/f\}[ﬁ’ FXLQ # PF'I N G Iy e e (4 o
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Cash in Banks
BTV FE

FXLQ’s Weekly NFA Worksheet as of December 14, 2007 shows total cash in banks of
$25,816,782.39. The Receiver confirmed all bank account balances, which totaled
$25,840,056.29.

FXLQ = 0 0~ = £ P4F 1 NFA fil - » 517 & [0 U ol & 115 8
25,816,782.39 7, A E Y "ﬁ’ §J G | SR IRE TR o ARER S EE L2 25,840,056.29

b

Operating Results and Payments to Robert Gray
FRES #5322 [if Robert Gray fIg44/

The 2006 audited financial statements of FXLQ showed net income of $3,958,491 and total
earnings distributions of $1,540,000 to the member. According to FXLQ's books, $1,540,000
was paid to FX ARB in 2006, of which $1,395,000 was originally recorded as commissions,
$141,000 was recorded as order-flow rebates, and $4,000 was recorded as computer software.
According to public records, FX ARB Corp. is a Nevada corporation with Robert Gray listed
as President and Director. The Receiver has requested copies FX ARB bank statements from
Mr. Gray’s attorney

FXLQ =~ 0 0+ =58 F" }ﬁﬁﬂ}, FUR SRR FEZ,, i [ ETEs 3,958,491 v > I Miﬂﬁ
Fl €1 FIVARLD ) f’%’{éf\t“j £ 1,540,000 7, [AECFXLQ pYfi=f I?Z,R }[Jii/f“ 00+=F3 [ FX
ARB Z_ & 1,540,000 7+ » £F[11,395,000 = ﬁﬁﬁ'g%ﬁ P& . 141,000 S 7 ER AR ST i JEEIRE
H'%. 4,000 3 7 £l ¥’§E}ﬁj’ﬁ“*§' U iR » FXARB Corp 5~ 577 2 ] ° f[J » Robert
Gray £j I?i BNIN VAR, A ET k “[ﬁ% Gray -4 1V HHH FX ARB L= SfIRH15Y,
*.

FXLQ's books showed net income of $24,361,125.54 for the period from January 1, 2007 to
December 14, 2007. The books also showed that during this period, $342,000 was paid to FX
ARB, of which $207,000 was recorded as software expense and $135,000 was recorded as loan
to member; and $1,580,000 was paid to Robert Gray, of which $1,557,000 was recorded as
loans to member, $20,000 was recorded as business development expense, and $3,000 was
recorded as payroll expense.

FXLQ [P e RISIT il 0 0= &~ = [1] i 154 = F DR RS
24,361,125.54 7, [i=fevR P9t BEEA lﬁﬁkﬁf T Al 17" FX ARB & 342,000 7 »
£l [1207,000 F 7 fJ £ SR ET ﬁ'«?ﬂ‘a" JE 135,000 3t G rf& |ﬁ £ %J'H Y 7 Robert Gray 3 &
1,580,000 % 7 > Elf[11,557,000 57 fd o A rﬁ IPI 20,000 374 ERFO55AE HAYH ], 3,000 1 @
Frevit],

In total, FXLQ paid $3,462,000 to Robert Gray and his company, FX ARB, in 2006 and 2007.
As discussed below, the Receiver believes that FXLQ has made additional payments to
another one of Robert Gray’s companies, Pro. Fi. S.A., through Malory.

HZ 00+ F=ED 00 F > EXLQAEH Y (7" Robert Gray 2 Gray “ 2 fiu t f'J FX ARB % &
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3,462,000 7, — Y[t *F’?FQ ) i%ﬁﬁk A [’ﬁ FXLQ ,&I}ﬁ'} Malory » ¥ i+ §E94 AU ZFi F“‘F' Robert
Gray fupiJt— % £%% Pro. Fi. S.Afiu * fJ

Swiss Imperial Trust A.G., Malory Investments, LLC, Commonwealth Financial P.M.S.
Swiss Imperial Trust A.G., Malory Investments, LLCZ Commonwealth Financial P.M.S.

=% 2

The CFTC complaint in this matter described in detail the circumstances involving the NFA’s
examination of FXLQ regarding a current asset of a bond carried on FXLQ'’s books for a
market value of $35,000,000 and other cash assets of FXLQ. As described in detail in the
following paragraphs, based on all of the information available to the Receiver, the Receiver
believes this Alleged Bond was a sham transaction intended to artificially inflate the assets of
FXLQ.

CHC&¢1ﬁ%ﬁ@%H@A%%DQQﬁWfW@§§WW*gﬂﬁk f%SW@
£ ,’Lﬁflfé’@%ﬁémﬁg 'lfﬂrﬁl%%'l‘?j?ﬁdo ey R Rl R T“@%K BLUE

HRFHBIAL 5 R ph o PPVl fEEY = 2RI FXLQ J/ T}ﬁ: .

