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offering to conduct business in Puerto Rico.

XYZ Insurance Holdings owns and has always
owned a hundred percent of XYZ, Puerto Rico.

Larry Machismo is the largest shareholder in XYZ
Insurance Holdings.

There may be 20 or 30 shareholders in XYZ
Insurance Holdings and the Deponent is one of
the shareholders.

Manuel Machismo probably owns close to 75
percent or so of the company and the Deponent
owns less than 10 percentage.

XYZ by Machismo is 100 percent owned by XYZ
Insurance Holdings and the only individual
investors as relating to these three entities, are
the individual investors that are related to XYZ
Insurance Holdings.

The amount of capital that was raised as a result
of the private offering from individual investors
was probably $255,000 and the money came
directly from the holding company to Puerto Rico.

Apart from either XYZ Insurance Holdings or XYZ
by Machismo, there were no other contributors of
seed capital for XYZ of Puerto Rico.

The amounts of investment raised as a result of
that offering were raised in January 2001 and
July 2001.

The amount of investment in January 2001 came
from different investors.

Larry Machismo and Renee Machismo are on
board of directors for all three entities.

The money first goes to XYZ Insurance Holdings
and subsequently it is allocated and some
portions of those monies end up in XYZ Puerto
Rico.

The money came down intermittently and
sometimes there might have been funds flowing
back from Puerto Rico to Boca Raton.
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It was testified previously by the Deponent that
there was approximately a million dollars that was
raised as investment monies and that some
amount of that million dollars went to XYZ of
Puerto Rico’s operations.

The amount of $20, 000 was returned back to
investors because AB&C shut them down the
next month, following month after the first 20, 000
was sent.

It was testified by the Deponent that the $1
million or approximate amount of seed capital
sent to Puerto Rico was utilized in Puerto Rico
venture such that there wasn’t anything left and
the $20, 000 was returned to the investors prior
to being shut down. XYZ of Puerto Rico was
generating positive cash flow at this moment in
the time and was expected to repay the investors
their amount of money that they had advanced.

The funds that were used to advance the
operations in Puerto Rico were paid by Machismo
to people that may have been working out of the
Boca Raton office.

When the Deponent said Boca Raton, he was
talking about XYZ by Machismo.

The money came into XYZ Insurance Holdings,
that money went to Machismo and Puerto

Rico. Most of it went via Machismo to Puerto
Rico. In addition to the money that was raised
from the individual investors, XYZ by Machismo
also contributed money to Puerto Rico. And even
as of today and as of the termination, XYZ of
Puerto Rico still owed XYZ by Machismo
significant amounts of money, somewhere
around $300,000. So, the company accounted for
the flows between XYZ by Machismo and XYZ
Puerto Rico through inter-company accounts, and
sometimes they went up, sometimes they went
down in order to meet cash flows for either Boca
Raton or Puerto Rico.

XYZ by Machismo has a traditional insurance
operation in Boca Raton.

There is some amount that might have been used
by XYZ by Machismo and the holding company

toll-free (888) 348-7512



IN THE CIRCUIT COURT OF THE 15TH JUDICIAL CIRCUIT
IN AND FOR PA RIDA
CASE NO.:

Plaintiffs/Counter-Defendants,
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/
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The Corporate Representative of Insurance
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STIPULATIONS
It i1s stipulated and agreed by and
counsel for the respective parties that

Reading and subscription of the deposition by

the witnhess are not waived.

I ND E X
Examination
Direct By Mr.
PLAINTIFF EXHIBITS

No.

1 report

A notice od taking deposition

B QuickReport

C check register

D distributor override reports

E commission request summary for 9/8

F e-mail

G statement

H e-matl

I document
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THEREUPON:
a witness named In the notice heretofore filed,
being of lawful age and having been fTirst duly
sworn, testified on his oath as follows:
DIRECT EXAMINATION

BY MR.

Q Sir, could you please state your name for
the record?

A

Q And, Mr. , are you here pursuant to a

notice of taking deposition?

