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      UNITED STATES BANKRUPTCY COURT 
DISTRICT OF MASSACHUSETTS 

        
       ) 
In Re:       ) 
       ) Chapter 11 
       ) 
TELEXFREE, LLC ,    ) Case No. 14-40987-MSH 
TELEXFREE, INC.,     ) Case No. 14-40988-MSH 
TELEXFREE FINANCIAL, INC.,   ) Case No. 14-40989-MSH 
       ) 
    Debtors.  ) Jointly Administered 
       ) 

 
AFFIDAVIT OF TIMOTHY MARTIN IN SUPPORT OF OBJECTION BY TRUSTEE 

 TO DISPUTED PARTICIPANT CLAIMS  
(SECOND AND THIRD OMNIBUS OBJECTIONS TO CLAIMS) 

 
I, Timothy Martin, being duly sworn, hereby submit this Affidavit in support of the 

objection by Stephen B. Darr, the duly appointed Chapter 11 Trustee (the “Trustee”) of the 

bankruptcy estates (“Estates”) of TelexFree, LLC, TelexFree, Inc., and TelexFree Financial, Inc. 

(collectively, the “Debtors”), to certain disputed claims of Participants.  This Affidavit pertains 

to the claims of twenty-one (21) Participants (the “Disputed Participants”) who are represented 

by the law office of Shapiro & Hender (“Participants’ Counsel”) and were the subject of 

objections in the Second and Third Omnibus Objections by Trustee to Claims. 

1. I am a Managing Director with the Business Advisory Practice of Huron 

Consulting Group (“Huron”), which serves as financial advisor to the Trustee. I have over 20 

years of experience providing accounting, auditing and financial consulting services to business 

organizations many of which are experiencing significant financial and operating difficulties. I 

am a Certified Insolvency and Restructuring Advisor, Certified Turnaround Professional and a 

Certified Fraud Examiner.  
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2.      The statements provided herein are based upon information and knowledge I 

have derived through my involvement in these Chapter 11 cases, as further set forth herein. 

3.     During the course of my duties in these cases, my colleagues and I have 

examined electronic copies of the Debtors’ books and records that were seized from the Debtors 

by federal authorities, which were provided to Huron, as well as documents produced by third 

parties in response to numerous motions for Federal Rule of Bankruptcy Procedure 2004 

examinations.   

4.     On October 7, 2015, the Trustee filed his Motion by Chapter 11 Trustee for 

Entry of Order Finding that Debtors Engaged in Ponzi and Pyramid Scheme and Related Relief 

(the “Ponzi Motion”).  In the Ponzi Motion, the Trustee sought two principal findings: first, that 

TelexFree was a Ponzi and pyramid scheme and, second, that Participant Claims should be 

determined based upon a “Net Equity” formula commonly employed in Ponzi scheme cases. 

5.     By order dated November 25, 2015, as amended on December 21, 2015, the 

Court found the Debtors had engaged in a Ponzi and pyramid scheme and that this finding was 

the law of the case. 

6.    By supplemental order dated January 26, 2016, the Court approved the Net 

Equity formula for determining Participant Claims.  The Net Equity formula provides for the 

following: 

(i) in determining the amount of a Participant Claim, any claim or portion of claim 

based upon accumulated credits in a Participant’s account (a “User Account”) as 

of the Petition Date shall be disallowed; 

(ii) Participant Claims shall be computed based upon the amount paid by the 

Participant into the scheme, including amounts paid pursuant to Triangular 
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Transactions, less amounts received by the Participant from the scheme, including 

amounts received pursuant to Triangular Transactions; 

(iii) In determining the amount of a claim of a Participant who has more than one User 

Account, the activity in all of the Participant’s User Accounts shall be aggregated 

and netted against one another.  

7.   The TelexFree books and records did not provide a direct mechanism to link the 

User Accounts associated with an individual Participant.  In order to determine if a Participant 

was a net loser or net winner in the scheme, Huron developed a computerized program (the 

“Algorithm”) to identify the owner of a User Account and to aggregate multiple User Accounts 

associated with a single Participant.  The Algorithm uses information supplied by Participants 

when registering User Accounts such as name, email address, street address, password, and cell 

phone number and other information which was stored in TelexFree’s management information 

system. 

8.   The process used to establish the Algorithm is based upon Deterministic Record 

Linkage, which entails generating links based upon the number of individual identifiers that 

match among available data sets.  Under this analysis, two records are considered a match if all, 

or a predetermined number of identifiers are identical.  Deterministic Record Linkage is a 

generally accepted practice where direct identifiers are available and of good quality.  The use of 

Deterministic Record Linkage requires multiple rounds of testing and analysis to ensure the 

minimization of false positives and false negative errors, yielding a more meaningful result than 

the analysis of raw data without it. 