The $50 Million Loan in the Form of a Bank Bond Granted by Swiss Imperial Trust A.G. and
Recorded by FXLQ as an Asset

Fl1Swiss Imperial Trust A.G. BRI [J 55 BT X 2 Ifﬂ?}’ £r> FXLQ 75—?’%??,‘35

Swiss Imperial Trust A.G. (SITAG) is a company incorporated under the laws of Switzerland.
The Receiver has reviewed an Investment and Loan Agreement dated February 22, 2007
between SITAG and Robert Gray, pursuant to which the facility of $50 million was to be
granted by SITAG to Robert Gray in liquid assets in the form of negotiable Prime Bank Bonds
with a facility period of four years from the date of issue of the $50 million bond to be
assigned to Mr. Gray. As a loan arrangement fee, Mr. Gray was required to transfer to SITAG
1.5% of his shares in MultiBank FX International.
Swiss Imperial Trust A.G. ("M SITAG) £y~ %3 f{"ﬁ“ﬁ HERRY U EHL, A Y (0 * “'g‘
Fﬁﬁ];ﬁ}_ 00+==Z A= I SITAG= Robert Gray ”"?ﬁﬁﬂ =[5 %ﬁﬁ’ Fﬁ, ST T‘*@%&r?f
ﬁ?\%{“ FL » SITAG I'JHEHR ~ £)i K If XA IR A gl Iﬁgqx/fu >
f' ¢i Robert Gray [=Hijffreyik ﬁHF qr]?‘j o mrg F I}H [ﬁ?}?ﬁ &2 Gray Aok &R H U
=+ IS > Gray AL S EDRT ‘J 1 5% P MultiBank FX International ﬁ&@ﬂ,ﬁ?%’" SITAG [Efhi4
(I

FXLQ'’s in-house attorney informed the Receiver that “Robert Gray’s entrepreneurial vision”

was the collateral for the $50 million loan.

FXLQ oV HEEEH] 414 #5797 -+ " Robert Gray 9 S Bk | #5038 ERRUEOIEH .

On February 19, 2007, three days before the February 22, 2007 loan agreement, a $50 million
ABN AMRO Bank Bond ISIN NL0000456382, was assigned to Robert Gray’s personal account
at Malory. On March 14, 2007, the Alleged Bond was transferred to FXLQ's Investment
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Account maintained at Malory.

T00FEFEZ A T 00 F D A T e A [ﬁ ,1\ = :\ﬁj - Q,,ij
e pufe EELT ST 55 BRAE ISIN NL0000456382 » Iﬁj* = Robert Gray © Malory fii%. * =
Fiflte 20 0 F 2 A PAED > B TS Bz FXLQ's Investment Account 7 Malory Hr
R

For the transferred Alleged Bond, FXLQ recorded $35 million and $15 million as member’s
equity and loan payable to member, respectively. The Receiver obtained all of FXLQ's
account statements issued by Malory at FXLQ's premises.

SRR 135 EXLQ ) [ LSBT IR o i) 2

- TP B O RET, BB ¢ EXLQUBER B - F0AH Y Malory TR
EXLQ A =3 = T

Under Tab 2 is a Combined Summary of Activities of the Investment Account and the Prime
Brokerage Account Maintained at Malory, which summarized the activities of FXLQ's
Investment Account maintained at Malory. The summary shows that the Investment
Account received proceeds of approximately $46 million from sale of the Alleged Bond,
earned interest income of approximately $258,000, received transfers totaling approximately
$14 million from the Prime Brokerage Account, which is discussed below, transferred $47.8
million to Commonwealth Financial P.M.S. and had a balance of $12,440,172.89 at November
30, 2007.
#2 1 FXLQAEFR] 7 Malory Sl &7 {iRH T2 (R [REAE = 5 ,&f‘hﬁﬁ%l » M FXLQ ot
Malory Frfpl SR TR Flias lgwwzww 01 L (5 ]
X &[T FIF'JJEI'UH'fﬁ BV 1\—114’ 258,000 Tt [IUF R o FEE: F{F' %‘;ﬁ;ﬂﬂﬂﬁt’lﬂ’?ﬂ@rﬁ[ﬁl@i@
8RR A PP b N L g R A S
T %’F—‘, Commonwealth Financial PM.S. » &%~ (0 0+ ﬁ': ﬂ = Bl = A P F/T&WJ:U e
RS & 12,440,172.89 7,

The Receiver subpoenaed the records of Malory’s bank account. Malory’s bank records show

no deposits of proceeds from the sale of the Alleged Bond or any payments to
Commonwealth Financial P.M.S. Consequently, the Receiver believes that the Investment

Account statements provided by Malory to FXLQ were false.

FEEH S IR IV Malory pUSUF IR TSR, Malory pUsiliselsi o et L"rféd%?fid/ [
SPEEEE R SR Y A A Commonwealth Financial P.M.S.fUf{7f1, [NIF=4 £ 7~ Af1
f & Malory H{H 75 Afi FEXLQ PR TR A

Even if the Alleged Bond did exist, to capitalize an asset, GAAP requires, in substance, the

transfer of the ownership to the recording entity. As described above, the facility period of

the loan in the form of the Alleged Bond was four years, which means that the ownership and

control of the Alleged Bond was never transferred to Mr. Gray.

RPEY 55 0T i ORI SRR - DR AR RS2 ey
PR TR, — UL TR (% R I AR B R

RUBFE Y 5 0 M PSRRI PGS Gray %
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Based upon the above, the Receiver concludes that the capitalization of the Alleged Bond by
FXLQ was a sham and that the $12,440,172.89 Investment Account balance and the
$47,800,000 Commonwealth Financial P.M.S. account balance carried on FXLQ’s books were
false.

