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yourself for the record?
MR. WISTOW: She knowswho | am.
MR. PETROS: But the record doesn't.
MR. WISTOW: But she makes the
record.
MR. PETROS: Is anyone on the phone?
(PAUSE)
MR. PETROS: We noticed this
deposition for 9:30. It'salittle after 9:30,
we're going to get started.
EXAMINATION BY MR. PETROS
Mr. Verrecchia, have you ever been deposed before?
Yes, | am.
How many times have you testified at a deposition?
More than six, less than twelve.
Have you ever testified in a courtroom before?
Yes.
How many times have you testified in a courtroom?
Once.
Okay. Based on your experience, you probably know
the rules, let mejust repeat some ground rules
for today, if you have any questions, let me know.
I'm going to ask you a series of questions.
Linda, the court reporter, is going to take down
everything that anyone says today, including your

July 7, 2014

1 A Yes

2 Q. Wasanybody representing you in connection with

3 the 38 Studios matter before that?

4 A. No.

Q. Whois paying the feesfor your attorney?

MR. WISTOW: Let mejust say, there
isgoing to be no feeto him. 1'm not getting
paid, except on the contingent basis that
everybody knows about.

Q. Allright. Mr. Verrecchia, I'd liketo start
talking about your early involvement in the 38
Studios matter okay?

A. Okay.

Q. Allright. Doyou recall that the 38 Studios
transaction was first presented to the full EDC
board on or about June 9, 20107

A. lrecadl it being presented to the board, you
know, in that general time frame. To say June --
aspecific date, | don't recall, but it wasin
that May, June time frame.

Q. Let'sfair enough. Let me show you the minutes
for the meeting to seeif we can clear that up.

A. Sure.

Q. Mr. Verrecchia, some of the exhibits I'm going to
show you have previously been marked at other
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answersto my questions, hopefully. If at any
point in time | ask you a question that you do not
understand, will you let me know that?

A. Yes

Q. If youdo that, | promiseI'll try to rephrase the
guestion in away that's clear for you; okay?

A. Okay.

Q. If you answer my question, I'm going to assume you
understood it; isthat fair?

A. That'sfair.

Q. Okay. If you need to take a break at some point
intime, let me know, I'll try to accommodate you
as soon as you can?

A. Okay.

Q. Do you have any questions about the procedures
today?

A. No.

Q. You understand the oath you just took is the same
oath you would givein a court of lawv?

Yes.

Who is representing you here today?

Max Wistow.

When did you retain him as your attorney?

When | was subpoenaed.

Subpoenaed for this deposition?

depositions; thisis one of those. Itis marked

as Plaintiffs Exhibit 116. It isthe minutes of
the directors' executive session of the EDC dated
June 9, 20107

A. Okay.

Q. Ifyoujust look at it briefly, the bottom of Page
1, top of Page 2 | want to ask if that refreshes
your recollection that the June 9 meeting was the
first meeting where Governor Carcieri and others
presented the 38 Studios transaction to the EDC
board at a board meeting?

A. Okay.

Q. Doesthat appear to be the board meeting at which
Governor Carcieri introduced the 38 Studios
transaction to the board as awhole?

A. Thisiswhat it says June. | can't remember
it was specificaly June 9, but | certainly don't
disagree with what's on here. If you say it was
June 9, that's fine with me.

Q. The heading on this document is June 9, 2010,
right?

A. Yes

Q. Okay. Anddid you -- you do recall you were vice

24  chair of the board at that time?

25 A. Yes
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1 Q. Did you regularly receive minutes of board
2 meetings after the meeting took place?
3 A Yes
4 Q. Anddid you review those minutes when you received
5 them?
6 A. Yes
7 Q. Okay. Did you keep copies of those minutes?
8 A. No.
9 Q. What did you do with them?
10 A. | destroyed them.
11 Q. Didyou receive them eectronically or physically?
12 A. | would -- minutes werein abinder that we
13 would receive at each of the board meetings, but
14 wewould also get a packet prior to the board
15 meetings, and the minutes of the meeting would
16 oftentimes be there, if they werein.
17 Q. How would you receive that packet before the board
18 meeting, was that electronic?
19 A. No, hard copy.
20 Q. Hardcopy. Wasit mailed to you?
21 A. | believeso.
22 Q. Okay. Fair enough. Well talk more about Exhibit
23 116 later, Mr. Verrecchia. Let metalk about your
24 early involvement. Did you learn about the 38

July 7, 2014
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1 MR. CONNOLLY': Mike Connolly, I'm

2 goingto beon for alittle bit. | thought |

3 would listen for abit. Mike Connolly for

4 Zaccagnino and Wester.

5 (MR. GLADSTONE ENTERED AT THIS POINT)

6 MR. PETROS:. Dave Martland isnow in

7 theroom on behalf of Keith Stokes.

8 MR. GLADSTONE: Bruce Gladstoneis

9 essentialy inthe room for J. Michael Saul.

MR. WISTOW: | don't know about
essentially. You'retaking up agood part of it.
(OFF THE RECORD)

Q. Mr. Verrecchia, let me go back to ask you amore
precise question. When did you personally first
learn about a possible transaction between EDC and
38 Studios?

| don't recall thedate. Again, | didn't
learn about it at any different time than the
board. It was presented to the board first asa
transaction with a company not identified as 38
Studios, and then when it was presented as 38
Studios.

Q. Soyou didn't learn about the possible transaction
with 38 Studios until the whole board learned

10
11
12
13
14
15
16
17 A.
18
19
20
21
22
23
24

25 Studios transaction or possible transaction with 25 about it?
Page 10 Page 12
1 38 Studios before this June 9, 2010 board meeting? 1 A. That'smy recollection, yes.
2 A. Welearned about a potential transaction. 38 2 Q. Areyoufairly certain about that?
3 Studioswas not identified initially. 3 A. Youknow, it was four years ago, but yes.
4 Q. Okay. Didyou, you specifically, did you learn 4 Q. Okay. Wereyou -- there was another board member
5 about apossible transaction with 38 Studios some 5 named Steve Lane who was on the board at that
6 time before this June 9, 2010 board meeting? 6 time?
7 (DAVID MARTLAND ENTERED AT THIS POINT) 7 A. Yes
8 A. I might have. When | say that, the board was 8 Q. Didyouknow Mr. Lane?
9 presented -- the staff at EDC presented to the 9 A. Yes
10 board apotential transaction. They did not 10 Q. What was your relationship with him?
11 identify at that time that it was 38 Studios. 11 A. He'safriend, not aclosefriend, but
12 What they indicated was that the L egislature had 12 someonethat | knew for a quite some number of
13 approved a$125 million loan fund, and they were 13 years.
14 working with a potential company in a potential 14 Q. You knew each other before you were both appointed
15 transaction. 15 tothe EDC board?
16 Now, again, all of thisistaking place some 16 A. Yes.
17 timeinthe May, Junetimeframe. So, asto 17 Q. Okay. Wereyou and Steve Lane, as directors of
18 gpecifically when 38 Studios was mentioned, | 18 EDC, working with the staff of EDC on the 38
19 don'trecal. It could have been this June Sth. 19 Studios transaction before the full board knew
20 It could have been a meeting before then. But 20 about that transaction?
21 there was a meeting where they talked about a 21 A. No.
22 potentia transaction, didn't give alot of 22 Q. lIsityour testimony that this June 9, 2010 board
23 details, but did not indicate it was 38 Studios. 23 meeting was the first time you learned that there
24 MR. PETROS: Just for the record, did 24 wasa-- EDC was discussing a possible transaction
25 someone sign on to the phone? 25 with 38 Studios?
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each other in town.

15 Q. Soyou've never had dinner together socially with
16 Governor Carcieri?

17 A. No.

18 Q. Didyou know him before he was Governor?

19 A. Yes.

20 Q. I'mgoing to show you what has been previously
21 marked as Plaintiffs Exhibit 46, Mr. Verrecchia
22 A. Okay.

23 Q. Allright. You can see, | think, that Exhibit 46
24 it'sacover email by Sharon Pentato the board

25 dated April 5, 2010; is that correct?

14

Wells Fargo Securities, LLC July 7, 2014
Page 13 Page 15
1 A. Again, as| said amoment ago, it was during 1 A. Yes
2 that May, Junetime frame that we learned about 38 2 Q. Itincluded the board of EDC and some other
3 Studios. Could that have been before June 9th? 3 recipientsaswell, right?
4 It could have been. | just don't recall. 4 A. Yes
5 Q. Butyou do recall that when you learned of it, you 5 Q. If youturn to the second page of that document,
6 learned of it at a board meeting with the rest of 6 there'samemo from Keith Stokes. Hewas
7 theboard present, right? 7 executive director of EDC at that time?
8 A. Yes. | believe so. 8 A. Yes
9 Q. Okay. Andyou indicated there may have been an 9 Q. And doesthat memo generally discuss the Job
10 earlier board meeting where some unidentified 10 Creation Guaranty Program we talked about a moment
11 transaction was discussed, but 38 Studios was not 11 ago?
12 mentioned? 12 MR. WISTOW: If you want to give him
13 A. That'scorrect. 13 aminuteto read it.
14 Q. That earlier board meeting, isit possible that 14 A. Yes, it appearsto do that.
15 that board meeting was the meeting where the board 15 Q. Doesit attach what appears to be draft
16 was briefed on the Job Creation Guaranty Program 16 legidation or draft resolution concerning the
17 which provided about $125 million in funding for 17 RIEDC Job Creation Guaranty Program?
18 certain projects? 18 A. Yes.
19 A. Yes. 19 Q. Okay. Do you recall that at about this time, back
20 Q. Isit possible that was the meeting you were 20 inApril of 2010, EDC was proposing this Job
21 referring to where a transaction was talked about 21 Creation Guaranty Program?
22 but not identified? 22 A. No.
23 A. Yes. 23 Q. Doyou recdl it was being proposed later in the
24 Q. Did you have any discussions with the Governor 24 summer -- later in the spring of May 2010?
25 about the 38 Studios transaction before that 25 A. No. The-- my recollection, thiswas never
Page 14 Page 16
1 transaction was discussed with the board as a 1 being proposed to the EDC. Keith Stokes announced
2 whole? 2 totheboard that the Legidlature had approved
3 A. No. 3 thisprogram. | was unaware that we -- that the
4 Q. What was your relationship with Governor Carcieri? 4 program was even being considered by the
5 A. Again, | knew him as Governor. | aso knew 5 Legidature until the time Keith Stokes indicated
6 him from the Town of East Greenwich. He had also 6 they approved this $125 million job creation
7 asked myself and Paul Choquette to chair a 7 program.
8 committee, to review the operations of the EDC, 8 Q. Let'stakethat onestep at atime. Did you
9 thiswas prior to my becoming on the board, so we 9 receivethisexhibit that's marked as Plaintiffs
10 did that, and that was my exposure to him. 10 Exhibit 46?
11 Q. Washeafriend? 11 A. If my nameisonit, then | would have
12 A. Yeah. | mean, wedidn't see each other 12 receivedit.
13 socially. Wedidn't go out to dinner. We'd see 13 Q. Would you have reviewed the contents of the e-mail

14
15
16
17
18
19
20
21
22
23
24
25

when you received it?

