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ANFRAGE 
 
des Abgeordneten Jenewein  
und weiterer Abgeordneter  
an die Bundesministerin für Justiz  
betreffend laufendes Verfahren in der Causa Madoff – Primeo Fund, Herald 
Fund, Alpha Prime Fund rund um das Netzwerk von Bank Medici und 
Unicredit BankAustria 
 
 
Im Dezember 2008 flog in New York einer der größten Finanzskandale der 
Welt auf: das Schneeball-System des Bernard L. Madoff. Verloren gingen – 
wie aus den Unterlagen des dort zuständigen Masseverwalters Irving H. 
Picard ersichtlich – rund USD 65 Mrd. Es stellte sich heraus, dass in mehr als 
20 Jahren des Fortbestehens dieses Pyramidenspiels lediglich die Gelder 
späterer Investoren dazu genutzt wurden frühere Investoren auszuzahlen. Der 
Bankenplatz Österreich scheint in diesem System eine besondere Rolle 
gespielt zu haben. So war mit der Bank Medici ein wesentlicher Teil dieses 
globalen Betrugssystems direkt in der Bundeshauptstadt Wien angesiedelt. 
 
Innerhalb weniger Monate wurden in den USA zwei Berichte mit insgesamt 
mehr als 500 Seiten (und mehr als 350 Beilagen) zu den Verfehlungen der 
dortigen Aufsicht veröffentlicht. Es wurden massive Versäumnisse der  U.S. 
Securities and Exchange Commission (SEC) in der Kontrolle und 
Überwachung Madoffs aufgedeckt und der Öffentlichkeit zugänglich gemacht.  
Obwohl von Madoff selbst ursprünglich behauptet, war für alle dort Beteiligten 
von Anfang an klar: einen Betrug dieser Größenordnung kann eine 
Einzelperson nicht alleine durchführen. Es benötigte IT-Spezialisten, 
administrative Mitarbeiter im System selbst, sowie Leute, welche die Firma 
nach außen hin deckten und einen Mantel der  Legitimität erscheinen ließen.  
Aber das alles wäre zwecklos gewesen ohne jene Personen, die in Hinblick 
auf die persönlich zu lukrierenden Millionenbeträge schlichtweg die eigenen 
Augen zukniffen, Kontrollaufgaben unterließen, Investoren in die Irre führten 
und wissentlich und willentlich täuschten, um dieses System solange wie 
möglich am Leben zu erhalten. 
Nach wie vor werden in den USA in dieses System verwickelte Personen 
verfolgt und im Herbst sollen fünf weitere dieser Personen angeklagt werden. 
 
Trotz dieses Einsatzes der amerikanischen Behörden und des 
Masseverwalters (dieser versucht sogar die scheinbar schlafenden 
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österreichischen Strafbehörden soweit wie irgend möglich zu unterstützen) die 
Causa aufzuklären und die Verantwortlichen der gerechten Strafe zuzuführen, 
wird hier in Österreich scheinbar alles getan, um die Causa erfolgreich zu 
verschleppen und in die Länge zu ziehen. 
 
Obwohl das Eingangs erwähnte Netzwerk eines der ersten und aktivsten in 
Madoffs Pyramidenspiel war und als Türöffner für Europäische Investoren 
diente, werden die Verantwortlichen durch diese Verschleppung nach wie vor 
geschützt. Für einen Rechtsstaat, der in Fragen der Korruption in den 
vergangenen Jahren im Vergleich zu anderen Ländern ständig abgesunken 
ist, ist dies ein untragbarer Zustand! 
 
Bemerkenswert ist die Tatsache, daß in der Firmenstruktur der Bank Austria 
Worldwide Fund Management Ltd. (BAWFM) die BankAustria zu 75% und die 
AVZ zu 25% beteiligt war. Die AVZ, als Stiftung von SPÖ-Bürgermeister Dr. 
Michael Häupl ins Leben gerufen, war ursprünglich dazu gedacht, den 
Verkaufserlös der Zentralsparkasse durch die Einbringung in eine Stiftung vor 
der Kontrolle durch den Rechnungshof zu schützen – mit tatkräftiger 
Unterstützung der Verantwortlichen in der Bank Austria. 
 
Ein englischer Buchautor hat im September 2013 eine Schrift veröffentlicht 
(Anlage 2), wobei darin klar und deutlich zum Ausdruck kommt, daß die 
damals Verantwortlichen der Bank Austria bereits im Jahr 2001 durch einen 
internen Revisionsbericht – spätestens jedoch im Jahr 2003 durch einen 
weiteren Revisionsbericht  über das Schneeballsystem Madoff informiert 
gewesen sind. Es steht jedoch zu befürchten, daß diese Berichte keine wie 
immer geartete Konsequenzen bei den damals verantwortlichen Personen 
ausgelöst haben und dadurch die Verluste durch Madoff noch unnötigerweise 
vergrößert worden sind.  
 
Zusammenfassend ist festzustellen: 
 
1.) Der Madoff Finanzskandal hatte mit SPÖ-affilierten Institutionen (AVZ-
Gemeinde Wien), Bank Medici, Unicredit BankAustria als 
Gründungsproponenten starken Österreich-Bezug. 
  
2.) Die damals erstellten Anlegerinformationen waren – bestätigt durch 
Gerichtsgutachten – nicht den wahren Tatsachen entsprechend. Auch die 
versprochenen und verpflichtenden Leistungen wurden von den Anlegern 
zwar bezahlt aber nicht erfüllt. 
 
3.) Es sind durch dieses Netzwerk, trotz mannigfaltiger Warnsignale, Volumen 
in EUR-Milliardenhöhe ohne Kontrolle in das Madoff-System gespeist worden. 
Das hat zweifellos den Betrug verlängert und den Schaden massiv erhöht. 
 
4.) Provisionen von hunderten Millionen EUR sind – über offshore 
Gesellschaften mit österreichischem Hintergrund – zurückgeflossen. Der 
Verbleib dieser Gelder ist zu hinterfragen – die österreichischen Gerichte 
haben bislang jedoch keine gesteigerte Arbeitsintensität an den Tag gelegt, 
um den Verbleib zu klären. 
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5.) Vorstände der Bank Austria haben - teilweise in Doppelfunktionen - die 
führende Bank des Landes für ihre perönlichen Zwecke instrumentalisiert um 
Kundengelder in entsprechende Kanäle zu leiten. Die handelnden Personen 
werden von der Bank und der Politik weiterhin geschützt. 
 
6.) Hinweisen auf verschwundene Kundengelder und Zahlungen wie z.B. von 
den Schweizer und Luxemburger Behörden wurde von den österreichen 
Behörden nicht nachgegangen und bis dato erfolgreich ignoriert. 
 
7.) Möglichkeiten auf internationale Zusammenarbeit zur Aufklärung und 
Ausforschung der Täter und diese den entsprechenden Gesetzen zuzuführen, 
wird in einer unfassbaren Art und Weise ignoriert. Durch beinahe apathische 
Verzögerungstaktiken wird der Fall, über zivilrechtliche Verjährungsfristen 
hinaus, in die Länge gezogen. 
 
8.) Anstatt die Bank zur Zusammenarbeit an der Aufklärung zu bewegen, wird 
in der Bank sowie Justiz- und Finanzressort an einer konzertierten 
Verschleppungsstrategie gearbeitet. 
 
 
In diesem Zusammenhang richten die unterfertigten Abgeordneten an die 
Bundesministerin für Justiz folgende 
 

Anfrage 
 
 

1. Hat das BMJ Erkenntnisse, wonach die Herrn Werner Kretschmer, 
Peter Fischer, Stefan Zapatocky und Gerhard Randa in einem Strafakt 
der US-amerikanischen Behörden als Beschuldigte in einem das 
Schneeballsystem Madoff betreffenden Verfahren geführt werden? 

 
2. Wenn nein, warum nicht? 

 
3. Wenn ja, welche Handlungen hat die weisungsgebundene 

österreichische Staatsanwaltschaft bislang daraus gezogen? 
 

a. Wenn ja, wurde Seitens der US-Behörden um Unterstützung und 
Rechtsbeihilfe angesucht?  

 
b. Wenn ja, wann wurde Seitens der US-Behörden um Unterstützung 

und Rechtsbeihilfe angesucht?  
 

4. Wenn ja, welcher Staatsanwalt war mit der Beantwortung betraut? 
 

5. Welche Konsequenzen hat die weisungsgebundene österreichische 
Staatsanwaltschaft aus dem Schreiben der rennomierten 
amerikanischen Rechtsanwaltskanzlei BakerHostetler vom 14.12.2012 
gezogen, worin der österreichische Staatsanwalt Mag. Michael 
Radasztics über die Verstrickungen der oben genannten Bank-Austria 
Mitarbeiter informiert wurde? (Siehe Anlage 1) 
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6. Entspricht es den Tatsachen, daß der weisungsgebundene 
österreichische Staatsanwalt Mag. Michael Radasztics nicht mehr mit 
dem „Fall Bank Austria“ (615 St 2/13 a (vormals: 604 St 19/09 i), 604 St 
6/09 b oder 604 St 14/11 g) betraut ist? 

 
7. Wenn ja, warum bearbeitet Mag. Michael Radasztics diesen Fall nicht 

mehr? 
 

8. Wenn ja, wer behandelt nunmehr diese Causa? 
 

9. Wenn ja, wieviele justizielle Einvernahmen hat der Staatsanwalt Mag. 
Michael Radasztics in den Jahren 2009 bis 2013 in der Causa (615 St 
2/13 a (vormals: 604 St 19/09 i), 604 St 6/09 b oder 604 St 14/11 g)  
bislang vorgenommen? 

 
10. Wenn ja, hat der Staatsanwalt Mag. Michael Radasztics in den Jahren 

2009-2013 jemals eine Rechtfertigung gegenüber einer ihm 
übergeordneten Stelle über den Ermittlungsstand abgeben müssen? 

 
a. Wenn ja, wann, wie oft und an wen? 

 
11. Welche Aktivitäten wurden bislang von dem/der 

Nachfolger/Nachfolgerin von Staatsanwalt Mag. Michael Radasztics in 
der Causa (615 St 2/13 a (vormals: 604 St 19/09 i), 604 St 6/09 b oder 
604 St 14/11 g)  gesetzt? 

 
12. Entspricht es den Tatsachen, daß zumindest im Fall von Frau Radel-

Leszczynski bereits eine Einstellung der Erhebungen in allen 
Verdachtspunkten erfolgt ist? 

 
13. Ist dem BMJ bekannt, daß in der Firmenstruktur der Bank Austria 

Worldwide Fund Management Ltd. (BAWFM) die Bank Austria zu 75% 
und die AVZ zu 25% beteiligt war? 

 
14. Welche Ermittlungsschritte hat die Staatsanwaltschaft bislang im 

Bereich der AVZ (Hausdurchsuchungen, Kontoöffnungen etc.) gesetzt? 
 

15. Wurde im Zuge der bisherigen Ermittlungen überprüft, ob der 
Stiftungszweck der AVZ die Gründung einer Offshore-Gesellschaft zum 
Zwecke des Vertriebs von Primeo Fund – als „Mastermind Fonds“ – 
welche dann als Klone beim Herald Fund und Alpha Prime fortgeführt 
wurde ? 

 
16. Wenn ja, mit welchem Ergebnis? 

 
17. Wurde im Zuge der bisherigen Ermittlingen überprüft, ob es im 

Zeitraum der Geschäftstätigkeit der AVZ mit der Bank-Austria 
Geldflüsse von der AVZ zu politischen Parteien gegeben hat? 

 
18. Wenn ja, mit welchem Ergebnis? 
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19. Welche Ermittlungsschritte hat die Staatsanwaltschaft im Zeitraum 
2008-2013 im Bereich der Bank Medici (Hausdurchsuchungen, 
Kontoöffnungen etc.) gesetzt? 

 
20. Wie oft und wann genau wurde Frau Sonja Kohn in Österreich justiziell 

einvernommen? 
 

21. Welcher Staatsanwalt hat diese Einvernahmen durchgeführt? 
 

22. Liegen dem BMJ Erkenntnisse vor, wonach Sonja Kohn, die ja 75 % 
des Aktienanteils der Bank Medici inne hatte, Teil eines internationalen 
Betrugssystems gewesen ist? 

 
23. Wenn nein, welche Ermittlungsschritte wurden bislang zur Klärung der 

Rolle von Sonja Kohn im Schneeballsystem Madoff in Österreich 
gesetzt? Insbesondere hinsichtlich der Datensicherung da die Bank 
Medici als „Kostenstelle“ in der BankAustria geführt wurde. 

 
24. Wenn ja, wann ist damit zu rechnen, daß gegen Sonja Kohn und 

weitere Verantwortliche aus dem Umfeld der BankAustria in Österreich 
Anklage erhoben wird? 
 

25. Ist Ihnen das Buch „the pyramide builders“, das im September 2013 
erschienen ist bekannt? 
 

26. Welche Prüfung werden von ihrem Ressort auf Grund der darin 
aufgestellten Behauptungen durchgeführt? 
 

27. Gab oder gibt es Weisungen aus dem Justizressort an die 
Staatsanwaltschaft in der Causa AZ 615 St 2/13 a (vormals: AZ 604 St 
19/09 i), AZ 604 St 6/09 b oder AZ 604 St 14/11 g? 
 

28. Wenn ja, wann wurde an wem welche Weisung erteilt? 
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Prologue 

Builders of the Great Pyramid  

 

“These people are much more dangerous than any bank robber or armed robber, 

because these people, the white-collar fraudsters, are the most prestigious citizens. 

They live in the biggest and best houses and have the most impressive resumes. So 

when they commit fraud and scheme, they destroy companies and throw thousands of 

people out of work, and destroy confidence in the system.” 

- Corruption hunter and Madoff whistle-blower Harry Markopolos 

 

The enforcer lifted his hands and put them round the neck of the man in front of 

him, pulling him close until they were staring into each other’s eyes. He didn’t hurry, 

there was a message to be passed on from the big boss, and the man known as The 

Butcher was an expert at getting that across. A member of the firm was not towing the 

line: “If you start blabbing, we’re going to break your neck.” A pause, then he pushed 

the other away slowly, straightened his lapels, and turned to walk off.  

A snapshot not from a Hollywood movie, but rather an account of a moment at the 

heart of a criminal conspiracy that was officially the longest-running, largest-earning 

and most wide-ranging criminal racket the world has ever known. But the two men 

were not gang members in a Mafia underworld; they were both highly respected 

senior officials working at a bank in Austria. A bank currently targeted in a $60 

billion plus compensation claim from America that alleges it violated the Racketeer 

Influenced and Corrupt Organizations Act (RICO), a US federal law created to 

combat organized crime. RICO was the law used to jail drugs smuggler Howard 

Marks, but what does the RICO act have to do with a group of Austrian bankers? 

The Butcher was the nickname for Alfred Simon, a bank director who was the right-

hand of Werner Kretschmer, who in turn has been named as a key member of what 

the RICO lawyers described as the “Bank Austria Conspiracy”. Despite his high 

profile financial career, it was widely believed that Simon didn’t really understand the 

markets, but he knew how to make sure people did what the boss, Kretschmer, 

wanted. 
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Of course, the real boss-of-bosses in this network was none other than Bernie 

Madoff, but he didn’t want to be called boss. In fact, he preferred it if nobody 

mentioned his name at all, and he actively took steps to make sure as few people 

knew of him as possible. And he mostly succeeded, at least until that day on 

December 11, 2008, when suddenly the whole world knew his name.  

As crimes go they didn’t come any bigger than the one Madoff pulled off for the 

best part of four decades – and at the end when he was jailed for 150 years - it could 

be argued few fell as hard. Officially the biggest thief in history, Madoff was a man 

whose crime was so great anything else looked like a child shoplifting chocolate, he 

fleeced the rich, the famous and the little guy, who all wanted to believe so 

desperately that he alone could defy markets, interest rates and financial logic. 

A former lifeguard and lawn sprinkler repair man, Madoff’s career sky rocketed 

after he joined Wall Street in the 1960s. At the end he had signed up Oscar-winning 

director Steven Spielberg, actors Kevin Bacon and Kyra Sedgwick, the owner of the 

New York Mets baseball team Fred Wilpon and a plethora of corporate and civic 

pension funds to pump money into his investment business. He lured them with the 

pledge that he would reward them better than anyone else. And, for a long time, he 

did.  

At the end he had $64.8 billion, which included the billions he had been given, plus 

the billions in fictional profits. If true it would have made him 50% bigger than 

banking giant JP Morgan Chase, and his fund network three times larger than that of 

global investor George Soros. Yet no one saw that the emperor had no clothes 

because they did not want to see. They only wanted to witness their own treasure 

accumulate faster in his counting house than it would have done in others. They saw 

his fancy Wall Street offices and read the breathless testimonials to his skills. It 

looked too good to be true, and of course it was, but it would take decades and many 

destroyed lives before Madoff finally ended up where he should have been all along: 

In jail. 

But this book is not so much about Bernie Madoff, and more about the members of 

the Bank Austria Conspiracy, the people who were the enablers to his outrageous 

crimes, and the greed and corruption that helped him to commit the fraud which 

allowed him to steal more money from more people all over the world than any other 

thief. Ever. Where other investigations end with Madoff being incarcerated for several 

lifetimes and ordered to pay $170.8 billion in fines, this story begins. 
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An extensive trawl of the facts buried among millions of pages of financial and legal 

statements proves that the case is far from over, that living among us are accomplices 

to Madoff who walked away from the rubble of his empire with reputations, and bank 

accounts, intact. At the time of writing this in the summer of 2013 Madoff, aside from 

his brother, is the only one jailed for the crimes which scythed through so many lives. 

Madoff always claimed in court he acted alone, but he is a world class liar: How 

else could he have been anything else if he was to succeed for so long? This book sets 

out to find out how it is that, with thousands of individuals involved in the vast 

network that channelled billions to his New York HQ, no others have yet been called 

to account. Can it really be that nobody else anywhere in the world knew anything? 

The rank-and-file perhaps not, but what about those who had the big picture? Were 

they really innocent, or were they really Madoff’s willing disciples? 

The money was handed over by investors who believed he was placing it in the 

stock market using a strategy that generated humble yet consistent returns. In fact, he 

was simply taking the money from new investors and using it to pay the interest owed 

to the older investors. Yet almost 40 years and billions later, and no one else really 

knew? 

The answer, argued in this book and backed up with the weight of supporting 

documents, is that some did know very well. But like the optimists who chose not to 

question his methods, preferring instead only to concentrate upon the returns, they too 

looked away. The creed of ‘Greed Is Good’, the killer line by Michael Douglas’ 

character Gordon Gekko in the film Wall Street, was their mantra.  

The claims that he acted alone and that the fraud started in 1996 are lies. They were 

lies in the court and they were lies earlier when he had been arrested and then 

interviewed during the proffer, the pre-trial negotiations when he was offered the 

chance of a limited immunity for his statements – but only if he were to tell the truth. 

But he did not tell the truth, and from the moment he claimed he had acted alone it 

was clear he was not going to co-operate. The truth was not something that would 

ever be easy to find in the Madoff case. What was really at the rotten heart of his 

corrupt empire? Madoff’s version of his crime was clearly aimed at protecting his 

employees and preserving as much of his crooked partner’s wealth as possible, since 

his victims could not claim assets before the fraud began. The earlier the fraud could 

be shown to have started, the more assets were eligible to be reclaimed. He claimed 

he only went off the rails just over a decade before his arrest; yet a trader that worked 
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for him, David Kugel, said he had been asked to make false records for investors to 

indicate profitable trades going back as long ago as the 1970s.  

In carrying out his scheme, Madoff fooled the regulators of dozens of countries. 

One European legal consortium estimated as many as three million people (1) were 

victims of his crime. Could there be that many victims in a fraud that Madoff 

continues to insist only started around 1996 – 12 years before it finally collapsed in 

December 2008?  

One of Madoff’s victims, Michael De Vita, 63, who lost his and his mother’s life 

savings through Madoff, put into words the thoughts of many when he told the court 

at Madoff’s trial that he believed it to be “physically impossible for a single person to 

carry out such a gargantuan task all by himself”. Prosecutors have charged a handful 

of associates; including some like Madoff’s finance Chief Frank DiPascali, 57, and 

accountant David Friehling, 53, who also pleaded guilty. But none of these have yet 

received jail terms. Officially, they are on bail and helping prosecutors with their 

enquiries. If and when they are jailed, they are hoping to receive a lighter sentence as 

a ‘reward’ for their help.  

Madoff and his brother jailed, and a handful of other US office staff in the firing 

line. But can that really be all? As De Vita said, it was clearly impossible even if 

Madoff’s backroom staff and family were added to the picture to believe that this 

fraud was limited to just them. 

Why, then, has no one else been convicted? The answer lies 4,000 miles away from 

Madoff’s New York offices where a paper trail and the few who are prepared to talk 

points to a conspiracy of over two dozen potential suspects – the Bank Austria 

Conspiracy. A group which had members with the financial smarts, political 

connections and criminal energy that subverted entire banks and finance houses, so 

long as the Madoff Midas machine kept on filling up their own pockets with loot. 

What this book proves is that Bernie Madoff had a network of people who knew very 

well that his scheme was crooked, but for selfish reasons simply did not care as long 

as others would end up footing the bill. People with a moral duty to raise the alarm – 

people still carrying on their trade in the banking world or who have retired with their 

riches – and are still living the high life while their erstwhile hero expires slowly 

behind bars, and their victims are left to suffer. 

Madoff was a cancer in the banking world that grew in the US, but the other 

tumours – his enablers – are still festering in other parts of the body of the global 
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financial community. They carry on while the people who lost everything in the 

aftershock of his terrible deeds are reduced to penury.  

The insiders who helped in the creation of this book are those on the side of right; 

people unhappy about the way that the financial world, in particular the banking 

system, has been defiled by investment banking and the greed that feeds it. They want 

to see a change. And they patiently explained this often breathtakingly complex world 

in order for readers to understand split strike strategies, net asset values (NAV), 

margin systems and hedged bets, and how all of this was used to pull the wool over 

the eyes of everyone else before the bubble burst – and afterwards. These informants 

are people who once took pride in being able to provide the services a bank should be 

involved in. Safeguarding the life savings of the ordinary working man, finding 

business ideas that fuel the economy that pays wages, helping people onto the housing 

ladder or funding further education. These are all things that don’t bring the vast 

profits that investment banking offers, or the vast bonuses to the high flyers that can 

now afford to outbid oligarchs for rare artworks, football clubs or the world’s biggest 

yacht. They are people with consciences in a universe where far too many have no 

concept of what the word means, and this book would not have been possible without 

them. 
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Chapter One 

Vienna’s Red Kraken 

 

Bank Medici is currently setting up an initiative, promoting Austria as the prime 

location for international finance. Named ‘Vienna: Your Investment Capital’. This 

initiative has the full support of both the Mayor of Vienna, Michael Häupl and the 

Chancellor of Austria, Alfred Gusenbauer. 

- Image Brochures from the Madoff-tainted Bank Medici – July 2007 

 

The Austrian capital is famous for its coffee houses, rich cakes, old imperial 

buildings, the giant wheel of Third Man fame, fabulous palaces and beautiful parks. It 

is a melting pot of a capital, home to people from places that no longer exist on 

modern maps, subsumed by war, revolution and turmoil. It is a major tourist magnet 

now but for years it was also the hub of spying in Cold War Europe, a city at the 

crossroads of the ideologies of Communism and Capitalism, luring in the spooks from 

all sides to perform their treacherous, dirty trade among the grand buildings of the 

Habsburgs. It was a city where people grew used to intrigue throughout its history, 

and a city good at keeping secrets. So it should be no surprise that the call, when it 

came, to help break into the labyrinthine and closed-off world of Bernie Madoff was 

from Vienna. 

* * * 

Christmas 2012. Two days before the festivities. The summons was to meet a man 

with ‘information’ about the Madoff affair. The venue given was the Hadikstüberl in 

Vienna’s 14th district: Part café, part restaurant, and in the afternoons only ever part 

full. It is itself a throwback to a more sedate world that does not march to the 

drumbeat of rolling news, video screens on every wall and quiz nights for regulars. 

The yellow light that filters through the bottle-glass windows onto wooden panels 

hints at a darkness that borders on the dingy; but it has a cosy, affable charm with 

affordable drinks and decent home cooking, and in the lull before the evening rush 

little chance of anyone eavesdropping on hushed conversations.  
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The man who arranged the rendezvous in Graham Green-esque melodrama has no 

name. He is educated, speaking English with a slight German accent, and he has a 

story about Bank Austria. Or rather, he has a story about a senior man at the bank that 

hasn’t crossed its threshold since 2008 – about the time that the Madoff affair broke. 

He is on permanent gardening leave, drawing a salary to stay at home. Apparently he 

is burned out, although no one at the bank bothered to tell him that; they only told 

people calling asking where he was: “He couldn’t take the strain, he’s been pensioned 

off. Burnout.” There is a fee for information about this man, but it is not money that is 

wanted. It is help in exposing those who aided the biggest crook in history. The fee is 

justice. The man promises paperwork to back up his claims. And that was it on that 

pre-Christmas meeting in 2012.  

At the start the informant was cautious, as winter moved to spring and the pavement 

cafes opened for business on Vienna’s cobbled inner-city streets. And there was a 

deadline for the journalist that took the call: Another corruption story, and the alleged 

cover up in Austria over the kidnapping of Natascha Kampusch. Austrians are fed up 

of hearing about the twists of that story as one enquiry leads to another since she 

escaped; nine years after she was snatched off the streets aged 10 on her way to 

school. Snatched, and held for more than eight years in a cellar by pervert Wolfgang 

Priklopil. Does anyone really believe any more that the Austrian government had no 

reason to cover it up? Does anyone even care?  

The paths of the two, journalist and informant, crossed again in April 2013 when the 

informant was ready to hand over paperwork, material that began to reveal the 

entwinement of Bank Austria with the collapsed empire of Madoff. With branches all 

over the country, Bank Austria is as much a part of the country as the Alpine vistas, 

clear blue lakes and picture postcard villages. It is part of the country’s business and 

economic life, but also a major part of the political landscape. For years it had the red 

wave as its symbol, but denied this was a symbol of its link to its socialist roots. Yet 

Bank Austria was and still is as always strongly allied to the Social Democratic Party 

of Austria, the Sozialdemokratische Partei Österreichs, known locally as the ‘Red 

Party’, or SPÖ for short.  

What the pre-Christmas informant wanted to reveal when he resurfaced in Spring 

was the bank’s involvement in aiding and abetting the Madoff fraud, and how the key 

players in it had been ‘protected’ ever since his stunning fall from grace. With the 
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informant’s aid, thousands of documents were amassed. Amid the jungle of complex 

financial deals and deals within deals a salient fact emerged.  

A cover up. 

And a link to one point in the journalist’s previous investigation, an investigation 

that had stopped at the point where it seemed incredible and far-fetched that the 

Austrian state would try to cover up blunders it had made in a domestic kidnapping 

case. Yet two of the countries’ finest legal minds had led a campaign that claimed just 

that. Former Supreme Court President Johann Rzeszut and Ludwig Adamovich, 

former head of the Constitutional Court and the President of a committee ordered to 

look at the Natascha Kampusch case, had both claimed this was what had happened, 

and produced evidence to prove it.  

Now, here again was the State, this time working to cover up the involvement of top 

banking officials in the Madoff scandal. It is not a rare phenomenon in Austria for 

officialdom to close ranks and for those who take the time to look it is not hard to find 

examples. At the top of the information chain in Austria are always the politicians. If 

any criminal case has political overtones, then the prosecutors by law have to inform 

their superiors, who then have a duty to pass it on to their political masters. All legal 

and seemingly above board. But with the passing on of all key developments in any 

given investigation, if anything appears that is regarded as sensitive, then the 

investigation is put on hold. It is a process that reaches almost fever pitch prior to key 

regional or national elections. The list of politically connected scandals in Austria is 

long.  

Prosecutors are routinely switched, experts take years to make reports and the result 

is that those accused rarely end up facing the consequences. In his book Land of 

Thieves about corruption in Austria Kurt Kuch, head of investigations at the magazine 

news, warned that the Alpine Republic was comparable to Italy – the only difference 

being that Austrian corruption was without the violence. Kuch argued that in Italy, 

judges and prosecutors needed to be threatened to stop them doing their job. In 

Austria, he wrote, that isn’t necessary. The cosy co-operation between judges and 

prosecutors, lawyers, politicians and business leaders makes sure very few things ever 

happen to rock the boat. And those who don’t follow the political line, who fight 

against the system, and who are prepared to say no to what is wrong are side-lined 

and removed from power.  
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Under pressure from the EU on March 1, 2013, Austria introduced a hotline to the 

anti-corruption division of the state prosecutor’s office responsible for economic 

crime. The hotline will run for a trial 2 years and is a modification of the anti 

corruption law introduced on 1 January, 2011. So far it has yet to prove useful. 

One of those people that certainly suspected something was wrong with Madoff, 

and tried to raise the alarm, was the Bank Austria employee who was treated to the 

warning by Alfred Simon aka The Butcher at the start of this book: “If you start 

blabbing, we’re going to break your neck.” 

The man can’t talk, at least about the bank, as technically he still works there. He 

can’t be named either, but he is not hard to find. He spends most of his days at home 

in his modest two-bedroomed flat in a suburb on the outskirts of Vienna. It doesn’t 

compare to the castles and villas of those in the Bank Austria Conspiracy, but then 

again he is one of the few who said no to Madoff and his tainted millions – which is 

maybe why his home is a far cry from theirs.  

The man can’t speak about the information offered by the informant, but confirms it 

is a selection of his paperwork amassed over two decades of working at the bank. 

Thousands of files apparently taken from his desk or copied without his permission. 

His office was accessible to any of the thousands of staff at the bank where he 

worked. Paperwork taken after he had walked out on the job – officially suffering 

from burnout Paperwork that showed a picture of a man who started out at the bottom 

of an Austrian bank later taken over by Bank Austria, and who rose to be at the heart 

of its money-making machine. According to former colleagues he had a rare talent – a 

combination of a technical understanding of the investment side of the business 

coupled with a charismatic personality that meant he could deal with customers and 

explain the complexities of investment banking in layman’s terms. 

He was also ‘clean’ in a way many in the financial world were not. Some e-mail 

exchanges showed how he once negotiated a real estate deal. The client asked him 

where the “commission” should be paid. “To the bank,” was the short answer. “The 

bank? Wow. I don’t think we’ve ever been asked to do that before.” Other e-mails 

written by him to members of the bank’s board, and even his union representative 

about the culture of accepting commissions on the side went ignored. In one he was 

asked incredulously by the union representative: “I don’t understand why you didn’t 

simply take the money? Nothing would have happened to you, I mean, we both know 

you never would have been caught.” Also seen – and also ignored – were e-mails sent 
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numerous times to superiors warning of one very specific, and very dangerous 

investment house in New York which, in his opinion, should be avoided at all costs. 

The investment house of Bernie Madoff. 

The paperwork shows he was the man who saw that the emperor Madoff was 

wearing no clothes. Every e-mail he sent to the bank’s higher-ups ended with the 

words that Madoff did not, in his opinion, “exercise the care and diligence of a 

prudent businessman.” But who was this man to listen to? He did not have any higher 

academic qualification - usually a prerequisite for anything in Austrian business life. 

Worthy men like Dr Zapotocky or Dr Radel-Leszczynski (even though her degree is 

an arts degree), or even Dr Dr (DDr) Kretschmer - who has a double doctorate. People 

linked by their academic knowledge, by their work for Bank Austria, and by their 

membership of another exclusive club that had Bernie Madoff included, the Bank 

Austria Conspiracy. 

Those that knew the victim of Mr Simon’s anger said he dropped out from his 

studies and went to work for the bank after his father died of a heart attack. Some say 

it was a broken heart – after a project for children that he had devoted his life to was 

closed down by politicians. It was one of the typical questionable local political deals 

that seem so common in Austria they rarely get a mention. And it left his son, who 

was to later become a banker, with a very personal reason to dislike political 

interference and corruption. 

He also disliked politics because he saw how political squabbles came between his 

grandparents. With one set from the ‘Black Party’, the conservatives People’s Party or 

Österreichische Volkspartei (ÖVP) and the other from the ‘red’ SPÖ, it ensured that 

they never spoke to one another because of their differing outlooks. So with a built in 

desire to avoid both corruption and politics, he started work in the Austrian banking 

system. Perhaps not the best move, given that it is a place where shady business 

dealings that anywhere else would be called corruption and blatant political 

interference are common.  

It surprises many outside that the country that political parties have such a say in 

Austrian banks’ operations, but as this book shows, it is an undeniable reality. And it 

is interference at a level that does not just apply to the banks. 

Curriculum vitae data in the files for the unnamed banker show he started work at 

the ÖVP-controlled Creditanstalt (CA) bank in 1987 – which later was taken over by 

the SPÖ-controlled Bank Austria. Some of the e-mails in the documentation showed 
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his concerns about Madoff – and Bank Austria’s ill-fated trading with him – and some 

were addressed to him by his nickname The Last Mohican – or TLM as he came to be 

known. This was clearly a term of respect. He had a good rep. It was meant to imply 

he was the last hero, the last fighter still standing.  

It was possible to track down some of the e-mail senders. Most recipients refused to 

be interviewed but one agreed on condition of anonymity. “To understand him”, he 

said, “you need to put it into the context of one of the recent developments in banking, 

and that is the creation of ever more complicated products, and then more products 

based on those products. Banks loved them because they generated vast profits, and 

because they were so hard for anyone but the most skilled investors to understand. 

They were put together by glorified mathematicians, the quants (quantitive analysts), 

who were constantly coming up with new structures. More than 99% of the products 

were synthetic products, simply created to try and find a demand. They offered a 

promise of something, but not a reality.  

“He had his training in the old school of the Creditanstalt bank, and I know they had 

him earmarked for a senior post. Traditional and conservative in his banking strategy, 

he always argued that if you want to buy shares then buy shares, but not through a 

product that is based on a product where at the end of the day the client really doesn’t 

know if they have even bought anything with their cash.” 

Essentially, it was all financial trickery of exactly the sort that TLM wanted to avoid 

for his clients. With good reason, said his former colleague: “If you look at the 

German index (DAX) there are 30 stocks. Yet in Germany there were 4,300 

investment funds, and 2.5 million synthetic products created by the financial whizz 

kids, the quants. But that product range was always based on the same 30 stocks.” 

For the ordinary investor in Austria, or the ordinary investor anywhere, the market 

became very difficult to understand as the new products – indexed annuities, 

exchange traded funds, derivatives, structured products and mortgage backed 

securities – appeared. The informer said that the point of TLM was that if investors 

moved their money away from the synthetic products then the DAX would be at 

“20,000 index points instead of 8,000”. The index is a way of measuring development 

in the value of shares (the market). The higher it is, the more the shares are worth. 

Pension funds, income funds, equity funds would all benefit if it was higher. It also 

makes it easier for firms to get money from the capital markets. If there were 20,000 
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index points, it meant more investment in real business, and more jobs. Whatever the 

politicians may say, at the end of the day it is capital that creates jobs. 

The bottom line is, of course, that it should make good business sense to support the 

stock market, yet banks rushed into dealing in synthetic products for the simple reason 

that they earned up to 10% gross margin, which in layman’s terms means a lot of 

money, whereas with the buying of single stocks on the stock exchange it was around 

0.5%. Put simply: Synthetic products were where the money was, even if the stocks 

business was the real economy, instead of just an index of an index. 

For this reason TLM eventually chose to work in a different department, even 

though the salaries were several zeros short of those garnered by the investment 

banking team. In the paperwork the current Bank Austria CEO Willibald Cernko 

described TLM as ‘the bank within the bank’, and with the understanding of an 

investment banker who had chosen instead to work in a different department, he was 

popular with colleagues who wanted advice on the more exotic financial products the 

management were intent on peddling.  

TLM’s constant clashes with the investment bankers meant trouble, his department 

faced frequent audits, and discussions over his promotions were heated affairs 

between superiors who valued what he did for the bank and wanted more, versus 

those who were angry at his opposition to exotic financial instruments. It did not stop 

him doing an ever greater number of jobs in deed though if not in name. Cernko sent 

TLM on expensive financial courses that further boosted his understanding, he was 

fast tracked to be an official signatory for the bank and one of the few with the ÖVFA 

qualification as a certified European Financial Analyst. He was the free thinker - 

Freigeist - asked to look outside the box for the department with the bank’s biggest 

customers, and as one e-mail pointed out: “TLM is the only person here in Bank 

Austria allowed the luxury of his own opinion.” But it was also an opinion that was to 

have a cost. 

The former colleague said: “Ordinary bank staff who wanted to get advice on how a 

product worked, or afraid they might end up involved in something that saw them out 

on a limb, would find their way to see him (TLM), and he ended up with an integral 

understanding of the bank and how it operated that was way above his official pay 

grade. Paperwork that normally only the board would have access to ended up going 

over his desk. 
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“He had no respect for the treasury team (the part of the investment bank that was 

mass producing these products), he point blank refused to sell their products unless he 

really felt it was in the customer’s interests. But he was always so direct in talking to 

them that the popular belief was that it was only the amazing results he generated that 

kept him in a job.” 

On its website, Bank Austria defines treasury as offering “all of the products and 

services that you can rely on when managing financial risks. We can help you in 

identifying and quantifying your risks, and recommend specific products”. But it also 

warns: “Treasury products have complex structures that are not suited for all 

customers, we definitely recommend that you take advice from an expert with regards 

to all of the opportunities and risks of the product.”  

Sascha Stadnikow, 29, runs the Finanzbuddha (2) consulting platform in Vienna. He 

is someone who speaks out about Vienna’s closed financial community very often, 

and doesn’t mind being named, because his company works to help those who have 

lost money on synthetic products sold by the banks. He said: “This sort of disclaimer 

is something that is new, about five years ago they were far more aggressive, but after 

all the legal claims they realised they needed to change the strategy.”  

There were a lot of legal claims against the bank, but not for every department. In 

20 years at the bank, TLM never faced a legal action. Not that he kept a low profile; 

colleagues would joke that he would never be sacked as long as the returns kept on 

rolling in. But his former colleague had another idea: “I think it was because they 

knew he was much too well informed, and at the end of the day they just couldn’t 

afford to risk throwing him out. That is why he is still being paid to stay at home – 

they don’t want him to talk.” 

After Madoff, the banks certainly had enough other problems dealing with legal 

claims. Many individuals and institutions claimed they had not been properly 

informed that they risked losing their investment. Banks, they claimed, were too keen 

to boost profits from the fees generated, so they had downplayed the risk. In many 

cases, the courts have agreed. 

Mr Stadnikow said the obsession with complicated financial products had been 

especially extreme in the German-speaking world, which included of course Austria: 

“The Germans were the world masters in producing these certificates. There were 

around 2 million products at the peak. The business was invented by investment 

banks. They started off in New York and then they moved to London and then they 
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came to us (in Austria). If you were to ask any of the big investment banks where they 

did the most business in Europe, it would be Germany and Austria. Maybe a little bit 

in Italy and France. That was it. The rest were not so interested. 

“The idea of speculating was like an addiction here. It remains a mystery why these 

investors didn’t want to buy shares, but would buy products based on shares. The 

marketing departments really did a brilliant job. And they did the best job of all in 

Austria. If you were a bank and had a risky product you sold it to Germany, and if you 

had a really risky product – and I mean the really dangerous complicated stuff – then 

you sold it to the Austrians. The banks knew they had the best chance of passing them 

off here. Take for example Goldman Sachs. They had a sales desk in London that 

covered the whole of Europe. In Sweden say, they sold relatively harmless products. 

But the sales desk for the German banks got the wildest products, and they passed 

them on to the other banks in the group.” 

In Austria, Bank Austria was the first to get involved in these products. And they 

did it in a big way, exposing most departments to dangerous levels of risk – all except 

in the one department. Why? According to a Bank Austria director interviewed by the 

Austrian Financial Market Authority (FMA) officials after Madoff’s arrest: “We had 

some internal resistance.” He didn’t say who, but everyone in the bank knew. 

It was the Last Mohican.  

* * * 

The paper and e-mail trail in the TLM files stops in October 2008. Before it ends, it 

details increasingly bitter conflicts between TLM and his superiors who wanted 

access to the €13 billion to €15 billion in assets and about €6 billion to €8 billion in 

cash (deposit accounts or fixed deposit accounts) that were held in his division. He 

worked up to 15-hours a day, six days a week, yet was asked to find time at 2pm on 

July 23, 2008, for lunch at the Hotel Imperial in Vienna. It was a few tram stops for 

TLM from his office, or two minutes in a chauffeur driven car for the man he was 

supposed to meet. And it was a meeting that was to be the beginning of the end. 

His diary shows TLM was to meet a businessman, Mr Z. There was also an e-mail 

related to this entry in the file where he wrote: “Saw Z. today for lunch. He’s still as 

vain as always, hair dyed like Gerhard Schröder (Former German Chancellor). He 

wants me to try and sell his Alpha Prime Fund and told me I could get 0.25%. Seemed 

to think the fact that I didn’t reply was because I was holding back for more, and told 

me that in some cases it could be raised to 0.5% of the 2% fee they were getting. Felt 
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on this occasion it was necessary to be a bit more direct than pointing out this didn’t 

‘exercise the care and diligence of a prudent businessman’. I don’t think he’s my 

friend any more. Strange, because he had seemed so complimentary a few minutes 

before.” 

But any satisfaction that TLM might have gained from the rejection was short lived. 

Back at the Bank Austria offices pressure increased for him (TML) to sell Madoff’s 

products to clients. A month before, in September 2008, there had already been 

pressure of a different kind that TLM had survived. Bank Austria and also other 

European banks had run into liquidity difficulties and were in desperate need of cash. 

The bank insider that knew him said: “On paper the balance sheet was a minus from 

the point of view of the liquidity. They needed liquidity – money, in simple terms – 

and a lot of it. He recalled that TLM was on holiday in September but they knew he 

had the best chance with his network of sorting something out. He was only a part of 

the final solution but by far the biggest part. By the time he returned he had pulled in 

€1.5 to €1.8 billion of new cash.” 

The deals were all detailed in TLM’s paperwork, but it did not win him the plaudits 

that might have been expected anywhere else. TLM clashed frequently with Bank 

Austria managers like Friedrich Hondl, who in turn was under Gernot Heschl. 

Heschl as a department head was one step down from a board job, reporting to the 

Bank Austria Director Regina Prehofer. He was also on the supervisory board of 

Pioneer, and therefore had the job of overseeing the Pioneer fund’s board of directors. 

Pioneer had moved to bring Heschl onto the supervisory board believing he was the 

way to access the big accounts in Bank Austria through his international corporates 

job. But it was really a conflict of interest.  

In short, at International Corporates he was dealing with Kretschmer as the member 

of the board for Asset Management and Pioneer and Private Banking; and therefore 

dealt with him in accepting products for his key accounts. But he was then doing deals 

at Pioneer that he was supposed to be controlling in his supervisory role.  

That meant that he could not really control those deals properly. If, for example, 

Kretschmer had told him there was no fee to get the business, he would have not been 

in a position to act against himself. And the allegation is that Kretschmer often 

waived the fees to get the business. Pioneer also invited big clients for trips abroad 

together with key bank personnel. If Heschl were to go on these trips as a key bank 
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member, he was then the person that would have controlled whether the offer had 

been wrong. 

There is no argument that Heschl was well known and respected in the bank and a 

success in his role, but as a credit man, not as a worker in the securities business, 

where he quite simply was out of his depth. He was by all accounts not one of the 

greedy bankers, but he wanted to be a success and that meant not rocking the boat. 

And so another opportunity to have limited Madoff’s influence in the bank was 

negated. 

The bank insider added: “Hondl claimed the credit for bringing in the money, he 

didn’t pass it on, far from it. Instead, he continued to pile the pressure on for more 

results. On October 15, 2008, Hondl needed a new report because there was a 

management meeting. It was an emergency meeting; I don’t know what it was about 

in detail. It was supposed to be at 9 or 10 o’clock. Hondl told him (TLM) he needed 

some figures for the board and there was a row. Our mutual friend (TLM) told him 

that he had three important meetings that day that were almost certain to bring in a lot 

of money for the bank. He was talking about several hundred million Euros. Big 

customers.  

“He said he didn’t have time for the statistics – business came first. After business 

he could do the statistics. Hondl said he didn’t care about the business – he was very 

career minded, and he started shouting at him (TLM). I remember he told him, ‘What 

do I have to do to make an arsehole like you clear off?’ That was it, the straw that 

broke the camel’s back. He (TML) walked over to Hondl and told him ‘The answer is 

nothing because I’m going.’ He handed over his mobile telephone and went home.” 

The Last Mohican was dead. The bank pensioned him off, official diagnosis – 

burnout. But his records, almost in their entirety, ended up as research material for 

this book, even though he did not personally pass on one single page. Documents that 

showed that when it came to Madoff, there was planned and organized commercial 

fraud activity, all with an international dimension, implemented in support of a global 

network at the heart of which was Bank Austria – and their political friends.  

But how did it get to the point where such a climate of corruption had come to 

thrive within Bank Austria - the climate which allowed Madoff and his allies to bend 

the country’s biggest bank to his cause? In order to understand that, it is necessary to 

understand the unique place in Austrian society that the bank held. An integral part of 

the financial life of the tiny Alpine Republic, Bank Austria holds a place that grew out 
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of its connections to the politicians, one that was forged not by market forces but by 

the need to win elections. And as Austria’s banking system has repeatedly shown, 

politics is rarely a good business manager. 

The consequences in Austria of such interference in bank affairs were always more 

serious than they might be abroad. The reason? In Austria, banks often owned so 

many of the country’s firms that they were sometimes more like industrial 

conglomerates than finance houses. So political interference in the way they ran their 

affairs had the potential for far more serious consequences. 

Austrian tyre producer Semperit was a case in point, it was owned by the 

Creditanstalt (CA), another bank that was later taken over by Bank Austria. 

Creditanstalt boss Heinrich Treichl realised Semperit’s troubles lay in the fact it was 

simply too small for the European market. He wanted to take over the American 

Uniroyal company. But the trade union opposed it on the grounds that such a capital 

export was not in their interests; which really meant that they were worried about 

jobs. Treichl was summoned to the offices of the then Chancellor Bruno Kreisky 

(SPÖ) and told that he would not support the transaction. The only thing he would be 

allowed to do would be a loose cooperation with the French Kleber company. In 

1973, they set up a joint venture called Semkler, but in 1979 Michelin that had 

purchased Kleber shares cancelled the deal, leaving Semperit to return to being a 

small, independent manufacture. The Austrian company had lost its chance to become 

one of the four companies, including Michelin, that were then to dominate the 

European tyre market. 

Another that suffered was commercial and military vehicle maker Steyr Daimler 

Puch. Its production levels were simply not competitive. But the sale or closure of its 

plant would have resulted in politically unacceptable job losses. The same went for 

the firm’s cycle and motorbike production facility. As a result, Creditanstalt boss 

Treichl was summoned again to the SPÖ offices in Parliament, and again told in the 

presence of Kreisky that the closures would not be allowed to take place. Instead, to 

keep the factories open, the government handed him a contract to provide tanks for 

the military dictatorship in Chile worth some two billion Austrian Schillings (€145 

million). Despite domestic protests, the order for Dictator Augusto Pinochet was 

signed, and the road was set for another disaster.  

Chile was at the time in a boundary dispute with Argentina in the Beagle Channel at 

the southern tip of the continent. In order to safeguard Austrian jobs, the government 
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in Vienna basically agreed to help Chile build up its arms. When the deal later folded 

in the face of public opposition, Kreisky’s government simply called up the other side 

– Chile’s rivals in Argentina – and signed a $180 million (€136 million) contract with 

them. The human rights record of the Argentine military regime should have been a 

concern, and Pope John Paul II had been mediating the boundary dispute since the 

two countries almost went to war over the issue in late 1978. To avoid further public 

unrest back home in Austria, the deal was negotiated by a Creditanstalt director in 

Buenos Aires, and signed in Paris.  

And Konsum Österreich was Austria’s largest ever consumer cooperative, at least 

until it collapsed. Controlled and linked to the SPÖ and the Austrian Trade Union 

Federation, the Österreichischer Gewerkschaftsbund, (ÖGB), it was supposed to 

create a “third pillar of the worker’s movement” – with members offered discount 

prices on a wide range of products. But it failed to be competitive and despite the fact 

that it was running up significant debts nobody wanted to pull the plug and stop it. 

That would have meant going against the politicians. In the end, of course, that only 

delayed the inevitable, and Konsum finally collapsed under its obligations in 1995, 

owing 26 billion Schillings (€1.89 billion) to creditors including BAWAG, Bank 

Austria and Creditanstalt. It had 700,000 members and 17,000 staff when it finally 

folded. And until this year when Austrian building firm Alpine collapsed with €2.6 

billion of debt, Konsum was the biggest bankruptcy in the country’s history. 

* * * 

With the support of its political partners in the SPÖ, Bank Austria simply grew and 

grew. But then again it had no choice. Shortly before the takeover of Creditanstalt, it 

was in all likelihood not even really a bank in the legal sense of the word, as it no 

longer complied with the required minimum capital requirements. The absorption of 

Creditanstalt had helped; it managed to fill the black hole, but as with Konsum the 

bank and their political partners had only delayed the problem to a later date.  

The takeover had also had another effect: Making Bank Austria’s Chief Executive 

Officer (CEO) Gerhard Randa arguably more powerful than either the political or 

financial worlds that had forged the banking giant that he controlled. As Austria 

entered the new millennium, Bank Austria had become not only the biggest bank in 

Austria. It was also the owner of a substantial group of small and medium-sized 

companies, and it also operated a network of subsidiary banks that made them number 
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one in Eastern Europe. Further afield they were also expanding, operating in markets 

ranging from New York and London through to Hong Kong.  

When Austrian investigative journalist Klaus Grubelnik from the magazine profil 

decided to look at how a small regional savings bank developed into not just the 

Austrian number one but also a major international player, he admits he was staggered 

by the way Bank Austria seemed to have “tentacles reaching into every walk of life”. 

Not only were there Bank Austria branches in every community, but those branches 

extended their reach in the economy and business world like none other. 

A fan of Jules Verne as a child, Grubelnik had called to mind the image of the 

many-armed Kraken, and saw the way the tentacles of Bank Austria extended all 

across the country as a perfect analogy: A giant, red Kraken. And so he wrote his 

book Die Rote Krake (The Red Kraken) that explained how those who cheat prosper, 

and how those who fought against the system were eliminated. Politics fused with 

business, and in Austria that meant business as usual. But how did the country get to 

that point, and why was it so widely accepted that politics could play such a role? 

To understand, it’s necessary to go back to the end of the First World War which 

tore Europe apart and brought about the downfall of the Habsburg Empire. For more 

than five centuries, the House of Habsburg, with its official seat in Vienna, was the 

greatest ruling family in history, and that familial influence stretched all the way into 

the 20th Century. At its peak, it covered more territory than any other Empire before 

it. When the era of the Habsburgs ended in 1918, it left its former hub, Austria, in a 

vacuum.  

That vacuum was filled with the creation of a Parliamentary democracy with two 

major factions that dominated politics, the socialists of the Social Democratic 

Workers’ Party, the Sozialdemokratische Arbeiterpartei Österreich, (SDAPÖ) and the 

conservatives of the Christian Social Party, the Christlichsoziale Partei (CS). The 

socialists had their strongholds in the working-class districts of the city, while the 

conservatives could build on the support of the rural population and most of the upper 

classes. The conservatives also maintained close alliances with the Church, and had 

support from leading clerics. But critically, both also had their own paramilitary 

forces, and altercations and clashes between both sides occurred frequently. That 

violence culminated in a short but brutal civil war, the Österreichischer Bürgerkrieg, 

between socialist and conservative-fascist forces between 12 February and 16 

February 1934. 
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Though small in scale in an international comparison, with more than 300 dead and 

more than 700 injured (3), and certainly small in scale in the light of the events of 

World War II, the Austrian civil war nevertheless proved a decisive moment. The 

brief armed clash did not end the hostility, and instead it moved back into the political 

arena with ever more heated arguments. This ended up with the socialists being 

outlawed in the turmoil that remained until the Second World War when, 18 months 

before the guns started firing, Austria ceased to exist and was incorporated into the 

Fatherland – the greater Germany of Adolf Hitler.  

After World War II, when Austria re-emerged on the political landscape as a 

sovereign nation, politics again fell under the domination of the SDAPÖ that had 

reinvented itself as the SPÖ, and the CS which had likewise donned a new image to 

become the ÖVP. And to avoid a repeat of the bitter divisions of the First Republic, 

the new leaders were determined to put the idea of a broad consensus on everything at 

the heart of the new political system.  

The concept of the Grand Coalition was introduced in 1945, in which the ÖVP and 

SPÖ shared government and avoided open confrontation, bringing stability and 

continuity. A slow pace of political reform was regarded as a small price to pay for 

social calm. But Austria was still not independent, and until 1955 remained 

economically destitute as it suffered under the occupation of the four powers, carved 

up into British, French, Soviet and American zones of influence and administration. 

Once it declared its neutrality in 1955 and the Second Republic was born, the new 

Austria adopted a constitution based on the system of Proporz (from the word 

proportionally) the so-called social partnership system in which most of the posts of 

political importance were split evenly between members of the SPÖ and the ÖVP. It 

also introduced special interest groups or guilds known as the Kammer that had 

mandatory membership for workers, business people, farmers and all sorts of other 

groups. These Kammer also had and still have considerable status and almost all 

decisions of importance including legislation, rent limits, basic food and fuel prices, 

are only passed after extensive negotiation between the various partners. Very few 

people outside the country understand the significance of keeping both of the main 

political parties happy in Austria for anything to happen.  

Madoff knew though. He was told about the way it worked through the frequent 

meetings he had with the ‘friends’ he had from Austria, friends that flew regularly to 

America from Bank Austria to meet him and to discuss how to spread his scheme 
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globally. They explained to him that a political network able to play both sides was 

the key to success in the Alpine Republic. The explanations were to prove all too true, 

and obstacles like financial market restrictions that in other countries might prove 

insurmountable simply faded away if you had the right Proporz. 

Being part of a club or a network is nothing new. In England there is the alumni, the 

old boy network in which people from certain public schools and universities prefer to 

do business or help out people from their former educational establishments. In 

America it is the Ivy Leaguers of Yale and Harvard, and in Japan there is the 

Nemawashi system that involves quietly laying the foundation for change or new 

projects in the corporate world by talking to the people concerned, gathering both 

support and feedback, before any formal steps are taken. 

Of course in Japan, once the decision is made, all sides back the decision. In 

Austria, unless you have the agreement from all sides, they don’t. And so in Austria, 

Madoff’s friends cultivated Proporz – and made sure that while their roots were in the 

SPÖ, they created a new bank, Bank Medici, to act as a neutral ground so that they 

could work together with their conservative opposite numbers.  

If there was one organisation at the heart of the Madoff fraud, outside of his own 

network, it was Bank Medici, which in turn was a creation of Madoff’s Austrian 

network and owned by Bank Austria, or rather minority owned. The majority lay with 

a now 65-year-old Orthodox Jewish grandmother and mother-of-five who had come 

from a poor family, and left Austria with her husband and returned with some of 

Madoff’s millions in her care in the 1990s to eventually found Bank Medici.  

A woman called Sonja Kohn – a central figure in the scandal who was to be branded 

“Madoff’s criminal soul-mate” by the American lawyers trying to claw back his 

stolen cash years later. This is a woman who had been the person who funded those 

initial meetings between her ‘good friend’ Bernie, and the members of what was to 

become the Bank Austria Conspiracy. 

She had almost magical connections to tap into the Austrian network. Both 

Ferdinand Lacina from the Social Democrats (SPÖ), who was the Finance Minister 

between 1986 and 1995, and Johann Farnleitner from the conservative ÖVP, who was 

Economics Minister between 1996 and 2000, were on her bank’s supervisory board. 

Two of the country’s most respected politicians, financial heavyweights, and - for the 

purposes of opening a bank that hoped to operate smoothly in Austria’s complicated 
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politically dominated financial and economic system – it was nothing less than a 

dream team.  

Both would have not been expecting difficulties as they walked into the cosy jobs at 

the small boutique bank located on the exclusive Operngasse address in the capital 

Vienna as part of the Austrian job carousel. But in that hope, they were sadly wrong. 

* * * 

Bank Austria had so many mergers at its start, it’s arguable which bank was its 

original, but most would agree it started out as a savings bank that had been founded 

in 1905 by Vienna’s city council as the Zentralsparkasse, that later became simply the 

‘Z’. This bank originally had the aim of looking after the meagre savings of the poor. 

But in 1991 shortly before the ‘Z’ vanished to become Bank Austria it was still only 

really omnipresent in the capital Vienna. It was impossible to walk down any major 

street without coming across a branch. On any medium-sized square in Vienna there 

seemed to be a ‘Z’, as their trademark ‘Z’ logo was quite simply everywhere. Like 

Vienna’s big wheel, the ‘Z’ had become a symbol of the city itself. Anybody that 

wanted to go to a shopping centre would have found themselves in the real estate arm 

of the ‘Z’ bank. If they paid with a Visa credit card they would have been using the 

‘Z’ for the transactions. And using a local hotel or heading to one of the thermal 

resorts on the outskirts of the city would have also meant using facilities owned by the 

bank. 

But its power, while omnipresent in Vienna, was limited to the city’s borders. It was 

a player, but only a local player and its influence did not extend past the vineyards or 

the famous Vienna Woods, the Wienerwald, that forms the city boundaries. A century 

later the SPÖ controlled ‘Z’ had morphed into the multinational concern Bank Austria 

which, in a parody of George Orwell’s Animal Farm, had simply replaced the 

Monarchy in occupying the capitals exclusive chandeliered and marbled palaces. Its 

managers were the new princes of modern Austria, and the bank’s red wave logo 

remained as a tribute to its socialist roots at least in name – if not in deed. 

The Bank Austria name was adopted after the ‘marriage’ of the Zentralsparkasse ‘Z’ 

and Länderbank, also SPÖ controlled. Of the two, the ‘Z’ was the more radically 

socialist, nobody was allowed to work there unless they were a card carrying member 

of the SPÖ, and that was just for the basic jobs. Anybody that wanted to rise up in the 

ranks to even a junior managerial position also needed to have political connections. 
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In the Viennese dialect, what they needed was a haberer, which translates 

alternatively as a friend, crony or in some cases a drinking buddy.  

Because the ‘Z’ had the backing of red Vienna, it meant that in some business areas 

they did not have any competition. There was simply no point in potential rival banks 

bidding for business from the city council that they knew they would never get.  

The Länderbank on the other hand was a national player. It even had some 

international links and was the number two bank in the country since being founded in 

1880. But despite its size the other thing about Länderbank was that if there were any 

financial scandals to be involved in, you could be sure that Länderbank had a role in 

them somewhere. It was constantly being bailed out, and what it was doing was not 

just verging on the criminal, it was criminal. 

It was number two in size, but for criminality and bad business deals it was a clear 

number 1. 

The Länderbank had, by the time of the merger with the ‘Z’, a long track record of 

questionable practices. As far back as 1949 it was Länderbank that fished millions out 

of the Marshall Plan (an American-funded aid programme giving support to rebuild 

European economies in order to reconstruct a war-wracked Europe) and sent it to 

Switzerland which resulted in the first parliamentary enquiry of modern Austria. 

Naturally, the end result of the enquiry was nothing. Austria had its own way of 

dealing with these problems. That meant they did not just bury them in secret, they 

concreted them over as well. 

Länderbank had already ended up effectively bankrupt in 1981 after it and its 

subsidiary, the Austrian Credit Institute or Österreichische Credit-Institut, (ÖCI), 

managed to get themselves involved in almost every major case of bankruptcy and 

corruption of the time. And with the bankruptcies, Länderbank was usually there as 

the creditor that lost the most money. Three customers alone – the camera firm 

Eumig, the chipboard firm Funder and the company Klimatechnik - had lost it 4.2 

billion Schillings (€300 million). Some 1.2 billion Schillings (€80 million) could be 

covered by the turnover from its bank business but the remaining 3 billion Schillings 

(€210 million) was a total greater than the entire equity capital of the bank.  

Franz Vranitzky, then aged 44, was bought in to sort the problem out. He had started 

his banking career in the Länderbank before moving to Creditanstalt and was moved 

again from the board of Creditanstalt to tackle the Länderbank problems. Vranitzky 

instantly called on the main shareholder, the Republic of Austria, which had 60% of 
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the equity capital, to honour its obligations. The reconstruction of the bank that he 

then implemented was carried out in two stages. Firstly, it ordered the state-run 

Finanzierungsgarantie Gesellschaft (FGG), which is the financial guarantor, to take 

responsibility for the shortfall of 3 billion Schillings (€210 million). But in a twist it 

didn’t actually need to pay the money, meaning that it did not need to come into the 

bank’s balances. By leaving the debt with the FGG, it meant the bank appeared to be 

in a better position than it really was. That meant it looked fitter, and could, for 

example, still get good interest rates on international capital markets. 

At the same time the bank agreed to pay back the money it had been given in state 

guaranteed, secured flop credits with a yearly 4% reduction over the next 25 years, 

with the final payment in the year 2006. Effectively, the debt was still there, just 

buried in the Austrian way and concreted over. But it was a strategy that did not stop 

Vranitzky being named the hero of the hour. 

In an interview with German newspaper Die Zeit he confidently claimed in 1982 

that the Länderbank had put the bad times behind it, he said, “1981 was for sure the 

worst year in the bank’s history”, and on September 10, 1984, he got his reward when 

Chancellor Fred Sinowatz declared him the new finance minister of Austria. Two 

years after that he got the top job when he became Chancellor.  

Yet the problems he was sent in to tackle had not been solved. It was true the cash 

flow would keep the bank semi-alive and limping along for a few more years. But the 

underlying issues had not been addressed, of which the most serious was the mentality 

of the leading officials who simply followed the commands of those further up the 

food chain, regardless of any other considerations.  

By pushing the problem of the bank to a future date, Vranitzky came face to face 

once again with the Länderbank conundrum when he was Chancellor. This time it was 

left to the SPÖ’s next rising star to solve the problem; Viktor Klima. Like Vranitzky 

before him, Klima was himself elevated to become Chancellor for his work in burying 

the Länderbank problem once again.  

Politicians, it seems, can gain promotion and success in Austria by being brought in 

to care for banks which political interference has ruined. At the same time, however, 

the banks seem to find their fortunes fading through politics. 

The ‘Z’ was also not without its scandals, but by and large they paled in comparison 

with Länderbank. One notable exception was when its London representative in 1986 

was involved in the so-called Guinness affair. The row centred on the takeover by the 
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brewery firm of the Scottish company Distiller – makers of Johnnie Walker Scotch 

and Gordon’s gin, among other things. The ‘Z’ was involved in a plan by the financier 

Sir Jack Lyons to manipulate the share price. The ‘Z’ suffered losses through the 

manipulation, of course, but this was paid back to them by Guinness as an advisory 

fee, a favourite trick of Austrian bankers through the ages. In fact, as this book was 

being written, Austria’s Bank Medici majority owner Sonja Kohn was in court in 

London denying that she had been paid fees for fictional ‘advisory’ work by Madoff. 

The work that the court heard had mostly been cut and pasted from other sources had 

earned her a cool $27 million in fees. 

In the Guinness affair the trickery was discovered, and the key players, including Sir 

Jack Lyons and Guinness boss Ernest Saunders, found guilty and jailed. The only 

reason that the ‘Z’ did not end up suffering substantial penalties was because they 

agreed to give evidence on behalf of the prosecution, and delivered their partners to 

the prosecution on a plate. That and the fact that the ‘Z’ overseas bureau boss 

Romuald Riedl also had to testify before court, and then go to the Bank of England 

where he showed a limited experience in international share dealing and had to 

apologise for his incompetence. The result was that ‘Z’ only had to agree to pay back 

their advisory fee to escape further punishment, complete with interest of course.  

But with a lucrative market in Vienna provided by Vienna’s SPÖ rulers, the ‘Z’ was 

mostly untroubled by the sort of difficulties that plagued their sister bank, and so 

while Länderbank’s problems were existential, the ‘Z’ had a problem of a very 

different nature. Having expanded to fill every possible avenue in Vienna, they 

needed a new way to grow, and that meant either a strategic partner or a merger. They 

commissioned a study that found two variations. The first option would be a merger 

with the Creditanstalt. Yet this was totally unacceptable given that it was in the 

control of the conservative rivals at the ÖVP. It was yet another example of the role of 

politics in Austria, where the logical business decision was thrown out the window 

because of party considerations. 

The second suggestion the report made was more reasonable, a merger with 

Länderbank. The only disadvantage was that the Länderbank was under the influence 

of the SPÖ national party (Bundes SPÖ), whereas the ‘Z’ was very much under the 

control of the all-powerful ‘town hall socialists’, the SPÖ members of Vienna’s city 

council (Wiener SPÖ). And the relationship between the two was far from frictionless. 

In 1988, the two sides started talks. But they were unable to agree whether the ‘Z’ 
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would be taking over the Länderbank or whether the Länderbank would be taking 

over the ‘Z’. If there was a merger, it meant that one of the two sides of the SPÖ 

would be losing significant influence. 

Because Austria is a federal republic in Europe, it has nine provinces known as the 

Länder (regions) - Burgenland, Carinthia, Lower Austria, Upper Austria, Salzburg, 

Styria, Tyrol and Vorarlberg. Each has limited self-governance and Vienna is the 

ninth of the Länder, and the only one that is defined physically by city borders. But 

despite its small size, it has a quarter of the population of the country, giving it a 

dominant role. And in Vienna’s political landscape, the local SPÖ is the absolute 

ruler, and has been since 1945. 

One aide in the finance ministry summed up the problems over the merger at the 

time when he said: “The Länderbank is the last stronghold of the national party in the 

Austrian banking scene, the ‘Z’ is controlled by the Vienna SPÖ. A shift in power of 

this sort to the Rathaus (town hall) socialists would be absolute madness.” But 

likewise, for the Vienna SPÖ faction, it was inconceivable that they would lose 

control of their bank, and in the end the standoff lasted for years. 

Ultimately, history shows it was a fight the Rathaus socialists won – yet lost. ‘Z’ 

took over Länderbank but they also got the Länderbank boss, Gerhard Randa, who a 

few years later emerged as the ultimate power at the newly formed financial giant of 

Bank Austria. Gerhard Randa, who ruled with an iron fist and who in a letter of 

complaint from American officials in 2012, was to be named as one of those that 

should be treated as a “suspect for criminal proceedings over the Madoff fraud”. In 

other words, he was a leading member of the alleged Bank Austria Conspiracy. 

His new bank was in a good position, it had all the political advantages of the link to 

the Vienna SPÖ – and that was worth its weight in gold. Of course, the SPÖ Vienna 

did not own Bank Austria – at least not directly. But because of the influence of 

politics on so many areas, a structure that was unique to the country had been 

developed that allowed the political parties to keep control of their banks. And 

through that they were able to secure influence in key parts of the economy. 

The politicians guarded their financial institutions jealously, always paranoid that 

there might be a hostile takeover by a rival bank, which meant a bank in the hands of 

another political party. As a result, every bank or savings bank was divided into two 

parts. Each had an operational business that included, for example, the retail branches 

or the international corporate’s and all the real estate business. And that was in turn 
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owned by the second part, which was a financial holding construction. The purpose of 

this holding company was purely and simply to make sure that its board was filled 

with political appointees who could in turn control what the bank did, and also 

prevent it from any risk of a hostile takeover. The bank at the end of the day was a 

stock listed company, and there was always a risk of a takeover, but if all the shares 

were owned by the holding company there was no risk. 

So in Vienna the operational business of the ‘Z’ bank could be seen on every street 

corner, and this in turn was owned by the not-so-visible Anteilsverwaltung 

Zentralsparkasse – otherwise known as the AVZ. The AVZ was given 100% of the 

voting shares in the ‘Z’, and the SPÖ dominated boardroom at the AVZ was than able 

to use its influence to further help their bank. They arranged, for example, for other 

city companies to be taken over by AVZ and in turn controlled by it – building an 

ever bigger conglomerate. 

There were shares in the AVZ, but they were not voting shares – they only provided 

the right for a dividend. The voter shares that controlled the ‘Z’ lay 100% with Vienna 

city council, which meant the Vienna SPÖ. This construction to protect the bank from 

a rival political party staging a takeover did not just apply to the ‘Z’ – it was the same 

situation in the 1990s for all banks as politicians sought to protect their financial 

empires – which in turn controlled business empires. 

The way banks drew companies into their orbit in Austria had the advantage that it 

was possible to balance the books between the bank business and its industrial 

holdings. The city of Vienna 20 years ago had a lot of shares in companies, and if the 

bank business did badly they could match that against income from the industrial 

holdings. When they later sold those – to focus on banking – it was not necessarily a 

bad move, but it was one that meant more risk as there was less diversification.  

The AVZ, among other things, is the guardian of the pensions of the city’s civil 

servants making it a powerful financial heavyweight in its own right. It was also a 

player that until now has remained in the background, but one which also had a major 

role in the Madoff scandal as the TLM papers were later to show.  

But the key point for Bank Austria at this time was that with the AVZ as a 

shareholder it was able to get guarantees from the city of Vienna for any business that 

it did, which in turn meant it had a fantastic credit rating – not just in Austria but 

worldwide. Ratings agencies like Moody’s, Standard & Poor’s, and IBCA had no 

hesitation in offering Bank Austria the highest ‘Triple A’ rating to get the very best 
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conditions on the world financial market. Certainly a much better rating than other 

banks, unless they were also owned by the government. And that meant substantial 

savings. The AVZ-link also meant continued unrivalled access to city council 

business, and many argued, although always in vain, that it gave Bank Austria an 

unfair advantage against other domestic banks.  

In contrast, for the AVZ there were no such obvious advantages. While Bank 

Austria year-on-year made healthy balances the parent company AVZ was not so well 

off. In 1992 it was a 255 million Schilling (€18.5 million) profit, but in 1993 AVZ 

recorded a 157 million Schilling loss (- €11 million). In 1994 it was a 272 million 

Schilling loss (- €19.8 million), in 1995 it was back briefly in the red to the tune of 

244 million Schillings (€17.7 million) but then again in 1996 a loss again, this time of 

16 million Schillings (- €1.16 million). 

In comparison, the Bank Austria results were consistently positive: In 1992, 589 

million Schillings (€42.8 million), in 1993, 541 million Schillings (€39.3 million), in 

1994, 651 million Schillings (€47.3 million), in 1995, it was 662 million Schillings 

(€48.1 million), and in 1996 it was 838 million Schillings (€42.8497 million). 

It was clear who the relationship was working out for. 

And it was not just the losses in the end-of-year results where AVZ lost out. In the 

1980s, the AVZ owned itself and the ‘Z’ 100%. After the merger, it had a 40% stake 

in the new Bank Austria, when Randa took over Creditanstalt the AVZ ended up with 

27% of Bank Austria. And when the AVZ realised that losses in Russia had left the 

city with a potential exposure through Bank Austria of between €120 billion and €150 

billion, they ordered Randa to find a solution to such risks. On his advice, they later 

merged in 2000 with the Bavarian HypoVereinsbank (HVB) in Germany. This left the 

AVZ with 5.39% of HVB shares in exchange.  

The Russian losses because of the rouble crisis in the second half of 1998 were 

eventually settled on the books and a victim was needed, someone whose head needed 

to roll, and that victim was Peter Fischer, 58, who was to take the blame. He was 

Bank Austria’s director of treasury, and a man who was later to be one of the alleged 

members of the Bank Austria Conspiracy. He was fired, but with a pay-off that he 

would frequently boast was 100 million Schillings (€7.27 million) to encourage him 

to ‘go quietly’. And the scandal did not hit his career so badly either; after all, 

everyone knew he was not really to blame. So he ended up on various supervisory 
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boards and later was to turn up again in other scandals – the most notable of which 

was in the Bank Austria Conspiracy that had Madoff among its plotters. 

But AVZ’s problems were not over with the sacrifice of Fischer, after the merger 

with the Germans HVB shares plunged in value, and panicked HVB managers rushed 

to the ‘safe haven’ of UniCredit against the wishes of Randa, who resigned. The sale 

to UniCredit left the AVZ trust with a 0.44% stake in UniCredit worth just €27.6 

million, and the city of Vienna responsible for the liabilities of around €9.7 billion. In 

short, the value of the shares had plummeted, but the liability had gone through the 

roof. 

Vienna denies there is any council obligation over that debt, of course, but the fact 

is the exposure is still there. True, it is now the problem of the trust that the AVZ was 

to become, and the city of Vienna has moved to distance itself from that trust. 

Vienna’s finance minister Renate Brauner even insisted: “The trust has nothing to do 

with the city of Vienna, and also doesn’t belong to it.” Should the trust be called on to 

honour its obligations, however, experts say it will still be the city of Vienna that 

pays. 

And so the AVZ went from owning 100% of one bank to owning less than half of 

one per cent of another. The whole disaster was compared to the fairy-tale by the 

Brothers Grimm of Hans in Luck, about a boy who consistently makes what he thinks 

is a brilliant deal until he has swapped his lump of gold for a grindstone – which he 

then loses when it falls into a river and is washed away.  

Creditanstalt was valued at 17.2 billion Schillings (€1.24 billion) when it was taken 

over by Bank Austria. The price turned out to have been far too low, as by selling off 

some of the Creditanstalt industrial holding Randa had earned it all back two years 

later, meaning he had bought the bank for nothing. The AVZ share would have been 

worth 27% of that, yet it had been reduced to a 0.44% holding of UniCredit worth 

€27.6 million, and that too could soon be lost like the stone Lucky Hans was left with 

in the fairy-tale, washed away by a river of debt worth billions should the obligation 

ever be called in. 

* * * 

A former senior official that worked at both ‘Z’ and Länderbank and who stayed 

with them when they merged to form Bank Austria proved a valuable informer for 

this work. With the Austrian banking market being so small, the environment is one 
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where most people know each other. Coupled with banking secrecy it’s a powerful 

argument for those that want to succeed not to rock the boat by talking to the media. 

But he did agree to speak on condition he was not named, and he admitted that both 

‘Z’ and Länderbank had made a lot of mistakes, but said that in his opinion it was not 

the banks’ fault, but the politicians. He said: “The interference was always behind the 

problems. And they were only interested in the political game, they would be thinking 

about jobs, for example, and would make an economically bad decision that cost a lot 

of money – and the end result was that the jobs still went.  

“It came up a lot when we were doing the merger talks. There was a lot of 

preparation work, but what would have made good sense was always going to take 

second place to what the politicians wanted, regardless of the economic arguments. 

As far as I was concerned, it should have been a merger of ‘Z’ and Länderbank, as 

well as Postsparkasse (PSK) and BAWAG. My view was that it should have been 

bigger. But it didn’t work out – the politicians and the trade unions were massively 

against it.  

“It’s typical that people look after themselves only and don’t think about the bigger 

picture. Nobody wants to give up any rights – regardless of whether it means that the 

bigger economic picture is clearly in favour of a certain move. 

“And that’s not just the rank-and-file employees – who at the end of the day are 

usually only reacting to what they are told by the people above them, people whom 

they trust. It was worse when the CEO was wading in. If you have a merger, 

afterwards there would only be one CEO – and only the CEO gets a seven series 

BMW. Dropping down a notch and becoming a deputy CEO means a five series 

BMW. And they don’t want that. People often underestimate the power this argument 

has, yet people are all too often really only looking out for themselves.” 

When merger talks were first mooted between ‘Z’ and Länderbank, Randa had 

bitterly opposed the merger, because he wanted to be at the top of the new institution. 

For years, the talks had stalled on his demand, and by the start of the 1990s they were 

still stalled when Länderbank needed rescuing again. It was clear then to Randa that 

he no longer had any choice but to allow the ‘Z’ to swallow his ailing Länderbank, so 

he agreed, but only on the condition that when the ‘Z’ boss Rene Alfons Haiden 

stepped down, he would take over. In the meantime, he would be content to be vice 

president.  
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Many Länderbank staff did lose their jobs or were demoted, but Randa made sure he 

not only remained firmly in place in the new bank, but that his eventual promotion 

was carved in stone. And not just his, but also the positions of a few trusted deputies 

that he knew could be relied on, people like the later to be disgraced Peter Fischer, or 

Stefan Zapotocky, 61, the former Bank Austria director and Austrian Stock Exchange 

boss. The man who was ‘Businessman Z.’ that met TLM in the hotel in 2008, and a 

man who like Randa and Fischer was to be named by the Americans as “one of the 

four additional suspects for criminal proceedings”. People who were just some of the 

former Länderbank team that were later to be at the heart of the Bank Austria 

Conspiracy. 

* * * 

Gerhard Randa was 46-years-old when he took over Länderbank from Gerhard 

Wagner, who had died unexpectedly from a heart attack, and once ensconced he was 

able to follow his own agenda. That meant pursuing an aggressive expansion strategy. 

The bank’s cosy family image was dumped overnight in favour of a new dynamic 

bank image that targeted younger customers.  

When he had been at the Creditanstalt before Randa had not had the same freedom, 

not only was he ‘merely’ a member of the board, and not the CEO, but also he was 

saddled with a big disadvantage. With links to the SPÖ in an ÖVP bank, he had to 

fight to have his way. 

Why did he move? In the Proporz system there was at that time a shortage of 

serious ‘red’ bankers, Randa had already worked at ‘Z’ which had confirmed his SPÖ 

credentials, and so he fitted the political part of the bill, and with the position 

suddenly available at a rival conglomerate to the ‘black’ Creditanstalt he was for the 

bank’s political masters the logical choice. For Randa there was another 

consideration, he was ambitious, and had already risen to be deputy CEO under Guido 

Schmidt-Chiari, who while he was not the most entrepreneurial of leaders, was still 

clearly someone that could run a bank. In short, there was unlikely to be a vacancy for 

the top job at Creditanstalt any time soon. If Randa was to become a CEO – it would 

need to be at another bank.  

Creditanstalt perhaps realised at the time it was a risk to let him go to Länderbank, 

and the bank had even considered legal action to stop one of their brightest stars 

jumping ship to work for the rivals, but in the end, as always, politics takes first place, 

and the matter was sorted out behind closed doors. Exactly how big a mistake that 
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was only became clear much later when Creditanstalt realised, sadly too late, that it 

had been a bad idea for someone with his insider knowledge to be released. It meant 

that one of their best people had ended up working for their rivals, and he made them 

regret it all the way up until Creditanstalt became yet another victim of the Red 

Kraken. 

In contrast to Länderbank, the ‘Z’ was a relatively healthy institution when the 

merger happened in 1991, a merger that was the only way to stop Länderbank again 

sinking into its swamp. The ‘Z’ was clearly the stronger partner on every front 

whereas the Länderbank, under Randa, had many serious skeletons in its cupboard, 

and was effectively so badly in need of saving that only a cash transfusion from the 

‘Z’ could possibly have rescued it.  

Exactly how many skeletons was something that only became apparent after the 

merger of the Länderbank and the ‘Z’, when the real problems within the Länderbank 

came to the fore. It was also at this time that a certain Austrian woman returned from 

America promising vast profits though exclusive access to her ‘good friend’ Bernie 

Madoff, a man who was a Wall Street ‘guru’ with an uncanny ability to predict 

market movements. She could not have struck at a better time. The newly created 

Bank Austria was suffering massively as a result of the Länderbank problems. 

Admittedly, there were no new problems, but the problems that were known about 

turned out to have been far worse than had first been believed.  

Randa had known about them even if the ‘Z’ management had not. In 1991, as part 

of his bid to create a new dynamic, he had initiated Aktion Rabe, a plan that involved 

everybody at the bank in the second and third levels of management being ordered to 

change places. This was an attempt to bring new life into the business by getting 

people out of their routines. He used this to judge who was capable of rising to a 

challenge. But at the same time, in their new positions, an unexpected advantage was 

that staff were in a position to check up on their colleagues. Foreign representatives 

were brought back to Austria and Austrian-based staff sent abroad. That exposed huge 

losses, for example massive debt at the UK subsidiary Sovereign Leasing, that was 

based in Manchester, or at the Länderbank London branch, and slowly a picture of 

very severe credit losses was created. In North America, Länderbank staff had made 

risky deals. They had even purchased a house in the New York district of Queens as a 

branch that turned out to be totally unsuitable, and there were sweetheart loans to 
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friends as well as other totally pointless financial investments, claims of sexual 

harassment, bribery and corruption. At Länderbank, it was business as usual. 

By 1991 and 1992 together London had lost 900 million Schillings (€65 million), 

New York around 1.5 billion (€109 million) and in Bank Austria’s balances from 

1991 there was 7.5 billion Schillings (€545 million) of risk attributed to Länderbank. 

By 1992 this was 6.3 billion (€457 million). By 1993 it was 4.8 billion (€349 million). 

By 1995 Bank Austria, even after getting the lifesaving cash transfusion from Z, 

was again bankrupt. It was unable to make a balance sheet and Bank Austria CEO 

Randa arranged an urgent meeting with Viktor Klima, then the minister of economics 

before he was made minister of finance in 1996 and then Chancellor in 1997. To 

make a balance sheet is to bring the totals of the credit and debt sides into agreement 

at the end of the financial year. Failure to make a balance can be a sign that there are 

too many skeletons in the cupboard – deals that have gone wrong. For any business, a 

failure to make a balance sheet is bad, for a bank it is a disaster. Banks rely on trust, if 

there is no trust, people take their money out. And it does not take many people to do 

that to force a bank out of business. 

When banks accept deposits, they have to use the money to make earnings to pay 

interest. There is only ever a small percentage of about 10% of that which is available 

for withdrawals at any one time, the so-called basis capital. This is the liquid reserve 

that can easily be paid out as cash. If there is a run on the bank the liquidity is lost, 

and the bank will fold. 

In his book Grubelnik confirms that “Bank Austria again needed to be rescued by 

1995, and saw the Creditanstalt capital as the only way to do that”. He confirmed its 

banking business in that year had suffered heavy losses with the positive results only 

generated by the non-bank business. Randa told Klima that the bottom line of him 

being unable to make a balance sheet was that the SPÖ and Klima as minister of 

economics would not survive it politically. Although it was a meeting that involved 

only the two of them, what Randa said in one key sentence leaked out: “If I go under 

with Bank Austria, a lot of other things in Austria and in the city of Vienna will 

shake, and the SPÖ will shake too.” 

They both knew that there was only one organisation that was cash rich enough to 

rescue Randa and Bank Austria – their arch rivals at the ÖVP-controlled Creditanstalt. 

The takeover that followed was a massive victory for Randa and for Klima, who 

together masterminded the triumph of red Vienna over the rest of Austria. Franz 
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Vranitzky’s time as Chancellor was numbered, and his heir-in-waiting, Viktor Klima, 

found his road to the Chancellorship was secured. 

When it was put on the market, Creditanstalt was essentially a successful bank, and 

the sale was forced by the fact that the government wanted to privatise all state 

industry to reduce risk and at the same time put more cash into state coffers. But the 

privatisation of Creditanstalt from the start was farcical. It even attracted the headline 

in the Wall Street Journal (WSJ) of ‘How Not to Privatise a Bank’.  

The WSJ journalist Vendelin von Bredow pointed out that while Austria’s share of 

the Creditanstalt was ostensibly being offered to international partners with the aim of 

raising the “highest price possible and to exchange the shares from money” – at the 

same time senior figures were doing their best to prove the opposite. Like the WSJ, 

the wider international financial world did not understand why Austria was giving out 

the message: “All potential buyers are equal, but some buyers are more equal than 

others.” 

That was evident when, one day after the ‘highest price gets the bank’ claim, 

Chancellor Franz Vranitzky (SPÖ) had told the Financial Times that he wanted to 

make sure that the core of the bank remained in Austria. Vice Chancellor Wolfgang 

Schüssel from his ÖVP rivals then complained that the way the bank was being sold 

was unprofessional. And finally the finance state secretary Johannes Ditz, also from 

the ÖVP, waded in when he agreed it was more important to have an Austrian sale 

than a higher price.  

* * * 

Creditanstalt had been handed over to Germany by the Nazis during the occupation 

of WWII, and had been speedily re-nationalised after the war by Austria to stop it 

being seized by the Allied powers – or worse – the Russians. As a former 

Creditanstalt executive said: “With the Creditanstalt headquarters in Vienna, itself 

under foreign control after the war, it could have been that we had an East German 

solution – and then Creditanstalt would have been lost. So in order to keep some 

assets safe other banks were created in a syndication arrangement which was probably 

one of the most complicated legal papers the country has ever seen. It was basically a 

maze, and the details were no more answerable than in the old Schleswig-Holstein 

problem ‘Only three people understand this business, one is dead, one is mad, and the 

other has forgotten all about it’.” 
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In short: There was a very real fear that a deal would be done to see Austria divided 

in half by the Russians and the Allies. As a result, syndication banks were created that 

were the same, but not really, as Creditanstalt. There was the Bank für Tirol und 

Vorarlberg and the Oberbank and the Bank für Kärnten und Steiermark. And these 

were actually Creditanstalt banks, but they were separate entities that could have been 

easily split away with their capital intact. It was in part this that gave the banks 

aristocratic CEO Guido Schmidt-Chiari confidence that the bank would never be sold. 

In 1991, the year Bank Austria was formed; Parliament also fired the starting shot 

for the total privatisation of Creditanstalt, but with the constant bickering of the SPÖ 

and the ÖVP it seemed as if it would never happen. The SPÖ-controlled finance 

ministry wanted the bank sold as a whole (to Bank Austria), and under Hannes 

Androsch they had managed to reduce the state holding to 51%, but the ÖVP 

controlled economics ministry wanted it sold on the stock exchange – if at all. 

As a result the Creditanstalt privatisation was at best half-hearted – and as with the 

‘Z’ Länderbank debacle this standoff lasted for years. A former Creditanstalt 

executive who frequently discussed strategy with Schmidt-Chiari said: “I remember I 

warned him that he risked losing the bank. He told me that he was not worried, and 

told me my problem was that I didn’t understand politics. I agreed with him about 

that, but I told him that his problem was that he didn’t understand risk, and the laws of 

risk dictate that if something goes on sale at half its fair value, he would lose the 

bank.” And he did. 

Yet offers that would have worked out well for Austria were constantly rejected. 

Austrian media and Austrian politicians encouraged public protests when the Swiss 

made a serious offer in 1994 for the bank. The president of the National Bank of 

Austria, the Oesterreichische Nationalbank (OeNB) was Maria Schaumayer, a former 

ÖVP politician and Creditanstalt employee that had left the bank because she was not 

getting promotion. She declared publicly that no Swiss flag would ever be allowed to 

fly over the Creditanstalt. Numerous other foreign interests in the Creditanstalt were 

likewise rejected thanks to opposition from the Creditanstalt boss Schmidt-Chiari, and 

the industry newspaper euromoney commented that he acted as if it was his own bank 

– and not as if he were a trustee responsible for selling the assets of the majority 

shareholder – which is what he really was. 

In fact, when the SPÖ takeover bid was made clear, he was even photographed 

waving a banner proclaiming: “This is my bank”. He had been repeatedly warned by 
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the conservative ÖVP that the SPÖ were preparing an offer, and he had repeatedly 

ignored those warnings. Schmidt-Chiari was convinced he had political protection, 

and not just from the party with power in office after each election, because ministers 

change. The protection for his bank that he was relying on was the one that was set up 

after the war in the threat of a Russian solution. It was one that was embedded in the 

Austrian civil service, a line of defence, unlike the bank’s political control, that never 

changed.  

Yet he was to learn the truth of the warning over risk, and nothing stays the same for 

ever. And so there was the meeting between Klima and Randa, and after that whatever 

barriers that may have existed were redundant, and Creditanstalt was sacrificed to 

provide the ultimate cash transfusion to Bank Austria. History, political pressure and 

most importantly the counter-productive influence of the state on the banking sector 

and the over confidence and delay by Creditanstalt managers ensured that by the time 

Gerhard Randa struck, there were no arguments left any more to stop him. 

Bank Austria had won, and was given the cash injection in 1997 that it so urgently 

needed. An injection that happened when what was once the former local council 

savings bank of red Vienna took over its Creditanstalt arch rival. The flagship of the 

conservative ÖVP economic network and former bastion of the monarchy became yet 

another possession of the SPÖ political machine. 

But even more than that, it caused a seismic shift in the carefully balanced control 

the two parties had over the economy, and the banking sector. Almost overnight the 

ÖVP lost a bank in a cloak and dagger victory by the town hall socialists.  

Its effect on the political landscape cannot be overplayed. Ever since the end of the 

occupation, the policy of division of everything in Austria between the two main 

parties of the ÖVP and SPÖ had been in place. That was not just applied to 

government ministries, but also to banks: Creditanstalt was for the ÖVP and 

Länderbank for the SPÖ. Even capital increases were always made proportionally to 

the basis capital so that no one bank, even if it was more successful, would grow 

faster than its social partnership twin. Even the dividend paid needed to be related to 

that paid by the weaker partner so that the coalition partners didn’t fall out of favour 

with their voters. 

That balance was shattered when Creditanstalt was absorbed by Bank Austria - the 

Conservatives were furious, and ultimately it was this more than anything else that 

resulted in the ÖVP teaming up with the right-wing populist Freedom Party (FPÖ) to 
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get their revenge. Jörg Haider, the FPÖ leader, and normally a fierce critic of the red 

power games, was able to use the power struggle between the two to significant 

advantage. Schmidt-Chiari, who had buried his head in the sand over the SPÖ threat, 

realised too late that the Bank Austria offer was clearly not only the largest bidder, but 

also an Austrian solution, and therefore was fulfilling the criteria both the ÖVP and 

the government themselves had laid down. 

In a desperate last-ditch bid to stop the takeover, ÖVP opponents had claimed that 

the Bank Austria offer should be rejected because Bank Austria was at the end of the 

day effectively controlled by the SPÖ politicians in the Rathaus, through the AVZ. 

That meant that a sale of Creditanstalt was, in effect, no privatisation at all. The ÖVP 

used this argument via its representation in the Vienna city council in a bid to force to 

sale of the city’s shares in Bank Austria. But the move was a stalemate, with a 50-50 

vote. The opposition Greens had decided to support the SPÖ, and the way was clear 

for the Randa takeover. 

It may have given Wolfgang Schüssel and the ÖVP some satisfaction when they 

evicted the SPÖ from government and sent them into opposition in 2000, and they 

certainly made the SPÖ suffer every day with as many steps as they could to hammer 

the message home. But even the period in opposition didn’t change the fact that the 

SPÖ control over the country’s infrastructure was now indomitable. Bank Austria, 

AVZ and Vienna city council were effectively a single body. 

* * * 

With the takeover of the Creditanstalt, which at the time was one of Europe’s most 

respected banks, Bank Austria had inherited a vast network of business holdings. To 

the casual observer it might have seemed more like an industrial conglomerate that 

owned a bank rather than the other way round. On the Creditanstalt books, 50% of its 

value came from balances in the non-finance business. With Bank Austria, it was 

around a third. 

That ownership of firms fell dramatically when the need for cash to make the 

purchase of Creditanstalt had to be found, so it was no surprise that immediately after 

expanding his empire Gerhard Randa set about selling off the family silver. Almost 

before the ink on the Creditanstalt deal had been signed, Randa set off to get fresh 

capital to finance the 10 billion Schillings of the 17 billion Schillings takeover price 

he still needed to find. It seemed that whatever the offer for a firm was, the answer 

was yes. The price was always right as long as the cash continued to flow. Within a 
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year the vehicle company Steyr Daimler Puch AG as well as Steyr Fahrzeugtechnik 

had been sold off together with Unitech. Other sales were to follow. 

The money rolled in, and it turned out the sale of the Creditanstalt assets had been 

enough to cover the purchase price - it had been a deal that paid for itself. What 

Randa had left after the sale of the century was still significant, and he began again to 

look for other ways to expand. There were no obvious bank takeovers possible. If 

Bank Austria was still to expand, it could only be into other businesses, and within the 

city of Vienna – its new partners - there was a whole new spectrum of possibilities.  

Bank Austria, AVZ and Vienna city council were so interconnected it was hard to 

see any borders, and slowly Bank Austria added to its collection, as one by one it 

absorbed the crown jewels of the city of Vienna, like the Wiener Holding. This had 

been set up in 1974 as the Wiener Allgemeine Beteiligungs- und Verwaltungs 

Ges.m.b.h, and it contained the majority of the privately managed companies where 

the city of Vienna had a stake. It includes the tourism venues like the Wiener 

Stadthalle concert hall, the Schloss Laxenburg palace and Vienna’s Jewish Museum, 

and companies like Kabel-TV-Wien, the porcelain maker Augarten, advertising 

agency GEWISTA and the harbour group Wiener Hafen. In 1993 the majority stake 

was sold to AVZ, which then handed it over to Bank Austria to ‘manage’. The control 

of these (company network) gave Randa continued economic influence, and also the 

opportunity to put SPÖ people into strong positions through his continuing job 

carousel. Director positions were usual then as political rewards, and still are today, 

and this in turn helped to ensure control of the firms where the political appointees 

were placed. 