9.   The Trustee, in coordination with Huron and BMC Group, developed an 

interactive internet portal that enabled Participants to file proofs of claim electronically (an 

“ePOC”) with the use of the Algorithm.  The ePOC required a Participant to provide at least four 
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common identifiers associated with any of their User Accounts.  The Participant was then shown 

the User Account(s) that the aggregation process associated with that Participant.  The 

Participant could then dispute the ownership of User Account(s), provide information regarding 

additional accounts, or dispute any transactions occurring in any User Account(s) of that 

Participant.   

10. The aggregation process was validated by the results of the ePOC process.  Of the 

Participants who provided the minimum required common identifiers, more than ninety-five 

percent (95%) accepted the User Accounts identified by the Algorithm.  The remaining 

Participants either manually added additional User Accounts, disputed User Accounts, manually 

modified their claim without referring to a User Account, or some combination of these.   

11. The Trustee previously filed objections to the claims of the Disputed Participants. 

12. On October 7, 2019, Participants’ Counsel filed an Omnibus Notice of Claimants’ 

Response to Trustee’s Proposed Claim Disallowance, which attached twenty (20) exhibits in 

support of the asserted claims of the Disputed Participants.   

13. On or about November 18, 2019, the Trustee filed a motion to continue the 

hearing scheduled for November 26, 2019 as to the Disputed Participant claims.  The motion was 

approved, and the hearings were continued to January 22, 2020. 

14. On November 26, 2019, the Trustee sent Participants’ Counsel a file containing 

the detailed User Account activity of each Disputed Participant, as well as an analysis comparing 

each Disputed Participant claim as filed with the information contained in the TelexFree books 

and records, and requested that the Disputed Participants provide any additional information 

available. 

15. On January 15, 2020, Participants’ Counsel provided the Trustee with affidavits 

from ten (10) of the Disputed Participants in further support of their claims. 
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16. Huron has conducted a detailed analysis of the Disputed Participant claims, the 

documents submitted by the Disputed Participants to the Court on October 7, 2019, and the 

affidavits provided by the Disputed Participants to the Trustee on January 15, 2020.  The Trustee 

has attempted to reconcile the supplemental information provided with the TelexFree records 

where possible, including locating additional User Accounts and verifying payment information.  

Where appropriate, Huron also conducted an analysis of counterparty data in connection with 

Triangular Transactions to determine, among other things, if the Disputed Participant was both 

the recruiting and recruited Participant in a Triangular Transaction and any claims asserted by 

counterparties to the Triangular Transactions. 

17. Based upon the methodology used by the Trustee to determine a Participant’s 

claims and the additional investigation performed as referenced above, the Trustee has proposed 

that the Disputed Participant Claims be resolved as set forth below.  As to Participants who the 

Trustee has identified as net winners, the Trustee seeks only to estimate the claim for distribution 

purposes at $0, subject to further determination in the class action proceedings. 

18. Exhibit “A” hereto is the detailed User Account activity of each Disputed 

Participant.  Exhibit “B” represents the affidavits submitted by the Disputed Participants to the 

Trustee on or about January 15, 2020. 

(i) Claim no. 121715, Peter Said Rahhaoul. 

The Participant asserted a claim in the amount of $4,500.  The claimant produced only a 

questionnaire alleging that $4,500 was given to certain third parties associated with TelexFree.  

The claimant produced no User Account data and no documentation of payment.  Huron was 

unable to locate any User Accounts in the TelexFree books and records matching the name or 

email address provided by the Participant.     

Recommended allowance is $0. 
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(ii) Claim no. 122256, Marcio Costa; 

The Participant asserts a claim of $17,220 but has provided no evidence of payment.   

The TelexFree books and records indicate claimant is a net winner in the approximate amount of 

$488,000.  The only documentation provided by the claimant was a statement indicating that 

claimant had more than 40,000 Participants in his downline (which is strongly indicative of net 

winner status) and a printout reflecting accumulated and unpaid credits in excess of $70,000.  

Pursuant to the Net Equity formula, unused credits do not count toward a Participant’s allowed 

claim.  Claimant has not refuted any of the activity attributed to him in the TelexFree books and 

records.   

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in the Class Action litigation. 

(iii) Claim no.122731, Saif Muhsen; 

The Participant has asserted a claim of $48,000 but has provided no evidence of payment.  