PSRt A S A FXLQEZE L 55 v 4 (- SV b RV e o (=i
B8R -£ 46112,440,172.89 S 7+ > '] 7 FXLQ =M lﬁ’?ﬁéﬁ’{lﬁ Commonwealth Financial P.M.S.
[F=F 1Ak & £8 47,800,000 7 o G D EVEYR],

The SITAG loan agreement also stipulated that Mr. Gray shall pay SITAG half of all interest
entitlements payable and arising out of the Alleged Bond for so long as the Alleged Bond is in
the possession of Mr. Gray. On November 29, 2007, FXLQ wire transferred $1,067,750 to
William O’Bryan Client Trust Account and recorded the payment as a prepaid legal expense.
Mr. Gray’s attorney has indicated that the payment was made to cover accrued and unpaid
interest on the Alleged Bond. However, the Receiver did not find any Bond interest
payments received by FXLQ's Investment Account maintained at Malory or directly by
FXLQ. The Receiver will conduct further investigation on the $1,067,750 payment to William
O’Bryan Client Trust Account.

SITAG iy ['f, i S AR F B ]?‘? 55 (77 Gray 224 £ > Gray “ %4 fip s pBEREI
(i 55 Btk R RS- F . 2 0 0= F A = HJZ A Jef T EXLQUK S E 1,067,750 7+ i
William O’'Bryan Client Trust Y[R 1 > & ﬁ FLFH T EH A 7“4’&” $H [, Gray 424 puE E‘F?Ff
F‘}ﬁ*‘?t HW 1% I?ﬁﬁ""’?gg;’ﬁf\ L EOFEL, IRy A B (0 7 FXLQ 4 Malory Bl e | fiy
FUHRE 1 2 SR WSS 17 (5 FURURCR » FXLQ % B i @%} 7|
RURCRL. H8 ﬁ; 135 H %@‘ ¥ {{ = William O’Bryan Client Trust [[=* 1fi~ 1,067,750 S

FXLQ’s Prime Brokerage Account at Malory and Malory’s Trading Account at Pro. Fi. S.A.
FXLQ 7t Malory BV BRIEREFRL 1] % Malory i Pro. Fi. S.ABLYV % BARET

The Receiver has reviewed all statements of FXLQ's Prime Brokerage Account at Malory (the
Prime Brokerage Account) from its inception, March 14, 2007, to November 30, 2007. During
this period, FXLQ wire transferred $29,440,000 to Malory and received $6,937,482.60 back
from Malory, which nets to $22,502,517.40. The Receiver has verified all of these transactions.
In addition, the statements also showed that during the period, the Prime Brokerage Account
transferred $36,636,343.55 to and received transfers totaling $22,450,000 from the Investment
Account, which nets to $14,186,343.55. The Receiver made demand on Malory to turn over
documents and accounting records related to the FXLQ account. The accounting records
prepared and provided by Malory to the Receiver indicated that no such cash transfers had
actually occurred.

AT~ S USHE FXLQ % 0 o—~3 = A ISR P A - 5 A
f[J ‘t Malory 5.V B FER = RFERERRN ) punTE SRR 1HF§5ﬂF » FXLQ
k& Malory 3 & 29,440,000 7 > r‘eralory [¥Z]3 & 6,937,482.60 71 > S (X &
22,502,517.40 7+ . A~ = FEJFH—*‘ ]E"Jxr_imﬂﬂ o [EFRI=D 91 SfREERET rﬁﬁ?&ﬁijﬂﬂ )
BSR4 22,450,000 7 | FBTESIFE]RE T FiH 38 22,450,000 7 0 S
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The activities of the Prime Brokerage Account are summarized on the Combined Summary of
Activities of the Investment Account and the Prime Brokerage Account Maintained at Malory
under Tab 2.

RRBRS R ORTE B s R T F #8 FXLQ 7 wé}ﬁjt - Malory RV JEev=F =7 (&
S SR P

The Receiver has obtained documents from Malory, which show that Malory maintained a
Trading Account (the Trading Account) at Pro. Fi. S.A. (Pro Fi). Pro Fi is a company formed
in the Republic of San Marino in Europe. Under Tab 3 is a document, which shows that
Robert Gray has a 95% ownership interest in Pro Fi.

EE=A0 F" (§-Malory Fg2V i eyl [l 1#H 41 » Malory 7 Pro. Fi. S.A. ("7 Pro Fl) Er W E £|- (it
©PRT (VR BT L Pro Fi kL A SRR AR H AR fil AT 4 ¢
(F > & Robert Gray };fgé 95%fi Pro Fi il

In early January, the Receiver learned of a computer server dedicated to Pro Fi that was
located with FXLQ)'s servers at an offsite location. On January 11, 2008 the Receiver caused
the administrative passwords to this server to be changed.

< EIED BT 7SR Pro B SRRV - PXLQER N > -
I FXLQ BEA B IO, © 00 7 5~ E — [ A RIS T AR )
.

The Pro Fi server show total customer balances totaling about $10.6 million, of which
approximately $9.7 million was Malory’s balance. The Receiver did not liquidate any of the
open positions carried on the Pro Fi server.

Pro Fi il #EH= & o eh & Frh- - F ]‘r“ J%‘\ e Nl e ﬁ%ﬁ ¥ Malory
;‘/ﬁ'ﬁiﬁ F AT =T A Pro Fi il ’%Ba‘”rﬁﬁ&ﬁi ffr fﬁf fib

The Receiver has also reviewed the statements of the Trading Account provided by Malory
for the months of March 2007 through October 2007. Under Tab 4 is a Comparison of Month-
End Account Balances between FXLQ's Prime Brokerage Account at Malory and Malory’s
Trading Account at Pro Fi, which reflected mirror images between the month-end balances of
the Prime Brokerage Account and the Trading Account. In other words, funds were moved
from FXLQ to Pro Fi using Malory as a conduit.
i%?‘““ﬂfsﬁl@Malory B = 0 0 & = FI=[fl& A FIMIPORTe 2 pAIRERHT .