Pressure for privatisation grew, Bank Austria was once again becoming a powerful 

conglomerate but it negated that by combining all its subsidiaries into a trust. The 

A&B Holding included the leftovers of the assets of Bank Austria and Creditanstalt, 

but also the assets grabbed via AVZ from the city of Vienna. It included the so-called 

three bank group (Oberbank, BKS, BTV) and firms like tyre-maker Semperit and 

micro-fibre manufacturer Lenzing. 

It was effectively a soft privatisation, where the bank could claim it no longer 

owned the companies yet at the same time it still had the economic influence. After 

all, as a trust A&B Holding was legally a separate entity, even if it danced to Bank 

Austria’s tune and was infected with Randa and SPÖ ‘deputies’. In order to further 

cement their control, Bank Austria and AVZ further split the industrial holdings from 
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A&B to create B&C Holding with non-bank companies like Semperit, Lenzing and 

AMAG (Austria Metal). B&C then took out a loan that saddled the group with 

massive debts making it unsellable – and reducing the risk that it would be taken over 

by a rival party. The interest on that loan was paid by constant pressure on dividends.  

Another trust they had was the LB Holding where the LB stood for Länderbank. It 

was used as a place where they could put the type of bank assets that they did not 

want to contaminate everything else, including the toxic Länderbank deals. If they had 

anything that was either risky or dangerous or toxic, it ended up at LB Holding. And 

as this was a separate legal entity, it therefore inserted a clear barrier of responsibility. 

This in particular was later to be a very useful device for the Bank Austria Conspiracy 

in their Madoff network. And the man who knew all about LB Holdings was the Bank 

Austria Conspiracy member Stefan Zapotocky, who in 1989 at Länderbank had been 

the Director of LB-Capital Markets, which was in charge of LB Holdings and other 

subsidiaries. 

But back to the turn of the century, and with its acquisition of Wiener Holding in 

particular, there was virtually no opportunity in the country to avoid doing business 

with Bank Austria. The Harvard-educated Austrian businessman, Thomas Prinzhorn, 

learned this lesson to his cost. An advocate of liberalising the economy, he did not 

want to give his business to Bank Austria even when it was the ‘Z’ because he felt the 

Vienna SPÖ controlled bank was out of its depth with financial matters. He said: 

“They simply didn’t understand business. I had a firm managed by my partner, 

Hamburger Unterland. They were just throwing money at it. I decided to go to the 

Länderbank and was happy with them. But I’d barely managed to build up a 

relationship there when they were taken over by the ‘Z’. I was forced to find a new 

financial partner with the GiroCredit, but then they were also taken over by Bank 

Austria.”  

By that point his company, because of big investments in Hungary and Germany, 

hadn’t developed as he wanted and it was in difficulties. In short: It wasn’t possible 

any more to change banks. He went on: “They put me through hell. I was almost 

bankrupt and when I finally managed to get back on my feet I took everything that I 

had with Bank Austria and put it in Creditanstalt – the contracts were barely dry when 

they were taken over by Bank Austria. After that I stayed with foreign banks.”  

As it expanded to take over the country’s banking landscape, so Bank Austria pulled 

the strings to control the various holdings, even if there was no clear line about who 
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owned what. There were the leftovers of the Bank Austria and Creditanstalt holdings 

to consider, yet even if they were owned by the bank, the AVZ that was notoriously 

secretive owned 40% of Bank Austria before it merged with Creditanstalt, which in 

turn gave it a share of the Bank Austria assets. And then there was the property of 

AVZ, and by default the city of Vienna, managed by bank Austria that further 

muddied the waters. 

It was confusing and for a good reason. Not being clear who had what interest in the 

trusts proved especially convenient when Bank Austria, saddled with potentially 

disastrous losses, was itself swallowed up by the Germans. Bank Austria may have 

been passed on like a hot potato, but the trusts conveniently were not included in the 

deal, and remained in Austrian hands.  

* * * 

If news of the Bank Austria takeover of Creditanstalt was a seismic shock in the 

political landscape, it was no less of a shock to Creditanstalt bank staff. One of those 

that worked as a trader at Creditanstalt said: “You could not imagine institutions 

being more different, we were the professionals, we wore suits, and we prided 

ourselves on being part of the bank. We always used to laugh at our Bank Austria 

rivals and called them the white sock brigade, people there were not interested in the 

customers, they only thought about themselves and nobody seemed to stay in a post 

for long. We were like the English investment firm Cazenove, which had rules on 

certain things staff were told: Cars were black. Shoes had laces. We at Creditanstalt 

were the same, we had to wear long-sleeved shirts even in summer, and there was no 

air-conditioning 20 years ago. You weren’t allowed to take your jacket off. We were a 

proper bank, and they? Well, they were a savings bank.” 

The joke among Creditanstalt staff when Bank Austria was formed was that Austria 

had gained a new piggy bank. They learned the error of that on the day the 

Creditanstalt was also swallowed up by the Red Kraken. Once the two were merged, 

things happened that would never have been thought possible in the old Creditanstalt 

world. But that didn’t just mean bad business deals like Madoff; the worst thing was 

that in the newly merged bank people turned up at the top – people who in the words 

of the insider “would never have got to the first floor in the old original Creditanstalt 

in a month of Sundays”. People like Gerhard Randa and his Länderbank followers 

who were to part of the Bank Austria Conspiracy.  

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version) 57 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



In the new Bank Austria greenhouse a new type of business was taking root, a 

greenhouse that offered fertile ground for the ideas of Bernie Madoff and his partner 

in crime – Sonja Kohn. 
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Chapter Two 

Oasis of Corruption 

 

“The success of our bank relies substantially on the trust of our customers to the 

bank. Each of us is obliged to do everything in his power to strengthen this trust and 

must refrain from any actions, which could result in negative ratings or bad reviews 

of this bank. Employees of the bank must not combine private interests with 

businesses carried out during official hours. Every impression of dishonest actions, 

benefits based on private relations or the influence of personal interests in official 

errands, can badly influence the trustworthiness of the bank and must be refrained 

from at all times.” 

- Bank Austria Code of Conduct 

 

On December 4, 2012, a hand delivered letter was sent to the Vienna-based public 

prosecutor Michael Radasztics in charge of looking at Madoff’s Austrian connections. 

It was written by Timothy Scott Pfeiffer from the American legal firm 

BakerHostetler, the firm tasked by the trustee of Madoff’s estate to try to recover the 

money he stole. It was an attempt to breathe new life into an investigation in Austria 

at least that was not even going slowly, it was an investigation that seemed to have 

died completely. 

The man who wrote it, Mr Pfeiffer, has special responsibility of the foreign part of 

the legal case. And he is the lead counsel in the trustee’s RICO case against, among 

others, Bank Austria, its current owner UniCredit, and Sonja Kohn.  

The letter did not hold back, saying that its continued investigation of Bank Austria 

“has uncovered evidence that a group of high ranking directors and officers at Bank 

Austria conspired to profit from Madoff’s fraud”. It alleged that they had worked 

together for over a decade to line their own pockets by setting up a complicated 

network of companies and transferring the money between them “to obscure their 

nature and origin” and “avoid paying taxes”. 
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BakerHostetler might be the most high-profile of the lawyers pursuing Madoff’s 

Austrian connections but they are not alone in their frustration at getting information 

out of officials in the Alpine Republic.  

Another lawyer seeking to recover funds for Irish investors in the Bank Medici 

managed Thema Fund said: “We tried to follow the link back to Austria, but it was 

like walking into fog. You just couldn’t see the way to go any further.” 

One might have expected more from Austria’s Madoff prosecutor-in-chief 

Radasztics. He has a reputation for pursuing cases against high-profile opponents, like 

his case against the British banker Julius Meinl. In fact, Meinl was even remanded in 

custody in an Austrian jail together with alleged drug dealers and hardened criminals 

over what Radasztics claims is a €5 billion investment fraud. Jewish Mr Meinl, whose 

family moved to London to escape the Nazis, was only freed by the payment of a 

world-record bail bond of €100 million. To put that into context: Bernie Madoff only 

had to pay one tenth of that sum to get bail in America for what at the time was 

alleged to be a $65 billion fraud. 

But Meinl is strongly linked to Austria’s ÖVP, the black party, and Radasztics has 

his links with the red SPÖ side of the Proporz family. His reputation was built on the 

pursuit of those on the right of the political spectrum, the ÖVP, the BZÖ and FPÖ-

linked cases. He was given the Madoff assignment by Werner Pleischl, Austria’s 

Chief Prosecutor (Leiter der Oberstaatsanwaltschaft STA). Pleischl is strongly tied to 

the SPÖ, and since then, as BakerHostetler politely hinted, the case had gone 

nowhere. 

According to Mr Meinl, that should come as no surprise. On his release from 

investigative custody he pointed out: “The Austrian legal system has the power to do 

with you whatever it likes.” 

A year before that, in 2011, Mark Pieth, Chair of the OECD Working Group on 

Bribery in International Business Transactions, had also warned about the dangerous 

path Austria was navigating, saying: “Austria is set to become an oasis of corruption.” 

Eva Geiblinger, Chair of Transparency Austria, said that from official figures, 

“dealing with cases of corruption, Austria is wasting €26 billion per year” – and while 

there are many investigations, there are few convictions. 

Such delays might explain why the Madoff lawyers at BakerHostetler felt it 

necessary to write to the prosecutor. In the letter they pointed out that there was clear 

evidence that a small group of directors and senior officials at Bank Austria had 
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entered into a conspiracy to “enrich” themselves at the “expense of investors”. They 

had laundered tens of millions of dollars of money stolen by Madoff, and paid it to 

bank accounts that they owned and controlled, continued the complaint. 

It even named those to blame like Randa who, it claimed, when he had taken over 

the bank had “sought to implement an aggressive expansion of the bank’s presence 

outside of Austria, including in New York.” 

To do that he had used the connections of Sonja Kohn, who through her New York 

company Eurovaleur had invited Randa and other senior Bank Austria executives to 

New York on numerous occasions to meet Madoff and discuss setting up the scheme. 

As the trustee put it, Madoff “needed fresh investment capital, but the criminal nature 

of the business necessitated a high level of discretion”.  

Madoff depended largely on agents to solicit investments, people who targeted in 

the main high net-worth individuals. He avoided sophisticated institutional investors, 

yet he made an exception for Bank Austria, making it clear that this would only work 

if Kohn would continue to act as the go-between. And Bank Austria proved to be the 

perfect partner, with the infrastructure and clientele to funnel large amounts of money 

to Bernard L Madoff Investment Securities (BLMIS), and the capability to create 

investment vehicles that could be wholly-invested through BLMIS such as Primeo 

Fund, that was to be the model for so many other later clone funds. 

The confidential letter not only named Kohn and Randa, Zapotocky, and Fischer, 

but also the Bank Austria official that was given the job as CEO of Bank Medici, 

Peter Scheithauer, 58, another former Länderbank player, and the former Communist-

turned-veteran-investment-banker Wilhelm Hemetsberger, 55, who it claimed had 

been involved in setting up the strategy that was the basis of the Bank Austria 

Conspiracy in meetings with Madoff in New York.  

Once up and running the network of people had been expanded to include others 

like the man who commissioned reports that exposed Madoff, Friedrich Kadrnoska, 

62, and who then ignored them, and Randa’s protégé who was later at the centre of 

the web, Werner Kretschmer, 49, the offshore planners Harald Nograsek, 55, and 

Josef Duregger, 57, who both worked at Bank Austria and the Medici feeder funds 

network, and of course the secretary that was to earn millions after she was reinvented 

as a hedge fund expert, Ursula Radel-Leszczynski, 57. 
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That is 11 people. In its 190-page RICO indictment to court the trustee went further, 

there were 22 people revolving around the Bank Austria hub including Sonja Kohn 

and those already named.  

The new names included the shadowy figure of Kohn’s husband, Erwin, as well as 

Kohn’s three fixers, the UK-based Daniele Cosulich, and the Austrians Robert Reuss 

and Susanne Giefing, there was Bank Medici’s willing servant Andreas Pirkner and 

his successor Andreas Schindler, and two senior figures from Bank Austria’s eventual 

owner UniCredit, CEO Alessandro Profumo and deputy chairman Gianfranco Gutty. 

And there was Bank Medici financial wizard Werner Tripolt, Kohn’s Bank of 

America friend and later employee Helmuth Frey, and Austrian financier Manfred 

Kastner.  

And in the TLM files there are another 11 identified, people whose names appear 

there but who until now have not been identified in the case, but people that according 

to the evidence of the TLM paperwork should at least be questioned, and that includes 

the bank’s chairman, Willibald Cernko. There is also Bank Austria’s James O’Neill 

and Alfred Simon, the president of the Primeo Fund Family; Johannes Koller, the 

assistant of Zapotocky who moved over from Länderbank to create many of the 

contracts and prospectuses for the Madoff funds; as well as the UniCredit director 

Erich Hampel. There is also the man who allegedly introduced Kohn to Randa at 

Bank Austria, Wolfgang Feuchtmüller. And Nikolaus Hetfleisch – the person 

responsible for selling Madoff’s products in the Bank Austria private banking unit and 

the brokerage arm of the asset management company. There was also the Primeo 

director’s Karl Kaniak and the SPÖ hardliner Hannes Saleta, and Nigel Fielding. 

Kaniak was also at BankInvest (4) involved in spreading around the Madoff fees and 

Fielding at HSBC. And finally, there was Bank Austria’s often used legal expert, 

Christian Hausmaninger.  

The BakerHostetler letter only had 11 of those names, but other than that it did not 

hold back. It alleged that Randa as Chairman and Kadrnoska as Deputy Chairman had 

made sure their fellow conspirators were protected from unwanted attention or 

scrutiny from other parts of the bank. For their part, Zapotocky and the then 

enthusiastic newcomer Kretschmer had taken steps to set up and get running the 

questionable Bank Austria BA Worldwide Fund Management (BAWFM), the part of 

the project which oversaw the Madoff feeder funds. The bankers Hemetsberger, 

Scheithauer, Nograsek, Duregger, and Fischer had helped to create and then to run the 
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Primeo Fund that was the base on which the other funds were built. Radel-

Leszczynski had then been brought in to keep it all ticking over under BAWFM, 

working closely with Kohn. She had to keep Madoff happy, and make sure that all his 

requirements were met to ensure the funds kept flowing. And finally Kohn, for her 

part, was responsible for setting up the all-important Bank Austria access to a direct 

investment account at BLMIS. 

It was a strongly worded letter, and one that made clear in as much as was possible 

the frustration at the lack of progress in Austria. It didn’t make any difference, six 

months later and still nothing has changed. Was the letter at the end of the day lacking 

in substance, or is there some truth in the OECD allegation that Austria is becoming 

an oasis of corruption? 

* * * 

In 2011, I was part of a Sunday Times investigation in which they set up a fake 

lobbying firm, Bergman & Lynch, with the aim of seeing whether MEPs would 

accept ‘incentives’ in order to push for changes in the law. How would they react if 

offered cash? In the end there were four MEPs that the paper’s investigations team 

Insight claimed had agreed to take cash to alter the law on hedge funds, one each from 

Spain, Slovenia, Romania and Austria. In Austria, the story became front page news 

and Ernst Strasser, an MEP from the ÖVP, was forced to step down – a private 

decision taken, he claimed, so that he could “concentrate on the fight to clear my 

name”.  

As he had been filmed agreeing to the deal there seemed few defence options open, 

but the affair deepened when someone in Austria tried to intimidate the Insight team 

from testifying, alleging that they were to face arrest if they came to Vienna. They 

had broken the law because recording someone without their consent is illegal in 

Austria. In reality, the recording had happened abroad, so the Austrian law had no 

effect. 

Although caught on video, Strasser claimed that he had only agreed to accept cash 

in the form of a €100,000 a year consulting fee because he thought the journalists - 

Jonathan Calvert and Claire Newell - were agents – and he wanted to know who they 

were working for. Any claims that he would accept such consultancy work was 

ludicrous, he said. 
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Yet a look at his background shows that for Mr Strasser consultancy work had been 

very lucrative indeed. He had been Austrian Interior Minister until he stepped down in 

2004. 

He was reportedly on a salary of €500,000 per year as Managing Partner at VCP 

Energy Holdings, a subsidiary of Vienna Capital Partners which took care of “energy 

projects in the new EU member countries in Eastern Europe”. It was perfectly legal 

for other work to continue when he became an MEP in 2009, as there are virtually no 

restrictions on what other work he did alongside his MEP role. 

In fact, Strasser had gone from the interior ministry straight away into consulting, 

and set up companies like the one-man Consulting, Coaching & Educating-GesmbH 

(CCE) that recorded a profit of around €380,000 in its first two years. CCE also ended 

up with 49% of the firm “Eurocontact Consulting GmbH” - worth a mention because 

the rest was held by disgraced former politician Alexander Zach, former head of the 

Liberal Forum Party that had switched to the Social Democrats (SPÖ) by the time he 

was accused of lobbying over the Eurofighter scandal. 

Among CCE’s contracts was work for the controversial PR advisor Peter 

Hochegger, linked in with numerous political scandals in Austria ranging from 

Skylink and Buwog to the Telekom scandal. 

The Skylink project at Vienna airport was trumpeted at the start as a “model for 

avoiding corruption”, it ended up being carved up between the SPÖ and ÖVP after 

Hochegger was taken on as a PR advisor - after which costs rose from an estimated 

€402 million to €830 million. Or there was the Buwog scandal in which 60,000 Bauen 

und Wohnen GmbH (Buwog) flats were sold off to real estate firm Immofinanz with 

kickbacks of €9.6 million centring on the controversial Hochegger and the former 

finance Minister Karl-Heinz Grasser. That plan resulted in a €1 billion loss for 

Austria. And there was the Telekom scandal in which 96 Telekom Austria managers 

earned €9 million when the share prices were allegedly manipulated by directors 

including Telekom boss Heinz Sundt. The manipulation was paid for by funds that 

passed through Hochegger’s hands.  

What the Sunday Times investigation uncovered is that it was always the same 

people that appear again and again in the political swamp, they are pushed under by 

one scandal, only to resurface in another scandal. And there seems to be no guilt by 

association, fraudsters seem to have no problem being photographed playing golf with 

government ministers.  
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I mention Strasser because it is a case I was personally involved in, and it was a case 

that involved consultancy fees as a way of paying illegal kickbacks. But as the 

Madoff case was also to show, there is no shortage of other examples. In Austria, it 

seems that to get caught with a hand in the cookie jar (to be caught doing something 

illegal), hardly seems to be a handicap to a career. Proof, if proof was needed, is that 

the same names come back again and again. Names which appear and are connected 

through a complex network of companies and sub companies, all paying fees for 

consultancy work, for management, for the right to be part of the club. 

Names that appeared again and again in the TLM Files. And sometimes names that 

were noticeable by their absence. For example, there was one deal in which TLM was 

involved that centred on a multi-million pound takeover. TLM was at the 

negotiations, and led the project. Yet one name absent was that of Count Alfons 

Mensdorff-Pouilly. TLM noted in one sarcastic e-mail to a colleague: “I was surprised 

to see in the media that he had been paid millions for consultancy, and that he was at 

the heart of the negotiations. I never saw him once, or read any report from him 

during all the negotiations.” 

Alfons Mensdorff-Pouilly is worthy of a mention in this book because he epitomises 

the way certain people in the spotlight seem to have a Teflon reputation, in that no 

matter what is hurled at them nothing sticks. His lawyer is almost a permanent guest 

on TV shows denying allegations of impropriety against his client. Mensdorff-Pouilly 

is always merely an advisor, his work transparent, his income taxed.  

And his involvement with weapons firms forms just a small part of his clientele, 

says the lawyer. One such client was for example Vienna Capital Partners, where 

Strasser was working as managing partner of a subsidiary for €500,000 a year. The 

Count’s name has turned up in a list of scandals that is almost an A to Z of Austria’s 

main political and business scandals. Yet always without legal consequences. 

That included Austria’s decision to buy the Eurofighter jet. Before the deal was 

signed there were three firms bidding for the contract. One was the Swedish offer 

from Saab, one was from the Eurofighter consortium EADS and the third, and by far 

the best offer on paper, was from the Americans offering their F-16 jet. This had 

flown successfully and had been tested in combat. But the Americans decided not to 

use the Austrian lobbying network. They believed everything should be carried out at 

government level, arguing that saving money on lobbyists and public relations would 

enable them to offer the plane at the best possible price. 
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The British arms firm BAE, part of the European Aeronautics Defence and Space 

Company (EADS) consortium making the Eurofighter, hired Count Alfons 

Mensdorff-Pouilly, who became a key player in a network that was allegedly 

designed to launder cash that was then used in bribes to secure the lucrative defence 

contract.  

Born on September 7, 1953, in Vienna he is an imposing six feet tall and is married 

to conservative ÖVP politician Maria Rauch-Kallat. He is well thought of locally, 

attends Mass on Sunday, makes donations to local charities and allows the priest to do 

his washing at his castle.  

Count Ali doesn’t use the title formally because the use of aristocratic titles is illegal 

in Austria. But he doesn’t complain when everyone else does. Saying “The Count” is 

certainly easier than his official name, Alfons Eduard Alexander Antonius Maria 

Andreas Hubertus Christoph Mensdorff-Pouilly. So as a result, locally he is referred 

to simply as Graf Ali (Count Ali). And the ban on titles doesn’t stop him using his 

family crest, a blue lion on a silver background. 

Officially he prefers to be known as ‘manager of a woodland estate in Austria’. He 

raises pheasants and ducks to be released for a commercial hunt that he organises in 

the castle. Guests at his hunting party’s talk of little else but the fine treatment, storks 

on the lawn, the best cigars and champagne, personal coaching in shooting. The most 

favoured guests are flown to his estate in Scotland. 

He said as a child they were so poor that they could not even afford butter, and had 

to get by with margarine; a far cry from his current situation as the owner of 

Dalnaglar Castle in Perthshire and a home in London’s Sloane Square. And he has the 

best lawyers, naturally. When he was arrested in London as part of the Eurofighter 

bribes probe by the Serious Fraud office, his lawyers complained about his inhuman 

treatment in being held without clean underwear and a comb. He was awarded 

£372,000 and an apology.  

He worked as a salesman in 1992, started an ostrich farm and also founded the 

Burgenländische Wildspezialitäten Erzeugungs GmbH to sell meat paste and tinned 

soup in the US. His failure to make a significant impact with any of these ideas did 

not stop him looking for better things, which came when he started work as a business 

advisor at the MPA Handelsgesellschaft offering a dish of a different sort that is 

especially popular in Austria - consultancy. MPA was founded in the same year as his 

tinned meat paste company, but unlike that, it was far from being a failure. 
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In MPA’s consultancy work lies the answer as to how a poor farmer from Austria’s 

most rural province ended up with such strong clients in such a short time. It was 

formed in 1977 when the English adventurer James Landon married the Burgenland 

aristocrat Katalina Esterházy, the count’s cousin. Landon was a secret agent in 1970, 

one of a cadre of intelligence officers who helped Sultan Quabus in Oman to power, 

and Quabus rewarded him with a substantial cash payment. Known as The White 

Sultan throughout Arabia, Landon made even more money through weapons deals.  

His biggest partner was British Aerospace. In Burgenland, he met Mensdorff-

Pouilly and by 1992 he was introducing him to the British. In 1993 Mensdorff-Pouilly 

had a son, Ferdinand, who was born out of a relationship with a real estate agent that 

quickly ended. He later then met the then Environment minister Maria Rauch-Kallat 

when she was in the region looking at pond life, and was due for a ploughman’s lunch 

at Schloss Luising, the Mensdorff-Pouilly ancestral family home. 

Recently separated, she Maria Rauch-Kallat) liked the then 44-year-old ‘Count’, and 

they were later to become engaged and married, and locals started calling her ‘The 

Countess’.  

It was not long before Mensdorff-Pouilly was charged with getting a kickback for 

his role in a deal to buy pandemic flu masks by negotiating an €8 million euro 

contract for Dräger Medical Austria GmbH with the Austrian health ministry. His 

wife had signed the law in 2006 allowing for stockpiles of flu masks that he then 

helped to sell. 

When Siemens agreed to pay a record $1.34 billion in fines after being investigated 

for serious bribery, one of the key players in the affair was found to have links with 

Mensdorff’s Brodmann Business.  

In America, Mensdorff was investigated over allegations he had been paid €2.2 

million to provide holidays and gifts to those involved in the political decision over 

the awarding of TETRON contracts to the benefit of Motorola.  

Telekom Austria had paid him €1.1 million for an 8-month consultancy as well as 

paying €170,000 for the right to stage a hunting party on his estate.  

And police who raided his property in 2008 found evidence of payments of €1 

million from Austrian oil giant OMV to his company MPA, and another €500,000 to 

Brodman, payments the Green MP Peter Pilz said were for bribes in connection with 

the take-over of Romanian firm Petrom, the largest oil and gas producer in eastern 

Europe that was reportedly sold well under its market value to the Austrians. 
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Advisor fees and consultancy work seems to be a lucrative business in Austria, not 

least of all because it is a service that delivers to both sides. In the bid to supply 

planes to the Austrian air force, the Americans and Swedes doubted the power of this 

network - and left empty-handed. The Americans had believed their superior offer 

coupled with good PR would win the day for them, but perhaps a small incident at a 

party at the American embassy in Vienna organised to try and encourage Austrian 

counterparts to show more interest in the F-16 deal should have given them a clue. In 

total, 90 specialists from the US Secret Service flew to Austria to take part in the 

event, but it all ended badly when a senior Austrian official showed himself to be 

more interested in a football game than in talking about the jets.  

After drinking too much, he ended up turning up the volume from the TV to full 

blast, drowning out conversation in the rest of the room. When one of the American 

hosts tried to grab the TV remote control, there was an exchange of words 

culminating in the Austrian hissing: “You don’t know how it vorks in Austria. In ze 

end, you vill lose.”  

And so it was. Mensdorff-Pouilly notched up another victory, and the Americans 

and Swedes left empty handed. EADS got the contract, despite the fact that it was 

later discovered it had been so badly negotiated that EADS could in theory have even 

delivered paper planes –and still earned €2 billion. 

* * * 

A Green Party report on the extent of corruption in Austria came to the conclusion 

that the country had “no serious laws to combat corruption”, and that there was no 

tradition of resigning from office for those in disgrace. 

The chances of prosecutions were also slim, because in Austria the question is 

always: “If someone goes down, who will they take with them?” And all the parties 

have enough skeletons in enough closets to make them not prepared to take the risk. 

Instead, deals are sorted out in Vienna, a crucial hub between east and west, an 

economic power house that dwarfs its neighbours in the number and size of the 

international firms that have their headquarters there. It is also a city ruled over by the 

City Hall (Rathaus), which in turn has been under the effective control of the SPÖ 

since 1945. That means control of the city that was once the former hub of the Austro-

Hungarian Empire, the city that was heir to the Holy Roman Empire, the city that 

once housed the rulers of the largest empire the world has ever known and that in its 

heyday stretched all the way to Mexico.  
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After World War II, when Vienna was divided into four occupation zones between 

the United States, the Soviet Union, United Kingdom and France, it was hardly 

surprising that it remained a centre of intrigue. It attracted rival intelligence operations 

that competed for information and influence. British spy Graham Greene highlighted 

the city as a centre for a cloak and dagger intrigue when he wrote his classic spy 

thriller The Third Man starring Orson Welles. The secret agents of the black and 

white classic are still here in force decades after the end of the Cold War, still 

operating out of the multitude of embassies which were once the minor palaces and 

villas of the Habsburg aristocracy.  

The difference is that instead of politics they are now involved in economic and 

technological espionage – and Vienna is the perfect place where deals can be forged 

free from the restrictions of domestic surveillance, or media. 

The city’s advertising slogan is Vienna is Different ‘Wien ist Anders, but the locals 

prefer to say Vienna is a village, because Vienna is a place where just like any other 

village everyone knows everyone, and that means nobody does anything without the 

rest of the village knowing about it. And that includes anything in the courts and the 

justice system. 

At the top of the information chain in Austria are always the politicians. If any case 

has political overtones then the prosecutor has to inform his superiors of all key 

developments in the investigation. Prosecutors are not independent, but rather are 

subject to following government dictates (Weisungsgebunden). That means ultimately 

reporting to the justice minister. There is a legal obligation, in particular with regard 

to anything that might end up with political or public interest, for the prosecutor to 

flag it up by making the senior prosecutor aware. There are four senior prosecutors, 

one each in Vienna, Innsbruck, Graz and Linz. They evaluate it, and if they decide it’s 

important enough, they pass it up to the ministry. It is basically legitimate, enshrined 

in the constitution and the prosecutor’s law (STA Gesetz). But it is open to misuse, 

and being open to abuse means it is abused, which in Austria means for party political 

purposes. That involves either by using the information, stopping the enquiry or 

directing it in a different direction. Anything regarded as sensitive is flagged up, and 

can be and often is put on hold – a process that reaches almost fever pitch prior to key 

regional or national elections.  

It is very different say from the UK, where the police and prosecution are separate 

bodies with police gathering the evidence, and prosecutors evaluating it. During 
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research for this book, a police officer in one of the provinces admitted he had around 

70 cases which have been put on hold until after this year’s general election. He 

expects most of them to be reactivated afterwards, the rest will simply vanish – 

buried, and concreted over. 

Even if you are sceptical that a police officer can say he has 70 “politically 

sensitive” cases on hold it is a fact that there is no obligation in Austria to reveal if an 

order has been made for an investigation to be stopped, or even simply put on hold. 

And even if it is made public that police have stopped their investigation for the 

time being, officials are under no obligation to give a reason why they have done so. 

In the unlikely event that something is overlooked, or an investigation happens or 

takes an unlikely turn that delves into a politically sensitive area, then other 

mechanisms come into play to limit the political damage. 

After all, with prosecutors ordered to make sure every step is passed on to their 

superiors and their political masters, it offers plenty of opportunity for those under 

suspicion to be forewarned and forearmed. If even this was not enough to help the 

other side to extricate themselves from the mess, then a common practice is for 

unpleasant legal matters to be delayed so much that they timeout, or indeed it 

becomes so old that it’s impossible to put the pieces together. The investigation into 

the Libro stationery firm bankruptcy for example took almost 10 years.  

Libro was the third biggest bankruptcy in Austrian history when it folded in 2002 

with debts of €380 million. It turned out that the firm had launched onto the stock 

exchange in 1999 when it claimed to have equity of €640,000, when in reality it had a 

negative position. It had even paid a special dividend of €31 million shortly before 

going public, a payment that given the real situation on the books should never have 

happened. Libro then went on an aggressive expansion course, buying German book 

chain Amadeus and investing heavily in online shopping. It seemed a clear cut case of 

the books being fiddled. It was also a text book example of prosecutor manipulation 

by people closely linked to the SPÖ. It was handled by prosecutors in Wiener 

Neustadt, who looked into the actions of Libro’s boss Andre Rettberg. They 

discovered he had managed to take the money out of the company and launder it 

through a complicated network centred on companies owned by a businessman named 

Friedrich Lind. They found that Lind and two of his managers, August Andre de 

Roode and Falco Müller Tyl, had not only helped to wash the money before handing a 

percentage back to Rettberg, they also found that Lind and Rettberg had met “on at 
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least six occasions”, according to the paperwork, to discuss the plan, and that all the 

evidence was that Lind had been the mastermind of the whole scheme. 

On the basis of the evidence, charges were prepared against Lind, his two managers, 

Rettberg and others. And because of the public interest in the case it was also reported 

up the chain of command to the powerful senior prosecutor in Vienna, Werner 

Pleischl. From there it went to the ministry. The permission to continue the case 

against Rettberg and others was approved. But permission to file the charges against 

Lind, de Roode and Müller Tyl was withdrawn.  

The reasons were at best poor, and don’t need to be gone into in detail in this book. 

Nor do the connections of Lind with the SPÖ, and the SPÖ-linked BSA (Bund 

Sozialdemokratischer Akademiker) – the fact is that he was extremely well connected 

with the SPÖ, and that despite the fact there was a strong case against him, the 

evidence was never tested in court. What is relevant though is that the order to stop 

the Libro investigation was passed down by the head prosecutor himself, Werner 

Pleischl, the man already mentioned who was pulling the strings in the Madoff case. 

The lack of power of police against the system was illustrated by the case of Anton 

Kiesel, a police officer in Styria who had a complaint from a building firm that a 

judge was demanding a 300,000 Schillings (€21,800) bribe to ‘help out’ with an 

appeal.  

Kiesel sat with the builder when a telephone call was made to the judge, unable to 

record the conversation as it was against the law, he took notes instead as the judge 

repeated the offer - and confirmed the amount of the fee that was to be paid to ‘help 

out’.  

The case that resulted from this was carried out by the Austrian Interior Ministry’s 

anti-corruption unit the Büro für Interne Angelegenheiten (BIA) on suspicion of fraud 

and abuse of office. It seemed an open and shut case when the judge admitted that the 

businessmen had indeed regularly paid him money, paid for trips and even at one 

point given him a Beretta pistol as a ‘gift’. There were also building jobs that were 

done for the judge, work that was performed free of charge. Given that there was 

probably a paper trail it would have been hard in any case to deny it. But the judge 

added, crucially, that the items were all simply “presents from a friend”. They had 

nothing to do with the fact that he had in an “unrelated act” prepared the legal 

paperwork for the appeal process, and had also made enquiries about the current 

status, and had even lobbied for the case to be re-heard.  
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The conclusion from the justice ministry report on the allegations of abuse of office 

and fraud was that it was ‘not provable’. The telephone information that Kiesel had 

listened in on was simply one that he had misinterpreted, and the businessmen who 

was there was in any case not relevant as he was “completely without credibility”.  

With so much collusion forced on police, and with prosecutors able to pass on 

everything to the politicians, it is a system perfectly geared to making sure sensitive 

investigations are torpedoed before they can even get underway.  

Anybody who wants to make a career in the law in Austria knows the way the land 

lies, and knows not to get in the way if they don’t want to be run over.  

With prosecutors tied to politicians, there is little resistance to the Austrian Justice 

Ministry’s strict reporting requirements for cases that promise to attract public 

attention. The Justice Ministry’s Directives Department decides whether charges are 

ultimately brought against a prominent defendant. And before that each step in the 

procedure can be passed up through eight official levels to be approved. This dampens 

the enthusiasm of investigators and encourages those people seeking to influence the 

cases at party headquarters. It not only slows the process down enormously, but it also 

makes sure that with more people involved and informed there is less risk that a 

mistake is made in which something is overseen. 

It is almost routine that sensitive court actions are constantly delayed, orders to 

investigate remain unissued, and key witness statements seem to be ‘leaked’ to the 

lawyers of the accused (or the media if it is a rival political party to the SPÖ that 

suffers). Indeed, opposition-party related scandals based on leaked court material 

seems to dominate Austrian media currently, notably Grasser and Haider and of 

course the Count, Mensdorff-Pouilly. 

It often happens even before investigations have been started that might otherwise 

shed light on the alleged offence, like the example when two left wing extremists tried 

to blow up the main high voltage power line into Vienna at Ebergassing as a protest 

against nuclear power. Although two of the bodies recovered were of left-wing 

activists Peter Konicek and Gregor Thaler, the interior ministry ordered investigations 

and raids in the right-wing scene. There was after all a vote coming up, and the threat 

of FPÖ-linked terrorists might be wrong, but it could always be corrected after the 

vote. 

Cases that were constantly put on hold in which prosecutors seemed to do little 

more than move folders around and shuffle cards, and occasionally arrange token 
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convictions, include those already mentioned like the Buwog, Skylink and the 

Telekom scandals. But there was also many others like Noricum and BAWAG. 

In the Noricum scandal a group of politicians, including interior minister Karl 

Blecha (SPÖ) who is now president of the SPÖ Pensioners’ Association, as well as 

former Chancellor Fred Sinowatz (SPÖ) and foreign Minister Leopold Gratz (SPÖ), 

were accused of helping Austrian firm Noricum to supply long-range artillery guns to 

Iraq. The Austrian ambassador in Athens, Herbert Amry, was the whistle-blower that 

exposed the scandal and confided afterwards that he feared he might be killed. He 

later died in mysterious circumstances, and his body was speedily cremated. The only 

politician to be punished was Blecha, who got a suspended sentence for suppressing 

evidence. 

BAWAG was the SPÖ-controlled trade union bank run by Helmut Elsner, who paid 

himself millions in bonuses at the same time as he hid a €1.7 billion loss from risky 

currency exchange deals with cash fiddled from trade union members. The massive 

losses were made in the late 1990s, mostly run up with wrong-way bets on the 

Japanese yen, but Elsner managed to bury it and continued to cash in until the US 

futures broker Refco Inc., a BAWAG affiliate, collapsed in 2005. It was only during 

the enquiry that followed Refco’s collapse, an enquiry that took place in the US, that 

the scale of the problem at BAWAG was revealed. Former Chief Executive Officer 

Elsner had allowed New York-based investment banker Wolfgang Flöttl, son of the 

deceased BAWAG-CEO Walter Flöttl, to speculate millions of Euros from BAWAG 

in what were essentially unauthorised transactions. 

Elsner was jailed for 10 years, but was released early. In his case it was on health 

grounds, after which he was snapped dancing in the early hours of the morning with 

an unknown female – not his wife – and then snapped walking with a newspaper 

towards a sun lounger at the four-star Waldhof am Fuschlsee. 

He claimed he was being used as a scapegoat, but during the trial it emerged that his 

wife Ruth had managed to buy a luxury €3.5 million penthouse in the Austrian 

capital’s posh first district from the bank for just €474,000, and in the year 2000 he 

had paid himself €581,000 in bonuses at the same time as the Austrian Trade Union 

Federation the ÖGB had been forced to use everything they owned as a guarantee to 

keep the bank he had helped to ruin afloat.  

In 2003, when the scandal was known to Elsner, if not to others, he had paid himself 

the €5 million he was due to get when retiring in advance, reportedly to avoid paying 

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version) 73 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



tax. Or was it that he knew the bank’s problems would eventually bring it down? 

Indeed, once it was exposed, BAWAG was sold off to a private equity firm, Cerberus 

Capital Management LP, in 2007. 

Yet despite the decimation of their savings, in the BAWAG speculation or before 

that in Konsum, the ability of politicians to pull the strings over legal matters has 

meant that union members have never followed up either matter to demand 

consequences. Can it really be that no one is interested in where the money went? 

European Justice Commissioner Viviane Reding said in February 2013 that “deep 

reforms” were required in Austria. And the gaps in Austrian law were underlined by 

the Council of Europe’s Group of States Against Corruption that noted Vienna was 

asked to adopt 21 recommendations before June 2013, a deadline which they only 

partially met. But how did it get to the situation where Austrian political parties can 

be so involved in the legal system? What about the separation principle between 

justice and politics? 

The changes in the criminal procedure law that allow such abuses to happen actually 

only took place recently, but had its roots in the 1980s when a number of politicians 

ended up with criminal convictions, and most of these politicians were from the SPÖ. 

In working out how to avoid this happening again, it was clear there were advantages 

to being able to influence the criminal procedure, and that could best be done by 

influencing the gathering of evidence. Once the evidence is already there it’s harder to 

control the direction things go, but if the evidence was never there in the first place, it 

is far easier to keep a lid on things.  

Evidence that this is exactly what happened can be found in a document presented 

to Austria’s Parliament that detailed a meeting at the offices of the Viennese law firm 

owned by Gabriel Lansky in 1997. Lansky is a partner in the law firm Lansky, 

Ganzger & Partner that is deeply tied to the SPÖ, and among those present at the 

unorthodox meeting were Senior Prosecutor Maria-Luise Nittel, the right-hand of 

Werner Pleischl, the Senior Prosecutor. 

Of the four Senior Prosecutor’s in Austria, (Vienna, Innsbruck, Graz and Linz) 

arguably the most senior is the Vienna boss Pleischl, a close friend of the Innsbruck 

boss Kurt Spitzer and the Graz leader Thomas Mühlbacher, who are together in the 

SPÖ-linked BSA. 

The document shows quite clearly that it was the intention of those at the meeting to 

get more SPÖ influence within the Austrian justice system. The agenda talks 
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specifically about how to get more ‘comrades’ into the legal business. The 

significance of this on the justice system cannot be underestimated, especially now 

that the Justice Ministry (controlling courts and prosecutors) and the Interior Ministry 

(controlling police) are both in ÖVP hands. Yet despite that the prosecution is 

populated with people linked to the SPÖ that do not change regardless of who are 

their political masters. Political party affiliation is not grounds for dismissal. So 

because they are not politicians, but only under the influence of politicians, they stay 

in office for years on end. Their influence also remains for years, regardless of 

election results. 

And crucially, while police sympathies have in the past lain with the ÖVP or the 

FPÖ, the fact is that the police and with that the interior ministry have lost their 

independence in investigating crimes. That control vanished with the ‘reforms’ of 

January 1, 2008, that passed the power over to the SPÖ dominated STA. 

Lansky, Ganzger & Partner are regarded as one of the top legal teams in the 

country, and are well-connected with the country’s SPÖ political elite. The firm also 

has extensive media contacts - especially in their role acting as the legal firm for the 

news magazine group that includes the respected sister publications format and profil. 

Pleischl, the Chief Prosecutor, is close to Lansky and, like him, lies very much with 

the SPÖ. Both Lansky and Pleischl, according to insiders, are members of the BSA. 

And Pleischl was the man that chose Radasztics as the Madoff prosecutor. It was also 

Pleischl who was accused of burying and concreting over evidence in the Natascha 

Kampusch case when it was discovered that the mistakes police had made could have 

seen her freed years earlier. Mistakes that had been made in the time of the SPÖ 

Interior Minister Karl Schlögl. But the relationship between the two goes much 

deeper than that. The pair regularly play tennis together, and Schlögl is also now the 

mayor of the community of Purkersdorf on the outskirts of Vienna where not only 

does Pleischl live, but where his wife is the deputy mayor.  

It was Pleischl that authorised the closure of the first investigation by the Vienna 

public prosecutor on November 15, 2006, three months after Natascha’s escape - 

saying that this was justified by the death of the man accused, Wolfgang Priklopil, 

and “deficient evidence” to look for anybody else.  

With a grip on the prosecution, it meant that the investigative competences that were 

previously the responsibility of the court were moved over to be the responsibility of 

the prosecutor. Most important of those was the role of the investigative judge that in 
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certain cases watched over and steered an investigation. With that job now done by 

the prosecutors they not only governed the gathering of evidence, but the evaluation 

of that material once it was collected as well.  

That was the plan, and from the reforms of January 1, 2008, that is exactly what 

happened. The investigative judge was abandoned and the first investigation is now 

carried out by the prosecutor. But more than that, the prosecutor also has more power 

than the investigative judge, for example in doing the interviews themselves with 

suspects or witnesses. Interviews that were once done by police detectives. Before the 

2008 changes that was not an option. If prosecutors decide to waive that right police 

will still do it, but the prosecutor can still choose who the police are allowed to 

interview: In short, detectives can only do interviews with people the prosecution 

permits. The political system in Austria made it possible for the SPÖ to infest the 

prosecution system with its members, it then allowed prosecutors to control and steer 

every detail, and then made it the law to force prosecutors to report back to their 

political masters to make doubly sure they were towing the line. 

It may explain why so many leads in the Bank Austria Conspiracy remain dormant, 

why so many key players have NOT been interviewed, or at least not properly 

interviewed, expert witnesses have been given only a limited brief, and even more 

limited background, and why the questioning of those that were called to task led to 

so little happening. 

One only needs to look at the main economic crimes in recent years to see the 

volume of investigations against the ÖVP, the FPO and BZÖ. Cases involving the 

right dominate the media, five former politicians from the former right-wing 

government coalition of the People’s Party (ÖVP) and Freedom Party (FPÖ) are 

currently embroiled in corruption and abuse of office scandals in probes being carried 

out by the SPÖ dominated prosecution. The SPÖ, the party that dominated newspaper 

headlines over corruption a decade ago, are more fortunate – their cases are simply 

buried, and concreted over. 

* * * 

But the mixing of politics and justice is not the only issue in Austria. Another that 

has occupied international relations is the demand for change over the banking 

privacy laws.  

Secrecy is paramount, from the justice system through to the financial, and in the 

latter, Austrian Finance Minister Maria Fekter has made it clear that she is going to 
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“fight like a lion” to defend the country’s banking privacy. She said that there was no 

anonymity for tax fraudsters in Austria’s system, and the country was no tax haven, 

even though bank employees in Austria are prohibited from divulging information to 

outside parties by law. But at the same time she wanted to protect the right to privacy 

of the “ordinary citizens”.  

That Austria is more of a problem than she seems to think was highlighted when 

records relating to the Austrian business of the now defunct Anglo Irish Bank, dating 

back to when Anglo was at its peak, were released by the International Consortium of 

Investigative Journalists (ICIJ). Anglo Irish Bank’s subsidiary in Austria sought out 

business from a company that set up offshore trusts for customers, recommending the 

Anglo Irish Bank (Austria) in Vienna as a good place to deposit money secretly. 

Florian Koschat, vice-president of Anglo Irish Bank (Austria) had written a letter to 

an offshore trust fund manager in 2006 praising the benefits of Austria’s strict 

banking secrecy laws. Koschat, now executive director of Vienna-based financial 

company Pallas Capital Holding, said Austria was even superior to Switzerland in 

terms of banking secrecy for their customers. “While Switzerland is undoubtedly the 

world’s best-known private banking centre, neighbouring Austria offers similar 

facilities and, in addition, deliberately keeps a lower profile,” Koschat said in his e-

mail, adding: “Investors around the world have learned to appreciate the smooth and 

quiet way in which Austrian banks conduct business with their customers.” 

As mentioned Maria Fekter maintains the reason for the banking laws in Austria are 

to protect the ordinary Austrian savers from losing out – but might the real reason not 

be more to do with the vast amounts available under the current system for party 

funding? 

In Austria currently tax secrecy is regarded as more important than the rights of the 

general public to be informed. This well known in financial circles and was even 

highlighted in the Dr Koschat letter – he said Austria was an ideal country for private 

banking because there was limited tax liability for non-residents, and because banking 

secrecy is “in the rank of constitutional law”. It is the truth. Austrian bank secrecy 

laws, he said, forbade banks to “disclose or make use of secrets which have been 

entrusted or made accessible to them solely due to the business relationships with 

customers”. 

In practice, that means that if a company, a business or a party fiddles their tax bill 

nothing can be passed on, and even if leaked, nothing can be reported about it. There 
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is a complete blackout on anything being reported and a complete ban on any material 

from the financial world that might end up in the hands of journalists. That means that 

in contrast to the official secrets law that only applies to civil servants or people 

working for public companies, the secrecy law with regards to tax also applies to 

private people – including journalists. In short: Those who avoid taxes are protected 

by the law. Anybody who makes this public and exposes tax fraud faces being 

punished to the full extent of the law.  

It can result in prosecution or cripplingly expensive court cases in which the person 

whose dealings have been exposed can gain substantial damages. It’s a good situation 

for people fiddling their taxes, people who for example did not declare income from 

Madoff commissions. These people can also hide behind the privacy law with regards 

to tax, so that even if caught there is a good chance it will never be made public. And 

if they get a hint that the taxman is closing in, they can still avoid all the consequences 

by simply declaring a Selbstanzeige, meaning they formally turn themselves in. As 

long as it’s done before any charges, there is no consequence other than paying what 

the original tax would have been if it had been declared in the first place. 

Even a former finance minister Karl-Heinz Grasser used the Selbstanzeige method 

after admitting that he had ‘forgotten’ to pay tax on money that he earned while 

working for Frank Stronach’s Canadian car parts firm Magna. He had owned 

securities that were deposited with a Canadian bank. He claimed that he had not 

realised that tax needed to be paid, despite his former role at the finance ministry 

between 2000 and 2007.  

Another prominent Selbstanzeige was made by one of the accused in the Bank 

Austria Conspiracy, when Ursula Radel-Leszczynski, Madoff’s contact person for the 

day-to-day business, turned herself in over an undeclared €1.8 million that she had 

earned between 2007 and 2009. She claimed that the money was from her work as a 

hedge fund specialist working for foreign investment companies including Nomura, 

Fortis and HSBC. She was paid the market rate for her services, she claimed. The 

money had been deposited in Lichtenstein where it came under the spotlight over 

suspicion of money laundering and her access was blocked. She said that as a result, 

acting on the advice of her friend Prince Michael of Lichtenstein, she had set up a 

trust named adbank, which was liquidated in 2009, and from there the money was 

transferred to a life insurance policy. She claimed that she had only realised after a 

check by her accountant that this ‘policy’ needed to be declared in Austria. As a result 
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of the Selbstanzeige the money was freed, she needs to pay the tax that was due at the 

time and the rest is hers to keep. The Selbstanzeige had once again done its job and 

got someone well-connected off the hook. 

All that is needed is a quick phone call before tax officials close in so that the 

person has the time to make a Selbstanzeige. But why would that call be made? One 

factor is party donations, which in Austria are at the bottom of every trough. 

Managing an entire country and carving it up to their own advantage is an expensive 

business for Austria’s political parties – it requires a lot of money, and that can only 

be made under the guise of party funding. In almost every district there is a party 

office. In each of these offices there is usually a full-time office manager together 

with secretaries and a company car. It is a powerful argument as to why party funding 

is exempt from all the other transparency laws. It is why Austria has a party funding 

law different to every other western European country. There is almost no punishment 

for any abuses and it protects both the party and the donor. It is a law that makes 

almost everything possible. In a country of eight million, a conservative estimate of 

the amount paid to the federal and national parties from official subsidies is around 

€190 million every year. That’s without local councils and the various chambers such 

as the Chamber of Commerce (Kammer). In comparison with other OECD countries 

that figure puts Austria firmly at number one. Even the funding for Italian parties 

pales in comparison, yet the amazing thing is that even this enormous amount is not 

enough to keep the massive party operation in business. And the demand for more 

money is growing all the time.  

Since the 1980s, the amount of subsidies for the political parties has increased 

fourfold. It is unlikely that the other undeclared or unofficial incomes have increased 

at a rate that is dissimilar. And that may well be a reason why the two main political 

parties hate the newcomer parties so much. Up until the late 1980s, political parties 

operated like a state within the state. That was a legacy from the finance ministry 

rules of the 1950s, which meant that they did not have their finances checked. It led to 

widespread abuses, of which the most prevalent was the fact that businessmen quickly 

realised if they wanted to do any black-market business, it was almost impossible to 

be discovered if they were to do those murky trades with one of the parties. 

The reason: If anyone were to do any illegal transaction there is always the risk that 

the other side might let them down. To do business with a political party meant that 

the only chance of being caught was if they themselves made a mistake that led to 
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discovery. And even if it was discovered, there was a good chance it would be swept 

under the carpet. In normal bookkeeping, for example, if a company claims to have 

sold something, the taxman can look at the other party to see if it was indeed bought 

at the same price. With only one party, it was impossible to check the counterparty. 

The Freedom Party (FPÖ), which was founded in 1956, only ever barely managed 

to make its deposit back until 1983 when, with 5%, it was enough for the FPÖ to 

swing the balance and it entered into a coalition with the SPÖ. But the FPÖ friendship 

with the left ended when Jörg Haider took over in 1986 and it shifted more to the 

right, with many of the more liberal members of the party breaking away to form the 

now disbanded Liberal Forum. 

The official reason for the dislike of the FPÖ was its rightward lurch, but it was also 

at this time that the FPÖ was scoring ever greater success in elections, and this started 

to really bite into the SPÖ and ÖVP party funding. As a political party the FPÖ came 

under the same laws as the other two main parties and large amounts of money started 

to flow into FPÖ coffers. And at the same time it started to flow away from the main 

parties, and in particular the SPÖ, which was not only the biggest beneficiary, it was 

also especially badly hit and desperately in need of cash in 1999 when the FPO took 

26.9% of the vote. 

The payments political parties get don’t even need to be detailed in their accounts, 

which makes it easier to avoid any legal restrictions. Every party in Austria can accept 

every amount they want without any danger that it will either be made public or 

stopped. In fact, it is almost impossible to breach any funding regulations and any 

court that tries to look into this will find it impossible to prove that amount ‘X’ came 

from investigation ‘Y’. Without that, any punishment or legal consequences are 

impossible. In Austria, they call it the ‘Persil ticket’ – a guarantee to wash everything 

“whiter than white”. It works just like the washing powder in cleansing matters that 

would, normally, in any other EU country result in lengthy prison terms and heavy 

financial penalties. 

Tax consultant Dietrich Birnbacher and the chairman of the ÖVP in Carinthia, 

Joseph Martinz, have testified to the criminal court in Klagenfurt that millions of 

dollars were awarded to government parties in the state in connection with the sale of 

Hypo Group Alpe Adria (HGAA). The sale had been set in motion in 2007 by the 

province’s former governor Jörg Haider, by then no longer head of the FPÖ but 

instead with the breakaway party the BZÖ. “After completing the Hypo purchase, 
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Haider and I developed the idea that something should go to the parties”, Martinz 

stated for the record. Birnbacher - hired at the time by Haider as a consultant - 

testified that from the start a part of his lucrative fee was intended to go to the 

Carinthian ÖVP and Haider’s BZÖ. Far from exposing it, when the opposition FPÖ 

found out, they responded by demanding a slice if the money too, claimed Martinz. 

This claim might explain why far from being interested in changing the party 

structure, Haider and the FPÖ were happy to cash in, and with much lower 

infrastructure costs they were, in comparison, awash with money. This was money 

that Haider used to stage an almost perpetual election campaign against his two main 

rivals.  

Since 1945, the SPÖ and the ÖVP have almost every year without fail ruled either 

alone or together in the Grand Coalition, rather like an old married couple who got on 

most of the time and shared everything, but fell out every time there was an election. 

After each election, the only question was how to slice up the pie between them, and 

managing the social partnership, the cosy relationship in which all the big players 

from industry (the Kammer), the trade unions and of course politicians met behind 

closed doors to decide how to run the country. After the elections, the parties divided 

up the ministries that then sorted out the key jobs, and then it was business as usual as 

negotiations started again between the main players before any major decisions were 

announced. In Austria, it was deal cutting taken to the nth degree. 

Haider’s political activities upset this cosy system, and despite the numerous 

corruption allegations that he was involved in it remains his legacy that he was the 

first to drive a wedge into the Austrian system. His activities forced the two main 

parties to spend an increasing amount of their time and money on defending 

themselves against his criticisms, further depleting already struggling party coffers. 

The two main parties were faced with a problem, with the FPÖ leaching away their 

life blood they either had to consider whether they would reform the system to stop 

the FPÖ benefitting that could hit them as well, or increase the funds to make up the 

shortfall. In the end they opted for the latter, and political party donations were 

dramatically increased in order to make good on the losses, to ensure the party 

structure remained in place, and at the same time that there was enough for the party’s 

other business to carry on.  

They also stepped up gathering donations from wealthy foreigners. These were 

typically made through approaches to regional governments whereby a potential 
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investor would moot the possibility of jobs in the area if regional grants were 

forthcoming. A percentage of the grants was then paid back to the political party as a 

donation. That means that the donation to the party involves no extra cost to the 

investor. Typically these are sweetened by a passport for the investor if from outside 

the EU. 

In short: The investor gets money and a passport in order to do business in Austria. 

Legal consequences are unlikely as there was nothing done that was wrong. Because 

the money was donated to a politician, and the application of the passport submitted 

by the independent civil servants, there can be no allegation of the “sale” of passports. 

In Austria, foreigners who are asylum seekers who have successfully integrated and 

often ended up having children, are forcibly sent back home at great cost, while at the 

same time wealthy foreigners are put on the fast track for a passport in a country 

where they may well not even speak the language.  

In the case of a passport-seeking foreigner, even if he admitted in the paperwork for 

the deal that the donation was in order to bribe a local council official to give him a 

passport, nothing would happen; because the auditors that might spot it are not 

obliged to report the matter. But that was also not a dilemma likely to arise, as they 

are not allowed access to party finances anyway. 

It is not the only way to get a passport. Anybody who comes into Austria with a 

large amount of money gets a residence permit. That is perfectly legal in the Alpine 

Republic. And anybody who has a residence permit for long enough is entitled to 

citizenship. This is known as the Privatierslösung, the private solution. It is a method 

whereby even if the quote for the number of passports every year is exceeded; 

regional governments can still push through favoured candidates. These of course 

have a cost – a financial cost. They don’t need to have any skills, but they need to 

have a provable income of more than €3,500 a month. That means that this money 

needs to be paid into a local bank or through the purchase of property. This may well 

be the reason why Russian money has been pouring into Austria, sending property 

prices in the capital Vienna spiralling in recent years.  

A good example (of a sold passport) is in the Kazakhstan affair. In this case a 

residency permit was granted to Kazakhstan’s multi-millionaire ambassador to 

Austria and OSCE representative Rakhat Aliyev, despite the fact that the government 

had already reached its quota for the year. It was rushed through when it was revealed 

his diplomatic immunity had been lifted, after all he was a man that had a substantial 
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amount of money in Austria – money that might well be sent back were he to be 

deported. It did not seem to matter that he was under an active criminal investigation 

in his homeland. The request for the passport had been handed out by the council 

leader in the Austrian district of Horn, who later said he had only done it because the 

Interior Ministry had ordered him to do so.  

That was the Interior Ministry that should have been requesting an order from the 

Justice Ministry and should have been investigating him on charges of a suspicion of 

kidnapping, tax evasion, forgery, bribery, money laundering, and twice conspiracy to 

murder. Instead it later emerged that Aliyev, who banked at the Vienna branch of the 

Salzburg Privatinvest Bank had managed to distribute over €100 million to accounts 

around the world.  

In these cases there is no question of ever having too many such foreigners – as long 

as the regional government makes the application - it can be fast tracked through in 

record time. The reason for the passport is often cited as ‘special services’ to the 

region through the economy and culture or sport. And naturally the number of 

privateers is increasing – which is eating into ever larger amounts of the quota 

available for genuine asylum seekers looking to make a home in Austria, and a future 

for themselves and their families. But as the number of privateers increases, the 

number of visas available for genuine and desperate asylum seekers is falling. 

This is not the FPÖ doing this. Across the world the FPÖ is billed as an anti-

immigration far right Party, but in Austria it is not the FPÖ that authorises eight-year-

old children to be ripped out of the hands of their mothers and sent abroad. It is not 

the FPÖ that controls a police force where asylum seekers are suffocated during 

arrest, or indeed while being extradited back home while ‘resisting arrest’. And it is 

not the FPÖ offering Russians and others escape from justice back home with an 

Austrian passport, and the comfort that anybody who is an Austrian, even a so-called 

new Austrian, is unlikely to have to worry about Russian justice, as Austria rarely 

delivers its citizens there.  

The Council of Europe anti-corruption Group GRECO has frequently highlighted 

the failings in the Austrian system including the lack of transparency in political 

funding, or to tackle the bribery of senior officials. But another of their complaints 

was that even when discovered there was little that could be done, with state auditors 

not required to report suspected corruption to prosecutors. Auditors were introduced 

in Austria 250 years ago by the much-loved Austrian Empress Maria Theresa who 
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founded the so called “Hofrechnungskammer” or official court auditors in order to 

readjust public finances. Nowadays the office has a staff of 300 civil servants 

assigned to the task. 

Austria informed GRECO that according to paragraph 78 this problem was solved 

and that police and prosecutors should be informed when there was a suspicion that a 

financial crime had been carried out. Yet a few months later in March 2010 the justice 

ministry sent out letters to official auditors that there is no need to report suspicion of 

illegal activity. This memo was sent out because of the work of Franz Katzmann, in 

charge of the court of auditors in the easternmost province of Burgenland.  

His bravery in attempting to force through a blatant transgression may lay in the fact 

that he was appointed for a ten-year term and didn’t have to worry about re-election 

as he automatically had to step down at the end of that time. In 2009, Franz Katzmann 

accused the region’s vice governor Franz Steindl of abuse of office after he ordered 

local councillors to go ahead and approve the building of an old peoples’ home in the 

village of Strem. The result was an economic disaster that almost bankrupted the 

region. Local civil servants had realised early on that without an agreed fee in 

advance the project was economically unviable. In line with the GRECO ruling 

Katzmann passed the matter on to prosecutors, who in line with their rules passed the 

case onto the justice ministry. That of course was no surprise, as mentioned, 

prosecutors are obliged by law to make sure that all cases with political links are 

passed on to the ministry. They need to get approval for the next step. A short while 

later, prosecutors announced no charges were to be bought. There was no need to give 

any reason – although they did confirm that the case had indeed been dropped.  

The court of auditors and Katzmann were never told why the charges were dropped. 

They were never told what investigation was carried out into their allegations. They 

remained in the dark. When he complained, he and all the other auditors were told 

that in future they should bear in mind that when they discover illegalities - there is no 

obligation to report it to prosecutors or the police. It seems that as far as GRECO is 

concerned, it was simply a case of telling people abroad what they were doing while 

back at home doing something completely different. And in this case the accused is 

hardly the president or chancellor of Austria. Yet officials were prepared to go this far 

to cover him – how much further might they go when something really serious comes 

into play - like the case of Madoff? 
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The rule is simple – if a court of auditors’ expert suspects a politician of something 

illegal he doesn’t need to report it. To do so risks his job and his reputation. While 

internally memos are sent around ordering crackdowns on anything that might help 

fight against corruption, externally the opposite is reported and the claim is made that 

the fight against corruption is proceeding well. 

In Austria, there is a strange polarity in the attitude to crime - on the one hand 

people are so law abiding that even at midnight you see drunks standing by the road 

waiting for the light to change so they can walk over the street. Any pedestrian that 

ignores the rule is likely to find themselves branded a potential child killer for setting 

a bad example to youngsters. Yet the large scale financial fraudsters seem in Austria 

to be regarded with what might even be termed admiration, and certainly not with 

contempt. 

Nothing illustrates that more shockingly than the case of World Vision, an 

international charity that helps children in the Third World by linking them with a 

sponsor that agrees to pay a small amount to cover the child’s education, food and 

accommodation – and to give them a chance in life. But a scandal in Austria turned 

out to be a disaster for World Vision, active in 94 countries, after the story was 

reported all over the world. It was a disaster for the charity that had done and still 

does so much good. And it was also a disaster for other similar adoption based 

charities. 

The Austrian journalist Kurt Kuch had been given a tip-off about the affair before it 

was public and was the first to write about it in Austria after the complaint from the 

parent company in America was filed with Austrian prosecutors. World Vision had 

reported its Austrian branch and the handful of staff employed in Austria for “failure 

to demonstrate acceptable standards” in connection with $1.3 million in missing 

funds. 

That money should have been passed on to the main charity. The allegations were 

explosive material.  

Tina Krones-Taurer had become World Vision Austria director in 1995, and had 

quickly replaced key staff and board members with friends. Her husband, Wolfgang 

Krones, was the right-hand of Karl Habsburg, an Austrian politician and a member of 

the European Parliament for the ÖVP. Habsburg was also on the Board of Directors 

of World Vision Austria and also at the Pan Europa movement. Between them the 

married couple had managed to divert over one million American dollars of money 
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destined to help children in Third World countries for their own purposes which 

included funding the political campaign of Habsburg. He claimed to know nothing 

about it, but among the things the stolen money purchased were 10,000 election 

campaign letters sent to voters with his signature on.  

Putting together a story, Kuch contacted the director of the charity, Tina Krones-

Taurer, then aged 38, by telephone, and she agreed to speak, but not on the telephone. 

He said: “She told me to come to her office straightaway, and she would explain 

everything.” Fifteen minutes later he turned up at her office and was ushered inside to 

speak to her. But he said that they had only just sat down when the door opened and 

two men in suits walked in and asked her if they could “have a quiet word” with her.  

The men were special agents tasked with tackling economic crime – and before 

Krones could speak they had arrived to whisk her away. Was it a coincidence that 

they took her away just as she was about to speak to the journalist? Had they heard his 

telephone call? No charges were ever made against Habsburg after he claimed to have 

been unaware about the donations.  

In fact, Karl Habsburg only reluctantly agreed to refund the €30,000 it could be 

proven had gone his way, and only after the scandal widened significantly when his 

father Otto Habsburg, then aged 86 and the last Crown Prince of the former Habsburg 

monarchy, went to his son’s defence, and accused critics of treating the former Royal 

family like the Jews were treated during the war. As Austrian political commentator 

Anton Pelinka pointed out: “With this statement the Habsburgs were claiming that 

anybody who identifies the theft of charity money is no better than the Nazis. Yet the 

Habsburg’s that started a world war and have millions of deaths on their hands are 

miraculously transformed into persecuted Jews?” Karl Habsburg certainly didn’t feel 

any need to step down, and when the ÖVP announced they would not be using him 

again for the next election he even set up his own political list – the Christian Social 

Alliance which, however, failed to get him elected.  

In true Austrian fashion there were the usual delays in the court case, but with the 

international outrage at the misuse of charity money destined for children to fund a 

political campaign, it was inevitable that just for once somebody needed to end up in 

court – and six years later that happened in September 2004. Tina Krones-Taurer was 

jailed for three years. The following year in June 2005 Kuch had arranged to meet a 

contact in a Viennese cafe for an interview and was amazed when he walked inside to 

see Krones-Taurer sitting inside laughing and drinking coffee with friends. The same 
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woman who should have been in prison. He called justice officials and eventually 

reached the judge in the case who replied, when confronted with the fact: “Jesus, 

something must have happened.” What had happened was that the courts had 

‘forgotten’ to issue the paperwork necessary to see her jailed. But when they went to 

correct the mistake, she vanished.  

It was only two months later that she was ‘found’ at her villa in the VIP resort of 

Baden. The justice ministry and the regional court admitted there had been a 

misunderstanding, caused by a shortage of personnel. 

Was that the end of the affair? Not really. A few months later at the start of 2006, 

Kuch was given a telephone number by an informant, and told that it might be 

interesting to call. At the other end of the line – Tina Krones-Taurer.  

He said: “She seemed to find it amusing that I called. I asked her why it was that I 

was getting sightings of her all over Vienna when she should be in jail. She told me, 

‘You should realise, Mr Kuch, that there are many different forms that being in jail 

can take’.” 

The final call to the court officials confirmed she had been allowed to serve her 

sentence in the community and they added: “It was not our decision. The instructions 

came from the Justice Ministry.” And what did the justice minister Karin Gastinger 

have to say: “Prison officials decided that the conditions could be relaxed with this 

woman because she did not represent a risk of flight.”  

The convicted fraudster who had already been on the run was effectively free, with 

the blessing of the justice ministry. It’s not the only example of Austrian courts 

forgetting to fill in the paperwork to see those convicted end up in jail, or where 

convicts representing a clear risk of flight ending up serving their sentence in the 

community. It is also not the last.  
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Chapter Three 

A Victim of God 

 

What depressed me was how easy it was to find (fraud) cases. Fraud … was a 

growth industry. Maybe I should figure out a good fraud and franchise it, I thought. 

There really wasn’t much risk of getting caught. I discovered that among government 

regulatory agencies the SEC wasn’t unusually inept. It was simply as bad as all the 

rest of them. It required an unusual level of stupidity or tremendous bad luck to get 

caught by any government agencies. 

- Whistle-blower Harry Markopolos from his book: “No One Would Listen” 

 

In the cosy network of relationships that have developed in modern Austria there are 

now few opportunities for the machinations of the ruling elite to make it into the 

public spotlight. But one exception which came spectacularly to light in January 1988 

was as a result of the publication of a book by the journalist Hans Pretterebner with 

the simple title Der Fall Lucona – The Lucona Case. 

The Lucona was a Panamanian-registered freighter that sank in the Indian Ocean on 

January 23, 1977, supposedly on a voyage from Italy to Hong Kong with a uranium 

processing plant. But as Pretterebner discovered, the Lucona was never meant to get 

to Hong Kong. It was dynamited and sank in deep water, killing six of its crew of 12. 

And it did not carry a uranium processing plant in its hold. Instead it was packed with 

worthless scrap. 

The bombing of the Lucona turned out to have been a scam by wealthy businessman 

Udo Proksch, who had married into Austrian society with a wife who was the great-

granddaughter of the composer Richard Wagner and great-great-granddaughter of 

Franz Liszt. His aim had been to swindle the Bundesländer Versicherung insurance 

company out of nearly $20 million. But Pretterebner’s book published a decade after 

the sinking revealed that a team of deep sea divers had found the wreck, and 

confirmed not just that it was found to have had a worthless cargo of scrap, but also 

that it had been destroyed by a time bomb.  
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Proksch, whose father had been a 1930’s storm trooper, fled to the Philippines after 

the book was published and stayed with the dictator Ferdinand Marcos, just one of 

many rich and powerful friends he had collected on a list that included Russia’s Cold 

War Communist leader Nikita Khrushchev and Jordan’s King Hussein. Returning 

incognito to Vienna in 1989 he was recognized and arrested and sentenced to life in 

prison. He died in jail in 2001 while having a heart operation. 

The story might have been just another insurance fraud had it not been for the fact 

that Proksch was not only a wealthy businessman, but also operating at the heart of 

the Viennese establishment, and that meant extensive contacts to the SPÖ. 

He owned one of the city’s most respected cafes, the Demel, where well-heeled 

Viennese then as now gathered round tiny marble-topped tables to sip the city’s 

bewildering variety of coffees and eat the chocolate cakes that fill the glass cases just 

inside the door. From the oak-panelled, hand-painted ceiling, crystal chandeliers hang, 

and there are towering mirrors on the walls framed by cherubs, round, cheery and 

improbable – just, in fact, like the story of Proksch. 

In this unlikely setting of the bourgeois elite, Proksch and his socialist pals met 

regularly at Club 45, their own club formed in two rooms on the first floor of the 

Demel’s premises. There they drank expensive whisky, smoked cigars and chewed 

over events political and financial that impacted, or could impact, on them and their 

bank accounts. Together with Proksch, Club 45’s other founder was Hannes 

Androsch, the former SPÖ finance minister and the man set to be the country’s next 

leader before he left under a cloud to claim his automatic top job in industry – which 

for him was as the CEO of the Creditanstalt, Austria’s leading bank at that time.  

To those aware of Austrian affairs well enough to know that Creditanstalt was a 

‘black’ bank, meaning it was controlled by the ‘black’ ÖVP party, it might seem 

strange that a ‘red’ SPÖ minister ended up as CEO of a ‘black’ bank? But that is 

explained by the fact that it was also a state-controlled bank. That meant the 

government called the shots on the senior managers, from the CEO to the board, even 

if the rest of the bank from the second level management down to the bank tellers 

remained ÖVP. 

Under Androsch, the state control of the black bank was reduced to 51%, although 

to be fair Androsch was also credited with the drive at Creditanstalt to move to new 

technology. Whatever criticisms might go his way, there is little doubt that he was and 

is a good businessman, and he saw the potential it offered. As a result, when it was 
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finally sold the Creditanstalt was a well-managed bank. Its domestic position was 

strong after overcoming the initial difficulties, including the massive cost of 

expansion locally. It had an efficient risk management system in its foreign and 

domestic credit business, and was very quick to seize opportunities in Eastern Europe, 

building a substantial network in the new markets. 

Androsch, who is currently a respected leader of industry in the country, was forced 

to step down from the bank job the year the Lucona book came out - not because of 

his links with Proksch, but because he was found to have lied to Parliament over an 

investigation into the scandal surrounding the Vienna General Hospital (AKH), the 

biggest hospital in Europe, that was accompanied by allegations of bribe-taking and 

corruption in which SPÖ politicians from Club 45 were involved. The plan for a 

central Vienna hospital kicked off in 1955 when it was expected to take 10 years and 

cost a billion Schillings (€72 million). It ended up, however, taking 37 years and 

costing 45 billion Schillings (€3.27 billion). 

Project manager Alfred Winter, who was not only an SPÖ party member but also 

part of Club 45, had set up a network of shell companies with bank accounts in 

Switzerland to pay himself millions from the project that was then sent back to 

Austria. He also gave lucrative contracts to other members of Club 45. The scam was 

investigated and Androsch was fined 900,000 Schillings (€65,400) for providing false 

testimony during her hearings. 

At Club 45 Androsch, Proksch and their SPÖ politician friends welcomed bankers, 

generals, judges, editors. Because the SPÖ had by then run Austria almost nonstop 

since World War II, it was not really a surprise that most of the members belonged to 

the nation’s socialist elite.  

When fraud over the Lucona was suspected, the allegations were dismissed and 

brushed under the carpet thanks to interference from the SPÖ politicians who were 

friends of Proksch. Although non-descript, he possessed great personal charm, and 

had a number of famous actresses and aristocrat ladies as his lovers, collecting them 

like he collected high-ranking socialist politicians who were all part of his club. 

When the insurance company doubted the value of the cargo, he got Austria’s 

Foreign Secretary Leopold Gratz to say he had watched the loading of the ship in the 

Italian port of Chioggia. The Minister of Defence Karl Lütgendorf, a shareholder in 

the Proksch firm, had given permission to deliver the explosives used to sabotage the 

ship - and apparently committed suicide when that became known.  
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As a side issue, the death by suicide of Lütgendorf, his unnatural death, was actually 

just one of a number of questionable deaths of people linked in closely with the 

Noricum affair, which as mentioned earlier involved the smuggling of illegal weapons 

to Iraq. Another that died under mysterious circumstances was Hugo Michael Sekyra, 

head of the Austrian State Holding company (Österreichische Industrieholding AG) 

that apparently committed suicide in his flat, or Heribert Apfalter, the CEO of the 

Austrian company Voest, which had owned Noricum, and who died of a ‘sudden 

heart attack’ in the mountains. And then there was Gerald Bull, who was a Canadian 

engineer who had accepted the contract from Saddam Hussein to build a huge cannon, 

and then ended up murdered outside his flat in Brussels in March, 1990. The killers 

were never caught.  

But the unravelling of the Lucona story dwarfed even Noricum or the Vienna 

Hospital scandal; it rocked the SPÖ and exposed the reality of a party ruled by 

machine politicians, the term used for legislators who belong to a small clique that 

controls a political party for private rather than public ends. For Austrians, it was a 

rare peek into the upper reaches of a smug and cosy ruling elite. But unlike the similar 

scandals in Italy of machine politics, there were no indications of a criminal network, 

and as a result the Austrian political system did not cave in.  

It was a scandal that had the potential to see the winds of change sweep through the 

closed and cosy world of Austrian politics. For the first time the local press seemed to 

be really probing, Parliament was staging enquiries and courts were convicting. Even 

the cynical Green investigative MP Peter Pilz admitted that before Proksch “it was not 

a sin to lie in Austria, now it is”. In the end, though, the winds died down, and nothing 

changed. After a brief electoral glitch it was business as usual for Austria’s well-oiled 

political machine. The lessons that were learned seemed more concerned with making 

sure they were not caught out next time, rather than making sure it would not happen 

again. As always, it was a question of paper over the cracks rather than fix the 

problem. 

Had it not been for the work of the journalist Pretterebner, who was later an MP for 

the FPÖ, the case would have stayed closed as Austria has a unique way of dealing 

with those that oppose the system. They are discredited, side-lined, their pasts dug 

through at great depth with no stone unturned in a bid to find evidence of wrong 

doing. And at the same time the same amount of effort is devoted into covering up 

whatever was exposed. It was a decade before there was another person who found a 
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way to take on the socialist elite and to be listened to that could no longer hurt him, 

but it had a high price.  

On Saturday April 26, 1997, Gerhard Praschak, co-director of the Österreichische 

Kontrollbank, put a gun to his head in his office and pulled the trigger. He was 46. 

The Kontrollbank was responsible for developing Austria’s state guaranteed export 

finances and was one of the most important connection points between politics and 

business in the country. Praschak was not from Vienna, but from a working class 

family in the region outside in Lower Austria (NÖ), and he left behind a wife who 

was a doctor at the city’s general hospital. He also left behind two notes. One was a 

suicide letter for his wife. The second was more public, a 71-page will and testament 

that lashed out against the establishment, together with documents to back up his 

claims. He had also posted this to the media. 

In it he revealed he had killed himself because he did not want to be a “chess figure 

in the hands of the men who think they are the Almighty, a victim of God and his 

consorts”. In Austria, it is not surprising that politicians and business leaders switch 

posts at the behest of the party decision-makers, usually regardless of suitability for 

the job. Praschak, like many other SPÖ politicians and officials, was also one of these. 

Not experienced in banking he got the job at Kontrollbank after rising to prominence 

within the political system by spending a year in the Cabinet of Chancellor Franz 

Vranitzky. 

But in his case, it was a rare appointment that had worked out and made sense. He 

took the job seriously and had started to become unpopular by opposing some of the 

political decisions that were not in his bank’s interests. He said letting politicians call 

the shots unopposed raised the risk that, in the end, Austrian taxpayers would be left 

with billions in debts, and he added that he personally had experienced how 

uninterested the system was in people that could do the job, instead of electing 

individuals who had no idea about running the economy. 

Praschak had been fighting against attempts by the bank to open risky state 

guaranteed credit lines to the former Soviet republic of Kazakhstan. These had been 

mooted by Chancellor Franz Vranitzky on an official visit to the country and had been 

opposed by Praschak. His removal would allow the credit lines to be opened, and 

indeed after his death Austrian banks rushed headlong into doing business in the 

country with dubious democracy and an even more dubious human rights record. 

Bank Austria’s high point in Kazakhstan was the purchase of ATF Bank. This was 
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sold to the Kazakhstan billionaire Galimzhan Yessenov with a loss in excess of €2 

billion. 

Why he decided to try and act in the interests of the public by doing his job rather 

than what the political machine wanted is not a part of this book. But it is worth 

mentioning that, although not a career banker before entering politics, he had 

graduated from the Vienna University of Economics and Business and had cut his 

teeth in the industry as secretary to the then Finance Minister Ferdinand Lacina - and 

he put that experience to good use. In short, he knew more about his new post than 

most other political appointees, and he tried to do the job properly. But in the merry-

go-round of the political job carousel in Austria, ability to do the job rarely plays a 

part. 

When Gerhard Praschak, co-director of the Österreichische Kontrollbank, started to 

be put under pressure (and later committed suicide) in 1996, part of the reason lay 

with the fact that the later Finance Minister Viktor Klima was emerging as the new 

leader within the SPÖ, and Franz Vranitzky, with whom Praschak’s fortunes were 

tied, was on his way out. It was no surprise to many therefore when Praschak was 

summoned by Gerhard Randa to be told he was being moved.  

The former Minister of Science and Art, Rudolf Scholten, was coming out of 

politics at the same time as Vranitzky was making way for Klima. Scholten was 

looking for a cosy position in industry as a ‘reward’ for his hard work. The takeover 

of Creditanstalt was a good excuse for positions to be rotated. It was a typical job 

switch in the Randa Empire that also involved a director at Investkredit moving to the 

post office savings bank, the PSK from where bank governor Erich Hampel would be 

moving to Creditanstalt. 

After the takeover of Creditanstalt Randa needed a CEO to run the company that 

would not make waves, and selected Hampel, a man who was described by a 

journalist on the respected daily newspaper Die Presse as having the eloquence of a 

goldfish in a goldfish bowl. The National Bank of Austria (OeNB) governor, the 

SPÖ’s Ewald Novotny, was scarcely less critical of his party colleague, describing 

Hampel as “a man for all seasons” - someone who will do whatever is requested and 

blows with the wind.  

As the head of the supervisory board at Bank Austria he was certainly informed 

about the details of the Madoff construction, and is accused of being the man who 

pulled the political connections to keep the matter buried, and then had it concreted 
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over, after December 2008. As a side note, it was at the PSK bank that Hampel had 

developed a friendship with Peter Fischer, one of those allegedly at the heart of the 

Bank Austria Conspiracy. It is merely a footnote to the main story that both Hampel 

and Fischer were later to be at the heart of the Madoff case, and the sort of corruption 

that Praschak had warned was to come through his suicide. Hampel, who is now 

UniCredit Bank Austria’s Chairman of the Supervisory Board had been part of the job 

carousel back in 1997 that led to Praschak’s suicide. Randa would have expected no 

problems with the behind the scenes shifting of the furniture; he was by that time the 

absolute ruler of Bank Austria that was the driving motor of the SPÖ political 

machine, and he ran it with complete control. He was not used to anyone opposing 

him.  

Praschak had foolishly believed that his work for the system had left him 

emancipated from the job carousel, and he was devastated to find he was being moved 

to Investkredit, a smaller bank with an even smaller field of influence. In his final 

letter, Praschak said he had faced enormous pressure to back down, saying even 

Scholten had met him to tell him that he should remember how the country worked: 

“You are not in London or New York, where performance means anything. You are in 

Austria where at the end of the day politics decides everything.” Praschak said 

Scholten had made it clear to him what was expected, and he should carry it out: In 

other words, Praschak should very seriously consider if he could afford to allow 

himself to stand against the wishes of his political masters. Failure to do so, he 

concluded, would force Scholten to play the political card, and that would be the end 

of any career for Praschak. 

Scholten later refused to comment on whether he had made the claims saying: “I 

don’t want to get into a row with a dead man.” Praschak detailed how he had gone to 

Randa to challenge the move. Bank Austria was the biggest shareholder in 

Kontrollbank, but Randa had told him bluntly that he had ruffled too many feathers: 

“I have never had so much political pressure as with regards to the need to move 

you.” Praschak dug his heels in and again refused, and indeed still had a two-year 

director’s contract. It was irrelevant, and the bank went ahead and announced the 

decision anyway. Scholten was put on the board and Praschak was left in no uncertain 

terms that his role had now been side-lined.  

And when it was made public that he had refused to go, and had told Randa so, as 

one commentator noted, from that moment on Gerhard Praschak was a dead man. He 
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had meant in terms of his career, and that Praschak would never get a job again. But 

the words proved to be more than prophetic when Praschak took his Smith & Wesson 

revolver and shot himself in the head. 

Gerhard Randa, who had up until that point been enjoying the media spotlight over 

his takeover of the rival Creditanstalt bank, suddenly found himself looking not so 

well in the public eye. Randa knew much earlier than any of his business rivals the 

importance of PR work, and he was one of the pioneers in realising the importance of 

good connections to journalists. Even when he was simply a secretary to the board at 

another Austrian bank, the SPÖ controlled ‘Z’ bank, he had started building contacts 

to reporters. He would selectively pass out bits of useful information to build the 

relationship, and later held almost legendary seminars at the Schloss Lebenberg in the 

VIP resort of Kitzbühel in the 70s.  

Over red wine, cigars and whiskey he would entertain until late in the night making 

the contacts that he would retain for life. He would talk about his hobbies such as 

jazz, skiing and art - and, to prove he was one of the gang, would play billiards until 

the early hours. Randa made it clear to his media friends after the suicide that he had 

no sympathy for Praschak, and when asked about the death replied: “As far as I am 

concerned, I don’t feel at all responsible for what he did. To be honest, it is something 

that to my mind is completely incomprehensible, and something that could not have 

been predicted, other than to say I obviously chose the wrong man for the job because 

at the end of the day, he wasn’t tough enough.” 

Gerhard Randa, in contrast, was tough enough: Tough enough to mastermind the 

creation of Bank Austria and tough enough to see the potential in Sonja Kohn, who 

together with actors like those named in the BakerHostetler letter took such a large 

part in the Madoff fraud as part of the Bank Austria Conspiracy. 

In 1988, at the age of 44, Randa joined the board of the Creditanstalt and started to 

garner press attention. He was described as a “shooting star” and a man to be watched 

as a future leader of industry. The move to Creditanstalt was possible despite his links 

to the SPÖ, because while always linked to the party, he was never excessively close. 

His SPÖ links were at the end more a means to an end than a firmly-held belief. The 

ÖVP might have been a more obvious choice for a businessman like him, they were 

the party of business, and their ranks were full of people with a financial background, 

but in the SPÖ - the party of the trade unions and the workers - there was far less 

competition. 
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With everything especially at the higher levels controlled by politics, it is a rare man 

that does not align himself with one or the other parties early on. At least if he wants 

to succeed. There are those that genuinely fit of course with a certain party – and then 

there are those that hover around the fringes and seem happy to work across party 

borders regardless of what their own colours are - at least on the surface. As the SPÖ 

was frequently the most powerful Austrian party, it attracted a great many people that 

were believers in word only. Locally, they call them radishes, because like the 

vegetable they were red on the outside only. Randa was just such a person – on the 

face of it socialist but more a career socialist than a passionate believer. It also 

explained how he managed to get a job at Creditanstalt in 1997. 

Creditanstalt was at the time Randa joined one of Europe’s most respected banks, 

and had come far since it had been rescued by the state after it had virtually collapsed 

in the 1930s. It had been set up in 1855 as the Oesterreichische Credit-Anstalt für 

Handel und Gewerbe by the Rothschild family to manage the business affairs of the 

Monarchy. Although in private hands, it was felt when it got into difficulties that it 

was too big to fail and that the consequences for Austria could prove disastrous, so it 

was taken over by the state and the Austrian National Bank - which in turn was given 

the bank’s entire share capital.  

After successfully sorting out the banks problems the government wanted to sell it 

but Hitler’s arrival had ruled this out and it ended up under the control of the German 

banks. In 1946, instead of being formally returned to the Republic and the National 

Bank, it was not sold but was quickly renationalised to protect it from being seized by 

the Allies. 

As the former bank of the Monarchy it was logical that the conservative ÖVP, the 

black party that had the strongest connection to Austria’s former rulers, should inherit 

it, and the Creditanstalt was ÖVP black all the way through. Randa had ambitions of 

leadership, but as an SPÖ man even if only loosely it was clear he would never 

achieve that with ease at the Creditanstalt, especially given the fact that it already had 

a competent ÖVP CEO. 

So in 1990 he jumped ship and turned up at the top of Länderbank. At the helm of 

the SPÖ financial juggernaut he had a ruthless style that took no prisoners, but it also 

left him with a lot of skeletons in his cupboard through his dictatorial style. On 

January 12, 1991, for example he had flown to New York to have dinner at the 

Water’s Edge restaurant in New York with Chris Everson from Canyon Partners Inc. 
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(CPI). At that point Randa had been CEO of Länderbank for just three months after 

the sudden death from a heart attack of former CEO Gerhard Wagner.  

CPI was run by Everson and three others, all former members of the Wall Street 

investment bank Drexel Burnham Lambert, which had crashed in the 1990s through 

illegal activities in the junk bond market. The four had then founded CPI, a 

specialised investment boutique that promised such vast profits that it made people 

blind to the high risks. People like Gerhard Randa, and Länderbank, that as with so 

many other ill-thought out moves had also rushed head-first into a relationship with 

CPI. 

Against a backdrop of the Manhattan skyline known to everyone who has seen a 

Hollywood movie, the discussion over lobster, filet mignon and Cabernet Sauvignon 

was about Länderbank’s $10 million investment in CPI. Despite scepticism from bank 

officials he wanted to expand the arrangement. He wanted to discuss the terms and 

conditions, even though he had not cleared what he was going to discuss with the 

board in Vienna. In fact, Länderbank’s North American boss Friedrich Heigl had 

branded the business model as “not realistic”, and had urged the board not to get 

involved, telling them there “was a serious risk of further losses”. 

But he had been ordered to the restaurant despite his opposition, not to eat with 

Randa, Everson and the bank’s foreign affairs boss Herbert Cordt, not to enjoy the 

after dinner Cuban cigars and drink Kentucky Bourbon, but to await his master’s 

bidding in the background. 

After Wall Street small talk, a deal was struck, as well as the existing $10 million 

investment, Länderbank would put up another $10 million in order to gain 20% 

control of CPI.  

Heigl was called to the table and told to get the paperwork together. He said: “I 

asked him if he can do that without the permission of the board and he replied, ‘Never 

question what I say again. If I say something, then I mean it’.” Heigl did as he was 

told, but the deal had not been agreed by the directors of the Länderbank. In fact, they 

would have had to agree unanimously - nor had it been agreed by the supervisory 

board. After that it was twice removed from the agenda for the supervisory board 

meetings in February and March. That was because the board had still not agreed it. 

In addition, it was criticised that LB Capital Inc, Länderbank’s US subsidiary, had 

received for its capital investment of $10 million just 20% of the company – whereas 

the other company partners with 80% had invested only $1 million.  
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The investment was discovered on May 29, 1991, and the internal auditors at 

Länderbank became involved. It was realised that Heigl could not be blamed as he 

had kept Randa constantly informed. So to cover the boss, approval was backdated, 

and the matter was buried, and concreted over. As consultants from Arthur Anderson 

& Co were to later report, Länderbank’s activities in North America seemed to have 

been made with little forethought, buying a leasing company in north California, an 

asset management firm in south California, and with CPI an investment boutique. In 

short: Companies that Länderbank invested with in America offered no synergies, and 

were mostly purchased too expensively. 

The same report found the CPI had turned into a disaster, and recommended that 

they needed to massively increase the risk assessment of their credit portfolio of the 

New York office from $40 million to $202 million – it was also estimated that up to 

30% of the entire credits could be regarded as highly leveraged transactions. 

Leveraged transactions were transactions that were made with very little own capital 

and a large amount of borrowed capital. That meant good interest but extreme risk. In 

addition, they were not small amounts, but a smaller number of large amounts, and 

they were not spread out over several branches but were concentrated on commercial 

areas – so the risk was not spread widely but concentrated. With 94% of the loans, 

even the proper paperwork was missing.  

One of the earliest victims of Randa was builder Alexander Maculan, whose 

Maculan building empire eventually crashed with €799 million in debts, making it the 

third most expensive bankruptcy in Austrian history after Alpine and Konsum, but 

ahead of Libro.  

Maculan experienced Randa’s approach to the “care and diligence of a prudent 

businessman” when his company faced going under. He had arranged for German 

investment adviser Roland Berger to look at the company’s finances, and to see 

whether a restructuring would help. The conclusion was that, with the support of the 

bank’s rescue plan, it was entirely possible. After he presented it to the German 

banks, they agreed to back it, and he needed just the Austrian support.  

But Maculan was shocked when the confidential report packed with details of his 

planned strategies that had been handed over in confidence, coupled with the signing 

of a confidentiality agreement to the Austrian banks, ended up in the media. What 

turned out to be even more amazing is that according to Austrian media it was Randa 

who had handed it over to Maculan rival Horst Pöchhacker at the building company 
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Porr, apparently to get his opinion on whether it was a viable possibility. His naturally 

negative conclusion on his rivals chance of getting back on his feet had then resulted 

in Austrian banks being less than enthusiastic about supporting their German 

colleagues.  

As Maculan himself said: “Porr, one of our strongest competitors, was handed on a 

plate all of our business secrets and was able to give a verdict on our new business 

strategy.” It was not only a conflict of interest of the worst order but also a grievous 

breach of bank secrecy. 

But Randa also had an ability to fall out with partners. He fell out big time with the 

former partners at the Wiener Städtische Versicherung (VIG), also closely linked to 

Vienna city council, though his dictatorial style. The VIG held a 5.5% share in Bank 

Austria and there was a partnership between the two. But when the Bank Austria 

stock plunged in value, and former CEO Gunter Geyer complained about the 

development. He asked Randa what they could do, and Randa said: “If you are not 

happy, you can always sell it.” 

And one of Randa’s most bizarre actions came in 1996 when Bank Austria 

managers, in a secret action, took large amounts of capital and, disguised as ordinary 

members of the public, opened up ordinary savings accounts to cash in on the rates 

available at rival bank BAWAG. They invested half a billion Schillings (€36 million) 

in total in the accounts which were offering an unbelievable 6% interest. A bank 

insider said: “They were getting more from a BAWAG savings account than was 

being offered on the international money markets, they pulled millions of Schillings 

and paid it into BAWAG savings accounts using Bank Austria cheques. It was almost 

certainly illegal, because it was bank capital. But no one at Bank Austria made a fuss 

about it. In fact, the man that allegedly came up with the idea was Randa’s close pal 

Helmut Horvath. When he had suggested it the Randa board had loved it, and again 

had leapt into the deal.  

BAWAG’s boss Helmut Elsner, who was the arch enemy of Randa, certainly wasted 

no time in accusing his rival of money laundering. The plan had been to flood 

BAWAG with money to cash in on the rates. Bank Austria emerged as a laughing 

stock but Randa carried on without pause. In fact, when it all came out two weeks 

later Horvath, the man whose idea it had been was not sanctioned, he was given a 

promotion. He ended up at BankInvest – the asset management daughter of Bank 

Austria and GiroCredit. 
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It was also Länderbank under Randa that invested so heavily in the purchase of the 

British company Sovereign Leasing after the Länderbank board were given a clearly 

twisted audit that showed the company in glowing terms. The report was so glowing 

that, on June 20, 1990, they agreed to take a majority share in the company of 51%. 

The result: Länderbank had purchased its majority share shortly before the firm 

collapsed. 

Yet little of that reached the general public, and Randa’s investment in cosying up 

to journalists continued to pay dividends. Austrian business magazine Gewinn had 

asked fawningly: “Is Gerhard Randa really so good? No, he’s actually much better!” 

In 1994, he earned the title from Austrian journalists of “The professional” when he 

took over the lion’s share of Girocredit bank, a coupe carried out thanks to the help of 

AVZ. And in 1995, after waiting in the wings, he timed it perfectly to stage a dawn 

raid in which he took over control of the Creditanstalt, and installed himself in the 

throne. 