A Yes.
MR. :  Which one are we doing
first?
MR. - Let"s do Puerto Rico.
MR . - Okay.
BY MR.
Q And, sir, were you aware that that

deposition notice is for corporate representative of
Insurance Company of Puerto Rico?
THE WITNESS: Yes.
MR. - 1 want to put on the record
that Puerto Rico has been deposed

already, the corporate representative has been
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Page 5
produced, i1t was actually Mr. . And there
were some discussion at the conclusion of the
deposition that 1t would be held open.

It 1s my appreciation that in reading the
transcript for that deposition that it was held
open for a relatively limited area; however,

Mr . has propounded a notice which is
arguably outside of what | interpreted as
having been held open for; however, in the
spirit of cooperation we produced Mr.

again to go over these additional areas.

And, however, Mr. and 1 talked and
It 1s not his intention to go back over any of
the stuff that was covered in that first
deposition. 1 just want to make that clear and
let"s go forward.

MR. - Well, just my statement for
the record, you know, that prior deposition
lasted about an hour-and-a-half and that was
merely because Mr. appeared at the
deposition unprepared to discuss the topical
areas in the documents that he was asked to
bring with him to the deposition.

We have spoken, myself and opposing

counsel, outside of the room earlier this

toll-free (888) 348-7512
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morning, | did not indicate that we weren"t
going to go over any prior issues; however, I
did indicate that 1 was going to do my best to
try not to retread over ground that we"ve
already covered; however, to the extent that
It"s necessary in order to lay the foundation
and 1In order to get responses to questions that
were not answered previously, we may have to do
that.

MR. - Wait, did you say you're
not -- you do intend to go back over stuff you
already asked him in the prior deposition?

MR. - No, no, no. 1 said was,
anything that we didn"t get a response to iIn
the prior deposition, we may have to ask him
again. 1 just need an answer to the guestion.
And 1T I do retread over anything, 1t"s merely
just foundational to lay the record today.

I do not intend to have a redeposition of
that one-hour-and-a-half deposition that we had
previously.

MR. - Okay. But to the extent --
we"ll just get going underway here, not to
belabor the point, but --

MR. - Well, you have the depo

toll-free (888) 348-7512
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Page 7
notice.
MR. - 1 have the depo notice. |
also know that you®"re not -- well, 1"11 put 1t
like this, I"m not going to let Mr. be

examined about things that he"s already been
examined about, period.

MR. - Okay.

MR. - And, you know, we"ll see
where the questioning goes, however you want to
handle this, but this isn"t, let"s ask him the
same question again to see 1T he answers
different. 1 mean, to the extent you want to
get additional information that you®ve laid out
in your topical areas, that"s fine. A lot of
the topical areas are exactly the same.

The fact that Mr. gave answers that
you say were not answers, you know, he may have
given answers that you didn"t like, but they
were his answers. And you"re entitled to
depose him, but, you know, we"re not going over
the same things again.

MR. - Okay. Well, here"s the
problem I have, - You received our notice
of taking deposition, which clearly identifies

all of the topics that were to be addressed

toll-free (888) 348-7512
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Page 8
today. |If you had an i1ssue with the coverage
of those topics today during today"s
deposition, then you should have brought that
to our attention before, via way of motion for
protective order, or some other court imposed
relief.

You can"t show up at the deposition and
say, after having the depo notice now for
months, that you®"re not going to talk about
certain i1tems that are identified In the
notice. It"s just not right. | don"t think
the Court would agree with that either.

MR. Well, 1"m here --

MR. How about we take i1t as we
go -—-

MR. well, all right. You want
to say -- we can go all day, I mean, literally

I like Boca Raton a lot. And I"m going to tell
you like this, you know, with the telling me
what 1 can®"t do, I"m here. 1I"m sitting In this
courtroom (sic) looking you in the face and
telling you, you"re not going to go over the
same thing again. You want to see where the
questioning takes us, fine. But to tell me

what I can and can"t do, i1s just not

toll-free (888) 348-7512
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Page 9
acceptable. and of Puerto
Rico i1s not going to testify about things
they“"ve already done. We"ll never move the
case to conclusion if that"s the case, period.

Any topical areas of inquiry or not, I"ve
told you from the time we got into this case
when we talked about deposing people that have
been deposed already, 1t iIs common practice,
common knowledge and the state of the law that
we"re not going to go over the same things over
and over again.