A. | certainly perused it, yes.

Q. Okay. And aswe said, the second page is amemo
from Keith Stokes to the RIEDC board of directors,
correct?

A. Uh-huh.

Q. The heading is EDC Job Creation Guaranty Program,
Legislative Approval, right?

A. Uh-huh.

Q. You haveto say yesor no.

A. Yes. I'msorry.

Q. Thank you. And in this memo does Keith Stokes

Allied Court Reporters, Inc. (401)946-5500
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14 the board, including yourself, about the status of

15 that program, right?

16 A. Correct.

17 Q. Wasthisthe program that eventually was used to
18 fund the 38 Studios transaction?

19 A. | believe so.

20 Q. Now, if you look at the third paragraph, they're
21 taking about funding up to $125 million, correct?
22 A. Correct.

23 Q. Mr. Verrecchia, when did you go on to the EDC
24  board?

25 A. Itwould have been -- | don't recall the

Wells Fargo Securities, LLC July 7, 2014
Page 17 Page 19
1 announce that the Legislature has already approved 1 wasKaeith Stokes, indicated that the original
2 an act or resolution establishing the Job Creation 2 request had been for $50 million and the
3 Guaranty Program? 3 Legislature had increased the amount to $125
4 A. Letmereadit. 4 million for this specific transaction, which later
5 MR. PETROS: Sure. 5 turned out to be 38 Studios.
6 (PAUSE) 6 Q. Okay. Did thisdiscussion take place at a board
7 A. Wadl, it says here, "The General Assembly has 7 meseting?
8 asked usto propose a program that would respond 8 A. Yes
9 totheneed for the credit enhancement in these 9 Q. Inexecutive session?
10 growth areas and at these levels," et cetera. 10 A. | don'trecal.
11 Q. EDC was proposing aprogram? 11 Q. Wasit one of the early board meeting discussing
12 A. Apparently, yes. 12 the 38 Studios transaction?
13 Q. Okay. Andinthismemo, Keith Stokesis briefing 13 A. Again, dl thiswas taking place during

14
15
16
17
18
19
20
21
22
23
24
25

April, May, June time frame. Asto exactly what
meeting and what time, whether it was in executive
session, | just don't recall.
Q. Wasit one of the earlier board meetings where 38
Studios was discussed?
A. Thefirst time--
MR. WISTOW: Objection. Don't pay
attention to me.
THE WITNESS: When you say earlier
board meeting, earlier than?
Q. [just mean you recall that there were three or
four board meetings where 38 Studios was

Page 18

1 exact date, but | believe it would have been
2 towardsthe beginning of 2010, but | don't recall
3 thetimethat the Governor appointed me until the
4 full board was approved by the Senate.
5 Q. Did you know whether or not EDC proposed a program
6 similar tothisin prior years?
7 A. No.
8 Q. Do you know anything about that history?
9 A. No.
10 Q. Do you recall an earlier proposal by EDC for a
11 similar job creation program that was funded at a
12 level of $50 million?
13 A. No.
14 Q. Didyou ever learn about that in your role asvice
15 chair of the EDC?
16 A. Yes.
17 Q. Okay. When did you learn about it?
18 A. | learned about it when the -- when Keith
19 Stokesand EDC staff indicated to the board that
20 the Legislature had approved a $125 million loan,
21 and they were considering atransaction involving
22 $75 million of that. The board asked the
23 question, why would we be giving 75 million of a
24 $125 million loan to a single transaction, and
25 after some discussion Keith Stokes, | believe it
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discussed?

A. Yes

Q. Wasthisdiscussion you just described with Keith
Stokes, did it occur at one of the earlier of
those board meetings?

A. Thefirst discussion -- there was a
discussion regarding the $125 million loan, and
that $75 million was being earmarked for a
particular transaction. At that time we did not
know it was 38 Studios.

Subseguent to that it was disclosed to usit
was 38 Studios because the board was questioning
whether we should give $75 million to one company,
and Keith Stokes indicated that, he used the term,
the Legislature/Speaker, | don't forget which,
specifically added $75 million to that fund for
this transaction.

Q. Kaeith Stokesin that conversation indicated to you
and the board that Speaker Fox was aware of the
fact that 38 Studios was looking for $75 million?

MR. WISTOW: Objection.

A. What he said was that $75 million was added
to the fund specifically for this transaction.

Q. Andyou later found out that this transaction was
the 38 Studios transaction?

Allied Court Reporters, Inc. (401)946-5500
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10 peopleat EDC.

11 Q. Was she someone who fregquently sent information to
12 board members like yourself?

13 A. Yes.

14 Q. At thebottom of the first page thereis an e-mail
15 from Sharon Pentato you and Steve Lane, correct?
16 A. Correct.

17 Q. That dateis April 8, 2010?

18 A. That'scorrect.

19 Q. Didyou receive that e-mail?

20 A. | don'trecall.

21 Q. Do you have any reason to dispute that you

22 received thise-mail?

23 A. No.

24 Q. Do you recal thise-mail; do you remember it
25 today?

Wells Fargo Securities, LLC July 7, 2014
Page 21 Page 23
1 A Yes 1 A. No.
2 Q. So, did heindicate that the Speaker had 2 Q. The heading of the e-mail is, Meeting with Curt
3 specificaly added $75 million to the fund for 3 Schilling on Friday at 9:00 A.M. at the EDC; do
4 that transaction? 4 you seethat?
5 A. Heused theterm, "Speaker" and 5 A. Yes
6 "Legidature," ailmost interchangeably. 6 Q. And the substance of the e-mail Sharonis
7 Q. Okay. Did hetak about legislative |leaders as 7 informing you that Keith wanted to let you know
8 wdl? 8 about ameeting being held the next day on a
9 A. No. 9 Friday, at 9:00 A.M. with the Governor, Curt
10 Q. Do you recall Steve Costantino's name coming up? 10 Schilling, Mike Corso, Keith and Mike Saul; do you
11 A. No. 11 seethat?
12 MR. WISTOW: | want to take a break 12 A. Yes.
13 for aminute. | want to talk to my client. 13 Q. Now, Curt Schilling, was he one of the -- part of
14 (WITNESS AND COUNSEL LEFT ROOM AND RETURNED) |14 the 38 Studios management team?
15 MR. WISTOW: Thank you. 15 A. Yes.
16 MR. PETROS: Y ou're welcome. Did | 16 Q. Didyou later understand he was the principal
17 haveachoice? 17 investor in 38 Studios?
18 (OFF THE RECORD) 18 A. Yes.
19 THE WITNESS: Let's moveit along, 19 Q. Okay. Do you know why you were being invited on
20 you guys are getting paid to do this, so... 20 April 8to ameeting involving Curt Schilling --
21 Q. Mr. Verrecchia, | want to show you a document that 21 A. | don'trecall.
22 we've marked now as Exhibit D-120. 22 Q. -- by the Governor. Do you know why the
23 (DEFENDANTS EXHIBIT D-120 23 invitation went out to you and to Steve Lane?
24 MARKED FOR IDENTIFICATION) 24 A. No.
25 Q. I'll state for the record, this document isan 25 Q. Wasthisthefirst -- had you heard anything about
Page 22 Page 24
1 email, atleast theinitial, top email isfrom 1 38 Studios before you received this e-mail?
2 Sharon Penta dated April 8, 2010 to Keith Stokes. 2 A. ldon'trecall. Again, thisisall happening
3 Thereareacouple of short e-mails. Let me know 3 during that April, May, June time frame.
4 when you've reviewed them, Mr. Verrecchia, and 4 Q. Okay. Do you see any other board members who are
5 I'll ask you afew questions about them. 5 onthise-mail, apart from you and Steve Lane?
6 (PAUSE) 6 A. No.
7 A. Okay. 7 Q. Toyour knowledge, were any other EDC board
8 Q. Allright. Who is Sharon Penta at thistime? 8 membersinvited to this meeting on Friday in
9 A. | believe shewasone of theclerical staff 9 April, which would have been April 9?7

10 A.
11
12
13

I'm not aware of any.

Q. Canyou helpmeat al, Mr. Verrecchia, as we sit
here today, do you have any recollection of you
and Steve Lane being asked by anybody to

14 participatein early discussions with 38 Studios?

15 A. No.

16 Q. Isitstill your testimony that you had no

17 involvement in the 38 Studios transaction until

18 that deal was announced to the full board at a

19 meeting?