A popular joke at the time in Catholic Austria was that if Randa were to die and St 

Peter were to lead him into heaven he would be one of the few people God did not get 

up from the throne to meet, because if he did he would probably find Randa sitting on 

the throne afterwards. 

Randa had become more than the power behind the throne, he had seized the throne 

as well, or in the words of Gerhard Praschak, “He was God.”  

He added in his final note that: “Against the power of Gerhard Randa there is 

nothing anyone can do. CEO Randa is the only CEO of a Western European bank that 

can vote himself into office – forever. The CEO of the AVZ is according to statute 

also the CEO of Bank Austria. So he is in charge of the body that is in charge of him. 

The CEO of the AVZ is the one that decides what happens in the Supervisory Board 

at Bank Austria – so he also controls those who watch him - who is going to stand 

against that kind of power?” 

With the control of the AVZ he had a powerful partner, and one that was almost a 

law unto itself. Like Bank Austria it was firmly in the hands of the SPÖ and was 

extremely secretive in its business transactions. In May 1997 the Sparkassenrat that 

controls the AVZ even refused to allow the Kontrollamt, which checks the city of 

Vienna’s finances, to look at their books. The reason was that their own internal 

auditors had the exclusive right to do this, they argued, and the Kontrollamt was only 
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allowed to check city council owned offices, and that did not therefore include the 

AVZ. 

AVZ did not want independent government auditors trawling through its books. It 

went all the way up to the constitutional court that issued a ruling that it was allowed. 

Yet Bank Austria that managed AVZ’s assets continued to refuse it anyway on the 

grounds that there was no way that the court could enforce the judgement - and there 

was no punishment for refusal. So in this case, when it suited them, the AVZ was 

clearly distancing itself from the city council.  

Yet a few months before that, the then Vienna Finance Boss Rudolf Edlinger from 

the SPÖ who was later Austria’s finance minister had argued exactly the opposite 

when he was urged to reduce the AVZ share in Bank Austria. As mentioned, this was 

the infamous 50:50 stalemate when the ÖVP had tried to force the sale of Vienna’s 

AVZ shares in a vote at the Rathaus, pointing out that if Creditanstalt were sold to 

Bank Austria, it would mean it was effectively no privatisation, as Bank Austria was 

40% owned by AVZ, which was owned by Vienna city council. 

Edlinger rejected the idea with the argument: “We need to maintain a blocking 

minority in shares as long as necessary, and that means as long as the city of Vienna is 

underwriting the risk of Bank Austria. As a result, we cannot let the city of Vienna be 

connected to a risk that we cannot influence.” The city argued that the bank was 

growing rapidly, and they needed to make sure they knew what was happening, 

because if they did not and the bank was to go bankrupt, they would have been 

responsible for the debt. It was not, however, a strategy that they carried out very 

carefully. That exposure by the time the bank was fused in a panic with HVB was 

feared to be as high as €120 billion. 

The AVZ was not the only law unto itself. Randa also did not suffer from a lack of 

confidence, indeed on the eve of his biggest victory with the takeover of the 

Creditanstalt; he famously danced the night away at the number 1 event on the 

European social calendar, the Viennese Opera ball. Down the road, bank staff from 

both sides, together with senior politicians, worked into the night haggling over the 

contract for the Creditanstalt sale. But Randa posed for the cameras and chatted with 

the social elite before leaving the ball to be driven by his chauffeur to the negotiating 

table, where he read the contract, delivered a one word pronouncement, “acceptable” 

(passt) and signed it. The signature of a bank director on a state document was not 
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needed, and it carried no weight, except to show the power and influence of a man 

who by this point was the real power behind the throne. 

That signature left him in control of the biggest bank in the country and didn’t just 

bring him a bank, but a massive industrial conglomerate that included the second 

largest building company in the land. Bank Austria even owned the largest hotel 

group in the country, significant in the fact that at one stage one in five Austrians 

were estimated to earn their money directly or indirectly from tourism. And it made 

him the director of the group that was by far the biggest employer in the country.  

But in fact by this time Randa had become bigger than simply being a CEO – he 

was a man who employed CEOs. For a man in his position, nothing could ever be 

ordinary again. He could no longer simply be a man like the one who met the 

journalists’ years earlier at his press weekends to play billiards. Then he had liked to 

listen to Jazz – but the new Randa was a Jazz expert. He was not simply a man who 

liked to ski, but a man whose favourite ski run was the notoriously difficult and 

famous VIP piste, the Kitzbühler Streif. He was no longer a man who was simply 

interested in art, he was now a major collector of modern art.  

Gerhard Randa was truly the man at the top of the pyramid. 

* * * 

Praschak’s death offered a rare insight into the thoughts of one of the people at the 

centre of the power games of the political elite.  

It was also one of the rare occasions when all the checks and safeguards designed to 

keep control had failed all at once, brought down by one man’s decision to take his 

own life. As those in power struggled to regain the upper hand, they resorted to the 

same excuses that were later to play out in the wake of the Madoff scandal. 

Confronted with allegations of who had said what most did not deny it; they simply 

said they could no longer remember. As with Madoff, memory loss seems to be 

something that proves very convenient when it comes to escaping the blame. 

The Praschak saga had continued after his death when on February 12, 1998, his 

widow left to go to work as a doctor working nights at the city’s general hospital – 

and burglars described by the police as ‘professionals’ broke into her house. Ignoring 

jewellery, gold and other valuable items they appeared to be searching for something 

specific. Most of the activity appeared to have centred on Praschak’s desk, but also 

bookcases and various folders containing documents had been searched.  
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At the time the police officer in charge of the investigation confirmed that it was 

entirely possible that the break-in was connected with Praschak’s suicide. What was 

clear was that they had been clearly searching for information. Rumours abounded 

that there was a second Praschak letter which his wife was preparing to release.  

Praschak’s chauffeur had at the same time revealed that six boxes packed with notes 

had been given to him to deliver to his home address. What they took from the 

documents is not known in detail, but what they didn’t take was his brown suitcase 

that included such items as his diary for 1997, and the original of his suicide note. 

When it was revealed that he had died and that he had left behind information for 

the media, the SPÖ PR machine went into action to discredit him. Journalists were 

leaked insider tips that Praschak had been suffering from psychological problems for 

some years. The media were told about how he’d used his controlling bank position to 

obtain privileges that were to his advantage. Everything that he wrote on his last day 

was unlikely to be true, they said.  

The message that was being delivered was clear – he was someone that had not only 

gone mad, but who was professionally and psychologically under pressure and as a 

result had become a conspiracy theorist based on a personal hatred of Gerhard Randa. 

A call for a Parliamentary enquiry to look at his claims was rejected with the 

argument that it was not necessary to investigate a suicide in Parliament. If anything, 

despite the rumours and the massive PR effort to discredit him, the burglary more 

than showed that somebody at least had not dismissed him as a crank. There were in 

the end no further releases, whether the six boxes were taken in the raid or indeed if 

they even existed is not part of this book, but the notes left by him were damning 

enough. 

There were many and varied accusations, and of all of them the most shocking was 

the revelation about the Lombard Club. This secretive gathering of the country’s 

financial elite was organised by Bank Austria on the first Wednesday of every month 

in the Maria Theresa Rooms of the Hotel Bristol. The Hotel Bristol on the famous 

Ringstrasse road opposite the Vienna State Opera, the Wiener Staatsoper, is one of 

the city’s top hotels, and was owned by Bank Austria. But if the ownership of the 

venue was a clue as to who was calling the shots, then a look at the Lombard Club 

members was further proof still if any were needed. It included leaders of 

Creditanstalt, GiroCredit, Kontrollbank and Investkredit who all had a regular place, 

while the managers at the Bank für Kärnten und Steiermark, the Bank für Tirol und 
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Vorarlberg, as well as the Bank für Oberösterreich und Salzburg (Oberbank) were 

only invited when places were free. At these meetings Bank Austria was not only the 

host, but was also the exclusive or at least the majority shareholder of all the 

participants.  

The idea of the meetings was officially to exchange ideas. The reality, according to 

Praschak, is that this was a price fixing cartel. The banks rejected the allegations 

completely, saying that their low profitability must show that there was no cartel. At 

first it seemed as if this would hold sway, but by then Austria had also been in the EU 

for two years, and on June 11, 2002, the EU commission concluded what was to be its 

first full-blown cartel inquiry into the banking sector by imposing fines totalling € 

124.26 million on eight Austrian banks. It ruled there was clear evidence that 

members of the Lombard Club were guilty of participation in a wide-ranging price 

cartel, and that it was a scam that covered the entire Austrian territory.  

The EU Commission proved Praschak had been telling the truth by forcing Austrian 

officials to conduct simultaneous surprise investigations at several banks in June 

1998. During those ‘dawn raids’ the investigators discovered hundreds of 

contemporaneous cartel documents — minutes of meetings, file notes, telephone 

notes, correspondence and so on. On the basis of the vast amount of direct evidence 

about hundreds of cartel meetings since 1994, the investigative team was able to 

reconstruct the highly sophisticated cartel network. 

They found that the network was comprehensive and, putting together all the notes 

seized, found it covered essentially all banking products and services. It was highly 

institutionalised and closely interconnected, and covered the entire country — ‘down 

to the smallest village’, as one bank memo aptly put it. For each banking product 

there was a separate committee on which the competent employees at the second or 

third level of management sat. The individual committees were part of an 

organisational whole.  

Each month, the CEOs of the largest Austrian banks got together at the top-level 

body, which was the Lombard Club itself. One level down were the product-based 

specialist committees, most of which met in Vienna. These included the ‘Lending 

Rates Committees’ and the ‘Deposit Rates Committees’. Both the Lombard Club and 

the Vienna-based committees had a guiding function for the numerous ‘regional 

committees’, which also held regular meetings in every province of Austria. 
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Within the Lombard network, a constant flow of information took place in particular 

between the various sub committees that then flowed as reports back to the top tier at 

the club itself. In controversial matters, the Lombard Club leader’s guidance was 

needed. Discussions in one committee were often suspended pending agreement in 

another. In addition, even outside this institutionalised network, numerous contacts 

took place between representatives of the banks concerned — sometimes at the 

highest level — on details from interest rates to account charges. 

Often it was a change in the key lending rates by the National Bank of Austria 

(OeNB) that prompted the banks to come together ‘for the joint reflection of measures 

to be taken’. Once all opinions and proposals were on the table, negotiations began on 

a joint manner of proceeding. The banks’ internal documents show that the 

negotiations regularly produced concrete results, including the dead-line(s) for 

implementing the agreed measures. From time to time, the banks did not immediately 

succeed in reaching a consensus, and the common decision-making process often 

went through several meetings of different committees.  

The banks even had a code-of-conduct that included censure of those banks that, 

from time to time, changed interest rates without prior co-ordination which caused 

‘turmoil’ in the relevant committees. These were subject to sharp criticism from their 

competitors and slammed for their “inappropriate behaviour” that “contradicted the 

stated objective of the common whole”.  

The EU Commission considered that the infringement was of “a very serious nature 

given that the cartel covered the entire territory of Austria, and essentially all banking 

products and services”. In addition, on the basis of abundant evidence, the EU 

Commission arrived at the conclusion that the cartel decisions were either 

implemented or taken into account by the banks when they took their commercial 

decisions after cartel meetings. It meant that there could not be any doubt that the 

cartel did have an impact on the market — to the detriment of banking customers. 

When determining the basic amount of the fines the EU Commission could see “no 

room for taking into account any mitigating circumstances”. As was to later be the 

case with Madoff, bank officials said they had not realised they had been doing 

anything wrong. But the claims were rejected by the EU Commission, saying to claim 

they were “unaware of the illegality of their cartel behaviour was at odds with internal 

documents that record the banks’ reflections about how to avoid or destroy traces of 

their meetings”. Neither could the Commission accept as mitigating circumstances the 
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fact that Austria had joined the EU relatively recently, and had been in the process of 

winding down the cartel. 

Finally, with regard to the application of the 1996 Leniency Notice, the Commission 

granted a 10% reduction on the fine because the banks had not contested the facts set 

out in the Statement of Objections. But at the end of the day they could not really, it 

was all there in the seized notices, and the wind of change once again came, and went, 

without changing anything. 

Praschak was not mentioned in the EU report. Most people in Austria nowadays 

have never heard of him, but what remained in the minds of those who do remember 

him was the last sentence of his letter to his wife: “We now have in Austria a bank 

that controls the government.” 

Praschak was 46 when he died. In the wake of his death, the leadership of Bank 

Austria that through the takeover of Creditanstalt had been in the spotlight as the 

heroes of the hour through their spectacular coup, suddenly seemed somehow 

different – hateful even. Hateful because Praschak in his desperation against the all-

powerful mechanism that exists in the Austrian banking landscape had felt he had no 

other choice than to kill himself. And also because he revealed that, despite anything 

claimed to the contrary, politics still had an unexplainable and massive influence in 

the business sector in the country. But in his last will and testament Praschak went 

much further than simply criticising the career carousel. He lambasted the entire 

system.  

In the Kontrollbank itself he (Praschak) pointed out that the Austrian export subsidy 

system operated without any checks and balances. In the export business 

Kontrollbank paid a type of interest support for the export business for Austrian firms. 

So a big Austrian firm could export and get cheap credit to refinance the deal. It might 

be that the company didn’t need it, but they still took the loan because the interest 

rates were by far the lowest on the market. So they could take the cash and invest it 

back on the capital market and earn interest over and above what they were paying. It 

is classic interest arbitrage, not illegal, but it is financing big firms with tax payer’s 

money. Bank Austria would organise the deals, and had a market share of around 50% 

of such arbitrage deals. Bank Austria had taken another important step towards being 

able to do whatever it wanted.  

Praschak highlighted the fact that the structure at Bank Austria and AVZ meant 

Randa could elect himself, and then select the management of Kontrollbank, and then 
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without anyone to oppose him get a guarantee against any losses by putting all of the 

risky business he was involved in into the name of the Republic of Austria. A great 

system.  

Bank Austria also had the strongest say on the Vienna Stock exchange, the Wiener 

Börse (ATX). Creditanstalt had in all the Vienna Stock Exchange turnover a market 

share of more than 30%. With Bank Austria and Creditanstalt together they were by 

far the biggest player in Austria. And the merged Bank Austria also had more than an 

80% market share of the top 500 companies in Austria. But it was also the house bank 

for many of these companies that were using it for their main business activities.  

Praschak asked whether it could be possible to have socialism with this level of 

control? Capitalist Socialism perhaps, he said, but not one where the workers 

benefitted. Praschak said it was power that could and would therefore be abused, “If 

this is Socialism”, he asked, “then it’s not the type of Socialism that I understand.”  

Of course it meant frequent conflicts of interest, where the bank decided always in 

its own favour. But big firms and the rich would not let themselves be fooled for long. 

Today Bank Austria has less than 5% of the turnover on the ATX. Those that suffered 

are the loyal bank staff that believed in it, and the customers. Not the bankers, who 

long ago pocketed their bonuses. 

Praschak also made other allegations on how Creditanstalt and Bank Austria had 

worked together to avoid paying taxes or engaging in risky business, and arranging 

for others such as Kontrollbank to shoulder the losses should any arise – yet to keep 

the profits for themselves. Again, this strategy was the same as the TLM papers were 

showing took place in the Madoff scandal. When there is cash and glory to be 

claimed, claim it, when there are losses and failure to be blamed, blame it. Praschak 

concluded that by stepping aside at the head of the Kontrollbank it would allow the 

politicians free range – and it would become yet another instrument to be used by 

Randa for control.  

The Red Kraken now had nothing to stand in its way as it tentacles continued to 

weave their way unchecked across Austria and on to the international stage. 
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Chapter Four 

The Devil’s Disciple 

 

Most of you reading this brochure are entrepreneurs, like myself. You have spent 

your lives inventing and developing new business opportunities. You understand 

better than most what it means in terms of personal commitment and dedication to 

create a new venture. But Bank Medici for me is not just another new venture. It is 

truly the culmination of my life’s work. In it, I have invested all of my knowledge, my 

experience, my reputation and my contacts of more than two decades in the world of 

the financial markets. Bank Medici represents my commitment to integrity and 

successful delivery. 

- Hand-signed note from Sonja Kohn in leather bound Bank Medici folder 

 

On the afternoon of February 10, 2009, proceedings were disrupted at Southampton 

Magistrates’ Court by a single gunshot. Police officers were quickly at the scene, and 

found a body slumped in a small park outside the court building. With the gun still in 

his hand they found the body of William Foxton, OBE, a highly-decorated former 

soldier who had shot himself in the head after losing everything he had. 

Major Foxton had never heard of Bernie Madoff until he had seen him on the news, 

and at first he may well have paid little attention to what the media described as “a 

$65 billion fraud” the figure that included the fictional profits Madoff had made for 

clients, and which he was claiming to have under management. But why should the 

Major have heard of Madoff? After all, his not insubstantial life savings, the money 

he had put aside for his retirement, had been invested in a fund run by a small Vienna-

based private bank affiliated with and partly owned by the multinational Bank 

Austria.  

It was Bank Medici. 

This was a bank that even used Vienna’s socialist mayor Michael Häupl in one of its 

projects, it had a former finance minister and a former economics minister on its 

board, and was regulated by European law, and at the end of the day it was located in 

Vienna, thousands of miles away from Bernie Madoff. The Major had split his 
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investment into two separate funds, one of which was a UCITS III fund, the highest 

regulated investment fund category that the EU had available then, and then in a 

second less regulated and therefore more risky fund. Diversification, he was told, was 

the way to manage risk. 

The spreading of risk over several funds meant more management fees for Bank 

Medici from the returns of course, but it was also more secure, and Mr Foxton did not 

want to take excessive risks with his money, he wanted to have something for his 

retirement, and eventually something to leave his family as well. So the news that the 

money taken by Bank Medici had been spread out over funds that all, ultimately, 

funnelled back into Madoff’s pyramid scheme meant his efforts had been worthless, 

and he was penniless. 

Major Foxton had been 65, in the first month of retirement, and looking forward to 

finally spending time with his two small grandchildren. He had spent his life in the 

military tackling the toughest of missions since he joined the Army in 1968, losing an 

arm to a grenade in 1976, and later when he left the British army he served as a major 

in the forces of the Sultan of Oman.  

He did not let his disability stop him living a full life and he was made an MBE for 

services to the disabled. During the 1990s and early 2000 he worked in the Balkans 

where he was head of the European Commission Monitoring Mission during the 

Yugoslavian wars. In Kosovo he worked with the celebrated aid worker Sally Becker, 

known as the Angel of Mostar, with whom he had a relationship and later a daughter. 

He saved her life after a sniper attack. He was awarded the OBE in 1999 for his work 

in Yugoslavia. 

He also spent time with the United Nations, and his last overseas mission saw him 

running humanitarian projects in Afghanistan until his retirement in November. A 

snapshot of a life – a good life of a man that was a father and a grandfather. But he 

was not a man who was experienced in financial markets or investing, but a man who 

would have expected to have been able to depend on an investment in funds that had 

HSBC as the custodian, and Ernst & Young as the auditors. 

What he would not have expected was that in fact Bank Medici had been at the heart 

of what all the indications are was a deliberately constructed network of feeder funds 

in which there was only one objective, to send all the money to Madoff - and to 

pocket the fees. He would not have known that the bank and its managers had actively 

worked with Madoff to create constructions that hid his involvement in their funds, 
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and that all the way along they took steps to cover their tracks for when the bubble 

burst, and a succession of those same managers could hold up their hands and claim to 

be shocked. 

The greed was so extreme that the financial constructions they made included funds 

that fed to funds that all, ultimately, ended up with Madoff. If fees are deducted all 

along the way, it’s called churning, and it’s supposed to be illegal, but with a good 

lawyer and an offshore base many thing are possible.  

And so an estimated 3 million people were affected by the Madoff fraud. People 

like Major Foxton who believed that his money, estimated to be about £2 million, had 

been spread across a wide portfolio of assets. He wrote to his son expressing his 

devastation at the news, he sounded confused, and as magistrates at the nearby 

Southampton court dispensed justice to speeding drivers, shoplifters and other petty 

criminals, Major Foxton shot himself. 

Six weeks later at another court 3,400 miles away in New York Bernie Madoff 

pleaded guilty to his role in the scheme, only to complain this year that he felt he had 

been badly treated. He said he should have opted for a trial after he was jailed for 150 

years instead of the seven his defence team had requested, and that he believes the 

judge was so beholden to mob psychology that he was surprised his penalty was not a 

“public stoning on Times Square”. He said US circuit judge Denny Chin “gave me a 

virtual death sentence” by leaving him no chance of freedom. He just went along with 

the mob psychology of the time. “Does anybody want to hear that I had a successful 

business and did all these wonderful things for the industry?” he continued. “And got 

all these awards? And so did my family? I did all of this during the legitimate years. 

No. You don’t read any of that.” 

His claim that no one else was involved was as believable as his claims that in the 

decades that his scam operated he had lived a nightmare. An ordeal in which he could 

order a €30 million Brazilian-built Embraer Regional Jet 145, coloured black and grey 

like the interior of his offices, for trips with his family. Where he had Penthouse 

homes and a luxury yacht where even the screws had to be pointed to face in the same 

direction to please Bernie. When he needed a new suit he had his personal interior 

designer, Susan Blumenfeld, president of New York firm SBI Design, flown in to fit 

him, or while in London he had visits in the boardroom from his Saville Row tailors 

Kilgour. He bought vintage watches, and then had wedding rings made to match 

them. He kept a permanent trunk of personal items at the Lanesborough Hotel in 
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London, one of the most expensive in the world where suites cost up to £8,000 a 

night. Guests are provided with a butler who is on call 24-hours a day throughout their 

stay. There was still a trunk full of his clothes there when he was arrested, stored for 

him and ready to be cleaned and pressed and hanging in his suite in time for his 

arrival. If that really was a nightmare, there are those who would say they would like 

to share it. 

Yet one man for whom Madoff did prove a nightmare was TLM, his ordeal of 

mobbing and abuse was one few would want to share, and that nightmare came a step 

closer in 2003 with one of the first warnings he had that Madoff was a fraud. Since its 

creation from ‘Z’ and Länderbank, Bank Austria had been on an expansion course 

that had seen it swallowing up competitors, and by far the biggest coup had been the 

acquisition of the rival Creditanstalt where TLM had been employed. By 2003 the 

merger had been finished and Creditanstalt staff like TLM had been spread around the 

Bank Austria Empire. 

One of his former colleagues had ended up at the Bank Austria subsidiary Bank 

Medici. Like many of his other contacts she found it useful to use TLM to check 

when there was something that made no sense, and she was puzzled over deal slips 

that detailed the business of Bernie Madoff that were being passed over her desk. In 

the world of securities trading, owners of shares or bonds put them up for sale, and 

they are sold on an agreed price by another party, known as a counterparty. The vast 

majority of deals are done through organised exchanges, but it can also be, 

particularly between big counter parties and big participants in the market, that deals 

are done Over the Counter (OTC).  

The difference is that when a trade is done through an exchange, the exchange 

guarantees delivery and payment, so the exchange is effectively the counterparty 

sitting between the two sides, and in an exchange deal it’s perfectly usual not to know 

who the counterparty is as its all taken care of by the clearing house that guarantees 

the trade. As they say in the business, “the deal is crossed over the tables of the 

exchange” because the exchange sits in the middle. One side puts the money on the 

table, the other puts up the shares, and the exchange takes place. 

In OTC trades this is different as a lot depends on the quality of the partner who is 

the counterparty. If one side wants a bilateral deal, they don’t have the organised 

exchange in between to guarantee the deal, and therefore the credibility of the other 

side is far more important. Being able to trade OTC despite the criticisms is an 
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important part of the commercial freedom in the marketplace. OTC can be put to good 

use, but it can also be used to do incorrect things, and so there are certain legal 

requirements that are meant to prevent abuse of OTC trading. As an example, if a deal 

is done where a certain percentage of the total shares of a firm are acquired, the public 

needs to be notified.  

That only applies to trade in the world of shares. In the world of bonds there is no 

interest in what percentage anyone owns, and likewise it’s possible to trade on the 

foreign exchange market (forex) with billions or even trillions with little regulation. 

But in the world of securities trading it is either exchanges, or OTC. And in OTC, 

counterparties need to be approved, but there is no central register or body for 

approval, there is simply in-house rules for each organisation where the big players 

work out their own rules of who they want to trade with, typically that means banks, 

insurance companies or big stock market listed companies.  

When a deal is agreed with a counterparty a deal slip is generated with the details. It 

has to be time-stamped to record the date and time of the transaction, and contains all 

of the information pertinent to a transaction. It includes the amount of the transaction, 

whether it was a purchase or sale, the counterparty to the transaction, settlement date, 

transfer price and customer price at the least. These are then produced to create 

settlement sheets used for creating balances and to track movements of money and 

ownership of securities. The counterparty is especially relevant on OTC deals because 

it shows that the deal has been made with a partner that is not only a player, but who 

is approved internally by the trading companies. In short: In the un-regulated OTC 

market the counterparty has to be identified. 

So TLM got the deal slips that were from Madoff’s OTC trades from his former 

Creditanstalt colleague. She was responsible for the timely checking of the settlement 

sheets. The sheets detailed that Madoff was the buyer but did not say who the seller 

was. They also included the date but not the time. They typically detailed a one month 

covered call option, which means the right to buy a share at a certain price. But the 

data did not match the prices that were trading on the markets that day. He informed 

his colleague that it didn’t make sense – something was wrong. 

And later he noted something else; the sheets were printed out in the most amateur 

way, on an old dot matrix printer that even then had not been in use for 15 years. One 

implication was that perhaps the printer was old because it was the only one that fitted 
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with the rest of the technology, which was therefore also old-fashioned? Was he doing 

everything at his investment advisory business with old-fashioned technology? 

Yet these settlement sheets were not from a penny stocks trader, it was from the 

man that ran one of the leading brokerage firms in the world, who was one of the 

ground breakers in introducing high-tech IT solutions, who was described in Traders 

magazine in January 1997 as setting the industry standard in modern technology, and 

whose fund had billions under management. Even as far back as 2000 BLMIS had 

been offering on-line real time access for customer accounts, and promoting the 

service on its home page. Why then was it using such old, unreliable technology? 

Was it an indication that something was being manipulated? With modern 

technology and modern programmes there is a lot more automation and complexity, 

it’s much harder to manipulate, security checks are built in. A set up simply to 

generate performance and not anything seriously linked to generation of orders would 

be much easier with older tech.  

TLM’s notes indicate he never had any feedback from his former Creditanstalt 

colleague after he told her of his suspicions. But from that day on he was on a path 

that was finally to result in him walking out on the job that was his life in October 

2008. His actions were to save his bank a lot of money, but there was no reward, no 

recognition. Unlike Madoff, he has a reason to complain, but he does not. 

Madoff in contrast, who lived a life of luxury for decades on his stolen billions, has 

complained he suffered the whole time. And although he lied about acting alone and 

lied about the length of time his fraud was in operation, he still managed to complain 

that he was not getting credit for what he calls his “instrumental” role in returning 

money to his victims. Madoff even said he was so frustrated by the whole business; he 

was having second thoughts about having pleaded guilty four years ago. 

It took four years before the only other person to be jailed was convicted. Bernie’s 

brother Peter, however, did not go straight to jail, he had the sentence delayed two 

months - so he could attend his granddaughter Rebecca Skoller’s Bat Mitzvah in a 

$75,000 ceremony. Madoff victim Amy Luria Nissenbaum who gave evidence at the 

trial noted how Peter Madoff was driving round in a BMW while she struggled to 

“clothe and feed my children”. Her home was in foreclosure. Yet the court was still 

happy to delay the sentence so Madoff could attend the ceremony.  

Others have been charged, some have pleaded guilty but have still not been 

sentenced, a reward for being able to help investigators track down the missing 
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Madoff billions. Two jailed and handful more convicted but still walking free for 

what was the largest, longest running and first truly global pyramid scheme fraud in 

world history.  

Even today close to five years later the numbers jailed or convicted is still less than 

the number convicted of criminal charges on that day on February 10, 2009, at 

Southampton Magistrates Court outside which William Foxton took his life. And 

among those still at large and enjoying the millions she earned as his “criminal soul 

mate” is a character central to this book and to this case – Sonja Kohn. 

* * * 

Bernie Madoff’s fraud might have been the world’s biggest pyramid scheme and it 

may have lasted for close to 40 years, yet in the end it was inevitable that it would 

have to fail as the amount of new money was no longer enough to cover the money 

that was being paid out to the original investors.  

For Madoff his fraud had started to come towards the end of its natural life in 2005 

– but only in the US – and he realised if he was to survive he needed to expand out of 

the country. Pyramid schemes all follow the same model; they ask people to invest in 

a business that seems logical, often a business that has a unique selling point like 

exploiting a financial loophole. It usually offers unusually large and quick profits to 

bring in investors, who get the promised returns – returns way above the percentages 

on offer from the savings banks or other legitimate finance houses. The initial 

investors are paid with ‘seed money’ used to set up the fraud and from that point, until 

the scheme collapses, they are paid with funds from new arrivals. Typically, investors 

are asked to keep their membership in such schemes secret, which almost guarantees - 

human nature being what it is - that they tell all their friends, family and close 

business associates how well they have done. That brings in new investors, so that 

even when turned away they end up begging to be included. For a pyramid scheme, 

Greed if Good. 

In a pyramid scheme of course there is no underlying business to support the 

payments, and no investments – there is simply the cash coming in and the cash going 

out. For Madoff the end to his scheme had almost come in 2005 when another 

pyramid scheme scandal hit the US in the late summer, involving a collection of 

hedge funds in the Bayou Hedge Fund Group of funds founded by a man named 

Samuel Israel III.  
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Hedge funds controlled an estimated $2.13 trillion worth of assets which they were 

managing by 2012, yet hedge funds were virtually unknown before the 1980s. They 

only slowly turned up on the public radar when people started to realise how they 

were making substantial amounts of money for their normally exclusive and 

extremely wealthy clientele. When those same hedge fund managers started to be the 

ones at the top of the list for snapping up Beverly Hills mansions or the world’s 

largest super yacht, ever more attention was focused on the opportunities they 

provided. They offered substantial rewards for those prepared to take a risk, and all of 

the investors wanted fund managers offering the miracle formula of never having a 

bad year. In Bernie Madoff, people thought they had found it. 

One thing many investors did not realise is that hedge funds can be absolute return 

or benchmark-oriented, and that means very different things. In an absolute return 

hedge fund the aim is to make a profit but at the same time to make sure that the 

original capital does not depreciate. It means taking care, spreading the risk, and 

therefore limiting potential returns. 

Alternatively the benchmark hedge fund offers far greater potential for profits, but 

also far greater risk. What a benchmark orientated hedge funds does is to make sure it 

outperforms a certain index, for example the DAX. It could be in theory that the DAX 

dropped by 20% and yet the hedge fund manager only dropped by 15%. That means 

the hedge fund manager has beaten the DAX by 5% and limited the losses to 15%, but 

they have still lost 15% of the capital. Obviously the reason for doing this is that it’s 

equally likely that the DAX could rise by 20% and if the manager beats that by 5% 

then it’s a 25% increase. 

The problem with the market was that many people didn’t realise this essential 

distinction. But it was also what was essentially so appealing about Madoff, on the 

one hand he seemed to be completely absolute return, but on the other hand didn’t 

seem to be producing results tied into any benchmark that anyone else could replicate. 

That was his appeal. 

Some of the hedge funds that developed by the turn of the century had long ago 

stopped being conservative money-management vehicles. They were mostly 

unregulated and invested in all types of financial instruments. While Madoff didn’t 

acknowledge that his money-management operation was a hedge fund, that’s the way 

he was set up. He accepted money from high income investors, institutions and other 

funds and supposedly invested it. Hedge funds that fed the cash to him charged 
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substantial fees for getting their clients access to the returns he provided – yet despite 

these fees the investors were prepared to pay, believing it guaranteed them access to a 

financial genius, even if they were not told his name. A properly managed firm 

invests the money of its clientele in a variety of financial products. The firm’s goal is 

to create a diversified portfolio that has the potential to earn substantial profits while 

being protected from any drastic losses. A conservative portfolio might consist of 

about 30% equity stocks and 70% bonds – but in the end many were simply handing it 

all to Madoff. It was these same managers that then lined up claiming that they were 

victims as well.  

Investors had mostly assumed that the Madoff fund managers had been doing some 

managing, and that some of their investments had been with other non-Madoff funds. 

In a worst case scenario maybe 5% to 20% of the assets might be wiped out. It had 

seemed impossible to believe that everything was with one manager who only had 

one strategy that was never checked.  

Put simply, no responsible asset manager would have 100% of their funds with one 

man with one strategy. Investing 20% of the fund in one manager was extreme, 25% 

was insane and anything else beyond that defied belief in any honest motive – in short 

- fraud.  

Without trust a pyramid scheme will not get new money, and those already in the 

scheme will start to take money out. The Bayou scandal that almost brought about the 

collapse of Bernie Madoff three years before he was finally caught had actually 

started trading in 1996, when investors gave the fund $300 million on the promise it 

would grow to about $7.1 billion in ten years. But instead it made massive trading 

losses, and by 1998 the firm had been forced to found a dummy accounting firm, and 

then hired the fake firm to audit themselves. 

Like Madoff, Bayou had lied about its operations since the beginning with 

overstated gains, understated losses, and reported gains where there were losses. And 

like Madoff they had used their ‘accountant’ to cover their tracks. Like Madoff they 

claimed they had been doing some trading and using their resources to pay out returns 

to investors, and like Madoff at some stage (2004) they had given up any hope of ever 

recovering the money - and the funds CEO Samuel Israel III and his CFP Daniel 

Marino stopped trading altogether, and began simply paying out the reserves to cover 

themselves. 
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When they were caught in 2005 trying to transfer their last $100 million abroad it 

captured the public imagination and Bayou Capital became a highly publicized hedge 

fund fraud with Israel sentenced to 20 years in prison in 2008. 

Like Madoff he told his victims in court how sorry he was: “I lied to you and I 

cheated you and I cannot put into words how sorry I am.” And like Madoff it seems 

he was not telling the truth - on the day he was supposed to start his sentence he faked 

his suicide from the Bear Mountain Bridge over the Hudson River in New York to 

escape jail. 

The publicity over the case was bad news for Madoff. Until that point hedge funds 

had enjoyed almost blind trust, but in the wake of Bayou many started to look more 

closely at their accounts. Many of those that lost out with Bayou had money with 

Madoff as well, although in the complicated network of feeder-funds putting cash into 

other funds, not all of those investors realised it at the time. 

Nervous investors started to withdraw money. One Madoff feeder fund that had a 

‘mere’ $300 million in withdrawals in the six months prior to the Bayou crisis had to 

settle three times that much in the six months afterwards – $900 million dollars. The 

scheme was on the verge of collapse. According to forensic accountants that have 

pieced together the records of his bank transactions, by November 2, 2005, he had just 

$13 million in his JPMorgan Chase account, but was expected to pay $105 million in 

withdrawals. 

In the business world that he operated, a failure to meet the withdrawal deadline, 

which in his case was three days, would have caused a panic and led to further mass 

withdrawals from which he would not have recovered. He limped along by milking 

funds from his legitimate trading business and stealing from a wealthy friend’s 

customer account where he had power of attorney, and then the tide turned as a flood 

of new money from Europe started to pour in. A place where seemingly trust had not 

been shaken by a Bayou scandal and a whole new reservoir of funds could be tapped. 

Forensic accountants specialised in putting together historic records of cash flows 

found the result was that as Madoff’s early mostly American investors slowly started 

to take out more than they put back - to enjoy the benefits of their investment, the 

later arrivals in the pyramid scheme from the rest of the world were lining up to 

replenish those funds. 

The tragedy for these people is that while US investors have since been given access 

to millions in government funds to reclaim their losses, overseas investors have been 
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largely left out. The US trustee seeking to reclaim funds for the majority of victims is 

Irving Picard, who said when people were rejected it was because they had not had 

accounts in their own name at Madoff’s brokerage firm.  

People like those who were victims of the Bank Austria Conspiracy. 

The feeder fund that took their money was the customer, and that was eligible to 

make a claim, but the investor would have to get their money from the feeder fund – 

assuming the feeder fund itself had a valid claim. Since some of those feeder funds 

were not direct clients of BLMIS, but rather had gone to him via other funds, they 

were then also not eligible.  

On this basis more than 10,000 indirect investors that tried to file a claim with the 

trustee were rejected. Instead of worrying about these investors, the debate in the US 

was about people who were unhappy with the way trustees were interpreting the law 

regarding those who had taken out more than their original investment, and were then 

being sued to return the extra money so net losers could be compensated.  

It worked out as a bias against non US victims of Madoff, and it also applied to non 

US-based Madoff staff, according to Julia Fenwick, 38, who was his London office 

manager for nearly eight years. She said: “After the collapse we never heard anything 

more from the States operation, but even more galling was that we found out all the 

people in the US office were paid. As soon as they found out, their payroll department 

made sure everyone got some wages. So those who were closest to the whole business 

had all been paid, while we were left high and dry. It happened in their country and 

yet they got their month’s salary, plus expenses.” 

But back to 2005, and the Madoff pyramid scheme was almost at its end with 

money fast running out. Yet the Madoff story did not end there. Instead, it came 

dramatically back to life with the massive influx of new money. And the driving force 

behind that turnaround was Sonja Kohn. And she was not alone. 

* * * 

She was the founder and majority owner in partnership with Bank Austria of the 

boutique Bank Medici that had taken William Foxton’s money and claimed to have 

spread it over a broad portfolio, yet in reality had simply handed all of it to Madoff. 

Using Bank Medici Kohn saw to it that one of her own funds called the Herald Fund 

had opened for business by April 2004, and of the dozens of feeder funds serving 

Madoff in those years it was one of the two that were at the forefront in providing 

life-saving money transfusions to him during his 2005 cash crisis. The second fund 
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was Banco Santander’s Optimal Investment, which according to court papers was also 

Kohn’s handiwork, albeit indirectly. Optimal’s CEO Manuel Echeverria had 

reportedly been introduced to Madoff by Kohn. 

But Optimal had started much earlier, in 1996, and had had a chance to gather a 

reputation, yet the Herald had only started a year earlier and was already a 

powerhouse in generating funds by 2005 when Madoff so badly needed cash. From its 

inception until the end the Herald Fund would pump more than €2 billion into 

Madoff’s hands, in particular during the 2005 crisis when he so desperately needed 

cash. 

And even that was just a fraction of $9.139 billion that the trustee Picard says she 

sent his way. More than anyone else, Sonja Kohn and her partners were to blame for 

the massive size of the fund when it collapsed, and its global reach. But even with 

their help Madoff’s empire had collapsed eventually in the classic way, as more went 

out than came in. In fact, an incredible $6 billion had been withdrawn from his 

pyramid scheme between the collapse of Lehman Brothers in September 2008 and his 

arrest just three months later in December. 

According to the Bank Medici web site, Kohn had “active relationships” with more 

than 70 fund management companies, representing 2,000 funds. In her book The 

Wizard of Lies Diana B. Henriques described Kohn as the “powerhouse” that rescued 

Madoff’s scheme in its early stages, by creating a turnaround in Europe that was 

“nothing short of spectacular”. Thanks to her efforts, more than anyone else, people 

outside of the US were given access to the Madoff club. Her powers of persuasion 

were such that investors were lining up to be included in his fraud. 

An investor in Vienna that signed up with Herald revealed: “I chose Herald because 

I was contacted first by Bank Medici, but there wasn’t really a lot of difference 

between that and what Bank Austria was offering, and if they (Bank Austria) had 

spoken to me first I probably would have chosen their fund Primeo Select. At the end 

of the day it was all Bank Austria and everybody knew that. When I did the due 

diligence for the products I visited Bank Medici as it’s just down the road anyway and 

I met Ms Kohn, she gave me a really nice leather bound folder about Bank Medici.” 

He handed over a copy. It reads: “Bank Austria Creditanstalt, Bank Medici’s 

institutional shareholder, is Austria’s largest bank and part of the UniCredit Group, a 

significant international banking group. As Bank Medici’s depository bank, it 

provides the financial security for client assets.” Then later: “Bank Medici also offers, 
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in cooperation with Bank Austria Creditanstalt, leasing solutions to corporate and 

private clients.” 

He added that the Bank Austria link was omnipresent and not just in the folder: 

“The bell to gain access to Medici was right next to the one for Bank Austria 

Alternative Investment Management. It all helped to give you confidence that this was 

an organisation with powerful backing. I mean it was 25% owned by Bank Austria 

and its Board of Directors was infested with people from Bank Austria.  

“Everybody wanted to be in. At the beginning of the 90s everybody in Austria knew 

about a product from Bank Austria which never had a losing month, which was going 

very well and which provided steady income of, let’s say, three or four percent above 

EURIBOR and had monthly liquidity. Only members of an exclusive club were 

allowed access to the fund - Primeo – it was made clear that it was only for selected 

customers which meant the top customers of Bank Austria and affiliates.” 

In fact, the only way to gain access was either through Sonja Kohn, her companies 

like Eurovaleur, or through Bank Austria or Bank Medici. 

In the financial product world there are four ways you can sell a financial product: 

You can sell it through performance, (how much it makes) security (that it never had a 

losing month), background (how believable are the people behind the product) and 

exclusivity (that it was only for selected customers usually with a limit of something 

like $1 million). The Primeo product ticked a lot of those boxes. It was of course 

prestige as it was only for certain customers, it offered security and a steady income. 

And it had stopped taking new money, which was actually the perfect sales strategy as 

everyone then wanted access. 

Capacity was always a great sales argument, because investors would be told 

“invest now, it may close soon”. So when Primeo did close no questions were asked 

and there was a lot of interest when a successor opened up. 

The investor added: “I never considered a pyramid scheme, but to be honest who 

had ever heard of a pyramid scheme that refused money?” Nevertheless, he had not 

rushed to sign up straight away. He said: “I obviously do due diligence on many funds 

and of course when the product of Bank Medici landed on my table and the sales team 

were calling on a monthly basis and asking why we weren’t selling their product – 

when that’s the case - then eventually you do look at it. 

“They were aggressive not in being forceful on the phone but they just simply didn’t 

give up, they were constantly calling and asking if we had seen the monthly numbers 
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– they were always pointing out that the numbers were up yet again. Eventually you 

can’t help asking for more information and then you get the fact sheets and you take a 

look at the prospectus and in my case what made all the difference was that HSBC 

Luxemburg was custodian, and had been right from the start. 

“For me that was the biggest confidence builder because it was common and 

everyday practice that a hedge fund manager didn’t tell you what he does, hedge 

funds made their money by employing the best and brightest managers to invest 

client’s wealth, they closely guarded their strategies so they keep their edge over 

rivals, who would otherwise try to duplicate their results. The Madoff strategy was 

one many felt perhaps could work, but with HSBC it was like having an organisation 

there you could trust to vouch for him.” 

The Madoff trustee estimated in court filings that a third of all the money that was 

sent to Madoff (some $8.9 billion) was funnelled through HSBC in “exchange for an 

extraordinary financial windfall”. It showed that HSBC had bought an army of its 

own subsidiaries into play in the Madoff case, naming HSBC Holdings, HSBC Bank, 

HSBC Bank USA, HITSB, HITSI, HSBC Private Bank Holdings (Suisse), HSBC 

Private Bank (Suisse), HSSB, HSSI, HSSL, HSBC (Cayman), HSBC Bank of 

Bermuda, and HSBC Fund Services. And he added the Madoff conspiracy team had 

“engineered a labyrinth of hedge funds, management companies, and service 

providers that, to unsuspecting outsiders, seemed to compose a formidable system of 

checks and balances. Yet the purpose of this complex architecture was just the 

opposite: It provided different modes for directing money to Madoff while avoiding 

scrutiny and maximizing the fees.”  

At the core of this con the trustee said were products that were “emblazoned with 

HSBC’s brand”. But alongside that was another name that if anything was even more 

in lights: Bank Austria, and another name that in contrast was nowhere but should 

have been everywhere: Bernie Madoff. 

* * * 

Austrian faith in hedge funds had been rattled by the scandal of the Manhattan 

Investment Fund (MIF), a $400 million hedge fund scandal in which Bank Austria 

was heavily involved that was really a classic example of a case being buried, and 

concreted over. Scott Berman, a lawyer at Friedman Kaplan Seiler & Adelman in 

New York who represented investors that lost $100 million with MIF, described the 

funds Austrian manager Michael Berger as a “poster child for hedge fund fraud”. 
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At one point when Berger fled justice in the US he was America’s most wanted 

man, and featured on TV programmes appealing for help in his capture. Might the fact 

that he had also claimed to know a lot of secrets about mysterious payments from 

Bank Austria to the Cayman Islands been the reason he stayed free for so long – 

information that he was prepared to pass on in order to escape jail? Might that explain 

how, even though he had handed in his passport, he managed to flee back to Austria 

where he lived with his parents before a tip-off led police to discover him years later? 

Whatever the truth, the fact is he did escape jail, and back home in his native 

Austria, according to research for this book, he is continuing to avoid it. 

During the investigation it was discovered that while many banks put restrictions on 

staff working in places where there might be a conflict of interest, at Bank Austria it 

was almost routine – and MIF was another perfect example. Set up in 1996, four 

months later in May Bank Austria had invested $21 million in the fund. But that was 

not really a surprise, from the start Berger had put two Bank Austria managers on his 

board, one was Robert Schimanko and the other was Rene Riefler. Schimanko 

managed to be pulled free from jail in America after the intervention of his lawyer, 

Christian Hausmaninger, a member of the New York and Austrian bars, and a man 

who also turned up later involved in the Madoff fraud in at least one Madoff legal 

case. 

Berger had gone to New York from Austria in 1993, just before his 23rd birthday, 

he hadn’t finished college and had enrolled in a teller-training program at the 

Salzburger Sparkasse Bank AG, a savings and loan bank in Austria, working in its 

money management group briefly before heading to the US. 

It was Salzburger Sparkasse that was at the centre of the WEB Group scandal for 

handling the transfers in which investors were promised huge returns that were not 

delivered. The bank’s former deputy CEO Gerhard Schmid and two others were 

jailed, with Schmid, who was visited in jail by SPÖ former Chancellor Franz 

Vranitzky and other key SPÖ figures, the first senior bank official to be jailed in 

modern Austrian history. 

When Berger had opened Manhattan Investment Fund (MIF) on Park Avenue he 

managed to raise more than $575 million from investors. He believed that US stocks 

were over-valued. He set up MIF to bet on the fact the prices would fall. He was right 

with the guess, but not with the timing, and he was much too early with his strategy, 

the stock market bubble of the late 1990s was in full swing and his strategy led to 
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about $400 million in losses on IT related products. It had just $40 million of 

investors’ money left when he was caught.  

He had persuaded in total 280 investors to put in money by grossly overstating the 

investment performance and market value of the fund’s holdings. Like Madoff, that 

involved creating phony account statements that portrayed the fund as profitable, with 

hundreds of millions of dollars in assets in an account at an Ohio based firm Financial 

Asset Management (FAM), the fund’s executing broker. In reality, the fund held no 

assets at FAM, and had lost millions of its investors’ money. 

Berger admitted hiding losses suffered from his bad bets on Internet stocks by 

doctoring brokerage statements from Bear Stearns, the fund’s prime broker, who were 

the ones to eventually complain to the Securities and Exchange Commission (SEC), 

after which the fund was shut down. 

Berger hid the losses from his investors for more than three years before he finally 

admitted in the year 2000 that he had lied about the performance. He pleaded guilty to 

securities fraud but then failed to appear in a Manhattan federal court in 2002 for 

sentencing, and instead went on the run for five years. 

With no passport it should have been hard for him to leave the US. But he should 

not have been hard to find after that – he spent the time living with parents in Austria. 

Yet when he was arrested in 2007 Austria refused to extradite him to the US where he 

would have faced a six-and-a-half year term for the fraud, and another five years for 

jumping bail. Instead, he was remanded in custody in Austria and then released 

without charges after prosecutors failed to meet a key deadline. 

US regulators had failed to spot the Manhattan Investment Fund was a fraud exactly 

as they had missed the signs with Madoff. MIF registered a 15% profit while others 

who mirrored his short selling strategy had made an 8% loss. The Manhattan Fund’s 

broker-dealer, a heavily regulated firm, had helped Berger to mislead his clients, the 

fund’s administrator and auditor. 

It is also a case that illustrates perfectly how the Austrian system that can swing into 

action to bury and concrete over uncomfortable revelations. It is now 13 years since 

he admitted his guilt and the case in Austria is still in the investigative stage. Two 

other banks that had invested $4 million were the Austrian-based Erste bank AG and 

Raiffeisenlandesbank Niederösterreich -Wien, although neither took legal action to 

recover the losses of their investors. 
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Bank Austria lost money in MIF but it could have been worse. Another Austrian 

bank that was a 100% subsidiary of Bank Austria was the Schoellerbank. It had 

Madoff suspect Simon aka The Butcher, now aged 60 and retired, and Kretschmer 

that were also directors on the board of the Primeo feeder. Did Schoellerbank have 

inside information? Either way it pulled its money out of MIF in May 1999, shortly 

before it collapsed. 

In the complicated world of Austrian banking these things are often sorted out 

behind closed doors, whether there was any compensation was never made public, but 

the MIF scandal was public. It was a loss, it was a fraudulent fund with an Austrian 

link, and that made investors like the informer speaking about Madoff more cautious, 

and which was why he found the involvement of HSBC with Bank Medici so 

reassuring. He said: “In the wake of the MIF collapse there were a lot of lessons and 

one of those was that if there was a breach of trust or fraud it happened where the 

money was. So the fact that HSBC was the custodian and it was the biggest bank out 

there gave you a really good feeling. It meant that if you run through some of the 

scenarios in which he didn’t do what he was claiming and you are looking at maybe a 

10% or 15% or even a 20% loss, you had the security that the money and the assets 

were safe with the biggest bank around. It was on every fact sheet. I even rang to 

confirm it as well. This was a big plus for the product. 

“Another was Bank Medici. When you got inside there was spectacular baroque 

furniture, marble everywhere and thick carpets and you were met at reception and 

treated to coffee served in porcelain china. Then you were taken to the conference 

room which had a massive table and at the far end was Mrs Kohn.  

“On the one hand it gave you a feeling of being very small, but on the other hand 

important that you were being invited to take part in something that was so very 

impressive. It had importance written all over it. Even when you are speaking to Ms 

Kohn you don’t do small talk, you discuss matters of global importance. You didn’t 

talk about the product or the manager because Ms Kohn made it clear – Bank Medici 

runs the show, it was their product, Bank Medici was the manager and they were the 

ones generating the performance. You were left in no doubt that if you had any more 

questions they would not be answered.” 

There were also no answers from Bank Medici when Bloomberg revealed the news 

that Bernie Madoff was a fraud. In fact, it was a week before they issued their first 

statement that they had Madoff exposure through the Herald Fund. The Austrian 
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investor had invested family money as well, a standard practice for him in saying that 

he would not put clients’ money where he would not put his own. All he has left now 

is the brass studded leather bound volume from 2008 extolling bank Medici’s virtues.  

It offered: “Safety and stability - based on the 150 years of banking tradition of its 

institutional shareholder Bank Austria Creditanstalt (a member of UniCredit Group).  

“Vision and know-how through anticipating the needs of the market, Bank Medici’s 

team developed guaranteed investment solutions and European funds of hedge funds 

more than a decade ago.  

“Creativity and innovation. Bank Medici’s expertise encompasses financial 

engineering of innovative absolute return strategies and technological applications 

such as industry databases and trading platforms.” 

It went on: “A joint venture with Bank Medici provides instant credibility, reduces 

time-to-market, increases overall project momentum and enjoys the status of having a 

partner that is a major financial institution dating back to 1855. It brings to a 

partnership an in-depth knowledge of global markets as well as profound 

understanding of complex trading strategies and the application of this knowledge to 

the needs of wealthy individuals.” 

And at the end a personal hand-signed note by Sonja Kohn: “Clients with whom I 

establish a relationship are not dealing with a publicly traded company that has 

hundreds or thousands of employees and standardised, impersonal services. They 

benefit from the focused, personalised attention of a private company backed by the 

security of having a leading bank as an institutional partner. Bank Medici lives 

through its people and through its international network of friends and partners. We 

are deeply committed to the success the projects we undertake and sharing this 

success with selected partners and customers. Our vision for Bank Medici is to work 

together in applying our experience in creating new, affordable ventures. Our offices 

in Vienna could be the start of a wonderful journey together.” 

As documents in the TLM Files show, Sonja Kohn more than anyone was the 

mastermind in his plan to move Madoff’s fraud from the United States. It was Kohn 

that took the malignant tumour that was Madoff and spread it to the rest of the world. 

Both Kohn and Madoff were Jewish, but there the comparisons end. While Kohn 

was an Orthodox Jew and described as devout, there was no indication that Madoff 

was excessively religious. His mistress Sheryl Weinstein in her book ‘Madoff’s Other 

Secret’ in which she revealed intimate details about him, including several pages 
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devoted to the small size of his private parts, said that she never heard of him going to 

the synagogue. He also enjoyed pork sausages, according to his former London office 

manager Julia Fenwick. And while both Kohn and Madoff were at the heart of the 

fraud, Madoff was jailed for 150 years while she is still free. In Vienna, she still meets 

contacts and friends at the Sacher Hotel.  

One of her victims who spotted her there six months ago said: “I really couldn’t 

believe it, she was in the hotel acting as if everything was the way it always was. I 

really wanted to flip out, I was furious.” 

However, with US officials accusing her of being a ringleader in the Madoff fraud, 

it may explain why she has not travelled to New York since his arrest, even though 

her daughter, son-in-law, and grandchildren live near New York City.  

Despite the scandal she remains “Austria’s Woman on Wall Street”, who from 

humble roots built up a global financial network that left her honoured in 1999 with 

the grand medal of honour for service to the Republic of Austria. That honour still 

stands for “a woman who had seen the destruction of her life’s work thanks to 

Madoff’s machinations,” as one newspaper in Austria put it. And there is no 

indication that there are plans to ever strip her of her honour.  

In contrast to the virtual witch hunt in the media against the Madoff family, the 

family of Sonja Kohn has also escaped almost completely. One struggles to find even 

a name in the mass of media coverage. They are protected in Europe generally - and 

in particular in her Austrian homeland - by privacy laws that ban names being 

published in connection with a crime.  

In fact, Madoff’s family seem to have been doubly betrayed, because while Madoff 

persuaded family and friends to invest and stole their money, leaving many penniless, 

Sonja Kohn used her family and friends to act as beneficiaries for the millions she 

took from Madoff victims.  

Madoff’s wife Ruth has had to live with the indignity that even her used underwear 

was seized and sold off to pay for some of her husband’s debts. One of her sons 

committed suicide, her brother-in-law, Peter Madoff, was jailed for his part in their 

fraud, and all of them lost almost everything at the end - not just their money - but 

their name as well. 

Yet on the complicated diagrams created of the payments put together for this book 

up to half of the positions are filled by Sonja Kohn’s relatives. There is her Austrian 

mother Netty Blau, her daughter Nicole Herzog, son-in-law Moishe Hartstein, 
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daughter Rina Hartstein, son-in-law Mordechai Landau, daughter Yvonne Landau, her 

son Robert Alain Kohn, daughter-in-law Rachel Kohn and son Michael Kohn. And at 

the centre of the web are Sonja and her husband Erwin. Asked during one court case 

why it was that she had paid cash totalling millions to people like her mother and 

daughter instead of a company bank account, her legal team said that “within the 

community in which Mrs Kohn moves, family is very important and there is nothing 

sinister in Mrs Kohn making payments to her family”. 

Madoff has pleaded guilty, but Sonja Kohn describes herself as one of Madoff’s 

biggest victims. In an e-mail statement to the Wall Street Journal after Madoff’s arrest 

she said: “When I first heard word he had been arrested ... I thought it was some sort 

of bizarre practical joke. When it became obvious that it was true, I felt as if a huge 

tsunami had hit me. ... It is still beyond belief and I still am in a state of shock.” 

She also added: “It is a shattering experience. Mr Madoff has duped a literal ‘Who’s 

Who’ of international business and finance.” 

Madoff had duped them, not Sonja Kohn. What she did not say was that if Madoff 

had duped these people, why did many of them not even know who he was? They 

knew who she was, and Bank Medici, as in many cases they had sold the product, but 

Madoff? The British Virgin Islands corporation Repex Ventures SA that lost at least 

$700,000 even filed a lawsuit against Sonja Kohn complaining she had never told 

them their money was being funnelled to Madoff.  

He was the invisible man. Even Madoff’s mistress, Sheryl Weinstein, said that when 

they went out together, they dined at top restaurants, but not once was he ever 

recognised.  

The fact is that Kohn and her husband, and also her mother, two sons, three 

daughters and her children’s married partners became wealthy, even if meant they 

ended up being named as defendants in the lawsuit against her. According to the 

complaint, several of them invoked their Fifth Amendment rights more than 100 times 

during depositions with the trustee’s lawyers. The Fifth Amendment protects 

witnesses from being forced to incriminate themselves and to plead the Fifth, as it is 

known, is to refuse to answer a question because the response could provide self-

incriminating evidence of an illegal act. 

Sonja Kohn was at the heart of the Madoff fraud and understood every facet of it, 

because much of the illegal structure had been put in place by her. Ruth Madoff in 
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contrast had so little interest in the business, that staff in London said she would sit 

‘knitting bootees for one of her grandchildren’ while he was in the boardroom. 

Lack of any sense of responsibility for the losses her clients endured was illustrated 

in 2011 in London at the court case where lawyers for the trustee were attempting to 

regain money stolen by Madoff and later paid to Kohn. Even then, three years later, 

she had still not made any voluntary statement about the extent of her wealth. She had 

also rejected the London court’s right to have any jurisdiction in any way over the 

matter, and in a third move to reject any claim on her assets had only offered as 

security against any future rulings property that was not even her own.  

She and her legal team fought every application, and then used that delay as an 

argument that the matter was too old to be dealt with when it appeared in court in 

London. Unlike Ruth Madoff, who even the trustee Picard accepted knew nothing, 

Kohn clearly had no intention of giving anything back without a fight. 

In London, the trustee had wanted her to reveal the assets she had so that they could 

be frozen pending a claim for compensation from victims of the fraud. Her legal team 

reminded the judge that her “banking and commercial background was on the 

Continent where parties have a high regard for confidentiality and secrecy”. But that 

was rejected by Mr Justice Flaux, who wrote in his ruling that the claim had left him 

“unimpressed”. He said: “Whatever the culture of secrecy and confidentiality may be 

in Austria or Switzerland, to which Mr Mowschenson (Kohn’s legal representative) 

appears to be referring, it seems to me that is no good reason for Mrs Kohn not to 

disclose her assets, if it really were the case that she has nothing to hide.”  

And he questioned why she had not “made disclosure of her assets voluntarily” if 

she was “really acting entirely honestly and had nothing to hide”. He added that if it 

was not her eventual plan to hide her wealth from Madoff victims, it begged the 

question as to why was she not revealing the sum total of what she had even then 

years later? 

By December 17, 2008, a week after his fraud was exposed Ruth Madoff had 

already signed over the deeds to their beach side home in Montauk, Long Island, and 

a second home in Palm Beach, Florida. She had handed over her passport, and by 

June of the following year she had turned in over $80 million worth of possessions 

including a portfolio of municipal bonds, a three-bedroom house on the French 

Riviera, luxury boats and cars as well as designer furniture and art work, and more 

personal items such as the Steinway piano her children had played on and her 
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collection of fur coats, designer handbags and vintage jewellery. It amounted to every 

one of the personal possessions that she had gathered and probably thought that she 

would never part with.  

While the seizure of items that could be sold for a reasonable price was justified, the 

extent to which officials had acted to remove everything of value from Ruth Madoff 

was reflected in an auction a year later in which even her underwear and gym clothes 

were put up for sale. Also sold were hairbrushes, two dozen pairs of used socks, 

freshly ironed handkerchiefs, light bulbs and even the toiletries from the bathroom 

and the food from the kitchen cabinets. That was all done despite the fact that 

prosecutors admitted they had absolutely no evidence that she had been involved in 

the fraud, confirmed by the fact that they had agreed instead to a civil settlement with 

her. 

In contrast to what happened to Madoff’s wife, with Sonja Kohn, rather than paying 

money back drew it out in large amounts both before and after the scandal broke.  

In May 2009 the British Serious Fraud Office (SFO) got an order to see the account 

data at Vienna-based Bank Gutmann, Kohn’s bank, which clearly showed there were 

“additional payments from Madoff to Sonja Kohn or those connected to her.” 

On December 29, 2008, for example Kohn requested that Bank Gutmann transfer 

€1.98 million of payments from Madoff Securities International Ltd. (MSIL), 

Madoff’s London-based entity, to an account of her mother Mrs Blau-Turk. When 

questioned about it, she said it was her mother’s money, adding: “Mr Picard refers to 

an instruction given to Bank Gutmann to transfer €1.98 million to an account 

belonging to my mother. These were assets in my mother’s own account belonging to 

my mother that were transferred by her from one account within Bank Gutmann to 

another account within Bank Gutmann in the same bank located in Vienna, Austria. 

This has nothing to do with any of the (Madoff-linked) funds.” 

Yet the London judge told the court that “every single aspect of this statement is 

incorrect” and he added it was “difficult to see how she could have got this wrong by 

mistake, since the bank documents show the monies were not her mother’s and the 

transfer was not made by her mother, who had no signatory power or discretionary 

authority over the account at the time. The exercise conducted by forensic accountants 

(working for the victims) demonstrate that the money in question were the proceeds 

of MSIL payments.” He added: “Mrs Kohn’s evidence on this point is highly 

unsatisfactory.” 
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He did not ask why the Austrians had not frozen the money. One of many occasions 

in fact when they had failed to act to secure stolen Madoff funds. 

On another occasion the British Serious Fraud Office (SFO) found that cheques 

which had been made out by MSIL to Kohn companies were not paid into company 

bank accounts, but instead endorsed in favour of her daughter, Nicole Herzog. 

Signing over company cheques to a relative that were then paid into that person’s 

account at Bank Gutmann was not only unusual, it was also possibly illegal. But there 

has been no action in Vienna. The account where the money was paid was one where 

both Mrs Kohn and her husband were signatories. No explanation for why this was 

done has been forthcoming from her or her daughter. 

In fact, the network she set up was so complicated that at one point her bankers at 

Bank Gutmann had even suspected that she might be involved in money laundering 

and had discussed the case with financial officials in Vienna.  

In total two notifications of a possible breach were sent by Bank Gutmann which 

had resulted in Vienna police investigating and filing a report with prosecutors – 

where again nothing happened. 

When questioned by prosecutors in Vienna on April 21, 2009, she even denied 

knowing anything about her own companies - including amnesia over her very first 

firm Erko (5). They asked what she could say about the fact the SFO in England had 

charged her “with receiving a total of £7 million by 2007 through a consultancy 

contract with Madoff’s London firm MSIL. 

She said: “I personally did not receive any money. I am not prepared for this 

question and I do not wish to make any further comment on this at the present time. I 

do not remember whether I have ever known the company Erko Inc. With regards to 

whether I know the company Tecno Development & Research, I do not wish to 

answer this question at the present time as I wish to make further enquiries in my own 

time.”  

Tecno was founded on February 21, 2002. Based in the offices of the Bank Medici 

subsidiary in Milan, it was liquidated on December 5, 2008. Could it be that she had 

not expected the question because the firm was managed and owned by her mother? 

In reality, as everyone that worked there knew, it was effectively owned, and 

managed, by Kohn and used at least some of the same staff as Bank Medici such as 

Paul de Sury, who was also a director of Herald Fund, and a director of HAM. 
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As Judge Mr Justice Flaux observed: “Making every allowance for the fact that Mrs 

Kohn may have been under a lot of stress at the time and that she was being 

questioned in the presence of representatives of the FBI and the SEC, the suggestion 

that she did not remember or needed to make further enquiries about companies 

which she had used as vehicles to receive BLMIS and MSIL payments over a number 

of years is difficult to accept. In my judgment these answers were thoroughly evasive 

at best.” 

Kohn described herself then and now as someone that had been left devastated by 

the crime of the century. She would love to give back the millions she had made, but 

she can’t remember what she’s done with them. She also refuses to accept any blame 

for what happened, which may be part of the reason why she and her family have not 

suffered in the same way as the Madoffs, despite their role in helping him raise cash. 

According to Madoff, it defied belief that banks and funds had not known what he 

was doing, and it was clear they had looked the other way in order to keep the money 

coming in. As to Kohn, what did she say to the suggestion that she had known all 

along? She had answered that it was quite simply “mind-blowing”. 

She added: “I never saw or heard anything that to me seemed suspicious. There 

were neither red flags, warning signs or indeed any doubts that I ignored. We had 

constant reports from the HSBC, which with $2 trillion in assets in custody is without 

doubt the largest custodian bank in the world. We got balances worked out by Ernst & 

Young, one of the world’s biggest accountants. There was never any reason to doubt 

what we were being told by these highly respected institutions. 

“I don’t understand why the stock exchange watchdogs at the SEC didn’t see the 

signs? Everybody trusted them, me too, but that was their job. If the SEC had done 

their job properly, then Madoff’s fraud would have been discovered three months 

after it started.” 

What she did not say was that in fact there were a great many financial people who 

had done proper checks on Madoff, all people that had looked at the publicly 

available material, and quietly blacklisted him by 2004. And people who had not told 

anyone else but their own clients because, at the end of the day, their decisions had 

been based on the facts, and the facts were all a matter of public record anyway. 

When Irving Picard described her as Madoff’s “criminal soul mate” – he said she 

was a person in whom Madoff’s greed and criminal energy had found an equal and 

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version) 131 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



willing partner. He said that she had set up a “battalion of trusts, partnerships, shell 

companies and individuals” who had “wilfully taken part in Madoff’s scheme”.  

But she was also much more, including a networker par excellence who travelled 

the world dispensing gifts of Sachertorte, the Viennese chocolate cake, and name-

dropping as she offered access to her exclusive club. Is that network the reason she 

has still not been charged in her native Austria where it was announced she was 

supposedly under investigation? Insiders speculate that charges will never follow – 

and even if they did, nothing would come of them. 

Ruth Madoff has been abandoned by her family and friends, insulted in print, 

caricatured in cartoons and openly accused by victims of being a criminal. She was 

followed by photographers whenever she left her apartment, and at one point tried to 

commit suicide by taking pills. 

Sonja Kohn, backed up by powerful lawyers, media friends and her own 

understanding of the importance of good PR continued to be portrayed as one of the 

victims of Madoff – as she continues to hold onto the millions distributed among 

family and friends. Officially she is known to have received $62 million, and if the 

trustee is to be believed, it was probably far more than that. 

She hired a top Austrian PR agency to get the message across. Ecker & Partner were 

famous as the agency that acted for Natascha Kampusch that ended up kidnapped and 

locked in a cellar for eight-and-a-half years. Agency boss Dietmar Ecker was also the 

former spokesman for Ferdinand Lacina, who in turn was on the board of directors at 

Kohn’s bank, and Ecker was also a former chief communicator for the SPÖ. Ecker’s 

team provided the spokesman for Bank Medici, Nicole Bäck-Knapp, who said right at 

the start that Mrs Kohn did not want to speak to the press and took the line she was to 

maintain throughout: “She (Kohn) is a victim, and Bank Medici as well.” 

The network Kohn and Madoff created to cover the details of their relationship was 

always going to be close to impossible to reconstruct. All the indications are that right 

from the start it was set up knowing that this day would come. Even the fact that 

Madoff would order records of any meetings they had destroyed each time she visited 

in itself speaks volumes, even as it also made it extremely difficult to put together 

what had happened between them.  

As this book was being published a new film was unveiled about Madoff’s former 

personal secretary Eleanor Squillari entitled In God We Trust. In it the film makers 

Derek Anderson and Victor Kubicek pose the question as to whether Madoff is 
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protecting anyone, and ask where is the missing €12 billion that no one has been able 

to find? 

Squillari says: “The person who will know for sure in my opinion is Sonja Kohn. 

She brought Bernie more money than anyone else. I saw her invoices. Whenever she 

was in our office, he found time for her. Their conversations were always one-to-one. 

He always shut the door when he had a conversation with her.” 

In fact, when investigators went through the paperwork, they found that Madoff had 

documented everything. When, for example, he was advising one of his feeder funds 

what to say about how to deceive the SEC during a planned visit, he even wrote the 

start of the phone conversation down: “This conversation never took place.” Yet with 

Kohn everything was destroyed.  

One thing that is certain; before December 2008 she told the world about her good 

friend Bernie, he would welcome her “as if she was the Queen of England” and they 

would talk frequently on the phone. Legions of victims testified on how she offered 

exclusive access to Bernie, she was the gateway to the Promised Land. The promise 

of an entrée to an otherwise unavailable opportunity, and it was her key selling point. 

“She said she was a very close friend of Bernie, and had good connections,” said 

one top Geneva banker who met with her in Vienna several years ago. “She said it 

was hard to get into, but she could give me access.” In Erin Arvedlund’s book Madoff 

– The Man Who Stole $65 Billion she quotes Robert Picard, a former banker with the 

Royal Bank of Canada who met Kohn and Madoff in Manhattan and said he thought 

they were lovers. He said: “She acted as if she were absolutely in love with Madoff. 

The way she talked about him, I thought she was his mistress.”  

He was right in one sense – the pair did share a love – a love of money. But it was 

not enough to bind them together forever. After he was exposed as a fraud she was to 

claim that he was not a personal friend. Her work schedule, she claimed, “did not 

allow for socialising or private friendships – neither with Mister Madoff nor others. I 

was certainly never his friend. He never had an invitation from me to socialise, and I 

never had one from him. In the 20 years we were in contact I was only once in his 

company at a social event, a fund raising dinner. Even our business meetings never 

lasted more than 45 minutes to an hour.” 

* * * 
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Born in 1948 in Vienna as Sonja Blau, she was the daughter of Holocaust refugees. 

At school a classmate recalled: “She was a good but not exceptional student, but she 

was always ambitious.” 

She married Erwin Kohn, son of an entrepreneurial but also modest Jewish family 

who went on to become a successful banker and in 1970 was working for the German 

Commerzbank. She is fluent in several languages including Hebrew, German, English 

and Italian and together with Erwin they established an import-export business trading 

in watches among other things.  

In the early 1970s the couple and their family moved to Milan to expand the 

business but the political instability in the country ended that venture, and they moved 

instead to Zurich in Switzerland where they set up again for business. Her language 

skills were especially useful there. Switzerland is famous not only as a financial 

centre because of its banking secrecy laws but also as a country that has three official 

languages, French, Italian and German. It was the perfect home for the ambitious and 

multi-lingual Kohn and many of the contacts she made there would prove useful 

during her later work gathering funds for Madoff.  

In 1983 the pair moved to New York with their five children where she seems to 

have become more religious. The couple lived in Monsey, a large, ultra-orthodox 

Jewish community about an hour north of Manhattan, and she started covering her 

hair as is customary for traditionally Orthodox women. 

Anthony Weiss, a staff writer for the Jewish newspaper Forward branded Kohn a 

“Baal teshuva”, the name for somebody who doesn’t seem particularly religious 

initially but then suddenly becomes fantastically religious in later life. Like her 

oversized jewellery, the wigs her faith required her to wear were soon her trademark. 

Another thing that she was keen to portray were her family ties. Who would suspect 

that someone who was a mother of five, a dutiful wife and a grandmother with 24 

grandchildren could be the main agent for what was the world’s biggest pyramid 

scheme? 

At the age of 36 she had passed her first broker’s exam and had a licence a year later 

in 1985, even though all the indications are that she never had any formal training or 

education in finance or economics. Her husband did, but not her. She worked briefly 

in the 1980s for Merrill Lynch, now the world’s largest brokerage and the wealth 

management division of Bank of America with over 15,000 financial advisors and 
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$2.2 trillion in client assets. She also worked for the New York investment bank 

Oppenheimer Holdings. 

The companies she worked for show that she must have been a talented broker and 

financial manager, whether qualified or not, and from those that recall her time there 

she was a successful player in the tough male-dominated marketplace of investment 

banking, generating big commissions for her employers. But she also took risks in her 

bid to make it big, and at least two of her Merrill Lynch customers complained that 

she had steered them into unsuitable investments. Records show that the firm paid 

more than $125,000 to settle the disputes.  

So how did her path cross with Madoff? She told the Wall Street Journal after his 

arrest that she had been introduced to Madoff in the 1990s, by which time he had the 

endorsement of people and companies that were the gold standard of the financial 

community.  

However, this was not true. She was actually introduced to him in 1984 by Maurice 

J. Cohn, a friend and business partner of Madoff. “Sonny” Cohn and Madoff together 

had set up the brokerage firm Cohmad Securities. Its name had even been formed 

from the first three letters of their last names.  

Interestingly, most of the brokers on the Cohmad team spent their time introducing 

eager new clients to Bernie Madoff. The brokerage firm listed its address as Madoff’s 

firm address in New York City where Cohn had an office on the 18th floor and his 

staff spent their time raising funds that were fed to the floor below, the 17th floor.  

Both Cohn and Madoff were part of a small group of Wall Street executives that 

lived together near Port Washington who could afford to take a seaplane for their 

daily trips to Manhattan. The difference was that Madoff’s new friend Cohn had 

already made his millions and was looking around for a small project to get involved 

with during his semi-retirement – whereas Madoff was just starting out on the road to 

becoming seriously rich. 

Seven years older than Madoff Cohn had sold his trading firm Cohn, Delaire and 

Kaufman to the London Stock Exchange trading firm Akroyd & Smithers. Cohn 

stayed on for a while as chairman and CEO but he was really looking for a new 

project – something that he started to look at more seriously in 1984 when Akroyd & 

Smithers was sold to a British investment bank. 

Cohn and Madoff were neighbours, they lived a few doors away from each other in 

the affluent district, and they became friends during the regular seaplane trips into 
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work. Cohmad offered access to the investment genius already being spoken about in 

affluent circles. It quickly became Cohmad’s main source of income.  

Each broker’s commission was based on how much cash the investor handed over to 

Bernie Madoff’s fraud – it was irrelevant how much was earned on those accounts. 

And when the money was withdrawn from Madoff, the commission stopped. This was 

not the normal way for commission’s to be paid, something that the trustees 

attempting to find out who knew what claimed was proof the Cohmad team knew 

about the Pyramid scheme. They claimed, however, that the commission was simply a 

reflection of the fact that they were not managing the money; therefore they did not 

want a share of the profits. 

It was Cohn that was the first to meet Sonja Kohn after he was introduced to her by 

his accountant at the firm of Oppenheimer, Appel, Dixon & Company. They had 

suggested he might like to consider a project with a dynamic Austrian woman who 

was supposedly one of the biggest producers at Merrill Lynch. There was a meeting – 

but the meeting did not result in any new project for Cohn who apparently found the 

tough-minded Kohn with her big ambitions too much to handle given that he was 

really only looking for something low-key. 

But she was Austrian, and Madoff had Austrian roots. His paternal grandfather 

Solomon David had emigrated to America from what naturalisation papers listed as 

Pshedbersh, which was actually Prezedborz in Poland, then part of the Austro-

Hungarian Empire. And Madoff’s mother Sylvia Muntner also had parents from 

Austria. 

At some stage this came up in his conversations with Madoff, Cohn mentioned 

Sonja Kohn, also Austrian, and one of the rising stars in the financial marketplace. A 

meeting was arranged. And whereas the ambitious Kohn had been too much for 

Sonny Cohn, in Madoff she found someone to match her ambition – someone to be 

his ‘criminal soul mate’.  

The first person she is recorded to have recruited as a client for Madoff was in 1989, 

when she signed up Howard Gottlieb, a Chicago business contact of her husband, but 

in fact according to the trustee’s RICO filing she was already working for him by 

1985, and had set up her firm’s Eurovaleur and Windsor for the purpose of doing 

business with Madoff. 
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Gottlieb met Madoff at a meeting arranged by Kohn at the BLMIS office in New 

York, where they convinced him to invest $3 million through a direct account that 

was opened on April 18, 1989 (6). 

The significance of the Gottlieb account in particular is that right at the start she had 

persuaded him to send Madoff a fax authorising duplicate copies of his account 

statements to her via her Windsor consultancy. This allowed her to monitor his 

investments that yielded an almost 50% return in just under four years. That meant 

Kohn – herself a licensed Wall Street trader, was aware of every transaction that 

BLMIS pretended to execute on Gottlieb’s behalf. 

Gottlieb severed his business and personal relationships with Kohn (and Madoff) in 

1990 because he was ‘uncomfortable’ with the fact she was receiving commissions on 

his money for doing nothing. He did not reinvest with Madoff directly. The reason? 

After sending his BLMIS statements, the same ones Kohn had been getting, to a 

management analyst, he was told that the returns were ‘impossible’. As a result, 

Gottlieb closed his BLMIS account on June 24, 1993, although he still walked away 

with $1.4 million in fictitious profits. 

In the months that followed the Madoff scheme, dolls made of china with the body 

of a devil and the face of Bernie Madoff were sold with little hammers to smash them. 

They captured the popular imagination at least for a while. And if he was the devil 

then Sonja Kohn was his willing disciple. But how did that friendship turn into the 

globe spanning fraud that it was to become by December 2008? 

A former Bank Austria executive said that at the start, Madoff had proved a door 

opener for Kohn by introducing her to people she might never have normally had 

access to. She repaid that by using the access he gave her to sell his funds, a process 

that really took off when she returned to Vienna with her family. 

He said: “She of course knew the system from America. She always told me she 

worked for him in his office in the Fifth Avenue. She consistently had contact with 

him and was regularly travelling between there and here, and taking documents that 

he gave her and delivering others. She would work on the documents en-route to 

make sure they kept people happy by showing them what they wanted.” 

The spokesman for the trustee, Amanda Remus, said that they had found no 

evidence that Kohn ever worked for Madoff. But that did not mean that Kohn did not 

at least claim that she had worked there.  
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A colleague of hers who worked with her in the early Bank Austria years said: 

“Before Bank Medici she had Medici GesmbH, and when she opened the bank, I have 

to say that I was surprised, at least at first. It was not needed for the business. I was 

even more astounded that someone as respected as Ferdinand Lacina was involved. I 

was astounded because in terms of business it wasn’t necessary. But as with 

everything around her, it happened just because she wanted it to happen. 

“It became clear she wanted the status it gave, I mean there was the historical name 

of the bank and it was a fantastic marketing vehicle. She was the owner of a bank. She 

knew that it opened doors and then she had Lacina on the Board of Directors.” 

When talking about Bank Medici, Kohn would not be shy about playing up the 

name of the famed Florentine Renaissance family. In a 2008 interview with Diplomat, 

a Russian publication, Kohn alluded to the Medici family’s patronage of Renaissance 

art, saying her bankers were often called “artists of finance” given the bank’s strong 

returns. 

Her artists of finance included the two former government ministers Ferdinand 

Lacina and Hannes Farnleitner. For them the job on the board at Bank Medici would 

have been well paid, and like most political appointments probably involved little 

work. After Madoff was exposed two other board members even claimed they had 

never discussed the New York investment manager until the scandal broke. Like the 

vast management fees Madoff investors paid – it was money earned for very little 

work. What they did discuss was all the money they were earning, and what to do 

with it. The Bank Medici CEO was Helmuth Frey, who had joined Bank Medici’s 

Supervisory board in 2006. He reportedly met Kohn while working as a Director of 

Bank of America in New York between 1973 and 1984 and was the man who 

oversaw the creation of the Herald (Lux) Fund. Frey also confirmed that the bulk of 

the time in board meetings was taken up discussing the income.  

But if that was the case, and well over 90% of the income of Bank Medici came 

from Madoff, how could they not have discussed him? Speaking to the Austrian 

Financial Market Authority (FMA) in January 2009, Frey admitted they knew the 

funds were from Madoff: “We knew they sold so well because Madoff was behind 

them.” He also confirmed it was well known that Madoff was extremely sensitive 

about being named in the fund prospectuses. 

For herself, Kohn refused to serve on Bank Medici’s management board, even 

though under Austrian corporate law this is the place where the ‘real power’ should 
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have been. Rather, Kohn served on Bank Medici’s supervisory board, which is 

relatively powerless, and also therefore less likely to be the place where legal actions 

ended up. And in any case despite the lesser role, nobody that worked there was under 

any doubt as to who called the shots.  

She was still able to prevent awkward questions from anyone conducting a more 

detailed internal examination of Madoff, BLMIS, or the Medici Enterprise Feeder 

Funds, including people like TLM or any other Bank Austria personnel that sought 

information about the performance and structure of the Medici Enterprise Feeder 

Funds. 

One of those who had questions had been UniCredit financial expert John Absood, 

who had refused to rubber stamp approval for Herald USA after he was asked to carry 

out due diligence on the product for bank customers. 

He had gone to Bank Medici directly to get answers, and was passed on to the 

Austrian Andreas Pirkner, Director of Asset Management and a man who he found 

was manifestly unqualified to answer any detailed questions about hedge fund 

investment vehicles. But then again, not being qualified seemed the perfect 

qualification at Bank Medici. Pirkner had worked for Bank Medici from 2003 to May 

2008, and in 2005 was made head of institutional sales, in 2007 director of asset 

management at Bank Medici, and in 2008 he helped to launch the new Herald (Lux) 

Fund, where he was named as a director and was in regular contact with Nograsek, 

the Head of Subsidiaries at Bank Austria.  

Egyptian-born John Absood, in contrast to Pirkner, was qualified for the job and 

after working for UniCredit in London was given a contract starting in April 2007 in 

which he was sent to Munich in Germany to work for the Bavarian-based 

HypoVereinsbank (HVB). The HVB Group had merged with Bank Austria in 2000, 

and that had created another new set of markets for Kohn and her partners at Bank 

Medici and Bank Austria. 

Absood’s role was to be a hedge fund derivatives structurer under a manager in 

Munich, Germany, called Christian Voit. Voit was the Head of Alternatives 

Structuring at the HVB Group and in turn reported to Jürgen Amendinger, who was 

Global Head of Structuring in Munich. Both had been frequently warned by Absood 

that Madoff was “too good to be true”, yet despite that he described how the HVB 

Group had started “aggressively” marketing the Madoff feeder funds.  
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Absood was a former options trader and, like Harry Markopolos, a quant. It meant 

that he had the ability to reconcile trading strategies with their claimed performance. 

In a letter of complaint he wrote to the Austrian FMA he said his job was to provide 

“due diligence and analysis of the hedge funds to ensure that the desk was 

comfortable with the risks of manager (operational, market, credit, liquidity, 

management) and that we clearly understood the investment strategy”. That meant he 

was also exactly the sort of professional that Madoff preferred to avoid. Absood was 

not happy with the answers he got from Pirkner at Bank Medici. On his own initiative 

he called and asked Bernie Madoff about his returns in spite of a ban on doing so. 

When his boss found out, Absood was fired, the reason: “Poor performance.” 

The fraud he had tried to warn Voit and Amendinger about cost Bank Medici’s 

clients, of which HVB Bank Austria was the institutional shareholder, over $3.2 

billion. In addition, Pioneer Alternative Investments (PAI) which is a wholly owned 

subsidiary of Bank Austria “and with whom Mr Voit maintained a very close 

relationship” according to Absood, lost over $1 billion of client money in Madoff. 

This is on top of the €75 million UniCredit lost through its own Madoff investments. 

Absood told the FMA that the HVB team in Munich at the time had been creating 

leveraged access to the Herald USA Fund (Madoff feeder fund managed by Bank 

Medici in Vienna) as well as Primeo Select managed by PAI and the flagship Pioneer 

Allweather fund of funds series. In a nutshell, it meant investors were borrowing to 

give the money to Madoff, counting that the income would be enough to pay off the 

interest on the loan.  

Absood said his boss Voit told him when he joined that all the due diligence had 

been done on the funds, but when he was asked later to do a further report he realized 

this could not be the case. He had been told, for example, that the fund was managed 

by a “few traders” at our “sister company”, Bank Medici. But when he checked he 

found the alleged traders at Bank Medici and Herald Asset Management Ltd were 

merely operating a feeder fund to Madoff, and made no investment decisions 

themselves beyond the initial decision to hire Madoff to manage the assets. 

Alarm bells started to ring, so he had then pressed Mr Voit for access to Herald’s 

investment managers, traders and risk managers. Voit responded that “we could not 

speak directly to anyone at the proprietary trading arm of Madoff Securities although 

he could arrange a call with a friend,” and that turned out to be Andreas Pirkner at 

Bank Medici. Absood said it would not be enough as Pirkner did not directly manage 
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the trading or risk management of the fund. The reaction, he said, was that Voit “was 

becoming increasingly irritated at my insistence on doing my job”. But he said that 

like Markopolos before him, the figures just did not add up: “I put together an Excel 

spreadsheet and tried to re-create the investment strategy using simple trading rules 

and varying assumptions. My back tests could not produce anywhere near Herald 

USA’s risk adjusted returns (Sharpe ratio). I shared all of this analysis with Voit and 

other colleagues and he seemed increasingly agitated that I would not sign off on the 

potentially lucrative proposition. Some Madoff feeders were charging an upfront sales 

fee of 5%”. 

Voit pointed out that French banking giant BNP Paribas had issued leveraged 

certificates on Herald USA, Capital Bank had issued capital protected notes and that 

PAI (an asset management arm of the HVB Group) had invested in Madoff funds: “I 

simply resisted the pressure and told him that being an ex-options trader made me 

quite suspicious, and that I could not sign off without further investigation. Mr Voit, 

however, would not assume responsibility himself and continued to pressure me to 

sign off on Herald USA. I pointed out that he was still in charge, it was his call, but he 

just would not do it. 

“In the end I spoke to Andreas Pirkner. He confirmed that the purpose of buying the 

30-50 stocks was simply to ‘mimic’ the S&P 100 index rather than ‘outperform’ the 

index. Yet if you want to mimic the index why not just buy S&P 100 futures outright 

or through OTC swaps? The point is that the strategy made no sense unless the 

investment objective was to pick the 30-50 stocks that outperformed the index. But 

Mr Pirkner denied this was the case. As a result it became even more difficult to 

match the actual return history of the fund. 

“Pirkner said that the investments were UCITS III compliant yet these regulations 

required regular portfolio monitoring, valuation and risk assessment. He (Pirkner) 

claimed that he oversaw these reports personally but didn’t respond to a request that 

we could come and see the operation ourselves. The point of UCITS III was that it 

was supposed to provide full transparency to investors and yet even the positions 

report we had received earlier was clearly incomplete.” 

The conversation ended when “Pirkner told me no one from our team could speak to 

anyone directly at Madoff Securities, and that all communications had to go through 

him.” Voit, he said, was “furious” when he again refused to sign off the fund, and in a 

bid to defuse the matter, had defied the ban and had called Madoff’s office direct. 
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He said: “I called up Madoff Securities in New York from Munich and I told the 

receptionist that I wanted to speak to one of the analysts or traders responsible for 

overseeing the Herald USA Fund. Interestingly, I got transferred to another Madoff 

(not Bernard) and I told that person that I was calling on behalf of Bank Medici as 

they had asked our desk at HVB Group to structure leveraged certificates on the 

Herald USA Fund and I wanted to get more information. That person took my name 

and number down. A few hours later, I received a call back from Bernard Madoff. I 

was somewhat shocked when I received the call. I thought it odd that Mr Madoff 

would make the call in person as usually you get to speak with an analyst or someone 

actually crunching the numbers. The conversation was pretty brief as I asked Mr 

Madoff directly whether he recommended that investors leverage the returns of the 

Herald USA Fund, given that the volatility seemed very low. He responded that he did 

not advise clients to further leverage their investments. He also mentioned that he had 

been managing money for over twenty years and that he was managing over $20 

billion. Immediately after the call, I sent an e-mail saying he was not recommending 

leveraged structures on his funds to Mr Voit as well as Mr Amendinger.” 

As with the pressure on TLM to allow access to his assets, so pressure grew on 

Absood for him to put his name to the due diligence and give the all clear to Madoff 

so the commissions could start to role in. He was contacted by the bank’s personal 

manager Ann Absolon, who had told him he was to be given an internal transfer, but a 

short while later he was told he was being immediately terminated for ‘inadequate 

performance’. He said: “They did not even give me the chance to resign.” 

In a later tribunal for unfair dismissal that he settled “for a pittance” because he 

wanted to move on, he specifically said Madoff was completely “intransparent” and 

“failed even basic due diligence”. I further pointed out “that HVB clients would suffer 

as a result of any legal action taken against the Herald USA Fund”. 

Once he was out of the way in August 2007, the fund was signed off. UniCredit and 

its various subsidiaries and partners including Bank Medici went on to further 

increase their client exposure to Madoff from then until December 2008, ignoring 

Absood’s written objections. He concluded: “I don’t know what Voit and Amendinger 

shared with others (In Bank Austria/HVB). Whatever the motive of management 

(whether gross negligence or worse), it is clear that clients are at risk when investment 

managers do not exercise fiduciary prudence.” 
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Absood’s story is not an isolated event. That became clear at UniCredit’s board of 

directors meeting on December 23, 2008, which revealed that other internal 

documents questioning Profumo and Gutty’s relationship with Kohn and Madoff had 

been suppressed. 

Kohn and Bank Austria actually had connections with UniCredit long before 

UniCredit’s takeover – and that connection started through Gianfranco Gutty. Gutty 

was Director of UniCredit’s Private Banking from 2002-2006 and Deputy Vice 

Chairman of from 2006-2009, but before that he worked at Banca Intesa and served 

on the board of directors from 1999-2000. And Banca Intesa, UniCredit’s largest 

Italian competitor, had a minority position in Bank Austria in 1991, at one time 

holding a third of its shares. In 1998, Banca Intesa and Bank Austria partnered with 

Kohn to form FundsWorld in Milan and it was Gutty that helped Kohn upgrade her 

business property in New York. In the early 2000s, Banca Intesa leased office space 

to Kohn’s Eurovaleur and Infovaleur in its New York offices. 

Apart from Absood, another attempt to expose the scam was in 2008, when Kohn 

had given a Vienna-based financial expert Thomas Lachs, a man well-connected in 

the Austrian investment community a desk inside Bank Medici. She wanted him to 

help market and distribute Herald (Lux). When Lachs sought information about the 

investment manager for the fund, Kohn ordered Peter Scheithauer to throw him out 

and cancel the arrangement. 

Scheithauer was not excessively political but he must nevertheless have had SPÖ 

ties, and in 2004 was a director in the M&A Privatbank AG with Rene Alfons Haiden, 

a former CEO of the ‘Z’ and the boss of Randa in the 80s, and Haiden would not have 

tolerated working with someone who was not a socialist. 

Scheithauer was at Bank of America from 1978 to 1990 as customer relations 

manager working all over the world where he had picked up excellent contacts. He 

had been hired on September 1, 2008, to be Bank Medici’s CEO shortly before 

Madoff’s fraud was exposed. Scheithauer was also a director of another of Bank 

Medici’s Madoff feeder funds, the Herald (Lux) and was Bank Austria’s area 

manager for foreign business in the late 90s. In essence, he was a relationship 

manager for international businesses. He was meeting a lot of people and had built up 

a good network, and was taken into the conspiracy because of this network.  

It was Scheithauer who sent out a press release praising himself and colleagues after 

Bank Medici’s Herald USA Segregated Portfolio One gained the top prize in the 
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Germany’s Hedge Fund Award 2008 in November of that year. It was also 

Scheithauer who less than a month later sent out another press release admitting Bank 

Medici had lost money “as an investor” with Madoff. The bank’s partners did not 

need to worry about its future, however, because of its solid equity it “was in no way 

in danger”. According to the trustee, this was a message he had been ordered to pass 

on from Kohn, a message that because of his involvement in the setting up of the 

network he must have known was untrue. It was Scheithauer, for example, that had 

signed the customer agreements for the first Primeo fund with BLMIS, together with 

Zapotocky who was the second signature. Five months after his ‘no way in danger’ 

claim, the Austrian FMA ruled that with “less than €5 million equity”, Bank Medici 

did not have enough money to remain a bank, and its licence was withdrawn “with 

immediate effect”.  

Pirkner himself later admitted to Austrian authorities that he and Bank Medici had 

no visibility into the Medici feeder funds, particularly its largest, the Herald Fund. It 

is also a measure perhaps of how little he understood exactly what had been going on 

under his nose when he tried to say he had personally implemented the supposed 

“collar” in the split strike conversion strategy. It was clearly a bizarre claim, and a 

poor attempt to continue to follow his boss Sonja Kohn’s rule to disguise the extent of 

Bernie Madoff’s involvement with them. It also confirmed what Absood and other 

staff said about him, namely that Pirkner simply didn’t understand what had been 

happening right under his nose.  

Could that be why Pirkner was the Bank Medici contact for due diligence questions 

regarding the Medici Enterprise Feeder Funds? 

In the claim he had implemented the split strike strategy Pirkner was not alone, and 

in 2009 other Bank Medici and Bank Austria colleagues including his boss Sonja 

Kohn and BAWFM manager Ursula Radel-Leszczynski tried to say that they had 

been responsible for the implementation of the strategy. Madoff, they claimed, was 

merely their executing “broker”. 