MR. Okay. 1 can assure you that
not much was covered in the 90 minutes of the

prior deposition.

MR . Then we shouldn®"t have a
problem.
MR. We should not have a problem.

BY MR.
Q Okay. Let"s get started, sir.

Are you appearing today as the corporate
representative for Insurance Company of
Puerto Rico?

A Yes.
Q Have you reviewed the topical areas that

are i1dentified In the corporate deposition notice?

toll-free (888) 348-7512
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A Yes.

Q And are you prepared to speak on the items
that are i1dentified as topical areas of i1nquiry?

A To the best of my knowledge.

Q Sir, when was of Puerto Rico
formed?

A I believe 1t was

Q And was that a result of a private
offering?

A It was 1In anticipation of a -- may have

been i1n anticipation of a private offering. It was
to conduct business iIn Puerto Rico.

Q And the question that 1"m asking is,
whether the private offering that was discussed
previously, did that result in the formation of

of Puerto Rico, or did that result iIn the
formation of one of the other entities?

A I believe all of the entities were formed
In conjunction with that offering.

Insurance was the one specifically
conducting the offering.

Q And who are the investors that
participated in that offering?

MR. Hold on a second.

what area i1s that?
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Page 11
MR. This 1s seed capital.
MR. Which is what?
MR. Formation of seed capital,
No. 19.
MR. What was your question?
MR. The question was the

formation of the corporation. We heard about a
private offering previously. Now I"m asking
about i1nvestors. We"re going to get to who

contributed monies, how much money, things of

that sort.

MR. All right. 1 don"t see
seed capital as an area.

MR . It will be on Page 5 --

MR. Of?

MR. -- of the notice and i1t"s
paragraph of the notice.

MR. Paragraph No. that 1
have of of Puerto Rico says, please be

prepared to discuss iIn detail the amount and
source of capital you received to fund

operations i1n Puerto Rico.

MR. That"s right.
MR. Okay .
MR. You see the heading for 1it,
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Page 12
It says seed capital.
MR. I got it. Now -- okay.
1"11 let you go, but let"s get -- you know,
part of the reason these things go on awhile

It"s because you keep going around. If this is

about -- let"s get to the source of the
capital.
MR. Absolutely.
THE WITNESS: Okay. The only investor in
of Puerto Rico is Insurance
BY MR.
Q Is that the only i1nvestor that resulted
from the private offering?
A The private offering was for
Insurance
Q There are no other investors as a result
of private offering other than Insurance
A Insurance owns a hundred
percent of of Puerto Rico.
Q Has Insurance always
owned a hundred percent of Puerto Rico?
A Yes.
Q So, just so | have an answer to that

toll-free (888) 348-7512
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Page 13
question, there were no other investors --

MR. Objection, asked and
answered.

BY MR.
Q -- that resulted from the private offering
other than Firstate Insurance Holdings?

MR. Objection, asked and
answered. He"s already said fTive different
ways there are no iInvestors, was the
only owner and there never have been.

MR. I don"t know that that"s what

he said, but, okay. 1 don"t think you got the
answer. The objection is made for the record,
iIf that"s your answer, that"s your answer. You
can adopt his answer, although I"Il1 ask in the

future that the attorney does not coach the

witness and provide answers.
BY MR.

Q Do you understand my question,

way that 1"m asking 1t?
A I believe | answered 1t.
Holdings 1s the sole owner of
Puerto Rico.
Q Who are the iInvestors iIn

Insurance

though, the

of

toll-free (888) 348-7512
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Page 14
A There were numerous shareholders,
iIs the largest shareholder.
MR. Are we going to recover

this in holdings, too, or are you going to kind
of bleed these together?
MR. I"m trying to do i1t all
together, 1T we can.
MR. All right. That"s fTine.
THE WITNESS: Okay.
BY MR.
Q Who else besides
A I"m a shareholder. Want me to try to
guess the names of the people off the top of my
head, or what? It may be 20 or 30 people.

Q Whatever your knowledge 1s.

A I
can"t remember. I mean, not shareholders, 1 don"t
have -- | never personally met. | don"t know
their -- recognize their names. |If |1 saw them, but

I don"t know them off the top of my head.

Q I thought you indicated that you were a
shareholder?

