





























12.

13.

Schwab account represented the repayment of Kelly's earlier loan from
the MSF participant.

Throughout NFA's examination of IAG, NFA repeatedly asked Kelly to
explain the above transactions. Kelly initially maintained that the transfers
were done to help MSF achieve a better interest rate. However, as
discussed above, this explanation was false as Kelly used this money to
fund a personal trading account and pay family expenses. Furthermore,
Kelly's explanation is contradicted by IAG's disclosure document, which
states that interest earned on bank balances are accrued to |1AG, not MSF.

In late January 2010, NFA asked Kelly if he ever engaged in any other
transactions similar to those in October and November 2009. Kelly
responded no. However, as noted above, Kelly had just weeks before, for
a second time, converted approximately $160,000 from MSF. Therefore,
it is apparent that Kelly deliberately misled NFA. On January 29, 2010,
Kelly received a loan from his brother in the amount of $175,000 which he
used to repay the funds due MSF.

IAG The Investment Advisory Group, LLC ("TIAG")

14.

15.

16.

When reviewing MSF's bank statements, NFA saw transfers of money
from an unknown bank account. NFA later learned that these funds came
from TIAG. Therefore, NFA began an investigation of TIAG, which
revealed, among other things, that Kelly and/or Murphy had used TIAG's
and MSF's funds interchangeably and routinely commingled the money on
deposit in these two accounts.

For example, checks from MSF participants which were made payable to
the fund were deposited into TIAG's bank account. Furthermore, NFA
saw a series of transactions where TIAG and MSF transferred money
between the accounts for no apparent reason. For instance, on April 29,
2008, approximately $367,000 was transferred from TIAG to MSF and on
May 6, 2008, these funds were transferred back to TIAG. Again, on June
2, 2008, TIAG transferred $120,000 to MSF. On June 6 the funds were
transferred back to TIAG. On July 8, 2008, TIAG transferred about
$115,000 to MSF, and on July 9 TIAG received a deposit for the same
amount from MSF's trading account. When NFA asked Kelly to explain
these transactions, he indicated that he believed the May and June
transactions were intended to cover anticipated MSF participant deposits.
Kelly offered no explanation for the July transactions.

In addition to the commingling of MSF and TIAG funds, NFA noticed other
unusual activity in TIAG's account. Specifically, NFA noted a February
2008 deposit of $500,000 into TIAG's bank account when TIAG, as a GIB,
had no capital requirement. Given this, NFA reviewed TIAG's bank
activity more closely and noticed that in October 2008, $200,000 was
transferred to a trust account in the name of a participant of MSF. NFA
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17.

18.

19.

20.

21.

later learned this participant was also an investor in TIAG. NFA also saw
that in August 2009, approximately $300,000 was transferred from TIAG
to an unknown bank account. When NFA asked Kelly to explain these
transactions, Kelly could not provide NFA with a definitive explanation.
Instead, Kelly speculated that the initial deposit of $500,000 came from
another TIAG bank account, that the $200,000 was related to another
TIAG investment and that the remaining $300,000 may have been
transferred to Onset. Even though NFA had more questions regarding
these transactions, Kelly told NFA that either Murphy or Rule would have
to provide this information since they were more familiar with these
transactions.

As a result, NFA contacted Murphy. While Murphy could not provide
details with respect to these transactions, Murphy seemed to imply that
the money came from outside investors to whom TIAG issued "callable
notes."

NFA asked Murphy to elaborate on these "callable notes." Murphy said
that in addition to its traditional IB business, TIAG was also a private
equity firm which had ten to twenty investors who were considered Class
B members of TIAG. Murphy claimed that these investors received the
"callable notes" and that Kelly would have the documentation relating to
these notes. NFA also learned that many of these investors in TIAG were
also participants of MSF. NFA asked Murphy to explain what kinds of
investments TIAG made, but Murphy was unable to provide any specific
examples.

Since NFA still had outstanding questions regarding TIAG's "private
equity” business, NFA contacted Kelly again. While Murphy had indicated
that TIAG had around ten to twenty Class B members, Kelly provided NFA
with a schedule of investors which listed approximately forty different
Class B members. Kelly also provided NFA with subscription and
operating agreements for TIAG. These agreements indicated that TIAG
planned to distribute a “5% profit participation” as well as a “6% dividend
per annum” to Class B members.

TIAG's records showed that Class B members invested approximately
$3.7 million with TIAG between June 2007 and April 2008. When asked to
explain what TIAG did with this money, Kelly replied that he thought it was
used for "general business purposes and operating expenses," an
explanation that clearly contradicts Murphy's claim that the money was
used to make further investments. Kelly also claimed he did not know
where the Class B members' investments were currently held or how
much of their investments remained.