£% FXLQ 7 Malory 5.V B F5= T Malory 7t Pro Fi BV 4 pAR» 179 5|, ﬂﬁ«*'i‘?ﬁ}P
L EPRIRE 7 RIS R TG PR O E AR 2 AL B FXLQ AN
Malory lﬂ[ﬁ lﬁfH Y= f8lZ= Pro Fi,

Under Tab 5 is a Combined Summary of Malory’s Accounting of Cash Received from FXLQ
and of Cash Activities with Pro Fi prepared by the Receiver based on the activities of the two
general ledger accounts prepared and provided by Malory to the Receiver. This summary

shows that Malory:
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e received $22,502,517.40 net from FXLQ
%2 FXLQ 22,502,517.40 37y §E

e Malory received $10,000 from “Pillsbury” on behalf of FXLQ
(s M Pillsbury L ]-j"|];[ FXLQ [~ 10,000 S 7y e

. paid $16,398,156 net to Pro Fi
< ff Pro Fi 16,398,156 7 {9i4Ei

e paid $4,785,000 to “Slott” on behalf of FXLQ
FeE EXLQ i (177 (Slott | 194,785,000 37

e paid $1,015,428.22 to itself in the name of expense reimbursements
A R £ 35 (] FTE 11,015,428 % &

e paid $100,000 on June 5, 2007 with the payee and purpose to be identified
Z 00 =FA A Y[ 100,000 7 o fFE V= lFlerJI]?ﬁEﬁ‘F‘J

e paid $100,000 to TMA III on behalf of FXLQ
ek FXLQ et [ ﬁﬁ TMA {14 100,000 % 7+

e paid $80,000 in total to FXLQ on December 3 ($30,000) and December 4 ($50,000),
2007, which left a balance of $33,933.18
T00FA R e T RIPaEIY [ FXLQ H 80,000 37 (57 [[IEY 30,000 57
50,000 S ) o [ D ARERES 33,933.18

Total expenses of $1,015,428.22 charged to FXLQ by Malory were not shown on the
statements of either the Prime Brokerage Account or the Investment Account of FXLQ at
Malory, which makes the relationship between FXLQ and Malory suspicious and perplexing.
It is not a common practice for a broker/dealer to issue customer account statements with no
transaction fees itemized.

Malory [pi| FXLQ J&2Viuq Y2 3|4 1,015,428 22 57 » T —rui_ EXLQ % Malory fiV BRI c'[[
FUBFETHR > R SIS B FXLQE Malory IR ] T T

FERRIRY/ b BATERENS E TP b SR R TR IR R,

FXLQ'’s books recorded a $375,000 receipt from TMA III, LLC on November 10, 2006 as
payable to customer, and $55,000 and $30,000 payments to TMA III, LLC as business
development expense and administrative consulting expense, respectively. The Receiver will
conduct further investigation on TMA III, LLC.

EXLQ [[RM] F#j= ST TAMIIL LLCH*~ 0 0+ &+ = F[H FI¥ [fpys & 375,000 7 - ﬁ%\t
ﬁaﬂ HRRCE > BYE S THIIERSCE 55,000 IR 2 30,000 7+ = TAMIL, LLC IJi’HJﬁ%{
R S %’Ej'ﬁaalﬁ”g . i}% FT *}{?j’fé~ Wﬁgﬁﬁ[ TMAIII, LLC,
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Malory’s bank records show that the $100,000 payment on June 5, 2007 was made to FXLQ.
Since the statements of the Prime Brokerage Account did not show this $100,000 payment of
Malory, FXLQ recorded the receipt as a rebate income instead of as a reduction of the asset
account, Funds at Counterparty, Malory Investments, which erroneously overstated the
capital of FXLQ by $100,000 effective June 5, 2007.

Malory Ui =18 = 0 0+ & = F] = pIL [ EXLQ 3£ 100,000 7+, [I15* Malory [BHLE]
AL RIS RET B4 B Malory lﬁf‘fﬁ £ 100,000 7 f {1 # FXLQ}HFT*‘TL[Vj 5] 4\%@«?@[}!'
HUEE T L de E[ﬂ?u’ﬁ"éﬁ# * Malory Investments [/ €& ey [R5 'ﬁﬁj ) ﬂ—‘i%\lﬂ’?‘} FXLQ
o0 0 F AR T PRI o (S E 100,000 T J“ﬁ IR,

The Receiver has reviewed certain bank account statements of Malory and determined that
the name “Slott” under the $4,785,000 payments made by Malory on behalf of FXLQ stands
for the law firm of Jeffrey A. Slott to which FXLQ made payments totaling approximately
$2,100,000 between October 11, 2006 and November 13, 2007, of which $935,000 was still
carried on FXLQ)'s books at December 14, 2007 as prepaid legal expenses, a current asset
account. According to Mr. Slott, he holds no funds for the benefit of FXLQ.