A I said that.

Q And you don®"t recall any other names other
than and
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Page 15

A I don"t remember them off the top of my
head.

Q Mr . iIs the largest shareholder.
Who i1s the next largest shareholder?

A Maybe

Q Do you know generally what amount or
proportion of share they own?

A probably owns close to 75
percent or so of the company.

Q What about Mr.

A Probably less than 10 percent.

Q What about yourself?

A Less than 10 percent, very small
percentage.

Q What about Mr.

A Small percentage.

Q What about shareholders in by

A by iIs 100 percent owned
by Insurance

Q Okay. So, the only individual iInvestors

as relating to these three entities, are the
individual investors that are related to
Insurance Is that correct?

A Yes.
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Page 16
Q What was the amount of capital that was

raised as a result of the private offering from the
individual Investors?

A Probably $255,000 was raised in that
offering.

Q And did any of that money make i1t to

of Puerto Rico as seed capital for the

operations of of Puerto Rico?

A Yes.

Q And what amount of that $255,000 was seed

capital?

A I don"t know that -- 1t was -- came
directly from the company to Puerto Rico.
It may have gone into the by and

then in turn funded Puerto Rico, also
funded Puerto Rico independently of the
offering.
Q So, to your understanding that
Insurance receives the $255,000 investment

from the investors and then some of that money makes

its way to of Puerto Rico, either from a

direct investment by Insurance or
perhaps circuitously through Firstate by or
maybe direct investment by Mr. would that

be correct?
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975603fd-85c1-47e5-985bh-30c4308863af




MedKM lic

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Page 17
A Yes.

Q Is the direct investment by Mr.
included in the $255,000 number that you referred
to?

A When 1 say I"m talking about the
entity by not Mr.
personally.

Q Oh, okay. So, the seed capital for

of Puerto Rico came from either of two

entities: Insurance or
by

A Yes.

Q And there were no other contributors of
seed capital for of Puerto Rico?

A Correct.

Q Was there any subsequent offering that
resulted in further investment after that initial
private offering?

A Yes.

Q And what was the amount of iInvestment
raised as a result of that offering?

A There were 550,000 raised in January 2001.

Q Any others?

A 250,000 raised i1n July of 2001.

Q

And what 1s the source of those funds; 1In
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Page 18
other words, did that come from the same Investor

group or were there other investors now and let"s
talk first about the January 2001 offer?

A Different investors.

Q And do you recall any of the names for the
investors that were part of that offering?

A _
some name like And there was another doctor,
I can"t remember his name.

Q And 1n the July 2001 offering, were those

yet another group of iInvestors?

A Yes.

Q And whose names from that group do you
recall?

A

Q Any relation to

A no,

Q Just no 07

A Right.

I think I can"t remember

all of the names.
Q Those are the only names you can recall?
A At that time, yes.
Q Of the individuals that you"ve i1dentified

as 1nvestors today, do any of those investors sit on
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Page 19
a board of directors for any of the
companies?
A No.
Q Who i1s on the board of directors for the
entities?
A _
MR. Hold on, objection.
What"s -- how does this cover --
MR. Just going to, you know, the
seed capital.
MR. We"ve already talked about
seed capital.
MR. Well, we haven"t finished. |

mean, 1f you"d like me to finish i1t, then I°11
talk about i1t, but 1°d like to know who made
the decision as to how the money was sent,
where 1t was sent, and things of that sort.

MR . We"re on --

MR. It"s two gquestions and |
guarantee you It hasn"t been covered before.

MR. I understand. 1I"m just
trying to figure out where 1t is In the notice
as well.

MR. Okay. It"s foundational and

part of this question.
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Page 20
MR. For what? Who the board of
directors 1s?
MR . Sure.
MR. IT you want to know about

the capital, 1 think he"s given you a list of
everybody who"s contributed.

MR. No, 1| understand that. |
want to know the contributions and I want to

know who made the decisions to contribute and

what amounts. 1 think 1t"s part of the
question.
MR. All right. 1 object. 1

don"t think it 1s. 1I"m inclined not to let him

answer, but just to move it along and to not

get contentious right now, I*1Il let him answer.
BY MR.

Q Who i1s on the board of directors?