Given that both Kelly and Murphy seemed unable to account for TIAG's
assets or explain its financial activity, NFA sent Kelly and Murphy a letter
on February 22, 2010 and requested all supporting documentation for
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22.

23.

24.

25.

26.

TIAG's financial transactions, including bank records. In addition, NFA
also asked for any agreements or records which would explain TIAG's
operations and to immediately explain the disposition of the Class B
members' investments.

In response to NFA's document request, Murphy contacted NFA on
February 23, 2010 and claimed that he could not provide TIAG's bank
records since Rule was the only signatory on TIAG's bank accounts and
Rule was on vacation until March 1, 2010. During this same conversation
Murphy also represented that he believed TIAG had two bank accounts—
one at JP Morgan Chase ("JP") and a much smaller account at Wells
Fargo ("Wells"). However, Murphy was unable to provide any information
regarding how much was on deposit in these accounts.

Since neither Kelly nor Murphy was able to account for TIAG's assets or
explain the nature of its "private equity" investments, NFA began
contacting Class B members. Although these members knew they were
making some type of investment with TIAG, none had specific details
regarding the nature of TIAG's "private equity” investments. In fact, one
investor knew nothing about TIAG's alleged "private equity” business.
Rather, this investor was under the impression that TIAG was using his
investment to capitalize the firm. One investor indicated she had asked
for and received back a portion of her investment while others believe their
investment is still held at TIAG. Another Class B member thought he was
an MSF participant; however, Kelly claimed otherwise.

Given that neither Kelly nor Murphy could provide any definitive
information regarding the whereabouts of the capital received from Class
B members or the firm’s investment activities, NFA requested the bank
records for Onset on February 23, 2010, as well as the personal bank
records for Murphy and Kelly on February 25, 2010. NFA required
Murphy to produce Onset's records by February 26, 2010 and required
Murphy and Kelly to produce their personal bank records by February 25,
2010.

On March 1, 2010, NFA received a January 31, 2010 TIAG balance sheet
and a portion of the general ledger which reflected transactions related to
Class B interests and dividends. The balance sheet reflected
approximately $816,000 in total assets. These assets included $92,000 in
cash and $640,000 in notes receivable from Onset, a former GIB
controlled by Murphy and Rule that withdrew from NFA membership in
September 2009. The balance sheet also showed that TIAG had a
negative $2 million in retained earnings.

Furthermore, the balance sheet also showed that Class B members had
contributed about $3.7 million and received distributions of approximately
$754,000. Although TIAG has characterized a portion of these
distributions as dividend payments, this term is not accurate since TIAG
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27.

28.

20.

30.

appears to be merely returning the investors' capital while simultaneously
reducing their equity interest in TIAG. Moreover, based on interviews NFA
has conducted with Class B members, many of these investors believed
they were receiving a dividend, not a return of their principal investment.

On February 26, 2010, NFA received Kelly's personal bank statements.
On March 1 and 2, 2010, NFA received some but not all of TIAG's bank
statements. TIAG's statements reflect that the firm received a total of
approximately $5.7 million, including two deposits totaling almost $2
million. NFA has been unable to determine the origin of these deposits.

Although the unknown origin of these deposits is troubling, what is equally
troubling is the fact that the TIAG's bank statements show that Kelly
received approximately $626,000 in transfers from TIAG. Although NFA
has asked Kelly to explain these transfers, Kelly has yet to do so. TIAG's
bank statements and the firm's profit and loss report also show that
Murphy received at least $687,000 and Rule received at least $676,000
from TIAG. In all, TIAG's general ledger shows that the firm received at
least $3.7 million from Class B members and the records reflect that TIAG
paid almost $2 million to Murphy, Rule and Kelly. TIAG has also issued
checks totaling approximately $3.5 million, but NFA has been unable to
obtain any information about these checks from Kelly and/or Murphy.

To date, none of NFA's document requests have been met in their
entirety. Specifically, despite requesting all TIAG bank records, NFA has
only received partial records for five accounts. NFA knows TIAG
maintained no less than six accounts and possibly more. TIAG has also
failed to produce the supporting documentation for its bank records. In
addition, Murphy has failed to produce his personal bank records and
Onset's bank records. While Kelly has provided statements for his
personal bank account, he has not provided NFA with any supporting
documentation. Finally, even though Murphy's attorney has represented
to NFA that TIAG's general ledger is several hundred pages long, NFA
has received only five pages of that ledger.