A~ A Malory [0 857 [ TRHIRHT - i Malory {8 FXLQ #+( 4,785,000 %7
AUy TSlott ; » £ Jeffrey A. Slott fUEiFH 135 » FXLQ - 0 0+ F 4 f[{ - [I=200
S R B b G [’d?}ﬁjﬂrgﬁ"f’?ﬁ%@* £ 2,100,000 7 » £ [[1935,000 F 77~ 0 0
A DA PIETEYEXLQIRP F o (TSR B S 7:4*&" SR e R, A
Slott A ugik > fmy 2 1L FXLQ UV (rers

The Receiver learned the existence of a $950,000 settlement agreement resulting from a legal
dispute with FXLQ. Monthly payments of approximately $66,000 were being made to the
claimant through Mr. Slott’s client trust account. Mr. Slott has confirmed payments of
$483,335.35 were made under the settlement agreement and that $466,666.65 remains unpaid.
¢§ET N g@z;rg (7317 3 & 950,000 7 fiuF IEJZiF AT Ffiljﬁ IEJ74‘5 PR R~ TVEE FXLQ 3k
,i:l,wm 5 F[F95 £ 66,000 pu & FE > 73 Slott ot pruk IIF *“[[J;@ 2Rk F[E{gﬁiﬁﬁ Slott %

HFEF [“rT)* WA ’?J‘fii g1 S & 483,335.35 7 ] F 3 MEES £ 466,666.65 7

As to the $4,785,000 in payments made by Malory on behalf of FXLQ, Mr. Slott represented to
the Receiver that he was assuming that he did in fact receive those funds from Malory as
indicated by the Receiver and that the funds were applied to the account of FXLQ with his
firm. In addition, Mr. Slott provided to the Receiver a Mutual Release and Settlement
Agreement effective April 25, 2007, pursuant to which FXLQ was to pay a software
developer/ distributor the sum of $4 million in four installments between April 26, 2007 and
July 25, 2007 to settle disputes among the parties in connection with a Software License
Agreement. Mr. Slott also stated that the installments combined with an additional $170,000
in connection with the settlement on an informal basis, were paid through his client trust
account.

Jrj*% Malory % FXLQ #{f1 4,785,000 3 7 - Slott 4.2 [y # 4 iy » %5 » I}H?JE I
# 'g‘,l“ N E"T?F[?" §-Malory Fgl| 4%y 8 P& Rl B [ 4 2 HJF' YFXLQIRT, &=l
It » Slott Ao 2 B H 5 ”“\ﬁzt}%fg?* ~ G2 OO FPME[Z A Tipld ;&pm[ p@@@;@pgﬁ 9 L

R 53 AT FXLQ S OO 3 PUE| = o P & 1= f ZFI - 53 (-
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Mr. Slott also represented to the Receiver that he is not currently involved in processing any
payments in connection with any other settlements on behalf of FXLQ and does not presently
hold any funds relating to any settlements on behalf of FXLQ.

Slott 4% f’ YH%’F' KT Py 'J 4 e FXLQ BizRl (= 'F fRIEl l*"ﬂ‘EJZ‘r'iiP (a3 pj[jﬁ = EY
YR £ FXLQ T (2 (7 AR ARRRRY 2 (e

Under generally accepted accounting principles, the entering of a legal settlement agreement
results in incurring a liability with the concurrence of a loss. When the $950,000 settlement
agreement and the $4 million settlement agreement were entered, the incurred liabilities and
the concurring losses should have been recorded by FXLQ.

Ea Jﬂ&’»‘\r?f%%éf’ﬁgl“i ; ﬁ (3 &lﬂlsﬂr et IJ}QA‘ “E‘/ FIFI > ] ﬂj‘%iﬁf?}ﬁjf}l EI[ 950,000
T A et E@Q%ﬁm@iwﬂ@@ﬂﬁ RS
e o S IR

FXLQ did not record a liability and a loss on its books when the $950,000 settlement
agreement was first entered; instead, it recorded the payments to the client trust account set
up at Mr. Slott’s firm as either legal fee expenses or prepaid legal expenses, which resulted in
a timing difference on reporting the incurred loss and understatements of liabilities over the
settlement-payment period.

’g[ 950,000 7 pl{ig q;:mg,# E,mgfﬁsl]“ FXLQ 1% ¢ | 7 |1 b ¥ 480 1 (iR = ol 1)
éﬂHF?FE'FT.H”“ fi vF[lj N @I }F‘ﬁ[ﬁrﬁlm 4}&5‘/?1/ quj%‘j e SlOtt A 1$E[F1i7%ﬁﬁllj'§ﬁ k II:IEE' ﬂ':
FTHIPIRED - R g S FXLQ S SRR Ot 0 7 2 P AERE N ( Sf EA
i S (RS 1

When a payment was made to Malory, the money received by Malory was shown on the
Prime Brokerage Account and FXLQ recorded it as an asset as “Funds at Counterparty,
Malory Investments.” When Malory made a legal settlement payment on behalf of FXLQ to
Mr. Slott’s firm from the funds it received from FXLQ, the payment was not shown on the
Prime Brokerage Account and therefore, not recorded by FXLQ. In addition, FXLQ did not
record a liability and a loss on its books when the $4 million settlement agreement was first
entered. Consequently, during the period from April 25, 2007 to December 14, 2007, FXLQ's
books, Form 1-FR-FCM and the Weekly NFA Worksheets presented to the NFA overstated
the balances of both the asset account “Funds at Counterparty, Malory Investments” and the
capital account “Members Equity” by at least $4,170,000, and understated the liabilities over
the settlement-payment period.