20 A. That's correct.

21 Q. Didyou go to this meeting?

22 A. No.

23 Q. Do you know why you didn't go?

24 A. No.

25 Q. Look at the second page, it says, "Al, Keith knows
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1 you are going to be out of town tomorrow, but
2 wanted you to be aware of the meeting." "Steve,
3 Keithwould like you to attend if at al possible.
4 Pleaselet me know." Do you recall talking with
5 Kaeith Stokes about attending this April 9 meeting
6 sometime before you received this e-mail?
7 A. No, | don't recall that.
8 Q. Theemail indicatesthat Keith knew you were
9 going to be out of town before this e-mail was

sent, right?
A. Yes
Q. Doesthat refresh your recollection about an early
13 discussion with Keith Stokes involving 38 Studios?
14 A. No.
15 Q. Do you deny that such a conversation took place?
16 THE WITNESS: What conversation?
17 Q. Do you deny that you spoke with Keith Stokes about
18 attending a meeting on April 9 with Curt Schilling
19 and others, including the Governor?
20 A. | don'tdeny it. | don't recall having that
21 conversation.
22 Q. Okay. Fair enough. Do you recall adiscussion
23 with the Governor or Keith Stokes or anybody else
24  associated with EDC in which you were asked to

July 7, 2014

Page 27

1 Mr. Verrecchia, given your knowledge and
2 experience and your resources at Hasbro, will you
3 agreeto help us on the 38 Studios transaction?
4 A. | remember Mike Saul asking if he could speak
5 toanyone at Hasbro about the video game business.
6 Q. Didhetel youwhy?
7 A. | don't recall specificaly.
8 Q. Did he mention the 38 Studios transaction in that
9 discussion?
10 A. Hemay have. | just don't recall.
11 Q. Do you recall that discussion taking place before
12 the June 9 board of directors meeting that we
13 referred to earlier in this deposition?
14 A. Again, | don't recall exactly when he asked
15 that question.
16 Q. Just going back to the exhibit in front of you
17 whichweve marked. Do you believe that was the
18 first timethat Governor Carcieri was meeting with
19 Curt Schilling or somebody from 38 Studios?
20 MR. WISTOW: Objection.
21 A. | havenoidea
22 Q. Mike Corso was mentioned in that e-mail at the
23 bottom of the page. Did you know Mike Corso at
24 thetimeyou received this e-mail?

14
15
16
17
18
19
20
21
22
23
24
25

property in the video game market.

Q. Did you have some knowledge of the video game
market at that time?

A. Yes

Q. Did you have employees who worked for you who had
considerable knowledge of the video game market at
that time?

MR. WISTOW: Objection.

A. Yes

Q. Okay. Let mejust trying to find out, do you
recall anybody associated with the EDC coming to
you and saying to you words to the effect of,

25 participate early in the 38 Studios discussions 25 A. No.
Page 26 Page 28

1 because of your particular knowledge, experience 1 Q. Didyou know who he was?

2 and expertise? 2 A. No.

3 A. Ildon'trecall. 3 Q. Didyou know anything about him?

4 Q. What was your position at Hasbro at that time, 4 A. No.

5 Mr. Verrecchia? 5 Q. Didyou later learn that he was working for 38

6 A. Chief executive officer. 6 Studios on this transaction?

7 Q. Did Hasbro have any other -- was Hasbro 7 A. Only fromreading it in the newspaper during

8 participating in the video game market at that 8 thelast six months or so.

9 time? 9 Q. Didyou ever meet with Mike Corso in the spring or
10 A. Yes. 10 summer of 20107
11 Q. Inwhat way? 11 A. No.
12 A. Welicensed our propertiesto video game 12 Q. Didyou ever attend a meeting where Mike Corso was
13 developersto, you know, exploit our intellectual 13 present?

14 A. Not to my knowledge.

15 Q. Waell you would have known if you met with him,
16 right?

17 MR. WISTOW: Objection.

18 A. No. If wewere at a meeting, there are --

19 EDC meeting, oftentimes there were awhole host of
20 people sitting in the background. He could have

21 been there, and | wouldn't have known that.

22 Q. Hecould have been at a board meeting and you
23 might not have known it?

24 A. Right.

25 Q. Apart from aboard meeting were you ever at a

Allied Court Reporters, Inc. (401)946-5500

(7) Pages 25 - 28

115 Phenix Avenue, Cranston, Rl 02920 www.alliedcourtreporters.com



Rhode I sland Economic Development Corporation vs Alfred J. Verrecchia

12 THE WITNESS: Y ou asked me what my

13 position wasin 2010?

14 MR. PETROS: Right.

15 THE WITNESS: | was chairman at the

16 time. | had stepped down as CEOin'08. | was
17 chairman of Hasbro.

19 Goldner?

20 A. Yes

21 Q. What was Mr. Goldner's first name?

22 A. Brian.

23 Q. Haveyou ever seen this document before?
24 A. | don't believe so.

25 Q. | want to direct your attention to a couple of

Wells Fargo Securities, LLC July 7, 2014
Page 29 Page 31
1 meeting discussing 38 Studios where Mike Corso was 1 you had such adiscussion or did not have such a
2  present? 2 discussion, or do you just have no memory of it
3 A. No. 3 either way?
4 Q. Let meshow you another document, it's been 4 MR. WISTOW: Objection.
5 previously marked as Plaintiffs Exhibit 86. For 5 A. Norecollection at all.
6 therecord, thisisan e-mail, at least the first 6 Q. Youworked with Keith Stokes for more than a year
7 pageisan email from Mike Saul to Mike Corso and 7 asdirector of -- when he was executive director
8 Rob Stolzman dated April 12, 2010. 8 of EDC, correct? Let me back up, it was abad
9 THE WITNESS: Could | correct an 9 question. You became vice chair of the EDC board
10 answer? 10 inthe beginning of 2010, that's your memory?
11 MR. PETROS: Go right ahead. 11 A. | believeso.

18 Q. Do you see areference hereto the current CEO was

=
N

Q. And how long had you remained on -- did you remain
on the EDC board?

A. Until the end of 2010.

Q. Why did you leave at the end of 2010?

A. | had made the decision in the fall of 2010
that after the election | would offer my
resignation to the new Governor. | would offer to
stay on the board, but offer my resignation as
vice chair and a member of the EDC board to allow
the new Governor, whoever that may be, the
flexibility of having hisownteam. And so |
submitted my resignation letter at the end of
December, very early January.

Q. Wasthat decision influenced by the fact that the

NN NN R R R R R R
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things in this document, and then I'll ask you
about it. If you look down about halfway down the
first page, you see the bullet that begins,
"Schedule meeting with Al Verrecchia, vice chair
EDC board, Steve Lane, EDC board member, Brian
Goldner, Hasbro CEO (if possible), and Keith
Stokes with Curt Schilling, 38 Studios' management
team, and one to two 38 Studios board members.”
Do you see that?

A. Yes

Q. Doyourecal that in the middle of April of 2010
EDC was trying to schedul e a meeting between --
meeting involving you, Steve Lane, Brian Goldner

14 and the 38 Studios management team?

15 A. No, | do not.

16 Q. Didyou talk to Mike Saul and/or Keith Stokes

17 about such ameeting prior to the date of this

18 email April 12, 2010?

19 A. | don'trecal.

20 Q. Soyou may have had adiscussion with Mike Saul

21 and/or Keith Stokes about meeting with the 38

22 Studios management team, you just have no

23 recollection at this point in time, correct?