The TelexFree books and records indicate claimant is a net winner in the approximate amount of 

$233,000.   The only documentation provided by claimant is a Form 1099 sent by TelexFree to 

claimant for 2013 indicating compensation from TelexFree in the amount of $53,567.  Huron 

previously determined that the Form 1099’s issued by TelexFree to Participants in 2013 were 

based upon credits accrued, not actual amounts paid by the Participant into TelexFree, nor does it 

reflect amounts received by the Participant.  Claimant has not refuted any of the detailed User 

Account activity attributed to him in the TelexFree books and records. 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in Class Action litigation. 
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(iv) Claim no. 41941, Edward Dilorenzo; 

The Participant has filed a claim in the amount of $69,700.  In his affidavit filed on or 

about January 15, 2020, however, Participant claims to be a net loser only in the amount of 

$5,575 (page 3 of affidavit).  The TelexFree books and records reflect that Participant is a net 

winner in the amount of $3,891.   

Participant has provided some documentation in support of payments made.  Participant 

has failed to address various other User Accounts attributed to him by the Trustee (for example, 

Participant does not address User Account fasteddie1, pursuant to which he received $28,128 

directly from TelexFree and which would eliminate any alleged losses). 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in the Class Action litigation. 

(v) Claim no. 41972, Maria Avila; 

The Participant has filed a claim in the amount of $4,275.  The TelexFree books and 

records indicate a net loss in the amount of $237. The Participant’s record of payments made 

through direct and Triangular Transactions matches the TelexFree books and records.  The 

Participant does not, however, account for any amounts received by the Participant through the 

scheme.  

Recommended Allowance:  Conditionally allowed claim in the amount of $237. 

(vi) Claim no. 42506, Panagiotis Iatrou; 

Participant has filed a claim in the amount of $20,000.  The TelexFree books and records 

reflect that Participant is a net winner in the amount of $23,515.   The Participant alleged in his 

questionnaire that he made $20,000 in payments to TelexFree but did not provide any evidence 

of payment.  Further, the Participant does not address the User Account activity attributed to him 
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by the Trustee, including User Account peteri pursuant to which the Participant received $31,681 

directly from TelexFree. 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in Class Action litigation. 

(vii) Claim no. 42528, Carolina Jimenez; 

Participant submitted a questionnaire on October 7, 2019 asserting a claim of $9,475. 

Participant filed an affidavit on or about January 15, 2020, however, stating that she only 

invested $4,275 in TelexFree and received at least $100 in return.  The TelexFree books and 

records indicate a net loss in the amount of $4,171, which matches the January 2020 affidavit. 

Recommended Allowance: Conditionally allowed claim in the amount of $4,171. 

(viii) Claim no. 42543, Manal Hamadi; 

Participant asserted a claim in the amount of $15,675.  The TelexFree books and records 

indicate Participant is a net winner in the amount of $3,427.  Participant alleges that he invested 

$15,675 into TelexFree but the amounts asserted in his questionnaire add up only to $14,250 

which matches TelexFree’s records of payments made by the Participant.  The Participant, 

however, makes no attempt to dispute the User Accounts attributed to him reflecting receipts by 

the Participant of $17,677, including $5,578 in payments made directly by TelexFree. 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in Class Action litigation. 

(ix) Claim no. 42547, Ali Hamadi; 

The Participant has asserted a claim in the amount of $68,400.  The TelexFree books and 

records indicate a net loss in the amount of $40,187.  The Participant has only provided 

documentation to substantiate payments totaling $7,093.  The Participant has made no attempt to 

dispute the User Account activity reflecting receipts by the Participant of $30,585.  The Trustee 
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is prepared to recognize all receipts reflected in the TelexFree books and records provided that 

payments reported are similarly recognized. 

Recommended allowance: Conditionally allowed claim in the amount of $40,187. 

(x) Claim no. 42581, Hubert Lubin; 

The Participant has asserted a claim in the amount of $14,575.  The TelexFree books and 

records reflect net winnings in the amount of $5,716.  Participant has provided no evidence of 

payment.  Participant has also not addressed the User Account activity attributed to him by the 

Trustee and the receipts by the Participant reflected therein. 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in Class Action litigation. 

(xi) Claim no. 53913, Mohamed Bendahgane; 

Participant has asserted a claim in the amount of $15,675.  The TelexFree books and 

records indicate a net loss in the amount of $2,450.  The Participant did not provide any 

documentation of any kind in either the submission on October 7, 2019 or the affidavit submitted 

on or about January 15, 2020.  The claim should therefore be determined based upon the 

TelexFree books and records. 

Recommended allowance: Conditionally allowed claim in the amount of $2,450.  

(xii) Claim no. 57228, Isabel Torres; 

Participant asserted a claim in the amount of $15,675.  The TelexFree books and records 

reflect that Participant is a net winner in the amount of $4,448.  Participant identifies 

approximately $20,000 in withdrawals from her bank account as alleged evidence of payments 

made into TelexFree, without any evidence as to payee.  Participant does not address any of the 

User Account activity attributed to her by the Trustee, including $5,873 of payments made 
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directly by TelexFree to the Participant. TelexFree records reflect that Participant invested only 

$4,275 into the scheme. 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in Class Action litigation. 