A and 1 believe

iIs also a director.
Q And for which companies are they on the

board of directors?

A I think they are the directors for all
three entities.

Q Those are the only two directors?

A I think they"re the only ones for any of
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Page 21
the companies.

Q Are they the ones who would make the
decision as to how to allocate the i1nvestments
towards the seed capital for Puerto Rico?

A Yes.

Q Of the 550 and the 250 subsequent amounts

that were i1nvested, what amounts were then put into

seed capital for Puerto Rico?
A well, again, the money probably came
through and was allocated according to need

down In Puerto Rico.

Q Okay. So, let me see 1T | understand this
correctly. The 550 and 250 just like with the 255,
that money first goes to Insurance
and then from Insurance Iit's
allocated; is that correct?

A Correct.

Q And some portion of those monies end up iIn

Puerto Rico; is that correct?

A Correct.

Q Do you know 1f all of the Investment
monies, that would be the total of the 255, the 550,
and the 250 all ended up as seed capital to fund the
operations of Firstate of Puerto Rico?

A I don"t know that all of it ended up
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there.
Q Do you know generally what amount or what
proportion of the whole made i1t to Puerto

Rico as seed capital?

A Probably the majority of i1t made it down
there, but 1 can"t say specifically exactly how much
went down there.

Q We"re looking at roughly just more than
$1 million in initial investment and subsequent
offerings. 1Is 1t your understanding that there was

$1 million or roughly that amount that was

contributed to Puerto Rico as seed capital?
A I say less than a million dollars, I don"t
know exactly -- the money flowed back and forth from

Boca Raton to Puerto Rico. So, at any one moment in
time there would be a different amount of money that
was sent to Puerto Rico.

Q So, the money wasn"t always sent down at
once, i1t came down intermittently?

A It came down intermittently and sometimes
there might have been funds flowing back from Puerto
Rico to Boca Raton.

Q Why did the money go down there
intermittently? Why didn"t it just all go down at

once to fund that operation?
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A Not all the money was needed all at once.
Q So, as the money was needed,
Insurance would send that money to Puerto
Rico; i1s that correct?
A More likely by would

send the money and the shortfall that Puerto Rico
required to conduct i1ts operations.

Q And how did Puerto Rico request
additional seed capital or additional money to fund
the operations?

A I don"t know 1If there was a formal
request. It would be a recognition that they need
$20,000 this week to fund operations or for this
month and the money would be sent down there.

Q Is there a debt instrument, or are there
shares that are held by the iInvestors that relate to
their Investment and somehow track the amount of
their 1nvestment?

MR. Objection. What"s the
relevance of that?

MR. Well, I"m trying to calculate
the amount of seed capital. And what I want to
get to i1s whether or not the seed capital was
ever, you know, returned back to the investors,
kickback.
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I mean, we"ve got all these iInvestors

sending this money in for seed capital. A,
what 1°d like to know is the total amount of
that investment. 1 don"t know 1T I"ve got an
answer, but 1 know it"s something less than a
million bucks.

What 1°d like to know is of that seed
capital --

MR. Hold on, let me make sure I
understand. You®"re one, trying to determine

the amount. We"ve talked about three separate

offerings.

MR . Yes.

MR. So, you"re trying to do
what now?

MR. Well, what I"m ultimately

trying to discover is the amount that was given
to Puerto Rico to fund i1ts operation
as seed capital to start the venture and have
the venture operate because --

MR. I don"t understand how that
relates to any stock certificate, data
instrument, whatever.

MR. What 1*m trying to learn 1is

these monies that were now sent out of
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Puerto Rico, were they to pay back those
investors.
MR. I think that"s a different

question. 1 don"t see how what they held,

document, whatever is relevant to that.

MR. I1"ve got to know 1f there is

a return to shareholders or was 1t a repayment

of a debt. 1 mean, however you want to ask

that.
MR. Maybe we ask that question.

I think that"s a relevant question.

BY MR.

Q Of the seed capital that"s initially
invested in Puerto Rico, is there a return
or some sort of distribution back to the iInvestors?

MR. Hold on, you mean iIn theory

or what happened? 1"m confused by the

question.

MR. Okay. The coaching needs to
stop.

MR. That"s not coaching. |
don®"t understand your question.