24 A. Thatiscorrect.

25 Q. Do you have a sense one way or the other whether
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Page 32

1 incoming Governor had threatened to sue EDC board
2 members?
3 A. No.
4 Q. Youwereaware of that, though, right?
5 A. Yes
6 Q. During that one-year period did you work with
7 Keith Stokes as the executive director?
8 A. Yes
9 Q. What was Mike Saul's position during your tenure
10 aEDC?
11 A. Hewasin charge of the financial side of
12 EDC, loans, grant programs, things of that nature.
13 Q. Isthat why he was deeply involved in the 38
14 Studiostransaction?
15 MR. WISTOW: Objection.
16 A. | don't know specifically why he was
17 involved, but it seemed natural .
18 Q. Washe deeply involved in the 38 Studios
19 transaction?
20 A. From my perspective, yes.
21 Q. Who was handling the 38 Studios transaction within
22 the EDC staff on a day-to-day basis?
23 A. | don't know.
24 Q. Doyou believethat either Keith Stokes or Mike
25 Saul would have tried to schedule a meeting with
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1 you and the 38 Studios' management team without 1 response. Did you think it wasimportant to
2 takingtoyou first? 2 convince the board that the 38 Studios' business
3 MR. WISTOW: Objection. 3 mode and projections would sell the bonds?
4 A. | havenoidea 4 A. | think it wasimportant for the board to
5 Q. Do you think they might have done that without 5 ensurethat the business model and projections
6 takingtoyou? 6 weresound. To sell the bondsin the context of
7 A. |don't know. 7 what you're saying here, you know, | mean, I'm not
8 Q. Doyou think that either Keith Stokes or Mike Saul 8 quite sure how to answer that question in regards
9 would have invited the CEO from Hasbro, Brian 9 tosdl the bonds.
10 Goldner, to a meeting with 38 Studios management 10 MR. WISTOW: The complete phrase was
11 without talking to you about that first? 11 versusthe credit enhancement, if that helps.
12 MR. WISTOW: Objection. 12 THE WITNESS: Okay, yes.
13 A. Again, | don't know. He certainly could 13 Q. Did you believe when you were approving this
14 have. | don't know that he did or didn't, or what 14 transaction that the 38 Studios' business plan
15 hewould or wouldn't do. 15 would sell the bonds as opposed to the credit
16 Q. Do you think most likely Mr. Verrecchiawould have 16 enhancement?
17 talked to you about that and gotten Mr. Goldner's 17 THE WITNESS: Would you repeat that?
18 name from you before inviting him to a meeting? 18 Q. Sure. You eventualy voted to approve the loan to
19 A. They didn't need meto get Brian 19 38 Studios, right?
20 Goldner'sname. He wasthe CEO of Hasbro, so he 20 A. Yes.
21  waswell known in the community. Common courtesy 21 Q. When you cast that vote, did you believe at that
22 would have been to contact me, but | don't recall 22 timethat the 38 Studios business plan and
23 them ever asking me about such a meeting. 23 projections would sell the bonds as opposed to the
24 Q. Canyou turn to the second page of this document. 24  credit enhancement?
25 | want to just ask you about a statement down 25 A. When | voted for the bonds, | believed that
Page 34 Page 36
1 here. If you look about two paragraphs down you 1 thebusiness mode and financial projections were
2 will seethefollowing statement, "Wells 2 sufficient to complete the development of the game
3 understands they will need to convince the EDC 3 andget it to market. So that was an important
4 board that 38 Studios business model and 4 consideration in selling the bonds.
5 projections are what will sell the bond versus the 5 Q. My question was, did you believe that investors
6 credit enhancement. EDC board will need a high 6 would buy those bonds because of the 38 Studios
7 confidence moral obligation will never be called" 7 business model and projections, or because of the
8 (sic). | just want to ask you about those two 8 credit enhancement?
9 statements. What was Wells Fargo'srolein this 9 A. Ifyou'reasking do I think the bonds could
10 transaction? 10 have been sold without the credit enhancement? |
11 A. Therewerethree professiona advisor firms, 11 don't know. | never made the distinction in my
12 WellsFargo, First Southwest and Strategy 12 mind asto which of those two elements were the
13 Analytics were engaged by the EDC to provide 13 most important. | looked at the complete package.
14 professional adviceto the EDC. | don't know 14 Q. Did any of the professional advisorsinform you
15 specifically what the EDC asked each of them to 15 that the bonds could not be sold without the
16 do. I did not read any of the contracts or 16 credit enhancement?
17 anything like that. 17 A. | don'trecal.
18 Q. Butyou did participate in board meetings where 18 Q. Didyou agreethat, "The EDC board would need a
19 each of those parties made presentations to the 19 high confidence moral obligation will never be
20 board, right? 20 called." Do you agree with that statement?
21 A. Yes. 21 A. | can't comment on the statement. | mean, it
22 Q. Andat least in part, in those presentations they 22 wasnot a-- | don't recall having a discussion at
23 described what they had done, right? 23 theboard, you know, in those terms.
24 A. Yes. 24 | recall having a discussion that we had a
25 Q. Okay. Well get to that later. | appreciate your 25 sound financia plan, and that would get the game
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1 tocompletion. And I'm sureyou will ask later, 1 had also required as a condition of closing a
2 werequired or requested a third-party overseer. 2 third-party monitoring agreement. We had actually
3 But theideathat we would have a high confidence, 3 wanted a completion bond, but weren't able to get
4 mora obligation would never be called, we wanted 4 acompletion bond. We were requiring a
5 to have ahigh confidence that the bond would be 5 third-party oversight, independent third-party
6 paid off. 6 oversight to review both game development and the
7 Q. Let meask you afew questions. When you say you 7 budget.
8 had asound plan to get the game to completion, 8 Q. Let meunpack that answer and ask you afew
9 what do you mean by completion? 9 questions about it. First, you said that the
10 A. Itwould go to market. 10 financial plan was reviewed by EDC staff, correct?
11 Q. What doesthat mean, it would be on the shelves 11 A. Yes.
12 for sae? 12 Q. Who onthe EDC staff reviewed the financial plan?
13 A. Yes. Wdll, inthisparticular case, it was 13 A. Mike Saul made the presentations. Who on
14 not on the shelf for sale as much it was an MM OG, 14 Mike Saul's staff, whether it was Mike or members
15 soitwould bereleased electronically in most 15 of hisstaff, | couldn't tell you.
16 cases. 16 Q. Okay. Didyou receive acredit memo with regard
17 Q. Wasthe MMOG also referred to as Copernicus? 17 to the 38 Studios transaction?
18 A. Yes. 18 A. | believewedid.
19 Q. All right. What did you understand the moral 19 Q. Wasit the standard practice of EDC to prepare a
20 obligation to be here? That was the credit 20 credit memo when the board was considering aloan?
21 enhancement, right? Let me back up. What did you 21 A. Atthat timethat wasthe first loan we had
22 understand the credit enhancement to bein this 22 looked at, so | can't comment on past practice.
23 transaction, Mr. Verrecchia? 23 Q. Didyou later learn that it was, as you served for
24 A. Tomeit would have been the combination of 24 ayear, that it was standard practice at EDC to
25 themoral obligation and the fact that the bonds 25 prepare acredit memo for the board when the board
Page 38 Page 40
1 wereinsured. 1 was considering the approval of aloan?
2 Q. What did you understand the moral obligation to 2 A. Yes
3 be? 3 Q. Wasthat practice followed here?
4 A. Thatif 38 Studioswas unableto pay back the 4 A. | believe so.
5 bonds, that the Legislature would have to approve 5 Q. Who prepared the credit memo?
6 each year the payment of any interest and 6 A. | usetheterm ED staff to cover everyone,
7 principal that it was due, but it was not a 7 from professionals advising them to outside firms.
8 general obligation bond. 8 It was presented to us by either Mike Saul or
9 Q. Didyou have ahigh degree of confidence that the 9 Kaeith Stokes or Rob Stolzman.
10 moral obligation would never be called on when you 10 Q. Okay. Didyou know someone hamed Sean Esten who
11 voted to approve this transaction? 11  worked at EDC?
12 A. Yes. 12 A. No.
13 Q. And what was the basis for your high degree of 13 Q. Didyou know any of the credit analysts that
14 confidence? 14 worked on thefinancial sideat EDC?
15 A. Therewere severa. First and foremost, we 15 A. No.
16 had afinancia plan that was reviewed, or at 16 Q. Soyou said EDC staff reviewed the financial plan.
17 least my understanding isit was reviewed by EDC 17 Youaso said that -- let me seeif | understand
18 staff and the three professional advisory firms. 18 what you're saying, you told us earlier there were
19 Again, I'musing all three, I'm not saying all 19 three professional advisors advising EDC on this
20 three had the same job, but were looking at that. 20 transaction, correct?
21 They made arecommendation to the board to do the 21 A. Therewere morethan that. These werethe
22 transaction. 22 three professionals. 1'm excluding at this point
23 EDC staff indicated that they had a sound 23 intimethelaw firms.
24 financia plan, that the net proceeds of the bond 24 Q. Let'sidentify -- you identified Wells Fargo,
25 were sufficient to get Copernicus to market. We 25 First Southwest and Strategy Analytics?

Allied Court Reporters, Inc. (401)946-5500

(10) Pages 37 - 40

115 Phenix Avenue, Cranston, Rl 02920 www.alliedcourtreporters.com



Rhode I sland Economic Development Cor poration vs

Alfred J. Verrecchia

22 A. Yes

23 Q. Do you remember whether it was Keith or Mike or
24 both who made this recommendation?

25 A. Most of the presentations were made by Mike

Wells Fargo Securities, LLC July 7, 2014
Page 41 Page 43
1 A Yes 1 A Yes
2 Q. With respect to those three firms, do you know 2 Q. Okay. What words did he use?
3 whether EDC asked one or more of those three firms 3 A. | can'trecal his specific words.
4 toreview the financial plan? 4 Q. Didheindicate that he was making a
5 A. No. | do not specifically know that. 5 recommendation, or did he say that the staff was
6 Q. Butyou believe that EDC asked one or more of 6 making arecommendation?
7 thosethreefirmsto review the financia plan? 7 A. | can'trecal.
8 A. Yes 8 Q. Do you recall whether the credit memo you believe
9 Q. Okay. What isthat understanding based on? 9 you reviewed contained a recommendation to approve
10 A. Presentationsthat were made to the board, 10 or not approve the transaction?
11 and recommendations from the three firms to move 11 A. | don'trecall what wasin the credit memo.
12 ahead with the transaction. 12 Q. Do you recall Keith Stokes making a recommendation
13 Q. Okay. First of all, EDC staff, did EDC staff 13 either way with respect to this transaction?
14 recommend to the board that it approve this 14 A. No.
15 transaction? 15 Q. Okay. Do you recall Rob Stolzman making a
16 A. Mike Saul and Keith Stokes did. 16 recommendation with respect to this transaction to
17 Q. How didthey do that, wasit orally, or wasitin 17 theboard?
18 writing, wasit in a credit memo; how did they do 18 A. No.
19 it? 19 Q. Do you recall Wells Fargo making a recommendation
20 A. Itwasoraly to the board. 20 tothe board on whether they should or should not
21 Q. Ataboard meeting? 21 approve thistransaction?

22
23
24
25

A. Thethree professional firms. Again, | can't
remember specifically who said what, when, but it
was made clear to the board that the professional
advisors were recommending this transaction. Now,

Page 42

Saul, but it was clear that Mike and/or Keith were
working in tandem with each other.

Q. | wanttotry to be as precise as we can on this
point. At aboard meeting did Mike Saul ever say
to the board that either he or EDC staff
recommended that the board approve this
transaction?

A. Yes

Q. Okay. What meeting did that take place?

A. | couldn't tell you the specific meeting.

Q. Wasit early, late, middle meeting; do you recall
anything about it?

A. It would have been probably in June, July,
August time frame as opposed to the April, May
time frame.

Q. You have a specific recollection of Mike Saul
indicating that either he or the EDC staff
recommended the board approve this loan?