EI[ FXLQ ¥ ] Malory — %’ﬂﬁﬂj‘ » Malory ¥ Z[[iu& %ﬁ%’* P BRI = T [HJEHJE
FXLQ}HF = ﬁﬁ%&ﬁ e S ARNE] rﬁﬁ"ﬁ‘tﬂ% i * Malory Investments V(L& | | FJ.[
Malory & FXLQ EgFrfZ[fi ELE flT> % EXLQ %}‘[‘j 2Tk IS ,“\F‘, Mr. Slott fi Jliﬁ B s
CRERE R g’g%’, F T BERSRE T PP EXLQ ﬁﬁ% & R 4 s E.’[’qu[]}i'ﬁgi
T FI%J%[IEJ%% ST i Eﬂj FXLQ #3%7% | 7x [ e 9= | {géﬁagﬁ ]'Eﬂjf;lé;gji;; = = OO~ F HE]
T SpE [fJEF o 2 F[A PR FXLQ fYiRM . 1-FR-FCM %Ur‘/*‘l LESRUE Fﬁ NFA i NFA
ﬁjﬂ?c 1= SCESRRE - A T S8 N S Malory Investments V5L & | [
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In summary, Malory’s books show a net deposit for FXLQ of $33,933.18 while FXLQ's books
show an account balance of $4,774,497.06 at Malory.

TTFI 2 > Malory fii=[M 2= FXLQ Elfii’grﬁ‘%'{'éi £157 33,933.18 v - [N EXLQ fyfi=f] HH[&=-
¥ Malory U= 17k65 E 4,774,497.06 S

FXLQ's Weekly NFA Worksheet as of December 14, 2007 shows an asset of a $7,127,469.12
deposit at “Malory Investments Prime Brokerage” which is discussed below.

FXLQ #2457 OO &4 = £ P} 19 NFA HI [ el bl 9v » 1350

" Malory Investments [BRIBFER= T pVE# 7,127,469.12 S5 1H|[*ﬁﬁ}{jﬁf‘* T [[ﬁéj‘
I:] IJ °

Payments to FXLQ by Pro Fi
FXLQ ¥ [i/~*Pro Fi 9% F

As described above, Malory’s books show that Malory paid $16,398,156 net out of the funds it
received from FXLQ to Pro Fi. The Receiver has reviewed certain bank account statements of
Malory and verified all of these transactions. The Combined Summary of Activities of the
Investment Account and the Prime Brokerage Account Maintained at Malory under Tab 2
shows that FXLQ received $6,600,000 from Pro Fi between December 6, 2007 and December
11, 2007 and applied those receipts against the balance of the Prime Brokerage Account at

Malory.
f/ﬂfﬁ’Malory VIRMIGTT » 2 AP EXLQ ST 2 » S 1 16398,156 3.5 g
?ﬁ Pro Fi, Fl, M A T Malory S AL RS TERRRT < “'?F'“EI?J”’ E ;%Efilﬂﬂ [SINER

[, # F»’Tﬁy 2 FXLQAEH] 7 Malory 5LV LR 152 I IRIRERIR 105 £ B Foper - At
" FXLQ 7 Malory Btk it = 1B stipl - B FXLQ &% = OO~ sp ﬂ SR E Tk
o = FIH - P 45 E Pro Fifis ™ 6,600,000 3+ MHEE | URsH i (=] Malory i
FO BRI 166 BL BT,

FXLQ received $1,500,000 from Pro Fi on October 10, 2007 and recorded the receipt as a rebate
income instead of as an offset against the Prime Brokerage Account as it did in December
2007. This has caused an overstatement of $1,500,000 on the balances of both the asset
account, Funds at Malory, and the capital account as shown on FXLQ’s Form 1-FR-FCM
dated October 31, 2007 and the Weekly NFA Worksheet dated November 30, 2007 presented
to the NFA.

Z OO+ FA F[A | FXLQ f§-Pro Fi ¥%]- F17 A f T o =M '—}{—JIFjTﬁ gl sl
T P PRLR S OO+ &4 = PR LS li{ﬁ'l AR TR 2 RE ARy RV IR
Eo Elﬂrﬂif‘ Malory fiugl & » I') R i3lE = OO+ # A F[= 4 - FIFY 1-FR- FCMQUF‘ ~ 00
35 = F|Zf PR NFA i NFA il (e HIUse2 R0 S991R- 1 -y ps.
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After the $1,500,000 payment to FXLQ in October 2007 and the $6,600,000 payments in
December 2007, Pro Fi should still be holding $8,298,156 of the FXLQ's funds that it received
from FXLQ through Malory. Under Tab 6 is a December 7, 2007 letter issued by Pro Fi to
FXLQ, which stated that “PRO.FI. was able to halt 7,127,469.12 of the total balance of
$11,127,469.12 held in a Prime Brokerage account entitled Malory Investments LLC from
being transferred.” The Receiver was unable to determine how the $7,127,469.12 balance was
generated; however, FXLQ's Weekly NFA Worksheet as of December 14, 2007 shows the
funds at a counterparty, Malory Investments Prime Brokerage, an asset account, in the
amount of $7,127,469.12.