In light of the forgoing, NFA has very serious concerns about the activities
of Kelly and Murphy since it appears that TIAG collected at least $3.7
million from investors but Kelly and Murphy have been unable to explain
where a majority of this money was invested. More important, NFA does
not believe that Class B members know that a majority of their investment
monies have been transferred to accounts in the name of Murphy, Rule,
and Kelly. This is further evidenced by the fact that investors have
received K1 statements from TIAG which only reflect distributions and do
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not show any gains or losses. TIAG's most significant asset is a loan it
made to a former GIB, Onset, a company controlied by Murphy and Rule.

Therefore, of the at least $5.7 million received by TIAG, the only liquid
asset that remains is $92,000 in cash.

Further Affiant sayeth not.

Subscribed and sworn to before me
on this 8th day of March 2010.

Nofary Fublic

: OFFICIAL SEALdermydo 1

3 Margaret A. Van ¢
Notary of Minols
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AFFIDAVIT OF SERVICE

I, Myra Lewis, on oath state that on March 8, 2010, | served copies of the attached

Notice of Member Responsibility Action and Associate Responsibility Action by sending such

copies by facsimile and overnight mail in envelopes addressed as follows:

David Stawick, Secretariat

Commodity Futures Trading Commission
Three Lafayette Centre

1155 21° Street, N.W.

Washington, D.C. 20581

Facsimile: 202/418-5521

By e-mail and overnight mail:

William Kelly

President

IAG Capital Management LLC

291 Newtown Turnpike, Side Building

Weston, CT 06883

E-mail: wkelly@spamarrest.com
wkelly@iagrp.net

Dean Hoffman

Principal

Hoffman Asset Management, Inc.
3602 Golfview Dr.

Mechanicsburg, PA 17050

E-mail: Dean@hoffmantrading.com

Ronald Barba

Principal

The Barbashop, LLC

640 West Putnam Ave.
Greenwich, CT 06830
E-mail: Ron1480@aol.com

Richard Villano

President

Villano Capital Management, Inc.
835 Nesconset Highway

Suite H — 1

Nesconset, NY 11767

E-mail: info@villanocapital.com

Richard Foelber

Deputy Chief

Division of Enforcement

Commodity Futures Trading Commission
Three Lafayette Centre

1155 21st Street, N.W.

Washington, D.C. 20581

Facsimile: 202/418-5523

Patterson Kuo Yi Yao

Principal

Yaosun Strategic Investments, LLC
12224 NE 8th Street

Suite 310

Bellevue, WA 98005

E-mail: Pyao@yaosuninvestments.com

Phillip Herbert

Principal

NDX Capital Management, LLC
3433 Broadway Street NE
Suite 290

Minneapolis, MN 55413

E-mail: Azenk@ndxcapital.com

Dario Michalek

Managing Member

Vision Capital Management, LLC
1946 West 400 South

Lehi, UT 84043

E-mail: info@forwardthinking.vc

Jon Robinson

Managing Member

Robinson Langley Capital Management, LLC
3611 Andrews Dairy Rd.

Greensboro, NC 27406

E-mail: Jon.robinson@rlcap.com




Craig Kendall

Financial Commodity Investments
462 Herndon Parkway, Suite 205
Herndon, VA 20170

E-mail: ckendall@financialll.com

Peter Cadwell

Principal

Iridium Capital, LLC

312 Laurel Ave.

San Anselmo, CA 94960
E-Mail: Pcadwell@comcast.net

and also by e-mail and facsimile to:

Peter Campitiello, Partner

Tarter Krinsky & Drogrin LLP

1350 Broadway

New York, NY 10018

Facsimile: 212/216-8001

E-mail: pcampitiello@tarterkrinsky.com

and also by e-mail and messenger delivery to:

David Mousseau

General Partner

Lone Wolf Investments LLC

111 W. Jackson Blvd.

Suite 944

Chicago, IL. 60604

E-mail: dmousseau@lonewolfinvestment.com

Subscribed and sworn to before
me on this 8" day of March, 2010.

.Mx/szf W

Nofary/Public

m:\myRaffd\IAG capital management mra affd 3 10

Robert Tongue

Principal

Global Market Finance SA
Avenue de Belmont 35
1820 Montreux, Switzerland
E-mail: gmf@bluewin.ch

Michael Doherty

Senior Vice President

Vision Financial Markets LLC

Whitehall Investment Management Inc.

125 S. Wacker Drive, Suite 2000

Chicago, IL 60606

Facsimile: 312/849-9226

E-mail: mdoherty@visionfinancialmarkets.com

Emil Van Essen, Principal

Emil Van Essen, LLC

20 West Kinzie

Suite 1210

Chicago, IL 60610

E-mail: Emilv@vankartrading.com

Myra Lgwis

OFFICIAL SEAL
Margaret A. Vandermyde

Notary Public, State of Hlinois
MY COMMISSION EXPIRES 03-15-10