A. Yes. | would not have voted for the loan
without ED staff recommending it.

Q. What you'vejust described is an inference. |
know it was four years ago, Mr. Verrecchia, asyou
told usearlier. Aswe sit here today, do you
have a specific recollection of Mike Saul
recommending that the board approve thisloan?
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20
21
22
23
24
25

Page 44

1 wasit Wells Fargo versus First Southwest versus
2 Strategy Analytics, | can't recall.
3 Q. Thebest you can recall isthat one or more of the
4 professional advisors recommended that the board
5 approvethedea?
6 A. Yes
7 Q. You can't recall which one or which two or which
8 threeit might have been?
9 A. That'scorrect.
10 Q. Andyou believe they expressed this at a board
11 meeting?
12 A. Yes.
13 Q. All three of these advisors you've named
14 presented, spoke to the board at one or more board
15 meetings, correct?
16 A. | believe so.
17 Q. Okay. And there were minutes prepared for each
18 one of those board meetings, correct?
19 A. | believe so.
20 Q. Do you recall whether any of the minutes, any of
21 theminutesfor the meetings at which those
22 professional advisors made presentationsto the
23 board indicate that they recommended that the
24 board approve the transaction?
25 A. |dontrecdl.
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1 Q. Didyou ever receive any piece of paper in which 1 Q. Andyou, asyou'vetold us, you knew that there
2 any one of those professional advisors indicated 2 wasawritten financial plan that had been
3 that they recommended that the board approve the 3 reviewed -- prepared by 38 Studios and reviewed by
4 transaction? 4 the EDC staff?
5 A. |don'trecal. 5 A. Yes
6 Q. Asyou sit heretoday, do you recall any specific 6 Q. Didyou ever ask to see that financial plan?
7 statement made by any one of those three 7 A. Weasked to seeafinancial plan, and it was
8 professional advisors where they said to the 8 presented to us as a PowerPoint at one of the
9 board, we recommend that you approve this 9 meetings. Which meeting, | don't recall.

10 transaction? 10 Q. Didyou ever ask to review yourself the financial

11 A. | don'trecal. 11 plan prepared by 38 Studios?

12 Q. By theway, when you referred to the term 12 A. No.

13 financial planinyour earlier answer, the 38 13 Q. Why not?

14 Studios financia plan what do you mean by that 14 A. | wasrelying upon the staff of EDC. It

15 term? 15 would have taken me an awful lot of time and

16 A. Therewasabudget and cash flow that was 16 energy that | didn't have to go in and review

17 prepared by 38 Studios and reviewed by EDC staff, 17 their financia plan.

18 Mike Saul, Keith Stokes, whomever, and we relied 18 Q. Mr. Verrecchia, you had risen to the -- you had at

19 upon the review of that specifically to determine 19 one point been the CEO of Hasbro, right?

20 whether or not there was sufficient funding to get 20 A. Yes.

21 the project to completion, completion meaning get 21 Q. And then you became the chairman of the board of

22 itto market. 22 Hasbro?

23 Q. Okay. Andyou recall that when EDC -- when Mike 23 A. Yes.

24 Saul made PowerPoint presentations to you, he 24 Q. Did you hold those two positions together at one

25 included in those presentations summaries of the 25 pointintime?

Page 46 Page 48

1 financia plan you're referring to of 38 Studios, 1 A. No.
2 correct? 2 Q. Had you been with -- when did you first start with
3 MR. WISTOW: Objection. 3 Hasbro?
4 A. 1dont recall each of the presentations he 4 A. October 1, 1965.
5 made specifically. 5 Q. And by the time you resigned as CEO, can you give
6 Q. Okay. My question was a different one. Do you 6 ussome sense of the size of Hasbro in the
7 recdl that in one or more of his PowerPoint 7 particular market it wasin?
8 presentations Mike Saul included information from 8 A. It had revenues of approximately $4.2 billion
9 the 38 Studios financial plan? 9 within the toy game industry and market

10 MR. WISTOW: Objection. 10 capitalization of about 5 hillion.

11 A. Again, | can't make that assumption on his 11 Q. Wasit one of the larger companiesin the toy and

12 part, but | assume so. 12 gameindustry?

13 Q. Do you recall receiving information, for example, 13 A. Atthetimeit wasthe second largest toy

14 about the critical assumptionsin the financial 14 company.

15 plan of 38 Studios? 15 Q. Inthe United States or in the world?

16 A. No, | don't recall that. 16 A. Intheworld.

17 Q. Do you recall seeing information about the level 17 Q. Okay. You had considerable business experience --

18 of sales 38 Studios anticipated? 18 A. Yes.

19 A. Therewas discussion about that, yes. 19 Q. --asaCEO. Had you had considerable business

20 Q. Okay. Do you recall PowerPoint presentations 20 experience prior to 2010 reviewing business plans,

21 presenting that information to the board? 21 for example?

22 A. Yes 22 A. Yes

23 Q. Did you understand that that information came from 23 Q. So, you had the expertise where you could have

24 thefinancia plan of 38 Studios? 24 digested and reviewed and understood a business

25 A. Yes. 25 plan, correct?
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14 A. Yes.

15 Q. You also understood that the MMOG game Copernicus
16 wasindevelopment --

17 A. Yes.

18 Q. -- scheduled to bereleased late in 20127

19 A. Yes.

20 Q. Somy question is, at the time that you approved
21 theloanto 38 Studios, did you understand that 38
22 Studios could pay back that loan even if the RPG
23 game, for example, never made it to market?

24 (PAUSE)

25 A. I'mtrying to think.

Wells Fargo Securities, LLC July 7, 2014
Page 49 Page 51
1 A. Yes 1 MR. PETROS: Take your time.
2 Q. Isthereany reason why you didn't do that here? 2 A. TheRPG -- the RPG, in my mind, had to be
3 MR. WISTOW: Asked and answered. 3 reasonably successful in order for the MMOG to be
4 A. Onceagain, | was depending upon the staff to 4 successful.
5 look at that plan and ask detailed questions about 5 Q. Right. Because the RPG sales would provide
6 theplan. Asan example, someone will say 6 additional funding to complete the MMOG, was that
7 revenuesare projected at X. The question is how 7 your understanding?
8 did you get to that number, what isit based upon, 8 A. That'snot why | just made that statement.
9 how many products going to market, what is the 9 Q. Tell mewhy.
10 pricing. All of that would go into reviewing the 10 A. The RPG was sort of the first installment of
11 financial planin-depth. | was depending upon the 11 the MMOG. If the RPG were not successful, then
12 ED staff to do that with the people at 38 Studios. 12 the question is how successful would the MMOG be?
13 Q. Okay. At thetimethat you voted to approve the 13 TheRPG, from afinancial perspective, was funded
14 loan to 38 Studios, did you understand that 38 14 by EA, and we knew that. And we knew that most of
15 Studios ability to repay that loan was dependent 15 therevenue coming ininitially would have to pay
16 upon the success of the MMOG? 16 off the EA loan. So | was more concerned with the
17 A. Yes. 17 market success of the RPG to support the MMOG.
18 Q. And did you aso understand that it was also 18 Q. Didyou know whether the business plan of 38
19 dependent on the success of the RPG, the 19 Studiosrelied upon revenue from the RPG to fund
20 role-playing game? 20 ongoing activitiesincluding the -- including
21 A. Tomeit was dependent upon the success of 21 completing the development of the MMOG,
22 the MMOG. 22 Copernicus?
23 Q. You believed at the time you voted to approve the 23 A. Yes. | knew that it relied upon alevel of
24 loan that 38 Studios could repay that loan even if 24  revenue. What that level was, | don't recall.
25 theRPG faled? 25 Q. Didyou ever ask anybody that question?
Page 50 Page 52
1 THE WITNESS: Could you repeat that? 1 A. Iltwaspresentedtous. | just don't recall
2 Q. Sure. Let megiveyou alittle context. You 2 what the number was.
3 understood when you voted on the transaction that 3 Q. Fair enough. So you understood when you approved
4 38 Studios was devel oping two games, correct? 4 the plan that the ability of 38 Studios to pay
5 A. Yes 5 back the loan was dependent upon the both the RPG
6 Q. The RPG gamel think was referred to as Project 6 andthe MMOG?
7 Mercury; does that sound right? 7 A. Yes
8 A. Yes 8 Q. Did anyone ever tell you that either one or both
9 Q. You understood that game was in devel opment, 9 of those games were going to be successful ?
10 correct? -- 10 A. Every new product introduction that people
11 A. Yes. 11  want to take to market claim they're going to be
12 Q. -- and scheduled to be released sometimelatein 12 successful. Soin that context, yes, people said
13 20117 13 it'sgoing to be successful.

14 Q. Apart from the 38 Studios representatives --

15 A. No one guaranteed success, no.

16 Q. Let meback up. The 38 Studiosteam, did they
17 tell the board they believed their products were

18 going to be successful?

19 A. Yes.

20 Q. Doyouthink it would be prudent for alender to
21 accept recommendations from a borrower about the
22 likely success of a product that's in development?
23 A. Yes.

24 Q. Okay. And EDC was acting as alender here?
25 A. Yes.
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1 Q. Okay. Apart from 38 Studios, did anyone else tell
2 you that one or both games, in their opinion, were
3 going to be successful ?

4 A. No.

Q. Did you ask that question to anyone during the
time period when you were considering whether or
not to approve the 38 Studios transaction?

A. No.

Q. Didyou believe at that time that it was possible

10 for aqualified person to give you an opinion on

11 whether or not either or both games would be

12 successful?

13 A. Project Mercury was being funded by EA. At

14 thetime, maybe even today, EA was the largest

15 video game distributor, certainly in the United

16 States, and | believe worldwide. They had

17 advanced $50 million for this game. That lent

18 some credibility to the gamein their minds, and

19 they were clearly more expert in that than anyone

20 dse, including myself on the board. | certainly

21 didn't view that as assuring or guaranteeing

22 success. Therewasn't anyone else that could do

23 morethanthat. | mean, you look at the game,

24 it'sagreat game, it should do well, but until
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Q. Soyou viewed the EA distribution agreement with
respect to the RPG as some level of outside
validation that that RPG had some likelihood of
success?