MR. It 1s coaching.

MR. Scott, 1t"s not coaching,

okay.
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MR. No, It is.
MR. I don"t understand the
question.
MR. It"s a stimulus to the
witness to provide a certaln response.
MR. Okay. 1 know how you-all

wheel and deal down here, 1"11 tell you 1f I™m
coaching. 1"m not coaching. |1 don"t
understand the question.

I don"t know what you"re saying, | don"t
know about the stimulus. | don"t know if
you"re asking him theoretically or actually.
It"s two different questions. 1 don"t want him
answering something and 1t comes out different
on the record. You"re saying, is there a
return to stockholders. Do you mean was there
in fact or In theory these instruments that you

just asked?

MR. Okay. 1"m trying to ask
questions but you"re interrupting the
deposition.

MR. Well, ask a clear,

straightforward question.
MR. 1"ve been asking

questions --
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MR. I object, don"t answer that

question. | need clarification. Maybe that"s
the way to deal with 1t.

MR. All right. So, the record is
clear, are you instructing the witness not to
answer a question?

MR. I"m Instructing Mr.
not to answer the question until you clarify
whether you"re asking it theoretically or
actually because i1t"s not clear from your
question.

So, 1T you can clarify that, 1°d be more
than happy to have Mr. answer i1t. But I
don"t want Mr. to answer a question one
way when you®"ve asked a different way and the
cold transcript doesn®t reflect the confusion.

MR . Well, 1"m asking his
testimony. I1"m not asking for your testimony.
IT the witness does not understand the
question, he"s more than entitled to tell me 1|
don®"t understand. And I1*11 do my best to
rephrase the question; however, he can"t be
instructed, at least in Florida, not to answer
a question. That"s only on grounds of

privilege. The only objection that"s proper --
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MR. In America this is the
fifth time --
MR. -— hold on, 1"d like to
finish my statement.
MR. -— now In this litigation

that you"ve told me about in Florida. | am
admitted pro hoc vice to practice i1in Florida.
As 1 told you before, 1t"s not my first
litigation in Florida. This 1s not my first
case 1In Florida right now. [I"m very familiar
with Florida law, okay. 1 went to a national
law school where 1 learned Florida law, |
actually went to litigation school here in
Florida, 1"m very familiar with Florida. So,
the Florida comments need to stop.

I am not going to allow Mr. to
answer a confusing gquestion, period.

MR. Okay .

MR. I"m not coaching him, I"m
not doing anything. 1"ve asked you to simply
clarify whether your question was In theory or
were you asking in fact what happened. That"s
a very simple request. And I"m not coaching
him. 1"m not trying to coach him. You®ve made

this much bigger than i1t needs to be.
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MR . The only objection, and 1
don"t speak over your discussion when you®re
making statements for the record, so 1°d
appreciate that you don"t do i1t over mine.

The only objection that you can make for
the record i1s one as to form, okay, that"s it.
IT you want to ask your witness not to answer
or to respond to a question, the only ground
you can do that for is to protect a privilege,
okay .

I don"t understand what privilege 1s
sought to be protected. So, | don"t have a
problem so much with your identifying that you
don®"t understand my question, okay. But I do
have a problem with your directing the witness
not to answer a question because of that. |
think 1t"s Improper, and I think 1t"s
objectionable and 1 think 1t"s something that
the Court would have to rule upon. So, it
should not continue.

Now, 1f Mr. doesn"t understand the
question, I"m more than willing to accept that

statement and reask 1t.

BY MR.

Q You know, you bring up an interesting
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point that if 1t"s going to help the witness

understand the question, 1"1l ask you first in
theory, how were these investors to be repaid for
this investment of seed capital?

A Okay. In theory they were to be paid back
over time. They invested iIn a debt instrument and
they were going to be paid back their debt.

Q So, there was a debt instrument that they
were investing in as opposed to shares in the
corporation, equity?

A Depends on the -- which offering you“re
talking about.

Q So, certain of the offerings were equity
offerings, other offerings were debt offerings; is
that correct?

A Yes.

Q Now, in reality or in actuality were the
investors repaid any of this iInvestment that was

used as seed capital?

MR. Hold on. Actually, we need
to take a break. let me talk to you
outside.