Kohn’s network had done its job, and continued to do her bidding even after 

Madoff’s exposure. And she had managed it all from behind the scenes on the 

supervisory board. But then again, Sonja Kohn always got her own way, and as her 

former colleague said: “Things happened because she wanted them to happen, you 

just had to get used to it.” By the time Bank Medici was formed, she had everything 

sewn up and was managing it all. She would work non-stop on the plane between 
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New York and London or Vienna, all the technical paperwork was written up by hand 

and then sent to Bank Austria to be processed into reports. The material covered a 

broad spectrum, from marketing and PR strategies to new business opportunities, but 

of course what it was always most often dealing about was performance, how much 

they were to get from Madoff, and how it was to be divided up. 

Her former Medici colleague said: “When I worked with her there were always 

handwritten cards that would come from America or handwritten faxes that had the 

performances that would come into Bank Austria’s securities desk. 

“Bank staff then turned that into proper reports or whatever. Sometimes what she 

sent was marketing material - all the marketing material was produced by her. She 

had a way of making things sound good and she really is a good businesswoman. 

People underestimate that. They also underestimated the fact that she was obviously a 

good businesswoman to her own advantage. She was involved in launching Madoff 

out of Austria right at the start, she knew she needed a partner here and she popped up 

around the time of the merger between ‘Z’ and Länderbank (1991).” 

In fact, it was shortly after meeting Madoff that Kohn could be linked to 

Länderbank, after they shared space in the General Motors building in New York. The 

Austrian National Bank had space on the fifth floor of the building and in July 1987, 

Länderbank opened its New York branch also on the fifth floor of the same building. 

Shortly after that, Kohn acquired office space alongside Länderbank through her 

company Windsor, and from this address was also to launch Infovaleur and 

Eurovaleur. Länderbank remained in these offices until at least the mid-1990s when it 

became part of Bank Austria. 

Her former colleague continued: “I know that she had been trying to get involved 

with BAWAG - to do business with them. But they refused.” 

What she would not have known is that BAWAG did not need a hedge fund 

manager in New York with off-shore links, they already had one, Wolfgang Flöttl, 

who had been busy making hundreds of millions in profits for them up until 1994 in 

high risk deals. When the Austrian public found out it was stopped, having made 

substantial profits, then started again in 1995 under new CEO Helmut Elsner, where it 

made billions in loses. 

Perhaps Bank Austria was aware of the initial BAWAG success and wanted to copy 

it? They were certainly aware that they desperately needed money. And so her 

message fell on fertile ground, Bank Austria gave a provisional yes, and Madoff was 
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given the chance to show what he could do as one of the managers in a newly-created 

fund.  

To get to the top she needed connections, but who was her partner at the bank? It is 

known that at this time she had met Peter Scheithauer at a Bank Austria function in 

New York. Also, when Kohn had first turned up at Bank Austria she had managed to 

latch on to the head of securities, Wolfgang Feuchtmüller, and he was not a man that 

would have been interested in the sort of business she offered. But he was also not 

good at fending off the sort of high pressure sales methods she used.  

“As far as I know he wasn’t interested in her ideas but she pestered him, if you put a 

bit of pressure on him, he would deal with it by passing the problem on to make her 

somebody else’s problem, and with him that meant upwards. And in her case her 

ideas really were brilliant. If you go to any management and say you can earn 150 

million Schillings (€11 million) a year extra, who’s going to say at no at any big 

company? In fact, they had to say yes because they didn’t have enough detail to 

understand it, and they needed the money. 

“That was how she ended up at the director level. There was a lot going on at that 

time, as you can imagine with the two banks forming Bank Austria, and he opened the 

door for her. Through him she got to Randa, and his right-hand man was Zapotocky 

who became her main contact.” At this time Randa knew his new bank would need 

investment, lots of it, and as a result Kohn’s ideas fell on fertile ground. They were 

interested, but how to make it work? 

They had tried her out on Capital Guaranteed products initially and the project had 

worked. It was soon to be expanded to other areas. 

The Bank Austria insider said: “Zapotocky and Randa founded the Medici company 

because they weren’t exactly sure how the beginning would work out. They were 

uncertain, but they could not afford not to try it, and they wanted to see how the 

investment would go, to test the water. And it worked. I’m sure of course that the idea 

for the company came from her. Bank Austria just said ‘Yes, let’s try it’. I wasn’t 

there but I can hear her voice in my mind, the way she always spoke, ‘We are going to 

do it, it’s a really good idea and we’re going to do it. There will be so much money 

coming in you won’t know what to do with it all’. 

“Did they do any rechecking after that? I doubt it, simply because it worked. And if 

an instrument works, why check it?” 
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Stefan Zapotocky, who was delegated the role of dealing with Kohn by Randa, was 

one of the Länderbank team that came over with him to Bank Austria. He was head of 

the Division for Securities (Asset Management), which is one step below a board 

position, and where he was reporting to the director Friedrich Kadrnoska, also named 

in the Bank Austria Conspiracy. 

Kadrnoska, as a former ‘Z’ director, was a strong SPÖ man, and head of the 

securities department in Bank Austria, regarded as the man who danced to the tune of 

Gerhard Randa, Karl Samstag and Franz Zwickl. Whatever they needed – he would 

organise it. He was also former head of the supervisory board of the Vienna stock 

exchange and the brick manufacturer Wienerberger. Zwickl was a former Bank 

Austria director, who stepped down for health reasons before he turned up again in 

the supervisory board of the Wiener Privatbank Immobilien Investment. And Samstag 

was a former Bank Austria Creditanstalt director and CEO. The trio of Zwickl, 

Samstag and Kadrnoska together with Former Bank Austria supervisory man Heinrich 

Gehl set up A&I Beteiligung and Management GmbH. The company had surprising 

success in dealing with Bank Austria property sales, often turning up negotiating the 

eventual deal despite the fact that there were often dozens if not hundreds of other 

potential bidders. Essentially, they acted as an intermediary in real estate business 

between the bank and Austrian property developers, for example to Rene Benko, 

getting a commission on the deal in the process. All perfectly legal.  

Zapotocky played such a key role in the scheme that in the letter in December 2012 

from BakerHostetler to Vienna prosecutors they named him as a “suspect for criminal 

proceedings”.  

When the ‘Z’ and Länderbank fused to form Bank Austria, there were synergies that 

meant job losses, and it would be fair to say that it was Länderbank staff that bore the 

brunt of that. Most were happy if they kept their jobs, others ended up with a 

demotion or jobless, and almost none ended up with a promotion. It was only a very 

small number that actually advanced – and Zapotocky who benefitted from his link to 

Randa was one of them.  

Why was that? In part it was for sure his connection to Randa, but it was also to do 

with the fact that in the 90s there were really only two banks in the securities business 

– Creditanstalt and Länderbank. The others simply had no experience. It therefore 

meant a limited pool of people in the local market with the experience. It did not 
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matter that he was in the conservative (ÖVP) camp, it was the experience of the 

markets that counted. 

And that raised another reason to have him on board. Zapotocky was the only one of 

the Bank Austria Conspiracy that was not SPÖ. As already mentioned in Austria, no 

project happens easily without a foot in both camps, and with Zapotocky they had 

access to an ÖVP co-conspirator. For the members of the Bank Austria Conspiracy it 

wasn’t anything to do with party politics by this point, even if they used the 

opportunities it provided. It was to do with being part of a group, and whether a 

person involved had the possibility to contribute to the moneymaking machine they 

were creating. Zapotocky fitted.  

He had already signalled throughout his time at the bank that career counted most - 

and money. And not money for the bank or the customer. He is proud of the fact that 

he is the owner of the Weissenburg Castle and likes people to call him the ‘Lord of 

the Castle’ where he offers annual guided tours for locals. 

He worked at Länderbank in 1988 and then moved with it to Bank Austria in 1991, 

where he served as Bank Austria’s Director of Equities, and from 1997-2000 was its 

Head of Asset Management. His responsibilities at Bank Austria included oversight of 

investments and the creation of Primeo Fund and overseeing Bank Austria’s direct 

account with BLMIS. He served on Primeo Fund’s and Alpha Prime Fund’s boards of 

directors, and travelled on behalf of Bank Austria to New York two to three times a 

year to meet with Madoff to discuss Primeo Fund. In fact he was the CEO and 

president of the Primeo Fund since it was incorporated on November 17, from 1993, 

until the turn of the century.  

As a senior general manager with global responsibility for the securities business of 

the Bank Austria group that included equity and bond trading, investment banking 

and capital markets, funding, asset management and private banking – in short – he 

understood the business and was well placed to see behind what Madoff was doing. 

And to see when things were not being done properly. 

Yet giving evidence to a civil court in Austria he said: “I was especially involved at 

the beginning, and was concerned with setting up the concept for Primeo Funds. We 

had a team of international experts who were in particular Americans. The 

construction that we finally settled on was suggested by one of our partners, Bank of 

Bermuda Luxembourg, and it was then implemented.” 
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In 2000, he became chairman at the Vienna Stock Exchange. The salary was not to 

his liking but the influence was. Through Bank Austria he had access to some 

important clients, but at the stock exchange he had direct contact to all of the stock 

listed companies in Austria. All the international corporate clients. The big names. He 

also assumed several additional responsibilities as a chairman on supervisory boards 

of Austrian insurance companies and other domestic and international fund 

management companies. 

He also set up the company BAST with a female colleague from the Vienna stock 

exchange (VSE), Barbara Wösner, the idea was to find and invest in a company that 

would be the next Microsoft. BAST was essentially buying a stake in small 

companies to make them grow so they could be launched onto the stock exchange. It 

was a failure. A former colleague said: “He was too keen to be rich too quickly, and 

greed is not a good partner for a manager. It makes you blind – to my mind he made a 

lot of bad decisions as a private venture capital investor. It is also something that takes 

real work, and that is not his thing.” 

The people that the trustee accuses of involvement in the Bank Austria Conspiracy 

were therefore well connected, both with each other and at the highest levels in the 

banking circles in which they moved, and they knew what they were doing. It was a 

network of people perfectly placed for Madoff to take advantage of, if he could access 

that, and for that job Sonja Kohn proved perfect. 

Kohn’s former colleague confirmed: “Zapotocky and Randa were her way into the 

bank, and she quickly started to get involved with other departments by using their 

names. She realised she only needed to say it was what Randa wanted, and it 

happened. But the fact was she was always very liberal in interpreting conversations 

she’d had with him in what she passed on to others. I know that on two occasions I 

called him to ask if things that he had supposedly agreed to were really what he 

wanted, and he hadn’t got any idea what I was talking about. At one time I called her 

bluff when she told me she would go and speak to him about me, I know she went 

there but she sat outside his office for an hour and he never saw her. He was too busy. 

“That trick was one of the reasons I fell out with her, she would be threatening me 

with Randa’s name and I knew Randa if asked would not have had a clue what she 

was on about. But she knew that his reputation was such that none of the department 

heads would dare go to him and ask if what she said was true. So she had a free hand 

acting in his name.  
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“The reality was that it was easy to go to Gerhard Randa at any time anywhere with 

a problem – but you’d better make sure that you also turned up with a solution. If you 

go there with a criticism, then you also need to have a solution in your back pocket. If 

anyone had said to him that Sonja Kohn was a problem, he would want to know what 

to do. And of course it’s important to say at this point that not just any solution would 

do, it needed to be an easy one that would work. If the solution you have is not an 

easy one for him to accept – it was better to say nothing.” 

With the backing of Bank Austria it opened all sorts of doors for Kohn, including 

some that normally would never have been available to her normally as an Orthodox 

Jew, such as the Arabian markets. 

Ever since the time of Austria’s SPÖ Chancellor Bruno Kreisky, who officially 

recognised the PLO and who cultivated ties with the likes of Anwar Sadat and 

Muammar Gaddafi, Austria has had strong ties to the Arab world. It was also a way 

for Madoff to access the money there. Kohn would turn up with the Austrian 

credentials and put them on display. She had the backing of Bank Austria, she was 

their representative, and a representative of the minister for economic affairs, and a 

bank owner. 

Kohn and Peter Scheithauer for example had brokered a deal between Bank Austria 

and the United Arab Emirates Group to create a $50 million private equity fund. This 

investment relationship was as always Kohn’s brainchild, but it was cemented only 

with Bank Austria’s presence. A few years later, Bank Austria helped Kohn launch 

her first business venture in the Middle East when Kohn and Bank Austria unveiled 

Alon Technology, a venture capital firm based in Israel. Kohn would later work with 

Bank Austria fellow conspirator Zapotocky to create a stock exchange in Dubai. It 

was that service in particular that led to her getting the Grand Medal of Honour for 

Service to the Republic of Austria. 

In short, Bank Austria opened doors and brought not just financial rewards. Or as 

the Trustee’s RICO case put it: “Bank Austria lent its name and credibility to, and 

hence validated and bolstered Kohn, Bank Medici, and the Medici Enterprise Feeder 

Funds.”  

The Bank Austria insider added: “Having said that, the biggest door opener was 

money. All the people around her were keen on money. Everyone that gravitated into 

her orbit became quickly convinced that she was a very wealthy woman – and they 

wanted a piece of it. She encouraged that, she always gave you the impression that 
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she was giving you her personal money, either for nothing or maybe information – 

and sometimes it was her money. It was in cash or gifts that were easy for her as she 

would travel a lot by plane. The cash she had was technically from transfers that it 

was easy to pick it up in places like Switzerland and Liechtenstein, and in former 

times certainly Italy, Cyprus, Malta, Israel. 

“She would pick up cash for interesting gifts. Like a Rolex, flat TVs, jewellery. It 

was always extremely secret. And impossible to follow. She is really good – believe 

me, and she would never give a gift unless she saw a real advantage.” 

And did she know what Madoff was up to? The insider is convinced she did: “She 

encouraged other people to think Madoff was front running, but I am convinced that 

she knew very well that it was a pyramid scheme, everything she did was geared up to 

the fact that it would eventually crash one day, and it did. Yet the safeguards she spent 

years developing, the network of companies to hide fees for example, the lack of 

electronic communication, the cash payments, it has all kicked in to hide her role and 

let her keep what she earned. Could it have worked if she had not known what she 

was doing all along? I don’t think so.” 

After Kohn had met Madoff in 1984, in 1987 she formed a small company in New 

York called Erko. A few months later she formed Windsor IBC, which was a 

brokerage firm wholly owned by Erko. In naming her brokerage after the ancestral 

London home of the British royals she discovered the advantages of using glamorous 

European names to play up her European connections in America. It was a pattern she 

was to follow and expand on as her network continued to grow.  

After Erko and Windsor, she started a small investment firm established in 1990 

called Eurovaleur Inc, a hedge fund collective based in New York that worked with 

some of the top money managers in Europe. It was originally incorporated in New 

York on March 26, 1990, as a way of offering US investors access to Europe – at the 

time the market was seeing a rush to capitalize on what it was thought would be the 

‘gold mine’ of unifying Western Europe and rebuilding Eastern Europe. 

Eurovaleur had top money manager Felix Zulauf on board, and had entered the 

market as one of the many money management firms at the time that were offering to 

trade in European stocks, with Zulauf making the asset allocation decisions such as 

how much to invest where using 11 different money managers. Eurovaleur had a 

subsidiary of the German Commerzbank AG helping to evaluate and supervise the 

country managers. Minimum investment with Eurovaleur was $5 million and 
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investing $20 million meant the right to have the funds independently managed. 

Zulauf had said at the time that Eurovaleur was: “A unique way for Americans and 

Asians to invest in European equities.” 

European markets seemed attractive at the time because of the weak dollar, the 

excitement over the planned 1992 abolition of trade and investment barriers among 

twelve EU countries, and the opportunities from the collapse of communist regimes in 

Eastern Europe. But Eurovaleur was soon to find that actually going the other way 

and bring funds back to the US from Europe was to be far more lucrative - by setting 

up feeder funds for Madoff.  

Through its chequered past Eurovaleur, that still has Kohn as its sole shareholder, 

had once opened a branch office in the British Virgin Islands, it shared its offices at 

230 Park Avenue in New York with Infovaleur and Palladium, her son-in-law Moishe 

Hartstein is a Eurovaleur broker. It has sold research services, and at one stage 

claimed to be “a European boutique investment bank.” It was Eurovaleur that 

registered the “Primeo” trademark in New York, and the Internet domain names like 

“bankmedicimaestro.com” and “heraldcashplus.com.”  

It was through Eurovaleur that Kohn arranged for Bank Austria executives to come 

to New York to discuss the feeder fund networks, meetings from which the Bank 

Austria Conspiracy took shape. Eurovaleur gradually took a back seat to other 

institutions in her growing portfolio, but even decades later when she was visiting 

Madoff she was always recorded as being from Eurovaleur. It was part of her and his 

strategy of making sure there was little to link the massive network of feeder funds 

that she had created, that were putting billions into his bank accounts, by risking 

naming anything other than Eurovaleur on his calendar. 

In 1996, a decade after her fruitful association with Madoff had begun, she set up 

another company called Infovaleur, later described as a financial research services 

organisation. Its most lucrative client was Bernie Madoff. One of the great mysteries 

of the relationship between the two is why Madoff would have needed to spend 

millions on the services of a financial information company when his legitimate firm 

had easy access to any Wall Street research it wished to see? The answer of course is 

that he didn’t, and as a case in London by the SFO was later to attest, the payments 

such as the £7 million paid to Erko from Madoff’s London operation was merely to 

launder the stolen money by forging paperwork to allow her to get ‘kickbacks’.  
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So she was sometimes Eurovaleur and sometimes Infovaleur, but she was certainly 

never listed as being from Bank Medici at those meetings with Madoff, even though 

from her offices overlooking the Viennese Opera house Bank Medici was at the 

centre of her financial network - and was the door opener to so many new sources of 

fresh funds for the Madoff fraud.  

Together with her husband Erwin they travelled around the world, Milan, London, 

Jerusalem and New York were the most frequent destinations, with the couple 

returning from time to time to their apartment in Vienna near the Parliament building. 

Always together, yet it was Sonja Kohn that has attracted the attention. Both Kohn 

and her husband had personal bank accounts at Bank Medici and a few days before 

Madoff confessed, it was Erwin that withdraw all of their personal assets from all the 

Medici related companies, including Bank Austria. In short, all the places where the 

money had the potential to be frozen and eventually seized through its link with 

Madoff. 

According to her former colleague at Bank Austria, it was Erwin who was the 

driving force in the relationship. He said: “He is a tough guy, he always has a friendly 

smiling face but I have seen and heard massive fights between the two of them where 

he was screaming at her. I don’t want to repeat the words he used. I’d say she was 

always looking to get every advantage she could because she was driven by her 

husband.” 

At the meetings in New York where she was to meet Bernie she was often with her 

husband, although Madoff apparently never had his wife with him. It was a further 

indication that these were not personal gatherings but rather business meetings. Erwin 

is also the registered agent for Medici Finance Services in New York and also served 

as a director of FundsWorld, created to sell access to BLMIS though the Medici 

Enterprise Feeder Funds. Bank Austria had partnered with the Kohn’s and its minority 

owner Banca Intesa to create FundsWorld, their Milan-based online investment sales 

platform. It purported to offer mutual and hedge funds to institutional and wealthy 

investors: In short - Madoff. That this was indeed the case was confirmed in a fax sent 

in January 2000 under a Eurovaleur letterhead to Mark Madoff at BLMIS enclosing 

Italian newspaper articles regarding their new project. FundsWorld was however in 

the end a complete business failure, or at least it was for the bank if not for the Kohns 

- Banca Intesa paid them through Eurovaleur, €1.1 million in 2000 and €1.5 million in 

2002 for ‘participation on the project’. 
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Erwin is also a director of property firm Medici Realty and also maintains multiple 

properties in New York, Austria, Italy, Switzerland and Israel, a fact confirmed by 

Kohn’s former colleague: “As far as I know his big thing was always property – flats 

and whatever. But like everything, even in this it is really difficult to get a handle on 

him – you always feel you can’t really get to grips with what he’s about. He’s buying 

and selling property for example, but I don’t believe he invests with his own money, 

so how do you trace it?” 

In each county, there were attractions for the pair. Milan in Italy was home to 

UniCredit, that in June 2005 was to be owner of Bank Austria and had a 25% equity 

share in her Vienna private bank, she had a home and investments in Israel. She also 

had ties to London and often visited there, but the couple did not have a home of their 

own in the UK, as evidenced by the fact she would always stay at Claridges. 

Their property in Switzerland however seems to have been their preferred location, 

maybe for tax reasons or maybe they just felt at home there? Insiders said Kohn and 

her husband had planned to move to Switzerland after they were told it was the best 

place to shield themselves from liability and to keep hold of the proceeds of the 

Madoff years once BLMIS collapsed. They had once had a business venture there, 

and it was later to prove a fertile hunting ground for Kohn as it was for many private 

bankers. She and her husband had their villa outside Zurich. And with her language 

skills and her earlier contacts, many now in senior positions, she was also able to 

network more successfully than most. She certainly used her husband to help her 

make the connections.  

In Switzerland and Austria she was also able to target a newly established and close-

knit community, the newly rich Russian oligarchs. But that was not her only targets. 

In fact, she was so successful in networking that she and her husband even managed 

to secure meetings with deep-pocketed Arab investors (through Bank Austria) despite 

being Jewish. 

“He was the door opener, she was the go-getter,” a Viennese acquaintance of the 

Kohns told the New York Times after Madoff’s exposure as a fraud. “She was also 

not somebody for small talk, with one exception. Conversations with her were littered 

with the names of famous people that she knew.” And the top of that list was always 

her “good friend Bernie”. 

To outsiders she was generous with gifts, like designer pens or Sachertorte, yet staff 

and Bank Austria colleagues knew her as mean and penny pinching. One of the 
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insiders who worked with her said he had found out she had been using tricks to boost 

what she could get by fiddling her expenses. He said: “She would buy her plane 

tickets in America from a travel agency in New Jersey. She would buy them cheap 

and would demand the double amount from the bank. We found out because the travel 

agency had the same address as that of her family. I did raise it with the appropriate 

officials in the bank but they weren’t interested – they said it was a small thing and it 

didn’t matter, ‘We earn so much anyway from her’.” 

A former Bank Medici employee told the story of how she had announced that the 

bank had done so well she was inviting everyone to St Moritz. He said: “We thought 

wow, we must have had a good year”. But St Moritz airport only had the facility for 

smaller 8-person jets that would have meant several flights. “When asked who was 

booking it we were told we were expected to go by car, and only for the weekend, so 

it did not disrupt the bank’s routine. Each staff member was told they would be given 

a ‘generous’ €400 to cover expenses. When we pointed out that this would barely 

cover the travel she added in another detail. There would be food provided, it was to 

be at a reception with Viennese coffee and cakes at the Badrutt’s Palace Hotel where 

she was staying, and where we staff would need to mix with bank clients and to try 

and sell its funds. She really was somebody who always had an angle. Everything 

went over her desk – everything was controlled by her. And with her 100% in control 

nothing was ever going to happen differently.” 

Curtis J. Hoxter, a veteran New York-based communications adviser who has 

worked with Bank Austria and met Kohn frequently in Manhattan said, “She has a 

very aggressive personality and wouldn’t take no for an answer. She was 

overwhelming.”  

Another Bank Medici employee said that for him the offer of a job at the bank with 

its reputation had seemed like a dream, but that once he started he realised it was little 

more than a sweat shop. He said: “I knew about her then as Austria’s Woman on Wall 

Street – she had an impressive reputation. I looked at the company registrations and 

saw two former ministers on the board.” 

In fact, the term Austria’s Woman on Wall Street had been coined by Kohn to 

promote herself to Americans eager to invest in Eastern Europe after the collapse of 

the Berlin Wall in 1989.  

The former bank employee continued: “In my team we sold funds like Herald to 

Austrian investors. We knew Bernie Madoff was managing the money – and that he 
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was pushing the buttons, but I was told I would not be allowed to say that to anybody. 

Only if they asked and it seemed that they knew could I confirm it. On the occasions I 

was asked the reaction was usually ‘Aha, another Madoff feeder fund’. This was often 

the case. A lot of people seem to know a lot about Madoff.  

“What I found strange was that when they found out that it was a feeder fund for 

him more often than not they would invite me over to present the stuff. And after 

getting a presentation they would always say ‘Well, that was really interesting’, but 

that was it. Maybe they already had investment with other Madoff feeders and wanted 

to compare? I certainly never thought it might have been a fraud despite the size of his 

network. From my point of view with Ernst & Young as the auditors I certainly didn’t 

have any idea that the money wasn’t there.” 

But paperwork provided for this book indicates that Ernst & Young demonstrated 

little interest in doing a professional job. An example is a letter of December 15, 1999 

from their Luxembourg office with regards to the Primeo fund which they mistakenly 

addressed to ‘Cohmad Securities Corporation’, which is Madoff’s company and his 

address. It should have had nothing to do with the Primeo audit. They were asking for 

permission to get access to the accounts of the Primeo fund. Yet the letter ended up in 

the correct place, as the authority allowing Ernst & Young to get the data they needed 

was signed by Stefan Zapotocky. 

By 2001 they were no longer writing to Cohmad, but they were still not getting it 

right, in fact by this time they were now writing to Madoff Securities Corporation 

which was actually no company at all, and never existed. It again shows how little the 

auditors were bothering about getting things right. What they were sending was a fax 

in which it seems that Ernst & Young haven’t actually been able to understand the 

information they’ve been sent, and asked for clarification. Madoff deputy Frank 

DiPascali had to explain to them that some of the positions were ‘short’ and some 

‘long’. 

By 2002 they were still writing to Madoff Securities Corporation in New York. The 

letter was a notification to say that Friehling & Horowitz (who were Madoff’s own 

accountant) would be coming to the property to do an audit visit relating to the 

accounting from Primeo. The letter pointed out that the audit would probably take a 

day – which in itself is not realistic at all for an account of this size. But then again the 

audit probably never took place anyway – the information would simply have been 

sent to Friehling & Horowitz who would have passed it on. Ernst and Young advised 
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“Madoff Securities Corporation” to contact Fano (Ursula Radel-Leszczynski) at Bank 

Austria if there were any queries. The authorisation for it all to happen was also 

passed on, with the signature provided by Alfred Simon, the ‘President of Primeo 

Fund’. 

As the Bank Medici salesman added: “To be honest, I suppose back then I wouldn’t 

have believed it because I would have felt that if HSBC is happy with what he’s doing 

who am I to disagree? I could see things are working out for the investors and they 

were getting their performance and that was fine.” 

Another Bank Medici staff member interviewed for this book said that despite its 

marble façade the bank was little more than a boiler room, but nevertheless what 

Kohn had achieved was stunning. 

He said: “She would be in a presentation with a complicated product and would 

sense that it wasn’t going well, but she could change direction and be sailing the other 

way in the blink of an eye – she would just rewrite the script in her head and carry on 

as if that had been the plan the whole time. 

“After it all started to unravel I could see the network and fill in the pieces that I’d 

missed when working there, and regardless of anything else the energy and ability 

needed to create that network was quite simply stunning. She was at the heart of it all, 

I could see her fingerprints everywhere, and suddenly it made sense that she had 

worked so many hours.” 

It was Kohn that introduced Madoff to the Benbassat family that set up several 

feeder funds that put almost $2 billion into Madoff’s hands. She also introduced him 

to Carlo Grosso and Federico Ceretti, the two Italian money managers based in 

London who set up the Kingate funds to invest with Madoff in the early 1990s and put 

a further $1.7 billion his way. She also introduced Madoff to Charles Fix, a scion of a 

Greek brewing empire who had established himself as a money manager in London 

and who ultimately invested hundreds of millions with Madoff through the Harley and 

Santa Clare Funds.  

Indeed, she was with Mr Fix in 1997 in Madoff’s office in Manhattan when she met 

Robert Picard who said he thought Madoff and Kohn were lovers. The case against 

her alleging that she knew what he was up to has still not been tested. But even before 

the information of the TLM Files, for many it was not a question of whether she 

knew, the fact is whether she could not have known.  
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Starting in 1989 with Howard Gottlieb that eventually fed $3 million to Madoff, she 

was also to blame for bringing in the Alpha Prime Fund, total investment 

($399,941,000) Bank Austria, ($1,500,000) FC Investment Holdings Ltd., 

($2,674,988) GeoCurrencies Ltd. S.A ($5,054,863) Harley International Fund Ltd., 

($2,351,341,277) Herald (Lux) ($255,600,000), Herald Fund SPC ($1,533,741,975) 

Howard Gottlieb ($3,000,000) Investments Alanis SA ($5,399,950) Iron Reserves 

Ltd. ($3,999,980) Lagoon Investment Ltd ($609,994,947) Leisure Enterprises Inc. 

($3,500,000) Lexus Worldwide Ltd. ($ -) Mayfair Corporation ($1,000,054) Optimal 

Multiadvisors Ltd. ($1,757,495,885) Paolo Dini ($1,005,545) Plaza Investments Int’l 

($534,069,268) Primeo Fund ($1,210,000) Primeo Fund (Class B) ($370,483,000) 

RIP Investments LP ($3,000,000) Senator Fund ($247,499,980) Thema International 

Fund ($1,043,697,424) Triangle Diversified Investments ($1,000,000) Zin 

Investments Ltd. ($3,249,985).  

A total of $9.139 billion that Madoff had thanks to Sonja Kohn. And there are many 

other feeder funds not on this list where it is believed she made the introductions. It 

was a vast sum, and a sum that meant vast fees as a result. She then took complicated 

steps in building companies to channel those fees to her family and her partners in 

crime, a move that can have no other purpose than to disguise what she was doing. 

She set up companies and moved funds between them through invoicing and transfers 

that could only have been to hide its origins.  

Kohn has consistently denied being part of the fraud, yet the judgement over the 

legal case in London showed that she has repeatedly not told the truth about her 

business affairs. Her legal representative in the initial London pre trial, Mr Terence 

Mowschenson, told the High Court that there was no evidence that she had tried to 

hide her wealth, but the judge in the case rejected this on the grounds that nobody 

knew how much money she had, adding: “Because she has not made voluntary 

disclosure of her assets, despite ample opportunity to do so, the true position is that 

the court simply does not know whether she has dissipated her assets or not.  

“The false description on the invoices over many years cries out for a proper 

explanation from Mrs Kohn which, bluntly, has not, in my judgment, been provided 

by the evidence she has put before the court. It seems to me that what emerges is a 

sufficiently arguable case of deliberate wrongdoing, the issuing of sham invoices and 

the disguising of the true nature of the payments of millions of dollars made to the 
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defendants (Kohn and her family) over many years. This demonstrates in itself a 

serious risk (that those assets might vanish).” 

In short: Throughout her dealings with Madoff she had come up with ever more 

complicated and dishonest ways to be paid money from the victims of his fraud. 

Instead of setting up a network of professional bank accounts she had used friends and 

family, and generated invoices that even on her admission during her third round of 

questioning were quite simply not correct.  

And yet she maintains she did not know that Madoff was a crook, or that one day 

his pyramid would come crashing down. 
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Chapter Five 

Staying in Front 

 

Sustainable business means to pursue operational success by correct behaviour, 

trustworthiness and integrity. This is a message aimed at all employees of Bank 

Austria, but also in the same degree at the executives. Fairness and efficiency are our 

hallmarks. We are a reliable partner who makes the orientation towards social values 

part of its business policy. 

- Bank Austria Code of Conduct 

 

The TLM files pulled into sharp focus how a small group of individuals with the 

right connections had managed to make an entire bank dance to their tune to line their 

own pockets. But in order to understand how the scheme actually worked, it was 

essential first of all to understand not what Bernie Madoff was really doing - running 

a pyramid scheme - but rather what he said he was doing.  

He claimed he made his money from an entirely legal strategy, something the 

money men call the ‘split strike conversion’. This involves purchasing a basket of 

shares from the top 100 US companies – a list of known as the Standard & Poor’s 100 

(S&P 100). He would then, he claimed, take out insurance on the shares which 

protected him from massive losses if the market lurched in a way he did not 

anticipate. But of course, this was not what he was doing at all. As explained earlier, 

Madoff’s scam was simply a pyramid scheme in which he robbed Peter to pay Paul. 

No money was generated on the markets at all. Period. 

But he let his investors, watchdogs and everyone else at the periphery of the 

financial markets believe he was involved in an illegal practice known as ‘front 

running’, fiscal trickery banned by the regulators in all western countries. This 

involves having ‘insider’ knowledge of information likely to significantly affect a 

share price before such intelligence becomes public. Front-running happens when a 

client places a significant order for shares with a trader and the size of the deal alone 

is enough to move the price on stock indices. So what the trader does in advance of 

this is to buy a batch of shares for himself, or a significant client, secure in the 
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knowledge that he is on to a winner because the price is bound to change. Corruption 

hunters in London, Frankfurt and Wall Street say they can sniff out a front runner 

from a mile away. 

Why, then, was Madoff unconcerned that rumours abounded he was involved in 

something so illegal?  

The answer is simple. If his pyramid scheme was uncovered, he would be ruined 

instantly. But if, as was the case, regulators looked for the crime that never was – 

front running – then his disguise stayed in place. His investors certainly believed he 

was front running – how else could he notch up such returns? Yet morality in the 

hedge fund network around Madoff had as much place as it would have in a brothel. 

The bottom line, the gold-plated returns, were what they were concerned with, not 

how Bernie Madoff may have garnered the information that brought them about. This 

was the genius of his scheme. So clever, in fact, that when the witch finders from the 

Security and Exchange Commission (SEC) in New York raided his HQ in Manhattan, 

they farcically looked for the wrong crime in the wrong place. 

What few people realised was that Madoff ran two businesses at the Lipstick 

building in New York on 53rd St. and Third Avenue. The broker-dealer business was 

on the 18th and 19th floors– it was high tech, high profile and with 400 smartly 

dressed business staff very visible with real dealings going on. It was run by Madoff’s 

brother Peter and his two sons. And it was legitimate: The shares that were bought 

and sold here were done so entirely legally. There was no front running. 

But Madoff also leased the 17th floor, and this was the true hothouse of corruption. 

It was here with just 24 staff that he ran his multi-billion pyramid selling scheme. 

Aided by just a handful of aging computers -more easily reprogrammed and 

manipulated than modern terminals – he conned the world, and the experienced 

sleuths meant to keep Wall Street clean. The computers were used to only send faxes 

– and always a few days later.  

This was the key element in the subterfuge. In the cosmos of high finance, men like 

Bernie Madoff are expected to report their mammoth trades in real-time. If someone 

invests a million or ten million or 100 million in the kind of fund he ran, they would 

expect to know within the hour where their cash was going. What Madoff did, with 

the aid of his wheezing, out-of-date computers, was to falsify trades up to three days 

later. For example, if a blue chip company’s share price fluctuated massively on a 

Monday, Madoff would lie to his eager clients on the Thursday that his expertise had 
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led him to cash in on the movement at the time. This, of course, added to their 

fraudulent savings balances significantly – and his reputation among them, even 

though he stank through-and-through with the scent of front running.  

The significance of the old computers cannot be underestimated: He exclusively 

used this old technology to forge those reports because the ancient programmes could 

be reprogrammed and manipulated with ease. And these programmes ran on older 

machines; it was never in Madoff’s interests to bring more up-to-date technology, 

with concomitant computer safeguards, onto the premises.  

It was something that Bank Austria seemed to have no problem with either, a staff 

member who used to have to produce reports from the early 90s from the Madoff 

project said: “The bank marketed it as access to a mysterious Wall Street guru where 

it was something special. That was why people accepted that Sonja Kohn would 

arrive from New York with notes scribbled down on paper about the performance and 

we were expected to make these into professional reports. When she was not 

available, the figures came by fax. It was part of the mystery of the man in New York 

whose name was never passed on. It was a secretive project like that right from the 

start. She was given an intern for three months to take to New York and I asked him 

to collect business cards from the Bank Austria people that were going there and 

others – when she found out she was furious and stopped him. I was just curious to 

find out who was involved. Obviously she and Zapotocky were doing the bulk of the 

work in the bank in making it happen, supposedly with Randa’s blessing, but what 

happened in New York was a mystery.” 

The fake share buying and selling statements in New York were created under 

conditions of such secrecy that, as stated earlier, when the SEC raided BLMIS they 

never even realised the existence of his additional floor where loyal Madoff 

lieutenants Frank DiPascali, Daniel Bonventre, Annette Bongiorno, Joann Crupi, 

Jerome O’Hara and George Perez engaged in fiscal fiction writing, with the benefit of 

real information being available from upstairs.  

The money is rolling in. Investors are rushing to sign up. Rivals want a share of the 

action, and Wall Street buzzes with the speculation that Madoff is a front runner, 

while he lies that the cash comes from the split-strike conversion strategy. As long as 

the feds suspected the front running, and could not disprove the split strike method, all 

was well in the Madoff universe. But there were doubters. 
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That his massive gains could not all come from the complex re-insuring of stocks 

and shares in the split-strike conversion was first spotted by a man called Harry 

Markopolos, a quant (quantative analyst ) in the parlance of the money markets, who 

was employed at a rival Wall Street investment company. Markopolos was 

responsible for creating financial products. Unsurprisingly, his envious bosses told 

him to replicate the winning methods of a man they had discovered by chance – a 

mysterious money manager that shied away from publicity even though he was 

clearly performing miracles – a man named Bernie Madoff. 

Markopolos did what the regulators should have done. Sitting down with a 

calculator, his Bloomberg terminal, spread sheets detailing Madoff’s glorious returns 

and his own common sense, he calculated that the billions being generated for the big 

man’s investors could not have been generated in the way he claimed. He told his 

bosses: “I can’t copy this because he is making it up. Bernie Madoff is a fraud.” 

Because of Madoff’s reputation Markopolos’ employers at the investment firm 

Rampart refused to accept his logical explanation and put ever-greater pressure on 

him to create a duplicate product – something he consistently told them was 

impossible because Madoff was inventing his returns. The suits at the top merely told 

him again: “Yes. But can you copy it?” Success in Wall Street, it seemed, was the 

only benchmark worth pursuing, and damn the ethics. When Rampart’s higher ups 

continued to pressure him day in, day out, demanding that he draw up a business plan 

exactly imitating the Madoff money factory, he finally snapped. He did draw up a 

detailed report, but it wasn’t for the eyes of the men who paid his wages. He took that 

report downtown to the offices of the financial watchdog, the SEC. The message in 

the report: “Bernie Madoff is a fraudster and this is the paperwork that details it.” He 

left, confident that the next time he switched on the radio or TV it would be to learn 

that Madoff was clapped in handcuffs and awaiting his appointment with justice. 

In a book he later wrote called No One Would Listen: A True Financial Thriller, 

Markopolos said: “I turned over everything I knew to the SEC in May 2000. Five 

times I reported my concerns, and no one would listen until it was far too late. I was a 

whistle-blower taking on one of the most powerful men in Wall Street, and at some 

points through the nightmarish journey, I feared for both my safety and that of my 

family. I was convinced the crime he was committing was going to be the worst in 

market history.” 
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Unfortunately for him, for investors, for William Foxton who would take his own 

life, the SEC did nothing. Why? They looked at the paperwork and figured that 

Markopolos was a jealous rival who wanted to bring about the downfall of a man who 

was simply more successful. If they had acted, he could have been derailed long 

before the final train wreck came about, and all its attendant devastation.  

As it was, by carrying out probes for the wrong crime in the wrong place, they gave 

him an all clear that shamefully aided him to carry on for so long. They were trying to 

pin him down on front running and this was not what he was doing. Their 

ineffectiveness allowed him to assuage potential investors, some of whom might have 

been worried about the corruption, to say to them on the phone or in face-to-face 

meetings: “Look, I have been visited by the SEC loads of times and they never found 

a thing.” And in those statements, for once, lay the truth. 

Markopolos’ dossier detailing how it was impossible for Madoff to make the monies 

he said he was making on the split strike strategy was later hailed as a work of genius 

by money men – but only afterwards. Before that he was branded a crank and a 

jealous rival.  

Markopolos had pointed out that purchasing the insurance policies in the form of the 

‘puts’ and ‘calls’ in the volume that Madoff needed would have left an impact on the 

market that would surely have been noticed. Yet it was clear that he was leaving no 

trace of his activities. And the simple answer for that was because he was never there. 

Markopolos pointed out it was only possible to buy $1 billion of short-term put and 

call options, and yet Madoff needed between $3 billion and $5 billion to protect his 

investments – far more than existed. And even if they did exist the cost of buying 

them would destroy the profits he claimed he was making. And because the strategy 

was based on the S&P 100, his results had to have a reasonable mathematical 

correlation to the exchange in which the stock traded. Put simply, if the market went 

up or down, that should have also impacted on Madoff’s returns, yet the two sets of 

figures bore no relation. 

Markopolos noted that he was not alone in the money-hungry offices of Wall Street 

in being ordered to replicate the Madoff success. Others too had tried to duplicate the 

strategy - without success. The public mutual Gateway fund mirrored the Madoff 

strategy and yet it failed to deliver the same results. Although early returns were 

encouraging its track record was highly volatile – unlike Madoff’s stable and 

consistent performance. And that was another key factor in his success. Investors, 
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traditionally, while willing to take limited risks with their money are not, by and 

large, maverick creatures. If they see a fund like Madoff’s soaring and crashing, 

peaking and troughing, on a regular basis, they become nervous. They stayed with 

him because of the consistency of his returns. They were not as stellar as some of 

those offered in riskier markets, but they came to be relied upon. Madoff gave his 

clientele a vision of him being the only captain able to navigate a smooth ship in the 

financially turbulent waters of the world markets. 

Madoff did not appear in any of the top 10 lists of fund managers. Yet when 

Markopolos looked into Madoff’s business he realised he must have had billions of 

dollars under his control. Yet nobody knew about it and he wasn’t even registered as 

an investment advisor for most of that time – another illegal act that could have led to 

the discovery of Madoff. But his business was at the forefront of introducing new 

technology to Wall Street, and he was unmasked as not being registered as an 

investment advisor while he was in the middle of his time as NASDAQ chairman. He 

was so highly regarded that he was actually chairman of the NASDAQ three times. So 

he was simply given a slap on the wrist, he registered his business, and everything 

returned to normal. 

* * * 

It could have been an opportunity for him to be found, but in fact it was only one of 

many near brushes with exposure, and by far the most serious of all came in 1992. 

The roots of that almost capture went back as early as the 1960s when Madoff had 

started building his two businesses, the officially registered broker business Bernard L 

Madoff Investment Securities (BLMIS) and the second, unregistered business that 

was the investment advisory.  

Madoff’s father-in-law Sol Alpern was the early gatekeeper to Madoff, he would 

boast about his son-in-law to friends and relatives who started giving him money to 

invest. And the word spread. It was the same role that Sonja Kohn was to later have, 

she would be his public face while he shied away from the spotlight. The modest 

genius.  

Returns before fees and commissions were between 18% and 19% for those early 

investors, a sum that had fallen to 11% or 12% at the end not necessarily because 

Madoff was paying less, but because of the parasitical draining of those returns in the 

form of fees for doing nothing by the feeder fund managers. Those returns meant his 

fame spread still further, everyone in the New York Jewish community knew 
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someone who was invested with him. There was no formal advertising, but anyone 

who wanted to get into the club was allowed to join. Eventually, people invested who 

didn’t even knew Madoff, or indeed his friends or family, but because they trusted the 

person who trusted another person down an ever lengthening chain that ended at 

Madoff. These wealthy clients were the start of what was to eventually fuse to make 

his vast global network of “feeder funds” as he tried to consolidate these numerous 

accounts.  

It was the strategy that was to set the roadmap for his future fraud as his network 

spread globally. A secret club at which, if you were lucky enough, you could become 

a member – you just needed to know the doorman (or woman).  

But as well as being the gatekeeper, Sol Alpern was also doing the books for 

Madoff. But he could not cope with the work, so he hired two other accountants, 

Frank J. Avellino and Michael S. Bienes. They liked Madoff’s returns and also started 

referring clients to him from as early as 1962, and they continued to do so for 30 

years. Eventually they gave up their accountancy business completely – it could not 

compete with what they were earning from Madoff. And that was almost the time 

when Madoff came closest to being exposed, because in taking money for him, 

Avellino & Bienes were doing a job that they were not licensed to do. Yet because 

they did no advertising and printed no brochures and in fact there was no paperwork 

at all they did not end up being discovered by regulators, at least at the start. It was 

not until much later when a client of Avellino & Bienes started trying to re-market the 

service, and printed up brochures – that the SEC finally realised what was happening 

under their own noses. 

That total had reached $441 million by the time the SEC closed them down for 

selling unregistered securities, and fined them $400,000. In its report, the SEC 

mentioned the fund’s “curiously steady” yearly returns to investors of 13.5% to 20%. 

But tragically for those that put their savings with Madoff after that date, the SEC did 

not look any more deeply into the matter, and never publicly disclosed Madoff. 

Madoff claimed the fact that the full $441 million was paid back showed it was not a 

pyramid scheme, but in fact those who were refunded had simply been pointed in the 

direction of reinvesting the money back with Madoff via a new fund. They effectively 

paid him to pay them back. 

One of those was Michael Bienes, who until 2007 had continued to invest several 

million dollars of his own money with Madoff, and said he had not doubted the 
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returns: “Doubt Bernie Madoff? Doubt Bernie? No. You doubt God. You can doubt 

God, but you don’t doubt Bernie. He had that aura about him.” 

Richard Walker, at the time the SEC’s New York regional administrator, said: “We 

went into this thinking it could be a major catastrophe. They took in nearly a half a 

billion dollars in investor money, totally outside the system that we can monitor and 

regulate. That’s pretty frightening.”  

It was a powerful lesson for Madoff, for whom the message was reinforced that he 

had to prevent his clients from bandying his name around too much. Bringing in pals 

who wanted to invest their money with him was one thing: shooting off their mouths 

where they might be heard by investigators or rivals was another matter, and 

customers were warned that loose lips could mean their expulsion from the money-

making club they loved to be a part of. 

And the best way of stopping people using his name of course was if they never 

knew it in the first place. So as Sonja Kohn was flying in Bank Austria executives to 

discuss setting up a network of feeder funds, one of the most important points on 

Madoff’s mind was the need to make sure his name was so well buried that as few 

people as possible knew about it.  

Why else would Bank Austria have created BAWFM that provided no meaningful 

services yet took substantial management and performance fees? Quite simply it 

provided a smokescreen. Without it the size of the Madoff Investment Advisory 

Business would have invited unwanted attention from regulators, sophisticated 

investors, and other hedge funds that could have discovered the fraud.  

When prosecutors in Austria commissioned an independent report into the Madoff 

affair by Dr Erich Pitak, he said that based on the documentation available and 

interviews by the Austrian FMA with those involved that there was no evidence that 

BAWFM had ever carried out its essential duties and responsibilities as an investment 

adviser.  

Officially, BAWFM was set up with the purpose of going offshore to look for 

investment vehicles and funds. That meant they should have then been screening 

potential investment managers and matching them to a strategy and portfolio of what 

they wanted to include – which in a typical Madoff feeder fund prospectus included 

“options and warrants”, “securities other than options” and “convertible bond and 

convertible preferred stocks”.  
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In reality though BAWFM was purely an artificial shell company to make it seem as 

if they were doing all of the above and in reality simply giving all of the money to 

Madoff. There was no screening of managers, there was no strategy except for the 

fictitious split strike strategy that could never have worked with the volume of money 

Madoff had to hand, there was no examination of other funds and there was no 

checking or controlling that the selected manager was doing what had supposedly 

been agreed. 

Thanks to the help of the members of the Bank Austria Conspiracy, Madoff 

succeeded in keeping this investment business secret right up until 2006, when Harry 

Markopolos’ attempts to put the spotlight on his investment advisory eventually 

resulted in the SEC investigating. 

* * * 

In the hedge fund industry Madoff’s Cosa Nostra approach went against the grain of 

what was considered normal. When managers produce fantastic returns, they usually 

wanted to shout it from the rooftops. They wanted to be on the cover of Fortune and 

Forbes magazines, hailed as the new masters of the universe. “It’s basic business 

good sense,” said Markopolos. “Yet Madoff threatened to turn away managers 

bringing him new business if they mentioned him too much.” 

There were many other red flags that shot up when the Madoff method was 

scrutinised. Perhaps the most significant is the fact that he claimed to be moving into 

and out of the market five or six times a year. 

This would, logically, mean there were long periods when he was not involved in 

the hurly burly of trading which would have drastically reduced his possibility to 

generate the fantastic earnings he claimed to be delivering. He needed at least 1% a 

month for his investors as well as money to cover all the other fees meaning a gross 

total of around 16% – month on month without a break.  

He should have been present in the market every second of every day to achieve 

that. According to Markopolos, if anybody looked hard at the Madoff books they 

would have had to draw no other conclusion than that Bernie Madoff had discovered 

the stock market Holy Grail. 

And he, like everyone else, knew that simply didn’t exist. One other point; with his 

fantastic results there could be no honest reason why Madoff was not taking the 

management fees he deserved, choosing instead to only accept trading commissions 

on the deals he was – allegedly - making. Just like no one investing with him really 
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wanted to probe too deeply about the secrets of his success, so they also didn’t ask 

why he did not reward himself in the traditional manner.  

The profits he promised were simply too good to allow too many questions, and at 

the end of the day, for the hedge fund managers who were pocketing the fees, it was 

somebody else’s money. The basic maths was that if they could stay there for six 

years they would have doubled their original investment.  

And there was another argument for the money managers to join Madoff. Typically, 

a hedge fund manager will seek to have a mixture of solid products balanced against 

higher risk products, and Madoff – so the illusion ran - represented the best in the 

industry for both low risk and solid returns. Anybody who didn’t have Madoff in their 

portfolio risked looking bad against their competitors.  

This was the poisoned legacy of Madoff. He became a plague in the street because 

managers who didn’t have Madoff products in their portfolio looked weak and 

ineffectual while those who admitted to trade with Madoff-linked funds came away 

with some of his stardust. The choice was simple in those frenetic times: Get Madoff 

on board – or get lost. It meant they either needed to get Madoff for their clients or 

lose the client to a bank who did have him. And Madoff not only made it easy, he 

made it lucrative. He allowed the feeder funds to earn higher fees than anyone else 

and always returned a profit.  

The Madoff infection spread, from the movers and shakers of Manhattan’s concrete-

and-glass canyons to the Main Streets of small-town USA. Portfolio managers across 

America suddenly began hawking funds related to the Madoff network as the latest 

must-have assets. And from there they spread out across the world – with by far the 

most significant of the places where Madoff was to take root being the tiny republic 

of Austria. What no one stopped to think about was that not everybody could make a 

profit all of the time. It had to stop somewhere. But most of those middle income 

investors did not have the same skills as professionals or institutions. They relied on 

the integrity of the financial advisers and fund managers they turned to. It meant they 

had no independent means of checking the bona fides of Madoff and his cohorts; all 

they had were the numbers which seemed to always crunch on the right side.  

They rushed like Lemmings to put everything they owned into the Madoff funds, 

even if many didn’t know his name. They saw the numbers though, and that was 

name enough. If people were to question too intensely the rule was: “If you don’t like 

it, leave.” It was the argument that was the speedy end to meddlesome questions. 
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Always. And although that was true for the uninformed masses, it was also true for 

the Madoff managers, who only had to sit back and count the large fees they were 

getting for not actually managing anything. 

Anyone who complained - for example, about the figures being sent by fax three 

days later and the lack of real time access to the trades - was given the same message 

as the managers themselves were passing on to investors. “The strategy is the 

strategy, and the results are the results. Take it or leave it,”- it was the Madoff dictum. 

Most agreed to take it. At day’s end, those fees were based on access to Madoff – and 

were they to end, it would have been a form of commercial harakiri. 

* * * 

As Markopolos’ employers increased the pressure on him to duplicate Madoff’s 

results, one of the people they sent him to meet was the aristocratic Frenchman Rene-

Thierry Magon de la Villehuchet, who with his Access International Fund attracted 

royalty and celebrities to Madoff. 

The theory was that the Frenchman who ran a 100% Madoff Feeder Fund might be 

persuaded to put some of his money which was all with Madoff into a rival to get 

some diversification, but only if Madoff’s strategy and result could be copied. 

Villehuchet was interested, and although the idea came to nothing he was to prove a 

good source of information about the way Madoff worked.  

At the start, Markopolos tried to persuade the eccentric Frenchman Madoff was a 

fraud, without success, in part because Access’ idea of due diligence centred around 

such bizarre strategies as having Madoff’s handwriting analysed in Europe to get an 

insight into whether he was honest. It was clear that against arguments like this 

Markopolos could not win, and eventually the pair agreed by mutual consent to stop 

debating it, and an unlikely friendship developed. 

Kohn and Villehuchet had one thing in common in that they both managed large 

amounts of money for Madoff. And while Villehuchet offered European royalty 

access to Madoff, Sonja Kohn offered access to wealthy individuals, businessmen, 

and other private investors. Villehuchet had something Kohn would have liked, he 

was a blue-blooded European aristocrat. She did not have a title or a 400-year-old 

ancestral estate in France like Villehuchet, but she did have Austria’s top PR agency 

on her side. And her use of royal sounding words like Medici and Windsor in naming 

her companies or the imperial crests on her stationary show that has constantly 

aspired to join the club he was in. On her side Sonja Kohn had something Villehuchet 
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would have loved, and something that ultimately might have saved his life, an 

understanding of the markets that were beyond him. He had tried to understand 

Markopolos’ arguments, but had failed, his handwriting tests had confirmed Madoff 

was worthy of his trust, and he even put all his own money with ‘Bernie’ – so sure 

was he of the fact it was not a scam. 

When he learned in December 2008 that Madoff was a fraud it destroyed him, and 

after swallowing an overdose he placed two bins either side of him in his office and 

slit his wrists. He could not face his family, or his elite investors like Philippe Junot, 

the former husband of Princess Caroline of Monaco, and Liliane Bettencourt, 

daughter of the founder of the French cosmetics giant L’Oréal.  

When a scheme like Madoff collapses everybody in his wake claims to be an 

innocent victim, yet as the TLM paperwork shows that cannot be the case, and clearly 

not all of the people in the Madoff fraud were innocent, but likewise as the case of 

Villehuchet demonstrates, not all of those at the top were guilty.  

Sonja Kohn at least had a PR adviser to represent her at the end, to ram home the 

message that she was a victim, perhaps the biggest victim of them all. She also had 

the best lawyers, Wolf Theiss – the biggest and arguably the best of the legal firms in 

the country. 

But the difference between her and a clearly genuine victim like Villehuchet is that 

he did not have the understanding of the markets to have known the truth. Yet with 

Sonja Kohn, even if you have a situation where she says she did not know, and was a 

victim like the rest, given all the evidence is that really believable? How could she 

and indeed the other members of the Bank Austria Conspiracy not have known? And 

if she really did not know as she claims, why did she and the others go to such 

elaborate efforts to find ways around the rules and regulations introduced to protect 

investors against people like Madoff? 

Villehuchet had at least attempted with Markopolos to create a rival fund to Madoff, 

even if they had failed. But there were no such efforts from Sonja Kohn and her Bank 

Austria network. They simply created clones and continued to feed all the money to 

Madoff. Following the rule of why look for a complicated answer when a simple 

answer will do, the fact is that they knew because it is quite simply unbelievable that 

they could not have known. 

If you look at the examples mentioned so far like TLM, John Absood or Harry 

Markopolos it is remarkable that they had realised Madoff was a fraud based on only 
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a fraction of the big picture. TLM had known it when he saw the trading slips, 

Markopolos when he looked at the market data and matched that with Madoff returns, 

Absood by looking at the promotional material for the Herald USA fund and realising 

that it could not be correct.  

In every case when they followed up their suspicions, the arguments of Madoff and 

his lieutenants crumbled. But the key question is not why did the SEC and others miss 

the signs that these other lone fighters for the truth spotted from the start, but rather 

how is it that people like Sonja Kohn and the members of the Bank Austria 

Conspiracy, who did have the full picture, ever manage to argue that they could not 

have known? 

Absood was suspicious because he could not match what was being claimed in the 

prospectus with the returns. Yet what about those who had lied to create the 

prospectus in the first place? Who had flown to New York with Sonja Kohn to discuss 

with Madoff how to bypass the safeguards aimed at protecting investors and created 

the prospectus to get round those issues? Those who knew they were lying in the 

image they were giving the public? 

TLM knew something was wrong from the trading slips, and as a former trader, 

Sonja Kohn could not have failed to know the huge risk they represented, yet she had 

set it up to make sure they were accepted. She would work on them herself, she 

delivered them by hand in the early days, and her willing partners at Bank Austria 

accepted it, right from the start when hand-written bits of paper and faxes would turn 

up from her that went against every standard of professional banking behaviour and 

that did not offer the “due diligence expected from an orderly business”.  

Another reason to keep it small was that the cash to pay the 15% would have had to 

come from ripping-off investors in his broker dealership. The more money invested in 

the fund, the more money he would have been forced to drain from the broker 

dealership. Eventually, it would have been spotted by some of his more sophisticated 

customers. If people were flocking to Madoff because they thought he was front 

running, it meant that those clients that believed this would have avoided his broker 

dealership, because ultimately they would have been the ones losing out as he fronted 

their orders with his own. 

Madoff got round that suspicion and allayed fears by paying for volume, and while 

his rivals made their money by charging around 12.5 cents per trade, Madoff was 

actually paying 2 cents a trade. It made sure his broker dealership remained a major 
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player – but again raised costs and reduced income he could have legitimately 

claimed. 

Markopolos in particular knew with no insider information, how could Sonja Kohn 

and the Bank Austria conspirators not have known? 

Why else for example would she have told her closest friends to pull out when she 

realised that the collapse of BLMIS was imminent? In August 2008 for example she 

had urged New York real estate developer and close friend, Avery Egert, to withdraw 

his investment in Herald (Lux) Fund. Kohn made this warning only four months after 

soliciting Egert’s initial investment. Why? The trustee in his letter to Austria said she 

knew, this book argues she knew because it is impossible to believe that she could not 

have known, and is it possible that she could have kept it from her bank Austria 

partners, some of whom had written books on financial fraud, others whom were the 

directors of trading desks? How did she keep it from them, and did she even try? 

Kretschmer in 1992 wrote a discussion paper in the Österreichisches Bankarchiv 

(Austrian Bank Archive) magazine. He was billed as an expert in international stock 

exchange laws and insider trading. He wrote newspaper commentaries on interpreting 

the new stock exchange act in 1993, in the same year he wrote a review of a book by a 

Swiss author called Securities Trading and Broker Dealer Relationships (7). What is 

notable about this book is that he was reviewing it at the same time as Primeo was 

being incorporated and he was the project manager. It includes the statement: “The 

fraud risk with a broker is especially high if you leave the securities with the broker.” 

So in summary: He was discussing insider trading laws in 1992 and 1993, and in 

1995 he wrote a book with the lawyer Hausmaninger about exactly this topic called 

Insider Law and Compliance, a 200-page book, and both of them were involved with 

Madoff.  

The members of the Bank Austria Conspiracy would have had another opportunity 

to find out the truth in 2001 thanks to Mr Markopolos. Frustrated by the SEC, but still 

convinced that he should tell the world Madoff was pulling off a financial crime of 

gargantuan proportions, the whistle-blower managed to get business reporter Michael 

Ocrant to write a story questioning Madoff’s returns. The MARHedge magazine, a 

small industry publication for hedge fund managers and others working in the 

markets, only had a small circulation, but it was read by the big financial gorillas of 

Wall Street and the Square Mile in London. 
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Ocrant was not a journalistic minnow – he had a reputation that demanded he be 

heard. In a story he wrote in 1994 he revealed how Hilary Clinton – then the wife of 

Arkansas governor William Jefferson Clinton – turned a 1,000 dollar investment in 

cattle futures into a Madoff-style return of 100,000 dollars in a single deal in 1978. 

Ocrant could detect the flaws in Hilary’s story that she had made the investment 

simply by reading the Wall Street Journal and said he spoke to the chairman of a 

commodities exchange, asking him: “What are the chances she is telling the truth? 

That it really happened that way?” The balding chairman of the firm replied 

laconically: “About the same as me waking up tomorrow with a full head of hair!” 

Ocrant later received the National Press Club annual award for breaking news for his 

role in the Clinton windfall. 

Based on his new found success as a financial journalist to be trusted, he wrote a 

story in May 2001 on Madoff after a tip-off from Markopolos. The headline read: 

‘Madoff Tops Charts; Sceptics Ask How.’ In it reporter Micahel Ocrant stated: “Most 

of those who are aware of Madoff’s status in the hedge fund world are baffled by the 

way his firm has obtained such consistent, non-volatile returns month after month and 

year after year. Madoff has reported positive returns for the last 11-plus years in 

assets managed on behalf of the feeder-fund known as Fairfield Sentry which, in 

providing capital for the programme since 1989, has been doing it longer than any of 

the other feeder funds. Those other funds have demonstrated equally positive track 

records using the same strategy for much of that period. 

“Those who question the consistency of the returns, but not necessarily the ability to 

generate the gross and net returns reported, include current and former traders, other 

money managers, consultants, quantitive analysts and fund of fund executives, many 

of whom are familiar with the so-called split strike conversion strategy used to 

manage the assets. These individuals, more than a dozen in all, offer their views, 

speculation and opinions on the condition that they wouldn’t be identified. They noted 

that others who use or have used the strategy – described as buying a basket of stocks 

closely correlated to an index, while concurrently selling out of the money call 

options on the index and buying out of the money put options on the index – are 

known to have had nowhere near the same degree of success. 

“The strategy is generally described as putting on a “collar” in an attempt to limit 

gains compared to the benchmark index in an upmarket and, likewise, limit losses to 

something less than the benchmark in a down market, essentially creating a floor and 
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a ceiling. Madoff’s strategy is designed around multiple stock baskets made up of 30 

to 35 stocks, most correlated to the S&P 100 index. Throughout the entire period 

Madoff has managed the assets the strategy, which claims to use OTC options almost 

entirely, has appeared to work with remarkable results. 

“Among all the funds on the database in that same period, the Madoff/Fairfield 

Sentry Fund would place at number 16 if ranked by its absolute cumulative returns. 

What is striking to most observers is not so much the annual returns – which, though 

considered somewhat high for the strategy, could be attributed to the firms market-

making and trade execution capabilities – but the ability to provide such smooth 

returns with so little volatility. The best-known entity using a similar strategy, a 

publicly traded mutual fund dating from 1978 called Gateway, has experienced far 

greater volatility and lower returns during the same period. 

“Bernard Madoff, the principal and founder of the firm, who is widely known as 

Bernie, is quick to note that one reason so few might recognise Madoff Securities as a 

hedge fund manager is because the firm makes no claim to being one. The Madoff 

feeder funds – New York-based Fairfield Sentry and Tremont advisers Broad Market, 

Kingate, operated by FIM of London, and Swiss-based Thema – derive all the 

incentive fees generated by the programme’s returns (there are no management fees), 

provide for the administration and marketing for them, raise the capital and deal with 

investors, says Madoff. Madoff Securities role, he says, is to provide the investment 

strategy and execute the trades for which it generates commission revenue. 

“While Bernie Madoff refuses to reveal total assets under management, he does not 

dispute that the figure is in the range of $6 billion to $7 billion. Sceptics who express 

a mixture of amazement, fascination and curiosity about the programme wonder, first, 

about the relatively complete lack of volatility in the reported monthly returns. 

Among other things, they also marvel at the seemingly astonishing ability to time the 

market and move to cash in the underlying securities before market conditions turn 

negative: And the related ability to buy and sell the underlying stocks without 

noticeably affecting the market. In addition, experts ask why no one has been able to 

duplicate similar returns using the strategy and why other firms on Wall Street 

haven’t become aware of the fund and its strategy and traded against it. 

“As for the specifics of how the firm manages risk and limits the market impact of 

moving so much capital in and out of positions, Madoff responds first by saying, “I’m 

not interested in educating the world on my strategy, and I won’t get into the nuances 
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of how we manage risk.” He reiterates the undisputed strengths and advantages the 

firm’s operations provide that make it all possible. Indeed, says Madoff, the firm itself 

has received numerous buyout offers but has so far refused any entreaties because he 

and the many members of his immediate and extended family who work there 

continue to enjoy what they do and the independence it allows, and have no desire to 

work for someone else.”  

This could however also be interpreted simply as; I don’t want to sell, because if I 

did people would see that I had nothing to sell.” 

The article ends: “Madoff, who believes that he deserves ‘some credibility as a 

trader for 40 years,’ says ‘the strategy is the strategy and the returns are the returns’. 

He suggests that those who believe there is something more to it and are seeking an 

answer beyond that are wasting their time. 

* * * 

The article could not have spelled out more clearly the worries swirling around the 

magical returns of the Madoff funds. Although in a small niche publication, there 

were later articles on the same theme in the prestigious Wall Street Journal and 

Barrons (a financial magazine with huge clout in the USA). More importantly, 

however, in Austria – nerve centre of Sonja Kohn’s operations – the FONDS 

Professionell, or Fund Professional, magazine repeated all the claims in the original 

article in an issue published in May 2001. But nothing happened – neither in America 

nor in Europe. Investors continued to flock to Madoff, and in Austria the Sonja Kohn 

‘powerhouse’ didn’t even pause for breath as it continued to expand its money 

harvesting network for Madoff. 

Could they claim that they had not seen any of the reports? The answer is no. The 

proof of that is in a letter to BAWFM in 2003 from the law firm Kaye Scholer. 

Instead of using Aksia or one of the professional companies to do due diligence on 

Madoff – BAWFM had hired a top law firm - one that, while being world leaders in 

litigation, might not have been regarded as the best option for checking out Madoff. 

Could it be that BAWFM wanted to avoid a firm like Aksia that might have told 

them something they did not want to hear, or could it have been that they were giving 

an assignment to a law firm knowing it would block that law firm in taking any later 

action against them as they were then a client, and additionally might struggle to 

answer if BAWFM were to ask them why they had not spotted the fraud? 
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Whatever the reason, all Kaye Scholer did was essentially a trawl of the Internet for 

data that they then filed back as a report to BAWFM - interestingly though what it did 

find was the Michael Ocrant report and quoted the fact that in 2001 Madoff had 6 to 7 

billion under management, and that it had been added to since then.  

It would also have been possible via the Internet back in those days to check 

whether he was authorised to act as a fund manager as the report stated, which of 

course he wasn’t. The only reason to avoid registration would have been if he’d had 

an organisation too small to register – but if there was any doubt that he was a big 

player this report confirmed it. So even if BAWFM managers said they had not read 

the magazine report, the Kaye Scholer report was something they had commissioned. 

Therefore someone must have read it. 

That person though may not have been Ursula Radel-Leszczynski, three days after 

the Kaye Scholer fax was sent she was writing to Hans-Jörg Stemeseder, in charge of 

auditing Bank Austria’s international business. She wrote: “I am enclosing a report 

from the US lawyers Friehling & Horowitz.” She then passes on reports from 

Madoff’s accountants, Friehling & Horowitz, detailing Primeo Fund Class B figures 

that were being discussed with Ernst & Young. By this point she had been head of 

BAWFM a year and she still did not know the name of his accountants or the 

difference between an accountant’s balance sheet and a legal letter. 

* * * 

One of the most remarkable facts that also applied to Austria was probably best 

summed up by Harry Markopolos: “Probably what surprised me most was how many 

people knew Madoff was a fraud. Years later, after his surrender, the question most 

often asked would be: “How could so many smart people not have known? How 

could he have fooled the brightest people in the business for so long?  

“The answer, as I found out rather quickly, was that he didn’t. The fact that there 

was something strange going on with Bernie Madoff’s operation was not such a secret 

on Wall Street. It was obvious, at least in my opinion, that the largest investment 

firms either knew or suspected that Madoff was a fraud. None of them – Merrill 

Lynch, Citigroup, Morgan Stanley – had invested with him. In fact a managing 

director at Goldman Sachs brokerage operation admitted to me that they didn’t 

believe Madoff’s returns were legitimate so they decided not to do business with 

him.” 
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Yet the attempt to prove this was one of the big setbacks for the Madoff trustee 

seeking money for his victims when the federal appeals court rejected his bid to 

recover nearly $30 billion from JPMorgan Chase & Co. and other banks he accused of 

aiding in the swindler’s fraud. 

Picard had argued that the banks ignored “red flags” of fraud, often to win more fees 

and commissions for services they provided to Madoff and his firm, and should pay 

their “fair share” to cover victims’ losses. But the 2nd US Circuit Court of Appeals in 

New York said Picard lacked standing to pursue claims on behalf of former Madoff 

customers because of a complicated legal argument. It said that the claim was 

disallowed because Picard was effectively “standing in the shoes” of BLMIS, and 

therefore could not pursue other claims on behalf of the firm’s bankruptcy estate over 

a fraud that the firm itself had orchestrated. 

It was a victory for JPMorgan, which had been Madoff’s main bank, as well as 

Britain’s HSBC Holdings Plc, Italy’s UniCredit and Switzerland’s UBS AG, because 

although it did not clear them of the allegations, it basically meant that the trustee was 

not the one to bring the case. The judge even added in a footnote that “it is not 

obvious why customers cannot bring their own suits” against the banks. 

Picard too can still appeal, but if he fails it will mean a significant loss, according to 

fraud lawyer Kathy Bazoian Phelps, a partner at the legal firm Diamond McCarthy in 

Los Angeles, who said: “In dollars, it’s a significant defeat, and it’s a shame for 

defrauded victims because the purpose of a trustee is to recover funds for them.” 

Some of the evidence against UniCredit Bank Austria is outlined clearly in this 

book (in the three years UniCredit was fully integrated into the conspiracy its feeder 

funds pumped $4,636,467,940 into BLMIS). But the evidence against JP Morgan 

Chase is also worth a mention. Picard pointed out that they had demanded $250 

million – their entire investment in the Fairfield Sentry Fund – as well as investments 

in other Madoff managed funds including the Herald Fund in September 2008 – the 

time when his slush fund was almost used up.  

They would have known that his funds were gone, they had held his account since 

1986 when they were the Chemical Bank that eventually became JP Morgan Chase, 

the bank that managed Madoff’s money up to the end. They knew exactly how much 

money he had in his bank accounts – as they were the primary banker used by 

Madoff. The allegation was that it was wilfully blind in its dealings with Madoff, and 
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had ignored its own executive’s clearly documented suspicions about him over the 

years.  

In the Trustee’s case it pointed out how John Hogan, Chief Risk Officer at 

JPMorgan Chase on June 15, 2007, had written: “For whatever it’s worth, I am sitting 

at lunch with Matt Zames who just told me that there is a well-known cloud over the 

head of Madoff and that his returns are speculated to be part of a Ponzi (Pyramid) 

scheme.” 

The complaint says that even though the story has been told time and time again 

about how Madoff duped the best and the brightest in the investment community, the 

reality was that many knew exactly what was going on, and deliberately turned a 

blind eye to it. Or rather some turned a blind eye, and others that were at the very 

centre of that fraud were actively complicit in it. 

It said: “JPMorgan was BLMIS’s primary banker for over 20 years, and was 

responsible for knowing the business of its customers—in this case, a very large 

customer. JPMorgan is a sophisticated financial institution, and it was uniquely 

situated to see the likely fraud. Billions of dollars flowed through BLMIS’s account at 

JPMorgan, the so-called “703 Account,” but virtually none of it was used to buy or 

sell securities as it would have been had BLMIS been a legitimate business. 

“If that triggered any warnings, then these must have been suppressed as the drive 

for fees and profits became a substitute for common sense, ethics and legal 

obligations. It is estimated that JPMorgan made at least half a billion dollars in fees 

and profits off the backs of BLMIS’s victims. 

“JPMorgan also profited from the Ponzi scheme by selling structured products 

related to BLMIS feeder funds to its clients. Its due diligence revealed the likelihood 

of fraud, but JPMorgan was not concerned with the devastating effect of fraud on 

investors. Rather, it was concerned only with its own bottom line. 

“JPMorgan allowed BLMIS to funnel billions of dollars through the 703 Account by 

disregarding its own anti-money laundering duties. From 1986 on, all of the money 

that Madoff stole from his customers passed through the 703 Account, where it was 

commingled and ultimately washed. JPMorgan had everything it needed to unmask 

the fraud.  

“JPMorgan lent legitimacy and cover to BLMIS’s operations, and allowed BLMIS 

to thrive as JPMorgan collected hundreds of millions of dollars in fees and profits and 

facilitated the largest financial fraud in history.”  

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version) 179 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



The complaint added that in October 2008, JPMorgan had finally reported Madoff, 

but “only when its own money was at stake”. In a filing of suspicious activity made to 

the United Kingdom’s Serious Organised Crime Agency (“SOCA”) the bank said that 

it knew that Madoff was “too good to be true,” and a likely fraud for two reasons:  

Firstly that the investment performance achieved by BLMIS’s funds was so 

consistently and significantly ahead of its peers year-on-year, even in the prevailing 

market conditions, as to appear too good to be true; therefore it probably was too good 

to be true. 

And secondly, suspicion was raised about the lack of transparency around MSIL’s 

trading techniques, the implementation of its investment strategy, the identity of its 

OTC option counterparties; and its unwillingness to provide helpful information. 

But as the trustee pointed out, none of this information was new to JPMorgan —it 

had known it all for years: “Incredibly, even when it admitted knowing that BLMIS 

was a likely fraud in October 2008, JPMorgan still did nothing to stop the fraud. It did 

not even put a restriction on the 703 Account. It was Madoff himself who ultimately 

proclaimed his fraud to the world in December 2008, and the thread of the 

relationships allowing the fraud to exist and fester began to be revealed as well.  

“JPMorgan’s complicity in Madoff’s fraud, however, remained disguised, cloaked 

in the myth that Madoff acted alone and fooled everyone.”  

Markopolos and those that helped him to gather evidence about Madoff said that 

when they spoke to fund managers, most said that they knew the split strike strategy 

could not be working the way Madoff claimed – but that it didn’t matter as he was 

generating his returns illegally from front running. He was one of the true criminal 

geniuses who never minded that he was suspected of illegal activity in one area 

because it kept the spotlight of the law from shining in another where he was really 

illegal. 

Bernie Madoff’s brokerage firm was doing a substantial amount of trades. In the 

early 1990s Madoff Securities was reputed to be responsible for almost 10% of the 

day trading in New York Stock Exchange listed securities. By the end of the decade, 

the company was the sixth largest market maker on Wall Street, and the fact that 

people did not take apart his split strike strategy in any detail was down to the fact 

that most of them were convinced he was front running. 

Madoff bamboozled his clients. He said that he had a big advantage in that he 

determined what stocks to buy or sell when he came in and out of the market based on 
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his intimate knowledge as a trader. Most, if not all, assumed that meant he used the 

knowledge gained from his role as a middleman in stock trades to do front running. 

He rarely said it directly, but he certainly encouraged the idea.  

The failure to find evidence of misdeeds only enhanced his reputation as a Merlin 

among mortals, someone gifted to turn the basest stocks into gold. That he was 

nothing but a cheap fraudster operating one of the oldest scams known to man was 

hidden from the world by greed – and his willing disciples. A document in the TLM 

Files shows clearly that Bank Austria officials were among those that had been told 

the continuing, baffling Madoff success story was based on front running. It is a 

summary of visits made by bank staff BLMIS starting in 1998 and ending in March 

2000 with regards to the bank’s own Madoff feeder fund, the Primeo Select Fund. 

The document that is also referenced in a later Bank Austria internal audit details a 

meeting between Bank Austria staff and Bernard Madoff, his son Mark Madoff and 

his deputy Frank DiPascali. 

It comments on the methods of Madoff – pointing out that the split strike strategy 

that had been in use since 1989 meant that the portfolio was always fully hedged and 

protected on the downside in case of market decline but limited on the upside in a 

bullish market. It said that Madoff did not use leverage (which means he didn’t 

borrow money to fund his activities and therefore had no debt). Frank DiPascali 

further explained the strategy by saying: “If a larger drawdown occurs we lean back, 

watch the market and rely on our hedge – we never sell in panic. If the hedging is 

correct, it should work.” 

It noted that Madoff often converted everything to cash and that the average 

performance of Primeo select was around 15%, confirming that he was not even 

always in the market. But the really crucial point to the whole memo was on the 

second page where it said: “The strategy is strongly supported by special computer 

systems with custom-designed computer programmes. The investment decisions are 

however fully discretionary performed by the managers. BLMIS does not pretend to 

be able to see the direction of the market in the future, but as Frank DiPascali put it: 

‘Maybe we can predict only the next 10 or 15 minutes but we watch the market 

continuously and if we get in an order to buy a large stake of equity which is quoted 

currently at $40 with a limit up to $44, there can’t be anything wrong with buying the 

same stock for our portfolio at $41 or $42’.” 
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Front-running. Bank Austria knew he was doing something criminal, yet they went 

ahead and invested people’s money with him anyway. 

The report is headed: “Confidential. At the wish of the manager, his name shall not 

be disclosed to the shareholders or to the general public.” 

Not disclosed. And this wish was carried out. When Sonja Kohn created her first 

Madoff feeder fund, Primeo Select, she met Madoff frequently to discuss the 

structure. At his insistence, she never mentioned his name in any of her literature. The 

size and reach of the Madoff business worldwide was the reason Markopolos 

continued to try and expose him. He discovered that fact when his firm, Rampart, sent 

him on a trip around Europe to attempt to sell a strategy that copied Madoff with the 

Frenchman Villehuchet.  

Markopolos had finally done his best to create a rival product to Madoff, and had 

been dispatched to try and sell it. It was on that trip to Europe that he realised the 

extent of Madoff’s network - and that the size of the network was based on the fact 

that the Europeans truly believed Madoff was front running on an epic scale. 

Markopolos said: “It became clear to me that the Europeans believed he was front 

running – and they took great comfort in it. They thought it was phenomenal because 

it meant the returns were real and high-end consistent, and that they were the 

beneficiaries of it. They certainly didn’t object to it, there was a real sense of 

entitlement on this level. To them, the fact that he had a seemingly successful broker-

dealer arm was tremendously reassuring, because it gave him plenty of opportunity to 

steal from his brokerage clients and pass the returns on to them. They never bothered 

to look a little deeper to see if it was tricking other clients – like them – for example. 

What they didn’t understand was that the great crook cheats everybody. They thought 

they were too respectable, too important to be cheated. Madoff was useful to them, so 

they used him.” Or so they thought. 

Markopolos went on: “Just like the Americans I spoke to, they thought they knew 

his secret. Several people admitted to me, ‘Well, of course we don’t believe he is 

really using split strike conversions. We think he has access to order flow.’ It was said 

with a verbal wink and a nod, we know what he’s doing. And if the American Madoff 

got caught, well, that’s life. They believed that the worst that could happen was that 

he could go to prison for a long, long time. But they would get to keep their ill-gotten 

gains and would get their investment back because they were offshore investors and 

the US courts had no legal hold on them.” 
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In short, there is no defence for people in the business who knew that the regulator 

safeguards had been dismantled because they had implemented it, people who knew 

the volume of assets Madoff had under management, and who knew that it was 

impossible that $20 billion plus could be run by a single hedge fund manager using 

the strategy described, and certainly not to consistently earn an average annual gross 

returns of 16%.  

If they did know, it was clearly illegal. According to § 286 of the Criminal Code 

(StGB), a person is required by law to report a suspicion of criminal acts. Failure to 

do so makes the person implicit in the crimes and liable to the same punishment as the 

perpetrator. And that is for simply looking away. Or there is also to § 12 of the 

Criminal Code, which covers not only looking away, but doing something to help 

make sure the criminal act is carried out more easily, like for example removing 

obstacles to them carrying out their crime. And after the event there is § 299 of the 

Criminal Code, which is where there is an active attempt to hide what had happened 

from prosecutors. 

From the evidence, there are a few that fit into this category and were well informed 

enough to have known, yet Why to-date has nobody been charged in Austria?  

People like Kretschmer, Hemetsberger and Kohn who wrote books and magazine 

articles on the financial markets. Why else would Hemetsberger be earning millions 

sorting out the financial fraud in Salzburg if his knowledge was not encyclopaedic of 

such matters? And somebody like Sonja Kohn, a qualified professional who had had 

her own bank, who could recreate a structured product in her head in the middle of 

discussing a deal with a client, who had been honoured for her financial acumen right 

up to the end, and who had organised deals transmitting at least nine billion dollars to 

Madoff. 
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Chapter Six 

The X Factor 

 

What’s breaking into a bank compared to founding one? 

- Macheath, The Threepenny Opera, a socialist critique of capitalism 

 

Madoff was a fraud, and it did not need the vast resources made available by the US 

government to prove it. Madoff admitted it from the moment FBI agents knocked on 

the door of his 10,000 square foot, €8 million Penthouse on Manhattan’s 133 East 

64th Street, and a short while later led him away in handcuffs.  

But guilt was only the start, and the money that was available under the Securities 

Investor Protection Act (SIPA) was needed as the trustee attempted to reconstruct 

exactly how Madoff had done it, to see who his enablers were, and to bring them to 

justice. From the evidence of Markopolos, interviews with Madoff and his New York 

staff, and the evidence from the cash flows, a detailed picture emerged.  

The evidence that emerged after Madoff’s arrest showed how the Madoff universe 

moved, and where its stars were located, but it also showed a picture of a Universe 

with a very large black hole, a black hole that centred around Sonja Kohn and the 

members of the Bank Austria Conspiracy who she sucked into her orbit. Individuals 

who not only must have known it was a con, but who actively engaged in fraudulent 

activity themselves to set that network up. People whose activities were designed to 

give an international dimension to a planned, serious, organized commercial fraud 

implemented in clear support of a major Austrian investment group. 

The trustee Mr Picard knew it, but his case attempting to prove it was thrown out in 

the first instance, not because those accused were innocent, but because he was the 

wrong person to bring it. It did not mean his allegation that UniCredit Bank Austria 

knew all along did not stand up. Nor did it mean that there was not a network of key 

people who used their positions in Bank Austria, and their connections to a wider 

political network, to create a fraudulent distribution system. Nor did it mean that there 

was no evidence of massive fraud. In fact, there was a mountain of evidence that 

pointed to just that.  
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But for some reason, when it comes to Austria, that evidence was hard to expose, 

almost like it had been buried, and concreted over.  

As the previous chapter showed, in Madoff’s US operation, the structure has been 

taken apart and put back together in thousands of newspaper articles and books. But 

in Austria? The trustee had the budget thanks to SIPA, which maintains a fund 

intended to protect investors against people like Madoff. But they did not have the 

connections, and certainly not the understanding of the way things worked. Picard 

probably didn’t realise that anyone seen to be helping him might just as well forget 

ever doing business in Austria again. The end result was that the trustee spent $1.1 

million paying Austrian lawyer Ewald Weninger, who had then allegedly simply 

handed over everything to the other side, his strategy, his secrets, his information. Did 

that include the people he had interviewed in confidence? 

Picard sued Ewald Weninger and his company, Ewald Weninger Rechtsanwalts 

GmbH, demanding back the fees he had paid in a complaint filed in the U.S. 

Bankruptcy Court for the Southern District of New York. In it, Picard claimed 

Weninger “was a faithless servant”. He added that Weninger betrayed him, revealing 

his documents, strategies and tactics to “one or more third parties.”  

But while Weninger may have not revealed much of use to the Americans, the 

Austrian operation was brought sharply into focus thanks to the TLM files. 

Information that offered the chance to shine a light on just what the situation was in 

the Alpine Republic, and the truth of the trustee claim.  

It was complicated legal and financial data written in German, clearly impossible 

for one reporter to take apart in a year, even if that person was a financial expert. But 

there had also been a lot of experts interviewed in the research for this book, and the 

answers had indicated who was really independent and who did care about the fraud 

and abuse that had happened, was still happening, and would continue to happen until 

it was made public. 

This group agreed to spend a month in June taking apart those files. Who were this 

expert team? Mostly journalistic contacts either known for years or else as mentioned 

people met during the process of gathering evidence for this work, people who it was 

clear could be trusted. And they were crucially not people who had known anything 

about Madoff before it blew up, and who therefore had an open mind and a clean slate 

in looking at the evidence. But there was a small group of experts that set about 

digging through the TLM paperwork over the next month and at the end produced a 
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confidential, and anonymous, report, and a series of diagrams, all based purely on the 

evidence and no prior knowledge. As those behind it were experts from the financial 

and legal sphere, it was a project of experts, or Project X for short. 

The conclusion: That Sonja Kohn and a small group of senior banking executives 

centred around Bank Austria had established a network of companies over the two 

decades prior to Madoff’s collapse purely for the purpose of feeding money to Madoff 

– and bypassing the regulators. Starting in the early 1990s, the members of this 

conspiracy had built up an international network that had no other purpose other than 

to transfer capital from investors (private and institutional investors) into the pyramid 

scheme belonging to Madoff.  

To quote the report: “To enable this, countless companies were set-up worldwide. 

These companies took over various functions of other companies, in particular 

management, advisory and valuation functions. 

“This complex and confusing international corporate structure operated on a system 

of reciprocal participation. Here, Kohn secured influence either personally or through 

her officially owned companies or trust companies. In this she managed, for the most 

part, to keep secret the full dimensions of the capital transfers she was involved in, 

estimated to be about nine billion dollars. Similarly, in each of the agreements, 

whether management or consulting agreements, non-standard contractual terms were 

employed that were a clear attempt to bypass the rules. This further muddied the 

waters of what should have been a basic form of transparency between two or more 

contracting partners.” 

Or at least it should have been, if it was carried out with the “care and diligence of a 

prudent business”. 

Project X continued: “What the conspiracy members did over dozens of meetings 

with Madoff, Kohn and each other was to create a simple basic plan for a fund that 

was to be the master fund, the fund that would be the model for all the other funds. 

Designed so that it could be easily set up, so that it could bypass the rules designed to 

protect investors, and so that it could be copied to create the rest of the network that 

was eventually to exist around the members of the Bank Austria Conspiracy. 

“As the scheme expanded and new funds were tacked on, little changed to the basic 

structure. The central fabric remained intact. It was only in the sales method that there 

was really any change, in response to the need to create new product classes, even if 

they were all essentially clones of the master fund. The result was that while the 
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structure experienced a change in its size over the years, its basic strategy remained 

identical. This was essential to disguise the true dimensions of the Madoff pyramid 

scheme, at least if it was to exist over any length of time. Right from the start it was 

clear this had been set up in a way that allowed the transferring of large amounts of 

capital from investors without allowing anyone to recognize its real dimensions. 

“A company set up in such a way as this, which was rolled out internationally, can 

only function through the use of excellent political contacts in each country. This 

political dimension - without which this entire façade could not have functioned - 

pervades the entire business concept.  

“Politicians were first found to provide political influence which would enable rapid 

and efficient implementation of the corporate and technical foundation of the 

company network. After the successful establishment of each new company, these 

same politicians could then expect highly paid executive functions within the 

structure. This was implemented perfectly and ruthlessly, particularly in Austria, but 

also in Liechtenstein and Gibraltar.  

“The significance of Bank Austria cannot be underplayed, as it was clear that a 

central ‘processing platform’ was required that had a sufficient reputation and market 

standing to act as the hub. And furthermore, it needed to have sufficient resources 

both in terms of technical expertise and personnel to further oil the cogs of the 

machine. The processing platform, technical and staff resources were essential if the 

network was to be set up in a sustainable way that would both guarantee and 

implement a global system of cash transfers.  

“For that, Bank Austria was perfect, but it was also clear that there was a problem. 

Even with key people in place at the top to prevent too much insight to those lower 

down the chain of command, there was still the risk that the true purpose of the 

network would be discovered and the pyramid scheme would be exposed. At the end 

of the day, Bank Austria was a big organization with all sorts of internal checks and 

controls, and there needed to be a way to negate those permanently. 

“For this reason, the Bank Austria Conspiracy team and Kohn developed a structure 

which used the banks existing administrative structure, but also ensured that the 

decision-making only occurred in outsourced companies overseas. The countries 

chosen for these outsourced companies were chosen on the basis that they had less 

robust and regulated legal system than Austria.  
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“The corporate bodies of these companies were once again occupied by the Bank 

Austria Conspiracy inner circle, who were constantly involved in the transactions and 

dealings needed to make sure the scheme ran smoothly. Only with a structure like this 

was it possible to maintain a system that had the sole purpose of bringing capital into 

the pyramid scheme for years on end. And the network continued to grow throughout 

that time, through the number of contacts it had, the level of organisation, and the size 

of its structure – but always at the end of the day with the same simple aim of 

allowing the uninterrupted flow of investors’ funds.  

“To work properly, it needed a product that had wide appeal. Ideally, they needed 

something suited to as wide a spectrum of investors as possible, whether institutional 

or private, long term or short-term. And it needed to be able to demonstrate 

continuing, stable and convincing yields with capital guarantees.  

“The truth is of course that a ‘dream product’ like this did not exist. It might exist in 

a fantasy world but not in the real world, not if it was legal at least. The members of 

the inner circle were all too aware that without illegal insider knowledge, or the magic 

of the philosopher’s stone, it was not possible to generate more predictable returns. 

They knew it because almost all the members of the inner circle had a form of 

economic or mathematical education and - through their respective professional 

functions – all had ongoing contact with the realities of the financial markets. Some 

had contributed articles to academic journals, or had written books on topics relating 

to the financial markets.  

“It meant they not only had the financial skills to create the sort of complicated and 

entirely fabricated construction that would fit the profile of the ‘dream product’, but 

that they also had the information and the knowledge to know what was behind it all, 

and that the whole scheme was a fraud. There can be no other reason to explain why 

Kohn, Madoff and the inner circle went to such lengths to negate the due diligence 

processes. 

“These processes, as they would have all known, are an essential and fundamental 

part of every institutional investment decision, yet they were simply and deliberately 

bypassed. Madoff was deliberately presented as an untouchable Wall Street ‘guru’ 

who, merely through his own access to the market, knew more than other managers. 

They knew that this aura of expertise and his consistent performance would be 

plausible for many ordinary investors.  

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version)188 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



“And so the first product went into trial – and the Bank Austria Conspiracy 

members saw that it worked better than they could have hoped, and they quickly 

moved to expand it with several more products that could be incorporated easily and 

seamlessly into the international company network, a network which had been 

specifically set up for this purpose.  

“The variety of products was deliberately made as complicated and confusing as the 

company structure itself to conceal the fact that when all is said and done, all they did 

was take cash, hand it to Madoff, pocket a fee, take money back from him, pocket 

another fee, and then give what was left back to the client. Madoff was at the peak of 

the pyramid, responsible for the ‘content’, and at his side was Kohn and the others 

who had the criminal energy to develop the feeder fund supplier’s network and to 

keep it working. 

“With Kohn, her companies and her contacts on one side and the Bank Austria sales 

team on the other, the conspiracy then moved to spread the feeder fund network 

aggressively worldwide. This meant developing the necessary international reputation 

required for the purpose of supporting sales, and they worked together to make sure 

Kohn was honoured with business prizes. She was given her own private bank, and 

well-connected people for its board. Kohn was able to obtain the necessary 

concessions for her business easily and promptly using her business and political 

connections. On October 30, 1996, she became an Official Advisor to the Austrian 

Minister of Economic Affairs, and was able to garner further support for her network 

in return. All of it was designed to increase her standing, and make the products more 

believable. 

“At the same time the conspiracy generated ever more complicated technical, 

organizational and economic management systems to keep up to date with the ever 

changing laws governing funds, and to bypass regulators. These were then made 

available to the Bank Austria sales team network.  

“The inner circle in charge at Bank Austria also made available the much needed 

loyal and discreet staff for key positions in numerous companies in the international 

corporate network. In some cases these were chosen not because of their ability to 

understand and help expand the network, but because of their lack of understanding. 

They did as they were told and asked no questions because they did not have the 

ability to ask questions. They simply did not understand what they were involved in, 

and as long as the money rolled in, it was a powerful incentive not to care. 
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“Careful management was needed to make sure no one outside the company was 

able to secure a closer look at what was happening. That included a need-to-know 

basis with key people only having access to just one aspect of the scheme, or even one 

facet of the scheme. Thus if a suspicion ever emerged, it could always be rendered 

invalid by countering it with the opinion of another, seemingly independent third 

party, who was actually also part of the scheme. 

“The number of the inner circle under suspicion is over two dozen. These people, in 

addition to Kohn and Madoff, were responsible for a fraud case - the dimensions of 

which have never been seen in Austria or indeed anywhere else - and had also never 

even been thought possible. They were people that were at the heart of Austria’s 

political and economic inner circle, and they were not just people with access to best 

lawyers, they included one of the best lawyers.” 

Reading through the conclusions of Project X, the question was, against a 

conspiracy with such political connections and financial resources, how could the 

information based on independent, expert analysis from official documents be made 

public?  

The answer was inspired by the journalist Hans Pretterebner, the man who exposed 

the Lucona Case. Pretterebner was closely tied to the Freedom party where he was an 

FPÖ MP in 1994. The Parliamentary enquiry that followed his book was led by the 

FPÖ’s Helene Partik Pable, a former judge, and the campaigning Green politician 

Peter Pilz. 