A. Yes

Q. Wasthere any similar third-party validation with
respect to the MMOG, in your view?

A. No.

Q. Did you ask anyone about the likelihood of the
MM OG succeeding in the marketplace, if it got
there?

A. Yes. We had discussion at the board asto
not the -- how do | describe this -- the specifics
of Copernicus, but more, the likelihood of
success, and we like ended it to the movie
business. It'sahit-driven business. Y ou know,
there was considerable market risk which we
understood. Our focus was on the development and
getting the game to market.

Q. Infact, Mr. Verrecchia, at some of the board
meetings you specifically told the other board
members that there was a high degree of risk here
with respect to a video game success in the
marketplace?

25 thekid seesit, you don't know. 25 A. That's correct.
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1 Q. Thereisahigh degree of risk in the video game 1 Q. Andyou knew that from your own experiencein the
2  market, isn't there? 2 game market?
3 A. Absolutely. 3 A. Yes
4 Q. Andthereisahigh degree of risk that any 4 Q. Youtoldthemthat -- isit fair to say you said
5 particular game will fail in the video game 5 totheboard, whileit seems clear there's going
6 market? 6 tobegrowthin thisindustry sector, you don't
7 A. Yes 7 know whether that growth is going to come from
8 Q. Okay. Soyou understood that EA had a 8 gameA or game B or some other game?
9 distribution agreement with 38 Studios with 9 A. That'scorrect.
10 respect to the RPG? 10 Q. And you warned the board that in particular
11 A. Yes. 11 Copernicus or the MMOG might fail?
12 Q. And that EA was funding some aspects of the 12 A. Yes.
13 development and/or distribution of the RPG? 13 Q. That wasarisk of thistransaction?
14 A. Yes. 14 A. It wasamarket risk of that transaction --
15 Q. Atthetimethat you approved the loan, did EA 15 yes, it was amarket risk of that transaction.
16 have adistribution agreement with 38 Studios 16 Q. | takeit then from your answer, then, at no time
17 concerning the MMOG? 17 didyou or the board receive advice from athird
18 A. No. 18 party that Copernicus was likely to succeed in the
19 Q. Did anybody -- let me rephrase that. Did 38 19 marketplace; isthat correct?
20 Studios have a distribution agreement with any 20 A. That's correct.
21 third party regarding the MMOG? 21 Q. Let meshow you another document. Thiswas
22 A. No. Asacondition of the loan, of the loan 22 previously marked | think in Steve Lane's
23 payments, if | recall correctly, they had to get a 23 deposition as D-73. Thisisan e-mail from Al
24  distribution agreement and they were working on 24 Verrecchiato Steve Lane dated April 13, 2010, and
25 that with EA. 25 there aretwo e-mails on the one page. Just take
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1 aminute, let me know when you've read them, 1 what sequence and dates and that sort of thing.
2 Mr. Verrecchia. 2 Q. Widll, let'slook at his e-mail for asecond. He's
3 A. Okay. 3 not explaining to you what the "Pitch" meeting was
4 Q. Thisisan e-mail exchange you had with Steve 4 dl about. He'swriting thisasif you knew what
5 Lane, correct? 5 the"Pitch" meeting was about, isn't he?
6 A. Yes 6 MR. WISTOW: | object. Look at the
7 Q. And the subject lineisthe Curt Schilling 7 second sentence.
8 "Pitch," correct? 8 MR. PETROS: The witness can answer,
9 A. Correct. 9 Max.
10 Q. Allright. And Steve Laneistelling you that he 10 A. | wasnot at the "Pitch" meeting. | don't
11 wasinthe"Pitch" meeting last Friday; do you see 11 know what went on at the "Pitch" meeting. He was
12 that in the second e-mail ? 12 there. He'sasking meif | had been appraised of
13 A. Yes. 13 theask, and | said | have not appraised, so |
14 Q. Justto get the datesright. So thisLane e-mail 14 have no ideawhat went on at the Curt Schilling
15 isdated April 13 onaTuesday. So the previous 15 "Pitch" meeting, which is his terminology, not
16 Friday would have been April 9, right? 16 mine.
17 A. Yes. 17 Q. My question was alittle different. Let metry it
18 Q. And that's-- do you remember the earlier e-mail 18 adifferent way. Having read this e-mail
19 we showed you where you were invited to a meeting 19 exchange, Mr. Verrecchia, do you now agree that
20 that was going to take place on April 9? 20 you wereinvolved in discussionsinvolving 38
21 A. Yes. 21 Studios long before the board was appraised of the

22
23
24
25

Q. So Steve Lane seems -- it seems from this e-mail
that Steve Lane attended that meeting and is now
sending an e-mail to you about it, right?

A. Yes

22
23
24
25

38 Studios transaction on June 9, 2010?
MR. WISTOW: Objection.
A. No.
Q. You don't agree with that?

Page 58

1 Q. Sowhy was Steve Lane reporting to you about that
2 meeting and not other members of the board?
3 MR. WISTOW: Objection.
4 A. 1don'tknow, you'd haveto ask Steve Lane.
5 Q. I'masking youif you know.
6 A. | don't know.
7 Q. Here'san e-mail reporting on that meeting to you
8 and nobody else, at least based on this document,
9 right?
10 A. That'scorrect.
11 Q. Okay. Doesit appear from that e-mail that the
12 two of you have talked about this transaction
13 before?
14 MR. WISTOW: Objection.
15 Q. Isitfairtoinfer that?
16 MR. WISTOW: Objection.
17 Q. Let meask the question again; it was abad
18 question. Isit reasonableto infer from this
19 e-mail, Mr. Verrecchia, that you and Mr. Lane had
20 spoken about the 38 Studios transaction before he
21 sentyou thise-mail?
22 MR. WISTOW: Objection.
23 A. lIt'spossible. Asboard members, we spoke
24 about this transaction on any number of occasions
25 onceweknew about it. | can't, again, tell you
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MR. WISTOW: That's what he said.

Q. IsSteve Lanetaking to you in this e-mail about
the 38 Studios transaction?

A. | saidto you earlier at some time during the
April, May, June time frame we became aware of the
38 Studios. | don't recall specifically. But |
was not made aware of the 38 Studios-- | do not
recall being made aware of the 38 Studios
transaction before the full board. Now whether
that happened June 9th or before that, | can't
tell you or recall. But I'm not -- | was not
working -- I've never worked with Steve on the 38
Studios transaction. | talked to directors about
it. | talked to Steve and other directors about
it, but | can't tell you specifically when we
found out that it was 38 Studios. Obvioudly, it
was, you know, in April, but it wasn't -- | didn't
know two months ahead of time before the rest of
the board, no.

Q. Okay. Let meunpack that alittle bit. You sent
this e-mail to Steve Lane on Tuesday, April 3,
correct?

A. | responded to an e-mail.

Q. You sent an e-mail back to Steve Lane, that's on
the top of the page, right?
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1 A Yes

2 Q. That'syour email. You admit that you sent that

3  emall, right?

4 A. Yes

Q. Okay. Now, Steve Lane's e-mail, he'stalking
about the 38 Studios transaction, is that what you
understood when you read it?

A. Yes

Q. Didyou cal Steve up when you received this

10 email and say, Steve, what the heck are you

11 talking about?

12 A. | don'trecal what | did. | don't recall if

13  we ever talked before the meeting or not.

14 Q. Wereyou aware that there had been a meeting on

15 April 9 that you were invited to but could not

16 attend because you were out of town, concerning

17 the 38 Studios transaction?

18 A. Theonly -- | do not recall that other than

19 you showing methe e-mail alittle while ago.

20 Q. Fair enough. So, you may have been told, you may

21 not?

22 A. May have been told.
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1 EDC making aloan to 38 Studios wasto bring jobs
2 toRhodeldand?
3 A. Yes
4 Q. And that that would necessarily mean having 38
5 Studios relocate to Rhode Island?
6 A. Yes
7 Q. EDC was not going to fund 38 Studiosif they
8 stayed in Massachusetts, were they?
9 A. That'scorrect.
10 Q. Okay. All right. So, your comment about a
11 stalking horse, were you concerned at that time
12 that 38 Studios was trying to see what kind of an
13 offer it could get from Rhode Island before going
14 to Massachusetts, and seeing if they would match
15 or better that offer; was that your concern?
16 A. | don'trecal.
17 Q. Do you think it reasonable that that was your
18 concern?
19 MR. WISTOW: Objection.
20 A. Il don'trecal. It could have been but |
21 don't recal.
22 Q. Now, Steve Laneisreporting to you in this e-mail

8 A. Yes

9 Q. Andyou asked himto call you when he got back?
10 A. Yes.
11 Q. Andyouwondered if you were being used as a
12 stalking horse; do you see that?
13 A. Yes.
14 Q. What did you mean by that comment?
15 A. | don't recal.
16 Q. Didyou understand at that time that 38 Studios
17 waslocated in Massachusetts?
18 A. | don't recall when | found that out.
19 Q. Did you understand at that time that EDC was
20 interested in bringing 38 Studios to Rhode |sland?
21 A. | don't recall the timein which we were told
22 that they were considering moving their operation
23 from Massachusetts to Rhode Island.
24 Q. Waell, isit reasonable -- did you aways
25 understand, Mr. Verrecchia, that the purpose of

23 Q. Butclearly inthise-mail from Steve Lane he's 23 that he has serious questions about the 38 Studios
24 talking about the 38 Studios deal ? 24  transaction; do you see that?
25 A. Heis. 25 A. Yes.
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1 Q. Andyou responded to Steve Lane? 1 Q. Did you speak to Steve Lane when he got back as
2 A. Yes 2 you had suggested?
3 MR. WISTOW: Look at the first 3 A. Asitrelatesto thise-mail, | don't recall.
4 sentence of his response. 4 Q. Did Steve Lane share with you his serious
5 MR. PETROS: Max, please. 5 questions about the 38 Studios transaction?
6 Q. Oneof your suggestionsto Steve Laneis you meet 6 A. Yes
7 before the next EDC board meeting? 7 Q. Okay. What did hetell you that those questions

8 were?