(A short break was taken.)
MR. I"m sorry, you can go

ahead,
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MR. Okay .

(The requested portion of testimony was
read back by the court reporter.)
THE WITNESS: Approximately $20,000 was
repaid to Investors and that was the extent of
the repayment.
BY MR.

Q Is it your testimony that $20,000 was
returned from of Puerto Rico to the
investors, or did that $20,000 originate or source

fund another one of the entities?

A It would have been directly paid from
Insurance
Q I guess what 1"m trying to get to, you

have this amount that is unknown, but we know iIt"s
less than a million dollars that was used as seed
capital to start and fund the venture iIn Puerto
Rico.

MR. Let me object to the form
of the question. You say we know it"s less
than a million dollars. | don"t know i1f that"s
a correct characterization of testimony.

BY MR.
Q Okay. Did you testify previously that

there was approximately a million dollars that was
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raised as i1nvestment monies and that some amount of

that million dollars went to Puerto Rico"s
operations?

A Correct.

Q Okay. Can you put a number on what amount

of that initial seed capital was then returned to
investors?
A Of the million dollars only 20,000 was

returned.
Q Now, you indicated that i1t was returned by
Insurance What -- was the
$20,000 then also sent from Puerto Rico to
Insurance to make that payment?
A I don"t know i1f 1t came directly from

Puerto Rico or it could have come from
The funds were -- would go back and forth from Boca
to Puerto Rico. So, characterizing as only coming
from Puerto Rico or only Boca would be a guess or --
MR. Hold on. And I think the
record needs to be clear.
Mr . when you just said from
did you mean
individually?
THE WITNESS: From the company.
MR. Company by
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THE WITNESS: Yes.
MR. Let"s be clear when we say
because that could be
that could be personally. IFf
you"re -- when we -- don"t say -- let"s be

clear when we talk so we"re all talking about

the same. Because we have that confusion

earlier when he said and you thought
It was personally. So, let"s be
clear.

THE WITNESS: Okay.
BY MR.

Q Why was only $20,000 returned back to
investors?

A Because shut us down the month --
the next month, following month after the Tfirst
20,000 was sent to the i1nvestors.

Q So, 1s the testimony then of the
corporation that Puerto Rico did not throw
off enough funds in order to send that money back to
investors for the seed capital?

MR. Objection, asked and
answered. 1 think he just answered the

question.
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THE WITNESS: Our operation was shut down

in Puerto Rico when unilaterally

terminated our agreement.
BY MR.

Q I understand that the operation was shut
down, but what I"m trying to get to is beyond that,
that"s the result that it shut down, but is that
also the cause for why there wasn®"t more than
$20,000 to return to Investors? Are you saying that
the operations in Puerto Rico used up all that one
million dollars --

MR. Objection, that"s compound.

I think you asked two questions. You said, was

that also the result and then you asked

something else. So, let"s break that down.
BY MR.

Q well, very good. Let me break that down,
let me actually ask that second gquestion first.

Are you testifying that the $1 million or
approximate amount of seed capital sent to Puerto
Rico was utilized in the Puerto Rico venture such
that there wasn"t anything left other than the
$20,000 that was returned to the investors at the
time of the termination?

A Okay. The $20,000 was returned to the
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investors prior to being shut down. of

Puerto Rico was generating positive cash flow at
this moment In time and was expected to repay the
investors their amount of money they had advanced.

We could not do that because shut us
down. So, there was no cash flow anymore to pay
back the i1nvestors.

Q What happened to the entire other amount,
and let"s use an approximation. If $1 million is
sent down and $20,000 is sent back, what happened
to the other $980,000 approximate amount of
investment?

A The majority of that money was used to
establish the operation in Puerto Rico.

Q You said the majority of that was used for
operations. Would there be some other use for that
investment money other than operations in Puerto
Rico?

A Some of 1t may have been used iIn Boca
Raton. |1 can"t say specifically where the money was
used.