But the modern greens have no track record of criticising the SPÖ, especially since 

they formed a coalition in Vienna in 2010. Since then the Greens have remained an 

SPÖ partner – a silent partner – currently negotiating regional partnerships across the 

country and speculated to be an SPÖ partner in the next national government. 

The FPÖ and the SPÖ on the other hand have a track record of dislike since they fell 

out after once being in a coalition government together in 1983. Hans Jörg Jenewein, 

an FPÖ newcomer standing this year in parliamentary elections, agreed to file a 

Parliamentary question that gave Parliamentary immunity to the key points raised in 

this book – and key documents on which it was based (8). So in September 2013, he 

filed the documents and the allegations in the TLM files with the Austrian Parliament, 

and officially named those that until now had escaped the spotlight, and who were 

still working with reputations and their bank balances intact. As a result, the entire 

contents of this book has been given immunity thanks to his parliamentary question. 
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This was so important because even the professional media experts from the 1st 

district legal firm of Jakober Rechtsanwälte are probably not enough to provide 

protection from the possibilities of legal action that making this information public 

might provoke under either criminal, civil or media law. This book does not claim to 

be comprehensive, and the information given is merely a selection from the vast 

quantity that was made available. The selection that was made was merely aimed at 

giving an indication of the level of corruption that exists in Austria that allowed 

Madoff to operate and spread so successfully, and of those who helped him. It does 

not offer any solutions to the out-of-control corruption and economic abuse that exists 

in Austria. It simply shows that it exists. Nothing more – but also nothing less. It is an 

accusation showing that there is reason to suspect the main protagonists. And in order 

to put some of that evidence into the public spotlight, this book has been given 

immunity on that basis, because the fact is that otherwise it would be impossible to 

publish much of the information now being made public in these pages. Despite the 

many restrictions on freedom this book highlights, the one area where Austrian law is 

still clear is that it is free from legal action when reporting about Parliamentary 

activity.  

That means the way is free to name 33 people ranging from those where there is a 

strong case to those where they at least have some explaining to do to authorities, to 

Madoff victims, and who have questions about their suitability for their jobs. In no 

order of importance those names that were identified included Sonja and Erwin Kohn, 

Gerhard Randa, Stefan Zapotocky, Peter Fischer, Peter Scheithauer, Wilhelm 

Hemetsberger, Friedrich Kadrnoska, Werner Kretschmer, Harald Nograsek, Josef 

Duregger, Ursula Radel-Leszczynski, Daniele Cosulich, Robert Reuss, Susanne 

Giefing, Andreas Pirkner, Andreas Schindler, Alessandro Profumo, Gianfranco Gutty, 

Werner Tripolt, Helmuth Frey, Manfred Kastner, Willibald Cernko, James O’Neill, 

Alfred Simon, Johannes Koller, Erich Hampel, Wolfgang Feuchtmüller, Nikolaus 

Hetfleisch, Karl Kaniak, Hannes Saleta, Nigel Fielding and Christian Hausmaninger. 

It continued: “Madoff and Kohn fused together as a commercial entity in her US 

company Eurovaleur. It presented itself as having been established for the purposes of 

product innovation and global research. But its most important role was to build the 

contact between Bank Austria and Madoff. 

“And by Bank Austria, that meant at the top Gerhard Randa followed by Stefan 

Zapotocky, in whose department was the ambitious newcomer Werner Kretschmer.” 
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With his need to raise money Randa realised that Kohn offered potential, and he 

provided her with a series of “sweetheart deals” including access to shares of some of 

Bank Austria’s many affiliates at steeply discounted rates. Kohn would sell these 

shares to other investors and pocket the difference, leaving her with a slush fund to act 

as an unofficial agent for the bank. She would for example fly Bank Austria 

executives backwards and forwards to New York to meet potential investors, 

including Madoff.  

Of course Bank Austria would eventually repurchase these shares at market value, 

resulting in financial losses to the bank, but such was his position by this time that 

there were none that could go against him. The unauthorized insider deals were 100% 

Randa’s idea, and when Bank Austria’s Head of trading, Zappi Holzer, discovered 

this arrangement he was surprised and furious, yet nothing happened. 

After all, Randa was the boss and he was also doing well out of the deal both 

personally and for the bank, and that did not just mean through Madoff. In October 

1998, the descendants of Holocaust victims sued Bank Austria in the Southern 

District of New York for appropriating their relatives’ property held at Bank Austria 

accounts. This property included gold, bank accounts, stocks, bonds, and contents of 

safety deposit boxes. 

Randa travelled to New York several times to meet with high-profile Jewish leaders, 

including Peter Cohen, in an effort to reach settlement – meetings that were organised 

by Kohn. The end result was that Randa successfully settled the Holocaust litigation 

in 1999 on behalf of Bank Austria for a reported total of $45 million.  

But according to the trustee’s RICO filing, between 1999 and 2000 Randa directed 

Bank Austria to acquire 24.9% of Peter Cohen’s successful hedge fund, Ramius 

Capital Group, for just over a billion dollars. It added: “Bank Austria and Randa 

personally received substantial fees for their affiliation with Ramius Capital Group.” 

* * * 

The Bank Austria link gave Kohn access to the highest levels of government, an 

access where she was able to peddle the best investments with official Austrian 

backing. 

In a Bank Medici prospectus for a 2007 Kohn project called Vienna, Your 

Investment Capital, Former Chancellor Alfred Gusenbauer is pictured smiling at 

investors and quoted as saying: “I encourage you to bring your investment to Vienna 

– and make us Your Investment Capital. We will do everything in our power to build 
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on our unmatched advantages as a financial centre, and a place to live and visit – so 

you can enjoy many happy returns in every sense of the phrase.” 

But it was not just at the national level that she was given support, and the ties 

between the town hall SPÖ and Madoff through Kohn and her Bank Austria 

conspirators remained strong. On page 20 of a Bank Medici investment prospectus 

from 2007, Vienna’s SPÖ Mayor Häupl appears in a full page advert under the 

headline “The Bottom Line: A Commitment to Investors”. It talks about a wide range 

of factors from superior bank secrecy protections to favourable tax positions as being 

reasons for choosing Vienna as a haven for private banking. The mayor is pictured 

smiling out from the brochure and is quoted as saying: “The city of Vienna has 

demonstrated that stakeholders join forces in all important issues, but honest and open 

discussions are encouraged, and that the common goal – namely to protect Vienna’s 

position as a sustainable business location – is being supported with sincerity and 

enthusiasm.” 

Exactly 10 years earlier the mayor had been involved in media questions about 

another dubious Bank Austria matter – the death of Gerhard Praschak, where he had 

little sympathy with the man who exposed the Lombard Club and other banking 

frauds with his own death. 

Häupl had rejected any role of political pressure in Praschak’s death saying: “Where 

is the political pressure when one five million Schilling job is simply exchanged for 

another five million Schilling job?” But he added that either way, as Mayor of Vienna 

he was not party to decisions over personnel matters. It never involved him, he said. 

That was despite the fact that he was chairman of the AVZ – which has a controlling 

stake in Bank Austria. 

And who else is on the board of AVZ? Randa. Research for this book indicates that 

the two are firm friends, and even enjoy a regular cards evening together. Is it Häupl 

that has been able to help Randa to escape the consequences of his actions for so 

long? 

The Project X report continued: “A further advantage was that new products were 

developed thanks to this political collaboration, which were not only issued with 

government guarantees (FFG), but which ultimately in 1999 brought Kohn the 

Decoration of Honour for Services to the Republic of Austria.”  

That honour included a certificate that was signed by Hannes Farnleitner. Dated 

October 30, 1996, it said: “Dear Mrs Kohn, after many years of dialogue and in a 
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follow up of our recent conversations, I am delighted to welcome you as an ‘Official 

Advisor to the Austrian Minister for Economic Affairs’. I am looking forward to our 

future cooperation and remain cordially yours.” It was then hand signed by 

Farnleitner, who as is now known after his job as a minister went on to work on the 

board of Bank Medici.  

And her FGG status guaranteed her new business opportunities with many other 

investors: It was a gold-plated seal of approval for her and her methods from the 

Austrian state itself. 

Project X went on: “For his part, Madoff owned several companies including a UK-

based company, Madoff Securities International Ltd. (MSIL), and a US based 

company, Cohmad Securities. These companies served as a vehicle for Madoff to 

make so-called kickback payments to those within the inner circle. MSIL and 

Cohmad in particular functioned as a payment platform for Kohn herself, who then 

presumably further distributed the funds to persons within the inner circle.  

“Kohn for example was 100% owner and manager of Erko Inc., named after her 

husband ER-win KO-hn. But Erko was a sham device for making invoices for reports 

that were binned without being read, as was illustrated after it was dissolved in June 

1998. Despite the fact it was dissolved another seventeen invoices were issued in its 

name between June 1998 and December 2001, which can hardly be explained away as 

a clerical error of some kind by an unnamed individual - as was later claimed by 

Kohn. 

“Furthermore, other people from the inner circle received personal funds from the 

pyramid scheme. These included Werner Kretschmer in the time when he was 

entrusted with the founding of BAWFM, and Bank Medici and Ursula Radel-

Leszczynski, CEO of BAWFM. Via this payment structure it was guaranteed that 

people within the inner circle remained loyal to the pyramid scheme.” 

The name of Ursula Radel-Leszczynski comes up numerous times in the paperwork, 

she was reportedly taken on for a glorified secretarial role, but had complained it was 

beneath her qualifications.  

She was certainly qualified, as far as it was possible to work out she had a degree – 

an art degree. According to her CV she got her qualification at Clayton University, 

that in turn has been named as a degree mill in the US, which means it is a University 

that simply sells degrees. 
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Whether it was a genuine qualification or not, she is certainly true to her art 

qualifications now, travelling around Poland and exhibiting her paintings and trying to 

distance herself from her financial past. Born in Kraków, Poland, she lives in Vienna, 

Austria, and on her home page describes herself as a painter who agrees with 

Shakespeare about lawyers - and who has gained more experience than she wanted in 

the financial industry. One of the reasons she was difficult to track was that in the 

time that she was involved with Madoff funds her name varied several times: Ursula 

Fano-Leszczynski and Ursula Radel-Leszczynski, or Ursula Fano and Ursula Radel. 

As part of the conspiracy, she served as BAWFM president after 2000, and 

according to the trustee allegation that she is part of the conspiracy, was “responsible 

for its management and operation at all relevant times”.  

When interviewed, she claimed that she had simply been a salaried employee, who 

was there to make sure things ran smoothly, but that the decisions were either ones 

that had already been made by Kretschmer, or if new problems arose then they were 

handled by her superior Alfred Simon. 

It was not a new strategy for those who were part of the conspiracy. Even Gerhard 

Randa, when he was once confronted with the allegation that he had single-handedly 

ruined the Austrian bank landscape, did not deny it, but instead announced that he had 

simply been acting as the man that did what the shareholders wanted. By that he 

meant the Anteilsverwaltung Zentralsparkasse, the AVZ, which in turn is owned by 

the SPÖ dominated city of Vienna. 

* * * 

One of Ursula Radel-Leszczynski’s former colleagues said it was well known that 

she joined the bank around 1996 with an arts degree, and had not previously had a 

financial background. He said: “She had studied the arts, she had been working at a 

general trading company where she was a secretary. Her boss then was a good friend 

of Zapotocky, they were together at the local Rotary Club, and when he closed the 

company down he wanted to get her a job, so he asked Zapotocky if he would take her 

on. So she got a well-paid job although she didn’t have any idea about the banking 

business.” 

So a woman who had no formal training, who only did a few hours a week at her 

job at BAWFM according to a later study, and who admitted that she had no 

management role, in fact who was merely a salaried employee that did what she was 

told, was allowed to be president of BAWFM, she was also director at the Primeo and 
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Alpha Prime funds, co-founder of Alpha Prime and Senator, and manager at Primeo, 

Alpha Prime and Senator. And she was later taken on in a senior position at UniCredit 

after it purchased Bank Austria. And not to forget, when she realised that the taxman 

was closing in on her, she revealed that she had “forgotten” to declare €1.8 million in 

fees for work in a field that she was not qualified for and turned herself in with a 

Selbstanzeige?  

Qualified or not, it shows she was well placed to cash in on commissions that the 

trustee claims she was paid as part of the Bank Austria Conspiracy, and which also 

meant that she had frequent clashes with TLM on the occasions they met like Asset 

Management Days. During one presentation in Vienna in 2002 there was a heated 

debate between the two in which he pointed out that she didn’t have the faintest idea 

about the business, and that what she was suggesting with such consistent returns was 

impossible – and the technical reasons why. She pointed out that, as stated in the 

prospectus, Bank Austria experts had checked the options strategy and therefore he 

was in error.  

It was a meeting with a dozen other senior staff from the Distribution Department. 

One told me: “She had a rough ride because she really didn’t know what she was 

talking about, and couldn’t answer the questions. He (TLM) told her that with a long 

and short strike the return is most often going to be zero.” 

In expert talk, there is a so-called butterfly or condor strategy, combining two 

different options strategies (essentially the split strike strategy) to get the market 

neutral. That means in short that there is no performance possible, and therefore with 

a 100% guarantee, no market outperformance.  

It was a good strategy for a sole trader that needed to take time out, illness or 

holiday for example, and it could be adopted to make sure his securities followed the 

market effectively 1:1 until his return, but not as an investment. A small increase or 

decrease in the NAV was possible by using a time spread, that at best it could be a 2% 

or 3% increase. But not anything like the minimum of 15% allegedly delivered for 

example in the Primeo funds.  

In the presentation for Primeo they claimed 80% of the money was in stocks and 

around 10% in options strategies. That means with up to 10% of the volume they had 

to make 150% profit from the options to get up to 15% p.a. performance for the fund. 

Anybody that has got any experience in the market will say that’s impossible. Anyone 

who claims it is correct is either not telling the truth or doesn’t have an understanding 
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of the markets. Some of the investors should also have known, but they were blinded 

by the results. 

Radel-Leszczynski tried to rescue the position by pointing out that she had checked 

the Alpha – something that every top manager was expected to provide (the Alpha 

was an indication of how well a manager was performing because it compared his 

results with the average of the stock market). She had done comparisons with other 

hedge funds as well which she showed to the team – but they were also invested with 

Madoff, and therefore she was comparing against the same manager. She refused to 

answer when pressed by TLM about why she did not look at other hedge funds like 

Goldman Sachs or Deutsche Bank instead of the Thema or the Alpha Prime Fund.  

The contact said: “She was getting more and more red in the face and then she left 

when he told her flat out that the product made no sense, and had clearly only been 

designed to cash in on the commissions. Kretschmer hauled him (TLM) aside and it 

was made clear to him that he was not there to criticise – he should just get on with 

his job. But it was not a critical question, it was a logical question. She made a 

presentation for a product and as an expert it was clear that there were holes in what 

she was claiming – and she didn’t have any answers. In fact, she walked out halfway 

through.” 

Werner Kretschmer was furious with TLM and the clash was another example of 

why Kretschmer was named as one of four members of the alleged Bank Austria 

Conspiracy, and singled out by the trustee as a “suspect for criminal proceedings”. 

Kretschmer was on the face of it a clear SPÖ man but he was also like Randa a 

“radish”, red on the outside only. It meant that the only thing that mattered to him was 

the party book and the links it gave him. He was the head of asset management at 

Bank Austria, and after the merger with the various banks coming together to create 

Bank Austria there was a lot of companies that the bank owned, firms where he was 

named as a director where he was basically controlling himself. It was a good 

opportunity to make money though the commissioning of reports.  

The TLM files refer frequently to him as DDR, that has a double meaning in 

German as either a person with a double doctorate, like Kretschmer, or alternatively it 

can also refer to the former East German dictatorship the Deutsche Demokratische 

Republik (DDR). 

Insiders confirmed that when he was seen approaching the call would go out, “DDR 

is on the march”. DDR, the state and the man, both of which wanted to monitor what 
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everybody was doing, that demanded total control and did not allow freedom of 

opinion. He would stage regular 6am breakfast meetings in Bank Austria’s 

headquarters in Vienna together with Kohn at which other Bank Austria officials 

involved in the Primeo business were ordered to attend. Kretschmer’s responsibilities 

at Bank Austria included oversight of investments and that included the creation of 

Primeo Fund and then serving on the fund’s board, something of which while it was 

winning awards and generating profits he was extremely proud of advertising, at least 

until Madoff was exposed as a fraud. After that the subject was quietly dropped. Few 

people now mention that he was responsible for setting up, or indeed that he was the 

one who oversaw Bank Austria’s direct account with BLMIS.  

Yet given that Kretschmer was one of those who conceived the Cayman Islands-

based Primeo Fund at meetings in New York, prosecutors in Vienna have shown 

remarkably little interest in taking the matter forward.  

That he ended up at the top was no surprise, and ever since he was taken under the 

wing of Zapotocky, Kretschmer was a busy man taking on ever more responsibilities. 

He was the developer of many of the Madoff structures and kept a tight control on 

their implementation and management. Kretschmer also had responsibility for private 

banking at Bank Austria. And with these big private banking customers he had even 

more opportunity to place Madoff with wealthy clients. He also had access to the 

brokerage customers. These are really customers that buy and sell stocks from a board 

portfolio on a daily basis. They make big investments.  

According to the TLM papers he also had a lot of side deals going on. Can it be true 

for example that he had two traders that had complete freedom on their deals? That 

meant permission from the bank’s internal audits department where they had the 

exception to do their business through other bank trading departments. Other 

employees of the bank had a duty to make business with their own bank, the so-called 

Kontrahierungszwang, and by going outside the bank it meant Bank Austria had 

missed out on fees. In the Viennese Financial Community dealers always wanted to 

place orders with the trading companies where they got the highest kickbacks.  

But if it is true then it was merely a continuation of the tradition that had started 

with the feeder funds in the Madoff network that also paid provision fees – the 

trustees would later call these kickbacks - but they can also be called sales 

commissions. But whatever you call them it meant basically a tangible reward and a 
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powerful incentive to those who bought in new investors. And at the end of the day 

the real risk of loss was borne by the investors, not the funds. 

Kickbacks were also debated in the legal wrangle over the HSBC role in Madoff, 

with the bank accused of cashing in kickbacks by the trustee who said they “agreed to 

look the other way and to pretend that they were ensuring the existence of assets and 

trades when, in fact, they did no such thing.” Instead they merely delegated their job 

to Madoff, and what they were paid was “nothing more than kickbacks for looking the 

other way while legitimizing Madoff through their name and brand, and making it 

attractive to investors.” 

* * * 

Included among the TLM files are two crucial reports in which the bank’s own 

internal audit department raised serious concerns about the BAWFM operation. It said 

that despite the fact that it was offshore there was a clear case that the bank was still 

100% responsible for the activities of BAWFM, and said urgent changes were needed. 

The first report was for 1999-2001, looking at BAWFM, where clear concerns were 

raised, and the second for 2003 looking at BAWFM or rather at part of BAWFM, 

namely the Primeo Select (Euro) Fund. Despite urgent problems in the first audit 

raised in 2001, it was clear by 2003 that nothing had changed in tackling those 

concerns. Indeed, the only usage that the BAWFM team seem to have made of the 

reports was to use them to work out what the complications might be, so that they 

could get round them. 

In the bank, the purpose of the audit was to check two points, that the financial laws 

and regulations were being applied in the section audited (in the 2001 audit that was 

BAWFM and in the second more specifically a BAWFM fund) and secondly that the 

bank’s own internal rules were also being applied.  

The first report shows all the people involved at BAWFM were Bank Austria staff, 

as at this stage the merger with the Creditanstalt had not yet come into force. That 

meant those who received a copy of it were Randa, Samstag, Kadrnoska, Zwickl, 

Nograsek, and of course Radel-Leszczynski. Nograsek interestingly was later to deny 

that he knew any internal audit had ever been done for BAWFM, even though named 

on this document.  

Harald Nograsek is currently Chief Executive Officer of the Austrian Travel Office, 

(Österreichisches Verkehrsbüro AG) which is Austria’s leading tourism organisation 

including hotels and travel agencies. He was the predecessor of Duregger in the BA 

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version) 199 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



subsidiaries department; he was allegedly the driving force between the closing of 

Primeo for new investors in 2003. He had worked at Bank Austria from 1991 to 2004 

and in 1991 served as the Head of the Subsidiary Division. In 1997, he became the 

Bank Austria employee responsible for all subsidiary investments and was a director 

of BAWFM, Alpha Prime Fund, and Primeo Fund. 

On page number one of the 2001 report it points out that BAWFM was responsible 

for several hedge funds as the investment adviser with the job to assess risks and 

opportunities – the so-called swot analysis. It did not mention this was a job they did 

not do. It says that BAWFM for “some of the funds” was using third parties to do the 

job – these firms include MSIL or the Bank Austria-owned Ramius Capital Group. 

What it did not point out was that MSIL was Bernie Madoff and the Ramius role was 

also Madoff. 

Bank Austria took over 24.9% of Ramius in March 2000 from the former Lehman 

Brothers boss Peter Cohen. By 2007, it had €400 million invested there.  

It also points out that there is a problem with one of the investment advisers, namely 

with the manager at MSIL who was responsible for some of the funds (it was Madoff, 

and he was responsible for all of the funds) because they did not have a written 

contract with him. It adds: “If, because of the market position of the partner, it is not 

possible to get a written agreement then a real-time check of individual transactions is 

requested”. This meant as the trades happened, not three days later on faxes or in 

handwritten notes from Sonja Kohn. But it never happened. 

BAWFM should also have been letting Madoff know what asset classes he was 

allowed and what percentages say of equities, bonds, money markets, real estate and 

raw materials should make up the global asset allocation. And they then crucially 

needed to look at the settlements to make sure what was agreed was being carried out. 

Even if that was not illegal at the start, it certainly was illegal not to do that by 2007 

when the new EU-wide Securities Act rules came into force. It is therefore a breach 

that provides a good reason for later investors to get their money back. 

In the internal audit it also accepts that it might not be possible to get Madoff to sign 

a formal deal, accepting that Madoff was too important in the market to trouble. Can 

it really be that Bank Austria, that had only recently taken over Creditanstalt and was 

one of Europe’s top banks, could not demand to be an equal partner with Madoff from 

the start?  
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The internal audit however seems to accept a contract may never happen, and so 

makes an alternative suggestion that in this case they need to have tighter monitoring 

of the fund. The audit then lists all the different commission agreements and of course 

at this point Bank Medici didn’t exist so its place was taken by Eurovaleur and BA 

Cayman Islands. The rest of the diagram starts to give an indication of all the different 

organisations that were cashing in. Given that all that happened as already said was 

that the money was collected and sent to Madoff, there is a bewildering number of 

links through which it was creamed off. All companies that were doing something for 

nothing.  

The audit report also says that BAWFM was responsible for the conception of the 

various hedge fund products such as Primeo Fund Ltd, Primeo Multi-Manager Ltd 

and Thema International Hedge Fund plc. BAWFM was also responsible for the 

presentations of these funds, including the prospectus, the contracts and the 

investment strategy of the fund, and the choice of the fund managers (sic). The latter 

was easy, Madoff or Madoff, and as for the other things it listed, BAWFM simply 

didn’t do them. Neither did they do the monitoring of the performance as laid down in 

the audit, in fact on the list the only thing they did do was the annual statements. But 

then again this was the way their commissions were worked out, and that was 

something they never forgot.  

The audit points out that for tax reasons, at least with regards to Austrian tax law, 

two BA CA directors had to be so-called Devisenausländern, meaning overseas Bank 

Austria staff, who were taken on to make sure that the fund filled the requirement of 

having at least 50% of the board staffed by directors from abroad. As a result Didier 

Harand from Bank Austria Paris and James O’Neill Bank Austria Cayman Islands 

Ltd. were appointed to the BAWFM board. And that was enough to give them tax-

free status. Despite the fact that BAWFM was owned by Bank Austria, staffed by 

Bank Austria people and most of the work was done in Austria, they still didn’t need 

to pay any tax, according to the internal audit.  

And then the audit summarised its conclusions. Point number one of course, and 

first and foremost: BAWFM is highly profitable, from the figures it shows that in the 

year 2000 the income was US$2.9 million and in the year up until July 2001 it was 

$2.2 million, which to an experienced professional shows that something has vanished 

- although it doesn’t say where. But later in the report it lists the advisory contracts 

and the sub advisory contracts which make it seem extremely likely that some of the 4 
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to 5 people named on the document got some of the money. On page 7 there are even 

some figures like the fact that the investment advisor fees for BAWFM are 2% of the 

total volume and a performance fee that allows another 20% of the increase in NAV if 

that is over 10%. That means another 2%. With a volume of €350 million that should 

have been close to €14 million. Where is the missing amount? In the later audit in 

2003 it was an invested volume of €350 million with an income of €3 million. In 2001 

it was also €3 million – but with a much lower invested volume. Again, why the 

difference? One reason may be that by 2003, the sub advisory contracts started to bite 

into the profit.  

The second point after profit is that there is a fund and the fund manager says 

everything is okay, basically saying nothing.  

The third conclusion point is that although everything is okay they need to introduce 

tighter controls because of the fact that third parties are involved. 

Fourthly, they needed to get a written agreement with the “manager” – with Madoff. 

The 2003 audit which is equally damning is dealt with in more detail in the next 

chapter, but the key point is that seven years later, on the eve of Madoff’s arrest, none 

of the problems had been tackled, they were still saying everything was OK, still 

waiting for a signed agreement, and still not doing the checks they were paid for.  

* * * 

The Project X report noted that since its founding in 2003 Kohn through Bank 

Medici had attracted a lot of investors by offering to help them avoid taxes on that 

investment. 

And the network was becoming ever more sophisticated to keep that happening. 

Sonja Kohn’s Bank Medici was already reaping vast sums through the management 

fees and performance fees it was getting, and these were in turn passed on to 

companies which were under her “economic control”. These drew in still more by 

arranging consultancy agreements and other deals with Madoff’s BLMIS and its 

subsidiaries like MSIL in London, and there were then further consultancy deals with 

Bank Austria staff and subsidiaries, creating a structure of incredible complexity. And 

all designed at the end to hide the commissions or “kickback” payments that were at 

the heart of it all. 

For the Project X experts it was a clear breach of the law: “The members of the 

Bank Austria Conspiracy lied about some things, and hid others with the aim of 

getting investors to put money into the funds. The prospectuses misled people about 
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the aims of the investment, the methods of the investment, the type of investment and 

the control functions.  

“Bank Austria and Bank Medici’s management acted in this way to get fees, which 

in this case were payments for which they did nothing. There were no high-powered 

analysts, no top traders, no senior economists keeping a keen eye out for the wealth 

invested. Instead the money and its effective management was simply given to 

Madoff. And he managed nothing, but stole everything. The greater the assets, the 

greater the commission became for those involved in the scam. 

 “Under Austrian law, § 26 paragraph 2 of the Investment Funds Act 1993 it says 

that the prospectus for an offshore fund needs to be checked by an independent 

auditor. For many of the Madoff feeder funds, this was Bank Austria, which is 

therefore liable for the contents.  

“As it turned out the information on the prospectus was so deficient that based on 

issues of liability, it could give rise to charges of gross negligence and of committing 

serious commercial fraud. In fact, because the deception led to investors losing 

money, members of the Bank Austria Conspiracy could also be charged under the 

criminal as well as the civil code, and not just over the fraud. The crime of disloyalty 

was also committed. They were effectively promising to manage assets that were 

instead simply handed over to BLMIS.” 

The many different jobs that the various members of the conspiracy performed 

could be a problem for the firms where they worked, firms like Bank Austria, or 

UniCredit, or AVZ. The Association Responsibility Law (VbVG) governs a 

company’s responsibility for staff, and in essence sets a company’s responsibilities for 

the actions of its employees. VbVG was created to make sure liability for crimes was 

not solely tied to a prosecutor’s ability to link the individual to the crime, but also 

extends the action to their employer by allowing staff to be treated collectively. In 

short: Individuals may not be identifiable as having broken the law, but collectively 

could be identified as guilty, and if so, then the company had to shoulder the blame.  

Project X adds that a major hurdle in Austria has been the lack of action by the 

prosecution. “The delay in the onset of criminal proceedings has led to an unnecessary 

increase in both distress and costs for the victims. Investors have to make claims 

within a certain time under the statute of limitations, which is three years for civil 

proceedings.”  
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Could that be the reason for the delay in criminal charges? The deadline for the civil 

cases in the Madoff case has after all already long passed – it was the November 15, 

2011. 

Many did meet that deadline and filed civil cases, which turned out to be wise. If 

they had waited for any criminal action ahead of civil justice, the statute of limitation 

would have made their claims invalid by now. But their cases too have been stalled, in 

many cases awaiting criminal charges that are still not happening.  

As the report pointed out: “If the criminal proceedings had been pursued vigorously, 

and the assets of the accused had been seized immediately, things would not be as bad 

for the aggrieved investors as they undoubtedly are now. In Austria, at the time this 

report was written in 2013, there has not been a single criminal case levelled relating 

to the Madoff affair. 

“It raises the question as to whether the Vienna public prosecutor’s office, the 

Staatsanwaltschaft Wien (STA Wien) has really been doing everything in its power to 

track down those responsible. Has the STA really conducted investigations seriously, 

filed charges in a timely fashion, provided judicial assistance in order to help the 

affected investors with matters relating to foreign bank accounts and related 

information, and acted swiftly and efficiently in the interests of the investors.”  

The answer to that was a clear ‘no’. 

“In several letters to Vienna prosecutors their opposite numbers in Liechtenstein had 

tried to secure an update on the current state of affairs in particular relating to Kohn. It 

pointed out that Kohn owned several bank accounts at the Verwaltungs-und Privat-

Bank AG. These included the PrivatLife Ltd account, registered no. 50,351,982; 

Starvest, registered no. 50,353,148; and Lifetrust, registered no. 50,353,147.” 

PrivatLife was a Liechtenstein-based insurance company associated with Bank 

Medici of which Kohn was ultimately the majority shareholder. It had been 

incorporated on October 24, 2007, and on paper Lifetrust and Starvest were 50% and 

15% shareholders of PrivatLife. The Wiener Städtische Versicherung, which was part 

owner of Bank Austria shares, also owned PrivatLife shares and reportedly made 

payments to Kohn via PrivatLife. 

And PrivatLife was one of the ways the trustee strengthened its RICO claim against 

UniCredit after it was revealed that Italian Gianfranco Gutty, who was UniCredit’s 

deputy chairman between 2006 and 2008, had served on the board of Bank Medici 

from 2006 to 2009 and on the board of Kohn’s PrivatLife as of July 11, 2008.  
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In fact, the PrivatLife, Lifetrust and Starvest accounts were only a selection of the 

many that Sonja Kohn had available as part of her business empire, and the payments 

the officials in Lichtenstein were concerned about were only a fraction of the totals 

that were constantly being moved back and forth. 

PrivatLife, for example, had received payments of $1.9 million and €2 million on 

January 10, 2008 from Herald Asset Management Ltd, which was followed by 1.125 

million Swiss Francs on March 17, 2008 from the Vienna Insurance Group and 1.125 

million Swiss Francs from Bank Medici on September 29, 2008. In November and 

December of 2008 a further 5.5 million Swiss Francs were paid from the Zürcher 

Kantonalbank (9), Zurich, to the PrivatLife AG account.  

The other accounts had seen similar transactions, and the Lichtenstein prosecutors 

were concerned that the money was in the process of being laundered. In a letter dated 

January 14, 2009, the Luxembourg prosecutor informed the STA Vienna that Herald 

Asset Management Ltd had commissioned two transfers of funds ($6.5 million and 

€6.5 million) from a bank in Luxemburg to Hassans International Law Firm in 

Gibraltar, thus removing almost all company assets.  

Hassans had a long-time working relationship with Kohn and her companies 

including Herald Fund and HAM. Bank Medici Gibraltar and Medici Realty were 

located in Hassans’ offices and Hassans people held non-lawyer corporate positions in 

Kohn firms. The trustee said that they were “part of a complex corporate structure 

designed to hide the fact that Kohn and her husband were the effective owners of 

HAM, and to hide Kohn’s ownership of Tecno Gibraltar”. 

The question is why did the STA Vienna take no documented measures to secure 

access to these accounts or to encourage the pursuit of these lost funds? They would 

only have needed to request judicial assistance from Liechtenstein officials and it 

could have happened. That data should have been a basic first step in securing 

essential evidence when addressing issues of fraud and embezzlement in the main 

court proceedings.  

And not only did the STA Vienna not take these steps, but on the contrary, on 

several occasions the Liechtenstein authorities requested, in vain, for the STA Vienna 

to take action.  

The Swiss too had little luck with the STA Wien. On September 2 and December 7, 

2009, the public prosecutor of the Canton of Zurich passed on information about a 

suspicion of money laundering relating to the mother of Kohn, Netty Blau, aged 92, 
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who held two accounts, a dollar and a euro account, as well as a safety deposit box 

with Credit Suisse bank.  

After learning of the Medici allegations relating to the Madoff affair, a rarely visited 

safe deposit box suddenly came to be used with noticeable regularity by Kohn’s 

husband, Erwin Kohn, even though it was in the name of Netty Blau.  

A second account, named the Sachertorte account, and opened in Lugano, attracted 

attention when two check remittances from the years 2005 and 2006, each for EUR 

25,000, turned out to have had Netty Blau signatures the authenticity of which 

appeared to be at best questionable.  

“A further piece of background is an amount of $299,944.97 paid into the account 

Tamiza Investments Ltd on February 2, 2009 (as the only deposit made since the 

opening of the account). The company which had made the transferral was Tecno 

Development & research S.r.l.. Contradictory statements were then made to the bank. 

In the beginning the money was referred to as Erwin Kohn’s savings, however what 

occurred was that Tamiza Investments Ltd was an “underlying company” linked to 

Netty Blau and that the sole beneficiary was Erwin Kohn.  

This activity or rather lack of it shows that the STA Vienna did not in any way try to 

secure the assets of the Kohn family and others.  

It remains completely unclear why today all the accused in the Madoff case remain 

at large and with unfettered access to their money. For Kohn and the inner circle there 

was without doubt a danger that they would act to hide evidence, hide assets, and 

even flee should they eventually face justice. But unlike their enthusiasm to lock up 

the likes of Julius Meinl, with the Madoff case the STA Vienna has shown no 

initiative, and simply lets the alleged masterminds walk free. 

* * * 

The Austrian Madoff prosecutor Michael Radasztics has been accused of abuse of 

office. Can it be true? An insider at Bank Austria confirmed he was linked to the SPÖ, 

and his reputation as a prosecutor to-date has been built on success in cases that are 

almost exclusively against proponents of the former black ÖVP and blue FPÖ 

government. He has no track record of pursuing court cases against SPÖ linked 

suspects, and the Madoff case is clearly one that is nothing but bad news for anyone 

from the red side of the political spectrum. 

As mentioned Radasztics pursued the British banker Julius Meinl for his alleged 

role in a two billion euro alleged share scam with almost religious yeal – a case still 
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going through the courts – yet why has nothing been laid at the door of a woman 

closer than any other except his wife to Bernard Madoff? 

Until June 30, 2005, Radasztics worked as a lawyer and then changed to the STA 

Vienna. As a spokesperson and co-director of the Economic Group of the STA 

Vienna, he worked on headline grabbing cases: Mensdorff-Pouilly, Julius Meinl, Euro 

Fighter. He was appointed as a senior prosecutor by Werner Pleischl, Lambert 

Schöfmann and Hans-Peter Kronawetter, all in a close relationship with the SPÖ-

linked BSA (Bund Sozialdemokratischer Akademiker).  

His deputy was Iris Freund, who is married to Dr Wolfgang Freund, who was a 

lawyer at DLA Piper until the end of April 2013, roughly the time that she started 

working on Madoff. DLA Piper is the legal firm that is working on the Madoff case 

for Bank Austria. 

But is there any evidence that there might be a cover up on the part of prosecutors 

with regards to Madoff? One indication comes from within the Austrian justice 

system itself. It is to be found in two recent court decisions where judges were 

charged with dealing with the fallout of the Madoff affair. The more senior of the two, 

the Vienna Higher Regional Court (Oberlandesgericht) on September 30, 2011, said 

that Bank Austria was not at fault over the prospectuses or over their role in the 

scandal as they had clearly outlined everything, and nothing had been hidden. 

Yet in a unique ruling a lesser court, the Commercial Court of Vienna 

(Handelsgericht), ruled afterwards, in January 2012, that Bank Austria had breached 

its duty in giving incorrect information to investors and was liable for the 

consequences (10). The ruling by judge Andreas Pablik was that the bank was 

responsible for making sure the prospectus was “complete and correct”. It was a 

verdict that was directly opposite to the ruling of the more senior court from the 

previous year.  

What can be the reason? The Commercial Court of Vienna is far more experienced 

in dealing with matters such as the accuracy of fund prospectuses, and it is far less 

likely to be influenced by partisan politics. It ruled that the separation principle 

between the administrative level and the investment decisions was an essential 

principle of the Investment Fund Act, and that failure to mention this in the 

prospectus “meant that the issuer was financially responsible”. The Higher Regional 

Court’s conclusion was that the prospectuses had been perfectly reasonable and that 

they contained enough information for investors to make “reasonable” decisions. In 
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particular, it pointed out, the brochure spoke in several places that the fund “was just a 

manager” and that “this manager makes the investment decisions.” As a result, 

investors have been sufficiently “elucidated.” The judgement concluded that 

inaccuracy or incompleteness of the prospectus was therefore not present. But the 

Vienna Higher Regional Court is also of the two the more open to political 

interference, an element never to be underestimated in Austria. 

And when it came to politics, there were few who were better established politically 

than Sonja Kohn.  

“To really know what’s going on in Europe, you’ve got to be part of the 

establishment,” she was quoted as saying in a 1990 article in The Wall Street Journal 

on investing in Europe.  

As well as her connections to politicians it was her business network at Bank 

Austria, starting with her friend Gerhard Randa, that allowed her to move through the 

upper echelons of society, harvesting money for the fake Madoff enterprise in New 

York. It was Randa who stepped in to help her obtain a banking licence in good time 

from the Austrian Financial Market Authority (FMA). And as mentioned two former 

ministers of the Austrian government helped her by joining the Supervisory Board 

functions of the bank, bringing their until then unblemished reputations to the project.  

As Project X concluded: “A sound and proper control function was never exercised 

in this charade of friendly palm greasing played out on the international financial 

stage. Kohn was rewarded with lavish honours. Anyone who dared criticise was 

silenced by her exuberant self-confidence or, in a last resort, they were accused of 

being anti-Semitic. If Madoff was the “master” in Wall Street, Kohn was the 

“mother” in Austria of the system which fed cash into New York. Once she had been 

made an employee of Bank Austria, Kohn had access to a ready-made network of 

greedy SPÖ bankers, eager to exploit their relationship with her to make ever 

increasing sums of money. For their work, they were rewarded with powerful jobs 

outside of the bank once the Madoff bubble had burst for good.”  

Names like Friedrich Kadrnoska or Harald Nograsek, once top managers 

implementing Madoff feeder funds at Bank Austria, are today entrusted with the 

management of the private foundation for the management of equity. In other words, 

AVZ. 

Nograsek, who was at Bank Austria from 1991 to 2004, was named by 

BakerHostetler as part of the Bank Austria Conspiracy. But it seems his Madoff links 
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have had little impact on his career. His strong SPÖ connections were proven not just 

by the fact he was appointed to AVZ but also by the fact that he worked at the ‘Z’ 

where it was essential to be a card carrying party man. He was the head of the 

Subsidiaries Division in the International Business department. They would have 

decided on for example whether a new project should go ahead offshore in the 

Cayman Islands. 

In 1991, Nograsek served as the Head of the Subsidiary Investment Division at ‘Z’ 

Länderbank (Bank Austria). It was a classic conflict of interest, as in 1997 he became 

the man at Bank Austria responsible for all investment decisions with regards to 

subsidiaries, but at the same time was a director of BAWFM, Alpha Prime Fund, and 

Primeo Fund. He was deciding on investments of projects where he was then expected 

to carry those instructions out. In effect, he was also reporting to himself. 

And so Project X provided the overview, but the Project X team only experienced 

Madoff from the paperwork. They were not living the Madoff experience, or working 

with him for real, unlike the many other people interviewed for this book. People who 

helped to create the next four chapters that explain how four of the key parts of the 

Bank Austria Conspiracy worked, people involved in Bank Austria’s Primeo (The 

Master Fund), Sonja Kohn’s Herald (Retail King), Anaxo’s Alpha Prime (Good As 

Gold) and Thema (The Irish Connection). 

Taken together, it shows that the biggest global financial scandal ever could not 

have happened without the active involvement of key SPÖ members of the Austrian 

government in the 90s and the Vienna city government. Top bankers, politicians, 

economists and investors and their related organisations who fused together to assist 

in the greatest fraud in history. And no one but no one in Austria is being called to 

account for it. These people, political leaders and top bankers, did not support Kohn 

and Medici for altruistic reasons, but had a strong personal enrichment intention 

involving high kickback payments. This group used its political and economic 

influence within the judiciary to have party-affiliated prosecutors and friendly judges 

assigned to Madoff matters. And this group has effectively allowed the inner circle at 

the rotten core of the affair to escape punishment.  

Together they show that whatever else it is, it is not justice. 
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Chapter Seven 

The Master Fund 

 

The concept of due diligence as it relates to money managers is greatly abused in 

practice. Very often, due diligence is treated as a one-time affair, carried out prior to 

actual manager selection and then either taken for granted or neglected totally. One 

of the key elements in Eurovaleur’s criteria for money manager’s evaluation is 

transparency. Examining a money manager’s portfolio on a regular basis is a key to 

maintaining a constant review of his or her discipline. 

- Sonja Kohn marketing material explaining the Eurovaleur strategy 

 

Whether they were aware of his fraud or not, Madoff had an army of people that 

made it possible. 

From his shadowy 17th floor offices he deployed a web of sales teams who captured 

tens of billions of dollars of investors’ money in his so-called feeder funds which 

funnelled the money directly to him. These feeder funds were established exclusively 

for the purpose of investing in Madoff, in New York, in what was effectively one 

integrated and coordinated operation. And at the heart of that operation was his 

gatekeeper, Sonja Kohn, and the members of the Bank Austria Conspiracy that 

offered exclusive access to the club. 

According to the trustee, when Sonja Kohn left America to return permanently to 

Vienna, she took with her millions of dollars from Madoff to help get her Medici 

network up and running. 

In fact, Madoff handed over millions of dollars to Kohn right at the start, money that 

had brought only four accounts to BLMIS by December 30, 1993. But those four 

accounts included the Primeo Fund, and that was to prove to be the start of so much 

more. 

Together with her Bank Austria friends Kohn used Primeo as the basis from which 

to create more feeder funds that in turn had feeder funds of their own, creating a vast, 

worldwide irrigation system that sustained Madoff’s fraud with steady high-pressure 

streams of cash.  
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The basic structure of Primeo had taken time to create, time and a lot of meetings 

between senior Bank Austria officials and Madoff in New York. The end result was a 

fund that was to be the model that all the other later funds would follow.  

The Bank Austria Conspiracy needed a fund capable of feeding money to Madoff, 

that was capable of replicating itself easily to feed still more money to Madoff, and at 

the same was set up so that as few people knew about where the money was being 

sent as possible. 

But even more importantly, they needed to make sure that once Madoff had the 

funds, he could do with them what he wanted, and that meant they needed to find a 

way to bypass the checks that the law, and regulators, insisted should be in place. As 

Project X noted, the only way to do that was to build in a strategy for negating the 

separation principle which should have been at the heart of any professional fund: 

That the custodian of the money and the manager of the money (broker) needed to be 

separate.  

It was not just common sense, it was also the law, and was for example demanded 

by paragraph 23 of the EU wide Investment Fund Law which makes it clear that the 

manager of the fund has to be in separate hands to whoever has the job of custodian. 

The reason? It means the manager and custodian can check up on each other. If it is in 

the same hands, then the person that holds both roles will be effectively checking up 

on themselves. To ensure this principle was enforced, the prospectus of the fund had 

to be handed to regulators in the country where it was issued – and in Austria this was 

done by the Financial Markets Authority (FMA). That gave the FMA the chance to 

enforce the rule, assuming that it was admitted in the prospectus that the separation 

principle had been broken. But as Madoff’s victims were to find – the prospectus was 

only checked to see if what it claimed it was doing was correct – not if it was true. It 

was believed that a bank would not lie. 

Dr Erich Pitak, an independent financial expert that took apart the Bank Austria 

construction after Madoff’s exposure, listed four reasons why the bank should have 

been under an obligation to stick to its promise of separating the custodian and the 

manager. He wrote: “The first reason is that when working out the value of the fund, 

the net asset value, (NAV), if the fund manager and the custodian are one-and-the-

same then the fund manager would have the opportunity and indeed a vested interest 

in using the highest value from the most appropriate marketplace. This in turn could 

artificially inflate the value of the assets under management that means a better 
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performance, and therefore better fees. Likewise, the manager could also use over-

the-counter (OTC) options to improve the NAV and generate more fees.” 

Here he also added that with regards to the OTC trades, in the case of Madoff, the 

use of the OTC trades without checks could have proved disastrous, even without the 

fact that Madoff was stealing the money. The reason? There was a constant risk that if 

a given trade was made by mistake with the wrong counterparty, in other words an 

error meant that millions to pay for a trade was paid to the wrong account, it could 

have been lost. It is not unheard of to read it in the news, ‘Millions paid to wrong 

account’. And it’s not unheard of to read that a large part of that had been withdrawn, 

and spent. If there is no separation between the manager and the custodian and this 

error occurred, it would mean a much longer delay in this being noted, and further 

risk that it could have been stolen.  

Even if the counterparty that might receive the wrong payment was completely 

trustworthy, it could still take some time for the amount to be refunded, which was 

time lost to the investors when the money could have been in use. Or worse, it could 

have meant that the opportunity for an investment that the money was destined to 

capitalise on was lost. This can only be avoided with a real-time check by the depot 

bank, not as with the Bank Austria system where a severely limited and edited supply 

of information happened a significant time after the transaction. This, according to the 

expert, was a “significant risk”. 

Dr Pitak went on: “By having a separate custodian it insures that any money from 

the sale of assets or dividends or interest rate payments are correctly applied back to 

the fund in the full amount and not modified in any way, or indeed completely 

diverted to a third party. And finally, the separation provides a vital communication 

channel in order to confirm that the assets are in the appropriate place, and that the 

correct amount was paid for those deposits.” 

He was not alone in pointing out the risk of failure to implement the separation 

principle. In a certain book about hedge funds published in Austria it adds: “The 

larger the hedge fund the more need there is for an efficient internal system of 

checking in order to make sure that the growing number of managers and traders is 

kept under control, and to limit risk for the entire organisation. The example of 

Michael Berger and the Manhattan fund indicates perfectly that one-man shows are 

implicitly more dangerous, because they lend themselves more easily to fraudulent 

trading.” 
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The author then explained how the Manhattan Fund fraud had worked to illustrate 

the danger. And who was the author of that book? It was Dr Ursula Radel-

Leszczynski, the head of BAWFM, who should have been implementing exactly the 

controls that she was advising others not to ignore. The lesson of Michael Berger and 

the Manhattan fund seems to have been completely forgotten when it came to 

applying them to her own job. In addition, it is worth noting that Bear Sterns, who had 

exposed the MIF scam eventually, had been ordered to compensate investors with 

$120 million plus interest for failing to prevent the falsification. 

But with BAWFM, which was to Madoff what Bear Sterns was to MIF, they seem 

to have been happy to ignore this basic principle for years on end. They assigned 

manager and the sub custodian role to the same person, despite the fact that Radel-

Leszczynski at least knew that it was a massive operational risk. And so far, they have 

not had to pay.  

Lawyers for Bank Austria tried to suggest that the depot bank (HSBC BoB) had 

selected Madoff as sub custodian, but Dr Pitak concluded that this was highly 

unlikely. 

He said the most likely scenario was that the “investment adviser, namely BAWFM, 

had plans for a fund. On the advice of the sub-adviser Eurovaleur, Madoff’s company 

was chosen as sub-manager. Madoff in turn agreed to accept it on the condition that 

the managed account stayed in his hands, and that he also could also act as sub 

custodian. Armed with this information, BAWFM contacted the depot bank, the Bank 

of Bermuda Luxembourg, and asked if they would set up the construction with 

BLMIS as sub custodian.” 

He added: “I believe it is extremely unlikely that the depot bank randomly selected 

Madoff as sub custodian – the man who coincidentally was also performing all the 

other roles within the same fund.” 

It was not Madoff putting this questionable and extremely unusual situation in 

place, it was the fund, and that meant it was the bank, or rather the members of the 

Bank Austria Conspiracy.  

Dr Pitak continued: “BAWFM had the obligation to make sure that the directors of 

Primeo Fund, who were the receivers of the investment advice services, were aware 

of the extremely high operational risk (moral hazard) that they were running under the 

chosen operational construction.” And if anyone was in any doubt he quoted another 

sentence from the prospectus: “The adviser is responsible to present the directors with 
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the general strategy and recommendations with regards to the selection and 

monitoring of the manager.”  

In conclusion, the separation principle had simply not existed at Primeo Fund and 

the fact that the asset manager and the sub custodian were one and the same and that 

the separation principle at the operational level had been removed was clearly a 

“disadvantageous fact” that could clearly be classified as a “significant circumstance” 

under investment fund law. To his mind, it was a significant risk that at the very least 

“should have been clearly mentioned in the prospectus”.  

Once Primeo was in place and it worked, the way was clear for the scheme to 

multiply and expand, it could grow as fast as was needed, with variations of the same 

product to cash in on different markets – always with the same basic structure. One 

fund might claim to be for small investors (retail), another for local authority clients 

that were told it was a cash alternative, yet another to appeal to people who wanted a 

fund with EU standard approval (UCITS). Yet always with the same underlying 

principle – collecting the money in exchange for substantial fees – and giving it all to 

Madoff. 

But the conspiracy could not admit that was the case, and to catch investors, the 

feeder funds marketed themselves as sophisticated financial institutions that were 

offering to safeguard investors’ money, and which at all times were conducting strict 

oversight of “the managers and investment companies” – which meant of course 

Madoff.  

They (The Bank Austria Conspiracy) demanded vast fees for their work, making 

hundreds of millions of dollars, and there was no evidence that any of it was ever used 

to do the checking they promised they were doing. If anything, it was used to work 

out ways around the law. And the money Madoff was paying simply encouraged a 

growing number of willing servants to ignore the blatant signs of his wrongdoing. 

Rather than identifying the red flags, the main preoccupation of those at the centre of 

the scheme seemed to be the constant review of ways of making the fees grow. The 

TLM paperwork shows that an enormous amount of criminal energy was devoted to 

just that, and exposes people who knew that they were doing next to nothing for what 

they were being paid, yet because of simple greed still found ways to rake off even 

more. 

In his report, Dr Pitak said that the Bank Austria staff working on Primeo must have 

been aware that what they were charging in the form of a 2% management fee per 
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year plus various performance bonuses may well have been the normal market rate for 

a hedge fund, but that they were expected to provide a wide range of services for that 

money that they were actually not providing. 

He said: “The money they were charging was to say the least excessive for a one-

off, historical decision on the selection of the manager in favour of Madoff plus a very 

basic monitoring and reporting on the performance.” 

In the TLM Files there is a reference from the year 2002 to Primeo Fund – normally 

sold by Bank Austria. But it was also sold by Sonja Kohn though connections, for 

example Vienna Portfolio Management (VPM) founded by Kohn’s close friend and 

confidante Manfred Kastner. He owned and ran MediciFinanz and APM Cayman, 

which he had set up together with Kohn, and he was an employee of Medici Cayman 

from 2000 until 2001.  

The e-mail is from a representative of Bank Austria at their office in Lower Austria 

who wonders whether there is a mistake in the calculation of commissions to the 

bank? The commissions he was referring to were money that was being paid to the 

Distribution (Vertrieb) Department where the e-mail sender worked selling the 

Primeo Select Fund. The commission was not a private commission, he was talking 

about the department fee that was important because it would turn up at the end of the 

year in his profit centre’s accounting – showing how successful the Distribution 

Department had been.  

The Bank Austria employee pointed out that the fund had attracted a good reception 

and a lot of clients wanted to buy it. However, he had noted from the prospectus that 

there was a management fee of 2% paid to BAWFM, and as far as he could see 

BAWFM was a 100% subsidiary of Bank Austria. Under normal circumstances part 

of the management fee – the so-called selling fee - would have been more than half of 

the management fee. That meant the Distribution Department where he worked could 

have expected around 1% on their account. But at the time of the e-mail in 2002 

Primeo paid out only 0.1%. And he asked why it was so much lower? 

He also questioned as to why VPM and Kastner, basically a private company and 

not part of Bank Austria, got a commission that was roughly double what Bank 

Austria was getting? Kastner, he was not to know, was one of those later named by 

the trustee as being involved in the Bank Austria Conspiracy. 

Why? Without being on the payroll he was a very close contact of Kohn who rated 

him extremely highly. He was involved in selling the Madoff products, and as the 
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paperwork was to show was instrumental to her in a number of ways. So instrumental 

in fact that he got €600,000 from her, a payment she later said was to console him 

over his “divorce”. Kastner and Kohn also had a company together named Gerila. E-

mail traffic shows that the payment was requested by Sonja Kohn and it was Daniele 

Cosulich, the man who ran the day-to-day affairs of HAM, that e-mailed Kastner to 

confirm the payment had been made. 

The network they created also fed into other funds in the network, meaning further 

fees – it was basically churning - something that is illegal under Austrian law. But the 

creators of the fund knew that by going offshore they would be able to bypass many 

of the laws and regulations, such as the ban on churning. 

In the Primeo family, some of the funds had performance fees, others concentrated 

on management fees. So they made sure that as much as possible went to the fund 

where the performance fee could be reached, and the rest went to the sub funds where 

performance did not matter. It meant that a lot of the work that was done by the 

Primeo managers was devoted to carving up the fees, and cooking up new ways to get 

round the regulations. Elaborate strategies that were designed to circumvent 

regulators, and to point the finger elsewhere when the bubble burst.  

The first indication that Primeo was on the cards came on August 12, 1993, when 

Sonja Kohn’s company Eurovaleur sent a trademark application to the United States 

Patent and Trademark Office (“USPTO”) via the US Mail to register the “Primeo” 

name – something which was granted on November 1, 1994.  

It remained her property until 2001 when she transferred the trademark to Bank 

Austria. Prior to that (In 1994) there had been regular meetings between Kohn and 

Zapotocky, Radel-Leszczynski and Hemetsberger who travelled from Europe to New 

York to meet with Madoff at the BLMIS headquarters and to discuss the setting up of 

the Medici feeder funds that started with Primeo.  

Similar meetings continued two-to-three times a year for the next fifteen years 

according to the trustee, who said they were always set up by Kohn or her assistant 

Robert Reuss, Vice President of Eurovaleur and a former employee of Infovaleur, 

both Kohn companies. Reuss was also employed as in-house counsel for Bank 

Medici, although according to the trustee he had no formal legal qualifications. 

On September 10, 2004, for example Reuss, an Austrian who lives in New York, 

sent an e-mail with a Eurovaleur signature confirming a meeting between Madoff, 

Radel-Leszczynski and Hemetsberger to discuss Primeo Fund, and later the other 
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Medici Enterprise Feeder Funds. But when not meeting with Madoff there were also 

meetings between Kohn, Zapotocky, Kretschmer, Hemetsberger, and Radel-

Leszczynski at Bank Austria’s New York branch.  

What they created in those meetings and others was the master fund, Primeo, a fund 

that right from the start was not honest with its investors. It was marketed as a 

diversified “fund of funds” - concealing the fact that all the money was sent to 

Madoff; and it hid the fact that Madoff would act as both investment manager and de 

facto custodian – ignoring the Investment Fund Laws of the EU. Once created, 

misleading Primeo marketing material was distributed to other members of the Medici 

enterprise to spread. And as the paperwork shows that continued to include Vienna 

city council’s AVZ. 

In the TLM files, as mentioned earlier, there was a Bank Austria internal audit for 

2003 focused on department 09550 / Bank Austria Worldwide Fund Management 

Ltd., and in particular on the Cayman Islands Primeo Select (Euro) Fund.  

Marked “Confidential”, it is an audit from the department dealing with international 

business and subsidiaries, again by the auditor Christina Markgraf who worked on the 

2001 audit, and her colleague Thomas Burda, who spent 20 days to complete the 10-

page document. It is a report that when coupled with the 2001 internal audit of 

BAWFM shows again the level of the Vienna City Council involvement in Primeo. 

In the 2001 audit, it includes the detailed diagram overleaf which essentially 

attempts to identify who is the owner of BAWFM, and to confirm whether it is 

actually offshore? The question was relevant at this time because it was needed to 

clarify the tax situation, and in doing so what the diagram also made clear was that 

Bank Austria was the business owner, through BAWFM, which in turn was held by 

LB Holding. And LB Holding of course was where all the toxic Länderbank 

companies and products had ended up, the place where anything messy that managers 

did not want to contaminate the rest of the bank would be tucked away, and where it 

added an extra barrier of responsibility from the main business. LB Holding in turn 

was, according to the 2001 audit, “25% owned by AVZ and 75% owned by Bank 

Austria”.  
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Or rather as the diagram makes clearer, the bank’s 75% was held by LB Fonds 

Beratungs Ges.m.b.H, which in turn was a 100% subsidiary of Treuconsult 

Beteiligungs Ges.m.b.H, that in turn was a 100% subsidiary of BA Treuhand, that 

itself was then – finally – a 100% subsidiary of Bank Austria AG. But why so many 
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sub companies? Was it to insert several barriers between the bank and any legal 

action, or was it to make sure fees were creamed off by each company?  

The 2001 audit was produced by the bank’s own highly-trained auditing staff, and it 

was unequivocal back in 2001 that there was a direct link between AVZ and Madoff – 

written in black and white – and that was despite Madoff’s insistence on his name 

being kept secret. Maybe the auditors in 2001, Markgraf and Santer, did not know 

there was a ban on using Madoff’s name, maybe they felt that as it was a confidential 

internal document it did not apply. But whatever the reason, it shows that Vienna city 

council was directly involved in setting up and running the fund that as will be argued 

later was the most important of all the funds that Madoff created. Primeo was the 

master fund that gave birth to all the others. And Primeo was a product of Madoff, the 

Bank Austria Conspirators, and the AVZ. 

As mentioned earlier, within the city hall, the Rathaus, the most powerful financial 

organisation is the AVZ, the Anteilsverwaltung Zentralsparkasse, which although it is 

a trust is effectively run by the Mayor and the members of the SPÖ Vienna. The SPÖ 

Vienna in turn is by far the biggest player in the national party.  

With such a high profile, it might be argued it should be setting a good example, so 

why in the Bank Austria audit is it supporting an offshore company that, according to 

the bank, is “founded in the Cayman Islands for tax reasons”? 

Anyone who reads the paperwork might well ask why a city council, responsible for 

setting an example for Austrian-based companies to follow, was getting involved in 

an offshore construction designed to avoid paying taxes? Taxes that were made to pay 

to run the services the council offered? On the one hand Vienna expects companies to 

pay taxes and to support the local economy, and yet on the other hand the city itself 

was getting involved in a deal that meant it avoided those same taxes itself? 

But then again, as anyone who had read about Club 45, or followed the scandals of 

the Noricum affair, the SPÖ was not really anything to do with socialism anymore, as 

its controversial decision to officially ditch the link by taking the word out of its name 

in 1991 clearly showed. 

The SPÖ has not just been the number 1 party in the country since the creation of 

modern Austria, it is also one of the oldest. It had its roots in a worker’s party that was 

founded in 1888 and after the war was re-established as the Austrian Socialist Party 

(Sozialdemokratische Arbeiterpartei) the SDAP. 
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In July 1990 the last of the old school socialist leaders Bruno Kreisky died. And 

together with the end of the Cold War and the fall of the Iron Curtain it confronted the 

SDAP with changing realities. In June 1991, the party congress decided to change its 

name from “Socialist Party of Austria” to the “Social Democratic Party of Austria” 

(Sozialdemokratische Partei Österreichs), thus shifting the emphasis from ‘socialism’ 

to ‘social democracy’. 

And so the AVZ and its new breed of champagne socialists were free to work with 

Madoff, a man who represented something that was nothing to do with the SPÖ’s 

working class roots.  

The extreme secrecy of the way it was managed meant that the AVZ has never been 

named in any legal suites, or even mentioned in any Madoff stories, because nobody 

knows about it – apart from the Austrian prosecutor, that is.  

In the earlier report from the Project X team, it concluded that the Primeo Fund was 

the model on which all the other funds were later based. Vienna was roped in to help 

create that first ever product. And that means that the AVZ were also involved in the 

founding of the basic structure of the Madoff global feeder funds network – and in the 

creation of the blueprint that was at the heart of the Bank Austria Conspiracy by 

supporting it – and not asking questions. Or at least not asking the right questions. 

Why is a trust that has an enormous responsibility to those whose money it is 

managing taking such a large part of a tax-dodging offshore construction that is 

considered so risky by Bank Austria that it puts it five subsidiaries away, and lumps it 

in with other products too toxic to let near the main bank?  

Normally there would or should be a rule on what percentage the trust could own, 

but as the AVZ is a notoriously secretive organisation, often refusing even to be 

audited, it is hard to know what their internal rules are. Maybe they would allow it, 

but normally a trust would be limited in its participation, especially in such a risky 

off-shore construction. But going offshore was not just a strategy that was needed in 

order to get more fees from investor’s tax free, it was also a perfect way to bypass 

regulations put in place to protect clients from fraudsters like Madoff. 

There was another reason, Primeo was the master fund, the fund that became the 

blueprint for all those that followed, and while the members of the Bank Austria 

Conspiracy were testing the water they clearly felt it was best to make it offshore 

where the laws were less stringent. Later, once they were more confident, they moved 

some of the clones that were to follow back into the EU sphere. But this first fund was 
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offshore – at least on paper. In its prospectus, for example, it said it was located at the 

Bank of Bermuda (Cayman) Limited offices, in the Cayman Islands; the implication 

being that it was subject to Cayman Islands’ law. 

Yet in the TLM Files there are over a dozen documents indicating that apart from a 

paper address there was very little about the fund that was not Austrian, from its staff 

upwards. The paperwork details meetings and notes from the directors and managers 

at Primeo Fund that were invariably not held in the Cayman Islands. Staff were paid 

in Austria. Many even worked in Austria. It was owned ultimately by an Austrian 

company and at least one court has ruled that it should have been subject to Austrian 

law. 

The bad news for the AVZ continues in the 2003 audit of BAWFM’s Primeo Fund 

where like the 2001 report it warns that nothing has changed with regards to liability, 

and in the continued absence of an agreement with Madoff, Bank Austria is liable for 

the entire volume invested with Madoff.  

This means that the bank in this construction was always liable for the total volume 

– an amount that at the end was billions – a sum which the internal audit by the bank’s 

own staff said had to be paid back “100 percent”.  

It observed that the managers of BAWFM told the auditors they “had attempted to 

implement the 2001 request that a written contract be agreed, but that despite 

intensive discussions with their opposite numbers at Madoff’s company it had not 

been possible”. The report noted that “Madoff had pointed out he had similar accounts 

with many other big investors, and these were also all without a written agreement”. 

The importance of the 2003 document cannot be underestimated. It says, for 

example, that the BAWFM managed Primeo Select fund had a potential liability risk 

for Bank Austria for the “entire investment”. At that time this represented a total of 

$350 million. It also said that there needed to be a check about the fund’s results 

given its performance which was “considerably over the market average for that 

period”. 

It goes on: “In addition, with regards to controlling the transactions and checking 

the positions, BAWFM is almost completely dependent on information provided by 

the manager.” The only additional control being done was that Bank of Bermuda 

(BoB) Lux claimed, when questioned by the auditors, that it had also asked the firm 

Thomas Murray Network Management Ltd to do a quarterly due diligence on the 

manager. 
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Yet when they were contacted after the Madoff scandal was discovered, Thomas 

Murray denied that this was the case. In a letter dated January 13, 2012, company 

secretary Peter Sturdy said: “Our company has never performed any due diligence 

reviews of managers of either Primeo Select Fund, Primeo Select Fund USD Class, 

Primeo Select Fund EUR Class, Primeo Multi-Strategy Fund or Primeo Global Fund 

or any other Primeo Fund. Further, on behalf of Thomas Murray Network 

Management Ltd, I can state unequivocally that neither Thomas Murray Network 

Management Ltd nor any other group company has ever carried out any work, 

analysed or reported on any aspect of Madoff funds for any group of any kind 

including banks and brokers.” 

The Bank Austria 2003 audit also reported that although liability for any losses to 

investors from a managed account was explicitly ruled out in the prospectus, the risk 

still remained. In other words, whatever the prospectus said about not having liability, 

the fact was that liability for the manager remained because of the fact he had been 

unnamed in the prospectus. 

It goes on to stress the same point over liability with regards to the fact that BoB 

Luxembourg had explicitly ruled out any liability for the manager (Madoff), and that 

therefore the risk, according to the auditors, remained with BAWFM. That in turn 

meant the risk lay with Bank Austria. The report urged the bank’s lawyers to once 

again look at the legal situation over the liability of BAWFM to see what could be 

done. It also recommended that BAWFM arrange to get access to the quarterly due 

diligence reports that were supposedly being done by Thomas Murray. Obviously, 

that never happened, as these alleged due diligence reports were in reality never 

carried out. Further research showed that actually Thomas Murray had simply created 

a structure suggesting how reports might be implemented, and it had been the 

intention to use this on Madoff. But it had never happened. 

Interestingly, in the 2003 audit, it seems as if the situation with regards to AVZ’s 

involvement has been further clouded by inserting an extra company – not between 

Bank Austria and its 75%, but rather between AVZ and it’s 25% stake in LB Holding.  

This time round in the diagram overleaf showing the structure of BAWFM (and its 

various sub-advisory agreements over where the fees due should be paid) it shows 

that the LB Holding minority stake of 25% is now owned by A&B Holding. And as 

already discussed, in fact A&B Holding was simply the holding company for all of 
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the various subsidiaries of AVZ. Vienna city council trust was still very much 

involved – just not as visibly. 

With regards to the depot bank function the auditors noted that it was an unusual 

construction in that the shares were not held by the depot bank, but rather remained 

with the manager in a separate account and that this manager who was also the 

broker-dealer had direct access. It urged that Bank Austria lawyers clarify the legal 

situation with regards to the liability of BAWFM, at the very least to make it more 

transparent. 

Transparency, however, was something the members of the conspiracy did not want. 

That might be the reason why the recommendations in the 2003 audit report were also 

ignored. The audit once again listed as “urgent” and “needs to be settled immediately” 

the fact that there was “no written contract with Madoff,” and similarly urgent was the 

missing custodian liability, that was also ignored. It also ignored the urgent 

recommendation for regular monitoring of what the broker was doing. The person that 

was responsible for that was, according to the auditors, the leader of the department, 

who it said was Ursula Fano-Leszczynski (later Radel-Leszczynski). But she was not 

alone in being told she was making a big mistake. On the front page of the 

confidential report it listed those to whom it was being sent. A management summary 

(a condensed version) of the problems went to Kadrnoska and the banks now-director, 

Willibald Cernko, and the summary plus the detailed report went to Kretschmer, 

Nograsek and Simon among others. It was the fact that Cernko was sent this, and 

therefore knew and yet was one of those that did not act, that led to his being named 

by the Project X team as having questions to answer. 

When liquidators moved in to rescue what could be rescued after Madoff’s 

meltdown, they found that Primeo had not only mutated into other clone funds, but 

also that the Primeo family itself had multiplied. At the start there was only one 

Primeo fund that had opened and then was closed – the official reason being that the 

fund had reached the maximum volume the strategy could support and therefore no 

new money was needed. 

In fact, it merely served to increase the desire to join the club, those inside had 

nothing but praise for its performance. It meant that Primeo Fund Ltd, which was the 

parent fund company, and had originally had Primeo Global Fund, went on to develop 

the Primeo Select Fund, Primeo Select Euro Fund, and the Primeo Executive Fund. 

When it did so, there was no shortage of takers. 
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The Primeo Global Fund though remained the original fund, founded in 1994, with 

the idea that it would be a fund of hedge funds with different investment advisors and 

sub funds.  

There is speculation that there might not have been any other managers as with later 

funds, but bank insiders say that on this occasion it was true that it was a fund with 

several managers, of which Madoff was only one, and he had been introduced by 

Kohn to show the Bank Austria team what he could do. Kohn, who was already 

advising Primeo and Zapotocky through Eurovaleur, had seen to it that Madoff was 

included. And the conspiracy members were so pleased with the results, they later 

created Primeo Select in early 1996 to invest solely in Madoff. 
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In the prospectus for all four, the Primeo Global Fund, Primeo Select Fund, Primeo 

Select Euro Fund, and Primeo Executive Fund, it stresses the advantages of each, and 

in the very first sentence says that the objective of the Primeo ‘family’ was to invest 

“part of its assets in funds” and at the same time “to maintain and expand the capital 

base through a wide spectrum of investments”.  

The reality was though that it was not part, it was all, and that all went to Madoff. 

And there was no wide spectrum of investments. There was only one man, and one 

strategy, and that was again Madoff. 

At the end when Madoff was exposed the Primeo family included funds just 

mentioned in the prospectus, but also other related Primeo offshoots like the Primeo 

Executive EUR and Primeo Executive USD, Primeo Multimanager, Primeo Fund Ltd 

and Primeo Multistrategy. A big advantage of so many funds was not only that it 

allowed those in the Bank Austria Conspiracy to hide the scale of the operation and 

hide the fact that it was all Madoff, but also with many different funds, it allowed a 

fund of funds status. 

A fund of funds normally collects money from investors and spreads it across a 

portfolio of funds, it means still more cost for the investor as there is the umbrella 

fund over the other funds, but nevertheless they were still popular. Of course the 

reason was diversification and spreading the risk, and if at the end of the day all that 

money was going to the same manager with the same strategy, it was all ultimately 

pointless, at least for the investor. It was not pointless for the managers, that were 

getting more fees. In the Primeo case therefore, all they had really done was insert a 

layer above their own funds for exactly that reason, in order to charge more fees, yet 

at the same time giving no extra advantage to the investor. 

The original strategy that involved closing down the first Primeo fund with its 

impressively consistent returns had been a huge success. That success had obviously 

not contributed to Madoff’s reputation because he was kept secret, but it had been a 

success in boosting the reputation of those selling his funds.  

People who had hesitated with the first Primeo fund and missed out learned a tough 

lesson as they watched rivals gaining the benefits. These people were less hesitant 

when Bank Medici, the gatekeeper to the mysterious money manager that produced 

such consistent returns, offered alternatives such as a fund billed as a successor to 

Primeo in the form of the Herald Fund. And by 2008 when Bank Austria announced 
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that Primeo was open for business again there were few reservations, after all, by this 

time it had been around for well over a decade.  

Primeo was incorporated on November 18, 1993, and was operational from January 

with seed capital provided by Bank Austria and others. In January 1996 Primeo Select 

was incorporated and the real wholesale distribution started a year later with the 

registry for public distribution. 

As proven, despite all the fancy marketing material, at the end of the day the Primeo 

funds were simply taking investments and passing them on to Madoff. But the money 

did not simply go from the investor to Madoff, it needed a bank in between. 

Bank Austria Cayman had been in existence since the 90s, and was the perfect 

partner, but all of the documents have since vanished and the bank licence is not 

active. It’s difficult to prove that Bank Austria Cayman was the main financial hub, 

but it is the most likely candidate. And in order for it to be a credible partner, as the 

Primeo business expanded it was necessary to increase its capital using a bond 

emission. 

Here again the AVZ was involved, supporting its Bank Austria investment and 

supporting Madoff. The AVZ contribution provided the necessary funding and indeed 

guarantees that allowed Bank Austria to launch Primeo. That was because in order to 

launch Primeo, Bank Austria needed to create a suitable financial hub – and that 

meant a bank. But not simply any bank – it needed to be a bank with financial muscle, 

and one where they also had control.  

Bank Medici was not yet a reality, so they invested in Bank Austria Cayman, and to 

give it the necessary credibility on the market they issued two bonds to raise money. 

A bond is a financial instrument that is sold to an investor who in turn is paid a 

coupon. A coupon is a periodic interest payment that the bondholder receives. 

Normally, they are limited to a certain amount of time before they are redeemed, but 

the two bonds in this case were perpetual bonds – which meant they had no maturity 

date. One was for €150 million (11) and the other for €250 million (12), in total €400 

million. Of the total €127 million of the €400 million was purchased by AVZ – which 

is more than 30%.  

That means that AVZ had an over 30% stake in the Bank Austria Cayman Bonds, 

and although the AVZ is a secretive trust it is almost certain that it would have been 

limited by its statute to not buying more than 10% in any one bond. The reason? To 

limit risk, as the trust has to be responsible with its assets. The 10% rule means that in 
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the event of a default, its damage is limited. Under Austrian investment law all the 

indicators are that unless AVZ, which is based in Austria, has some kind of special 

exemption, it should be 10%, and that is regardless of what the investment is. It even 

applies to Republic of Austria bonds – or Republic of Germany. So why are the AVZ 

managers buying over 30% of a construction in a Cayman Islands and therefore 

offshore bank? It almost certainly has something to do with the fact that they already 

had 25% ownership of the Primeo Madoff construction, but what? It was exactly 

because of attitudes like this that Austrian trust law has been changed to make the 

trustees personally liable for their decisions. If they risk having to lose their own 

money for a mistake, the hope is it will make them more careful, or so the argument 

goes. 

But as so often, AVZ did not benefit from its Bank Austria deal. AVZ originally 

invested €127 million. The bank last year offered to buy the bonds back ahead of their 

maturity at 50% of the notional value. And AVZ accepted this. That meant AVZ lost 

half of the €127 million which is €63.5 million. The reasoning behind the bank offer 

is clear, it was to make a profit. They had the full amount of €127 million, yet paid 

back only half, and so had a profit on the deal. 

* * * 

Bank Austria merged with the Bavarian HypoVereinsbank (HVB) in 2000, but the 

Germans did not have any interest in revealing what was wrong either, and instead, as 

the John Absood complaint shows, they simply ordered their sales teams to start 

generating funds for the Madoff constructions and got rid of anyone that stood in the 

way. 

Then when HVB / Bank Austria was taken over by UniCredit in 2005 another 

opportunity for exposure was created, and lost. UniCredit and Pioneer had in fact 

taken steps to examine BLMIS following the 2005 acquisition and detected serious 

worries, including defects such as the fact that there were no written contracts 

between Primeo’s long time manager BAWFM and the sub-manager, BLMIS 

(Madoff). 

And whereas with the Germans (HVB) the evidence is that it was mainly greed that 

made them blind, all the indicators are that the Italian UniCredit global banking unit 

had more of an idea of the problem as it tried to hide Primeo Fund’s investment 

structure. They did that by electing to invest in BLMIS indirectly through Herald 

Fund, Alpha Prime Fund and Thema International.  
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And despite the fact that it was an exercise in covering their tracks, they also made 

sure it generated extra money for themselves from the likes of Primeo Fund’s 

investors who had to pay more in fees. This money according to the trustee went to 

Kohn, Herald Asset Management Ltd, Bank Medici, BAWFM, and individuals like 

Ursula Radel-Leszczynski, Stefan Zapotocky and others. 

For the conspirators of course it meant a further smokescreen, a stronger argument 

to say at the end when it came crashing down that it was someone else’s fault, and an 

exercise that at the same time the investors were made to pay for with more fees. And 

for them the end result was the same - 100% investment in Madoff. 

The move to hide Primeo behind the other funds like Alpha Prime was not hidden 

from the trustee and formed the basis of the charges against former UniCredit boss 

Alessandro Profumo, who it described as a “good friend” of Kohn.  

According to one of Kohn’s former Bank Austria colleagues: “She would head off 

down there to see Profumo with presents but not just the usual Sachertorte, one-time I 

think it was a flatscreen TV or other things that were more valuable like jewellery – 

rings were popular with her for her favoured clients.” 

Indeed, Sonja Kohn seems to have had a surprising amount of success in coming up 

with constructions that UniCredit then supported – for example she had the idea to 

build a trading system in Italy via UniCredit.  

She was provided with a VIP office in Milan in a central location. Her former 

colleague said: “When you walked inside there was a fantastic entrance hall full of 

marble that simply was unbelievable. It was then switched off because they realised it 

was costing €50 million and bringing nothing. Maybe she had got the idea from 

Madoff but didn’t really understand how to bring it into effect herself? He had after 

all been doing something similar in America. The idea was that everyone in the 

company would use this trading system and she would get three or four cents from the 

turnover. The problem was that somehow, technically, what she created didn’t fit in 

with the UniCredit trading system – and after €50 million or so, that was that. They 

pulled the plug, but it was certainly more than a year that it was in operation.” 

Her links with Milan in Italy began when she had lived there in the 1970s, a time 

that resulted in various connections to members of the small Milanese Jewish 

community. Her tenure with her later Milan-based online project FundsWorld allowed 

her to further socialize amongst the inner circle of the Milanese banking community. 

Banca Intesa executives introduced Kohn to high-ranking executives at Pioneer, 
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including Frigerio and La Rocca. It also included Dani Schaumann, a former 

UniCredit and Pioneer executive who she met while in Milan who was to become one 

of her most prized connections. Indeed, by the time Kohn started FundsWorld, 

Schaumann worked at UniCredit, and from 2000 to 2004, Schaumann was the head of 

Pioneer’s asset management business in Italy.  

Pioneer had been offering its clients multiple avenues into BLMIS from 1999 

including certain BLMIS feeder funds established by the Benbassats through Kohn, 

Fairfield Sentry Ltd, and Kingate Global Fund Ltd. UniCredit had identified it as a 

lucrative investment opportunity for its clients and a rich source of fees, and 

purchased Pioneer in May 2000.  

Immediately, Schaumann assumed control of Pioneer’s Italian operations and later 

became the Head of Pioneer’s Emerging Markets division in March 2004. In around 

1999 to 2001, Kohn unsuccessfully tried to partner FundsWorld with Pioneer, and 

over the next eight years, Schaumann and Kohn remained in close contact. It was 

Schaumann that introduced Kohn to numerous high-ranking executives at Pioneer and 

UniCredit. And the relationship continued when Kohn offered Schaumann a position 

at Bank Medici in the summer of 2008. 

But even more significant than Schaumann was another contact she made during her 

tenure at FundsWorld, for it was in Milan that she met Profumo at least five years 

before UniCredit’s acquisition of Bank Austria. 

Bank Medici insiders confirmed that Kohn would talk a lot about her close 

relationship with Profumo, who would frequently call her directly to chat about 

business. It was also widely believed by the Bank Medici staff that it was Kohn that 

had brought UniCredit and Bank Austria together for the discussions that resulted in 

HVB / Bank Austria being taken over by UniCredit. 

The allegation that Profumo was involved in the Madoff fraud was part of the 

trustee’s RICO filing that alleged it was an organised criminal conspiracy and naming 

both Kohn and Profumo.  

But no less important to the master fund creation was Gerhard Randa, the former 

chairman of Bank Austria and before that chairman of Länderbank that later merged 

with the ‘Z’ to create Bank Austria. According to the trustee Randa, who started 

working in banking in 1967, was instrumental in the creation of Primeo Fund, and it 

was through him that Kohn was introduced to the other Bank Austria conspirators in 

the early 1990s. 
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Like Kohn, he is a holder of the Decoration of Honour for Services to the Republic 

of Austria (Großes Goldenes Ehrenzeichen für Verdienste um die Republik 

Österreich), part of the country’s honour’s system that was established in 1952 and is 

conferred to pay tribute to people who have rendered “meritorious services” to the 

country. The names are selected by the government, although not all are worthy, and 

in the past, for example, have included the likes of former Yugoslavian dictator 

Marshall Tito and the disgraced ex-MEP Ernst Strasser. 

And while Randa may be the most well-known name on the list of those accused 

specifically dealing with Primeo, of equal influence has to be another Austrian that 

the trustee claims was involved in the Madoff fraud, the veteran Austrian banker 

Wilhelm Hemetsberger (55). He met Madoff on several occasions to discuss setting 

up the feeder fund network, meetings that he was to later describe simply as “get to 

know you sessions”.  

And like Randa himself, quite apart from his Madoff involvement, Hemetsberger 

was at the heart of the Bank Austria empire. He was a director responsible for 

international capital market operations from February 2001 to May 2008. He was also 

a director of BAWFM from 1993 to 2003.  

English was no problem for him, between 1994 and 1998 he worked in Citibank 

International in London and in 1998 was a director of the CA IB Investmentbank AG 

in Wien. But also between 2002–2008, he was a director at UniCredit CAIB 

Securities UK Ltd, between 2001 and 2008 Bank Austria’s director for Markets & 

Investment Banking, and between 2005 and 2008 on the UniCredit Group Executive 

Committee for global capital markets responsible for Trading, Sales, and the 

Structuring of the UniCredit Gruppe. 

And more recently he was the founder of his own company, Ithuba Capital AG, that 

is involved in the sale of extremely complex financial structures. The word Ithuba is a 

Zulu word, and apparently means “Opportunity”. Like Kohn and like Randa, with his 

role in the bank, and his detailed insider knowledge of fraud and its risks, how could 

he not have known what was going on with Madoff? 

Reuters refers to him as the “veteran Austrian banker”, but in Austrian banking 

circles he has another name, “Red Willi”. It is a reference to his strong ties to the SPÖ 

and his student activities where he would be seen waving the communist red flag, the 

hammer and sickle, at demonstrations. He claimed, however, that it was simply a 

reference to his red hair, although he admitted having been a member of the 
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Communist Party in Vöcklabruck in Upper Austria, and later was an activist at the 

“Roten Börsenkrach”, an extreme left-wing student organisation. 

The business strategy of Ithuba was dealing with investments that were made a long 

while ago but that, as Hemetsberger diplomatically put it, “had not developed as it 

was planned”. He said that together with his team they would analyse the investment 

strategy that had taken place and then help with restructuring and trying to “make the 

best out of the situation”. 

He said that thanks to the financial crisis there were no shortage of firms looking for 

his business and right at the start he admitted he’d already signed up 10 or 12 Austrian 

and German companies. One of those he identified was ÖBB, the Austrian railway 

company. 

It was a swap deal that the ÖBB had done with Deutsche Bank for an estimated 

€500 million that had not developed as planned. Hemetsberger then turned up as an 

adviser but insiders at the railway company said they had not wanted or needed him to 

get involved, but it had been forced on them by the politicians. They had also not 

wanted to pay the substantial fee that he had demanded for his ‘assistance’. 

Above all, though, his socialist roots have given him excellent political connections. 

He studied with SPÖ former Chancellor Alfred Gusenbauer, who Hemetsberger 

helped with his good connections in Eastern Europe. Hemetsberger’s connections also 

allowed him to be named as an advisor to the Austrian Finance Ministry on matters 

dealing with investment in public institutions and debt management. Because of his 

in-depth knowledge, it is hard not to agree with the trustee that he must have realized 

what was happening at the Madoff empire during those meetings to put the feeder 

fund strategy together.  

He is the SPÖ trouble shooter, called in for a large fee when there is a financial 

problem to sort out. He appears always as an independent advisor, yet ironically, the 

problems are often caused by the sort of complicated financial products of exactly the 

type that his company Ithuba had sold in the first place – products that were at the 

heart of the scandal he was then invariably asked to sort out.  

But he made no secret of it, asked once what was the driving force behind his 

actions he said: “Involvement and reward both need to be visible, but also clearly 

alongside each other.” Or as the press reporter noted: “One wonders if his former 

communist colleagues would see it like that.” 

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version) 231 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



Offering advice was something that proved to be lucrative for those involved 

throughout the life of the Bank Austria Conspiracy. Sonja Kohn set the ball rolling 

when her company Eurovaleur was hired to give advice to Primeo on capital market 

questions and analysis. But there can have been no performance behind it. It was all 

empty words. The claim against her is that the payments were actually a way of 

paying her a kickback for introducing Bank Austria to Madoff.  

BAWFM received at least $55 million in management and performance fees 

between 1994 and 2007 for its ‘work’, and of that Eurovaleur in New York received 

20% for serving as a sub-adviser to BAWFM, payments that were authorised by Bank 

Austria. 

When Madoff was exposed the losses for Primeo Fund were $1,210,000,000 and 

Primeo Fund (Class B) ($370,483,000), a total of around $1.6 billion. And it had been 

far higher before redemptions, but if this figure is taken as a basis for the management 

and performance fees – it allows a ball park figure of $400 million of commissions 

from these funds alone, based on about $850 million a year between 1994 and 2007. 

If BAWFM had €55 million, what happened to the other $345 million? One thing is 

certain, as long as the business was running, and it did run between 1994 and 2007, 

the commissions were paid out. But where? 

Like Hemetsberger, Sonja Kohn knew of the risks of bad advice, it is littered 

throughout the marketing material she created, so it’s hard to see how she could have 

agreed to it if she was not up to anything deliberately dishonest. There was a fax from 

1999 from Eurovaleur that warned investors of the many pitfalls in the market, for 

example through “the abuse of due diligence”. In some companies, the fax said, it was 

“treated as a one-time affair, carried out prior to actual manager selection and then 

either taken for granted or neglected totally”.  

Eurovaleur promised “transparency” and “regular examinations”. But this was quite 

simply not correct. Eurovaleur made frequent claims to be reviewing the performance 

of its managers when in fact throughout its existence there was only ever one manager 

and he was never reviewed at all.  

The realty was that Primeo Fund was 100% invested through BLMIS, holding 

account numbers 1FN060 and 1FN092. According to the trustee it was Randa, 

Kadrnoska, Kretschmer, and Zapotocky that controlled the flow of withdrawals from 

the Bank Austria BLMIS accounts, with the cheques processed and received by Bank 

Austria itself. 
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Primeo Fund fed hundreds of millions of dollars into BLMIS at first directly, then 

when they realised this could cause them problems, it was switched to making 

payments indirectly through other Medici Enterprise Feeder Funds like the Herald 

Fund, Alpha Prime Fund, and Thema International - further oiling the churning 

machine but doing nothing to reduce the risk. 

The various funds continued to claim that they were calling the shots, that they were 

setting the strategy and monitoring performance, yet they knew they were lying and 

there were numerous indications that proved that they had little to do with anything 

other than collecting the fees. 

In February 2002, Radel-Leszczynski sent a facsimile to Frank DiPascali at BLMIS 

requesting “approval” for modifications to the language describing the investment 

strategy she, BAWFM, Bank Austria, and Bank Medici would use to market Primeo 

Fund to investors. The facsimile was sent from a Bank Medici facsimile machine on 

BAWFM letter headed paper.  

Primeo Fund’s prospectus promised diversification, yet those accused knew that 

was exactly what it didn’t offer, either in its strategy or its manager or its custodian, 

and it never ever mentioned Madoff or BLMIS. Why? They were after all promising 

transparency. 

The Primeo prospectus was in the TLM Files – it shows that right at the end at least 

there was a clear breach of the Investment Services Directive from 2005, which was 

the implementation of a European Community ruling that all member states had two 

years to enforce. 

Interestingly, there were various versions of the prospectus for different means, for 

example the clients, the regular bank employees, for the Austrian FMA and other 

officials. One of the extended versions was the one in the TLM Files, not the 24-page 

version – but the 28-page version. The differences mainly concern the commissions 

and the ownership structure. 

It was commissioned by Kadrnoska and Kretschmer. Kretschmer provided the 

content, he was the mastermind, and Kadrnoska made sure it was implemented 

through his membership of the board. The prospectus makes it clear that the fund is an 

open investment fund that comes under Cayman Islands law and is owned by Bank 

Austria (no mention of AVZ). The prospectus says that “the 100 founder shares with a 

nominal value of $1 each are held by LB Holding GmbH, which is indirectly a 100% 

subsidiary of Bank Austria Creditanstalt. Only the founder shares have voting rights, 
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with one vote to each share, and no other shares had voting rights.” Yet in the Bank 

Austria internal audit LB Holding is only a 75% subsidiary of Bank Austria, with the 

other 25% with AVZ. 

It is one of the most crucial points in the Primeo Fund prospectus, tucked away on 

Page 10 when talking about the Management Fee. It says: “The Investment Advisor of 

the Fund is the BA Worldwide Fund Management (BAWFM), a firm registered in the 

British Virgin Islands. It is a 95% indirect subsidiary of Bank Austria. The remaining 

5% is owned by A&B Holding.” 

In the 2001 BAWFM audit report AVZ had 25% ownership. By the 2003 audit it 

had been moved into A&B Holding. AVZ still owned the stake, but no longer 

directly. Instead it was in a holding trust. 

But the crucial point is that the split was still 75% to 25%, yet now in 2004 that 

share had been reduced to 5%. In all the documentation gathered from many sources, 

there has been no indication of a sale of 20% from A&B (AVZ) to Bank Austria, nor 

any indication that it was in any way transferred. 

So why by the time of the prospectus in December 2004 was it 5%? There was no 

indication of any change or selling of the Class A Voting Shares. As always, 

ownership is blurred when it comes to Bank Austria, AVZ and the City of Vienna, a 

moveable feast that is defined at any given time in the way best suited to the 

circumstances.  

The mention in the prospectus is relating to management of the fund, the ownership 

is relevant as it determines the breakdown of the commissions. Under this 

construction of 95% to 5%, the indication is that AVZ has only 5% ownership, and 

therefore 5% of the fees.  

The experts of Project X had different interpretations. One theory was that the 

ownership had remained the same and the prospectus was in error, after all there were 

many other points that were clearly sloppy errors. It could also have been a deliberate 

deception. 

Another suggestion was that because it was in the section about administration of 

the fund, the intention was simply to indicate that AVZ had a 5% share and Bank 

Austria 95% of that responsibility (and fees), but that ownership had, in fact, 

remained the same at 75% to 25%. But why, if that was the case, would AVZ accept a 

lower share of the profits than its 25% ownership allowed? And where did the other 

20% go? 
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Alternatively, it could be that AVZ had indeed transferred 20% to Bank Austria, 

even though to-date it’s not been possible to find a record. 

But regardless of the ownership division of BAWFM and LB Holding between 

Bank Austria and AVZ, what is clear is that the fund doesn’t belong to the investors, 

which in Austria is illegal. The law says that if you buy into a fund then you should 

own the securities, in other words each investor gets a share of the securities based on 

what percentage of the fund’s capital they have provided. In short, if an investor has 

placed €1 million into the fund and the fund’s total was €100 million, the investor 

would be entitled to 1% of the securities. But in the construction listed in the Primeo 

prospectus the investor is not the owner of the securities. The company Primeo, which 

means the holders of the Primeo founder shares (ie the bank) are the owners of the 

securities, something that was only possible by going offshore. 

The bottom line is that if Primeo was to declare Chapter 7 (bankruptcy) – the bank 

gets its money first, so it can lump all sorts of costs onto the final bill before handing 

what is left over to ‘creditors’. In the event of the fund closing down - the assets, 

which would mainly mean shares and stocks, belonged to the company, and that 

meant Bank Austria, which would have first claim on any assets. That was important. 

Why? Later on it says that should any legal action result against the fund, these assets 

can be used to pay such costs before what is left can be divided up among investors. 

To the savvy investor, it is an indication that something is wrong when a construction 

is set up that allows managers of a fund to grab the shares at the end.  

Another key point is the commissions. Without going into details, if you add it all 

up, after 10 years you are looking at close to 50% commissions. Again, a savvy 

investor would wonder at what sort of investment manager was capable of running a 

fund that could generate 50% commissions over 10 years and on top of that come up 

with a profit for the investors? 

The prospectus shows that the custodian was Bank of Bermuda (BoB), which also 

had the minor role of subscription agent (Zeichnungsstelle). But BoB was also the 

administrator & recording location (Verwalter & Registerstelle) which deals with the 

settlements and payments, and while it was not illegal to have these in one hand, it 

was not ideal. It was one less pair of eyes looking at the whole structure, and one less 

person that might have spotted something wrong. 

The fact that they were the same of course was not clear on the prospectus where it 

said that the custodian (and subscription agent) was HSBC Securities Services (Lux), 
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and the administrator & recording location was BoB, but BoB was taken over by 

HSBC at this time so effectively they were one and the same. HSBC Holdings had 

bought BoB for $1.3 billion in a cash deal to beef up its presence in the banking 

haven. 

That deal, to “tap into BoB’s extensive back office business for the global funds 

industry and its private banking division aimed at wealthy individuals” was unveiled 

in 2003, and was completed in the first quarter of 2004. The prospectus was published 

in December, 2004. 

So the Bank of Bermuda was getting the information from Madoff, and acted as if 

they were the custodian, but they ruled out any liability. So who then was 

responsible? The Bank Austria internal audit had no doubts when it reported in the 

1999, 2000, 2001 and 2003 reports. Liability lay with BAWFM which, they pointed 

out, meant Bank Austria.  

The prospectus uses all sorts of words to describe what they do, and a client that 

reads it without knowing the background might well think it was perfect. But if you 

know the background, then you know the prospectus is not being honest. Take for 

example the section on investment adviser. It says that “BAWFM (the advisor) which 

is a company under British Virgin Islands law is the investment adviser for the fund. 