9 A. Heshared his concerns with me and other
10 members at the board, at aboard meeting. Asto
11 having a specific conversation with Steve outside
12  of the board meeting, | don't recall.
13 Q. Wadll, do you recall whether you spoke with Steve
14 Lanewhen he got back about the subject of this
15 email?
16 A. | don'trecal.
17 Q. Do you recall whether Steve Lane told you about
18 hisserious questions outside of a board meeting?
19 A. Again, | don't recall specifically. There
20 were several of uson the board who initially had
21 questions about the transaction that we had to get
22 comfortable with before we would move along, and
23 wedid that over aperiod of time.
24 Q. Okay. Asvice chair of the board, when you
25 received thise-mail from another board member
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1 saying he had serious questions about a proposed 1 A. I'mnot quitesure. Did | ever cometo
2 transaction with 38 Studios, were you interested 2 understand?
3 infinding out what his serious questions were? 3 Q. Didyou ever believe that you were asked to have
4 MR. WISTOW: Objection. 4 early involvement in the 38 Studios transaction so
5 A. Let meclarify onething. Asvice chair of 5 that you could help get the 38 Studios' deal done?
6 the-- asvice-chair of the board | had no 6 MR. WISTOW: Y ou mean before the rest
7 responsibility different from any other board 7 of the board; isthat what you mean?
8 member. | never chaired aboard meeting in the 8 MR. PETROS: Yes.
9 absence of the Governor who was at all the board 9 A. | don'trecall ever being asked to do that.
10 meetings, and | had no specific authority or 10 | certainly never did.
11 responsibilities different than any other board 11 Q. Do you recall aswe sit here today any discussions
12 member. Steve had questions, | had questions 12 with Governor Carcieri about the 38 Studios' deal
13 there were several directors had questions about 13 | mean, between you and him, not at a board
14 the 38 Studios transaction, both before we knew it 14 meeting?
15 was 38 Studios and after, and we discussed those 15 A. | don't recall having apersonal discussion
16 at board meetings and we could have had telephone 16 with Governor Carcieri about this transaction.
17 conversations outside of the board meetings, but | 17 Q. Do you recall having adiscussion with him about
18 can't recall who and when. 18 thistransaction outside of an EDC board meeting?
19 Q. Okay. Do you recal what concerns Steve Lane 19 A. | donot recall having any such discussion.
20 expressed at a board meeting about the 38 Studios 20 Q. Do you deny that you had such discussions?
21 transaction? 21 A. | don't recall having any.
22 A. | can't recall specific to Steve Lane. 22 Q. Allright. Mr. Verrecchia, | will ask you at
23 Q. Well cover them in genera later on, if that's 23 timeswhether you deny something happened or just
24  okay with you. 24 don'trecall. SoI'm not meaning to challenge, |
25 A. Fine 25 just want to make sure | understand what your
Page 66 Page 68
1 Q. He'sreporting here, it says, "l wasin partnery 1 testimony is?
2 cheerleader mode in meeting"; do you see that? 2 A. | understand.
3 A. Yes 3 Q. Your testimony on that is you may have had
4 Q. Doyouknow why hewasin -- did ever tell you he 4 personal discussions with the Governor about 38
5 wasin partnery cheerleading mode at the meeting? 5 Studios transaction outside of a board meeting,
6 A. No. 6 but asyou sit here today, you don't recall one
7 Q. Wereyou and Steve Lane asked to participate early 7 way or the other?
8 inthe 38 Studios transaction to help get this 8 A. That's correct.
9 deal done and move 38 Studios to Rhode Island? 9 Q. Didanyone ever ask you to cheerlead the 38

10 A. | don'trecal. 10 Studiostransaction?
11 Q. Didthe Governor ever cometo you, Mr. Verrecchia, 11 MR. WISTOW: Objection.
12 and tell you about the 38 Studios deal and say | 12 A. | don'trecall ever being asked to do that.
13 would like your help in seeing if we can get 38 13 Q. Do you seethat Mr. Lane says, "Off the record,”
14 Studiosto relocate to Rhode Island? 14 inthe second line from the bottom of his e-mail?
15 A. | don't recall him ever doing that. 15 A. Yes.
16 Q. Did anyone else say that to you, Keith Stokes, 16 Q. What did you understand him to mean when he said
17 Mike Saul, anybody? 17 off the record?
18 A. | don't recall anyone asking meto do that. 18 A. | havenoidea
19 Q. Didyou understand -- did you ever come to 19 Q. Didyou ever have concerns about criticizing the
20 understand that you were asked to have early 20 38 Studios deal on the record?
21 involvement in the 38 Studios transaction so that 21 A. No.
22 you could help get the deal done? 22 Q. Did Mr. Lane ever express to you that he was
23 MR. PETROS: Can you read it back, 23 concerned about criticizing the 38 Studios' deal
24 Linda 24  ontherecord?
25 (QUESTION READ) 25 A. | don't recall him ever saying that to me.
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1 Q. Didyou ask him why he was using the term off the 1 A. The Governor of the State of Rhode Idland is
2 record in this e-mail to you? 2 ditting at the board. Heindicated that he had
3 A. No. | don't recall. 3 met with or met Curt Schilling at this fundraiser
4 Q. Didyou ever ask himwhy he said he was going to 4 a Curt Schilling's home where Schilling indicated
5 lielow until otherwise needed? 5 hewaslooking for funding, moving his business,
6 A. |don'trecall. 6 whatever the case may be, and the Governor
7 Q. Doyourecal any discussion with Mr. Lane or 7 recommended he meet with people at the EDC. And
8 communication apart from your e-mail following up 8 that's how the transaction wasinitiated, and
9 onthise-mail exchange? 9 that'swhat was presented to us. He may have -- |
10 A. No, | do not. 10 don't know what other people, but when you say the
11 Q. What did you know about the 38 Studios, status of 11 leadership in the General Assembly, all Keith
12 thediscussions with 38 Studios as of April 13, 12 Stokes said wasthat the Legidature had passed
13 2010 at 6:34 P.M., the time and date of your 13 thisjob creation bill and that the $75 million
14 e-mail to Mr. Lane? 14 wasearmarked at that time for 38 Studios, and he
15 A. | havenoidea. |don'recall. 15 indicated that the Speaker will be unhappy if we
16 Q. You knew at that point in time that the state was 16 wereto take that $75 million and giveit to
17 talking to 38 Studios, right? 17 somebody else.
18 A. Obvioudly. 18 Q. Sothat statement certainly indicated to you that
19 Q. You knew that EDC was talking to 38 Studios? 19 the Speaker was aware of the 38 Studios
20 A. Obvioudly. 20 transaction, right?
21 Q. Okay. Didyou know at that time that legislative 21 A. Yes.
22 leaders had already met with 38 Studios? 22 Q. Okay. Did that suggest to you that -- would you
23 A. No, I did not know that. 23 have expected the Speaker would have met with 38
24 Q. Didyou learn that later? 24 Studios before earmarking those funds for them?
25 MR. WISTOW: Y ou mean any time up to 25 MR. WISTOW: Objection.
Page 70 Page 72
1 the present? 1 A. Youasked meif | were aware of meetings, and
2 MR. PETROS: Y up. 2 | wasnot aware of any meetings.
3 A. Other than Governor Carcieri having gone to 3 Q. Didthefact that the Speaker had earmarked $75
4 fund-raisers and being introduced to Curt 4 million for 38 Studios suggest to you that the
5 Schilling, the only other time that | became aware 5 Speaker may have met with 38 Studios?
6 of legidators, officias, would have been long 6 MR. WISTOW: Objection.
7 dfter | was off the EDC board. 7 A. It may have, it might have suggested it.
8 Q. Let meask you some more about that. Y ou told us 8 Thisisfour years ago.
9 earlier that Keith Stokesinformed you that the 9 Q. Atthistime, on April 13, 2010, did you -- what
10 Legidature or legidative leaders had earmarked 10 did you understand to be the extent of EDC's
11 $75 million out of the $125 million funding for 11 discussions with 38 Studios?
12 thejob creation program for 38 Studios, right? 12 MR. WISTOW: April 13, 2010?
13 A. Yes. 13 Q. Yes. | want to find out whether or not they had
14 Q. Andyouindicated, | think, that he reported that 14 already started discussing terms with 38 Studios
15 toyou at one of the earlier board meetings where 15 based on your understanding.
16 38 Studios was discussed, right? 16 THE WITNESS: Terms of aloan?
17 A. Yes. 17 MR. PETROS: Yes.
18 Q. Okay. Did he also indicate when he relayed that 18 A. | don't recall when that actualy took place.
19 information to you, did hetell you that the 19 Q. Youdon't recall oneway or the other?
20 legidative leaders had already met with 38 20 A. Yes.
21 Studios? 21 MR. PETROS: Mr. Verrecchia, let me
22 A. | don't recal him saying that. 22 show you a document we've marked today as
23 Q. Wadll, did you ask him why and how the legislative 23 Defendants D-121. Itis, at least the top of the
24 leaders had aready decided to fund $75 million 24 document, an e-mail from Mike Saul to you dated
25 for aloanto 38 Studios? 25 April 29, 2010. There are several fairly short
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12 Q. Okay. Mike Saul isindicating in this e-mail that
13 hehad adiscussion with you on Tuesday, right?

14 A. Yes.

15 Q. And would you agree from the context of the e-mail
16 that you talked to Mike Saul about the 38 Studios
17 transaction?

18 A. | don'trecall, but that would appear to be

19 thecase.