ProFi%* = 0 0+~ & F—J?[ﬁjﬁ 4 = FIHEREY '3 & 1,500,000 7= 6,600,000 T ?ﬁ FXLQ

#% » ([ Pro Fi [ 2% E'}'JF’J FXLQ %3 Malory i * pugl & H 502 8,298,156 7+, A fl— Ff
Pro Fi é@é?’ﬁ FLXQ [y fﬁ iR {‘J’ﬁ’#ﬂéu " Pro Fi fji=$u{d-§-Malory Investments LL £ fiY{&!
BB R AfRSE 11,127,469.12 S5 iR} 7,127,469.12 S ViR (=, | 1 4F ET Mk
HEr7,127,469.12 i FERLYNE [ 5 IR EXLQ &=~ 0 0~ # 4 = 7|4 PYEIAY NFA ﬁjﬂ?“‘ (&=
Yl - F‘[”—EJ* ArER VTR R IFVELE S AR ATEL ~ Malory Investments 1Y RUJRE
AelRET . EFT-RLSE 7,127,469.12 7,

Remaining Cash to be Accounted for

R RS

Under Tab 7 is a Schedule of Cash to be Accounted for. In summary, total cash to be
accounted for amounted to $8,332,089.18, of which $33,933.18 is being held by Malory and
$8,298,156 is being held by Pro Fi. The Receiver has requested Pro Fi’s bank records and the
location of the funds held by Pro Fi from Mr. Gray’s attorney.

ESR F;g_f%[' T2 T E‘ETF;, Lo EFTSCE 8,332,089.18 4 TR E“Ef%[’ » £l
33,933.18 S5+ %4 Malroy > 8,298,156 57+ &4 Pro Fi, 4 iy " =[] Gray “-2 U [jrf
L Pro Fi iugali= fel g8 | % Pro Fi & vkl & ]Elfli%%’![‘o

Additional Liabilities to be Reported
£ P

The Receiver located certain unrecorded invoices at FXLQ’s office and has received additional
invoices or claims, which were related to events that occurred on or before December 14,
2007.

B PXLQEBES BT S A FARER IR 91 o RS 0 0 ] 5]
A PHE LY S PO A .

FXLQ's Weekly NFA Worksheet as of December 14, 2007 did not show any accounts payable
or accrued expenses. Based upon the detail above, the Receiver believes that the following
additional actual and contingent liabilities should have been included in FXLQ'’s Weekly NFA
Worksheet as of December 14, 2007:

FXLQ#= = 0 0 &4 = F]o PUFI[I9 NFA I (S8 > 24 B (s =R g i
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Accrued rebate expense, Interbank FX
&7 Interbank FX [ 1§45 $1,584,704.59

Unpaid profit distribution to Forex Asia International
KERER! H\F[ Forex Asia International [/ F{[J§ 57 il 481 1,516,950.30

Accrued rebate expense, Forex Asia International
&} Forex Asia International RERCER 554,826.24

Unpaid legal settlement
EARREENE Lt = 466,666.65

Unpaid invoices
F Vs 354,404.80

Accrued rebate expense, Hamilton
&1 Hamilton [pi'4f1"%"'] 257,854.80

Accrued commission expense, others

T EM PlE 243,672.63
Total
H= $4,979,080.01

Regulatory Capital Requirements
=G E

The NFA's capital and other Financial Requirements, as approved by the CFTC, required that
NFA Forex Dealer Members maintain a minimum net capital requirement of $1 million
effective July 31, 2006. Beginning on December 21, 2007, the $1 million minimum net capital
requirement was increased to $5 million.

(i CFTC FiRErt = 0 O+ &% = B[ = o — [1E 3500 NFA oy 4 FE=2 2 90 a5t > NFA
o9 B BLS F R 2 p— I o EWHE' FIZ00-&A 2 A2~ &~ 4
P O [SIRY 4 B <R

Under Tab 8 is a Statement of Comparison of Computations of the Minimum Capital
Requirement as of December 14, 2007 and January 31, 2008. The statement shows that FXLQ
reported it had an excess of approximately $6.5 million over the $1 million minimum net
capital requirement as of December 14, 2007, while the Receiver, based on all available
information, believes that FXLQ was undercapitalized by approximately $5.3 million as of

December 14, 2007.
ATEET QO FA DA MpIEEET Q0 F - F 2 - E‘E'Uﬁ':l'ife‘}’i%’g*ﬂ%l'ﬁlﬁl“
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Also, as shown under Tab 8, the Receiver believes that under the current minimum net capital
requirement of $5 million effective December 21, 2007, FXLQ was undercapitalized by
approximately $6.9 million at January 31, 2008.

FRIEDS > = G AL R AR MRS 00 HFA DDA - PSRRI S
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Conclusion

As set forth in this report, FXLQ had a practice of not recording its true liabilities and
overstating its assets. For example, under Tab 9 is a Comparative Statement of the
Computation of the Minimum Capital Requirements at April 30, 2007. This statement
illustrates the impact of deceptive accounting in connection with the transactions with
Malory, the recording of the Alleged Bond, and the failure to record and disclose liabilities on
the regulatory capital adequacy computation. FXLQ's report to the CFTC showed an excess
net capital of $35,104,791 at April 30, 2007 when it really was undercapitaled by at least
$7,769,474.