Q I"m talking about the monies sent to

Puerto Rico for seed capital and funding of
operations. Is 1t your testimony that some of that

money that was then used by -- used for the Boca
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Raton entity for some sort of operations?
A As | said before, the money i1In Puerto Rico
and -- money flowed from Puerto Rico to Boca Raton

and Boca Raton to Puerto Rico. So, at any one point
in time there would be -- money would be used for
either Puerto Rico or Boca Raton. It wasn"t just a
one time the money flowed to Puerto Rico and it was

used. The money would flow back and forth.

Q What were the Boca Raton operations and
how are they related to the Puerto Rico
operations?

MR. Compound or --
MR. Well, 1t i1s compound, and 1

think we need to be clear what we"re talking

about. Because we"re using and that"s

not you, that"s the witness. We"re using Boca

Raton, we"re using -- you know, we need to be

very clear which companies we"re talking about.
BY MR.

Q When you say Boca Raton, are you referring

to a specific entity?

A by

Q Of the monies that were sent from Puerto
Rico to by what were those monies
sent for?
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A Some of the funds that were used to

advance the operations in Puerto Rico were paid by
to people that may have been working out of
the Boca Raton office.

Q So, these monies sent to by

were to fund operations that related to the
Puerto Rico business; i1s that correct?

A Yes.

Q So, these would be office salaries, admin
types of expenses, things that facilitated the
service contract business of Puerto Rico?

A Yes.

Q And all of the investment but for the
$20,000 that were returned to iInvestors was consumed
in relation to the service contract business iIn
Puerto Rico?

A I don"t know that all of 1t was consumed
by Puerto Rico. Some of 1t may have been consumed

by Boca Raton as well.

MR. Hold on --

MR. well --

MR. -— and let"s go off the
record.

(Discussion off the record.)
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BY MR.

Q I believe the gquestion was, the
approximate $980,000 then -- strike that.

So, iIs i1t your testimony then that of the
entire investment the amount that was not returned
to iInvestors, that being the $20,000 that you spoke
of, the remainder was utilized and consumed by the
operations that related to the Puerto Rico service
contract business?

A It may have been Puerto Rico service
contract business as well as Boca Raton. | don"t
have the breakdown as to how much was consumed by

one party versus the other.

Q But when you say Boca Raton, you"re still
talking about by iIs that correct?

A Correct.

Q And also when you say Boca Raton, and you
discussed by you"re talking about
the efforts of by to facilitate

the Puerto Rico service contract business; 1s that
right?
A Yes. Would you like me to try to clarify?

Q Yes, please.
A 111 give you a general overview.
The money came into Insurance
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that money went to and Puerto
Rico. Most of 1t went via to Puerto Rico.

In addition to the money that was raised from the
individual Investors, by also
contributed money to Puerto Rico.

And even as of today and as of the
termination, of Puerto Rico still owed

by significant amounts of money,
somewhere around $300,000. So, the company
accounted for the flows between by
and Puerto Rico through intercompany
accounts, and sometimes they went up, sometimes they
went down in order to meet cash flows for either
Boca Raton or Puerto Rico.

So, you can"t just say it wasn"t a clean
line the money just came, 1t went to Puerto Rico and
was spent in Puerto Rico. |1 mean, additional
complications is that some of the activities In Boca
Raton was conducted on behalf of Puerto Rico. And
that was accounted for in this intercompany account.
IT the money was spent by Boca Raton, then i1t would
be charged to Puerto Rico for operations conducted
on behalf of Puerto Rico.

Q Did you indicate that in addition to the

investment monies that were raised that was a result
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of the private offering, there were additional
monies that were invested by by

A Yes.

Q Do you know what those amounts were?

A well, all 1 know is the net amount is
around 300,000 from -— by
into Puerto Rico.

Q And that"s in addition to the roughly $1
million raised from the private offerings?

A I don"t know exactly where the $300,000
came from. |If some of i1t may have come from the
investors, or 1T 1t was In addition, but I know

and personally also contributed
money at different points iIn time and 1t may have
come 1n i1n form of loans to or —— I don"t
know the exact mechanism, but that money was also
used to go to Puerto Rico as well.

Q So, then 1s it your testimony that the
total amount of seed capital and investment to fund
the operations of Puerto Rico totaled roughly $1.3
million?

A It"s hard to quantify exactly what that
number would be, as | said because the money flowed
back and forth, but a million dollars, somewhere iIn

that range would probably be accurate.
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