(xiii) Claim no. 67559, Rachid Saleh; 

Participant asserted a claim in the amount of $27,550.  The TelexFree books and records 

reflect that Participant suffered a net loss of $3,250.  Participant provided no evidence of 

payment, only copies of Welcome internet screenshots pertaining to TelexFree.  TelexFree 

records reflect that Participant invested $10,424 into the scheme.  Participant made no attempt to 

reconcile the User Account activity attributed to him by the Trustee. 

Recommended allowance: Conditionally allowed claim in the amount of $3,250.  

(xiv) Claim no. 76811, Carlos Dealvarenga; 

Participant asserted a claim in the amount of $25,000.  The TelexFree books and records 

reflect that Participant was a net winner in the amount of $40,732.  Participant provided evidence 

of only two payments to TelexFree totaling $15,725.  Participant did not attempt to address the 

approximately 200 User Accounts attributed to him by the Trustee or the activity therein. 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in Class Action litigation. 

(xv) Claim no. 129389, Kyi Kyi Soe; 

The Participant asserted a claim of $15,000.  The TelexFree books and records reflect a 

net loss of $1,425.  On October 7, 2019, the Participant filed a questionnaire with the Court 

indicating a net loss of $1,425.  On or about January 15, 2020, the Participant submitted an 

affidavit claiming a net loss of $15,000, without identifying to whom payment was made or 
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providing any evidence of payment.  The Trustee submits that the Participant’s earlier statement 

comports with the TelexFree books and records. 

Recommended allowance: Conditionally allowed claim in the amount of $1,425.  

(xvi) Claim no. 130708, Rahima Boughalem; 

The Participant has asserted a claim in the amount of $4,500.  The TelexFree books and 

records reflect no activity for the alleged Participant.  Participant has provided no documentation 

to substantiate the claim.  Participant provided evidence of participation in the Wings Ponzi 

scheme, which is totally unrelated to TelexFree, and produced a Police Report making reference 

to a promise of a platinum credit card from an unknown party. 

Recommended Allowance: $0. 

(xvii) Claim no. 131618, Earley Barbosa; 

The Participant has asserted a claim in the amount of $45,000.  The TelexFree books and 

records indicate that Participant was a net winner in the amount of $223,000.  On October 7, 

2019, Participant submitted a questionnaire that provided no documentation as to the Claim.  

Further, Participant has made no effort to address the activity in more than thirty (30) User 

Accounts attributed to him by the Trustee. 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in Class Action litigation. 

(xviii) Claim no. 131640, Sharon Reed; 

The Participant asserted a claim in the amount of $21,000.  The TelexFree books and 

records reflect a net loss of $6,608.  On October 7, 2019, Participant submitted a questionnaire 

that provided no documentation as to the Claim.  Further, Participant has made no effort to 

address the activity in approximately fifteen (15) User Accounts attributed to her by the Trustee, 

including direct payments made by TelexFree to the Participant in the amount of $14,816. 
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Recommended Allowance: Conditionally allowed claim of $6,608.90. 

(xix) Claim no. 131699, George Berube; 

The Participant asserted a claim in the amount of $12,000.  The TelexFree books and 

records indicate that Participant was a net winner for approximately $21,000.  Participant has 

provided no documentation to substantiate the claim and acknowledges that he did not keep any 

records.  Participant has made no effort to address the activity in approximately two hundred 

(200) User Accounts attributed to him by the Trustee.  The Participant references his filing of a 

Chapter 7 personal bankruptcy petition.  Although the Trustee did not receive notice of this 

filing, upon information and belief, the filing refers to case no. 16-10148 filed in the United 

States Bankruptcy Court for the District of Maine.  The Participant did not disclose any amounts 

owing from TelexFree as an asset on his petition and therefore has waived any right to pursue 

such claim. 

Recommended Allowance: $0 for distribution purposes, subject to determination of net 

winnings in Class Action litigation. 

(xx) Claim no. 131729, Brandon Zagarella; 

The Participant asserted a claim of $106,875, which appears to be largely duplicative of 

the claim of Joseph Zagarella, below.    The TelexFree books and records indicate that the 

Zagarellas in the aggregate have net winnings of approximately $171,000.  The Participant has 

provided no documentation to evidence payments made or to address the activity in 

approximately 800 User Accounts as reflected in the TelexFree records.  The Trustee has 

objected to two additional claims which appear to be duplicative of Claim 131729, and which are 

scheduled for hearing on March 12, 2020.  See Claims 131722 and 131730 of Joseph Zagarella, 

Seventh Omnibus Objection by Chapter 11 Trustee to Disputed Participant Claims.  Unless the 

other Zagarella claims are withdrawn at this time, the Trustee recommends that this claim and  
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