YA HE AL XLQ A Rl D R . RIE, A3 0 0+ # ]
= f PHSISTPRE R FTEBRP, AN PXLQ Malory MBI 5701 WS
w5, BEAV G E s MR e R R LR IRT R o - R R Y
BT, FXLQZ T CFTCH %F B30 0 0 # P S FIRRE ey S
35,104,791 7 - [HIEFE P]?f SCTIpVEY AR LL%E'F, PESE 7769474 7

In addition to FXLQ's capital deficit position, the CFTC alleged in its complaint that under
CFTC regulations FXLQ was required to maintain records that reflect its assets, liabilities, and
capital and that it failed to do so. The summary of FXLQ's accounting practices detailed
below support the CFTC’s allegation:

b= " FXLQ ¥ 4 Bt st 9t - CFTC v #l jt‘zt’%}{kf[ > AL CFTC I Aie » FXLQ 1 EH]
FfH o R ploE v | ‘“I [HESS N E‘J;\:l% [ FXLQ & NE zﬂj Higb, ™ UEIJ;—F%EF[U FXLQ

VISR »JFEI?:’J CFTCpu= 9= :

The Alleged Bond:
Y5

e Recorded the $50 million Alleged Bond which presented an addition to capital of $35

million not in conformity with GAAP

Page 28 of 31



RSN SR (SR - T E e N LB
R

Carried the following non-existing assets on the books that originated from the

recording of the Alleged Bond:
FE RPN ST 5 (M P A VAR

Investment Account at Malory

W Malory Bt ¥=E $12,440,173

Account at Commonwealth Financial

> Commonwealth Financial ZifY[[<F 47,800,000

Total

AT $60,240,173
Pro Fi and Malory:

Pro FiZ Malory

Made net payments of $16,398,156 to a foreign company owned by Robert Gray, Pro

Fi, without recording them on the books by using Malory as a conduit

%]JF'J Malory %% F" 1; » 4[5 & 16,398,156 7L15%E'“" %\F’?‘ * £ Robert Gray [I9f !
2 il Pro Fi (R E i =P F

Recorded a $1,500,000 receipt from Pro Fi as income instead of as an asset reduction
which presented an overstatement of capital of $1,500,000

f&Pro Fi HTTUE =& 1,500,000 7 - F&FJ VS ERUSE N kLY AR R IHF‘/?¥§ 1,500,000
ﬂ\ﬁ 1% Y3 2

Carried on the books a non-existing asset, the $4,774,497 balance of the Prime
Brokerage Account at Malory

=M EE = S e pueyk o 17 Malory Befiv U RESRIRTHIpVSE 4,774,497 T

Recorded a $100,000 receipt from Malory as income instead of as an asset reduction
which presented an overstatement of capital of $100,000

f§Malory J¥Z[[iv=_& 100,000 7+ - JF’LF{ S E RIS TR R ‘“H‘)E’M’ 100,000 .
ER NS A

Legal Settlement Agreements:
A 5

Did not record a liability and a loss on the books when the $950,000 and the

$4,000,000 legal settlement agreements were first entered, which presented
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overstatements of capital totaling $4,785,000, the amount paid to the Client Trust
Fund of Jeffrey A. Slott’s firm through Malory, and understatements of liabilities over
the settlement-payment periods

?51[ 950,000 _7+ = 4,000,000 57 iU A IEJ%LF SAFEIw E’%TFTTEJI‘ e fEf SE S alES
R AN 7 Malory 3 (= F%ﬁ ¥ Jeffrey A. Slott éfﬁfijh RN 'EE?FLQ INEY
£ 4,785,000 7 » 55 EYR AR - (IR il (U PIALE R - 133@&3 Hefs s

e Carried on the books a non-existing asset, prepaid legal expenses to Jeffrey A. Slott’s
firm totaling $935,000
[]EP'JJ*‘EF —Eﬁj ey o A1 Ell—jﬂﬂ Jeffrey A. Slott HffjE RV E Y » HF
935,000 5.7+

Retail Customers:

CRE T

e Did not record a contingent liability of $1,516,950.30 for the profit distribution due to
Forex Asia International
S 3 E 25— *T’Eﬁ 1f' Forex Asia International {5} fiel & 1AV FE F'l ]?‘?
1,516,950.30 3

e Carried on the books a non-existing loan receivable of $600,000 due from Forex Asia
International
[=f] )~ =7 Forex Asia International F# » iy v v /% 600,000 3

Institutional Customer:

M AFET

e Did not record a $2,282,816 swap credit due to Interbank FX, a contingent liability,
while the amount was reflected on the Omnibus and Multi Contributor Balance
Statement issued to Interbank FX
%FP o 57[4@%?[ * Interbank FX fi J*%[F“Jp”‘ﬁiéﬁ FYVET I?i 2,282,816 F 7 > [J;l;ﬂ[ﬁ
& %E'F[ i §§j_'|\}:[ Interbank FX i F‘]TE‘F’ % Ly Ve PR AR

Based on all of the information currently available to the Receiver, it appears the pressure of
meeting the minimum regulatory capital requirement and of portraying abundant capital for
marketing purposes in China that confronted FXLQ, caused its management to falsify FXLQ's
financial statements to deceive the CFTC, NFA, and customers.

AR EEET S AT IV RN EXLQ il o e R R A Rl e a
FOSI A P40 E RO B PO B IR o S50 2 ORI
CFTC, NFAI'J R E &,
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Respectfully submitted,
HIEE

/S/

Robb Evans & Associates LLC ~ F#Ad ) B}LEFFJ =2 ‘F,J

Receiver £ "
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