The adviser is responsible for making sure that the directors get a general strategy 

with regards to the selection and control of the manager and investment companies 

(sic plural), and in connection with that with recommendations about the division of 

the money between these managers (plural) and these investment companies (plural). 

As stated in the adviser contract the adviser will bring investment advisory services 

with regards to the administration (of the fund) and will check and control the 

managers (plural) of the fund as well as the distribution of the money, always in 

accordance with the agreed investment strategy and rules of the fund, and under the 

leadership and control of the directors of the fund.” 

On the face of it, it all seems very plausible, yet it is quite patently not true. As the 

expert report from Dr Pitak points out this was a marketing fraud because they were 

promising something that they simply did not do, and indeed which they were not in a 

position to do. There were no managers in the plural – there was only one manager. 

There was no evidence of any investment strategy ever being agreed with that 

manager, and therefore there could be no checking on whether he was following that 
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strategy. In short, there was one manager who was never changed and one strategy; 

and there was no checking and no control. 

Dr Pitak listed eight points that should have been done, but that even if BAWFM 

had tried to carry them out, it was quite simply not possible given the infrastructure 

that they had in place. They could not check that there was the best execution in share 

prices when selling, it was not possible to check deals in real time, it was not possible 

to check the commissions that were paid on those deals, there was no way to monitor 

churning of cash between funds to generate more fees, there could be no checks on 

counterparties, it was not possible to see if the purchased securities were really held in 

the fund, or even if they had been purchased at all, and finally, no way to check that 

money earned from the sale of any securities even ended up back in the fund. 

The prospectus claims also meant that they had to be in contact with Madoff, they 

had to ask him what he was doing, ask about asset allocations, and give him 

investment guidelines. They needed to be informed about his investment strategy. The 

adviser, it said, should constantly think about the potential for long-term earnings. 

That meant that one strategy should not always be the best strategy if thinking long-

term, especially not if it was a strategy that was so much in use in so many other clone 

funds. It’s inconceivable that so many people could be expected to make a profit all 

the time they were with Madoff. Yet that is exactly what the Bank Austria Conspiracy 

claimed was happening. By choosing only one manager with only one strategy they 

could only have been saying that he was either a magician or he was doing something 

illegal. Whether that was front running or a pyramid scheme may not have been 

immediately clear, but something illegal for sure. 

Yet Primeo had only one strategy. They made a managed account with one person – 

Madoff - even though the prospectus was saying that there should have been different 

styles and strategies. Under the “limitations of investment” section the prospectus 

says: “The adviser (BAWFM) is responsible for controlling the basic portfolio from 

the investment companies and managers (note the use of the plural again).” It says 

that in order to limit risk there was to be no investment of more than 30% in any 

single counterparty with the exception possibly for Treasury bonds. If at any stage the 

30% line was crossed the adviser was expected to take action to correct the position. 

“The adviser is constantly checking the basic portfolio of the investment companies 

and managers (again the plural) to check that this 30% rule is being followed and also 

checking the credibility of the counterparties. An investment of 50% or more of the 
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portfolio of the fund needs separate approval from the shareholders. The fund follows 

the basic principles of diversification.” 

Dr Pitak noted that in the earlier prospectus from May 2001 it had been a lower 

amount, when they were not allowed to put more than 20% of the total volume of the 

fund with one counterparty, and if for any reason this 20% line was overstepped 

immediate corrections needed to take place. Even if it was raised to 30%, by 2006 it 

made little difference as the managers had no opportunity to first of all spot the breach 

of the limit, and secondly no opportunity to correct it.  

And although it says 20% and then 30%, a more normal amount would be no more 

than 10%, because real diversification is a principle at the heart of a good risk 

strategy. When you start to get to higher numbers it’s no longer investing – it’s 

gambling. In gambling there are also no rules in the way you spend the money. In 

investment funds there are rules but in the case of Madoff nobody was ever able to 

check them because they simply didn’t have the figures.  

The prospectus then has a section entitled “managed account”. It says that the fund 

is allowed to put a certain amount of money with certain investment companies and 

managers (again plural) who run a “managed account”. In such cases, the 

administrator and the custodian without exception will get account statements from 

the managed account as well as the transaction slips from every transaction. And it 

goes on: “Every loss that comes from the investment in a managed account is to be 

borne by the shareholders.” 

It is a clear attempt to pass the risk onto the investor, but the investor would have 

assumed any losss was from market speculation, not from fraud. A fraud that had 

been made possible by the fact that they had agreed to give Madoff an account in their 

name to which they had no access, they let him deal with clients money and made no 

checks at all on whether he really bought the stocks he claimed. 

A managed account is technically owned by an individual investor and simply 

looked after by a professional money manager, so they should have had access. 

Managed accounts are personalized investment portfolios tailored to the specific 

needs of the account holder so there would have been no honest reason for them (The 

Bank Austria Conspiracy) not to have been able to access it. 

It is something that is basic common sense, yet it was set up by a man who was head 

of the stock exchange, Zapotocky, and the head of asset management, Kretschmer, 

and the head of investment banking, which at the end was Hemetsberger and before 
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him Fischer. Can professionals at this level claim to have not known? Was this a 

deliberate attempt to pull the wool over people’s eyes? Even if they did not know 

exactly what was wrong, they must have known something was wrong because all the 

rules and even plain common sense says the system should not have been allowed to 

exist.  

Dr Pitak said in his report that the circumstances relevant in the case were in some 

points so unlikely that nobody had even bothered to make a law against them, as it 

was believed that what had happened should have been seen as something obviously 

wrong. In fact, even somebody with a few weeks experience in the business would 

realise it should not have been allowed.  

So why did Kretschmer, Zapotocky, Fischer and the other alleged members of the 

conspiracy allow it? They were all on the board. If they really were not guilty of 

fraud, then serious questions need to be asked about what they were doing in their 

roles in the first place? Their actions damaged the bank’s reputation – put jobs at risk 

– cost the bank money – cost customers their money. The prospectus reader did not 

know the truth behind the prospectus of course, Dr Pitak asks if it was possible from 

reading what was written to tell that the separation principle for the managed account 

at an operative level no longer applied? His answer was no. It was not possible. So 

why was this system created at all? 

Another key point of the prospectus is under the section “Performance” where they 

write: “The adviser believes that their investment involvement will be able to “reduce 

any risk through distribution, and a careful selection of the manager. But there are no 

guarantees”. It then adds that the manager might use investment techniques such as 

margin financing, investing in futures or options and any one of a number of 

strategies that under certain circumstances will maximise any damage.” 

Maximise any damage. It is an implication that the person that wrote this really did 

not have a clue what they were writing or alternatively simply didn’t care. They put 

maximise and they meant from the context clearly to write minimise. 

There is then a section on the payment of the investment adviser fees. It says that 

the adviser gets from all securities and options and futures and other things that make 

up the NAV of the fund a 20% performance fee. So this is a confirmation that the 

fund pays performance fees. This kicked in if there was an increase in 10% of the 

NAV on some but not all members of the Primeo family. But as has already been 

pointed out, it was always made sure that when the Madoff payments turned up these 
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were properly allocated to make sure the performance fee was earned in the right 

place.  

The payments and fees were decided on ultimately by the board according to the 

prospectus listing, which among other things gave them the authority to award 

themselves payments, and then it lists the members of the board and leading 

employees including Kretschmer’s enforcer Alfred Simon who was president. The 

other board members were Karl Kaniak, James O’Neill, Johannes Spalek and Nigel 

Fielding.  

People who were also connected with BAWFM and specifically with the 2001 and 

2003 audits, like O’Neill who was named in the 2001 audit as a director of BAWFM, 

or Kretschmer and Simon who were named as having been sent the 2003 audit 

warning of major problems with Primeo. 

Alfred Simon and Werner Kretschmer met while on the supervisory board together 

at Schöllerbank, and were also together on the supervisory board of Pioneer 

Alternative Investments. Simon’s career started in 1980 at the Bank Austria 

predecessor the ‘Z’, and the fact that he even had a career there means he must have 

been not only in the SPÖ but well-connected in the party. Between 2001 and 2007 he 

was on the board of Primeo Fund Limited and was in charge of Asset Management 

GmbH between 2001–2009, when he retired after 30 years in Bank Austria. 

The Englishman O’Neill was also managing director of the Bank Austria Cayman 

and also on the board of directors together with Hannes Saleta and Nicola A Corsetti. 

It was technically no conflict of interest, as both were bank Austria subsidiaries. 

O’Neill was a personal friend of Gernot Heschl, head of the department for 

international corporates and a member of the supervisory board of Pioneer. They did 

their apprenticeship together in Bank Austria. 

Nigel Fielding, who was also British, was according to the prospectus still working 

at HSBC securities - a classic conflict of interest if true as it shouldn’t be possible to 

work as a director on the board at Primeo Global Fund services at the same time as at 

HSBC. It meant being responsible as the custodian and at the same time being in the 

fund where he was checking the assets were there, it should not happen. 

* * * 

For a professional investor, there are things in this prospectus that should have given 

them an indication that all was not well – whether it was the strong clause limiting 
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liability or the sloppy use of language or the fact that it was set up as a company and 

not a traditional fund.  

With the knowledge of the real structure behind the fund one could go further - it 

was a product that no serious investor would ever have touched. Yet the reality was 

many may not have read it at all, as they were really only lured by the tax advantages. 

With an offshore investment there is no tax. There are only the fees, because in the 

Cayman Islands there are no taxes deducted. And while dividends are not tax-free, 

fees are tax-free. At the end of the day the bank’s motivation is not really that 

complicated for those that want to see it. 

The concealed indirect investment in BLMIS allowed Primeo Fund to appear to 

comply with its promises as made in its prospectus, while in fact it was still 100% 

invested with BLMIS.  

Kohn provided Bank Austria with direct access to BLMIS, with Randa, Kretschmer, 

Zapotocky, and Nograsek directing and supervising the creation of Bank Austria’s 

direct BLMIS account, which meant making sure it complied with, or in the case if 

Primeo, went round the rules and regulations. That included setting up contracts 

assigning who was the broker-dealer and who was the custodian, making sure that the 

assignment of responsibilities addressed the problem of the separation principle and 

that all the other paperwork was in place. The trustee also added another name at this 

point, saying Kadrnoska had also been involved in supervising the creation of Bank 

Austria’s BLMIS account. 

As already mentioned, BAWFM performed none of the management functions it 

pledged to do other than working out the fees that were based on the net asset value 

(NAV) of Primeo Fund, calculated on a monthly basis from data that was fabricated 

by Madoff, and then ‘laundered’ through respectable firms.  

It was designed to make it look as if they were covering all the bases, and they 

charged accordingly. Yet when Dr Pitak looked at what was actually done by 

BAWFM manager Radel-Leszczynski and her team, he estimated that what they did 

in monitoring the performance was approximately 35 hours per month. And that 

figure was for all work. Without going into details on his figures, the expert witness 

said just 35 hours a month was the total work needed to do all the checks and controls 

BAWFM carried out, setting aside the initial IT work necessary to set it up.  

Radel-Leszczynski said she had used eight staff to do the checks and controls that 

she carried out. Eight staff to do 35 hours of work. What did those staff do the rest of 
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the time? The back page of this year’s Sunday Times Rich List has an advert for the 

Cayman Islands that indicates they were unlikely to be bored: “Golden Sun, 

aquamarine sea, azure ski, soft white sand, beautiful unspoilt and uncrowded beaches, 

private luxury villas, and the best diving in the world. That’s what we call a rich list.”  

The other jobs that she and her team claimed to do such as the selection of managers 

and investment companies didn’t even take a minute, as this was done only once and 

the selection process was never repeated. Whether it was BAWFM or their closely 

linked sub adviser Eurovaleur that reportedly chose him in the first place, the fact is 

he was suggested and accepted by the board, and that was that. Whatever Radel-

Leszczynski or other members of the conspiracy may say to the contrary, all the 

evidence is that BAWFM only existed to provide a cover for the Medici Enterprise 

Feeder Funds.  

BAWFM was a subsidiary of Bank Austria incorporated in the British Virgin 

Islands on September 29, 1993, and it was voluntarily liquidated on or about February 

22, 2008. BAWFM was the investment adviser to Primeo Fund from December 15, 

1993 until April 25, 2007. Of the Bank Austria Conspiracy accused, Hemetsberger, 

Kretschmer, Nograsek, and Duregger served as directors of BAWFM and Radel-

Leszczynski was the President for much of that time.  

As the investigators in New York started to put together the details of the fraud they 

uncovered ever more information that linked it with Austria. On August 29, 1995, 

Austrian woman Anne Kritzer who worked for Kohn’s firm Eurovaleur sent a fax on 

behalf of her boss from New York to BLMIS naming Kretschmer as the contact for 

Bank Austria’s direct BLMIS account number 1FN082. This fax was sent on 

Eurovaleur letter headed notepaper. Bank Austria’s account file (AMF) later 

recovered from BLMIS contained Zapotocky’s Bank Austria business card, which 

included a handwritten note containing Kohn’s name and phone number.  

That arrangement continued until September 25, 2006, when Radel-Leszczynski, on 

behalf of BAWFM, sent another facsimile to Madoff to notify him that she would 

serve as his primary contact for Primeo Fund, Alpha Prime Fund, and Senator Fund. 

Radel-Leszczynski also proposed a future meeting with Madoff on October 23 of that 

year to discuss her role. 

Bank Austria closed its direct account with BLMIS in 1996 as it began to distribute 

Primeo Fund in earnest, having already had success targeting it informally with a 

select band of VIP Bank Austria clients. The fees kept on rolling in – this time 
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through its membership in the Medici enterprise - but without the exposure of a direct 

account with BLMIS.  

On December 21, 1995, Kohn sent a facsimile to BLMIS, on Eurovaleur letter 

headed paper, where she announced that Primeo Fund would begin issuing Class B 

shares and opening a new account with BLMIS. This correspondence resulted in 

Primeo Fund opening BLMIS account number 1FN092, a process that the trustee said 

had involved not just Kohn but also Randa, Scheithauer, Zapotocky, Kretschmer, 

Kadrnoska and Hemetsberger.  

With Primeo Fund in place, Kohn and Bank Austria sought to create a mechanism 

by which they could widely distribute it to Central and Eastern European investors. 

They decided they needed a more powerful partner than Eurovaleur, and so together 

Kohn and Bank Austria created Bank Medici, modelled on Eurovaleur, but which had 

the status and advantages of a bank.  

Bank Austria already owned a company that they handed over to Kohn to use with 

this in mind, and so Bank Medici started to take shape by starting out as a company 

named “Anton-Schwarz GmbH,” which was wholly owned by Bank Austria. Anton 

Schwarz was head of the department that dealt with Bank Austria owned companies. 

He set up a number of holding companies using his name for convenience, so that 

they were ready for use when needed. The name could be easily adapted, the main 

fact was that the paperwork to set the firm up had been completed, and of course it 

was always better to have a firm with a clean history.  

So on March 9, 1994, Bank Austria sold Kohn 90% of Anton-Schwarz GmbH and 

kept 10% ownership. The bank and Kohn then messed around with various names that 

were variations of the “Medici” name, eventually settling on “Bank Medici AG”. 

There was more debate over the ownership structure. The bank did not want enough 

ownership to have liability, so they insisted on a minority share, but they did want 

enough to be able to share in the success, and the profits. That meant less than 50%, 

10% was too little, and in the end they settled according to an insider on 25% plus 1 

share. 

Details from the Austrian equivalent of Companies House which keeps details of all 

firms shows that Kohn had 75% of the bank and that she was head of the bank’s 

supervising board. Its main institutional shareholder was Bank Austria Creditanstalt, 

with Kohn as the majority shareholder of Bank Medici. But although Bank Austria 
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was left with a minority share, throughout the conspiracy Bank Austria operated Bank 

Medici as a de facto “branch” – even referring to it internally as “Branch 1199.” 

In order to get a banking license she needed 50 million Schillings capital (€3,63 

million), and qualified staff to run it. By the time that application was processed she 

had the 50 million – but from where and from whom?  

According to the trustee, she had the money from Madoff, but according to her 

former Bank Austria colleague she would have not needed to borrow the money: “She 

could easily have had the 50 million Schillings by then from the commissions she was 

earning from her various products. 

“The funds she created alone were bringing in a lot of money but she always found 

ways to boost that, sometimes the performance sheets were reduced, sales fees were 

divided again in a way that was to her benefit. That was all money she got, I guess it 

was about 15 to 20 million Schillings a year, which was a lot of money in those days. 

What happened in America and whether or not she was given a loan by Madoff I can’t 

say, but what happened over here was more than enough to come up with 50 million.”  

At the end of the day the data was made up – so there was a lot of potential for it to 

be manipulated. 

After Bank Medici came into being, Kohn immediately began using it for marketing 

and distributing Primeo Fund, expanding upon what Eurovaleur started in New York 

in 1991. With Bank Austria behind it, and its aristocratic name, it turned into a gold 

mine for Kohn. 

When Harry Markopolos was interviewed about the Madoff scandal he commented 

that he was amazed by the way, “large banks rented their good names to hedge fund 

of fund charlatans and that, unfortunately, investors didn’t realise they were being 

hoodwinked”. They had effectively sold him their names to hide behind. In the 

trustee’s RICO filing it says that “Bank Austria lent Kohn and Bank Medici the 

imprimatur of legitimacy they needed to begin soliciting investors for BLMIS on a 

breath-taking scale. For this, Bank Austria took its share of the proceeds of the ‘illegal 

scheme’. Bank Austria, for its various roles in the scheme, received at least $31 

million, although probably at the end of the day many times this amount, and not 

including the fictitious profits it took from its direct account at BLMIS.” 

The TLM Files show that Bank Austria was indeed more than happy to lend its 

name and credibility to Kohn and the Medici enterprise. On February 25, 2002, for 

example there was an e-mail from BoB subsidiary, the Bermuda Trust Dublin 

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version)244 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



Limited’s Gerry Brady to Ursula Radel-Leszczynski in the context of setting up a 

proposed new fund in Dublin. He said: “I think the key concern is separation of 

custody and investment management. The ideal solution would be for Madoff to act 

as investment advisor with Bank of Bermuda’s sub-custodian in the US, Citibank, or 

some other reputable third party acting as sub-custodian. I believe if this approach 

were taken we would overcome any regulatory or investor concerns.”  

In fact, Bank Medici and Bank Austria were so intertwined that they had a virtual 

“revolving door” of officers, directors and employees; jobs that were handed out even 

when some of those appointed did not have the experience or qualifications for the 

role. As one would leave, another would take their place, why else would people like 

Kohn, Scheithauer, Kretschmer, Nograsek, Duregger, and Gutty (of UniCredit) all 

have jobs within Bank Austria and the Medici enterprise? 

Bank Austria had also entered into several “Contracts of Agency” with Bank Medici 

under which all transactions of customers acquired and advised by Bank Medici were 

to take place via Bank Austria. In fact, Bank Medici may have had an extensive sales 

team dedicated to raising funds for Madoff, but it had no banking infrastructure of its 

own. All of its accounts and portfolios were held and administered by Bank Austria. 

Bank Austria also agreed to assist Bank Medici in undertaking its due diligence 

obligations –with Bank Medici paying Bank Austria for these services. Was there a 

reason why they were never worried Bank Austria might find something wrong 

during the due diligence? 

Bank Medici was only interested in investing in salesman, and was only interested 

in investing zero in administration and management – as exhibited for example by the 

amateur performance sheets and her refusal to get software to do the job. With its 

headquarters in Vienna it was convenient as she was close to the other conspirators, 

but Bank Medici had global ambitions, and it increasingly focused on marketing and 

distributing the Madoff-linked investment vehicles through other banks and asset 

managers in Europe and beyond – and Kohn focused on being the gatekeeper to her 

“good friend” Bernie.  

When Bank Medici was granted a full-service banking license from the Austrian 

government in 2003 it became the ultimate promotional tool in the arsenal of Kohn. 

She wanted to show investors she had impeccable credentials. With her own private 

bank she was catapulted into the aristocracy of European banking. When that was 

acquired by the giant UniCredit bank holding company of Italy her reputation as a 
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stalwart of the European banking scene grew still further, and it also gave her ties 

back to her beloved Italy – home of the original Medicia banking family. 

How she settled on the name was explained by a potential investor, an Austrian 

banker who recalled she visited him to try to sell his one of her Madoff funds. He 

said: “I was being polite, I knew she was offering a Madoff feeder but I was curious 

to see her rates, I didn’t need her to get access to Madoff but wanted to compare.” 

With an instinct born from decades of similar sales, she changed tack through her 

pitch to remind him of her importance, that she owned a bank, an Austrian bank, with 

an Italian name, Bank Medici. He recalls: “Her face broke out into a smile when I 

asked about it, she admitted to me she was nothing to do with the Medicis. 

“I remember she told me ‘I laughed my head off when I was looking around for a 

name and I realised Medici was not protected in any way. Of course I had to have it’.” 

She knew she did not need to be a Medici to own the Medici Bank, she was never a 

member or even a distant relative of the Medici family that ran the Medici Bank in 

Italy between 1397 and 1494.  

But it was one of the most prosperous and most respected institutions in Europe at 

the time and the acquisition of the title was a major PR coup. The Medici family had 

created one of the most powerful banking dynasty’s the world had ever known and 

also produced three Popes, two queens of France and several cardinals. They were the 

wealthiest family in Europe in the 15th century. With their name they acquired 

political power initially in Florence and later in wider Italy and Europe. It was the 

Medici’s that invented double-entry bookkeeping for tracking credits and debits. For 

Kohn an association with that name could only help to further boost her own 

ambitions.  

Kohn knew the advantages of solid, traditional values when dealing with people 

who wanted to invest money, whether for themselves or for other people. She had 

moved toward the Orthodox Jewish faith, stressed her role as a wife, mother-of-five 

and grandmother, and would hand out tiny Sachertorte cakes in wooden boxes from 

her Viennese homeland. It was the reason behind her naming her Bank Medici after 

the Italian family, and her brokerage in the US after the ancestral London home of the 

British royals - Windsor. Through that she discovered the advantages of using 

glamorous European names to play up her European connections in America. Her 

presentations carried the crest like seal of twin lions, implying an affiliation with 
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royalty. When she set up a private foundation it was linked in with the Vienna 

University of Economics and Business.  

She said the foundation that she ran with them was a private forum whose mission 

was to “enhance the marketplace advantage and social wealth creation contributions 

of global families” She added: “Together, the foundation and these prestigious 

institutions are applying breakthrough academic research and Bank Medici’s decades 

of real-world experience to identify the key financial and personal needs of family 

business dynasties.” 

Who would have suspected that Bank Medici, with its royal image and its ties with 

one of Europe’s largest banks, of being the agent for the world’s largest pyramid 

scheme financial fraud? 

Once Bank Medici was in place it was added to her other promotional tools, her 

Orthodox Jewish image, the Royal notepaper, all designed to create the image that she 

was a serious player in world financial markets – and not just a gather of funds for 

Bernie Madoff. Bank Medici meant she was able to do her selling through other 

banks, not just Bank Austria. These other banks would market her funds to other 

investors so successfully that Bank Medici started to appear in the portfolios of 

hundreds of European pension funds. Many of these had no idea that their money was 

ultimately invested with Madoff. But his rates were so solid that his was a fund that 

they could not afford to be without. 

In many ways her move back to her homeland and the setting up of Bank Medici in 

Vienna was a logical one not just to be close to her other alleged conspirators or for 

sentimental reasons. Indeed, it seems to be clear that the couple preferred Italy or 

indeed Switzerland or America to the Alpine Republic. The reason to choose Austria 

was far more practical. At the time Austria was benefiting from the same advantages 

as Switzerland in terms of banking secrecy where the rich could hide their wealth and 

shelter assets from taxes.  

Even now in 2013 Austria is still fighting against pressure from the other EU 

countries over its tax and banking rules and proclaimed that the current structure was 

a “vital part of Austria’s savings culture”. It is currently the third richest country in 

the EU and as a result Transparency International said there should be no reason why 

Austria was not prepared to make its banks more open to scrutiny, and to join the 

international movement to end secrecy in the fight against illicit financial flows and 

tax evasion. 

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version) 247 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



Chancellor Werner Faymann has already indicated that Austria is prepared to make 

the country’s banks more transparent, but the current Finance Minister Maria Fekter 

has said nothing will be changed at least until after the next election. In addition, even 

after the election, any changes are unlikely to be fast as Austria has also made it clear 

that anything it does is dependent on the other five European secrecy ‘safe havens’ 

also implementing measures – that means Switzerland, Andorra, San Marino, 

Monaco, and Liechtenstein. 

Transparency International wants Austria to unilaterally adopt the European Union 

Savings Tax Directive and join the Automatic Information Exchange on mutual 

European Union citizens’ bank accounts, and they accused it of using the failure of 

the others to join as an excuse. 

But if the laws are not up to EU standard now, back then the laws were even laxer 

and Bank Medici was tailor-made to service the sort of clients flocking to the country 

to benefit from the situation. Austria even allowed bank accounts that didn’t carry the 

depositors’ name, the so-called Sparbuch or anonymous savings accounts that were 

such a major obstacle to ever allowing the country to join the European Union. Banks 

were required by law to apply strict banking secrecy. The tax and inheritance laws 

gave Kohn’s bank a further advantage, and one that they had even over rivals in 

Switzerland and Lichtenstein - which was particularly significant in attracting 

investors from the Middle East, China and Russia. 

* * * 

When Bank Medici was being founded there needed to be a new sub advisory 

agreement between Eurovaleur, BAWFM and the new bank to replace Eurovaleur, 

and there was a new deal on the sharing out of the fees for the coming three years. 

The interesting thing on all the changes is that it shows how many fees Bank Austria 

was getting, 80%, which at the same time is a further confirmation of the level of 

involvement of the bank. The other 20% was for Eurovaleur, that was then moved to 

Bank Medici under the new deal. 

In the TML files, there is a document that gives a look at the way the fees structure 

changed as Eurovaleur was replaced by Bank Medici. It is a signed document 

between: “Eurovaleur Inc, 767 Fifth Avenue, New York, NY, 10153,USA, BA 

Worldwide Fund Management Ltd. P:O: Box 71, Road Town Tortola, British Virgin 

Islands, and Bank Medici AG (In Foundation) in Operngasse 6, 1010 Wien”. 
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It relates to the division of the provisions between the three signatories, dated April 

16, 2003. It details the old deal, and the new one. Under the old deal the situation was 

as follows:  

 

OLD DEAL 

Income BAWFM 1,000 Units 

Eurovaleur 200. 

Total BA-CA 800. 

 

NEW DEAL 

BAWFM 1000. 

From that to Eurovaleur 100. 

From that to Medici 100. 

Additional to Medici 30. 

From that to BA-CA 770. 

BA-CA from its 25% in Medici 32.5. 

Total BA-CA 802.5. 

 

This is a key topic – 80% of the 2% management fees went to the bank. But did it 

end up in the bank? Madoff confirmed in all his correspondence that he never took a 

management fee because he got the brokerage fees. Kohn, Medici and Eurovaluer got 

20% of the 2%. Where then did the millions of Euros of commissions go? The Board 

of Directors transferred it because they had the power to transfer it, and it was a lot of 

money, but to whom?  

Was the potential for attracting such major financial resources one of the reasons 

why so many obstacles seem to have been cleared out of the way in order to get her 

bank up and running? The bank had an exclusive address at Operngasse in the posh 

first district with at most two dozen staff – where the most important rule was that 

none of them were ever allowed to speak to Madoff or contact him. Only she was ever 

allowed to speak to Bernie. 

In some cases she simply introduced people to Madoff who then set up their own 

feeder funds paying cash directly to him – revenues in which her name may not 

appear, but which would never have happened without her. As mentioned, the trustee 

claims to have traced over $9 billion that was attributable to her activities. If you 
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include all the funds that were created as a result of her involvement, it is probably 

even more. 

Following news of the fraud on January 2, 2009, the Austrian government appointed 

a supervisor to run Medici bank - Gerhard Altenberger - who tried and failed to find 

buyers who might be interested in its banking license. Medici’s income source had 

vanished when Madoff was exposed but Sonja Kohn’s lawyer still argued it could be 

a good buy: “The main asset is a banking license in an affluent European Union 

member state,” her lawyer Andreas Theiss said, adding: “To be able to enter that 

market quickly, and simply, is an asset.” 

In the end, though, Austria revoked Bank Medici’s banking license even as Sonja 

Kohn continued to deny that she had been anything but another of Madoff’s trusting 

victims. After the exposure Medici Bank’s lawyer Theiss, who was also Sonja Kohn’s 

lawyer, even expressed surprise at being asked if anyone had notified Bank Medici 

that they planned to bring proceedings against them. “There is no legal basis for them 

to do so,” he replied. 

Nowadays, Bank Medici has been renamed as 20:20 Medici, and is located at 

Hegelgasse in Vienna. A trip to the address shows no sign of the office, but there is 

one name on one of the flats at the address, Wolf-Theiss, the name of her and her 

bank’s lawyer. 

But while Bank Medici was the crown jewel in Sonja Kohn’s empire, it was not 

alone. Another was Herald Asset Management Ltd (HAM), which was at the heart of 

the funding mechanism for the Medici network.  

What is known is that Kohn and her husband were the ultimate “beneficial owners 

of HAM”, which means they were the ones controlling it and siphoning off profits, 

but its real ownership structure was obscured by an incredibly complex web of 

interrelated companies set up by Kohn with the help of her legal firm Hassans. HAM 

was operated from Bank Austria Cayman’s offices in the Cayman Islands where it 

had a lease, and from Medici S.r.l. offices in Milan.  

HAM managed to siphon off $100 million from fake returns between 2004 and 

2008 managing the Bank Medici Herald Fund, paying at least $42 million of that to 

other Bank Medici linked individuals and companies. Peter Scheithauer, a former 

Bank Austria employee, and one of the creators of Primeo Fund, was a director of 

Herald (Lux), CEO of Bank Medici and one of those who was in a position to be well 

aware that Bank Medici did absolutely nothing for what it was paid by HAM. In fact, 
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as he struggled to explain exactly what the money was for, Scheithauer eventually 

characterized all of HAM’s payments to Bank Medici as “a gift” from their 

benefactor, from Sonja Kohn. 

Scheithauer had remained a close contact of Kohn and was brought in as the end 

seemed inevitable by Kohn to replace Frey as Head of Bank Medici. Intimately 

involved with the creation and management of Primeo Fund he understood the 

structure of the Bank Austria Conspiracy better than most. She made it clear that 

Bank Medici’s involvement in the Herald Fund and Herald (Lux) was to continue and 

also told him that she and her husband planned to move to Switzerland. Scheithauer 

was happy to accept, and cashed in his pay check from HAM, and his “bonus” from 

Kohn’s Infovaleur in New York in order to focus on making Bank Medici appear 

legitimate. On August 25, 2008, weeks before he joined Bank Medici, he got his 

reward when Infovaleur made the payment as agreed, and he started his damage 

limitation exercise. One of the first people he met after the collapse was Madoff 

investor Elena Shpe, who on December 23, 2008, met Scheithauer in Vienna to 

discuss her lost investments with Bank Medici. During the meeting, Scheithauer told 

her he too had been surprised that the bank had made investments with BLMIS, and 

that she should not engage in “blame games” as everyone else had been a victim too.  

The TLM files reveal a lot about the workings of Primeo, including one document 

where he wrote a four-page report to the member of the board of Bank Austria 

Helmut Bernkopf saying: “I don’t know if you realise it, but the management of our 

bank are in Primeo? With a 100% ownership through a holding (LB Holding) and 

100% of all the voting rights it means that we own it and are therefore responsible. 

And because it belongs to us, it is no fund.” In the TLM files there was a handwritten 

signature and a handwritten remark that Mr Bernkopf was shown the original 

documents and prospectuses and the internal audits.  

Also included in the TLM files are board meeting reports that were supposedly all 

destroyed after the bank sent Heinz Meidlinger, a close friend of Kretschmer and 

Hemetsberger to the Cayman Islands in 2009 – his mission – to clean up everything. 

He was in the treasury department for asset liability management. When he returned 

even the carpet, blinds on the windows, furniture, everything had been cleaned away. 

After this work he was retired with a substantial golden handshake, according to a 

bank insider. 
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The reports include the Board of Directors of Primeo fund meeting held in 

Luxembourg in December 2002. Alfred Simon was chairman and signed the minutes, 

even though he was to later say he was only a director.  

And the directors as a whole were to claim that their role was non-executive – 

which was basically saying they were not to blame. The subject was incidentally 

touched on by Dr Pitak over whether the directors of the investment advisor were to 

blame for the failings that allowed Madoff to steal the assets. His conclusion was that 

at the end of the day it was of little significance, as regardless of whether it was one or 

the other they were both, ultimately, owned by the same company: Bank Austria. 

None of the directors raised doubts over the performance that continued to be strong 

despite the fact that other market mutual funds had fallen into difficulty. The other 

split strike conversion fund, the Gateway fund, had started to perform badly and 

between 2000 and 2003 was seen to be lagging significantly behind Primeo.  

Even the Bank Austria internal audit for this year had warned that the “plausibility” 

of the performance was in doubt, and that checks should be made. That check 

involved an assurance from Radel-Leszczynski to the board that everything was fine – 

and where did she get that information? From Madoff. 

The board was told it should be a concern that Madoff’s business was consisting 

principally of family members and asked what possible risk that this could mean, 

although Radel-Leszczynski who had warned in her book about the dangers of “one-

man operations” like Madoff said she was confident that there was no concern in this 

regard. A request by the board to meet Madoff was something she would note and she 

“advised she would review the possibilities for this to take place in 2003”, according 

to the minutes. It never happened. 

On May 14, 2004, the TLM files had notes from another Primeo Fund meeting in 

Madrid again with Simon as chairman. Also present were Nigel Fielding, Karl 

Kaniak, James O’Neill, Johannes Spalek and Ursula Radel-Leszczynski. This time 

round it wasn’t a question of simply carving up the fees – a serious problem had been 

discovered. The accountants had discovered two of the funds, the Primeo Executive 

and Primeo Select EUR were feeding into another fund, the Primeo Select Fund USD 

that then paid it to Madoff. The reason: Double fees. This kind of trickery, however, 

was breaking even the liberal Cayman Island laws. 

Ernst and Young warned that this was not a legitimate investment and was an active 

breach of investment restrictions. Under Cayman law a company was not allowed to 
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create a sub fund to invest into a main fund because if one became bankrupt then the 

other would probably become bankrupt as well. They had to be separated.  

That rule dated back to the Bernie Cornfeld case that involved a fund of funds that 

managed to escape SEC scrutiny by operating abroad, and by the end of 1969 was the 

world’s largest financial sales organization, with 13,000 salesmen and 750,000 clients 

in 110 countries. Within a decade of starting his business, Cornfeld had built a $2.5 

billion empire, and dipped into a variety of moneymaking schemes, from investment 

and commercial banking to insurance and real estate.  

As with Madoff, those that were part of his empire and who pitched the Fund of 

Funds profited, more than a hundred were millionaires by the mid-1960s. But he was 

fired when the stock market crashed and the new chairman, Robert Vesco, eventually 

stole $220 million before he fled supposedly to Costa Rica, and was never heard from 

again.  

Yet although the Cornfeld lesson led to regulatory changes that were adopted 

worldwide and even in the Cayman Islands, Primeo, it seemed, had had its problem of 

illegal fund of funds as long ago as 2001.  

Yet nobody saw it until 2004. Nobody took notice, until it was “discovered” by 

Ernst & Young, the company that should have seen the problem all along. Of course, 

nobody reported the breach; instead they acted quickly to negate the problem, and 

redeemed the shares from Primeo Select out of Primeo executive and instead put them 

into Herald USA. 

As the board knew the money was all going to Madoff anyway – the move was 

purely an exercise in protecting themselves from breaching the regulations. To cover 

up. The board even noted that Herald SPC was in any case a fund where Madoff was 

the assigned broker. So they knew that everything was going to Madoff.  

The board meeting on this occasion had also clearly been given the 2003 BAWFM 

internal audit from Bank Austria, that flagged up to the Primeo board that they also 

did not have a written contract with Madoff and the doubts over performance. In 

summary, they were well aware of the problems, and that there was no possibility to 

control the transactions.  

The board voiced its concern about the fact that there was no written contract with 

Bernie Madoff with regards to his investment advisory but in fact there was a trading 

authorisation – even if all it said was effectively “here is the money, do what you 

want with it” - it was nevertheless a full power of attorney. That meant that he could 
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issue a bond to himself for the full amount of the fund, and then make off with the 

money, and unless he admitted it, they would probably not even realise it had 

happened – at least not until they tried to make a withdrawal. 

The board reaction to this news was to suggest drawing up a letter to Madoff 

limiting him to exactly the strategy he was claiming to be running and had been 

running all along, but why were they only doing this now in 2004? They were running 

a fund for almost 10 years without the investment restrictions that they had been 

charging fees for. They had been giving all the money to one manager. Normally a 

breach of the rules of that extent in any other type of business whether it was a 

plumber or electrician would be a ticket to jail. But not, it seems, for Austrian 

bankers. 

And even at this meeting it was more like they were recording the moves of doing 

due diligence without actually doing anything. The board member Karl Kaniak for 

example suggested questioning the SEC as to whether or not Bernie Madoff was 

allowed to do what he was doing – including his investment advisory business – and 

to review the limitations of Madoff’s registration with the SEC. This was actually two 

years before he had his first registration as an investment adviser which only 

happened in 2006. So if they had done what Kaniak suggested, then they would have 

known he was breaking the law, and they would have alerted the SEC. Bernie Madoff 

had always told his regulatory entity that he was not giving investment advice.  

There is a possibility that they did do it and ignored the answer but more likely it 

was that they simply did not do it. Perhaps they feared what they might find out? If 

they found out that he was an unregulated investment manager – and in fact he wasn’t 

allowed to be an investment manager – they would have been in severe difficulties not 

just in working out how to go on but also because at the very least they were guilty of 

criminal neglect. Did they decide they would rather not know? 

The fact that they had given the investment management to somebody who was not 

regulated and the simple fact that person was breaking the rules meant they were 

liable. They could not even have passed the buck, because they were wilfully blind as 

they had been earning fees for nothing. It is the classic dilemma, if you get something 

for nothing don’t ask too many questions, you may not like what you find. 

But perhaps the most significant of the TLM documents was from the board 

meeting for the Primeo Fund Board of Directors on April 25, 2007. 
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This was the crucial meeting where UniCredit was now in control and the bank is 

starting to try and separate itself from Madoff’s organisation. It is a document that 

isn’t supposed to exist anymore. And it is a document that adds huge potential weight 

to the RICO argument of the trustee. 

Shortly after the acquisition of the Bank Austria HVB, UniCredit examined its 

newly-acquired additional involvement with BLMIS and from the actions it took, it 

was clear it must have identified significant defects in the relationships between Bank 

Austria, Bank Medici, Bank Austria Worldwide, and Primeo Fund.  

But rather than pulling the plug and refusing to continue to do business with 

BLMIS, UniCredit undertook to extend it still further by carrying on with it, but by 

disguising Primeo Fund’s 100% investment in BLMIS. UniCredit could have tried to 

pull Primeo Fund out of BLMIS, but instead it ordered Primeo Fund to close its direct 

account with BLMIS and invest in BLMIS indirectly through Herald Fund and other 

Medici Enterprise Feeder Funds.  

At the same time, UniCredit replaced BAWFM with Pioneer as Primeo Fund’s 

investment manager. So as not to upset the relationship with Madoff, UniCredit hired 

BAWFM’s Ursula Radel-Leszczynski, Madoff’s personal contact and the 

“figurehead” of Primeo Fund, and placed her at Pioneer.  

According to the trustee, it was a clear attempt by UniCredit to obscure Primeo 

Fund’s investment structure by electing to invest in BLMIS indirectly through Herald 

Fund, Alpha Prime Fund, and Thema International. These were all funds not so 

obviously linked to UniCredit Bank Austria, but yet funds where they still indirectly 

received an income. The move meant more fees for Primeo Fund’s investors and 

according to the trustee more money for “Kohn, HAM, Bank Medici, BAWFM, 

Radel-Leszczynski, Kretschmer, Zapotocky and others”, all to end up with the same 

100% investment in Madoff.  

On December 16, 2005, for example Reuss acting for Kohn sent an e-mail to Paul 

Tiranno, a Pioneer employee, on Eurovaleur letter headed paper. In the e-mail, Reuss 

referenced an earlier meeting in New York that confirmed Pioneer’s interest in 

investing Primeo Fund’s shares in BLMIS indirectly through Herald Fund.  

Pioneer CEO, the Italian Albert La Rocca, sent a fax to Radel-Leszczynski at 

BAWFM on March 16, 2007, copying both Kohn and Bank Medici in and confirming 

that Pioneer which by then was in UniCredit’s hands and Madoff had agreed to the 

transfer of Primeo Fund’s shares into Herald Fund. In April 2007, UniCredit finalised 
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the deal, using Pioneer to invest Primeo Fund’s shares in BLMIS indirectly through 

the other Medici linked feeder funds.  

Another fax was sent on April 2, 2007, by Daniele Cosulich, the managing director 

of Sofipo Austria GmbH, a private banking and wealth management firm registered 

and part-owned by Bank Medici in 2006, and part owned by several Italian firms that 

were in turn in the hands of the Sonja Kohn-linked legal firm Hassans in Gibraltar. 

The fax was sent on a Sofipo fax machine but using a HAM letter headed page.  

This was a typical example of Kohn’s lack of regard for corporate entities, and in 

fact throughout the conspiracy she was to treat both HAM, Bank Medici and Sofipo, 

as interchangeable. Cosulich, who was employed by Bank Medici and ran HAM’s 

day-to-day business, was instructed by Kohn to notify BLMIS of two points. Firstly, 

that Herald Fund planned to infuse $35 million of Primeo Fund’s money into Herald 

Fund’s BLMIS account; and second, at the direction of UniCredit, Profumo, and 

Gutty, Primeo Fund would stop investing directly with BLMIS and begin secretly 

investing indirectly through Herald Fund.  

On April 30, 2007, Andreas Pirkner sent a facsimile to BLMIS, on behalf of Kohn 

and Bank Medici, attaching Herald Fund’s board of directors’ resolution accepting 

Primeo Fund’s shares and agreeing to invest these shares into BLMIS. The Herald 

Fund resolution contains Italian Franco Mugnai’s signature as director of Herald 

Fund. Mugnai was a director of HAM and Herald Fund, and that he worked closely 

with Kohn was evidenced by the fact that they both shared the same personal 

secretary, Mariadelmar Raule. 

The 2007 Primeo Board meeting note from the TLM Files was to discuss how the 

fund could be restructured so that the investment adviser for Primeo Fund, or rather 

the organisation that was claiming to be the investment advisor, could be changed so 

BAWFM was replaced by Pioneer Alternative Investments Ireland.  

The reason, according to the minutes, was due to the fact that Pioneer were “able to 

create more effective distribution machinery than anybody else in Bank Austria”. But 

at the end of the day it was still Madoff. All it did was to shut down the direct 

managed account with Madoff and instead take the money and invest it with Herald 

USA, inserting what they hoped was a clear barrier of limited liability between 

Primeo fund and the Madoff managed account. This was inserted at the Herald Fund 

level.  
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What were they really worried about? Why was there this attempt to take steps on 

behalf of Pioneer to further fog the issues, and bury the problem deeper before 

concreting it over? Did they know something unpleasent was going to come out of 

America? They should certainly have suspected front running, as DiPascali had made 

it clear to Bank Austria staff on one of the trips to New York that this was their real 

game, and they should also have been able to see the pyramid scheme. But either way 

the message from this action was clear: If Madoff was doing something problematic 

or illegal – they (Primeo) feared that someone like the SEC or the FBI would wade in. 

These bodies would see that money had been lost through fraud, and that would mean 

looking for the deep pockets. They did not want that to be BAWFM, which in turn 

meant Bank Austria, which in turn meant UniCredit. LaRocca of PAI Dublin even 

admitted as much to the board, and in the minutes “advised that in the opinion of PAI 

Dublin, this is a better arrangement for the investors in the Primeo Select Fund as it 

puts a clear barrier of liability at the Herald level between the investors in the Primeo 

Select Fund and the Madoff managed account.” 

He added that: “Herald was in a unique position to perform more comprehensive, 

insightful and complete ongoing reviews and due diligence on Madoff given the long 

and special relationship between Sonja Kohn of Bank Medici AG and Bernie Madoff. 

An investment in Herald was more appropriately fitting with PAI Dublin’s structure 

as a manager of a fund of hedge funds.” 

Interestingly, the idea that they gave the whole monetary and due diligence over 

Madoff to Herald Fund because of the special relationship between Sonja Kohn of 

Bank Medici and Madoff is somewhat bizarre. Sonja Kohn had a non-executive role 

with Bank Medici – she had no official role with Herald Fund or Herald Asset 

Management Ltd. So why her? Why is the special relationship between Sonja Kohn 

and Bernie Madoff so important for a fund that has nothing to do with it? Pioneer had 

$250 billion of assets under management, and 2,000 people who were highly skilled 

employees – yet it gave the monitoring of Madoff to one person and a company that 

had no employees. She was to even admit it was so when being questioned in London 

over payments from Madoff, saying that she was an introductions person, that was her 

speciality. 

But in reality the whole debate should have been academic, as there was by this 

point no reason for investors to be in Primeo Select from the moment it no longer had 

a managed account with Madoff. They would have been better off putting the money 
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into Herald directly, that in turn had a managed account with Madoff. The only thing 

continued investment in Primeo Select bought was an extra 0.3% per annum on 

charges. The Herald Fund had a charge of 2% as well, but refunded 1.7% so that only 

0.3% remained. It meant by staying with Primeo Select, investors had to pay the 2% 

Primeo Select Fund charge plus the Herald’s 0.3%, without any obvious advantage. 

They were ultimately having to pay a higher fee that they were not aware of. It is 

illegal, and it is a mystery why Austrian prosecutors do not see that as well. 

A detailed breakdown of Primeo fund family and Herald USA with regards to the 

relationship between BAWFM and its sub advisor Eurovaleur was put together by the 

Vienna-based Komet Investment Advice firm that confirmed the extra 0.3% by 

putting Primeo Select into Herald USA. Basically, from May 2007 to June 2008, so 

less than a year, it meant an extra $3,764,632. It was barely noticed maybe by 

individual investors but at the end of the day it brought a lot. On this occasion, the 

deal authorising the change from being a direct feeder into Madoff to going indirectly 

via Thema was signed by Sonja Kohn for Eurovaleur and BAWFM by the president 

Kretschmer. 

Of course investors should not have had to go through their statements to find this 

out, they should have been notified about the change. The board said it planned to 

write a letter to the existing investors in Primeo fund about the upcoming change in 

the structure, and to say that it was no longer a direct fund any longer, but rather a 

fund of funds going to Herald. To date, none of the investors contacted ever 

remembered receiving it. Proof they are probably telling the truth is that if they had, 

they would have quickly realised that they would have been much better off doing it 

themselves through Herald, and switched.  

After the integration of UniCredit, Pioneer, Bank Austria, Bank Medici, and Primeo 

Fund, the fees were redistributed and UniCredit too began to get cash in from Madoff, 

and to pass it back to the Bank Austria Conspiracy. In 2007, Pioneer paid over 

$1,394,350 to Bank Medici for the privilege of UniCredit’s undisclosed access to 

BLMIS. The same year, UniCredit signalled its full membership of the Medici 

enterprise by directing Pioneer to produce questionable prospectuses that concealed 

Primeo Fund’s investment in BLMIS. 

In return Kohn, through HAM, kicked back to Pioneer approximately $10 million in 

Herald Fund’s extra fees from this arrangement. These payments were the fee Kohn 

had agreed to return to UniCredit, Pioneer, Profumo, and Gutty as a return for 
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investing Primeo Fund through Herald Fund. Kohn, Mugnai, de Sury, Cosulich, 

Herald Consult, and Line Holdings, through HAM, transmitted these payments via 

wire to Pioneer.  

After UniCredit’s acquisition of Bank Austria, it appointed key members of the 

Medici Enterprise to prominent positions at UniCredit. Radel-Leszczynski was hired 

at UniCredit’s Pioneer, Hemetsberger was named to UniCredit’s Executive 

Management Committee in 2006. Kretschmer became UniCredit’s Global Head of 

Asset Management, Executive Vice President of Asset Management, and Country 

Head of Austria and Eastern Europe and Kadrnoska joined UniCredit’s board in 

December 2005. Josef Duregger joined the board of a UniCredit subsidiary, UniCredit 

UK, on November 14, 2007. 

Duregger was the head of the Participations Department at Bank Medici beginning 

in 2006, and was also a member of Bank Austria Cayman’s Supervisory Board. He 

was a director of BAWFM from 1993 until 2003 and a director of Primeo Fund. He 

was also a member of Bank Austria’s commercial representation board from 1991 

until 1993 and from 1999 to the present.  

* * * 

Despite the general lack of progress from the prosecutor in Austria there was one 

significant move in the commissioning of the independent report into the Bank 

Austria Conspiracy that was carried out by the Austrian financial analyst Dr Pitak.  

It has already been alluded to earlier in this book: Dr Pitak was asked to look at 

UniCredit Bank Austria and its role in the Madoff scandal with regards to Primeo 

Fund and BAWFM. The reason that the report is important is not just because of the 

strength of its conclusions, which in many ways are exactly the same as those in 

Project X (that had the TLM documents) and also the same as the trustee (who had 

access to all the paperwork and account data from the US). What is remarkable is that 

his conclusions were prepared with a fraction of the documentation that the others had 

access to – for some reason some documents were simply not given to him. 

He was asked by the prosecutor to look into the question of whether or not 

UniCredit Bank Austria had properly followed the promises made in the prospectus, 

and whether the fees were correctly applied and managed, but in his report that lists 

what documents prosecutors had given him there is no mention of, for example, the 

internal audits from 2001 and 2003, or the notes of the Bank Austria meeting with 

Madoff.  
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Dr Pitak was asked whether the rules laid down by the fund were according to 

normal market practices and whether they were followed once laid down in the 

prospectus. 

In citing what he had been asked to do, he makes a point of mentioning that he had 

not been asked by the prosecutor to look at whether there had been any incorrect 

claims in the prospectus, or the exact role of the accused in checking the prospectus. 

In summary, that means he was allowed to look at the role of the UniCredit Bank 

Austria Group, but not at the managers that were in the bank and also on the board of 

Primeo Fund Ltd, and who were accused of being part of the conspiracy. People like 

Kretschmer, Randa and Fischer. These are the ones publicly named in the 

BakerHostetler letter to Vienna prosecutors, yet their role was not investigated in his 

expert report. 

All these people were significant players in the Austrian economy and well-

connected politically. Could that be the reason that now that Madoff has been exposed 

his alleged co-conspirators are not being investigated? As the Lucona case 

demonstrated, politics in Austria has the ability to interfere in the course of justice. 

Was this the reason why the documentation that the expert witness was given seemed 

so limited?  

He had for example the Primeo Board meeting notes but not all of them that were 

available. He did not have for example the 2003 meeting where clear evidence of guilt 

was laid down after they discovered that the fund been breaking even the Cayman 

Island laws in feeding one fund into another to cash in on the fees. 

The report looked at what was good practice and what in reality had happened. That 

means when setting up a fund, the directors are expected to make a decision over 

which managers to acquire and which investment companies to work with.  

He said that anyone reading the prospectus would have believed that BAWFM 

would be constantly giving the board recommendations regarding possible changes of 

investment adviser and potential new investment companies. Yet they never gave any. 

It was always Madoff.  

He said they should have looked at different hedge fund managers and maybe every 

six months checked if there was a better performer elsewhere. This was standard 

industry practice.  
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But Primeo and the Bank Austria Conspiracy only wanted to get their fees. They 

painted a pretty picture for everybody outside but in reality it didn’t represent the 

truth. Like a holiday brochure that had no relationship to the holiday, it was a fraud. 

Again, according to the expert, what they should have done is “constantly gather 

information about other managers, not just about Madoff”. In short: They should have 

invited these other managers to make presentations. They should have visited some of 

these other managers in their companies. And finally, they should have made 

diversification considerations and suggestions so that the suitability of the other 

managers to take over some of the fund could have been considered.  

BAWFM had a duty to the fund directors in this regard, but did not deliver on that 

obligation, arguing that Madoff had always delivered. Yet the expert pointed out that 

even if these comparisons had shown that Madoff was still the best performer and the 

clear No1 choice, it was still not acceptable to have put all of the money with him. 

They said that for a professional organisation, they should always have had some of 

the money with somebody else. It is an essential part of running a fund, but they had 

no diversification. Quite simply, a fund with a high volume needs different managers. 

But instead, they gave almost everything to Madoff.  

The suggestions should have been presented to the board, to people like Kretschmer 

and Simon, and this would have been an ongoing process that at least from 2000 

onwards was the responsibility to implent of Ursula Radel-Leszczynski. 

The prospectus for Primeo pledged that this was an ongoing process and constantly 

re-evaluated, yet when interviewed, Radel-Leszczynski made it clear that for Primeo 

Select it was already done. It had been done by Kretschmer and Kohn, who had laid 

down that there was only ever one manager, Madoff. The very man who worked with 

them to set the structure up in the first place. According to Radel-Leszczynski, the 

search for an investment adviser through BAWFM had never taken place, because the 

existing structure meant there was no requirement for it to happen – again 

contradicting what the prospectus said. It also went against the fact that they were 

paid a good commission to do exactly that. 

When this was pointed out to her, Radel-Leszczynski took the standpoint that she 

was only employed in the same way as any other normal office worker at least at the 

start, and later when she had more authority at least on paper it was still really only 

administrative because everything had already been sorted out by Kretschmer. 
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Everything was already in place and any significant decisions over the direction of the 

company after that had always been taken by Simon, the right-hand of Kretschmer.  

As Radel-Leszczynski said when interviewed: “We never did an investment 

advisory for Primeo because, quite simply, thanks to the fact that the structure was 

already in place, there was no need.”  

They handed everything to Madoff and after that were flying blind. But who was to 

blame for that? Madoff may have been the initiator – but no more than that. Madoff 

did not sit on the board at Bank Austria, or constantly update the business model each 

time there was a law change to bypass the problem. Madoff could not have created the 

structure because he did not work for the bank. So why is so little happening to people 

who were involved, the members of the Bank Austria Conspiracy?  

Radel-Leszczynski said that prior to 2000 the structures were already in place for 

Madoff. But who gave permission to create that structure? In this part of the fraud 

Madoff was not the mover. It was Kretschmer and Kohn aided by the other members 

of the conspiracy that created and implemented it. Always the same few dozen people 

working together with criminal energy. It wasn’t the bank – it was the people who had 

the position in the bank. And they used that for their own advantage.  

It could be argued that the bank was powerless in the face of the conspiracy’s greed. 

That the bank is in many ways also a victim. The conspirators could also have been at 

another bank, although it’s hard to see that they would have escaped for so long if 

they had been anywhere else – especially now that so much is known about Madoff. 

There were so many clues as to guilt. They created for example a prospectus that 

was about making it look good for investors – because of all the work they were doing 

to justify their fee. They claimed, for example, that they were constantly watching the 

markets and matching the performance against their managers and looking at other 

managers to make sure they had the best ones in their portfolio. As one member of the 

Project X team said: “What they were doing was like creating a general guide to 

buying a car, and not admitting that they were actually a car dealer for Lada. What’s 

the point in creating a brochure claiming that you have scoured the world looking at 

all the best models and then you only offer a Lada in the brochure? That is effectively 

what BAWFM were doing here with this prospectus in saying Madoff. It was a 

performance worthy of Wall Street, but not the financial market, rather the film where 

the code of “greed is good” rules, and all those involved are actors who carried out a 

brilliant performance.” 
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The expert witness tried to find what controls and observations were the basis of the 

recommendation that Bernard Madoff’s company ended up as the virtual exclusive 

manager and sub custodian, a risk that few investors would have gone along with if 

they were aware of it. The question for him was: “Why did Bank Austria say yes?” 

The expert witness was clear in his judgment: The fact that throughout the entire 

length of the fund there had been an identical person acting as the manager and sub 

custodian was a massive operational risk, especially without real time independent 

checks. He added: “Under no circumstances did this represent what should have been 

the due commercial care and attention of a diligent business.” 

Given the failings in the structure of Primeo there were certain things that should 

have been done by the Primeo board that were clearly not, according to Dr Pitak. 

The first point was that investors had a right to expect that there was a check done to 

make sure that all stocks and shares had been bought and sold at the best possible 

price. That meant looking at the market data and making sure that data matched 

against the cheapest price when the manager wanted to buy and the highest price 

when he wanted to sell. That meant looking at which company was offering the best 

deals. The problem with that was that Madoff executed his own trades. It was deals 

that were made for Madoff by Madoff using his own company, and as a result it was 

another area where there was no transparency.  

The second point raised in the expert witness statement was that with the trading 

slip, was the price actually reliable? If for example there was an IBM share the price 

range for the day might be between 100 dollars and 101 dollars, the total volume that 

Madoff might have claimed to have sold might have been 10 million shares. It would 

have been possible to check the volume that was sold that day and also the price to 

see whether it matched with Madoff’s claim for the range for the day. This was easily 

done with Bloomberg, and they should have insisted on being provided data that 

allowed them to do that. 

The third point was to check whether the price was even market conform. That 

meant looking at the broker commission ‘all fees included’. Basically, the share price 

plus the commission is the all fees included price. A fund might pay $100 on the share 

price and the commission is $.50. The price range for the day might have been 100 to 

101. So the eventual price is $100.50. This is the all fees included price. For an 

institutional investor, this is important because they need to know the underlying 

price, as that is what goes in the balance sheets. It might have been another of the 
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reasons why Madoff disliked institutional investors, as they should have demanded 

this data. Also, a lack of transparency is another worrying sign because if an investor 

doesn’t know the original price they don’t know how much commission has been 

added on top. It is open to abuse. 

The fourth point was that moving money from one fund to the other as happened in 

Primeo to Thema should not have been allowed. 

Fifth, as he was the broker and dealing with the cash, there was no transparency 

over which deals belonged to which fund. This comes down to whether or not the 

trades were even being made in the first place, and if they were was it with somebody 

reliable, and were they really put into the custody of the fund? As an example, he 

could do a transaction for 1 million shares and then send the same report to every 

different fund claiming it was done in their name. This was the structure that Bank 

Austria ended up with. The question is why did they accept it, despite the risk? 

And the final point was to make sure that the full price was returned to the fund 

after any sales of options: “Had the separation principle with its checks and balances 

been in place this would have either stopped or certainly hindered the negative effects 

of the criminal actions of Bernard Madoff. All the way through what was created was 

a significant moral hazard.” 

Dr Pitak added that BAWFM was not up to the job of monitoring and checking 

what it was supposed to be checking (unless it came to checking its fees), and even in 

this they did not do it properly. The amount of the fee may have been the market 

norm, but for what they were doing it was grossly overinflated. He daid: “They must 

have been aware of the market rates, and that a 2% per year advisory fee together with 

various performance bonuses could have only been justified by a continuous, active 

selection process with detailed analysis and regular visits to other managers and 

investment companies. They must also have been aware that 2% was, to put it bluntly, 

excessive for a one-off historical decision to appoint Madoff plus a simple 

performance monitoring and report generation. In fact, for that 2% fee, they were 

expected to do a continuous and active future assessment of potential additional or 

different managers.”  

And he concluded that to continue to demand that for 10 years (the report he had 

was from 2006) was “totally unjustified”. 
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Chapter Eight 

Retail King 

 

“Even today the pain of what happened takes up so much space, that anger has no 

place. I feel impossibly disappointed, I feel myself betrayed and abandoned. I ask 

myself why everybody around him failed so miserably, the regulators, the auditors, 

the administrators. When I was described as his “criminal soul-mate” it was like a 

stab in my heart. They expect me to have spotted something on the other side of the 

ocean that the officials who were supposed to check up on this sort of thing had no 

idea about?” 

- Sonja Kohn in an interview with Swiss newspaper the Tages Anzeiger 

 

The last time that Sonja Kohn met Bernie Madoff was in his New York office. 

Because he routinely destroyed all records of their meetings it is not known what was 

said. But an indication of what the discussion might have been about is clearly 

available from his bank account records. Judging by the sums he was soon to give her, 

it must have been about an urgent need for money. 

Nine days after that meeting on October 2, 2008, Madoff wrote a cheque for $113 

million to cover redemptions from the Herald funds. And a month after that on 

November 4, he wrote another cheque for $423 million. Money that vanished from his 

slush fund to keep the pyramid scheme alive at the worst possible time. Madoff could 

hardly say no to Kohn. Nobody had done more or brought in more money to his fund 

than Sonja Kohn and Bank Medici, and her Cayman Island-based investment 

company Herald Asset Management Ltd (HAM). 

Not that HAM, which was founded in 2004, had not to work too hard for its income. 

They did not even do the most basic controls, and actually had no function other than 

taking in advisor fees and distributing them. 

HAM was owned by Kohn’s husband Erwin, and it was the investment manager for 

the Herald Fund S.P.C., that like HAM was based in the Cayman Islands. Money 

HAM-controlled funds raised from investors was fed directly to Madoff. But before it 
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got to them, the money had often gone through other funds in order to generate more 

commissions. 

For example, feeding into the Herald fund SPC that opened for business in March 

2004 was the Primeo Executive that had started eight months earlier and provided the 

seed money for Herald, a prerequisite to opening up the fund. Feeding into Herald 

USA (USD) was the Herald Cash Plus Fund that was only getting started when 

Madoff collapsed, which in turn should have had either a US dollar or Euro feed. The 

Herald USA (USD) also took a feed from the Herald Structured Fund that came 

online on January 1, 2007. And the Herald USA (USD) also had the absolute return 

guaranteed note available from 2005 that was distributed by VPM and the Graewe 

Group. 

The Herald Europe (EUR) which was a single manager fund with European shares 

from August 2005 fed directly to Germany’s Baader Bank. Likewise, there was the 

Herald (Lux) US Absolute Return from February 2008 that took money from Herald 

(Lux) USD Absolute Return Fund and the Herald (Lux) EUR Absolute Return Fund. 

With the increasing sophistication of the basic structure, by the time the Herald (Lux) 

USD Absolute Return Fund was created, this fund had managed to achieve UCITS III 

accreditation. 

The Herald family was an incredibly complicated network that was designed to 

make it seem as if all of the funds offered different advantages. But that was only 

marketing, to make sure Madoff funds appealed to as broad a spectrum as possible. In 

reality, every fund was a clone of the next because all they did was take the money 

and hand it to Madoff, often churning it around in the network to squeeze out as much 

in fees as possible. 

Competitors could not match the Herald performance. Most had fallen an average of 

17% as the global credit crisis bit into returns. In fact, on paper at least, none of Bank 

Medici’s funds ever had a single negative quarter. Even as late as the start of 2008 the 

Herald family was still expanding with the creation of the Herald (Lux) US Absolute 

Return that was sold as being “solid as a rock” because of its UCITS III accreditation 

– yet which was merely another 100% feeder fund into Madoff. 

It was a powerful argument for investors that Sonja Kohn used to good effect, 

although after December 2008 she was keen to show how Herald had been a poor 

performer: “The Herald Funds actually had very unspectacular returns. I mean look, 
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half the time the funds were bringing in figures that were substantially worse than the 

stock exchange.” 

As an absolute return fund, it meant that the fund managers took steps to make sure 

that even if there was no performance, the investor would always get their basic 

capital back, hence the “solid as rock” pledge. And it was not true, because there were 

no managers in Thema, only Madoff, and they took none of the steps they should 

have done to secure that capital. 

HAM, however, did not simply pretend to be managing funds, it also dabbled in 

complicated spin-off Herald products like the Herald Cash Plus Fund and the Herald 

structured funds note. Paris-based BNP Paribas for example issued one of these so 

called Tracker certificates for Bank Medici that mimicked the performance of the 

Herald (Lux) US Absolute Return Fund. The BNP certificate for the German market 

allowed people to deposit as little as €100 into Madoff, a far cry from the millions that 

used to be demanded to join ‘the club’.  

According to the trustee calculations Herald Fund SPC was sent $578 million in 

transfers from BLMIS. This includes redemptions and taxes paid by BLMIS on behalf 

of the funds, but not fees which were deducted at the funds level by HSBC. Herald 

(Lux) which was incorporated much later in early 2008 had very little in the way of 

redemptions, and therefore had only received a negligible $134,000 in payments from 

BLMIS.  

In her later interview with a newspaper in her adopted Swiss homeland, Sonja Kohn 

was to say answers should be demanded over why regulators had missed all the red 

flags over Madoff, yet perhaps those wondering the same do not need to look much 

further than Kohn herself for the answers. She was after all the person who it could be 

argued missed more red flags than anyone. 

In her interview she was combative, saying rumours that she had gone into hiding 

for fear of retaliation from disgruntled Russian investors was nonsense: “This rumour 

is a good example of how fairy tales spring up about me. The reality is I have been 

busy, I was working on a job for Sistema, a major Russian concern. I never had 

oligarchs as investors.  

“All the allegations against me are based on the assumption that I knew. But in fact 

not only did I not know, but I also didn’t have the slightest suspicion. I mean look, all 

those clever and high level investors were fooled including people that were a lot 
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closer to him than I was. If I had had even the slightest suspicion, I can assure you 

that my activities would have developed very differently.  

“Everybody that works hard makes mistakes, but with Madoff I don’t know what I 

could have done differently. I only wish I had never met him. 

Sonja Kohn said: “My family and I were the second largest investor in one of the 

Herald Funds, in March 2008, we had even doubled the investment. Sadly.” 

She did not say how much that alleged own investment was, but in his RICO 

complaint against Kohn the trustee said that Kohn told a similar story about losing her 

own money to Madoff investor Elena Shpe, where she had “denied any knowledge of 

Bank Medici’s exposure to BLMIS” and had “lied about her personal financial 

exposure to BLMIS, claiming that she also lost money with BLMIS”. 

The complaint added: “Although Kohn and her co-conspirators fed billions of 

dollars of other people’s money into BLMIS, neither Kohn nor any member of her 

family ever established a direct account with BLMIS.” 

Once her work on remoulding Bank Austria had been done with her fellow 

conspirators, she threw herself into creating her own parallel rival network, and ever 

since the first Herald product came onto the market in 1996, she remained at the heart 

of that operation. With her knowledge of the Bank Austria network, and then her own 

Herald network, mixed with her background of operating in the US, she would have 

been well placed to have seen exactly what Madoff was up to. She was not only the 

woman that was able to get behind what the Irish lawyer for victims described as a 

“wall of fog” over the operation in Austria. She was also the woman who had built the 

fog machine. 

“She knew or should have known” is the legal term that is often used by the trustee 

to describe Kohn’s involvement in what Madoff was doing, it explains nicely how 

looking the other way and being wilfully blind is not a get out jail free card, and in the 

case of Sonja Kohn and her co-conspirators, all the evidence is that they were not 

looking the other way.  

As one investment loser put it: “If they’d really had their eyes closed they would 

have run into a brick wall pretty quickly, but in fact they managed to drive round all 

the obstacles, which means they knew they were there as they avoided them so well, 

and that means they must have had their eyes wide open.” 

A classic example was the avoidance of the most basic point of due diligence, 

namely to check that Madoff was even allowed to do what they were paying him for. 
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Madoff was not licensed as an investment advisor, yet his co-conspirators not only 

deliberately avoided checking on this fact, something that was a basic requirement for 

their role; they also actively helped Madoff to hide that fact from regulators, 

sophisticated investors, and other hedge funds that could have discovered his fraud. 

Herald was a key part of Madoff’s illegal investment advisory business and a simple 

basic check would have confirmed that he only registered two years before his 

pyramid scheme collapsed. It was not until 2006 that an SEC audit sparked by one of 

a barrage of complaints from Harry Markopolos forced Madoff to register BLMIS. By 

that time he had been in operation for years as an investment adviser, even though 

registration was something that had been required all the time under United States 

law.  

But then again, like the prospectus that Kohn and members of the Bank Austria 

Conspiracy created which proved to be empty words, due diligence was not needed - 

especially if you knew already it was a fraud. 

In 1999, Kohn’s company Eurovaleur had written to a contact she was due to meet 

in Italy with a typical example of the sort of marketing that was to help Madoff hide 

what he was doing for so long: “Although there are agencies which have attempted to 

police the money manager world, there are no regulatory guarantees. The US 

Securities and Exchange Commission (SEC) as well as The Association for 

Investment Management and Research (AIMR), among others, seek to provide 

accountability and standards to the investment advisory industry. However, 

compliance with the standards, as well as the standards themselves, is often 

questionable. Many money managers who believe they comply with AIMR standards, 

for example, are in fact not in compliance.”  

In other words, there were managers that were not licensed to do the job, managers 

like Bernie Madoff. 

The fax goes on: “Eurovaleur attempts to carry out due diligence in its fullest, most 

complete sense. Due diligence must be a continuous process. It includes the initial 

review of performance tables to ongoing relationships with money managers. We look 

at the amount of proprietary capital committed by the manager to the strategy under 

review. This assures us that the manager has a vested interest in the strategy.” 

That meant a manager needed to invest his own money to show he trusted his fund, 

but Madoff had none of his own money in his scheme.  
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It was marketing like this that seemed to promise so much, yet delivered so little, 

that was the reason Madoff lasted so long and spread so far. The risk was always 

when he went global that it would not be possible for him to plug all the leaks, like 

the Dutch fable of Peter and the Dyke where the little boy plugged the leak in the sea 

wall (Dyke) by using his finger. The point of the fable is that acting quickly to stop a 

leak can stop that leak becoming a stream, that then becomes a flood before 

everything comes crashing down. Madoff did not have enough fingers to stop the 

leak, but with his disciples he did, and they succeeded in keeping it hidden until it was 

too late. With the money gone in 2008 there was no point in going on anyway, fingers 

were hastily removed and as the flood began the guilty joined the real victims in 

running for their lives. 

As the Bank Austria insider that worked with Kohn said, she was behind much of 

the marketing material. In the early years it was hand-written by her and handed over 

to the bank to write up. Later, she delivered finished prospectuses. These looked 

professional, some were even leather bound with brass bindings, but as their contents 

showed, they were still often worth little more than wallpaper. 

At various times when explaining the split strike conversion it referenced the 

strategy as being tied to the Standard & Poor’s (S&P) 100. Yet at other times it was 

the Standard & Poor’s 500. As with the same mistake over the S&P 100 and 500 that 

was made in Bank Austria’s internal audit mentioned earlier, the writer of the Herald 

promotional material didn’t seem to know or care which was correct, yet obviously it 

makes a difference. The important and significant thing about the mistake is that a 

proper professional, when they create a document like this, needs to make sure 

everything is correct – and the fact that the prospectus did not seem to know which 

basket of shares the fund was even investing in should have been very worrying for 

any potential investor. But the Bank Austria Conspiracy team knew that in reality 

neither the S&P 100 nor the S&P 500 was invested. It was therefore irrelevant what 

they wrote. 

As the US trustee legal case against HAM points out, Sonja Kohn “knew, or should 

have known”, that Madoff’s business was dependent on fraud: “Hedge funds and fund 

of funds like Herald Fund were sophisticated investors that accepted fees from their 

customers based on purported assets under management and stock performance and 

for the due diligence they were expected to exercise in selecting and monitoring 

investment managers like Madoff. Herald Fund failed to exercise reasonable due 
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diligence of BLMIS and its auditors in connection with the pyramid scheme in more 

than a dozen red flag warning signs that should have been followed up.” 

How else can she and her co-conspirators explain ignoring the articles in America 

that spelled it out in black and white, like the May 27, 2001 article in Barron’s 

entitled Don’t Ask, Don’t Tell: Bernie Madoff is so secretive, he even asks investors to 

keep mum, and also an earlier May, 2001 article in MARHedge entitled Madoff Tops 

Charts; Sceptics Ask How – not to mention the German language report in the 

Austrian Fond magazine in Kohn’s homeland.  

HAM and Kohn and the rest knew this, and they knew other things too, like the fact 

BLMIS functioned as both investment manager and custodian. They knew because 

they set it up like that. The only bit of the article they seem to have read well was 

where Madoff himself said: “The results are the results and the performance is the 

performance”. And that was true, BLMIS results were so good they were almost too 

good to be true. For the Herald Fund annual rates of return on its investments with 

BLMIS ranged from approximately 10% to 13% from 2005 through to 2007. That 

was a message that spoke for itself. 

Kohn “knew, or should have known” that the Herald Fund received far higher 

annual rates of return on its investments with BLMIS than any rival funds using the 

same strategy. She also “knew, or should have known” that Madoff’s results failed 

completely to follow the S&P benchmark. And she also “knew, or should have 

known” that the interest rates BLMIS would have paid to commercial lenders if he 

had borrowed the money instead of taking it from her network would have been much 

lower.  

This was especially significant as it was the main argument as to why Madoff could 

not have been front running. In order to borrow that sort of money the banks would 

have carried out checks that revealed he was running a pyramid scheme. So he had to 

use feeder funds, a far more expensive way to gain capital.  

Herald Fund’s monthly account statements reflected trades purportedly purchased or 

sold on behalf of the Herald Fund Account in certain securities that were executed at 

prices outside the daily range for such securities traded in the market on the days in 

question. That was something else that she “knew, or should have known” was 

impossible. For example, Herald Fund’s monthly account statement for December 

2006 reported a sale of 69,394 shares of Merck & Co., Inc. (MRK) with a settlement 

date of December 28, 2006. BLMIS records reflect a trade date of December 22, 2006 
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at a price of $44.61 for this transaction. However, the daily range for Merck & Co., 

Inc. shares on December 22, 2006 was a low of $42.78 to a high of $43.42. Madoff 

was claiming to have had a price for 69,394 shares of Merck that according to the 

market had not existed. 

Forensic accountants have discovered Bank Medici had 22 of such “impossible” 

equity transactions executed at a price outside the range of the daily high or low for a 

given security, and there were 141 for Kohn’s company Eurovaleur, and 22 for HAM 

– it would only have taken one of these trades that on the face of it should have been 

impossible to have warned Bank Medici staff, or indeed those at Eurovaleur or HAM, 

that Madoff was not doing what he claimed.  

It was also pointed out that BLMIS’ statements to Herald investors revealed a 

consistent ability to trade stocks near their monthly highs and lows to generate 

consistent and unusual profits. No experienced investment professional could have 

reasonably believed that this could have been accomplished so regularly without 

insider information – and that meant illegally. It was something Kohn “knew, or 

should have known”. 

Herald Fund had a duty to question Madoff, to look at what he was doing and what 

he claimed to be doing, and even if you ignore the more complicated subterfuges 

there were still so many pointers that would have underlined something was wrong if 

HAM and any of its connected funds had done even the most basic of checks. 

Some have been mentioned earlier in this work, but there were others, like the fact 

that BLMIS which reputedly ran the world’s largest hedge fund was audited by 

Friehling & Horowitz, an accounting firm that had only one active accountant. Sonja 

Kohn asked how people could have expected her to known what was happening on 

the other side of the world? The answer to that was that, actually, for her at least it 

was really very easy. 

But then she knew so much more than anyone else. Others were less fortunate. A 

former Bank Medici staff member who found himself unemployable in the banking 

world after the scandal broke said: “I can understand that people look at those inside 

and ask how we didn’t know, but there were a whole load of reasons not to question 

too much - two former government ministers on the board, HSBC as custodians, 

Madoff was a former NASDAQ chairman. It just didn’t enter anyone’s head to do a 

check, but after it all crashed it was shocking to find that even with a tiny bit of 

checking there were serious question marks. If you just log into the LexisNexis 
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business directory which we had access to and look up his accountant and auditor 

Friehling & Horowitz, you can see that it has between one and five staff members and 

sales of “under US$750,000”. It just isn’t believable for anybody that they could have 

been doing the audits that they claimed to be.” And in fact, although the LexisNexis 

report gave the employee range between one and five, and the maximum turnover was 

US$750,000, it was actually far smaller.  

The LexisNexis test therefore should have been enough to warn anyone, and in fact 

it did warn certain people whose job it was to check, but the results in those cases had 

only been available for the chosen few. And that meant those who paid.  

One was a report carried out by Aksia into the Fairfield Sentry fund in 2007. 

Extracts from their report which was fairly extensive also include a look at the 

accountant Friehling & Horowitz. 

It concludes: “Friehling & Horowitz is unheard of in the securities industry. After 

three weeks, including a “stake-out” at their offices and an attempt to contact the firm 

as a prospective client, the investigator confirmed that Friehling & Horowitz: 

 

- Has only one office location, in a NY suburb, which is 13ft x 18ft 

- Has only one active accountant employee (Friehling, aged 47,) 

- Friehling answers the main telephone number himself. 

- The other partner (Horowitz) is 78-years-old and retired. 

- Reported annual revenue of only approx. USD 250,000. 

- When contacted by phone, Friehling answered, was completely uninterested in a 

prospective accounting client call, and hung up. 

 

The report went on: “We strongly suspect (Aksia opinion) that Madoff (and hence 

95% of Fairfield Sentry) is for all practical purposes not audited, and hence that 

investors in Fairfield Sentry are 100% reliant upon what Madoff says is in the 

brokerage accounts. 

We suspect a strong non-business connection between Friehling & Horowitz and 

Madoff. (We once heard a rumour that one of them was married to Bernie Madoff’s 

sister, but our checks of public records indicates that that is probably not true.)” 

What Aksia did not pick up was that this rumour had actually been started by 

Madoff himself to satisfy prospective clients about the reasons why he was using such 

a small firm to manage his books.,  
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It continued: “At our meeting with Fairfield Greenwich Bermuda and New York, 

they told us that Price Waterhouse Cooper (PWC) did semi-annual reviews of Madoff 

and issued a report. We immediately asked to see the review, and were told they were 

confidential. We then asked to read them on premises, which we did. Please see 

mention of it in our Operational Review, but in summary the most recent PWC report 

they could produce was dated 2004 and was a few pages of notes asking Madoff what 

their own procedures were. It was not an audit, check, confirmation or verification of 

anything and PWC state that clearly in the report.” 

It is not the purpose of this book to look at whether Aksia had ever passed its reports 

on to authorities, but in a letter to staff on the same day Madoff was arrested Aksia 

CEO Jim Vos said: “Aksia published extensive reports on several of the “feeder 

funds” which allocated their capital to Madoff securities. Our decision to not 

recommend these feeders was never based on the existence or discovery of a smoking 

gun; however, there were a host of red flags, which taken together made us concerned 

about the safety of client assets should they invest in these feeders. That meant that 

every time they were asked by clients they “waved them away from the Madoff feeder 

funds”. 

Another warning sign should have been the fact that Madoff also waived fees that 

he would normally have been entitled to even though it made no sense. 

Madoff, as manager of a successful product family, would have been entitled to 

charge a management and performance fee. His decision not to accept the fees meant 

he was probably the only manager in the world who said no to this income source.  

The compensation system utilized by BLMIS was atypical for the market, one might 

even say unique, yet typical for Madoff feeder funds. BLMIS was employing what 

was undeniably a hugely-successful and highly secret proprietary trading system, yet 

was compensated only for the trades that it executed. 

Yet Sonja Kohn was happy to accept that, and also in turn the fact that Herald Fund, 

whose only role was to funnel money to BLMIS and had no high tech back office or 

indeed any secret formulas, received administrative fees and a share of the profits for 

nothing. They pocketed the cash that would normally have gone to BLMIS, and no 

eyebrows were raised even though the “knew, or should have known” that something 

was badly wrong.  

As the saying goes: “If something looks too good to be true, it probably is.” 
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This compensation arrangement, together with the lack of transparency and all the 

other factors Kohn and the rest of the Bank Austria Conspiracy were well aware of 

should have meant that they, or indeed any experienced investment professional, 

should have had serious questions about Madoff’s operation. Can it be that none of 

them “knew, or should have known”?  

By waiving the management fee of course it provided another opportunity for those 

he wanted to feed money to him to get rich by pocketing the fee themselves. The idea 

of passing it on to the client occurred to no one.  

Did that money help to make Herald’s watchdogs including Kohn deaf to the alarms 

that were going off, blind to the red flags that were being raised? Despite its immense 

size, BLMIS was a family-run operation, employing many of Madoff’s relatives, and 

virtually no outside professionals. Why else would Herald and HAM not conduct a 

performance audit of BLMIS or match any trade confirmations provided by BLMIS 

with actual trades executed through any domestic or foreign public exchange? 

But whether it wanted to or chose not to, the bottom line is that Herald Fund had 

hundreds of millions of dollars in assets, meaning a lot of responsibility. It also meant 

such checks were implicit in the payments it was getting in the form of fees. It could it 

easily could have afforded to do it, but more than any of that, it was not just an option, 

it was its duty to do so. 

From 1989 six small trade unions in New York had started investing their assets 

with an investment advisory firm called Ivy Asset Management. By 1991, executives 

at Ivy had also realised that the number of publicly traded options was too small to 

cover what Madoff needed to carry out his investment strategy for Ivy clients alone – 

and they knew he had several billion dollars trading for other clients as well. A chance 

meeting on a flight with Madoff prompted an Ivy executive to ask him about the 

mismatch, but he did not get a satisfactory answer. Believing that although he was 

probably lying about how he was making the money, he was still making money, they 

decided to let it go. By 2001, that same executive still had doubts though and warned 

in an internal memo: “Madoff can personally bankrupt the Jewish community if he’s 

not real.” Eventually, the internal disquiet was enough for the Ivy executives to 

quietly remove all of their money from Madoff accounts by 2000, leaving only their 

pension client’s money with him because the unions insisted - and wanted the steady 

returns. 
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There were other smart consultants and a few private banking teams that unveiled 

the same inconsistencies who had quietly blacklisted Madoff, including senior people 

at Credit Suisse who would have been able to get the regulators to listen. They warned 

their clients off, but none of them picked up the phone and shared what they knew 

with regulators, or indeed with any law enforcement agency – they simply got their 

own clients out.  

Ivy asset management, Credit Suisse, Rogerscasey and Renaissance had firmly 

blacklisted him by 2004. When asked why they had not warned others, a Renaissance 

executive, Nat Simmons, said that the information which they had based their 

decisions on was also readily available to others - including the regulators. He said his 

team had access to exactly the same information as everybody else, it was all a matter 

of public record and didn’t need a Ph.D. in maths to understand it. 

In short, these people knew because they were professionals, and had the skills to 

see that the split strike strategy could not have worked. They were, in fact, people like 

Sonja Kohn, a licensed trader, and a person that “knew, or should have known” that 

there were real arguments against investing with Madoff.  

What were those arguments? One was that BLMIS purported to convert all of its 

holdings to cash immediately before each quarterly report, a strategy that had no 

practical benefit but which had the effect of shielding the trading activities it claimed 

to be making from scrutiny. 

Another was the reason the Ivy experts blocked Madoff, and they had worked it out 

on far less information than was available to Sonja Kohn, or indeed her banker 

husband Erwin Kohn, who also “knew, or should have known” that there were simply 

not enough options on sale to match what Madoff needed. His “split-strike conversion 

strategy” meant buying options on the S&P 100 Index (“OEX”) in combination with 

stocks from the S&P 100 Index. These options were traded on the Chicago Board 

Options Exchange (“CBOE”) through a licensing agreement between CBOE and 

Standard & Poor’s (“S&P”).  

The monthly account statement sent to the Herald Fund on January 23, 2008, says 

Madoff’s firm BLMIS bought a total of 12,644 OEX ‘put’ options. The ‘put’ options 

were crucial to Madoff’s strategy as they were his insurance against a period of 

generally falling stock prices. Basically, if the prices began to fall, he could force his 

counterparty to buy them at the “strike price”. Obviously, like any insurance it costs 

money, and if the share price never fell, it was money that was wasted. The insurance 
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(‘puts’) Madoff claimed to have purchased were timed to run out in February and the 

strike price was 600. Yet the total volume traded on the CBOE on that date for 

contracts like the ones he claimed was 8,645. Similarly, on the same trade and 

settlement dates, BLMIS purportedly sold a total of 12,644 OEX call options, which 

are the opposite to ‘puts’ in that they are a promise to sell, again these were with a 

February expiration and a strike price of 610. But the total volume traded on the 

CBOE on that date for such contracts was 631.  

In each transaction, Herald Fund and Sonja and Erwin “knew, or should have 

known” that the option volume being reported by Madoff was highly unlikely for the 

‘put’ options and impossible in the sale of the ‘call’ options as there simply not that 

many option contracts available on the market. 

BLMIS told its Herald investors that it purchased these options in the over-the-

counter (“OTC”) market. But trading options in the OTC market would have been 

more expensive than trading over the SEC regulated Chicago Board Options 

Exchange, the largest options exchange in the world.  

If what he was saying was true, why did those costs not appear to have been passed 

on to BLMIS’ investors? The absence of such costs, together with BLMIS’ 

representation that it was trading in the unregulated OTC market instead of the 

cheaper CBOE should have prompted sophisticated hedge funds like Herald Fund to 

request verification of the trades, and demand more transparency into the operations 

of BLMIS. If Kohn did not want to do the due diligence herself because her bank had 

only sales staff and no qualified staff for an analysis, or even if she did not want to 

use her Bank Austria network, she could have hired a firm like Aksia.  

Their quantitive analysis was available to paying clients and she could have 

afforded it. Those who did enquire were told by Aksia that its own quants had tried to 

reconcile the description of the strategy with a Madoff fund’s return history by simply 

using a Bloomberg terminal, and found that the returns did not match. 

They then added that they had also had a conversation several years ago with 

another quant from a major investment bank who had also tried to duplicate Madoff’s 

returns and concluded that whatever he was doing it had “nothing to do with the split 

strike conversion strategy”. 

And more – whatever strategy he was using did not match any strategy known to the 

bank at that stage. In short, Kohn ignored the obvious, failed to check the less 
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obvious, neglected basic common sense rules to prevent fraud and actively took steps 

to get round or negate the other rules – and then lied about it in the prospectus. 

And she then hired a PR firm to portray herself as a victim. When the scandal 

emerged Bank Medici announced it had “no Madoff exposure”, and only the funds 

themselves had encountered losses. It claimed: “Bank Medici did not supply any 

money to Madoff or Madoff companies.” It said, instead, that the Herald Fund SPC 

and the Herald (Lux) USA were “victims of the fraud”.  

She was a victim too, or so she claimed. Yet unlike other Madoff victims she still 

seemed to be able to move money around after his fraud was exposed. Herald froze 

client withdrawals on the Herald Funds $2.1 billion on December 11, 2008, after 

Madoff’s arrest. Herald wrote to its investors to say redemptions had been suspended, 

and they had stopped calculating NAV. “We are monitoring the situation to ensure 

that we take all steps necessary to protect the Fund’s interests,” the Herald (Lux) USA 

said in a letter to investors, adding: “We will inform you in writing as soon as 

practicable after the suspension comes to an end.” 

Frozen for others, but not for Kohn, who even after Madoff’s confession managed 

to use her network of companies including HAM, Tecno Italy, Infovaleur, Erko, and 

Eurovaleur to direct transfers of what she now must have known was stolen money to 

her lawyers, Hassans, in Gibralter, and family members like her husband Erwin, her 

mother Netty Blau, her daughter’s Nicole Herzog and Rina Hartstein and son-in-law 

Moishe Hartstein, her son Robert Kohn, Herald Fund director Paul de Sury, 

Eurovaleur functionary Yakov Lantzitsky and Palladium, an SEC registered broker 

dealer that is at the same address as her company Eurovaleur in New York and owned 

by her son-in-law Moishe Hartenstein. 

She had also increased the rate at which she made withdrawals shortly before the 

collapse, and at the same time as she was making frantic withdrawals in the months 

before and after the fraud was exposed, she was also winning prizes across Europe for 

her work, for example in November 2008 when she got the top honour in the annual 

“Germany’s Best Hedge Fund”. 

And she was still getting double commissions. Bank Austria UniCredit’s Pioneer 

Alternative Investments (PAI) division was paying commissions of more than 

€800,000 in 2007 alone for referring investors to PIA’s Primeo Select Fund, which 

was totally invested with Madoff.  
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In court papers filed by Austrian victim of the fraud, Horst Leonhardt, it claimed 

this money was for referring investors to Madoff, even though she had denied 

receiving payments from him. Directly maybe that was true, but she did still get the 

payments through a complicated network of companies. 

One of the reasons that the Herald Fund came into existence was that it was set up 

to target retail clients - they made it attractive by making sure that it was available in 

low denominations because it even went under the €50,000 limit that until that time 

had existed for other funds. Some were offered access for as little as $100. But it also 

targeted independent financial service providers that it wooed with impressive road 

shows and expensive marketing material which looked good, even if it lacked content. 

What was particularly attractive for these independent financial investors however 

was not the leather bound prospectus, but rather the kickbacks. These were always 

dependent on how well the individual managed to negotiate with the bank. Those who 

were less well-connected and less well-informed might manage half a percent per 

annum, whereas the better informed could argue for up to 1%.  

The financial service providers would have had a contract with Bank Medici and 

would handed in their volumes, which meant they got quarterly updates based on how 

much in kickbacks they would get.  

In Austria, there is not the broker-dealer system as in the States, so if a Financial 

Service Provider, which is licensed to the Austrian FMA, wants to invest customer’s 

money into financial instruments, then they need to be customers of a bank.  

That means that if they want to distribute, advise or broker they need banks to do 

the buying and selling, and to do the custodian work for the customer. In Austria, 

there are two big networks; one is Capital Bank in Graz and the other in the 

independent sector is Direktanlage, and Bank Medici made it possible that Herald 

Fund even though it was an offshore product was not only listed in these networks but 

also paid kickbacks through these networks direct to the independent adviser. The 

package was a product with a good track record and a nice but not excessively high 

income that was ready to go from the day the client agreed.  

As one broker who declined to be named said: “It was all very easy. It never seemed 

implausible. They never promised you something unreasonable, but it was half a 

percent on average which was in line with the normal equity fund. If I sell an equity 

fund or fund of funds you have somewhere between a 0.5 % and 1% service in yearly 
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remuneration for keeping the client happy, for serving the client and for improving the 

quality of service provided to the company. So it was in line, but nothing special.” 

He said the whole thing was very professionally marketed from the sales pitch 

through to the settlement of kickbacks. In fact, the only thing that was extremely 

unprofessional was the monthly reports that seemed more likely to have been put 

together by a beginner who didn’t understand the basics of PageMaker. The reports 

had originated from Madoff on his aged computers in New York. 

The trader said: “I always wondered why an organisation that in every other way 

was so professional simply fell down on that part.”  

Madoff was passing information over to Bank Medici. It was not automated and 

therefore it needed to be manually programmed by the Bank Medici staff. A Bank 

Medici insider pointed out that Sonja Kohn had been insistent that nothing change in 

this area despite client complaints.  

He said: “We were selling Herald that was a multi-billion investment fund and 

acting as an investment adviser for Thema, for example, with I don’t know how much 

money, yet she said no to a colleague that suggested we buy software to try to 

improve the fact sheets, and at least to make them look the same every month instead 

of doing it by hand.  

“When she was given a figure of €24,000 to buy the software, she said that for 

€24,000 she could hire a person for a year. This is of course ridiculous. That’s why 

the fact sheets always looked so amateur and unprofessional. They were done in 

Excel. “ 

Was part of the reason the fact that the data could not be manipulated in proprietary 

software that would have had its own built in safeguards against fraud? In contrast, 

data in the Excel programme could have been easily changed at will. 

In the presentations for Herald, as with other Madoff feeders, investors were never 

told it was Madoff and never learned about the huge family of products that Bank 

Medici was involved in. If anybody had done research in Austria they might have 

found other products with a long track record and with close performance 

characteristics. But even the savvy Austrian investor would have been able to gather 

information on these Madoff clones, funds where Madoff was never named and that 

all claimed to be different, yet underneath were all the same. To have known that, it 

was necessary to be part of the Bank Austria Conspiracy, and the people that “knew, 

or should have known”. 
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Ordinary Austrian investors would have known about Bank Austria’s Primeo and 

Bank Medici’s Herald, some might even have heard of Alpha Prime offered by a 

group of former Bank Austria managers, although Alpha Prime was never sold in any 

significant size, as it was more targeted to specific clients where it was billed on the 

prestige side.  

According to the investment adviser: “Of the three of them (Primeo, Alpha, Herald), 

Herald was the retail product. A retail product where you had a slide which says if 

you have €1,000 euros you could invest. You even could do monthly recall for cost 

averaging. You were able to cost average into the product with let’s say a €1,000 a 

month, in fact even Bank Austria sold their own products well below the €50,000 

threshold, even though it is a capital market law requirement if not a practical 

requirement.” 

The investment manager added: “I did the bulk of my investments with them in 

2007 and we had some more investment in 2008, with the Lehman crisis and the Bear 

Stearns in March 2008 we had some redemptions which were fine, never any 

problems. In December 2008 Bloomberg said Madoff had been arrested. I did know 

that Madoff was one of the managers involved although it wasn’t in the prospectus, 

but I had heard, and I certainly didn’t know or suspect that he was the only manager. 

The only time I touched on it with them I got the response that they could appoint a 

sub manager if they wanted and that the bottom line was, ‘We run the show’. It wasn’t 

really that surprising because in this business, funds quite jealously guard the secrets 

of how they are turning investments into profits. They don’t want anybody to copy 

them.” 

Indeed, in a Madoff related court case in Ireland against HSBC over its custodian 

role it was revealed by fund manager Alberto Benbassat who was introduced to 

Madoff by Kohn that it had been difficult to get answers out of Madoff, or to get him 

to change things that they didn’t like, because he behaved like a diva. Benbassat said: 

“Madoff was by far not the only one. We were meeting these people all the time in 

New York and London, very successful investment groups run by people who were 

all very arrogant; it’s a business in which they think they are masters of the universe. 

They get so many requests that they can afford to be very selective, they are trying to 

develop the fund’s growth. We had to beg to be able to invest with some investment 

managers.” He said it was not unusual for investment managers to turn down income 

in those days. 
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The strength of the gurus running the hedge fund industry was evident when Alberto 

Benbassat attempted to persuade Madoff to sign an investment manager agreement. It 

was impossible. And even more, according to Benbassat, it was never a possibility to 

alter the structure of his funds without Madoff’s consent. 

Herald was publicly offered. In this case the auditor of the prospectus was Bank 

Austria. At this time Austria had a tax regime which allowed for a fund classification 

of whiter than white. The whiter than white fund was where the bank automatically 

took care of taxes. Herald Fund was a whiter than white product.  

It further added to the trust element, so crucial to a pyramid scheme.  

The investment manager added: “The Herald Fund was whiter than white, it had 

quarterly liquidity signing up and monthly liquidity for getting out - and it worked. I 

always purchase the product upfront to make sure it worked. Then I purchased it for 

the customers. Nothing aroused my suspicions. With any portfolio you have a 

responsibilty, you can put 10% or 15% in riskier investments – but then you have 

your steady investments like Herald where there is little apparent risk in exchange for 

maybe something slightly above the Euribor, (the average rate at which Eurozone 

banks offer to lend each other unsecured funds). This is a safeguard or hedge against 

the other more risky products.”  

But in this case the hedge did not work, and the Madoff ‘safe product’ that so many 

were counting on for security turned out to be the most high risk of all. 
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Chapter Nine 

As Good as Gold 

 

“After over a decade working closely together creating financial products that 

became leaders and benchmarks of Austrian financial markets, I am looking forward 

to bank Medici’s continued contribution to the success of our capital market.” 

- Bank Medici prospectus - Dr Stefan Zapotocky 

 

One of the secrets to the success of TLM in making money for the bank was the use 

of basic strategies when dealing with clients. It was all there in his files, his strategies 

involved taking time to find out what was needed, and then attempting to provide 

financial services that matched that need.  

It was a strategy that worked, and that was copied and became the basis of Bank 

Austria’s Top 100 project in which the Top 100 companies were targeted to give 

professional advice on capital market potentials, asset management and funds 

management. Based on its success, TLM moved to the bank’s head office in Vienna 

that represented by far the biggest portfolio of clients and had 30% of the bank’s 

turnover.  

His job was to create business strategies to generate earnings within this portfolio. 

Sometimes during a year, for example, a firm could have a situation where they might 

be struggling and need to dip into financial reserves. There might be other months 

where they earned 100% more and had a surplus of cash. A good financial analyst 

needs to look at which part of this is volatility, and which part can be calculated in 

advance. That means looking at the fixed and variable components. It was then simply 

a question of seeing which products could change the volatility of the variable part, 

and which products could maximise the benefit from the fixed part. That was then 

combined to create a package.  

By this time Stefan Zapotocky and his sidekick Peter Fischer were both no longer in 

the bank hierarchy. They had their hands busy with Anaxo Financial Services GmbH, 

with Fischer as managing director and Zapotocky head of the Anaxo supervisory 

board. 
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Peter Fischer had been a constant presence in the treasury business and was another 

of the people named as a “suspect for criminal proceedings” by BakerHostetler. At the 

end of his time at Bank Austria he was a director, the Group Treasurer, and as a result 

also the boss of the controversial treasury manager Fritz Galavics and Friedrich 

Hondl. 

Fischer is reportedly well connected to Franz Hochstrasser, deputy CEO at Erste 

Bank, why else would Hochstrasser allegedly make the 6th floor of the bank’s posh 

Graben offices available to Fischer for his private birthday party celebration?  

The friendship between the two can be traced back at least to the time Fischer left 

the bank following the scandal in Russia over the rouble crisis in 1998. Fischer took 

the responsibility for the scandal, even though he was not really to blame, and Randa 

made sure it was worth his while. 

By well rewarded, several different sources confirmed that Fischer himself boasted 

he was given 100 million Schillings (€7.27 million) as a golden handshake when he 

left. Could that be a ‘reward’ for taking the blame. Whatever the truth, it is clear that 

it left him well connected with key people in Austrian banking circles, and that none 

of them seemed to want to avoid him, or bore him any ill-will over his supposed 

mistake.  

He was reportedly invited last year by Bank Austria boss Willibald Cernko to his 

birthday party, 14 years later yet he is still on the guest list. But then again, Fischer is 

a man who knows a lot. 

He moved from the rouble crisis to the centre of another of Austria’s most 

spectacular and longest lasting scandals over stolen money involving the former East 

German dictatorship the Deutsche Demokratische Republik (DDR), the Communist 

East Germany that existed before the Berlin Wall collapsed. 

The roots of that crisis had started in the early 1990s when Länderbank had been 

involved in questionable activities with a former DDR business manager, although his 

role was only in the spotlight much later. And Länderbank, which was by then Bank 

Austria, ended up footing the bill when in April this year (2013) it was ordered to pay 

Germany €128 million with 5% interest going back to 1994 – a total of €254 million.  

The court heard that the money had belonged to East Germany and had been 

removed by a Viennese businesswoman and member of the Communist Party, 

Rudolfine Steindling, more than 20 years ago. 
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Like the socialist members of Club 45, despite her own socialist roots she was 

known to have a passion for Chanel suits and expensive champagne that she did not 

feel in any way conflicted with her membership of the Communist Party. She counted 

as her close personal friends the likes of former Chancellor Franz Vranitzky, the man 

who rescued Länderbank and then became chancellor as a result, and Hannes 

Androsch, one of the founders of club 45 that was at the heart of the Lucona scandal. 

She was also friends with former Bank Austria boss Rene Alfons Haiden and perhaps 

most importantly of all to his successor, Gerhard Randa. 

Known in Austria by her nickname “Red Fini”, she was officially the trustee of the 

Austrian Communist Party and managing director of the East Berlin trading 

companies Novum and Transcarbon. When East Germany joined with the West she 

managed to move 3.5 billion Schillings (€255 million) to bank accounts in Vienna and 

Zurich to prevent the German officials getting hold of it. 

She did that with the help of leading officers at Länderbank and despite a 20 year 

legal battle the Germans only ever managed to recover half – €127 million was 

declared missing at the time and never recovered. 

Even without his friendship with Red Fini the former Bank Austria boss Gerhard 

Randa in particular would be able to shed light on the matter, but he is saying nothing. 

But then again what could he say that would not incriminate him? He was the head of 

Länderbank until it joined with the ‘Z’ in October 1991 to create Bank Austria. From 

1982 Länderbank was the house bank of both Novum and Transcarbon. Randa has 

been publicly accused in Austrian media of playing a crucial role in the laundering of 

the money, but no charges have ever been made. Länderbank had even helped move 

things along by giving a lucrative advisory contract to Gerhard Beil, the former DDR 

foreign trade Minister and head of the DDR’s foreign spy network. It was never 

cleared up exactly what he did as an adviser for his fee. 

On May 22, 1991, Red Fini authorised Länderbank to make 18 transfers from her 

Novum and Transcarbon bank accounts to Länderbank’s Zürich-based subsidiary 

BFZ. The money was paid into a series of accounts that she had only recently opened. 

That was in total 1.76 billion Schillings (€127 million). But the money didn’t stay 

there very long. By February 4, 1992, it had been withdrawn in cash and taken back to 

Vienna in suitcases where it was paid back into anonymous savings accounts. 

Swiss prosecutors alleged that Peter Fischer was the man who travelled backwards 

and forwards between Vienna and Zürich a total of 51 times, each time carrying 
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suitcases stuffed with between 20 million Schillings (€1.45million) and 60 million 

Schillings (€4.36 million), money that he then paid in at Länderbank as an anonymous 

securities account (Effektenkassageschäft or EKG). This is a deposit account banned 

in 1996 over fears it could be used for money laundering. It was normally used to buy 

or sell securities and is not a Giro account, so the money could be paid in 

anonymously, but at every payment Fischer had to sign and Zapotocky as his superior 

had to counter-sign. 

The bank could have washed its hands of this obviously illegal matter by turning the 

two in. If the documents had been produced, legal experts said it would have been a 

powerful argument that the bank itself was also a victim, and was therefore not guilty, 

but the bank did not produce them. It paid the damages knowing the circumstances. 

An expert could have checked the signatures were genuine, and in any case Fischer 

had paid the money in using the same code word that Steindling had on her private 

EKG’s. In short, in those days of AAA+ banking secrecy, whoever had the card and 

the keyword had the funds  

Fischer and the Länderbank management kept 10% of the total, and then handed the 

cards with the remainder back to Steindling. No messy inter account transfers, nothing 

traceable, just a quiet meeting in a Viennese café and the books were handed over – 

the codes she already had. And the business was concluded.  

Or at least it was for those who cashed in. 

Bank Austria was sued over its assistance to Steindling in removing the money. 

Even on January 14, 1992 the German officials had tried to stop the transfers, but 

Länderbank had continued until February 4 in paying out the money. But then again it 

would have been hard for them to refuse her – after all - she knew too much. Peter 

Fischer was an authorised signatory on the Länderbank Novum accounts. Fischer 

together with Bank Austria’s Swiss subsidiary boss were put under suspicion of 

money laundering, yet charges were suddenly put on hold in October 1995, and never 

relaunched. 

Steindling has been sued in Berlin, Vienna and Zürich over the affair but always 

without any success. She claimed every time that she never earned a cent from the 

Novum business – and she remains poverty stricken, without any money of her own. 

She was known to have a villa in the picturesque Vienna suburb of Döbling, but that 

had been transferred to her daughter in 1994. 
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The court seems unable to have found any arguments against her being poor 

although she seems to have plenty of time to fly frequently between Europe and her 

spiritual home of Israel. She makes regular donations to the Holocaust Memorial 

Centre Yad Vashem, she has financed seminar rooms at the Mendel Institute of 

Jewish studies and the Theodor-Herzl Museum, she helped the Arnold Schoenberg 

Centre in Vienna to buy a valuable old master and set up the Dolly Steindling Fund in 

Memorial of her late husband. She is also a donator to the Children at Heart Award 

for the victims of Chernobyl and a sponsor of the Wiener Volkstheater, the ballet at 

the Staatsoper and the Sigmund Freud Museum.  

In 2003, she even paid for the artificial insemination of an elephant at a zoo in 

Jerusalem.  

But she denied it was her own money. She said: “I know a lot of people. I’m just a 

money collector.” 

Zapotocky’s studied mathematics at the Vienna Technical University and began his 

banking career in the Erste Bank. He then went to Länderbank in 1988 and three years 

later was at Bank Austria where he took over the Asset Management department. He 

initially served as Bank Austria’s Director of Equities and was its Head of Asset 

Management from 1997-2000 when he left to join the Vienna Stock Exchange. His 

responsibilities at Bank Austria included oversight of investments and the creation of 

Primeo Fund and overseeing Bank Austria’s direct account with BLMIS. He served 

on Primeo and Alpha Prime Fund’s board of directors. In 2006, he founded the private 

equity firm LPC capital, and in 2005 was on the supervisory board of Anaxo. The 

lawyer for that firm was also a lawyer for Bank Austria, Christian Hausmaninger.  

Hondl, in turn, before he was deputy head of the International Corporates 

Department, was working in the treasury department of Creditanstalt. This was the 

first department to be merged with Bank Austria after the takeover of Creditanstalt in 

1997 / 98 and the treasury departments of both were fused. At this time Hondl was an 

employee of Fischer, and they were by all accounts good friends. It was just one of 

the reasons Fischer had a good relationship with Bank Austria, together with for 

example his connections to Kretschmer, Randa and Zapotocky.  

Otto Randl, also a managing director of Anaxo, was good on the technical side. He 

understood markets. Otto was put into the board of companies wherever Anaxo had 

an interest by Fischer. In fact, Fischer would always rather send Otto on the board to 
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cover himself if anything went wrong, and at the same time cash in the fees for 

Anaxo.  

One of those companies where Otto ended up was Bruck Invest was owned by Karl 

Bruck, who once worked alongside Fischer in Länderbank. Bruck had been a dealer 

for options and futures at Bank Austria. What he set up was something similar to 

Madoff in that it was an options strategy.  

As an aside, Karl Bruck was also linked in with the Madoff probe after he was 

selected by Randa to act for Bank Medici in January 2000 to coach Kohn on how to 

acquire a banking license. Bruck had connections with the Austrian Financial Market 

Authority (FMA) that were vital for the application to go ahead successfully. And for 

the next three years, Bruck attended FMA hearings alongside Kohn and assisted her 

through the auditing process. 

He may have had success with the FMA, but when he moved to run a strategy 

similar to Madoff he found it didn’t work, not really surprising as it didn’t work for 

anyone else either, and of course Madoff was only pretending to run it. Bruck’s basic 

strategy was to sell “put” options which given that the basic underlying of the market 

was up, was a safe bet. But then in 2008, the markets plunged, and companies like his 

that had staked on a rise lost a lot of money.  

Later Hans Haumer joined Anaxo in 2007, after he sold his Liechtenstein-based 

insurance company CapitalLeben to Swiss Life in 2007. His speciality was helping 

people to secure their hard-earned funds by offering opportunities where tax was as 

reduced as possible. At Anaxo, he continued to sell the same products, including the 

wrapper contracts and indeed in the TLM files for 2008 there is a sample Swiss Life 

contract that effectively explains how to avoid taxes on undeclared income, that after 

10 years can be withdrawn legally. 

The paperwork shows that Anaxo also continued to benefit from its directors links 

to their former employer, Bank Austria. In 2005, the Austrian-Canadian businessman 

Frank Stronach had given Magna Entertainment Bonds to Bank Austria as security on 

a loan; these were sold off by the bank as the loan reduced.  

The documents show that Bank Austria was actually quite capable of doing the sales 

and had already done so, so why did some of them suddenly end up being sold on by 

Peter Fischer at Anaxo? 

The Stronach deal had started with a substantial loan – more than a hundred million 

euros – and the underlying security for the loan was in Magna entertainment bonds. 
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And from time to time the bank, in accordance with the client’s wishes, sold the 

bonds. The lower the credits the lower the volume of bonds held. But the underlying 

was roughly one-to-one. The bank sold a lot of bonds via its bond trading department, 

and earned the normal selling fees through the deals; a regular part of the bank’s daily 

business. 

Later, when TLM wanted to carry on with the sale orders, he was told by Hondl that 

they were putting the rest through Peter Fischer and Anaxo, who were organising the 

broker deal via HSBC. TLM wrote: “I cannot understand why a private asset 

management company with three people involved has more knowledge in selling 

bonds than the whole of the Bank Austria group.” 

What could the reason be? The fact is that the company that does the deal gets the 

fee. There was no information in the paperwork about what fees were paid from the 

deal – but what might be the reason to give work from a big company like Bank 

Austria to a small company like Anaxo? Can the reason be commissions? It cannot be 

proved, but the fact is that with every sale order there is a commission. If true this was 

a totally unnecessary outsourcing, and a resultant loss of fees as Bank Austria could 

and in the past at least had done the work itself.  

Anaxo billed itself as an investment advisor, but it did not offer the sort of advice 

that was offered by TLM, instead it was focused on the sort of investment advice 

motivated by the substantial fees involved, and where the risk was all taken by the 

client.  

That was perfectly illustrated in the case of Hartberg, a local community in Styria. 

Anaxo was not interested in small investors, they wanted the big money. The big-

money was with insurance companies, banks and stock listed companies. But these 

were also savvy investors, people who knew how to do proper due diligence. Another 

possibility though was local communities, places where the councillors that controlled 

the funds didn’t understand the financial world, and who could be persuaded to invest 

perhaps without really understanding the risks. 

Hartberg was a perfect client. The community was unexpectedly very wealthy. It 

had sold the local savings and loans bank, which was local council owned, and had 

pocketed €63 million, and agreed to put aside €40 million that would be used to invest 

and were looking at what to do with it. Sven E. Rischko was at the time on the board 

of IMB Asset Management Company, one of those in Hartberg advising the council 

on where to invest, and he invited Fischer from Anaxo to make a presentation.  
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With its backing of former Bank Austria managers, Anaxo seemed perfectly placed 

to give good advice on just that. The local council had lost €2.5 million investing in 

real estate securities, including €1 million that was lost through the controversial 

Meinl European Land (MEL) shares, and it wanted to avoid making the same 

mistakes again. 

As a result of the losses there was a meeting between the mayor Karl Pack from the 

Conservative People’s Party and the local Green party councillor Heinz Damm. The 

result was that the mayor promised that he would no longer use the money in risky 

financial speculations, only to invest a short while later in Fischer’s friend at Bruck 

Invest on the advice of Anaxo. 

What Anaxo did was to recommend that the community invest the €2.5 million in a 

low risk investment through the Vienna-based Bruck-Invest Verwaltungs- & 

Beteiligungs AG, that was actually a Virgin Islands offshore construction, and which 

is now insolvent. 

By 2008, it was clear that the investment was not doing well, but Hartberg said they 

were advised to leave the money there by Anaxo. A few days later, the fund collapsed 

with what the legal case on the council’s behalf described as a “total loss”.  

Hartberg may simply have been one of the many local councils that for political 

reasons decided not to demand its money back based on wrong information, were it 

not for the fact that they then also found that Otto Randl was sitting on the advisory 

board of Bruck Invest. Fischer’s plan of sending him to be on the board in his place 

meant it was Otto that ended up in the firing line. 

Hartberg is in the province of Styria, where the regional government auditor 

Johannes Andrieu said he would have liked to have been able to look at the books. He 

also pointed out that it was not necessarily illegal for local councils to put public 

money in risky financial products including hedge funds or swap deals. That was in 

contrast to the fact that local councils were forced to get special permission if they 

wanted, for example, to sell property or take out loans. 

Hartberg said it was told it was a low risk strategy, even though they said Anaxo 

must have been in no doubt that the money was actually being used to support 

questionable financial enterprises that were certainly not low risk. The council was 

left with a debate over whether or not the mayor should resign over his questionable 

financial decisions, but at least the community was not left bankrupt, unlike for 

example the community of Trieben on Liezen who ended up with a €30 million loss 
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on investments that were actually more than the SPÖ controlled town had in income, 

and which had to declare itself bankrupt. 

Of the two however, Hartberg is extremely relevant to the Madoff case because 

Hartberg is also taking legal action against Anaxo (and Erste Bank) over another 

hedge fund that is barely mentioned in the huge debate over the Madoff scandal.  

Alpha Prime.  

It was a fund that traded on being exclusive, an insider tip, the fund that was billed 

as being as good as gold, the fund which was the perfect cash alternative, but which 

paid a much better interest rate than a bank account. Alpha Prime, however, has 

attracted almost no interest in the media, could that be because of its high profile 

board?  

When it was set up the board of directors were Sonja Kohn, Stefan Zapotocky and 

Ursula Radel-Leszczynski together with Nigel Fielding from Bank of Bermuda. 

Insiders said there had been a row between Radel-Leszczynski and Kohn, and as a 

result both resigned from the board, making way for Fischer and Zielinski to step in. 

Hartberg’s lawyer Ulrich Salburg through the firm AdvoFin demanded €457,000 

from the Alpha Prime Fund and from Stefan Zapotocky and Peter Fischer, as well as 

the lawyer Christian Hausmaninger. They case alleges that as well as breaching the 

investment fund rules, the accused were also guilty of fraud. 

Zapotocky declined to comment on the case against Alpha Prime saying: “It is all 

really too complicated to explain”. He said that he was relying on the lawyer 

Hausmaninger to deal with explanations.  

Hausmaninger has been involved in prominent court cases involving financial fraud 

before, but usually acting for those involved: Immofinanz, Meinl, Panamanian trusts, 

Telekom Austria. And of course the Manhattan Investment Fund.  

He pointed out that the legal case from the lawyer Salburg was a “poor attempt by a 

legal colleague” to use a civil court case to improve a hopeless situation. He added: 

“The prosecutors already investigated this case and decided that there was no case to 

answer.” That investigation (13) was carried out by the prosecutor Michael 

Radasztics, the Madoff prosecutor. 

Alpha Prime, like Anaxo, was a fund that set up with people from the bank. People 

that had the knowledge of the way things work, they had the contacts to Sonja Kohn 

and Madoff and HSBC and so on. They were able to create exactly the same 

constructions that they had when they were at the product unit of the bank.  
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So why did they not go back to the bank when they wanted to start a new fund? One 

answer might be that at the bank it was becoming increasingly hard to persuade big 

institutional investors, for example insurance companies or other banks or trusts or 

family estates, to invest in Madoff products without a little something on the side. Not 

everybody, but there were certainly those who could be persuaded if the decision-

makers were provided with a suitable kickback.  

In cases like this, it was only size that mattered. And in the bank, big kickbacks 

were becoming more of a problem. Indeed, in recent years, without naming them, 

several senior banking officials had to leave over allegations that they received 

kickbacks in various forms. 

Even if the bank had been institutionalised enough to make kickbacks routine, there 

was still the problem that a lot of people were aware that any given inducement had 

been made – quite simply the paperwork passed through too many hands. With 

Primeo or Herald for example, it would have been very difficult.  

But if you have a separate company where everybody is working towards the same 

ends, and you even have an in-house lawyer who is an expert on financial markets 

who can organise the transfer payments and the contracts and the constructions, then 

it could almost be the perfect crime.  

The kickbacks could be 30%, or 50% or 70%. If this was in the bookkeeping of a 

bank it would be much more risky and difficult to hide. But in a small, exclusive 

closed circle, there is less risk. As an example, say there is a big trust with hundreds 

of millions of Euros that gives the message to a fund to say, “we are interested in 

investing, but … ”. 

The ‘but’ is, in most cases, the commission. Yet to pay a large percentage of that 

back to the trust managers as a kickback is difficult if the fund it is dealing with is part 

of a bank, say for example Primeo. Even if you negate the rules and bypass the 

internal audits - a lot of people still see it. But with Alpha Prime, nobody could see it, 

or at least nobody that there was a reason to worry about. 

In banking circles there is a popular belief, money corrupts. And the larger the 

control of money a manager has, the greedier they are. If a manager had access to vast 

sums, if they can arrange even a small percentage of that as a kickback, it would 

amount to a lot. 

The advantage of a good lawyer on the team would have been that he knew how to 

set up a deal that would allow kickbacks to be laundered, and the perfect way to do 
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that legally was through the wrapper products – deals in Switzerland and 

Liechtenstein where cash was paid in with no questions asked about the source. They 

were a tax loophole, and meant that money from whatever source could be deposited, 

then taken out 10 years later with no questions asked – and that helped certain people 

evade difficult questions about tax back home. It did not seem to matter to the 

insurance companies and banks selling wrapper products that most of the money in 

them was possibly illegal commissions from various deals, which did not just mean 

Madoff. The bottom line was that anyone who wanted to get their hands on a 

questionable payment from whatever source could use an insurance wrapper.  

In essence it was a life insurance policy into which the very wealthy placed stocks, 

private equity holdings and other bankable assets, exploiting tax benefits on 

investment income held in such policies. Wrappers were similar to trusts, which are 

an Anglo-Saxon legal concept, but could be set up and terminated more easily. 

Wrappers did not usually pay any dividends, but to those who could look at a tax free 

lump sum at the end of 10 years, that was of little consequence. In fact, there was no 

clear financial incentive to use them other than the fact the money could eventually be 

withdrawn legally.  

But many of those who used them did end up with a problem after the rules 

changed. Swiss regulators decided to tighten up the laws on wrappers under pressure 

from the global community over its general banking secrecy stance. The changes 

meant that Swiss regulator FINMA was responsible for identifying the client, for 

determining who the person was that would get the payout, and for a raft of other 

measures laid out in the country’s new anti-money laundering laws.  

That caught many people who were already invested in them with a situation where 

they would face awkward questions once they took the money out. And given that 

they typically had a 10 year term and that wrappers had been especially popular 

between 2003 and 2007, it meant that a lot of people in the banking industry for 

example that took kickbacks might be starting to get problems around now.  

People who rushed to declare income that previously had been buried, people like 

Ursula Radel-Leszczynski and others who admitted getting their bonuses abroad. Of 

course, for those in Austria that problem solves itself when they declare a 

Selbstanzeige – and pay the tax – which means they get to keep the rest. But what 

about the question as to whether that €1.8 million was an illegal kickback? It is not 
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part of the remit of the Selbstanzeige, and once the tax is paid the person who has 

owned up is free to pocket the rest, regardless of where it came from. 

In those heady days of banking secrecy, anonymous savings books and kickback 

payments that seemed to be money for nothing, Bank Medici played a key role. Of 

course it was covering that role up by pretending to be a bank and making loans, for 

example to Austrian Railways – ÖBB. The occasional deal like that made it plain that 

they were pretending to be a bank and getting some kind of return on an ordinary 

financing deal. But the real interest of the bank was in helping to oil the cogs of the 

Madoff machine. It set up the system whereby commissions were processed and paid 

automatically. Across the border in Switzerland, the fact that a structure existed which 

meant it was possible for a secret commission to be earned made it almost compulsory 

that it would be. 

And that underlined another advantage of Alpha Prime - discretion. In Anaxo, very 

few people were involved, and of those Fischer and Zapotocky were part of the 

alleged conspiracy. Of course, those that took commissions are now keeping very 

quiet about the losses. This was a very private fund. The others were public. But not 

Alpha Prime. The people that invested with them wanted to be quietly – and secretly - 

rich. And so did the people managing their wealth. 

And a final advantage of Alpha prime is that it was billed as a cash alternative, even 

if the prospectus showed that it was not as easy to access the money as billed, but then 

again few people bothered with the prospectus given the other incentives. 

Alpha Prime was designed for entities with large cash surpluses, such as insurance 

companies, stock listed companies, banks and the super-rich. And if its managers 

could get some of that converted to the Alpha Prime cash substitute, it would be a 

substantial amount of commissions. The commissions were legal, but not always. For 

example, the company might make the investment, but the manager gets paid the 

commission, and that is illegal, but it was also very common. It was regarded as a 

crime that nobody really suffered from. But for those that took the money, it meant 

they would always be open to blackmail.  

Alpha Prime only ever had one legal action to face from its investors. Could the fact 

that other investors might have had kickbacks have been the reason for the reluctance 

to proceed? Or was it fear of going up against some of the most powerful men in the 

land: Men who had the backing of Bank Austria? 
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Their former contacts at Bank Austria were a rich source of income for Anaxo, and 

that was part of the reason it made good sense that Peter Fischer invited for example 

his former employee from the 90s, Friedrich Hondl, to attend a wide variety of 

presentations and events. After all, as the deputy head at International Corporates, in 

theory he had the connections to gain access to the department’s prime clients, or so it 

seemed. But although he was getting a substantial bonus of around €200,000 a year, 

he was not always the one doing the deals. Bank clients wanted to deal with their 

client relationship managers, and without the word of people like TLM the clients 

didn’t want to buy Madoff products - products that were also not really in the bank’s 

interests, even if they were certainly in the interests of the receiver of the 

commissions. Hondl might have been the head, and the man claiming the credit and 

the bonus at Bank Austria, but he was not the man doing the deals.  

He would tell TLM: “There is so much money to be made, you should remember 

you are not a lawyer for the customer, you are an employee of the bank.” 

And it was in trying to correct this where they made their one mistake with Alpha 

Prime. They thought that it would remain secret, but then they tried to bring TLM into 

the club. They knew that anybody who agreed to be part of the club was tied to them 

forever. For those that said yes, and cashed in a bonus or kickback, it was never 

possible to get back out. The recipient had become part of the criminal act, and there 

was no way back. And that does not just mean from regulators. What might have 

happened if a manager had been given a kickback who then wanted to have a 

redemption? Might they be told: “Are you sure? Maybe take 10 minutes to think 

about it. There is an insurance policy. What do we do with that? Think about that as 

well.” 

People like Fischer and Zapotocky needed people like TLM. But he didn’t say ‘yes’, 

he said ‘no’ at the infamous meeting in Vienna’s Hotel Imperial mentioned earlier 

where he made it clear what his position was.  

TLM was talked through what was effectively the prospectus to show him the 

names of those involved, and how important they were. Hausmaninger was for 

example one of the names inside the prospectus. Others were people like the wealthy 

and successful Adam Zielinski, who was a director together with Zapotocky and 

Fischer. Zielinski became an Austrian government consultant in 1986, and before that 

was owner and MD of Compensa Austria from 1962 to 1996. He was also reportedly 

the man that had been the head of the trading company that had been friends with 
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Zapotocky, and had then introduced him to Radel-Leszczynski who was to take over 

at BAWFM.  

* * * 

With the document TLM was shown, Fischer and Zapotocky had created something 

which was 60-pages long, and which to all intents and purposes was the official 

prospectus except that it wasn’t – it was a private memorandum and that allowed them 

to get around all sorts of rules and regulations. It was even written on the front page of 

the document, it is a “private placement memorandum”. A private placement is much 

harder to take legal action over because it’s not something where the rules are as 

tough. It is normally the basis for a prospectus. 

This was illustrated in the memorandum section on ‘risk parameters’, where it used 

the same wording as had been used for the official Primeo prospectus two years 

earlier, and where it had been rejected. Yet two years later, for Alpha Prime, it was 

accepted. 

The ‘prospectus’ controller was the Erste bank in a deal allegedly brokered by the 

bank’s deputy CEO Franz Hochstrasser. TLM’s two bank colleagues, Heschl and 

Hondl, who turned a blind eye to the Madoff products hawked by Bank Austria, later 

went to work in the department run by Hochstrasser. In a court case filed in August 

2009, legal case managers AdvoFin announced court action against Erste Bank over 

the prospectus. Advofin lawyer Ulrich Salburg was claiming back money lost by an 

investor based in Graz in southern Austria who put the money in Alpha Prime Fund. 

The case is still ongoing. 

The application demanded a refund of the investment based on the fact that the 

responsibility for the admissions prospectus lay with the Erste and Alpha Prime Fund 

Ltd. 

Salberg said: “The investor discovered in December 2008 that all of his investment 

had been lost because Alpha Prime Fund was in fact not an investment fund at all but 

rather just a part of the pyramid scheme of Madoff.” He said that the Erste bank had 

acted for Alpha Prime Fund as a representative and as the controller of the prospectus 

for the capital market launch.  

The court paperwork alleged: “As prospectus controller, Erste bank failed to do a 

proper job and had not checked that the prospectus was correct. Therefore, as well as 

Alpha Prime Fund Ltd, the Erste was also liable. Instead of being correct, the claims 

made in the emissions prospect about the investment strategy and objectives and 
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about the form were in fact completely wrong. Had the prospectus said that the Alpha 

Prime Fund simply served as a way to pay money to Madoff, and that nobody knew 

how his system functioned, then no investment would ever have been made by the 

Graz victim.” 

Salburg’s colleague the AdvoFin boss Franz Kallinger said: “Erste bank needs to 

accept that as the representative and prospectus controller they need to be responsible 

for the damage. It’s not possible to extricate itself from that responsibility.” 

Lawyers for an investor from Graz added that Alpha Prime Fund was a “100% copy 

of the Primeo Fund of Bank Austria”. By now, of course, Sonja Kohn and the 

conspiracy members were able to create Madoff feeder funds with ease, and they were 

multiplying rapidly. The conspiracy members always denied these were clone funds, 

because if it’s a clone fund it is an indication that this was a criminal network. But the 

evidence was clear.  

Dr Pitak confirmed that the Herald Fund and the Alpha Prime Fund were essentially 

offering identical investments, which goes against the idea of a fund of funds, and 

also goes against the idea of diversification as listed in the prospectus. Both the 

Herald Fund and the Alpha Prime Fund were Madoff funds that had no essential 

difference. 

It backs up the claim that Alpha Prime Fund was, as AdvoFin claims, clearly a 

functional clone of Primeo Fund. That in turn led to a clone of the Alpha Prime fund 

which was the Senator Fund, created by Radel-Leszczynski, as yet another way to 

feed money into BLMIS, and of course to earn fees for herself, Kohn, and Bank 

Medici. Radel-Leszczynski alone allegedly received millions of dollars in fees for her 

work, but denied it or that this allegation was the basis of her Selbstanzeige with the 

€1.8 million that she had failed to declare to the taxman.  

Erste bank said they had used an external adviser to check the prospectus and 

pointed out that they had never actively taken part in the selling of Alpha Prime. Nor 

were they involved in the management of the fund. They said there was no way they 

could have known that the money simply went straight to Madoff because, according 

to the bank’s spokesman Karen Berger, it “didn’t say that anywhere”. But surely it 

had been the bank’s job to check that? The document may or may not have been seen 

by the FMA, but for those seeking to get their money back, when you know it is a 

clone fund, it makes it a valuable document. 
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Looking through the details it’s clear as AdvoFin claimed that the private placement 

memorandum creates a structure that is essentially Primeo, hardly surprising as it is 

the same people that founded Primeo, people like Zapotocky and Fischer. As with the 

other funds, the independent capital management was done by Madoff. The court case 

against Erste is currently on ice, awaiting a ruling from the Austrian High Court on 

the prospectus liability with regards to Primeo before a decision is made on the way 

forward. 

In the Alpha Prime ‘prospectus’ it is harder to look through the fees jungle, it seems 

to be more comprehensive than Primeo but still says little. One point of interest is that 

it says that the investment manager can invest either directly or indirectly. That should 

not be the case. It should always be directly through the fund. Otherwise there is no 

control on what he’s doing. And then there is no point to the deposit account. There is 

also no security, if he invests indirectly.  

It also lists the partners and their roles, Hausmaninger is there as legal adviser, but 

he is also listed as investment manager. That is a direct conflict of interest. The 

reason? The Investment Manager is a job for which Hausmaninger was entitled, 

according to the prospectus, to be paid from the fees. For that money he was expected 

to give advice. The legal advisor for the fund - which is a job that he also did and for 

which he was also paid – would then give a legal opinion on his own advice. That 

recommendation was then passed back to himself as investment advisor to agree to, 

and to pass on to the board after it was approved. 

Hausmaninger was also in Primeo as the legal adviser, according to insiders, 

although it is not written down anywhere. But it is known that Hausmaninger and 

Kretschmer who was the Primeo architect had more of a connection then just studying 

together. They wrote two books together, they knew each other as children, and their 

families reportedly knew each other as well, so it was to all accounts a second or third 

generation friendship.  

They were basically very close friends and a team, the legal part carried out by 

Hausmaninger, and in the bank Kretschmer, and with regards to tax, they must have 

had a ‘contact’ in the finance ministry. A contact that would solve problems, for 

example a tax file with details about a bonus payment received by Kretschmer abroad 

that then did not result in any ‘taxation consequences’. Between them the conspiracy 

members must have had enormous influence. Kretschmer, for example, eventually 

admitted in an official interview that his bonus had been paid offshore to the Cayman 
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Islands, something that for anyone else in the country would have been illegal. It was 

something that even the former finance minister Karl Heinz Grasser was sued about. 

But nothing happened over Kretschmer, or at least not yet. But why not?  

Reading the prospectus, even with a casual look, and it’s easy to see why the Erste 

Bank was sued over it. It says: “To the best of the knowledge and belief of the 

directors, who have taken all reasonable care in reviewing this document, the 

information contained within is accurate.” 

One of the first points is that although its selling point was that it was supposed to 

be an alternative to cash, in the fine print the prospectus reserves the right to not pay 

out all at once: “In limited circumstances, the fund may suspend redemptions. In 

addition, the fund shall not be bound to redeem as of any redemption date more than 

25% of the number of shares outstanding if this is what the Board of Directors 

determines.” There is also a 1% redemption fee which can be changed at any time by 

the directors, who simply need to write to investors to say the amount has now 

changed for it to be effective. 

There is the usual fees jungle, including a provision for the fact that it is an umbrella 

fund in which stocks can be bought and sold and moved between the different feeder 

funds within the same group, and each time that happens, a 1% commission can be 

charged. The investor would be paying 1% each time the directors wanted, and would 

not know anything about it. 

The prospectus gives the investment manager the opportunity to directly or 

indirectly manage assets of other funds where there is a conflict of interest with the 

Alpha Prime Fund investors, another indication it is a clone fund. And again, as with 

the other Madoff feeder funds, it talks about the careful selection of investment 

advisers in the plural, even though they must have known it was only ever Madoff.  

And a crucial sentence under the subject of custodian, where it points out that 

HSBC Institutional Trust Services (Bermuda) Ltd may, at the request of the 

investment manager, open accounts with brokers, money managers or other 

intermediaries: “The custodian will not be responsible for the safekeeping of assets or 

cash deposited with such brokers, money managers or other intermediaries.” What 

then is the point of the custodian? What are they paid for? 

And another point, it says the “advisers may utilise investment techniques such as 

margin financing, short sales, options, forward’s and futures contracts, which are 

practices that can, in certain circumstances, maximise the adverse impact to which a 
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sub fund may be subject”. That means there “exists a possibility that an investor could 

suffer a substantial loss as a result of an investment in the fund”. 

Even more significantly: “The payment of the performance fees may cause the 

adviser or a manager to make investments that are riskier or more speculative than 

would be the case in the absence of an incentive-based compensation.” 

In other words, in order to earn enough money to get a big bonus the fund manager 

might be forced to make extremely risky investments and if it doesn’t work out it’s 

not their fault because they were paid on commission and wanted to get a bonus. It 

also points out that it is unlikely for there to be any current income as the fund is a 

long-term project, and therefore investors need to plan to be involved long-term 

before seeing returns.  

And another unusual paragraph: “The securities industry, and the arbitrage business 

in particular, is extremely competitive. The fund competes with firms including many 

of the larger investment banking firms which have substantially greater financial 

resources than does the investment manager (Alpha Prime) and substantially greater 

research staff and more securities traders than does the investment manager (Alpha 

Prime). To compete against this Alpha Prime Fund uses arbitrage.” But one wonders 

why the investor doesn’t simply go to another firm that has the better staff, more 

traders and more financial resources? Could it be kickbacks? Throughout the 

prospectus, there are a lot of reasons why investors should just walk away. 

It gives the directors the opportunity to borrow up to 10% of the net assets of each 

fund for temporary (non-leveraging) purposes. Yet borrowing money is leverage. This 

paragraph is an indication of a pyramid scheme, because in a regular fund the assets 

are there and the fund typically has a month: ie enough time to liquidate them to meet 

redemptions. With a pyramid scheme the redemptions are dependent on new money 

flooding in.  

And in the concentration of investments the prospectus says: “From time to time a 

significant portion of the funds capital may be concentrated in a particular security, 

industry, market or country. Should such security, industry, market or country become 

subject to adverse financial conditions, the fund’s capital shall not be afforded 

protection otherwise available to greater diversification of its investments.” Why? 

Diversification is one of the basic principles of good risk management. Were they 

insuring themselves against the fact that all of the money was with one manager, in 
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one country, who only had one strategy, and the day when he would finally come 

crashing down? 

The prospectus also makes it clear that they are not demanding segregation of the 

assets, and they even warn that should they put everything with one broker, and were 

he to close, then the fund would simply have to line up with all the other creditors; 

“such a broker could have title to all of the assets of the fund. In the event of such 

broker’s insolvency, the transactions which the broker has entered into as principal 

could default and the fund’s assets could become part of the insolvent broker’s estate, 

to the detriment of the fund”. It adds that in this case the funds rights would be 

“limited to that of an unsecured creditor”. With regards to managed accounts (i.e. like 

Madoff, although he is not named) the prospectus says: “Any loss arising as a result 

of an investment in a managed account will be borne by the shareholders.” 

If kickbacks were not the reason, there are certainly very few reasons in the so-

called ‘prospectus’ to get involved in the fund. 

And in conclusion, even when working out their bonus the directors did not have to 

try too hard because if the NAV figures on which bonuses were based were not 

enough, they were allowed to make them up: “The Board of Directors, if it doesn’t 

like the figures for the NAV that are being given; can adjust the figures to make them 

more credible”. In other words, if the NAV was not high enough to generate a bonus 

they can simply announce that the fund is worth more than the official estimate – and 

then claim the bonus for their good work anyway. 
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Chapter Ten 

The Irish Connection 

 

“Sonja Kohn went by many names and operated under many guises, creating an 

international network of spurious investment entities and masterminding an illegal 

scheme not only to support the Madoff fraud, but also to enrich herself, her family, 

and the largest banks in Austria and Italy.” 

Timothy S. Pfeifer, BakerHostetler 

 

Mario Benbassat had one person to thank for giving him access to Bernie Madoff – 

an access that had made him a very wealthy man. That person was Sonja Kohn.  

He paid her millions in fees for her work. He also created jobs for her where he 

admitted that there was not only nothing to do, but that if there had been, she was not 

qualified to do it.  

But then he needed her. He needed to keep open the access to the man that was 

making him and his two sons at their Swiss investment fund of Genevalor, Benbassat 

& Cie (GBC) and their Irish subsidiaries very rich. And he worked hard to make sure 

that his network’s access had continued right up until Madoff was arrested.  

Mario had been one of the first to be granted the honour of giving money to Madoff 

so that it could be turned into profits using his – now known to be non-existent – split-

strike strategy in 1992. He was so grateful at how it was working, with money 

pouring in without the need to advertise, that in 1996 he gave her a special gift; a 10% 

ownership interest in Thema International’s investment management company. The 

trustee described it as a “thank you” for introducing him to Madoff. 

Between the early 1990s and December 2008, when Madoff was arrested, the 

trustee said that the Benbassats had funnelled more than $1.9 billion into BLMIS 

through their Hermes International Fund Limited (Hermes) and its subsidiary, Lagoon 

Investment Limited (Lagoon), Lagoon Investment Trust (Lagoon Trust), Geo 

Currencies Ltd. S.A. (Geo Currencies), Thema Fund Ltd. (Thema Fund) and its 

subsidiary, Thema Wise Investments Ltd. (Thema Wise), and Thema International 

Fund plc (Thema International). 
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Mario was watching the news when it was revealed Madoff was a fraud, and it took 

a second for the enormity of what he was hearing to sink in. He said: “I saw the entire 

amount vanish like a snowball in the sun.” 

Two decades before his Swiss investment advisory business GBC had been looking 

at ways to expand. At that time, GBC had a staff of just five people, including Mario 

Benbassat himself who was the manager, his sons Alberto and Stephane who were 

starting to get more involved, and two secretaries. The company had $150 million 

under management.  

Of the Benbassats, Alberto is of particular significance because he was extensively 

questioned during a court case in Dublin, Ireland, recently over the liability of 

custodian bank HSBC for Madoff’s fraud. The case opened and for four weeks gave a 

detailed look behind the scenes at how the Madoff Empire expanded before the case 

was settled unexpectedly out of court. 

Alberto acted not only as a director and primary manager of feeder funds affiliated 

with GBC, but was also occasionally investment advisor to funds like the Hermes, 

Thema Fund, Thema International and Geo Currencies. GBC’s first involvement with 

Madoff had been by investing through another fund, Fairfield sentry, some years 

earlier, and they liked the results.  

Later they set up their own Madoff feeder, Hermes, which offered to invest through 

“conservative, balanced or dynamic risk profiles”. Hermes was invested with BLMIS 

through its wholly-owned subsidiary, Lagoon Investment Limited, in whose name 

accounts were held at BLMIS.  

The Benbassats felt they had been lucky and privileged when they had been allowed 

access to the financial genius that produced such consistent returns, and that access 

had been organised by someone else they trusted - Sonja Kohn. In 1991, she had set 

out on a mission of recruiting more business for Madoff internationally in earnest. 

Each time she returned from her foreign travel trips he would greet her as he was seen 

to do in 1991 “with a big hug and a kiss”.  

And her “good friend” Bernie was happy to help Sonja out by seeing the investors 

from Geneva, as a favour of course. He was busy, as always, but he would see what 

he could do for them. They knew they were to pay heavily for the honour from that 

point on, but that the meeting would ultimately cost them everything they had, they 

could not possibly foresee.  
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After their first meeting the Benbassats set up, or were involved in, creating six 

feeder funds including their crown jewel, Thema International, that had a NAV of 

around $1.1 billion 100% with Madoff when it stopped trading. Prior to that, just 

before the redemptions began in earnest that were to topple Madoff’s empire, it had 

been at $1.5 billion.  

Mario Benbassat was also the director of a private bank organized under Swiss law 

and based in Geneva called Union Bancaire Privee (UBP), which was to set up its 

own collection of Madoff feeder funds in 2003. They would gather another billion 

dollars in fresh cash for Madoff through organisations like M-Invest, a Cayman 

Islands corporation created by UBP for the sole purpose of investing assets into 

BLMIS. M-Invest’s directors held management level positions at UBP – and in the 

end they paid almost $500 million in cash as a settlement agreement to victims of the 

fraud. 

GBC had been looking for solid returns with low volatility, and no one fitted into 

that class better than Madoff. The fact that he was getting the results through fraud did 

not seem to occur to them. In the case of the Benbassats, they were determined not to 

see the warning signs. On one famous occasion, when asked how he was so sure that 

Madoff was not a fraudster, Albert Benbassat admitted he trusted him because of his 

“body language”.  

GBC had started looking at Madoff because of the claims that he produced reliable 

and consistent but not spectacular results, and their early tests of the market by 

investing with him through another fund had proven the claims seemed to be correct. 

But they wanted to find ways of attracting more money to invest with him, and felt 

that by gaining UCITS certification for Thema International this could be achieved. 

GBC’s Hermes fund in contrast had not been UCITS approved. 

UCITS refers to the Undertakings for Collective Investments in Transferable 

Securities, and is the European regulatory framework for an investment vehicle that 

can be marketed across the EU. It was designed to enhance the single market while 

maintaining high levels of investor protection, although it would be fair to say that 

prior to Madoff’s collapse investors seemed so keen to sign up with hedge funds that 

it was often not an issue whether a firm was UCITS compliant. 

UCITS was heavily regulated, because it was designed for retail; meaning small, 

less sophisticated investors that need a greater degree of protection and security. Not 

professionals. Until then hedge funds had been the exclusive domain of the rich and 
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the institutional investors. The bottom line was that if a firm was approved and 

registered within one EU country, then it would be eligible to operate EU-wide with 

UCITS. GBC felt that setting up a fund with UCITS accreditation would mean they 

had a wider appeal to investors, and in particular, if they managed to found it in 

Ireland it would be even more attractive, because 75% of the other UCITS approved 

funds were at that time set up in Luxembourg.  

With a UCITS stamp, there was the opportunity to attract these small investors, the 

wealthy middle class looking to invest their life savings of amounts ranging from 

50,000 upwards in a secure fund. With his consistent but not spectacular results 

slightly above the bank interest rates, Madoff was exactly that. When the scheme 

eventually collapsed, they admitted to regulators that a vast majority of their clients 

had been single women, with no other means of support, that had put their life savings 

with Thema International. They were people that UCITS would have protected, if the 

Benbassats under the influence of Kohn had not spent so much effort trying to negate 

the safeguards. 

Alberto Benbassat admitted: “Many clients had all their savings with us of about 

100,000 to 200,000 Swiss Francs (€81,000m to €162,000). We had a lot of divorced, 

middle-aged women that didn’t have the comfort of anyone else and now their 

savings were gone. Some of them had to sell their real estate assets. They had to find 

ways to carry on.” The brothers have now moved back to Geneva and Alberto said: 

“My credibility was destroyed to a very significant extent. Most of my business 

disappeared. Since then I have spent 95% of my time dealing with Madoff issues. If 

one day this is over, I am essentially jobless. Genevalor (GBC) will disappear when 

all the different problems have come to an end.” 

But back then the family were only interested in the big money. The hope of the 

GBC team was that if successful, they might get up to $100 million. But it was a 

success beyond their wildest dreams. 

Alberto Benbassat said: “I was making much more money than I ever thought 

possible in a life. I could have lived with much less.” It was only after the crash that 

he added: “I learned that actually the most important thing for me was to be able to 

sleep at night.” 

But there were problems if they were to get the much prized UCITS III certification, 

the main one being that it was designed to catch fraudsters like Madoff, and one of the 

ways it did that was to insist that there had to be separation of responsibility so that 
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the various parts could check up on each other. And while there is no evidence that 

the Benbassats knew Madoff was running a pyramid scheme, there is a mountain of 

evidence that they bent all the rules to get round the in-built mechanism that would 

have prevented the fund from being opened in the first place. 

As one investor put it, “The way they managed the fund was like a driver knowing 

that their car had faulty brakes, no lights and that the speed limit was 30, yet they 

drove anyway at 100 and complained afterwards it was not their fault when they 

crashed. It was not the rules of the road they broke, it was the financial rules, but 

whichever rules you ignore you still run the risk of an enormous crash.” 

When looking at ways to get round those rules, they found the perfect partner in 

Sonja Kohn, who had by then started to position herself as the primary European 

gateway to Madoff and BLMIS. She was to the international community what 

Madoff’s father-in-law had been to the US Jewish community – a gateway. They were 

to be her first big catch after she introduced the Benbassats to Bernie Madoff, the 

genius manager at the club everyone wanted to join. 

For those who were allowed access “it was like a religion” - with the mantra of 

almost guaranteed steady returns echoed by the other acolytes. When Kohn went to 

the Benbassats in 1992 they were impressed. Madoff was the man with the 

philosopher’s stone, and she was offering access to him in an impressive presentation. 

They never doubted his figures. When he presented GBC with $83 million in profits 

for 220 options trades with no losses, or a further $51 million for Thema International 

with a similar uncanny ability to see the future, it was all part of “the magic formula”. 

With the money rolling in, why doubt it? 

The fact was, of course, that by producing backdated returns three days after the 

event he had not seen into the future at all, but the past.  

When the Benbassats first met Kohn, she did not have the status of owning her own 

bank, but she dealt with them through her firm Windsor. They leapt at the opportunity 

to open BLMIS account number 1FN021 in the name of Lagoon Investment that was 

to hold the investments of Hermes and the Lagoon Trust, with the trust being another 

BLMIS investment vehicle. On April 23, 1992, Kohn sent a facsimile to Benbassat, 

on Windsor letterhead, confirming the opening of his BLMIS account. It was to be the 

first of many successful efforts to feed wealthy European investors into the pyramid 

scheme.  
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Hermes was a success, but Mario Benbassat felt that there could be more money, 

big institutional investors and professionals were hard to land because they asked 

awkward questions, yet small private clients, the ordinary people in the street that 

might have savings of €50,000 or more were a real potential. Mario always denied he 

had avoided the big players, but it later emerged that he had made his sons promise 

not to take on institutional investors for Thema. 

They met Madoff and his deputy Frank DiPascali in New York where they 

discussed ways around the UCITS III demands. How could these fit in with Madoff’s 

own specific request, including the fact that he did not want to be named in anything 

connected with their products, something forbidden for UCITS recognition? Madoff 

helped them to decide on the formula that would be needed to be UCITS compliant 

and laid down his requirements. For the split strike to work he needed to be the 

broker/dealer and the investment advisor. He explained that timing discretion of when 

to go in and out of the market was essential, so making him an investment advisor 

was crucial.  

He was never formally given that role, and in fact it was decided that Thema Asset 

Management Ltd (British Virgin Islands) - TAM - would be the investment advisor 

for Thema International, but only on paper. In reality, TAM then appointed Madoff as 

a sub-investment advisor, even though the role was never formally made and no 

contract was ever signed.  

It was a job that he did in all but title, and he even allowed others to be paid for it 

because, as he explained, it meant that he had discretion in the implementation of the 

strategy, in the timing, and in the strike price. 

In total, Alberto Benbassat met Madoff about two to three times a year over 16 

years from 1992 – 2008, and DiPascali 2 – 3 times. His father also used to meet 

Madoff on his own, maybe 25-30 times, and his brother Stephane met him about 15 

times. The meetings would last about 60-90 minutes and Alberto claimed it was to 

discuss strategy, but by their own admission it was also to discuss bypassing the 

regulators. 

In these meetings, it was allegedly Madoff who came up with the idea of how to get 

round the fact that he could not be investment advisor by simply calling it by a 

different name. Alberto Benbassat said: “I had a discussion during the creation of the 

fund with Madoff about the nature of his role in the fund. He explained to me that he 

was really an ‘executing broker’ in what he was doing and not an ‘investment 
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advisor’. He told me that since this was only a side business, he was not taking any 

investment advisory fees. I believed him, I mean, he said he only had about 15 clients, 

and his other business was more important to him.” 

After being told that, Alberto admitted he had not given it much thought: “In 1996, I 

fully trusted Madoff, he said that he was not an investment advisor and was not 

regulated in the US. It seemed logical that his job title should be executing broker and 

not investment advisor. In 2000, when Santander (Group Santander – Spanish bank 

that lost $3.5 billion) and Optimal (Santander subsidiary) made enquiries about 

Madoff and got a legal opinion, the explanation was very similar to the one that 

Madoff had given me a few years before. As a result, Madoff was never officially 

appointed investment advisor, he was only formally the executing broker.” 

Alberto added: “My understanding of the Madoff role was that he was not an 

investment advisor or a sub-investment advisor. And that meant Madoff did not have 

to be disclosed. I thought we were compliant (to UCITS) and making no 

misrepresentations. With hindsight, I would say I now have a different opinion, but 

not before 2008.” 

Keeping up with the rules to keep UCITS status was an ongoing job. At one point, 

for example, GBC realised that they needed to formally issue Madoff with an 

investment strategy, even if they knew that it was worthless. So they summarised 

what he had told them he was doing and sent it to him to correct. In the earlier draft 

for example Madoff adds in the words “executing broker”. Mario denied that this 

change was any indication that he did not have any idea what Madoff was doing, 

adding: “His wording was simply more accurate and better than mine”. 

Madoff also wanted the custodian of the fund to be Bank of Bermuda Luxembourg 

(BoB). It was taken over by HSBC in 2004 to become the HSBC Bank of Bermuda 

(HSBC BoB). After all, Madoff knew that HSBC were already a bank that was happy 

to take his word that the assets were safe, and to pocket the fee as a result for doing 

nothing.  

Madoff also had another condition. He made it clear that he would refuse to accept 

the fund if he was mentioned in the fund documents. He said his strategy depended on 

the investors not knowing his moves. The Benbassats were happy to agree, even 

though it was against UCITS III rules. And as Madoff had requested, the first Custody 

Agreement was with HSBC BoB, or rather its subsidiary, the Bermuda Trust Dublin 

Limited (BTDL), a deal which was made on July 1, 1996.  
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In summary, when the Benbassats came to negotia with Madoff, the only terms to 

negotiate were the ones laid down by Madoff – and he wouldn’t negotiate at all. He 

demanded he have custody of the assets, they agreed, and he demanded to be the 

broker, and they agreed, and he demanded to have discretion with the strategy, and 

they agreed. In fact, whatever conditions were made by Madoff, they were agreed to. 

Alberto Benbassat was supposed to be investment manager and as a result setting 

the funds strategy, but when questioned about it he admitted he did not have full 

discretion – some instructions, he claimed, were given by Bank Austria. As they were 

doing nothing on any of the other funds where they were paid fees, it can only be 

assumed these ‘instructions’ he spoke of were also from Madoff. 

How did Bank Austria become involved? The answer was as always Sonja Kohn, 

who had been brought in to offer advice to the Benbassats as they worked on the 

initial structure to gain the much prized UCITS approval. She had been involved in 

setting up the earlier funds, and she brought in her partners at Bank Austria, Bank 

Medici and BAWFM for the new project. Slowly, a structure to fool the regulators 

took place that was to have nothing to do with protecting their assets from fraud or 

controlling what was done with them, and everything to do with getting maximum 

fees for minimum effort. 

TAM and BAWFM agreed to take advisory fees for the work they were not doing, 

typically 0.2% of the net asset value of the fund (NAV), and calculated on a monthly 

basis.  

In Thema Board minutes it says that in the investment management section “to give 

discretion to the Bank of Austria (sic) is in the best interests of the company”. 

By Bank of Austria he meant Bank Austria, and that meant BAWFM that in turn 

meant at least $13 million for its role with GBC, part of the $68 million the trustee 

says it was paid by BLMIS up until it was voluntarily liquidated on February 22, 

2008. And TAM earned around €63 million for being the investment manager, the job 

that Madoff was really doing. When questioned about the money for a job he did not 

perform, Alberto Benbassat said that he had not been idle, and in fact “had looked at it 

a few times a year”. Or at least, he later admitted, that had been the case at the start, 

and under further cross examination he admitted that even this had fallen off after a 

while. 

Not bad work for a $63 million fee. It might be why he never saw that GBC 

accounts had 568 equity transactions executed at a price outside the daily high or low 
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range for that security, Thema International had 139, Geo Currencies 52, and Equus 

(14) 277. GBC were also of course entitled to other fees, including distributor fees 

from their investors, but Alberto claimed these were “rarely applied”. Bank Medici 

also took fees for its role, and at the start it marketed, distributed, and managed 

Thema International, for which it received an annual fee of up to 0.5% of the fund’s 

net asset value (NAV) and was paid at least $45 million for its role in this part of the 

fraud. 

The extent to which the main players acted together to fool the regulators was 

shown clearly in a letter from David Smith, Senior Head in HSBC BoB and also a 

Thema Fund director, to his colleague Kathryn Siggins. 

It was one of the e-mails recovered during discovery, a legal process where one side 

is forced to hand over the information (e-mails and paperwork or any other material) 

relevant to the case. In this case it was forced onto HSBC. 

The e-mail sets out the reason for Madoff acting as broker and custodian with Smith 

saying: “I agree this is an issue to be resolved but in private, not in public, with the 

Central Bank (Irish) or Fry’s (William Fry was the funds Irish lawyers).  

“Madoff manages billions of dollars through an asset management company and 

through another company, brokerage and custody is provided.  

“In Thema’s case, you have the Bank of Austria (sic) as asset manager of this 

portfolio and Madoff’s broker holding the assets on our behalf as custodian of the 

fund. The broker is a registered broker dealer in the States and highly regulated. I 

know there is some ambiguity, but if we want to service the ‘big boys’ we have to 

accept that in some cases assets are held at broker.  

“Our main concern should be the capital of the broker and its financial position. We 

can obtain that information, and I’m sure you will be satisfied. I suspect that you do 

not have similar regulations to Luxembourg and that you cannot avoid responsibility 

for assets held at broker, so this in the end is a business decision.  

“As a director of the fund (Thema) I am comfortable with this situation for this class 

but for each future class you should ensure that Mario fully understands your need to 

have full custody of the assets. Knowing his investment style, I also suspect more 

assets will have to be held at broker because of the type of asset managers he will 

select. As a senior officer of the bank (HSBC BoB) I am comfortable with this type of 

risk because I know the client and I will have a direct influence in future 

appointments of asset managers.” 
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On May 4, 1996, before the fund was set up, HSBC BoB’s Kathryn Siggins wrote to 

GBC showing that there was no delusion on either side as to what was going on. Then 

in a further memo dated May 9, 1996, Fergus Healy is questioning GBC about 

whether Madoff performs the sub-custody and investment advisory roles from the 

same company, and he points out that “the same entity cannot have custody and make 

investment decisions”. It then appears that he is told that Madoff uses two separate 

companies to carry out these roles, and he then apparently accepts that this is enough 

to meet the criteria. On June 19, 1996, Siggins from HSBC BoB wrote to Madoff 

describing the structure of the fund and the custody arrangements, and seeking more 

information from him to finalise details. Taken all together it shows that everything 

possible was done to facilitate Madoff with whatever it was that he said he wanted.  

In one piece of correspondence sent to Alberto Benbassat he was warned that under 

the UCITS III regulations, the function of administrator and custodian should be kept 

separate. To achieve that they appointed Management International Dublin Limited 

(MIDL) and HSBC BoB’s Bermuda Trust Dublin Ltd (BTDL) respectively. It shows 

HSBC BoB knew of its responsibilities and took them seriously – or at least took 

seriously the job of getting round them. It also established that there was no doubt 

they knew what was going on, because they correctly cited the UCITS rules. 

Respectable, independent companies were signed up, paid large fees and then issued 

delegation agreements to others to do the work and share the fees. Thus MIDL 

became an administrative company. Then a sub-custody agreement was entered into 

between BTDL and HSBC BoB, and then a further sub-custody agreement forged 

between HSBC BoB and Madoff. This latter Agreement was updated in 2007, when it 

was made between HSBC, BoB and Madoff. 

The end result was that in December 1996, Thema was established with 5 directors 

– Mario Benbassat, Alberto Benbassat, Gerard Brady, Daniel Morrissey and David 

Smith. There was a UCITS III certification, but no staff members as everything was 

outsourced. The lack of staff was actually not such a surprise as UCITS-regulated 

funds can typically have very small numbers of staff. If there was work that needed to 

be done at Thema that was not part of the outsourced partner’s remits, it was usually 

done by Roberto Nespolo – a GBC and Equus Partner, as well as a director at Thema 

Fund and Equus who also managed Madoff feeder funds the Hermes, Thema 

International, and Thema Fund.  
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Administration was performed by GBC and Equus Asset Management Ltd 

(Bermuda), also owned mainly by the Benbassat family, and which provided 

administrative services to Thema Management Bermuda.  

The fund delegated out the roles to various professional organisations or individuals. 

These then interacted together and checked on each other, but in this case many of the 

key roles simply ended up at Madoff’s door. The Thema paperwork for example that 

needed to satisfy regulators and investors was compiled by HSBC – but even that was 

based on information given to them by Madoff - who was again simply making it up 

in the secret room where the fake reports were concocted about trades and deals 

which never occurred. 

It was alleged by victims’ lawyers in court that never once did HSBC trace through 

the transactions to check them independently. In fact, it turned out during the court 

case that there were 12 different ways they could have checked on him – but none of 

those methods were ever deployed. Across all the Madoff managed accounts there 

were an incredible 1,396 equity transactions outside the daily range, just one should 

have been enough to warn there was a problem. Yet HSBC had pocketed their fees 

and left, leaving behind a report that the assets were safe, even though they were 

never there. 

According to the UCITS regulation: “A trustee’s liability as referred to in 

Regulation 43 shall not be affected by the fact that it has entrusted to a third party 

some or all of the assets in its safekeeping.”  

In Ireland, HSBC were sued and agreed out-of-court settlements with those who lost 

money. The investors alleged that the bank was responsible for the actions of Madoff, 

as is was HSBC that had used him as the sub-custodian. 

It had been a long road, individual Thema investors first sued Thema International 

Fund and 27 other defendants, including custodian bank HSBC, in the US District 

Court for the Southern District of New York in 2009. But in January 2012, the US 

court held that Ireland was a more appropriate forum to hear the case against HSBC, 

and dismissed the US case. As a result, cases already filed in Ireland were free to 

move ahead. These included the case where Thema was suing HSBC in Dublin, 

Ireland, for failing to guarantee whether the assets had ever even existed. Investors 

that lost out claimed HSBC BoB failed to keep the assets safe. It was also argued that 

they had not given their assets to Madoff, but rather to HSBC to act as custodians to, 
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and it was HSBC who had in turn given the money to Madoff as sub-custodian. It was 

therefore HSBC that had lost the assets. 

The Madoff victims also pointed out that there were two HSBC BoB employees on 

the board of Thema, and at one point the Dublin court Judge Peter Charleston had 

even noted how it was not only amazing how people in the fraud had agreed to do 

more than one conflicting job; but also how those same people would know for 

example that Madoff was sub custodian while working in one role, then claimed not 

to know it when they were performing a different role. 

After this had taken up several days of arguments he said: “I’m dropping substantial 

hints here, it’s going to be a hurdle too high to jump to believe that people were not 

aware of the involvement of Madoff. It’s clear to me that everybody knew, and given 

that everyone was aware of the concealment of Madoff’s role from the (Irish) Central 

Bank, people should acknowledge this and move on. I find it hard to believe that 

persons in e-mail exchanges wearing one hat were not aware of the same information 

while wearing another hat.” 

He singled out the example of Thema where the lawyers for the fund said it had not 

known about the custody structure despite the fact that Thema directors Robert 

Nespolo and Alberto Benbassat were aware. They were on the board, therefore the 

board knew. And if the board knew, the fund did too. 

And there was David Smith, who was later to be a general partner in GBC and 

Equus Asset Management Partners, both owned by the Benbassats, and who 

administered and marketed Madoff Feeder Funds created by the Benbassat family 

with GBC. He was also later a director of several funds including Thema, but was 

also working for HSBC BoB that claimed it had been unaware of the background at 

GBC relating to Madoff. 

Judge Charleston said: “I’m not going to divide people up and pretend that they 

don’t all come from the same ‘cheesecake’. I’m not at all attracted by the argument 

that Thema did not know about the structure.” 

For Judge Charleston trying to unravel the relationship between Bank Austria, 

HSBC, Madoff and the rest at a legal case over the custodians role in Ireland, the 

matter was further confused not only by the variety of roles individuals had, or their 

poor memories of what they had done in each role, but also about the fact that a great 

many people were also pretending to do jobs that they were not actually carrying out. 
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That was illustrated not just in Ireland but also over other parts of the Madoff 

empire. For example when Alfred Simon, who was the chairman of Primeo, was 

interviewed on April 13, 2009, by the Austrian FMA, he said: “Up to the point where 

I stepped out there was never a problem with Madoff. With regards to questions from 

the members of the board these were always blocked with the argument that the 

management of Bank Austria was responsible for checking this.” 

As one insider pointed out: “He was reporting to himself because he was Head of 

Asset Management that was responsible for Primeo, yet he talked about himself to the 

FMA as if the other Alfred Simon was a clone, and he could not know what he was 

doing. But he’s not Dolly the sheep.”  

Interviewed after Madoff was arrested, Kretschmer confirmed that such double roles 

were not uncommon; cases where for example people like Simon or as mentioned 

earlier Heschl at Primeo and in Bank Austria’s asset management were in roles that 

on the face of it had a conflict of interest. Kretschmer said that it had all been 

confirmed by the bank’s human resources department, is that true and if it was, was it 

legal? Could it be that the bank staff were put into key positions in order to make sure 

that the paperwork was speedily deleted when it all came crashing down? 

Might that be what happened with Robert Zichtl, who was the right-hand of 

Kretschmer, and responsible for retail sales in Pioneer? Shortly after the Madoff 

bubble burst, he reportedly got a handsome payment to leave his post and at the same 

time permission from the human resources department to take up a key position at 

Absolute Portfolio Management GmbH, that would have allowed him access to 

records in the company that played a very important role in the distribution of Madoff 

commissions in Austria. Absolute Portfolio Management was founded under the laws 

of the Cayman Islands, on April 19, 1999, and is targeted under the RICO legal action 

from America where it is alleged it received payments from HAM for its sister 

company MediciFinanz’s marketing and distribution of certain Medici Enterprise 

Feeder Funds. 

The Irish case also showed that HSBC BoB should have been well informed about 

Thema not just via their two employees directly, or through its role as custodian of 

this fund and others, but also because HSBC BoB even provided company secretarial 

support for a wide range of tasks, including their board meetings. 

One other UCITS rule HSBC BoB failed to implement was legal segregation. It is a 

device that ensures the assets of the fund with any manager are kept separately from 
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his other portfolios, so that in the event of closure through for example bankruptcy, it 

is clear who owns what. But with Madoff, there could never have been these separate 

piles of shares, or separate bank accounts, as everything had been stolen. Every 

trustee report was misleading, every list of blue chip stocks was unreliable. 

Barrister Dermot Gleeson who sued HSBC BoB on the behalf of Madoff victims 

said: “The obligations of the custodian were supposed to match up every day. The 

primary purpose was the protection of the investors. This was a results-based 

obligation. HSBC lost $1 billion of our assets. We paid them to look after them. The 

court should find that they have failed in the performance of their promise.” 

Glenn Gramolini, a Geneva-based asset manager with Themis MN Fund Plc, had his 

first visit from Madoff’s sales team in the mid-1990s when he met Kohn. She 

explained Madoff’s split-strike strategy and then reported that as one of the biggest 

market makers - claiming to handle 10-20% of New York Stock Exchange order flow 

at the time - Madoff had an edge. He added: “She was very pushy but very convincing 

and very confident. It looked to me at the time that she already had a very strong 

financial interest in it.” 

In 2002, Gramolini decided to invest about 3% of his assets under management in 

Thema International Fund. He said it seemed like a safe bet with UCITS III approval, 

which made it subject to European Union regulation and not off shore. It even had 

HSBC BoB as custodian of the fund’s assets. 

Gramolini learned too late that it was all managed by Madoff. “Nowhere in the 

prospectus was it written that the funds would be handed to Madoff,” he said. 

As Bloomberg reported: “That was the Madoff universe, where regulators vanished, 

and investors didn’t care.” 

Regulators vanished because there was huge effort devoted to making it happen by 

those who at the same time were creating impressive – and completely worthless – 

sales figures backed up by prospectuses promising much – but delivering little. 

The ‘discovery process’ (15) in the HSBC BoB custody case also exposed numerous 

e-mails in which it was clear that everyone apart from the Central Bank of Ireland and 

the investors knew that Madoff was involved. It was never revealed in the prospectus, 

and the concerns that were raised internally as a result were never acted on.  

John Gubert, Worldwide Head of Global Services at HSBC, was one of those that 

voiced concerns, warning that if they could not get satisfactory information, then they 

should exit the relationship with Madoff. But instead of following his advice, it seems 
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it was then decided that they would send in KPMG to do a risk review of their 

relationship with Madoff, but the KPMG review was not an audit, and it faced 

opposition from GBC who were terrified Madoff might throw them out of the club. 

In court papers it shows how HSBC were told Madoff had a “magic formula” by 

GBC which warned those checking that they “had to exhibit appropriate reverence 

toward Madoff and BLMIS staff during the due diligence process. Probing the magic 

formula too deeply might evoke Madoff’s wrath and spell the end of the feeder fund’s 

access to BLMIS.” After this exchange, the report noted, “HSBC acquiesced”. 

In the end the KPMG visit was watered down to assess the risks that might be there 

for the bank. In fact, on two occasions, in 2006 and 2008, KPMG were sent by HSBC 

to do a ‘Review of Fraud’ – but they never checked for actual fraud. As the court case 

heard, they simply asked: “Is Bernie at it?”  

That failure was not really a complaint against KPMG, true they just listed the risks, 

but at the end of the day KPMG did what they were asked to do, and weak though this 

final report was, even that raised a number of warnings.  

At one point there was a long conference call with HSBC staff and KPMG 

employees that included the urging by KMPG that: “We need to test the existence of 

the actual trades - so we can see it is not an elaborate fraud.” 

KPMG’s David Yim when talking about the mythical options trades that brought 

such returns said: “The only thing that you can see is the blotter, you cannot see who 

the counterparty is.” 

With options trades, the number of people in the market is very finite – there could 

be up to 20 - one of these was even HSBC itself, the main point being that these 20 

knew each other, and KPMG felt that there could have been plenty of scope to ask to 

speak to the options traders on any of the trades. 

Again Yim was recorded as saying he was: “Concerned that there might be fraud. 

There could be no real trading, a pyramid scheme, they could inflate the NAV, the 

money might be going to their boat in the Bahamas.” 

The reply from Christine Coe, Global Head of Risk Management at HSBC, was to 

agree, saying “correct” before adding: “It has taken us three years to work out our 

total exposure to Madoff, and we still do not know?” 

In the end it was Yim who concluded saying: “If you want my opinion, there is 

nothing on the trading side which suggests there is something amiss, but if I was 

Christine without internally signed documentation I would be nervous. My 
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recommendations would be to put resources in play, I am still surprised at how long it 

took to work out exposure, and it’s billions.” 

So no proper due diligence was ever carried out on the man with the magic, the man 

that like the Wizard of Oz used computers to generate his fake magic, there was no 

independent confirmation that the trades were being done, Madoff did not want to be 

monitored. A multibillion-dollar hedge fund was a one man show and all the 

documents submitted to KPMG were all internally generated by Madoff or from 

HSBC via Madoff. A month later after these reviews there was no mention in the 

custodian reports of a problem, or of the 25 recommendations from KPMG. There 

was, as the court heard, a complete failure by HSBC to follow up the red warning 

flags that they themselves had ordered raised. 

HSBC BoB had internally discussed exiting the relationship if they could not get 

satisfactory confirmation. Why then were the trustee reports being generated only 

ever positive; confirming obligations were being complied with? Indeed, HSBC had 

decided Madoff was so profitable that they had even decided to cash in directly, 

creating “derivative structured financial products” that sent even more money to the 

wizard. 

The Thema Trustee Report for the period July 14, 2008, to October 14, 2008 should 

have included references from the conference call where discussions took place in 

relation to Madoff potentially running a pyramid scheme, and all the subsequent e-

mail correspondence where HSBC voiced their concerns about Madoff.  

But it did not. Instead, the custodian reported that there were “no material breaches 

or issues arising in relation to the custody of the assets.” As Dermot Gleeson 

described it: “This was a travesty, deceptive and misleading, it is not a frank report, 

and no mention of the duty owed to the unit holders.” 

Paula Downey, the Head of Compliance at BTDL, sent an e-mail to BTDL head 

Gerry Brady in February 2000 with serious concerns about the custody structure: 

“I’ve been thinking about the issue… i.e. how do BTDL discharge their duties as 

master custodian to Thema and what checks are in place to ensure that there are 

adequate checks and controls in relation to the sub-custodian (Madoff)? 

“It is a difficult one as substantial reliance has to be placed on Madoff and many of 

the normal checks are not possible. This is added to (as I said on the phone) by the 

fact that Madoff does not really have a relationship with HSBC BoB, rightly or 

wrongly.  
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“The following are what I perceive to be “holes” in the current procedure vis a vis 

other funds:  

1. We do not receive a trade ticket from the client (Investment Manager) which is 

matched to a broker ticket - the Madoff ticket is effectively a composite of the two. 

2. The trades do not settle via our sub-custody network and positions are not 

reflected on Trustware & asset recs are not carried out on the holdings of the fund as 

we do not have sufficient records to do this.” 

In another e-mail between BTDL staff members Paula Downey and Gerry Brady, 

she outlines again concerns she has about the structure of the fund: “My key concerns 

about Thema are that: a) I am signing off on trustee reports saying that the fund is 

being managed in accordance with regulatory requirements when this is clearly (not) 

the case. b) In my view there is significant financial and reputational risk being borne 

by (HSBC) BoB as a result of the nature of this relationship...” 

In an e-mail in March 2002, Brian Wilkinson wrote to Paul Smith, a senior 

employee at HSBC BoB, saying: “If possible, I would like you to sit in on the 

discussion concerning Madoff and Thema. I believe that one of the biggest risks we 

currently face is the current set up of the Thema fund: 

1. Madoff is the sub-custodian and holds all of the assets (over $ 400 million) but is 

not part of the (HSBC) BoB global custodian network and consequently has not been 

subject to the normal due diligence and monitoring procedures that all other BoB sub-

custodians are subject to. 

2. There is currently no prohibition on Madoff undertaking free delivery trades. 

(This is the purpose of the proposed side letter). 

3. Madoff is both the investment manager to the fund and the sub-custodian. 

HSBC BoB had also compiled an Internal Audit Report of BTDL in November 1997 

which sought to evaluate the activities and internal controls of BTDL. In the 

Executive Summary it states that it is “unclear whether BTDL is performing its 

functions as custodian to one of its clients…”  

The report goes on to note how they do not actually have custody of the assets for 

the client, and how the sub-custodian was unauthorized, something that was described 

in the court case by the legal team for victims as showing the “most fundamental 

improper performance”. 

In fact, there was a mountain of evidence where it was clear that HSBC were 

seeking to find out what the position was with regards to due diligence, and trying to 
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obtain information that the assets were segregated, yet each trustee report still claimed 

that there were no issues. 

Lawyer Dermot Gleeson, for the victims, said none of the excuses justified such 

neglect. He said: “The defendant (HSBC BoB) says that Madoff was too smart. This 

is characterized by clever submissions and getting many experts to testify. We say 

that simply wasn’t the case. Simple checks would have found it out. It is not a 

defence. The defendant had obligations to keep the assets safe.  

“They submit that it was too late and that we never would have got our money back 

anyway. We say that it was never too late, the later investors would not have 

invested.” 

The confirmation of the assets was not just important for fraud prevention, it was 

used to calculate the Net Asset Value (NAV) which shows how much the fund was 

worth. For a proper NAV there needed to be legal segregation where the fund’s assets 

were kept separately from other funds, yet throughout its role as custodian there was 

never any evidence from HSBC to confirm that there was ever legal segregation, as 

they were obliged by law to do at the very least for UCITS III funds. 

As Judge Charleston in the legal case against HSBC pointed out it was an academic 

exercise: “There was never any assets to be segregated – they had all been stolen”. 

On November 19, 2008, when Madoff’s fund had just two more weeks to live, Brian 

Pettit on behalf of HSBC went to visit him in New York. The purpose of this meeting 

was to follow up on the second KPMG audit. The last communication from senior 

officials was on the November 24, 2008, when Michael May enquired about putting 

in place a plan for segregation and to get more transparency. Two weeks before the 

crash, senior people in HSBC were still asking for segregation. 

If there is anything that shows the extent to which fund managers were prepared to 

sacrifice everything but the pretense of following the rules, it is the twists and turns at 

GBC over how to get round the UCITS rules specifying that Madoff was the 

investment manager, and how those they employed were prepared to bend over 

backwards to keep the business. 

The title investment manager describes a person (or organization) that makes 

investments in portfolios of securities on behalf of clients, and crucially, this is done 

in accordance with the investment objectives and parameters defined by the clients. 

They are responsible for all activities associated with the management of client 

portfolios, from buying and selling securities on a day-to-day basis to portfolio 
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monitoring, settlement of transactions, performance measurement, and regulatory and 

client reporting. 

At Thema Fund vast sums were paid to TAM, BAWFM, Sonja Kohn and Bank 

Medici to do the job, yet as the court was taken through the evidence the lawyer Paul 

Gallagher for HSBC BoB noted that “at no stage throughout the life of the fund did 

the (official) investment manager ever fulfil that role”. 

UCITS was introduced as a hedge fund standard in 1985, and there were attempts to 

update it with a UCITS II in the early 90s that folded, before UCITS III was 

introduced in 2001. Thema was launched in 1996 when UCITS I was the industry 

standard, and the Central Bank of Ireland had made it clear then that the investment 

manager needed to be named.  

As mentioned. it was eventually decided that the Investment Manager would be 

TAM, although in reality the job was done by Madoff. But the next problem was that 

the Central Bank also wanted to know who the investment advisor was? The person 

that makes investment recommendations or conducts securities analysis in return for a 

fee, whether through direct management of client assets or via written 

recommendations. 

Thema tried to suggest that they would use a range of managers, and as a result it 

was not planned to name them. In correspondence from Thema director Dan 

Morrissey to Bridget Ryan in the Central Bank of Ireland he said, “The marketing of 

the fund will not put any emphasis on any advisors as it may change from time to 

time”. They also reassured the bank that this was OK by adding “… naturally only the 

highest quality of sub-advisor will be appointed … consequently it is not proposed to . 

. .” 

Yet the Central Bank of Ireland was insistent. The advisors needed to be named. In 

a communication from the Benbassat’s to Kohn they acknowledge that they need a 

sub-investment advisory agreement between Madoff and themselves - they know they 

need to disclose him - but time was to show they never did. 

On November 29, 1995, Mario Benbassat seemed ready to give up. He makes 

reference to “fighting a losing battle” in trying to overcome the difficulty in having 

Madoff identified in the prospectus in light of Central Bank of Ireland’s insistence 

that sub advisors be disclosed. Madoff refused to budge, he was not to be mentioned 

anywhere in the Thema prospectus or files.  
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In the end Madoff and Kohn had the solution, they opted for BAWFM, a Bank 

Austria subsidiary, and Bank Austria was entitled to appoint a delegate, and that was 

Madoff. On March 19, 1996, Fergus Healy wrote to the Benbassats enclosing the 

updated Madoff approved Prospectus, “the investment manager has appointed the 

Bank of Austria (sic) as Investment Advisor. Bank of Austria will be responsible for 

investment and re-investment of assets…they will attempt the strategy of…” 

The strategy was described in general terms, with Bank Austria making the 

investment decisions. On September 19, 1996, in a memo from Mario Benbassat, he 

writes: “The fund’s first sub-fund will be managed by Madoff without his name being 

mentioned on the fund prospectus or Central Bank documentation.” According to 

Alberto Benbassat, this was not dishonest, as he made it clear when he met 

institutional investors that it was Madoff who was doing what the prospectus said 

Bank Austria was doing. Yet he was basically admitting the prospectus was not 

correct. 

Even to his own auditors at Price Waterhouse Cooper (PwC) he did not admit 

Madoff’s role. During the HSBC BoB trial it was made clear that PwC had even been 

deliberately kept in the dark. But again Alberto Benbassat did not admit it was wrong. 

Asked if he had been untruthful he said: “I do not know if it is untruthful. I mentioned 

Bank Austria was the investment advisor. I should have put in that they had the right 

to delegate their duties as well.” He was then asked who it was that made the 

decisions, because surely this was the person that should have been named to PwC, 

and he admitted: “Madoff was executing the strategy.” He was then asked why he was 

not truthful with his own auditors. He replied: “I was in the process of giving them the 

best answer I could give.” And when asked if that meant the answer based on not 

causing problems for Madoff, he replied. “That is right.”  

On another occasion on notes from a conference call, Alberto wants to remove a 

Madoff mention “not in mins…” which he admitted meant “not in minutes”. Asked 

why it was to be kept out of the minutes he replied: “Because Madoff was mentioned. 

The main thing was that in the minutes we always wanted to avoid his name being 

recorded.” The end result was that not just his name but the whole topic of sub 

advisor where he was mentioned in the minutes was omitted. 

As Judge Peter Charleston said at the time: “Bank Austria were just put in because 

Madoff didn’t want to be disclosed.” And even in this decision it was still not correct, 
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as in a meeting with the Irish Stock Exchange it was also made clear that if Thema 

want a listing it “will require the disclosure of the sub-investment advisor. 

As HSBC BoB’s lawyer Paul Gallagher pointed out when highlighting the failings 

of GBC, “the directors of the Thema Fund were trying to get away without disclosing 

Madoff. It was only Madoff that did not want to be disclosed, they never intended to 

appoint anyone else as advisor”. 

In the twisted debate over the investment manager though one glaring fact that 

emerges clearly is that there was a situation where vast fees were being paid to Sonja 

Kohn, Bank Austria, Bank Medici and TAM, who were claiming to do a job and 

being paid for a job that they were not doing. Madoff in contrast was in reality doing 

the job yet apparently not being paid – or so they thought. 

The directors had an obligation to their investors, yet they did not disclose it, and 

neither the official investment manager nor the investment advisor did anything in 

relation to the investments. This was not disclosed in the prospectus either, or to the 

Central Bank of Ireland. It was not revealed that there was a sub investment advisor. 

It was not reported that this man was Madoff. And so another hurdle that would have 

safeguarded the money of the investors was bypassed. And if the investment manager 

and the investment advisor had actual performed the roles they claimed to, they would 

have been able to track the trades. But it was never done. 

They should also have given him a strategy that fitted their promises to investors. 

This could have been for example controlling risk by specifying which products 

would not be acceptable, or ethical or moral considerations on which shares to use. 

The strategy could be a whole spectrum of possibilities, but in reality nothing was 

ever sent apart from a reluctant document created after the fund been started which 

had been drafted by Madoff anyway so that the investment manager could send it 

back to him to tell him what to do.  

As Judge Charleston pointed out during the HSBC Bob case: “From all the evidence 

I’ve seen the role of Bank Austria was entirely fictitious. They had no meaningful 

function and were just brought in so that the fund did not have to disclose Madoff to 

the Central Bank of Ireland”. He added: “The only people who didn’t know about it 

(Madoff) were innocent investors and the Central Bank of Ireland.”  

Bank Austria were formally the investment managers, the prospectus outlined that 

this was indeed the case, but in reality Bank Austria were not giving independent 

instruction to Madoff about the actual strategy or instructions on when to go in and 
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out of the market. Bank Austria were just formally holding the structure, and had no 

part in the actual investment strategy. Madoff was doing it all.  

Bank Austria’s easy ride did not go on until the end, both Mario and Alberto were 

increasingly unhappy that they were paying so much to Bank Austria for nothing. 

When they realised that UCITS III rules meant they were no longer to use Bank 

Austria as its BAWFM was an offshore construction, it was an opportunity for 

change, but they did not change much. Their old friend Sonja Kohn was waiting in the 

wings with a new construction that would ensure the status quo continued.  

On March 4, 2002, at a Thema Fund Board Meeting, Mario Benbassat commented 

that he would like to avoid paying fees to Bank Austria for minimal work: “Mario 

plans to meet with Madoff next week in New York to discuss it.” A later note shows 

that Mario is to ask Madoff if he will agree to his name being put on the prospectus. 

Alberto and Mario complain that they are paying $600,000 a year for investment 

management fees when Bank Austria were not performing any real role. 

In a file note of Thema Director Dan Morrissey, he revealed that the UCITS 

problem was discussed with “Kohn of Bank Medici”, and the result was that “they 

might be willing to act as sub-investment manager”. 

Until then Kohn’s relationship with the Benbassat family had involved Bank Medici 

distributing and marketing Thema International. In 2006, Bank Medici became the 

investment manager to Thema International and stepped into the shoes of BAWFM, at 

least in getting paid for nothing. 

The UCITS III however was an opportunity for the fraud to be exposed as GBC had 

to re-register many things again with Irish officials, an opportunity for the facts to be 

checked again, but it was also an opportunity lost as nothing was noticed, and in the 

end things continued as before. 

GBC did however note how close they had come to losing their UCITS, and had 

prepared a backup strategy with a clone fund that was the same, except that it did not 

have the UCITS certification. The Thema offshore, 2003 BVI non-UCITS fund also 

used the Madoff strategy. And Madoff was sub-custodian and executing broker.  

Alberto Benbassat said: “I thought that UCITS would become more stringent and 

that we would have to disclose Madoff, and for clients we might be able to keep 

where UCITS was not important, I wanted to have a structure in place. If they were to 

redeem if we lost the UCITS and were to invest in another way with Madoff it would 

mean a significant loss of investment. I felt comfortable setting up the 2003 fund 
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because on the surface there were no problems with the custodian safe-guarding the 

assets.” 

As Judge Charleston put it: “Everyone wanted Madoff in place, and the Central 

Bank of Ireland said that he had to be disclosed but he never was. This is the reality. If 

you want to know why things went wrong, it might explain it.” 

Another reason why things went wrong might be the lack of understanding of what 

Madoff was claiming he was doing. On June 9, 1999, there is correspondence from 

Alberto Benbassat where he says, “seen for the first time by Frank di Pascali and 

Madoff since the fund was set up and they explained in better detail the investment 

strategy…” 

As the lawyers for victims in the HSBC BoB case put it, three years after the fund 

was founded and Alberto, who was the investment manager, was only then trying to 

find out more about the fund’s strategy: “He was supposed to be the brains behind the 

whole investment strategy and instead he was acting like a young and inexperienced 

newcomer who had not only failed to carry out any proper analysis of the strategy, he 

was also acting like someone that didn’t understand it. Instead, he was heading to 

DiPascali and Madoff to find out how it worked.” 

He claimed the memo had been to make the team at Hermes aware of the strategy 

too, yet the Hermes fund had been operating since 1992, and was also a Madoff 

construction, so they should have been well aware of the way it worked. 

He said: “I admit it (the report) is a bit basic, but I had to spend a whole day 

listening to 5 to 6 different managers, it was difficult to take notes and listen to them. 

That is why this visit report looks this simple and basic. These notes were to help 

(Hermes) employees understand it a bit better.” 

He said he knew that the fund structure was high risk, and even admitted in the 

HSBC custody case: “The strategy centred on one strategy, so the risk was not 

diversified.” But he was not worried: “It was a major cause of comfort that the assets 

were safe. I knew ultimately that the custodian was Madoff, but the bank had taken on 

the overall responsibility as custodian.” In short, if anything went wrong, HSBC 

would be to blame. 

All the indications are that the Benbassats were highly sophisticated promoters and 

investors, but when it came to the vast profits that Madoff offered they were blind to 

the problems. Alberto Benbassat went to the University of Geneva, majored in 

business management, then went to the US and got an MBA. He worked for 
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JPMorgan. Yet for him and his father before him the UCITS rules were simply 

obstacles to be avoided. They said they trusted Sonja Kohn and Madoff, yet they must 

have seen from the way that fees for doing nothing were being paid to Sonja Kohn 

and Bank Austria that they could not be regarded as honest. Yet they went ahead and 

did it anyway in their obsession to have Madoff looking after their fund. It was 

Madoff and no one else. Letters from the Benbassat’s dating back to 1995, while the 

fund was being set up, show that they didn’t want to make decisions about the fund 

until they had agreement from Madoff about every aspect, from the investment 

strategy onwards. The only partner they wanted was Madoff - and they had to agree to 

Madoff on his terms for him to be sub-custodian. So desperate were they to have him, 

that e-mail correspondence shows they even considered moving to Luxembourg to get 

around the disclosure issue that the Central Bank of Ireland was insisting on. 

Madoff dictated to them the structure, he even gave them the wording for the 

prospectus that they used to lure investors – people like the widows in Switzerland 

who invested everything in the Benbassat’s Madoff construction. That they had a duty 

to their investors was ignored, it was a duty of disclosure, yet they bent over 

backwards to do anything other than let people know the truth – and that Bernie 

Madoff was so heavily involved.  

It was the directors’ responsibility to disclose, and later they all signed to say that all 

material facts had been disclosed, yet they did not disclose the role of Madoff. Were 

the Benbassats ever in doubt? It seems not. Madoff was doing 365,000 trades 

annually, he had such a huge reputation, and he had been in the market since 1960 as 

a broker, to suggest that he didn’t have a good reputation and for him not to be 

accepted as sub-custodian was to them fundamentally wrong. So they simply worked 

out a way to get round the rules. 

In the mudslinging that followed over who was to blame, the Benbassats argued that 

they felt it was OK to be so cavalier with their clients’ money because they were safe 

in the knowledge that a major bank like HSBC had custody of their assets, the 

investments were there, and that was the ultimate fail safe.  

They made a few checks at the start but later that ended up as simply looking at the 

books a few times a year, as Alberto Benbassat said himself in court: “Because the 

strategy was repetitive, either the portfolio was in T-Bills or it was in the strategy, the 

stocks held were the usual ones. They appeared so obvious, I stopped looking at it as 
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much.” It left him and his team that by then had increased to 27 free to do the one job 

they did have time for, to sell, sell and sell again.  

To date, no criminal charges have ever been brought in Ireland in relation to this 

case. 
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Chapter Eleven 

London Calling 

 

A regular international lecturer and published author, Mrs Kohn is frequently 

consulted as an expert on global financial markets. Mrs Kohn co-authored two books: 

‘Banking Cultures of the World’, a reference book of the international banking 

community, and with Professor Anna Gervasoni, ‘Investimenti Alternativi’, a textbook 

about alternative investments. 

Bank Medici Image Brochure 

 

Every three months Sonja Kohn would fly into London with her husband Erwin, 

often weighted down with pages of research marked “Confidential”. 

The paperwork was not really so confidential; in fact, it had often been put together 

by undergraduate students who she paid the minimum wage to. Or even better, interns 

who cost nothing and had simply been given raw material to repackage that was cut 

and pasted from the Bank Austria database. 

On the face of it the reports were a profitable business, the fee to write them was 

about the same as they cost to print and bind, and yet she was getting well paid by 

Madoff’s London office, to the tune of what was on average around $150,000 a month 

- which worked out at $27 million in the 15 years she offered the service. 

She would fly into London with her husband Erwin to stay at Claridges, the 

exclusive five-star Mayfair hotel where she had a suite, and would be handed her 

quarterly cheques in person in the tea room during meetings with senior MSIL 

executives. She also occasionally collected cheques during similar meetings at the 

Ritz. On other occasions her husband Erwin would go to Madoff’s London offices 

directly to pick up the money.  

Those payments were further proof that Madoff, when he claimed that he acted 

alone, had not told the truth, and further evidence that Sonja Kohn at least was also 

involved. One of the others he tried to protect, his brother, is already in jail, with 

others at least in the US facing jail. Madoff had also claimed that his brokerage firms 

in New York and London were nothing to do with his pyramid scheme, which was a 
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point stressed by the man in charge of his London operation on the day Madoff was 

arrested. 

Madoff Securities International Ltd (MSIL) CEO Stephen Raven, 75, said: “MSIL 

in London is a small proprietary trading firm, we are not client facing and we trade 

only with the firm’s own money.” 

That was partly true, like the claim that Madoff’s New York operation was genuine, 

at least on the 18th and 19th floors.  

But like the secretive 17th floor in New York, so the London office was fronted by a 

genuine trading firm – two floors of a Georgian townhouse in the ‘hedge fund alley’ 

district of Mayfair – but its ultimate purpose was so that Madoff could wash his 

investors’ money – that was then spent on luxury items and in paying kickbacks to the 

other members of the conspiracy, people like Sonja Kohn. Trustee Irving Picard said 

MSIL, which officially was created to invest the Madoff family’s private wealth, was 

a “critical piece of the facade of legitimacy that Madoff constructed.”  

Accountancy firm Grant Thornton, the liquidators of Madoff’s UK business, MSIL, 

found that at least as early as 2001 money started to flow backwards and forwards 

between the British and American bank accounts, and this had continued right up until 

the day he was arrested. MSIL had been owned almost exclusively by Madoff, but 

liquidators claim it was all part of his network to launder the stolen cash, including a 

way of paying money to Sonja Kohn. In fact, London had even recorded its first 

official payment to her of $30,000 that was made in 1992. 

In total more than $910 million was transferred between the London unit MSIL and 

BLMIS in New York from the time of the office’s founding in 1983 until firm’s 

collapse in December 2008. Yet those working in London said they knew nothing 

about the illegal side to Madoff’s operation right up until he was arrested.  

His London office manager, Julie Fenwick, even said that they had only recently 

renegotiated a ten-year lease on the Berkeley Street building where MSIL had its 

offices: “I oversaw its £500,000 refurbishment, including hand-made desks. We’d just 

had a new IT system fitted, which would be Financial Services Authority-compliant, 

recording every call for six months. That cost £80,000, and had been in operation for 

just one day when we shut. So we were geared up for the future, which is why nobody 

saw this coming.” 

Yet they had known that Madoff wired money to London where he used the 

company bank account like a ‘personal piggy bank’ to pay for luxury items. This 
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included his $7 million leopard yacht “The Bull” that was kept in the south of France, 

part of a total of $250 million in similar payments for Madoff, according to the court 

case. 

Even at the end Madoff was still using London to support the pyramid scheme 

project, for example by contacting London director Chris Dale and telling him to 

liquidate $165 million worth of British bonds and to move the money to New York. 

Money that was then used to keep the pyramid scheme going in its final days. 

When the case in London was opened by Mr Pushpinder Saini QC he said: “At the 

heart of the matter is the very simple fact that over 15 years – between 1992 and 2007 

– the claimant company made payments of $27 million ($27,059,054) for research (to 

Kohn and her companies).  

“It was not a drop in the ocean. It stood out. It could not have been missed by any 

competent director of the company and the bottom line is that they (MSIL) got 

nothing for this payment. The overwhelming evidence is that the research was of no 

relevance and in fact routinely binned or shredded in London. They might as well 

have been buying telephone directories for all the use it served MSIL.” 

MSIL former director and compliance officer Leon Flax admitted that the impact of 

the Sonja Kohn payments on the London operation, which employed 28 people, had 

been significant. He confirmed that Madoff’s London office in Berkeley Street had 

needed regular cash injections from Madoff in order to continue to make a profit.  

He said: “It was a significant feature of MSIL that Mr Madoff wanted the company 

to operate at a marginal profit, and he was willing to send ‘subventions’ so that MSIL 

could ‘pay its way’. That was the case pretty much from the word go.”  

The trial in London was part of a civil lawsuit brought by Grant Thornton to reclaim 

about £33m ($49 million) on behalf of investors. The allegations are an array of 

breaches of duty including fraud in a trial that began on June 12, 2013. It finished 

hearing evidence in July 18, and a verdict is expected at the earliest at the end of 

September. Kohn and two companies connected to her, Erko Incorporated and Tecno 

Development & Research, as well as the former directors of Madoff’s UK business, 

are defendants in the suit. The defendants Stephen Ernest, John Raven, Leon Flax, 

Philip John Toop and Malcolm Stevenson have denied all allegations against them. 

The principal claim is against MSIL directors for improper payments to Kohn or her 

entities of about $27million. This in turn was part of the “at least $65 million” that the 

trustee says was illegally paid to Kohn and her family by Madoff during the course of 
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the fraud. But Picard also believes she was “paid far more” than what they were able 

to trace in the $65 million figure via other entities that were part of her network for 

laundering the money through companies that “had no legitimate business purpose, 

and existed only to receive money from Madoff.” 

Although it is not alleged that the UK defendants knew of the pyramid scheme, the 

allegations are that they breached their duties as directors in allowing the payments to 

go ahead. The claims come under Company Law concerning allegations of ‘unjust 

enrichment’, and the liquidators say Kohn needs to pay the money back, given the 

lack of value to the company they represented, her knowledge of the impropriety of 

the payments, and the circumstances of receipt.  

There are also claims against the directors which do not concern Kohn in relation to 

subordinated loans and lifestyle payments like Madoff’s Aston Martin car and the 

yacht. Also targeted in the case were Madoff’s sons Mark and Andrew. Mark, age 46, 

had committed suicide in December 2010 on the second anniversary of their father’s 

arrest, and three days after the UK lawsuit was filed. Andrew and Mark “have 

suffered family loss which is beyond exceptional,” their lawyer David Archer said. 

Because he was dead, the liquidators targeted the estate of Mark Madoff in the UK 

suit instead of him. “It’s unfair in the extreme that they should face these 

unmeritorious claims,” Archer said.  

The trustee alleges that, by 1987, Madoff and Kohn had worked out a deal in which 

she would be paid a flat fee for bringing clients to his operation. Although the 

amounts varied, the alleged payments peaked at $6.5 million a year and of the sums 

known totalled $62 million. Madoff allegedly kept secret records of which clients 

were attributable to Kohn and personally approved payments to her companies under 

a special code that the trustee said was used for “gifts to family members, for giving 

loans to friends, payments of personal expenses, and charitable contributions”. 

Madoff kept internal records noting which BLMIS accounts were attributable to 

Kohn according to the RICO filing that said Madoff destroyed these records prior to 

his confession on December 11, 2008, as they were not among the BLMIS records 

seized by authorities after Madoff confessed. 

The liquidators allege Kohn struck “some form of clandestine agreement” with 

Madoff to disguise payments she received as payments for research, and that he had a 

single employee dedicated to the job of processing his kickbacks to Kohn. That 

person had been told to tell no one inside or outside of BLMIS that Madoff was 
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paying Kohn, and to never leave any documentation relating to Kohn unattended. 

Similarly, Kohn directed the person to “only speak directly to her, and never through 

a third-party” – with all payments made by cheque that were collected by hand.  

The London case alleged that Kohn knew that MSIL had no business paying her 

anything in respect of the secret arrangement she had with Madoff. Put simply: The 

payments were not allowed because MSIL was a trading organization, and the traders 

did not need such a service. The liquidators say none of the invoices from Kohn-

linked companies, usually headed up as “BLM Special”, had referred to them being 

“commissions” for the introduction of customers. Kohn, however, said that it was 

abundantly clear that this was what the payments were for. She said the introductions 

were a valuable service for which she received a reasonable rate of remuneration.  

Former director and securities trader John Purcell agreed that the research was “of 

no use” to the London organization. MSIL staff, he said, needed to have up-to-the-

minute research. He said: “We were traders, not investment advisers.” The firm itself 

was regulated by the FSA in the UK as a trading entity, and therefore should not have 

been in the business of accepting advice or commissions. Former finance director 

Chris Dale said: “MSIL had no business paying for connections and doesn’t pay for 

introductions, it’s never been a part of the MSIL business.” Dale was originally also 

due to be charged, but in the end settled with the liquidators out-of-court, and was 

then called to give evidence in the case against the others accused. 

Liquidators are demanding the money back from the former directors as well as 

Kohn. They say she should repay the money she received “given the lack of value” 

received by MSIL, and given her “knowledge of the impropriety of the payments”.  

The court case heard how over half of the research analysed by an expert witness 

was found to have been completely plagiarized from publicly available sources, and 

only around 10% contained what appeared to be original material. The remainder was 

found to have been partially plagiarized. 

Kohn said she was shocked to hear that some of her freelance staff had plagiarised 

reports, which meant she had been cheated by the people she commissioned to do 

“original research”. She said: “I would be very disappointed if the people who did the 

research for me did that, and I was certainly not aware of it.” But that answer did not 

explain how those staff appeared to have gained access to Bank Austria’s own 

databases for some of their information. A database for which Sonja Kohn had been 
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given a password to access from abroad, and from where material was passed on to 

the research team in some way. 

Mr Pushpinder Saini QC for the liquidators said that the directors “knew that 

something had to be delivered to London, and this had to be done in the cheapest 

possible way”. 

He added that former CEO Raven and other officials at the UK unit were aware the 

payments they were receiving from the US were a “sham”, and read out transcripts of 

a 2007 phone call in which Raven told another director, “We all know it’s a sham,” 

referring to payments made to Kohn for advice. Raven, a former SG Warburg 

executive, believed nevertheless that Madoff and his businesses were essentially 

honest, and was shocked when his crimes were exposed, according to his lawyer, 

Trevor Jenkin.  

The court heard details of a taped telephone conversation in which Sonja Kohn had 

told former director Chris Dale that she could “send more research in case someone 

asked you to justify the bill.” Mr Saini added: “She had no reason to make this 

comment if she thought what she was doing was legitimate, but the fact is that they all 

knew that the research being delivered was a cover-up for something else.” 

The former director Purcell added that they had known very little about Sonja Kohn: 

“We didn’t know who she was or her credentials. We didn’t know which bank she 

worked for.” But that was not quite true, he admitted there was one thing they did 

know about her: “We knew that she was a friend of Bernie’s.” 

Amber Wood, who was MSIL’s former compliance officer, said that large boxes 

containing the reports would turn up at the MSIL offices from Kohn, but that these 

were never forwarded on to Madoff in America, or at least she had never been 

instructed to make sure it happened.  

The court heard that up to 18 months of ‘research’ was stored in the office at any 

one time purely for the purposes of handling to auditors should they turn up to 

demand to see what the company was paying the $27 million for, and that the only 

reason it was ever thrown away was when there was no longer any room to move - 

and they needed the space.  

One of the report writers was Jessica Crewe, a PhD student at the University of 

California, Berkeley. She was highly qualified, but not in business, as she was an arts 

student, and she was still studying comparative literature when she gave evidence in 

London. As an arts student she was not really the sort of business expert that one 
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might have expected Sonja Kohn would have hired to write a $900,000 report. Ms 

Crewe told the court how she’d had a discussion with Kohn about removing 

attribution from some of the reports, for example in one place it had included the fact 

that it had been written by Forbes, and on another occasion taken from a Huron 

Consulting Group report.  

Crewe had been an undergrad at Harvard at the time Kohn had hired her to work for 

just over the US minimum wage on reports. They liaised with each other over yahoo 

e-mail accounts, and Crewe said most of her research was done online with for 

example data taken from Forbes and Huron lists. She assumed she was hired because 

she spoke Chinese. 

The court heard that despite Kohn and the directors claiming the research was above 

board, a record of the payments for the research itself did not even show up in the 

MSIL audited accounts, and it was necessary to go to the corporate tax returns to see 

what she was being paid. Stephen Raven admitted that he was not aware there was 

ever a mention of either Mrs Kohn, Erko or Tecno in the accounts. 

The directors said that the payments had not gone unchallenged, but that at the end 

of the day Madoff was the boss. On one occasion when he had been justifying why 

the payment should be made he told them: “She is on a first name basis with all of the 

heads of the stock exchanges of Europe, the reason we pay her is a combination of 

services that includes research.” 

Another director, Leon Flax, had tried to challenge Madoff about the money spent 

on the reports and had been told: “What the hell do you know about it anyway?” Flax 

said: “I’m not a trader but I’m an administrative person. I was a director and I felt I 

should question his judgment. He told me in no uncertain terms that Mrs Kohn was a 

good analyst and was being paid no more than a good analyst would be paid in New 

York.” 

Flax perhaps had a reason for being more concerned than the other directors, he and 

his wife and his mother aged 94 were the beneficiaries of a $3 million trust that had 

all been invested with Madoff. He realized when he saw the news in December 2008 

that the money had gone. 

The court case was also about other improper activities, including the fact that the 

London company was given loans worth tens of million by Madoff, which it then had 

to pay interest on, payments the liquidator said was part of the Madoff money 
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laundering network. He had effectively lent the money to MSIL, and they were 

paying interest back, but with him giving them the money to pay that interest. 

He had then used MSIL to get cash, buy clothes and antiques and even his $7 

million yacht and the Aston Martin car. Flax admitted that he doubted there was any 

benefit to MSIL from the payments, although no one had stopped them. As part of the 

London case liquidators are also trying to recover payments for these luxury goods 

that ended up with the Madoff family.  

Former director Philip Toop, who is among those facing the demand from 

liquidators, had to represent himself in court. He said he had not been able to afford 

the legal bill for a QC after losing everything he had. He said: “Madoff had been keen 

to have employees that would attract as little attention as possible, possibly because 

he didn’t want to have trouble himself. Bernie only wanted employees that were 

whiter than white and I was perfect in that way as that’s the only way I know how to 

do business.” 

He said his life had been ruined by his association with Madoff and at one point he 

broke down in tears in court as he said that, even now, four years on, as he stands in 

the witness box friends and family were asking what is was that he had done? He 

added: “I still don’t have an answer to that. I struggle to find a reason why I am here 

today.” 

Only his wife kept him sane, he said, adding: “When she can still access her sense 

of humour, she calls Bernie Madoff ‘the gift that keeps on giving’.” He said his first 

meeting with Madoff stayed in his mind: “I was sat at my trading desk in New York 

on my first or second day and I was having my lunch at my desk. I had bought a pear 

and I bit into it, and it was as though he was watching me. Juice fell onto the floor and 

he came out of his office and he said: ‘What is this?’ He ripped up the carpet tile that 

the juice had fallen onto. He went to a closet and got a fresh carpet tile out, put it on 

the floor and said: “Wear it in.”  

Purcell recalled Madoff was a man of contradictions, although the reason for some 

of those contradictions had been made clear when they realised what his real game 

had been after 2008. He told the court: “He used to boast that he had never fired a 

trader and was very tolerant of losses.” Purcell said: “He would just say ‘take it on the 

chin’.” He said Madoff would reward staff lavishly to encourage them to be loyal and 

honest, with generous bonuses and the annual party to Montauk at Long Island in the 
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US where they enjoyed free accommodation and lobster bake, followed by a dinner 

dance.  

Fenwick, his London office manager and a friend of Madoff’s niece Shana, said the 

parties were lavish: “We’re talking about 400 people for the weekend, no expense 

spared. There was the most enormous barbecue. Bernie’s sons would come down a bit 

early, put out chairs and towels for the Madoffs, then everyone would be seated 

outwards from the centre outwards in order of importance.  

“Top traders were near the centre, the mail man was out on the wing. After the 

beach party, there was another party at a yacht club in an enormous marquee. It was 

like going to a lavish wedding. There was an oyster bar. And you’d dine on either 

lobster or fillet steak. Someone asked me, ‘How come you’re here?’ and I joked, ‘Oh, 

I sold my soul to Bernie.” Bernie heard this and, as punishment, I had to sit next to 

him for the whole evening.” 

She added that he was also the most anally retentive person she had ever met, 

saying: “Everything was always so controlled. The London office had to resemble as 

closely as possible the New York office – grey walls, grey carpets, black trim, black 

cupboards. Everything was grey and black. 

“On the occasions he visited London, we’d spend days before his arrival levelling 

the blinds, making sure the computer screens were an identical height, lining every 

picture up straight. No paper was allowed on the desks. 

“We’d use black marker pens to touch up the skirting boards and the doors. 

Anything that looked as if it had a mark or scratch on it, we’d have to retouch. Things 

like that would drive him nuts. He always ate the same sandwich – cream cheese, 

smoked salmon and cucumber on brown bread. Except when he was in London, there 

was a greasy spoon café (16) that he and his wife always visited.”  

But unlike his preference for greasy cafes, Madoff’s trading was whiter than white, 

and was one of the SEC companies that had ‘never had a fine’, Purcell said.  

Purcell said: “At the time it was almost like he was a Jekyll & Hyde character, but 

with hindsight perhaps he was simply whiter than white because he couldn’t have 

stood up to even a minute examination of his private bank accounts?”  

Madoff got on well with his traders but raised eyebrows when he installed CCTV 

cameras on the trading floor to spy on what people were up to. With hindsight, Purcell 

admitted that the cameras might have been to discourage traders from probing too 

deeply into his strategy rather than looking for whether they were trying to defraud 
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him. He said that if anyone had ever called London about anything other than trading, 

it was a rule that they had to be automatically redirected to New York to speak to 

either Madoff or his sons. 

But there were doubts, not least of all when the Barrons article had been published 

and read by staff in his London office. The court heard that they had contacted him to 

ask him about it and he had told them: “I hope we don’t think I’m going to be telling 

my competitors how I make the profits?” 

The payments to Kohn from MSIL in London had finally stopped in 2007. Stephen 

Raven, MSIL’s chief executive officer, said that he had put up with paying for the 

research long enough and had finally ended it after a row with Madoff. He said: “The 

Tecno-research regardless of how good it may have been was of no value to the 

traders. I was not happy about having an expense on the London firm’s books that 

was purely to satisfy Madoff, even though he was the major shareholder and the 

chairman.” 

For her part, Sonja Kohn denied that she had done anything wrong: “There has not 

been a private agreement with me and Mr Madoff.” 

She said she wasn’t involved in the production of research, and only provided 

themes for her freelance researchers. She added that it should have been “obvious” to 

the directors of the London business that her payments were made for the 

introductions she made to Madoff, given her reputation in the press as a highly 

connected banker. 

She said: “None of (the press reports) spoke of me as if I was an analyst or a 

research guy.” 

The court heard how invoices that benefited companies connected to Kohn were 

sent to MSIL for research but didn’t mention the introductions. Kohn denied any 

deliberate wording of the invoices to exclude the introductions. She said: “Perhaps, in 

hindsight, it would have been better to have had invoices which were much more 

detailed.” 

Sonja Kohn’s barrister Jonathan Crow, QC, said it was ridiculous to suggest that his 

client had received the money dishonestly, and added that in fact the payments were 

probably entirely legitimate and entirely proportionate as part of a package of services 

that included not just the research, but also the introductions that she made.  

He added that with regards to the charges: “They were probably paid under the 

going rate, in fact.” He said that she would make contacts for Madoff, although she 
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had no control about what happened after that: “The owner of the company asked for 

the research. There’s not a shred of evidence that anyone told Mrs Kohn it was 

useless. It’s an untenable argument to claim that she knew it was not used. Mrs Kohn 

had every reason to believe her services were valuable, as no one ever questioned the 

payments.” 

The case continues. 
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Chapter Twelve 

Rogue Traders 

 

“News is what someone wants suppressed. Everything else is advertising. The power 

is to set the agenda. What we print and what we don’t print matter a lot.” 

– Pulitzer prize winning publisher Katharine Graham 

 

In December 2012, Austrians learned that a rogue trader had run up a €340 million 

euro debt by secretly speculating with money owned by the Social Democrat (SPÖ) 

led local council for the province of Salzburg. Salzburg can mean both the Alpine 

province, the so-called Land Salzburg, and the city, the so-called Stadt Salzburg. It 

was the Land that had employed the rogue trader which ran up the debt. 

The trader, Monika Rathgeber, 45, was a farmer’s daughter that had until then been 

described as “non-descript” by colleagues, a “grey mouse”. She was sacked in a blaze 

of publicity that described her being escorted from the building after what local media 

called a ‘betrayal of epic proportions’, and a financial task force was sent in to clean 

up the mess. That this team was led by people with strong connections to both the 

SPÖ and the banks that sold the products (ie. those that made the mistake in the first 

place) seemed not to cause a disturbance. The only independent people in the team 

looking at the clean-up were a group of financial specialists from the Vienna-based 

firm Finanzbuddha – except that they weren’t. When the Finanzbuddha team heard 

that they were being named as taking part in what they regarded as an SPÖ 

whitewash, they demanded an apology, and when not forthcoming they sued the 

Salzburg party, who were forced to retract the statement and to take the claim down 

from the SPÖ homepage.  

The Salzburg province financial director (SPÖ) David Brenner had actually learned 

about the scandal on October 15, 2012, but instead of going public with the fact that 

there were allegedly 253 “undeclared” derivative ventures in addition to the 43 on the 

books, it was kept secret for six weeks. During that time they hired an investigator to 

examine the problem. That investigator, it has now been revealed, is the former 

business partner of Rathgeber’s at Deutsche Bank, the bank that had earned most from 
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the deal. A former Deutsche Bank employee said that they earned between €30 

million and €50 million per year on the speculative deals in the best years between 

2004 and 2007. And that was from one bank, admittedly the main one, but still only 

one of several banks. 

The story was then released in December, naturally the best time for such scandals 

to be released, as its just before Christmas and most people have the festive period on 

their mind.  

Plenty of time for the investigative team to be expanded to look at how bad the loss 

was, and to see what could be done to put the matter right. Or could it be that they 

wanted to look at ways to bury it, and concrete it over? 

This is what the news agency Reuters told the world 5 months after the team had 

been at work: 

May 17 (Reuters) - Austria’s Salzburg province held out hope on Friday it can 

unwind without losses a complex web of highly speculative trades its former budget 

director wove before she was sacked last year. 

Salzburg has accused Monika Rathgeber of covertly borrowing 1.8 billion Euros 

($2.3 billion) over a decade to run a shadow financial portfolio of exotic investments 

and currency trades. 

Rathgeber has denied any wrongdoing and insisted her superiors knew of the 

transactions she carried out to bolster Salzburg’s finances. Prosecutors are 

investigating her for possible breach of trust and abuse of office. 

The province brought in experts including veteran Vienna banker Willi 

Hemetsberger to help sort out the mess, and on Friday said it had sold off around 

two-thirds of the speculative debt package. 

“From today’s perspective, it seems realistic that the province can unwind the 

speculative portfolio without financial losses,” outgoing Governor Gabi Burgstaller 

said in a statement. 

Initial concerns that the portfolio faced a 340 million euro book loss have not been 

borne out. The latest snapshot showed the province’s financial portfolio had a 97 

million euro surplus at mid-May thanks to market developments and asset sales. 

* * * 

Five months later, and under the tender ministrations of a team linked to the SPÖ 

and the bank that sold the toxic mess in the first place, they had sold two thirds of the 

shadow portfolio: And there was no loss. In fact, there had been a slight profit. The 
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loss of €340 million eradicated. It is a wonder why they did not give Rathgeber her 

job back.  

And the profit was needed, the clean-up team including the man Reuters described 

as “veteran Vienna banker Willi Hemetsberger” was expensive. Hemetsberger alone 

got paid €2 million, and there was a success premium of up to €5 million. So he 

walked off with a cool €7 million.  

One independent financial advice centre estimated that the book-keeping he had 

done had a maximum value of €300,000, was the rest a bonus for helping Salzburg to 

fiddle the books? 

The rogue trader had acted alone, of course – that was the official line. If true 

though it would go against standard practice at every larger bank – especially the 

“famous” investment banks that were doing the big business with Salzburg – normally 

they would get in contact with the senior level management of their client at least 

once a year, ostensibly to check if there were problems, but also to check whether 

they were meeting their compliance obligations, for example to check that a single 

person such as Rathgeber was allowed to do the business she was making. If they had 

not checked, it meant the bank could face legal liability for potential losses. They did 

it as a routine to protect themselves.  

Yet Salzburg claimed they were unaware what she was doing. She had been hired in 

2001, known as a low-key person whose desk was always piled high with paperwork, 

she was certainly not one to show off Gucci shoes, drive a Lamborghini or take fancy 

holidays.  

She made massive losses around 2007 and 2008 after she bought Icelandic 

sovereign bonds in a high risk portfolio that included foreign currency debt in Turkish 

lira, Russian roubles, Brazilian reais and Indonesian rupiah, as well as Greek state 

bonds and a host of other complicated financial products. 

The losses were then hidden, she says, with the help of her political masters, who 

now insist she acted alone. What the paperwork that was not later shredded by the 

clean-up crew shows is a trader who, after initial success, overstretched herself in a 

bid to show how clever she was, and in doing so grossly overestimated her abilities. It 

also shows a political naiveté allied to the naked greed on the part of the politicians 

that was fuelled and bolstered by banks that were equally greedy in making promises 

they could not keep. Banks were rushing to Salzburg to get a slice of the pie, and the 

business exploded in 2003. Deutsche bank was the biggest and the first, and was 
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quickly followed by Bank Austria – and then suddenly the region had all the big 

banks looking for the Salzburg business. Everybody had an advantage, so why change 

it? 

Everyone except the taxpayer. 

Even before the news broke, Salzburg’s active dealing in complex financial 

products had been the talk of European trading desks, according to an unnamed 

banker who spoke to Reuters. He said colleagues in Germany and Britain used to 

compare notes about the rich pickings to be had from selling products to Rathgeber. 

“You would meet people who would say ‘We are earning our annual budget with 

Salzburg’,” he recalled, expressing surprise at how the province best known as home 

to The Sound of Music would have ended up trading in such exotic investments. 

Rathgeber had been trying to achieve performance by taking loans (arbitrage), 

meaning she needed to also pay interest on the loans. It was the typical business 

model of a hedge fund, but definitely not of a local council. A foreign exchange 

broker who said he had dealt with Salzburg recalled Rathgeber doing trades in exotic 

currency pairs such as Norwegian crowns and South African rand. 

“We were relatively relaxed because we thought we would always get the money,” 

he said, noting deals were always well documented. Confirmation of trades went to 

her e-mail address. 

It also shows that despite what Salzburg says, Rathgeber did not step over any of the 

lines that should have been put there by her political masters because the lines did not 

exist. In fact, it is quite clear that the politicians gave her the possibility to do 

whatever she wanted. In short: She did not step over her sphere of competence or buy 

products that she was not allowed to, because she was allowed to buy everything, 

even to buy the toxic products she ended up with.  

The political involvement dated back to a local government meeting from 2001 

when the ÖVP were in charge, the year she was hired, initially with limits on what 

products she could buy. But then, when they saw the money that started to roll in, 

they opted to give her even more freedom. So approval was given in 2003, again by 

the ÖVP, for the project to be expanded into ‘exotic products’. And also, it was 

agreed, without fiscal guarantees. That means that they were actively encouraging 

speculation. The door was open. Rathgeber was able to do whatever she wanted. In 

fact, she probably could have gone into the casino with the money if she had wanted 

to. 
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The accountancy failings however were what really created the possibility. There 

was a criticism that Rathgeber had fiddled the books by forging signatures, but the 

politicians had simply removed the part of the book-keeping department (Department 

8) that should have checked up on her in the first place. It left only the front office, 

there was no middle office where the controlling part was. According to 

Finanzbuddha’s Sascha Stadnikow: “This was the worst mistake that they could have 

done. It would be like a high risk investment bank being allowed to operate without 

any controlling unit. If the official authorities found out a bank was doing that, they 

would close it down immediately. They were doing the business in the front office 

without an independent controlling function. In short - they were getting involved in a 

high risk business where an independent check is paramount - the principle of at least 

two people looking at it. And they gave up that right, and instead gave her permission 

to do what she wanted.”  

The move, it turned out, was a political decision made in 2005 by Salzburg’s SPÖ 

governor Gabi Burgstaller, who wanted to save money, and then flag up the 

economies to the electorate. With hindsight, saving money by axing part of a crucial 

government like department 8 – the department which was formed to check on 

finances and investments – was not wise.  

Fast forward. You have a trader with a positive track record, and therefore a 

reputation to maintain, and enormous room for manoeuvre, any you take away the 

checks, then nobody should really be surprised at what happened next. 

The ÖVP party were the ones that created the possibility, the SPÖ were the ones 

that expanded it, and in 2008 they both worked together to make sure it was buried, 

and concreted over. It was not about solving the problem or reducing the risk, but 

simply about covering it up. And they are very good at that, after all, they managed to 

cover it up in Salzburg for four to five years. The only party which wanted answers to 

questions in this period were the Greens, and yet they were deliberately incorrectly 

answered by finance boss and deputy governor David Brenner. He managed to not 

only cover it up, but also keep the leaks secure.  

What the paperwork also underlines is the inaction of the politicians as to the role of 

Deutsche Bank which was one of the counterparties in the transactions. Firstly, it was 

Deutsche Bank that offered a service to reduce the risks which is fine, but you can’t 

give that job to one of the most important counterparties. As the lesson of Madoff 

shows, that should never be in the same hand. As with the Madoff deals the 
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counterparties were deleted, but that was to ensure Salzburg kept some secrets in what 

they were doing with the other banks from Deutsche Bank. But nevertheless, 

Deutsche Bank probably knew anyway, and it was a great way to keep a handle on 

what deals their rivals were offering. 

They were the bank offering the business and the counterparty, and they were also 

the risk portfolio manager. In fact, the risk management team at Deutsche Bank had 

created a special system just for Salzburg, and made no charge for it. Again, this is 

something that should have set off all alarm bells.  

Another point that could have sat off the alarm bells was the Salzburg Finanzbeirat, 

which had the job of an advisory body for the council’s Financial Department. But 

then again, as well as having Deutsche Bank doing the risk management, they also 

had one of the Deutsche Bank team on the Finanzbeirat. Also a dangerous move.  

It was the same man that then ended up on the Untersuchungsausschuss, the 

investigative committee that looked into the scandal. It was still more evidence of the 

questionable role of Deutsche Bank in the whole thing, one that normally should be 

sorted out in the courts, and not through a clean bill of health certificate from ‘Red 

Willi’. 

And another point that showed the greed: Market trading is for professionals, it 

includes both those trading and the counterparties they decide to trade with to make 

sure both sides honour the deal, and that they understand what they are committing to 

when they make the deal. Without that the market will collapse into anarchy. 

Typically, the counterparty is the banks, insurance companies or big stock listed 

companies. What it should not have included was Monika Rathgeber and Salzburg’s 

regional government, yet the politicians seemingly in their greed gave her the 

authority to join the counterparty club: To be an approved partner to the big players 

with the backing of the state’s budget – which means taxpayer’s money.  

In an ideal world the folly shown in Salzburg would be an exception but it was not, 

other local councils also joined in the game, not just in Austria but in Germany too, 

blinded to the risks by the vast rewards that were possible. But where Salzburg was 

alone was in the sheer size of the speculations that their lone trader was making, vast 

sums that were allowing banks to make their annual targets on a single deal.  

And very often it had worked, until the day that it didn’t. 

But until then Salzburg had allowed her to negotiate just like a bank – she was 

approved to do so, which should never have been allowed. Stock limited companies 
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yes, certainly banks and related institutions such as insurance companies, but never a 

local council. According to the law, it should never really be anybody else, but as with 

Madoff the councillors found ways round the law and were happy to keep the glory in 

the good years. When it all went wrong – they blamed it all on her.  

By denying they knew what she was doing, they were effectively saying they had 

not looked, that nobody for example was bothered about the state pension fund the 

Versorgungs und Unterstützungsfonds (VUF). Once a year would have been enough, 

if only to check where the money for these investments was coming from. If they had 

really not known and were telling the truth, that check would have shown them. 

All told, it is impossible beyond belief that the responsible politicians over the years 

did not have a clue of what was going on in the finance department. If nothing else, 

they gave her the permission to do it in the first place.  

Salzburg is not alone. There is proof that dozens of local councils have run up 

billions in debt as they risked council capital and even used leverage (borrowed) to 

speculate on high risk products – and that they are also covering it up. But with no 

obligation to own up, many are still hiding it in their books. As the lesson of Salzburg 

shows, the book keeping offers a lot of possibilities to bury the bad news.  

In Linz, the local council engaged in a high-risk swap business deal with the SPÖ 

dominated trade union bank, BAWAG, at the start of 2007. It was a move that left 

them with a €417.7 million loss – that means a €100,000 per day interest payment that 

has to be paid on the debt going back to October 2011. The council employee that 

oversaw the deal, Werner Penn, resigned, yet the city’s financial controller, Johann 

Mayr (SPÖ), who was his boss and who according to internal reports clearly had a 

“key role” in the affair, has remained in office until now. In fact, only as this book 

was going to print did he announce that he had now, finally, resigned.  

In Lower Austria, the governor and deputy governor (ÖVP) have been accused of 

losing billions of Euros through speculative investments in the taxpayer funds made 

available to boost the local housing stock. Green Party MP Werner Kogler, who is 

head of the national audit office committee, said governor Erwin Pröll and deputy 

governor Wolfgang Sobotka of the conservative Austrian People’s Party (ÖVP), had 

given away housing project funds in order to generate a swift profit for the debt-

ridden province. To date, Kogler’s call for a ban on speculative investment using 

public money has been ignored. 
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The local council of Neuhofen is currently suffering a loss of around €900,000 from 

a failed swap transaction scheme. The tiny local authority, which is responsible for a 

population of just 2,816, racked up the debts after the Swiss Franc on which the deal 

was based began to climb on the exchange rate. Neuhofen council is currently in 

negotiations with the bank which arranged the swap investment, Raiffeisenlandesbank 

NÖ-Wien. The mayor, Gottfried Eidler, said until a deal was reached the council had 

agreed to maintain an official silence.  

And in Vienna, Austria’s SPÖ heartland, the games also continued. But in Vienna, 

while the rumour is that there are vast losses buried in the city’s books, the fact is 

nobody really knows – because the council does not feel obliged to say anything. But 

as this book has shown, Vienna has had a lot of practice in burying things, and 

concreting them over. 

That means officially there are not really any losses, but interestingly, in 2012 there 

was an interview in the Austrian business newspaper Wirtschaftsblatt with the city’s 

powerful Councillor for Financial Affairs Renate Brauner, and the financial director 

Richard Neidinger. Of course, in the interview they did not say how much they had 

lost, because they are still claiming that they have not lost anything, and therefore 

there is nothing to admit.  

But the key fact is that during the 2012 interview Neidinger admitted the city had 

made a Swiss Franc swap that was for 2 billion CHF, which he said worked out at 

€1.65 billion. If they still have that, and information available is that they do, then the 

difference between the point where they entered the market and the rate now would 

mean a loss of around €270 million. In a classic swap the money does not usually 

change hands until the deal is realised, and the money ‘swap’ takes place. As long as 

they don’t do that, then there is not a loss, and they can sit on it in the hope of the 

exchange rate going back in their favour. And, of course, deny the loss, because 

technically that claim is perfectly correct. 

Neidinger said the move had been to cash in on the interest rate differences: 

Basically the cost of borrowing money in Switzerland was far less. Confronted in the 

interview with the fact that the official state auditors had ruled that it was probably 

not allowed for public bodies to speculate in derivatives, and that the city of Vienna 

had not kept an eye on this risky business, and also that there was no official report on 

its progress, Neidinger responded by saying: “In principal, we don’t have any 

derivatives business.” 
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Asked why the auditors had reached their conclusion that Vienna was involved in 

derivative deals, he said: “There was a Euro-Francs interest rate swap which is what 

they are referring to. But we are of the opinion that this is not a derivatives 

instrument.” 

The paper asked: “But the auditors were quiet clear, and they have very respected 

experts on their board, surely they know what a derivative is? Neidinger replied: 

“Even among experts there is debate about whether a pure interest rate swap should 

be classified as a derivative.”  

The world’s most commonly used reference guide, Wikipedia, does define an 

interest rate swap as a derivative, which it says are “risk products carried out either to 

hedge interest rates or to speculate on the money markets”. 

Added to speculation by the city itself is speculation by Vienna city council 

‘subsidiaries’ like Wien Holding that includes the Wiener Stadthalle. But of course, 

these do not count as “the council”, and therefore again the losses cannot be laid at the 

council’s door. And in any case, there is debate whether what they were doing was 

even classified as ‘speculation’. 

The Wiener Stadthalle lost about €7 million in what the auditor called: “speculative 

derivative products”. If the council is correct and what the Stadthalle was doing was 

not speculation and the financial instruments were not derivatives, it still allows the 

question: “What has a concert hall venue got to do with buying what at least in the 

rest of the world is regarded as highly risky financial products? The answer of course 

is nothing, unless they were ordered by their political masters to take the bank’s 

advice, and move into an interest rate swap. In other words; to reduce costs through 

speculation. The bizarre twist is that the Stadthalle could easily get the money back 

from the banks, as the losses clearly resulted in the way the products were made and 

sold, but the Stadthalle is part of the city of Vienna – SPÖ – that through the AVZ 

still has a stake in UniCredit Bank Austria, and to sue itself in a blaze of publicity is 

in no one’s interests. Or at least, no one that seems to count, like the taxpayer. 

According to city finance boss Brauner again: “One always needs to distinguish 

between the operational business and political responsibility. Wien Holding alone 

includes 72 companies. What I can confirm is that as far as the city of Vienna is 

concerned (the owner of Wien Holding) speculation is not only not desirable, it has 

not taken place.” 
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Vienna is the master when it comes to losing money, keeping it quiet and “refusing 

to answer any questions”. And there is no way to get that information. Buried, and 

concreted over. It explain why not just local councils but also their subsidiaries have 

been such a popular target for the banks. That includes the Südliches Burgenland 

water company that claims Bank Austria had not informed it about the risks in a 

derivative deals where they lost €2.5 million. Likewise, the Abwasserverband 

Jennersdorf water company lost around €360,000 and are now pressing charges 

against the bank, which they said did not fully explain the danger of the investment 

products.  

Lawyer Lukas Aigner representing the two said: “These deals are the most risky 

thing which one can do. No person should (ever) do this, it should only be for 

professional speculators, and certainly not a water board or local council.” 

Local councils, technically, are restricted on what they can do if they want financial 

management because they are not allowed to speculate. The rub comes in the 

question: “How do you define speculation?” The banks were very clever in telling 

communities that it’s not speculation, it’s optimisation. That may make for a more 

user-friendly term, but it was speculation nonetheless. 

In Burgenland, the regional finance minister, Helmut Bieler from the SPÖ, 

reassured his voters that the province would not suffer a similar fate to Salzburg: “We 

do not speculate with public funds. With us there is not a four-eye principle (of 

financial control), but rather a dozen-eye principle. It is impossible that one or two 

employees of the finance department can close such business deals.” 

That meant he had clearly forgotten that in 2007 Burgenland lost over €60 million in 

a failed swap transaction scheme after they invested €150 million in 2003 into a 30-

year swap transaction project. He said: “These are interest rate hedge investments 

(Zinsabsicherungen), not speculation”. 

And therein lies another problem, even when councils speculate they can get round 

the rules because there are always enough bankers to advise them on what needs to be 

recorded in the books and what should be said for it to be allowed expenditure. 

The problems known about are the tip of the iceberg, according to the consultant 

Gert Edlinger from HLC Communications, who put the total in Austria at €8 billion in 

local government losses due to speculation in structured financial products gone 

badly. The only cases that came to light are those where legal action has been taken – 
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as in the case already mentioned of Hartberg which three times made bad investment 

decisions. 

* * * 

Where did the problems with these local councils begin in relation to their cavalier 

attitudes to taxpayer’s cash? 

In 2000, there was a real change in the banking landscape in Austria when the use of 

the financial instruments known as derivatives from which structured products are 

created really took off. A derivative derives its value from its underlying entities such 

as an asset, index, interest rate or as in most local council losses, a foreign exchange 

market (forex) transaction — in effect the derivative has no intrinsic value in itself. 

Before 2000, and in particular in the 1980s and 90s, trade in derivatives was mainly a 

bank-to-bank business, yet almost overnight the market exploded and by 2011 the 

Economist magazine reported that the worldwide over-the-counter derivatives market 

was worth an incredible $700 trillion. 

It was a very un-transparent business and it was also one in which Bank Austria was 

among the first to get involved. The reason for the focus was the vast profits to be 

made and Bank Austria was keen to be the main player in harvesting those earnings. 

As a result Bank Austria was the market leader in the country, which is why it has 

now emerged as the bank that made the most losses. And now it is the market leader 

in arguing with the clients about how these losses should be split between the bank 

and the client. 

Whether they did not see the risks or didn’t care, either way these products were 

pushed heavily, encouraged by the international investment banks which were keen to 

expand the business from a bank-to-bank model to regional and local banks. In many 

ways, Austria was not experienced with this sort of business which had been carried 

out for much longer in other countries, but in addition at the end of the day for the 

banks they were more or less risk-free - with all risks taken by the end customer. Or 

so they thought. 

Investment banks in London and Frankfurt set up special desks for Austria. 

Although a small market it was a hotspot of the business, and the bankers developed 

new, highly sophisticated products for the market to satisfy the demand.  

Austrian banks took these products and sold them on to their customers. And the 

chain was established, with the end customer taking the whole risk. The bank in 

Austria took a commission, and the product itself was sold by the investment bank.  
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At the start it might have been a simple bet on whether the dollar was worth more in 

a month or not. Then it became complicated – lockouts and lock-ins. Then they 

started to do interest rate swaps. Banks started to develop these products combined 

with small swap options. It became very complicated. A huge bunch of products. 

These were products that were really fit only for hedge funds, but not for a normal or 

mid-sized corporate or a local council.  

One of the reasons was the margin system that was beloved by the banks. It 

basically meant extending customers a credit of large amounts of money to speculate 

on the markets. A margin system involves an investor paying a deposit to take part in 

something. A deposit can be as little as 2% to 3%, but typically it used to be 10%. It’s 

very much dependent on the clients’ credit rating, and it allows them to speculate on a 

larger value of shares with only 10% of the capital. 

As the business grew out of control though, in some cases the customers were not 

even having to put in the margin, so even when the margin was credited, in fact it had 

been calculated by the bank and provided as an internal credit. And that was what led 

to the enormous losses.  

The bad news is if the market goes against the investor, they are ultimately liable for 

the entire 100% which means that the investor has to put the money in to make up the 

original notional value.  

And even worse than that, in some cases the client was liable for more than 100%. 

A good example is the Linz deal, of which the notional was 195 million Swiss Francs. 

The loss that occurred was 600 million Swiss Francs, because the background to the 

195 million Swiss Francs, the really speculative part, was 195 million Swiss Francs 

every year. For a 10-year deal. Overall it was a 2 billion Swiss Franc risk for a 195 

million Swiss Franc deal. That is the leverage effect, with losses far more than the 

notional.  

And people just did not realise that the risk could be so much more than the 

notional.  

A well-run place has no flexibility to the managers whatsoever on margins. Every 

day at six o’clock in the morning the reports are there and by seven o’clock it has to 

be paid. Any tolerance in credits or margins means the firm is not geared up for 

serious business.  

There were clear problems at Bank Austria with the margin system, problems for 

the bank and the customer, problems that were hinted at in the TLM papers. 
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The margin system was in fact discussed by both the board of directors and the 

supervisory board, and most significantly it was discussed not at the end of 2008 

when the financial crisis happened, it was discussed a year earlier in November 2007 

in confidential paperwork from the department head, Fritz Galavics. 

The bank later blamed the entire problem on the credit crisis, but the fact is that had 

they acted on the problem when they were made aware of it in 2007 it would have 

allowed many people to liquidate their positions before the 2008 crisis.  

And that is a crucial point – had they revealed the truth and clients had liquidated 

their investment, then they would have not suffered the losses of the financial 

meltdown. By hiding the problem, to keep the client investment, they kept the annual 

bonuses flowing – and the clients were left to pay the cost. 

The annual payments were after all due in February, but the discussions came three 

months earlier in November. Galavics was the head of treasury responsible to Red 

Willi Hemetsberger. The paperwork shows a significant problem for the bank with the 

potential to be explosive. It is so significant that it is discussed at the board level. 

Hemetsberger is highly regarded, a real professional, capable of dealing with the 

most complicated financial products. He would have seen the risk that the banks 

problems over the margin system represented. Could it be related to the fact that 

Hemetsberger had a reason to stay until February, when the bonuses were paid, and 

that he had a reason to announce he was leaving at the end of May? That was shortly 

before the whole problem blew up? 

Asked why he had left the company in an interview in August, 2008, in the Austrian 

daily newspaper Die Presse he said: “It was a job that was making me bored.” 

His exit from the bank, it seemed, had been something that was a rushed decision, as 

evidenced by the fact that he admitted he had not had time to properly go through the 

process of setting up the new company that he wanted to work with as an independent 

advisor.  

Instead he had been forced to speed things up by buying a company that was already 

in operation and present in the marketplace, a company that he snapped up from the 

investment banker Michael Tojner. He said: “It was the quickest way for me to be 

able to help my customers.” It was then a quick change to have the firm renamed 

Ithuba.  

Hemetsberger admitted in the interview that in summer 2007 he had “noticed that 

there was likely to be an explosion on the financial markets”. He said that as a result, 
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he had decided to step down, but added: “If I had realised how serious it was I might 

have stayed. It would have at least been interesting.” 

Galavics on the other hand was keen to stay, he was not so highly regarded for his 

ability to think outside the box, it is believed he may not have seen the problems, is 

that why his name was on the confidential reports about the problems with the bank’s 

margin system and not that of Hemetsberger? He was also very keen to get the job 

that had suddenly been vacated, perhaps without asking too carefully what the reason 

was that it was now so suddenly free? Hemetsberger had been in the board job since 

2002. Together with Galavics, the two SPÖ stalwarts had led the treasury where so 

many problems had been created, as already outlined. 

In Bank Austria one of the popular uses of the margin system was in foreign 

exchange options, it was little more than gambling on foreign currencies like Turkish 

lira or Icelandic crowns. Investors would buy currencies then sell them again or covert 

them to other currencies hoping to see a profit from the fact that the exchange rate had 

switched. 

This business grew and grew, exploding in 2007 and 2008 when later arrivals 

started to see the profits others had made. Then in 2008 the financial crisis happened 

and these products started to collapse, together with the markets where they were 

being sold, and there were catastrophic losses - up to 80% to 90% of the notional 

value or more.  

Bank customers suddenly realised what was sold to them as a “not that risky 

product” was actually extremely toxic.  

Some had borrowed heavily on the promise of big earnings. In a classic share deal 

you buy the share, so you pay €100, and if the company goes bankrupt you lose the 

money. But in this new model people were buying shares with next to nothing or 

betting on foreign exchange rates with margins. When it didn’t work, they were 

unable to pay what they had promised. 

In Austria the bottom line of course was that someone needed to pay – and that was 

at the end always the taxpayer. Sometimes the banks had used their own savers to 

invest in these products, resulting in bankruptcies across Europe with the taxpayer 

footing the bill. A good example of foolishness using their own funds was to be found 

at the Austrian Hypo Alpe Adria (HGAA), but another Austrian bank the 

Kommunalkredit was also a classic case. Kommunalkredit was a bank that financed 

local communities, and it was also a bank that had speculated heavily with Credit 
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Default Swaps, and as a result needed to be bailed out. The end result was that the 

toxic products from Kommunalkredit were hived off to create KA Finanz, now sitting 

on €13.6 billion of risk positions. Up until now this has already swallowed €1.9 

billion from the Republic of Austria, and there is little doubt that the final figure is 

likely to be far higher. 

But the more popular method in Austria was not to take risks by using own capital, 

but rather to cash in provisions and fees from selling the products to end customers. 

So the banks were not then speculating with money from depositors, but instead were 

acting as an agent to sell the products to other clients. And when those clients were 

medium-sized corporate clients or districts then it was these that lost the money – and 

invariably that meant that the taxpayer paid as well.  

Yet the real problem is that it remains an issue that nobody wants to talk about, and 

in Austria the local councils that lost money do not want to admit it. As they are not 

obliged to own up, they bury the fact. There is no way to find it out officially, and that 

is unlikely to change because it would need a law, and yet it was the politicians and 

banks that were working together to set up the deals in the first place. And there may 

have been kickbacks that would have then been exposed. Much better to admit 

nothing. 

The big banks in Austria are, as always, connected to the political parties. Bank 

Austria with the SPÖ. BAWAG also with the SPÖ. Raiffeisen with the ÖVP and 

HGAA in the past with the FPÖ. Paying the individuals in any deal any sort of 

kickback is, of course, a risk. The easier way to encourage local councils to invest was 

through all sorts of ‘sponsoring’ activities. They would play down the risk, bill the 

investments as an alternative to cash, but with a better return than in a bank account, 

and with the profits from the fees they were able to get involved in sponsorship. 

The former Freedom Party leader Jörg Haider knew the advantages of sponsorship, 

and like Roman Abramowitz who bought Chelsea football club, Haider wanted to 

have a good football club in Carinthia. 

The problem was that in the Carinthian capital Klagenfurt, a city of just 90,000, 

there was no decent club (the local club was relegated again in 2004) and no football 

stadium (the run-down Wörthersee stadium with 10,000 seats was rarely sold out). 

Haider was not deterred by the lack of enthusiasm for football in his ski-loving 

province, and a new €70 million stadium was commissioned with 30,000 seats. The 
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problem of not having a small local club was solved when the Bundesliga ASKÖ 

moved to Klagenfurt to play under the new name of SK Austria Kärnten. 

That was expensive, and that meant bank sponsorship, and so Haider made it clear 

to the local bank the Hypo Group Alpe Adria (HGAA) and Bayerische Landesbank in 

Germany that €10 million in sponsorship was needed in exchange for his approval for 

a takeover deal. The first payment was made in 2007, via subsidiaries of course. For 

their money the new stadium in Wörthersee was renamed as the “Hypo Group 

Arena”, the bank got a 10-year advertising deal, 100 free grandstand tickets and the 

use of five VIP boxes. But the real prize was the approval by Haider of the takeover 

deal by the Germans of HGAA, and after the sponsorship that deal went through 

without difficulty. 

The case of the HGAA bank offers a good illustration of the wider picture in Austria 

- politicians using it for their own benefit – but they didn’t do it with much 

sophistication, and as it was a much smaller bank it was not so easy to hide things.  

In fact, when Haider sold it, it had been to hide the fact he had used the HGAA as 

his personal piggy bank, and with the benefit of hindsight it was clear that the bank 

both directly and indirectly supported the party and party initiatives.  

As well as the football club sponsorship, there was the unsecured loan to the Styrian 

Airlines of €2 million. Styrian Airlines was owned by the local government and when 

it got into difficulties Haider put pressure on the HGAA that provided them with an 

unsecured loan of €2 million. Haider had hoped to revive the Carinthian economy 

with a regional airline bringing in tourists. But in the end the cash inflow only put off 

the inevitable, and in March 2006 the airline went bust.  

Another ill-fated Haider intervention was over the famous Schlosshotel Velden. As 

part of HGAA’s restructuring scheme, the bank needed to sell part of its real estate 

and the Schloss Velden in Wörthersee was the crown jewel in their property portfolio. 

The property was sold by Wolfgang Kulterer and Jörg Haider in 2005 to Gunther 

Sachs, a Playboy photographer who wanted to transform it into a 5-star deluxe hotel, 

and the bank then invested more than €120 million in the project before it went bust.  

The Seebühne was a floating stage on the Wörthersee that Haider wanted to build up 

as a way of attracting tourists, and which he pumped money into from HGAA despite 

it racking up massive losses. 

In fact, Haider used cash from HGAA to finance a wide variety of projects and win 

the support of the voters, plunging both into debt. He introduced various forms of 
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family benefits, payments for commuters, heating and diesel fuel subsidies, and an 

inflation relief payment.  

And in return, Carinthia gave HGAA a guarantee for its deals, allowing it to expand 

in the Balkans in particular which, according to the daily German newspaper the 

“Süddeutsche Zeitung”, involved HGAA dealing in Balkans “money-power-games”. 

It wrote that: “The list of shady financial deals could be extended almost indefinitely. 

In Croatia, the Carinthian bank funded audacious construction projects for ex-

politicians and former generals. In car leasing transactions in Bulgaria, extremely 

expensive luxury limousines were simply given away.” In Croatia, Serbia and Bosnia 

alone, the bank financed more than a thousand luxury yachts and several private jets.  

Haider was allowed to plunder the HGAA, and in exchange provided backing that 

allowed the bank to plunge recklessly into bad decisions. Yet even after the massive 

flow of cash from HGAA, Carinthia still needed money, and it also became clear that 

it needed to get rid of its obligations should the weakened bank really fold. 

To do that, they fiddled the books to hide the debt, and then set up a deal to sell it to 

the Bayerische Landesbank that was desperate to expand, and looking for a partner 

with access to southeast European markets. As a result, it did not want to look too 

closely at what it was buying. This was the opportunity for Haider to cash in when he 

demanded “sponsorship” for his football club project. And if it worked once to use the 

bank for a cash windfall, could it not work again? The answer was yes, but only for 

those who had the right connections – which meant political connections.  

In the sale from Austria to Germany neither side seemed interested in the real 

business stuff. What assets did it have? Where were the risks? One side wanted to 

expand at any cost and the other desperately needed the money. In order for Carinthia 

to persuade the Bavarians not to look to hard, they gave them guarantees. The attitude 

from both sides was: “It’s a problem for the future.” A typical Austrian attitude. 

After the sale to the Germans, Haider publicly boasted: “Now we are rich.” 

And where there was money to be made in a shady deal, Bank Austria was 

somehow involved, and in the TLM Files is paperwork detailing the issue of a 

regionally guaranteed HGAA pre-IPO exchangeable bond for €500 million. It is 

unlikely that most Carinthian MPs had the big picture when the leadership made the 

guarantee for the money that would have inflated the bank’s balances before it was 

sold, and it was never cleared up, or even asked, who got the commission – the 2%?  

15942/J XXIV. GP - Anfrage (elektr. übermittelte Version)354 von 375

Dieser Text wurde elektronisch übermittelt. Abweichungen vom Original sind möglich.
www.parlament.gv.at



But what was the significance of the bond? Selling a bank is complicated, it can be 

sold to a new owner but that means a cost to cover the risk, or it can be done through 

the stock exchange which offered the most potential for cash. In both cases to unlock 

the profits in the bank it needed to have a value, and by going down the stock market 

route that was determined by what people were prepared to pay for shares. That meant 

marketing and PR to emphasise the banks advantages. 

An initial public offering (IPO) offers the seller the best possibility of a good price 

if prepared properly. In this case, it meant a bond was created with the right-to-buy 

shares that ultimately will drive up the share price, and therefore the profits from the 

sale. Because the HGAA pre-IPO bond was exchangeable, it meant that the buyer got 

a fixed bond and a fixed maturity which could be changed to shares, or alternatively 

exchanged for a return of the original cash investment.  

The significance is that it offers a lot of potential for profit, without any risk. There 

was not even the usual lock-up period which prevents an early sale to stop speculators 

and to encourage people who want to invest in the long-term future of the company.  

Offering the lender the right at any day, instantly, to get their money back plus 

interest is not only unusual, it is 100% unusual. Bank Austria had it to sell, but TLM 

refused, in a handwritten note someone has written the bond was described as a 

“milkable, egg-laying woolly pig”. Any farmer knows that an animal that gives milk, 

lays eggs, can be sheared for wool and at the end turned into pork just doesn’t exist. 

In other words, any real farmer would obviously suspect something, and so a banker 

should have suspected the HGAA term sheet.  

Those that sold it and got the commissions would have had an easy sale, there was 

zero risk as it was guaranteed by the province of Carinthia, which ultimately meant 

the Republic of Austria. If HGAA had done well, the investors in the “milkable, egg 

laying woolly pig” would have made a fortune. If it did not, they would still get their 

money back, 100%. 

* * * 

The Financial Services Authority in England offers a free service to help those that 

lose money understand their rights. In Austria, no such service exists. Or rather, there 

is the Austrian FMA, and if a complaint is made they will probably investigate – but it 

won’t help the complainant. There is no right to information, it goes against the 

official secrecy rules, the so-called Amtsgeheimnis. 
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The National Bank of Austria (OeNB) could be a possibility to help sort out the 

mess - after all it shares responsibility for overseeing the country’s financial sector. 

But this year it has been dragged into a nationwide crackdown on corruption that has 

further shaken confidence in the country’s financial sector. 

Prosecutors have nine people in their sights, including the deputy governor of the 

National Bank of Austria, over suspected bribes and kickbacks for banknote contracts 

with Azerbaijan and Syria. Wolfgang Duchatczek, 63, has denied any wrongdoing, 

insisting through his lawyer that he was in fact the person who exposed the scandal at 

a banknote printing unit of which he is chairman. But the headline-making charges 

add the National Bank of Austria to a parade of court cases and investigations into the 

interplay of money and power in Austria.  

Bizarre perhaps that at the core of the scandals lays the former party of the Austrian 

socialists, the SPÖ, a fact not unnoticed by their socialist colleagues. In a recent 

article on The World Socialist Web Site (WSWS) - the most widely accessed 

international socialist news site in the world - they make it clear the disappointment at 

the spate of corruption scandals in Austria. The WSWS, paid for by non-corporate 

donations and which aims to support Socialist parties, seems to have no time for the 

SPÖ, or indeed the Greens. 

The WSWS article by Markus Salzmann highlights of course the rival FPÖ and 

OVP cases like that of Strasser caught in the Sunday Times sting or former finance 

minister Grasser, but adds that: “Corruption and nepotism in the Alpine republic are 

nothing new. The close ties between political parties, business, trade unions and 

government institutions have existed for a long time. According to a survey by the 

OGM research institute, 82% of Austrians place little or no trust in the country’s 

political leadership. In 2010, Transparency International pointed out that Austrians 

regard their parties as especially prone to corruption. 

“But as is often the case in such corruption scandals, the current wave of revelations 

is being used to prepare new attacks on the working class. In the name of the fight 

against corruption, plans are afoot to bring a government to power that undertakes 

vigorous budget cuts at the expense of social spending. The Austrian Social 

Democrats (SPÖ) and the Greens are currently the main candidates to form such a 

regime. 
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“So far the Social Democrats, who head a number of committees of inquiry into 

various corruption scandals, have sought to keep a lid on the problem - not least 

because SPÖ politicians are also deeply involved in nepotism.” 

It goes on: “The Austrian Greens stand to the right of the SPÖ politically and almost 

exclusively direct their policies to the better-off layers of the middle class. In Vienna, 

the Greens in the state government vehemently agitate for budget cuts at the expense 

of less well-off layers and urge the SPÖ to undertake such a course.” 

It adds that the Greens have “declared their intention to save €13 billion by 2017, 

mainly by massive cuts in health insurance and public schools”. 

Forcing local councils and government bodies to demand the money they lost back 

from the banks might be a much better way to provide money for public services. Or 

even better, might it not be better to stop corruption? If HGAA had been avoided, the 

money saved there alone would have been enough to carry out all of the education 

reforms that the country wants, allow free access for all to university, and much more 

besides.  

Alternatively, and perhaps more relevant – it would be more than enough to fund an 

expansion of the police force and give prosecutors every resource that they would 

need to fight economic corruption. 

Ten years ago the case of Bank Burgenland that saw the resignation of SPÖ 

governor Karl Stix should have warned the country about the consequences of 

allowing one of the nine federal provinces – effectively a county council – to 

guarantee their banks. It was like giving bankers a free hand for irresponsible 

speculation – or to call it by its other name - gambling. It was a 2.3 billion Schilling 

(€167 million) loss, but nothing happened to tackle the problem. 

The result was that the country then had the Hypo Alpe Adria bank scandal in 

another province – this time Carinthia. The amount of money Carinthia eventually 

guaranteed for its regional bank was the equivalent to 10 times its annual budget. And 

while scandals like these result in politicians, managers and aristocrats as well as 

those connected to them lining their pockets, the taxpayer again has to foot the bill.  

Who is supposed to be monitoring this sort of thing? And who is even asking this 

question? Have lessons been learned from the disaster? No – as the case of Madoff 

and the Bank Austria Conspiracy or the Salzburg ‘rogue trader’ that was not really so 

rogue, the dust had not even settled from one scam when it was back to business as 

usual in Austria.  
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Chapter Thirteen 

The Final Whistle 

 

Bernie Madoff is a waste of space and food. But the same is true of many other 

parasitic, sociopathic, deceitful luminaries . . . his predatory abuses caused enormous 

harm, but they are amateur, podunk, petty crimes compared to the unsavoury 

characters further up the food chain in our almost completely subverted, degraded, 

unconstitutional, and fraudulent financial & monetary system. 

- Comment posted on New York magazine under a Bernie Madoff interview 

 

People who come forward to expose corruption risk their jobs, their personal 

relationships and ultimately their lives. Rather than being celebrated for honesty and 

integrity, too often they end up alone and embittered, castigated both by those whose 

wrongdoings they have outed as well as by the public in whose interests they acted. 

All too often they, not the criminals exposed, become the pariahs. 

Whistle-blower Harry Markopolos, who went on to set up a company helping 

people like himself, said he would tell his clients he knew how they felt: “You’ve 

made a conscious decision to expose illegal actions your company is taking, and 

you’re doing it with the knowledge that the people you work with are going to suffer 

because of that, and some of them may even go to jail. It’s incredibly tough.” 

People like TLM, The Last Mohican, who repeatedly warned his superiors and who, 

even though they ignored him, constantly carried out audits of his work, and 

threatened him, still managed to keep most of his big clients safe from Madoff 

exposure. 

One of the advantages for Bank Austria in avoiding legal action for the losses they 

caused was Madoff’s preference for non-institutional investors. That meant that a 

part, allegedly a large part, of the money they sent to Madoff was grey money – not 

necessarily illegal but probably money the taxman wasn’t fully informed about.  

Austrian clients alone that invested in Madoff, the so-called Deviseninlander or 

locally resident investors, lost between €800 million to €900 million. In order to take 
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legal action about that it means their undeclared money needed to come to the 

attention of the taxman – and that is something that will never happen.  

There is not a lot of business to be made for lawyers from these victims. But the 

same cannot be said for company money. If a firm had invested millions or indeed 

billions in Madoff then they would have had no problem taking the matter to court 

because the money was legal, it was there to see on the firm’s balance sheets, policy 

documents, sureties. It would simply have been a question of whether the bank had 

“exercised the care and diligence of a prudent businessman”. And that was something 

that this book claims as a central theme was never the case. 

If Bank Austria had ended up getting major companies like OMV and Daimler 

badly burned with Madoff there could even be a risk that the bank might not exist 

today. Yet instead of red carpets, laurels and trumpets of glory for protecting the bank 

and its clients, there was nothing. It might have been expected, especially after all the 

warnings were shown to be true, but it never happened.  

Instead, in the case of TLM, he was sent on permanent gardening leave on health 

grounds. It isn’t true of course, but who’s going to believe somebody that is burned 

out? Of course, the repeated rejections over the promotion, the constant battle to keep 

treasury sales away from international corporate clients, the frequent audits of his 

positions, the bullying - “If you start blabbing, we’re going to break your neck” - and 

the mobbing have taken their toll.  

Perhaps somebody who looks at TLM, seeing an individual being paid quite 

handsomely to sit at home, might think he’s in clover. He has enough money to live 

on, maybe take a small holiday once a year. But only he and his family can know the 

real cost of his efforts. The human cost. 

If he was looking for money he could have taken it a long time ago and lined his 

pockets nicely, like the other scavengers at the bank. As his union representative told 

him, there would have been little risk. As it said in the fund prospectus, “guaranteed 

protection from any legal action”.  

Had he done so, TLM would have still had a senior position or perhaps even a 

director’s job. 

There was a vast amount of material in his files, we have concentrated on the 

negative, but even with all the points raised there were still very many very serious 

subjects that were simply not included. What was also perhaps not focused on enough 

is that there is a vast majority of Bank Austria staff innocent of complicity in the 
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Madoff-related shenanigans. These are the people that suffer when the bank has to 

pay out millions or even billions in compensation. 

And it is the bank itself which also suffers. How much responsibility should Bank 

Austria take when a small core of probably not much more than a dozen people 

manage to infect the business with criminal energy, and to take part in a global fraud 

network?  

And what about the SPÖ? There must be proper socialists who really care about the 

cause of the working man. And the voters themselves who believe in the ideals of the 

party and vote for the SPÖ. Should they be penalised because of the minority that see 

only short-term profit for themselves against long-term losses for everybody else? 

As the Lucona case showed in a grim parody of George Orwell’s 1984, the 

socialists sitting above the Demel café in Club 45 had become no better than the 

monarchy they replaced that had plunged Europe into WWI. 

A whistle-blower programme to trim their excesses makes financial sense. In 

America the tax body offers rewards for between 15% and 30% in cases that lead to 

successful recoveries. These money payments come from the defendants. It is a no-

cost program that funds itself. 

The new law that came into effect this summer has been criticised as being too little 

too late, and so far it has not been tested. But even when it is, the belief is that 

whistle-blower laws in Austria will be no use without many other changes. The 

country needs to have auditors with the power to report matters to the police and 

prosecutors – and for this to be reported in the media. 

There also needs to be clearer rules on gambling with taxpayer’s money and new 

powers for auditors to look for losses made through speculation. And public bodies 

like councils should also be forced to admit prior losses from such risky ventures. It 

should not be the case that the politicians that make the mistake are allowed to engage 

in damage limitation with the banks that sold them the products in the first place to 

make sure it stays hidden from the taxpayers – and the media. 

And there need to be independent courts not subject to the whims of the politicians 

who are allowed to shut down cases simply because there’s a local or national election 

coming up – or even simply to protect party interests. 

When it was first announced that Bernie Madoff was a conman there were a large 

number of media reports of which financial organisations had lost what. If a bank’s 
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customers get nervous they take out their funds, and if a customer takes out too much 

funds, it can cause the bank to collapse. 

Banks don’t hang on to depositor’s money, they borrow short and lend long, and if 

they suddenly end up with a large amount of withdrawals they can end up in trouble 

very quickly. So it was understandable that when the sheer mind boggling scale of the 

Madoff fraud became apparent, banks across the world moved swiftly to calm their 

clients and let people know the scale of the problem.  

But not all of them. The directors who were part of the Bank Austria Conspiracy for 

example were well aware of the scale of the problem. But unlike the other banks that 

moved quickly to confirm exposure, Bank Austria operates a policy of saying nothing, 

unless absolutely necessary.  

Bank Austria learned its lesson well from former chairman Gerhard Randa. 

Throughout his career, he always denied what was going on until it was no longer 

possible to do so – right up to the last minute. He denied plans to take over the 

Creditanstalt. He denied his interest in the top job at Länderbank - until he was 

officially offered it. He denied that Länderbank and ‘Z’ were planning to join up long 

after the offer had been made. And so Bank Austria followed the same strategy.  

Madoff was arrested on December 11, 2008. It was not until five days later that the 

full scale of the losses began to be detailed in the Austrian media. A list was 

published explaining the scale of the problem - it listed the banks worst affected – 

with the top of the pile being HSBC with exposure of around a billion dollars. Bank 

Austria was there too – but only by virtue of the fact that the parent company 

UniCredit had lost €75 million with Madoff.  

It took years for the trustee to gather enough evidence to realise that the Bank 

Austria role was actually at the heart of the Madoff fraud, and to bring charges to that 

effect, and to learn that in Austria things are not just buried, they are concreted over as 

well.  

At the same time as Bank Austria’s role was being obscured from the big picture, 

National Bank of Austria (OeNB) vice governor Andreas Ittner was playing down any 

fears for the local market, saying that there was probably no similar problem with a 

Madoff-style crook operating in Austria, even though “Fraud is never possible to 

completely eliminate.”  

It was to be another four years before the Bank Austria Conspiracy letter was to 

arrive from America. 
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That letter, while it did not name another Madoff, did name his able lieutenants, the 

devil’s disciples who must have known it was wrong, and who took advantage of the 

situation? The fact is that a system was set up that from the start was geared towards 

generating a large amount of money from an ever-increasing number of victims. It 

was set up deliberately to get around the regulations designed to protect investors, and 

at the same time to generate substantial fees for those involved. But far from exposing 

it, every time it was raised it was speedily covered up. And all of those people that 

ordered the cover up have so far escaped punishment.  

The must be a reason the trustee targeted Sonja Kohn, Bank Austria and Bank 

Medici as well as 21 other individuals linked to the bank in the only court case that 

alleges the defendants violated the RICO Act, created to offer a powerful tool for law 

enforcement officials to collect far-flung but interconnected entities into a single 

lawsuit with tough penalties including triple damages. 

Even Madoff himself, despite the fact he is a world class liar, said that the big banks 

were wilfully blind for failing to investigate the discrepancies between his regulatory 

filings and other information that was available to them. He said they were either 

deliberately ignoring the red flags or even somehow complicit in what he was doing. 

He added: “They had to know. But the attitude was sort of ‘If you’re doing something 

wrong, we don’t want to know’.” 

* * * 

Vienna, 1 September, 2013. Four months after the paperwork from the TLM Files 

started to make clear the role of Bernie Madoff’s friends in Austria. The decision to 

publish this work has not been an easy one. Things like the burglary in the newsroom 

where key computers were stolen, the late night calls: “This is the police” followed by 

silence.  

With limited resources you can’t afford to let a project like this drag on, four months 

may seem short in the real world but in the deadline driven world of journalism it’s a 

huge amount of time for a news agency to be asked to devote key staff to a single 

story. 

Checking the TLM Files paperwork meant visiting a lot of people, things don’t 

remain a secret for long in Vienna.  

Fuelled by the backing of the Americans that have spent over $700 million on this 

so far, paperwork in the Madoff case is big business, changing hands between legal 

firms for vast sums of money. A single document that might help secure a verdict for 
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a claimant is worth a six figure sum to the army of global lawyers and other 

consultants working on the Madoff case. And the fees are still growing as efforts to 

reimburse Madoff investors drags on.  

The bulk of the fees associated with the case, $384 million, have been paid to 

Picard’s law firm, BakerHostetler. Another $292 million has been divided among 

dozens of other law firms, and $25 million went to “general administrative” costs. 

The trustee files a bill every few months that must be approved by a federal 

bankruptcy court judge. The latest tab, which covers a five-month billing period and 

comes to nearly $50 million, includes 135,00 hours of legal services, which works out 

to about $364 per hour. Picard alone makes $890 per hour. He billed for 728 hours of 

work and earned a total of $648,000. He and his colleagues spent about $8 million on 

various business expenses as they searched for the lost funds. That includes $400,000 

for out-of-town travel, $67,000 in copying costs, $161,000 for online research, $1,206 

on business meals, and $12.60 on faxes. 

In short: There is still a lot of money in the Madoff business. 

Some people have had an inkling of what is in the TLM files, there was at least one 

offer of money worth far more than this news agency could ever hope to earn from a 

book. But the paperwork was not provided to be sold, it was provided for journalism, 

and to be made public so those involved or those who only watched from the outside 

could decide for themselves on the Bank Austria Conspiracy. 

Possession of the material they left behind may be nine tenths of the law, but 

morally it was provided with the aim of saying simply: “This is not right.” 

It was not provided for profit. It is an opportunity to offer a glimpse behind the 

scenes at the corridors of power and sadly, as the lessons of Mike Ocrant or Erin 

Arvedlund that wrote about Madoff years before he was exposed show, it is unlikely 

to change anything, yet maybe, just maybe, it might be a small part of a movement for 

change. 

Just maybe it might help in revitalising the auto-immune system of the Austrian 

body politic, and the rejuvenation of the legal and political system. It is greatly 

needed. Corruption has taken root in a significant part of the system, spread through 

the efforts of perhaps a few dozen closely connected people with substantial criminal 

energy. It is the hope that some of the other people in the system will wake up. People 

who may not have realised that they have supported, aided and abetted the world’s 

biggest fraud. Of those at the centre not all are guilty, but not all are innocent, and if 
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justice eventually prevails, some of those must have to answer for their actions and 

their complacency.  
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 Medusa Publishing which produced this book “Pyramid Games” is a company run 

by journalists for journalists. Our aim is to publish the sort of quality journalism that 

used to be the remit of investigative teams on newspapers and magazines.  

Editorial budgets no longer allow most publications the luxury of an investigative 

unit. But good journalism is vital for transparency in society. Medusa Publishing was 

founded in a small way in order to take a step towards filling that gap.  

If you are reading this electronically, when you turn the page, you will get the 

opportunity to rate this book, and share your thoughts on Facebook and Twitter. If 

you believe this project and our mission is worth sharing, please would you take a few 

seconds to let your friends know about it. We believe in our mission - we hope that 

you share that belief and by sharing our book you will be helping to support our work. 
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The Main Players 

 

John Absood: Financial analyst who identified defects in UniCredit’s relationship 

with a Madoff feeder fund and was fired as a result. 

Gerhard Altenberger: Auditor and financial expert in Austria who was put into 

Bank Medici after December 2008 by the FMA to secure investor funds. 

Jürgen Amendinger: Managing Director of UniCredit Markets & Investment 

Banking. Head of Alternatives Structuring at the HVB Group in charge of John 

Absood. 

Hannes Androsch: Former Austrian SPÖ finance minister under Bruno Kreisky. He 

went on to become a successful entrepreneur and consultant. He too was the General 

Director of the Creditanstalt-Bankverein (1981-1988) but had to stop down for 

misleading a public enquiry into corruption. From 1989 an advisor to the World Bank.  

Erin E. Arvedlund: A financial journalist. In 2001, she wrote an article questioning 

Bernard Madoff’s demand for investor secrecy and his “enviably steady gains”, 

“Don’t Ask, Don’t Tell” for Barron’s. Her first book, also on Madoff, Too Good to be 

True: The Rise and Fall of Bernie Madoff, was published in August, 2009. 

Nicole Bäck-Knapp: Managing Director at Ecker & Partner Public Relations and 

Public Affairs Ltd and spokeswoman for Sonja Kohn / Bank Medici. Ecker is closely 

linked to the SPÖ, and Ecker was the PR manager for former Chancellor Gusenbauer. 

Alberto Benbassat: Son of Mario, and partner in Genevalor and Equus Partners; 

director and primary manager of Madoff feeder funds including Hermes and Thema 

Fund. 

Mario Benbassat: Father of Alberto and Stephane, and founding partner of 

Genevalor who created Madoff feeder funds Hermes, Thema Fund and others. 

Netty Blau: (RICO SUSPECT) The Mother of Sonja Kohn and for her age 

surprisingly active businesswoman. Lives in Malerstrasse in Vienna’s 1st district, a 

few hundred yards from the 20:20 Medici offices which are located at nearby 

Hegelgasse. 

Willibald Cernko: (Project X Suggested Additional Suspect) Austrian Bank 

manager who since October 1, 2009, was Chairman of UniCredit Bank Austria AG. 
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He was one of those named as receiving the Bank Austria internal audit 2003 that 

warned about Madoff. 

Daniele Cosulich: (RICO SUSPECT) He was a managing director of Sofipo Austria 

GmbH, a private banking and wealth management firm registered and part owned by 

Bank Medici. 

Josef Duregger: (RICO SUSPECT): Worked for Bank Austria then moved to be the 

Head of the Participations Department at Bank Medici beginning in 2006. Duregger is 

also a member of Bank Austria Cayman’s Supervisory Board. He was a director of 

BA Worldwide from 1993 until 2003 and a director of Primeo Fund. He was also a 

member of Bank Austria’s commercial representation board from 1991 until 1993 and 

from 1999 to the present. Duregger continues to serve as a member of Bank Medici’s 

supervisory board. Duregger became a director for UniCredit CA-IB Securities UK 

Ltd. (“UniCredit UK”), a UniCredit subsidiary, on November 14, 2007. 

Johann “Hannes” Farnleitner is an Austrian politician for the ÖVP. On the 

supervisory board of Bank Medici and with a good relationship with Kohn, who he 

made an ‘Official Advisor to the Austrian Minister for Economic Affairs’. 

Werner Faymann: Former SPÖ party chairman and since December 2, 2008, 

chancellor of Austria. 

Maria Theresia Fekter: Austrian politician (ÖVP) and since 2011 the current 

Austrian Minister of Finance who is opposed to relaxing bank secrecy laws. 

Wolfgang Feuchtmüller: (Project X Suggested Additional Suspect). Chairman of 

the Supervisory Board at Pioneer Investments Austria GmbH. He was the man that 

allegedly introduced Kohn to Randa and his title was “advisor of the board”. 

Peter Fischer: (RICO SUSPECT) - One of the four “additional suspects for criminal 

proceedings” identified by BakerHostetler - Extremely well connected and competent 

Austrian banker involved in several major scandals. He was a high-ranking executive 

of Länderbank and Bank Austria’s Treasurer after a career that started at the PSK. 

Fischer has served on the board of Alpha Prime since its creation in 2003. He was 

also managing director of Anaxo. He was a former chairman and is now honorary 

president of ACI Austria, the Financial Markets Association. 

Fritz Galavics: Head of treasury sales at Bank Austria under Hemetsberger. 

Galavics was well connected with the SPÖ through his great uncle Vranitzky, the 

former SPÖ Chancellor. He was blamed for the bank’s treasury failings that have 
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resulted in legal actions in recent years. He is from Burgenland, the province that had 

the most victims of the bank’s treasury debacle. 

Helmuth Frey: (RICO SUSPECT) Former CEO of LGT Bank AG (Bank Austria) 

before it was sold to Invesco. Was also head of sales at Bank Medici from Feb 2006 

to shortly before the Madoff exposure in 2008. He had joined Bank Medici’s 

Supervisory board in 2006. He reportedly met Kohn while working as a Director of 

Bank of America in New York between 1973 and 1984 and was the man who 

oversaw the creation of the Herald (Lux) fund. 

Karl-Heinz Grasser: Independent Austrian politician appointed as minister by the 

FPÖ and the BZÖ. He was from February 2000 to January 2007, Austrian Minister of 

Finance. Involved in a number of scandals. 

Klaus Grubelnik: Austrian investigative journalist now member of the FMA that 

wrote the book “The Red Kraken”. 

Alfred Gusenbauer: a former Austrian politician who served from January 2007 to 

December 2008, as Federal Chancellor of Austria. From 2000 to 2008 he was national 

chairman of the SPÖ. Since the end of his political career, in 2009, he was an active 

consultant and lobbyist to the banking group Hypo Group Alpe Adria and in various 

positions in the construction, real estate and finance industries, including as Chairman 

of the Board of STRABAG. He also promoted for Bank Medici. 

Gianfranco Gutty: (RICO SUSPECT) He currently serves as a director of Banca 

Intesa, Banco Santander and Commerzbank. He served as Deputy Chairman of 

UniCredit from 2006 until 2008. Prior to this appointment, Gutty served on the board 

of UniCredit from 2005 until 2008. Gutty served as a director of Bank Medici and 

PrivatLife AG (“PrivatLife”). PrivatLife is a Liechtenstein-based insurance company 

associated with Bank Medici of which Kohn is the majority shareholder. 

Jörg Haider: An Austrian politician. He was Governor of Carinthia on two 

occasions, the long-time leader of the Austrian Freedom Party (FPÖ) and later 

Chairman of the Alliance for the Future of Austria (Bündnis Zukunft Österreich, 

BZÖ), a breakaway party from the FPÖ. 

Erich Hampel: (Project X Suggested Additional Suspect). He is an Austrian bank 

manager and, since 1 October 2009 Deputy Chairman of UniCredit Bank Austria AG. 

Until 30 September 2009 he was CEO of UniCredit Bank Austria AG. 

Michael Häupl: Since 1994 he has been Mayor and Governor of Vienna, and since 

1995 President of the Austrian Federal cities. Together with Renate Brauner, the 
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city’s finance boss, he is responsible for AVZ, that played a key role in the Madoff 

pyramid scheme. 

Christian Hausmaninger: (Project X Suggested Additional Suspect). Legal expert 

often working for Bank Austria. Managed to get Bank Austria director linked to the 

MIF scandal freed. Wrote a book together with Kretschmer. Is licensed to practice in 

the New York and Austrian bars, after graduating from Harvard and the Vienna 

School of Law. Is currently a partner in the law firm Hausmaninger Kletter and a 

Professor of Law at Salzburg University. 

Wilhelm Hemetsberger: (RICO SUSPECT) aka Red Willi because of his 

Communist past, he had meetings with Madoff to discuss and confirm Madoff 

strategies, but said they were only “get to know each other” sessions. Hemetsberger 

was a director of Bank Austria from February 2001 to May 2008. He was also a 

director of BA Worldwide from 1993 to 2003. In 2005, Hemetsberger was named as 

UniCredit’s Head of Global Markets and served on UniCredit’s Executive 

Management Committee. 

Rene Alfons Haiden: An Austrian bank manager. He studied at the Vienna 

University of Political Science, PhD and then joined as an employee in the Central 

Savings Bank (Zentralsparkasse) of Vienna. In 1973 he was the member of the Board, 

Deputy General Manager in 1977 and in 1990 its Director General. 

Hans Jörg Jenewein: Austrian politician (FPÖ). Since 1 July 2013 Member of the 

Austrian Parliament. 

Friedrich Kadrnoska: (RICO SUSPECT). He was head of internal audits, including 

the infamous 2001 and 2003 audits. They warned of clear risks, but he did not act on 

them or enforce a stop to the Madoff business. Now a member of the Executive Board 

at Privatstiftung zur Verwaltung von Anteilsrechten. Mr. Kadrnoska served as Deputy 

Chairman of the Managing Board and Deputy Chief Executive Officer of Bank 

Austria Creditanstalt AG (previously Bank Austria AG) from March 31, 2003 to 

January 26, 2004. He was CEO of BA’s Investment Bank Austria in the 90s, while 

IBA was serving as investment advisor to Thema that was “money for nothing”. 

Kadrnoska currently serves on UniCredit’s board of directors and is a member of 

UniCredit’s Remuneration Committee. 

Manfred Kastner: (RICO SUSPECT) Former options trader and head of Vienna 

Portfolio Management. Close confidant to Sonja Kohn. He allegedly got €600,000 

from her through HAM to console him over his “divorce”. Gerila was a company the 
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pair set up together. Kastner owns and controls MediciFinanz and APM Cayman. 

Kastner and Kohn created MediciFinanz and APM Cayman. He was an employee of 

Medici Cayman from 2000 until 2001. 

Erwin Kohn: (RICO SUSPECT) Owner of Herald Management and husband of 

Sonja Kohn. Lives with her in Switzerland where he has residency. Rumoured to have 

been the driving force in the relationship he supposedly has a large global property 

portfolio. He withdrew all the couple’s money from Madoff linked companies at the 

time Madoff confessed. Beneficial owner of HAM together with his wife and a 

director of Medici Realty Ltd. (“Medici Realty”), a Gibraltar entity owned by Bank 

Medici Gibraltar He is also the registered agent for Medici Finance Services in New 

York and also served as a director of FundsWorld, created FundsWorld to sell access 

to BLMIS though the Medici Enterprise Feeder Funds and Hassans, and the President 

and founder of Sharei. 

Sonja Kohn: (RICO SUSPECT) Austrian banker who had close ties with Bernie 

Madoff and was described by the trustee as “Madoff’s Criminal Soul Mate”. In 1994, 

she founded Bank Medici in Vienna. In the 1990s, she cooperated with Bank Austria 

to found more funds. Kohn marketed Madoff Feeder Funds to new investors, held a 

majority interest in Bank Medici, was director of Alpha Prime. She is the wife of 

Erwin Kohn, and owner of Herald Management. 

Johannes Koller: (Project X Suggested Additional Suspect). The assistant of 

Zapotocky, moved over from Länderbank. He was the co-author for many of the 

contracts and prospectuses. 

Werner Kretschmer: (RICO SUSPECT) One of the four “additional suspects for 

criminal proceedings” identified by BakerHostetler. Known by his nickname DDr at 

Bank Austria, it was a reference to his double Dr title and the fact that he liked to 

keep a tight control, like the former Communist DDR regime. He was the creator and 

developer for the Primeo funds family. He was a director of Bank Austria from May 

2006 until December 2008 and a director of Bank Medici from 2004 until 2006. 

Kretschmer was also a director of BA Worldwide. In 2009, Kretschmer was named 

CEO of Pioneer Investments Austria for Central and Eastern Europe. He impressed 

Randa so much at the start of his career, he fast tracked him by passing him on to 

Zapotocky to see what he could use him for. 
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Ferdinand Lacina: Austrian SPÖ politician and former finance minister in the 

1980s. In the supervisory board of Bank Medici and ‘national advisor group’ 

(Nationaler Beirat) then and now of Bank Austria. 

Harry Markopolos: former securities industry executive and an independent 

forensic accounting and financial fraud investigator. Markopolos discovered evidence 

over nine years suggesting that Bernard Madoff’s wealth management business was 

actually a massive Ponzi scheme. Beginning in 2000, Markopolos alerted the US 

Securities and Exchange Commission (SEC) of this formally more than once, but the 

SEC did not uncover the scheme. In 2010, he published a book on uncovering the 

Madoff fraud, titled No One Would Listen: A True Financial Thriller. 

Harald Nograsek: (RICO SUSPECT) Born Chief Executive Officer of the Austrian 

Travel Office, (Österreichisches Verkehrsbüro AG), which is Austria’s leading 

tourism organisation including hotels and travel agencies. He was the predecessor of 

Duregger as head of the BA subsidiaries department; he was allegedly the driving 

force between the closing of Primeo for new investors in 2003 and a specialist for 

creating sub divisions. He had worked at Bank Austria from 1990 to 2004. In 1995 he 

was department head for bank and finance subsidiaries. He was a director of 

BAWFM, Alpha Prime Fund, and Primeo Fund.  

James O’Neill: (Project X Suggested Additional Suspect). Former head of BA 

Cayman Islands. 

Irving Picard: is a partner in the law firm BakerHostetler and the Madoff trustee. 

Andreas Pirkner: (RICO SUSPECT) Austrian who was Director of Asset 

Management at Bank Medici. A qualified technician, moved into banking with job at 

Bank Medici as a project manager and ended up named as one of the RICO 

defendants. He was the Bank Medici contact for due diligence questions regarding the 

Medici Enterprise Feeder Funds, a job he was clearly not suited for. 

Peter Pilz: An Austrian Politian for ‘the Greens’ and a campaigning investigative 

MP. 

Gerhard Praschak: Former senior SPÖ functionary who committed suicide but left 

behind a damming indictment on the political corruption in Austria. 

Alessandro Profumo: (RICO SUSPECT) Former CEO of UniCredit Group who had 

excellent connections to Sonja Kohn. 

Hans Pretterebner: Austrian author and FPÖ MP who uncovered the case Lucona 

among other things, bringing the 1987 bestseller “The Lucona Case”. 
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Michael Radasztics: Prosecutor in the Madoff case, accused of delaying the process 

under influence from the SPÖ-linked boss Werner Pleischl. His assistant was Iris 

Freund, who was married to Dr Wolfgang Freund, who was a lawyer at DLA Piper 

until 30.04.2013, the legal firm that is working on the Madoff case for Bank Austria. 

Gerhard Randa: (RICO SUSPECT) aka Rambo Randa. One of the four “additional 

suspects for criminal proceedings” identified by BakerHostetler. From 1995 to 2003 

he was the chairman of Bank Austria. Randa then sat on the board of Bank Austria’s 

holding company HypoVereinsbank (“HVB”). Randa was instrumental to the creation 

of Primeo Fund, and was one of those that introduced Kohn to Bank Austria in the 

early 1990s. 

Ursula Radel-Leszczynski: (RICO SUSPECT) President of BAWFM, director of 

Madoff Feeder Funds Primeo and Alpha Prime; co-founder of Madoff Feeder Funds 

Alpha. Got the job through Kretschmer and she was not qualified, in fact she had an 

arts degree from a so-called degree mill. Admitted forgetting to pay taxes on €1.8 

million rumoured to be a bonus from her Madoff work. She was recently dismissed 

from the bank. 

Robert Reuss: (RICO SUSPECT) Vice President of Eurovaleur and a former 

employee of Infovaleur, both Kohn companies. Reuss was also employed as in-house 

counsel for Bank Medici, although according to the trustee he had no formal legal 

qualifications. 

Fred Sinowatz: Austrian SPÖ politician and Minister for Education and the Arts 

under the Bruno Kreisky governments in the years 1971 to 1983. Was linked to 

Noricum and famous for saying: “It’s all too complicated” or his classic: “Without the 

party, I am nothing.” 

Peter Scheithauer: (RICO SUSPECT) A former director of Bank Austria, and one 

of the creators of Primeo Fund, was a director of Herald (Lux) and from September 1, 

2008, CEO of Bank Medici. He was also well-connected with the old Länderbank 

crowd, incl Zapotocky and Fischer. 

Alfred Simon: (Project X Suggested Additional Suspect). aka ‘The Butcher’. 

President of Primeo Fund. Deputy head of asset management in ‘Z’ and later head of 

asset management at Bank Austria, and at the end head of the human resources dept at 

Asset Management. The strong right-hand of DDr Kretschmer. His job: to get rid of 

anyone that did not fit in. 
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Andreas Schindler: (RICO SUSPECT) The successor for Andreas Pirkner as head 

of Asset Management at Bank Medici, responsible for distribution of Herald. Had 

more experience in asset management at least as a salesman than Pirkner. Schindler 

helped create Herald (Lux) and served on its board in 2008. 

Frank Stronach: An Austrian-Canadian businessman and politician. He is the 

founder of Magna International entertainment and the man who was later to give 

Gerhard Randa a job. 

Rudolfine Steindling: also called Red Fini, was an Austrian entrepreneur. 

Transferred in 1992 with the help of Fischer, Zapotocky and Randa, 1.8 billion 

Schillings from Switzerland to Austria. Twenty years later bank accepted blame and 

paid €254 million. 

Werner Tripolt: (RICO SUSPECT) Member of the board of Bank Medici 

responsible for the operational side. He joined Bank Medici in 2007 as an assistant to 

the managing board of directors and officially became a member of the board on 

January 2008. Tripolt was responsible for the entire financial policy of Bank Medici, 

including credit and debit management, regulatory reporting, the bank’s company 

shareholdings, fund operations, and its infrastructure. 

Franz Vranitzky: is an Austrian politician. A member of the Social Democratic 

Party of Austria, he was Chancellor of Austria from 1986 to 1997. Great uncle of 

Fritz Galavics. 

Stefan Zapotocky: (RICO SUSPECT) One of the four “additional suspects for 

criminal proceedings” identified by BakerHostetler. He studied mathematics at the 

Vienna Technical University and began his banking career in the Erste Bank. He then 

went to Länderbank in 1988 and three years later was at Bank Austria where he took 

over the Asset Management department. He initially served as Bank Austria’s 

Director of Equities and was its Head of Asset Management from 1997-2000 when he 

left to join the Vienna Stock Exchange. His responsibilities at Bank Austria included 

oversight of investments and the creation of Primeo Fund and overseeing Bank 

Austria’s direct account with BLMIS. He served on Primeo and Alpha Prime Fund’s 

boards of directors. In 2006 he founded the private equity firm LPC capital, and in 

2005 was partner and managing director of Anaxo. The lawyer for that firm was also 

a lawyer for Bank Austria, Christian Hausmaninger. He is founder of Bast AG, and 

was the conspiracy’s ÖVP link man. 
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Chapter Notes 

 

(1) Source: Estimate by the legal firm Cremades Calvo-Sotelo based on information 

collected from over 30 law firms around the world representing the victims of the 

pyramid scheme in 25 countries. 

(2) www.finanzbuddha.at  

(3) Source: Österreichisches Lexikon 

(4) BankInvest was fused together with the Österreichische Investment Gesellschaft 

(ÖIG) to create Capital Invest that later was sold and became Pioneer Investments 

Austria (PIA). 

(5) Erko together with Infovaleur and certain other front companies in Europe such 

as Tecno Italy and Tecno Gibraltar existed merely to allow money to be paid out to 

other parts of the Illegal Scheme according to the trustee’s RICO filing. Kohn 

Complaint: 0-05411-brl Doc 97 Filed 04/06/12 Entered 04/06/12 18:04:29 

(6) BLMIS account number 1G0067. 

(7) ISBN: 3700706170, 9783700706175. 

(8)http://www.parlament.gv.at/PAKT/PAD/index.shtml?NRBR=NR&GP=XXIV&

PAD=62360&anwenden=Anwenden&PADVHG=ALLE&listeId=125&FBEZ=FP_02

5  

(9)The Zürcher Kantonalbank had another role later. The majority of the so-called 

Panamanian Trusts were put through the Wiener Privatinvest Bank that was during 

the crisis in any case sold to the Zürcher Kantonalbank - so that the Swiss privacy 

rules would take effect in Austria. The Panamanian Trusts were the only anonymous 

vehicle for dealing with securities and of course the sharing out of commissions, in 

contrast to wrappers who had named account holders. 

(10) Case No: 48 Cg 31/10h-34 

(11) International Security ID number: ISIN: DE000RA0DYV70  

(12) International Security ID number: ISIN: DE000R0DD4K8 

(13) Case Number: 604 St 4/11m 

(14) Equus was Equus Asset Management Ltd, a Bermuda-based Entity owned 

mainly by the Benbassat family; that provided administrative services to Thema 
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Management Bermuda; part owner of Hermes Management and Thema Management 

Bermuda. They also had Equus Asset Management Partners, L.P., a Bermuda-based 

entity that provided administrative support services to Hermes Management and was 

part-owner of Equus. 

(15) Discovery is the legal process where those in a legal action are ordered to hand 

over relevant documents. 

(16) A greasy spoon is a typical working class café selling traditional British 

breakfasts of bacon, eggs and toast. 
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