20 Q. Itwould appear to be reasonable, right?

21 A. Yes.

22 Q. Do you recall anything about that discussion?
23 A. No.

24 Q. Do you know where it took place?

25 A. No.

Wells Fargo Securities, LLC July 7, 2014
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1 emails. Just take aminute and let me know when 1 minutes or so of hise-mail?
2 you'veread through them. 2 A. Yes
3 (DEFENDANTS EXHIBIT D-121 3 Q. Andyou agreed to contact Mark and check his
4 MARKED FOR IDENTIFICATION) 4 schedule for ameeting with Mike Saul?
5 A. Okay. 5 A. Yes
6 Q. Thee-mail onthe bottom, it's an e-mail from Mike 6 Q. And then up above that, you look at the top
7 Saul to you dated April 22 at 2:05 P.M.; do you 7 e-mail, Mike Saul sends another e-mail to you
8 seethat? 8 letting you know that he met with Mark, very
9 A. Yes 9 insightful, and thanked you, correct?
10 Q. Thesubject is 38 Studios due diligence? 10 A. Yes.
11 A. Yes. 11 Q. Sothat meeting had to take place sometime

12 between Thursday April 22 and April 29, right?

13 A. Yes.

14 Q. Didyou --

15 MR. WISTOW: Actualy, it says today,

16 soitwason the 29th. Just trying to be helpful.

17 MR. PETROS: You're very helpful as

18 aways.

19 MR. WISTOW: Thank you.

20 Q. Soasyour counsel points out, the meeting between
21 Mike Saul and Mark Blecher appearsto have taken
22 place on April 29, correct?

23 A. Correct.

24 Q. Didyou tak to Mark Blecher about that meeting
25 and what happened at it?

Page 74

1 Q. Do you know who wasinvolved, apart from you and

2 Mike Saul?

3 A. No.

4 Q. Mike Saul indicatesin his e-mail that, "Y ou

5 agreed to introduce usto Mark Blecher as part of

6 the 38 Studios due diligence"; do you see that?

7 A. Yes

8 Q. Who was Mark Blecher at the time?

9 A. Mark Blecher worked for Hasbro and was
responsible for video game activities, primarily
licensing agreements with video game distributors,
licensed intellectual property.

13 Q. Washe VP digital mediaand gaming at Hasbro; does

14 that sound right?

15 A. | don't recall what histitle was at that

16 time.

17 Q. And do you recall why you agreed to introduce Mark

18 Blecher to the EDC staff?

19 A. Mike Saul wanted to get some background

20 information on the video game business, and he

21 asked me, and | recommended that he talk with Mark

22 who was far more knowledgeable about the business

23 than| was.

24 Q. Andyou can see |l guess from the e-mails up above,

25 you responded to Mike Saul, correct, within ten

10
11
12
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1 A. |don'trecal.
2 Q. Didyou tak to Mike Saul about what happened at
3 that meeting?
4 A. Again, | don't recall.
5 Q. Let meshow you what was previously marked as
6 Plaintiffs Exhibit 94. For the record,
7 Plaintiffs Exhibit 94 is an e-mail from Rob
8 Stolzman dated April 29, 2010 to Mike Saul, Fred
9 Hashway, the subject is RIEDC/38 Studios. Let me

know when you've read through that,

Mr. Verrecchia?

(PAUSE)

13 A. Okay. | read throughiit.
14 Q. Now, you're not copied on this e-mail, correct?
15 A. Correct.
16 Q. But the subject of the e-mail indicates that it's
17 adiscussion about the meeting with Mark Blecher;
18 doyou seethat?
19 A. Yes.
20 Q. It asoindicatesthat James Jones participated in
21 that meeting. Who was James Jones? Was he the
22 vicepresident of creative production digital
23 mediaand gaming at Hasbro?
24 A. Hemight have been. | don't know James.
25 Q. That'swhat the e-mail says, right?

10
11
12
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1 A Yes
2 Q. Both James Jones and Mark Blecher were involved in
3 thevideo gaming industry, correct?
4 A. Yes
5 Q. And they are both senior Hasbro employees?
6 A. Yes
7 Q. You understand them both to be knowledgeable in
8 that area, that industry?
9 A. | knew Mark Blecher to be knowledgeable. I'm
10 not familiar with James Jones.
11 (OFF THE RECORD)
12 MR. PETROS: On that note, why don't
13  wetake afive-minute break, we've been going
14 about an hour and a half.
15 (BRIEF RECESS)
16 Q. Let'sgo back ontherecord. Mr. Verrecchia, you
17 have before you Plaintiffs' Exhibit 94. | want to
18 ask you afew questions about that. This seemsto
19 be, again, reporting on a meeting between
20 Mr. Stolzman, Mike Saul, and maybe some others,
21 with Mark Blecher and James Jones from Hasbro?
22 A. Yes
23 Q. Okay. | wanttojust talk about afew of the --
24 Rob Stolzman indicates at the top of the e-mail,
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considering voting on this loan to 38 Studios, and
by that I mean a concern about whether or not the
games would be released on time?

A. Yes

Q. And | think you'veindicated you were aware of the
fact thiswas an industry that was known for
delayed releases?

A. Yes

Q. Delayed releases could have significant impacts on
the cash flow of acompany like 38 Studios?

A. Yes

Q. Okay. Did you understand at thistime that 38
Studios was a prerevenue company?

A. Yes

Q. When did you learn that 38 Studioswas a
prerevenue company, did you know that right away
war, or did you learn it some time later?

A. Earlier in the process opposed to later.

Q. What does that mean, a prerevenue company?

A. Well, primarily products in development that
are about to go to market, but they're actually
not generating revenue at that time based on that
particular product line.

Q. Okay. And did you know from your own business

14 Q. And the question being asked, how realistic is
15 their timeto release projection. Isthat a

16 question you were concerned about, too?

17 MR. WISTOW: Y ou're talking about at

18 thetime he voted.

19 Q. Let meback up and clarify. | want you to assume
20 for amoment that the question, "How redlistic is
21 their timeto release projection?’ Let me assume
22 that -- how redlistic istheir timeto release the
23 games, okay?

24 A. Yes

25 Q. Wasthat aconcern of yours as you were

25 "Our conversation with them was wide-ranging and | 25 experience that prerevenue companies often had a
Page 78 Page 80
1 took away the following questions from our 1 difficult timefinancing their activities?
2 discussion.” Then helists 11 questions; do you 2 A. Yes
3 seethat? 3 Q. Andwasthat because of the lack of arevenue
4 A. Yes 4  stream?
5 Q. Let meask you about acouple of those. Question 5 A. | think it was more risk associated with a
6 Number 3is, "How redlistic istheir time to 6 prerevenue company than one that has generated
7 release projection? Industry known for delayed 7 revenue.
8 releases” Do you seethat? 8 Q. Fair enough. Did you understand -- wasthe
9 A. Yes 9 release date a concern for you because you
10 Q. Firstof al, let me ask you, was the video game 10 understood that releasing the games on time was
11 industry known for delayed releases; do you agree 11 necessary for the company to generate revenue to
12 with that statement? 12 pay for ongoing activities?
13 A. Yes. 13 A. Inabroad sense. Any new development, any

14
15
16
17
18
19
20
21
22
23
24
25

development going on, and here we're talking about
the video game business. Y ou're aways concerned
about how long it's going to take and how much
money is going to be spent. That was a concern
that | had, and it's one that the board had, and

we tried to take steps to mitigate that risk.

Q. What steps did you take to mitigate the risk of a
delayed release of one or both games?

A. Inaddition to assuring ourselves through
guestion and answer that the staff had done due
diligence on the financial plan, weinsisted asa
condition of closing on the loan that we have --
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shocking, but by then | was off the board and
didn't have specific knowledge as to what happened
and why.

Q. Let meseeif | understand the sequence of events.
So as a condition of closing, the board required a
report from a monitor that would validate the
reasonableness of 38 Studios financial budget and
schedule, correct?

A. Yes

Q. Okay. Andyou just testified that the board never
received such areport prior to closing?

A. When | say the board, you know, I'm referring
to the board EDC. | mean, we're relying at that
point in time -- once the deal was approved, July,
August, | forget the exact time frame, you know,
the board is relying on its outside counsel and

[
w N e

14
15
16
17
18
19
20
21
22
23
24
25

Wells Fargo Securities, LLC July 7, 2014
Page 81 Page 83
1 first, we wanted a completion bond, couldn't get a 1 staff to ensure that all the conditions of closing
2 completion bond. So we insisted upon a 2 aremet. They don't necessarily have to bring
3 third-party oversight to comein and, first of 3 everything to the board unless one of those
4 dl, validate that the schedule and the budget was 4 conditions were not met.
5 reasonable, and then to provide reportsto the EDC 5 So, | assumed, you know, | won't speak for
6 onaperiodic basisthat game devel opment and, 6 anybody else, that al the conditions of closing
7 therefore, the cash flow were proceeding as 7 were met, that we had third-party oversight
8 planned. 8 arrangement in place, it had been reviewed and it
9 Q. So, youretelling me that the board wanted a 9 wasokay to close, asfar as| was concerned.
10 third-party monitor to comein to validate that 10 Q. Soyou assumed that -- did you assume that before
11 the schedule and budget for the 38 Studios games 11 closing athird-party monitor had comein and
12 wasreasonable? 12 validated the reasonableness of 38 Studios budget
13 A. Yes. 13 and schedule?
14 Q. And when did you expect the monitor to do that, 14 A. | assumed that we had athird-party
15 before or after the closing? 15 monitoring agreement in place, which would have
16 A. Priortotheclosing. 16 included abaseline, reports, use what terminology
17 Q. And wasthat acondition that the board set for 17 that you want, that the financial plan and
18 theclosing? 18 development plan were reasonable. Not a guarantee
19 A. Yes. 19 they would achieve it, but it was reasonable.
20 Q. Anddidyou receive areport from athird-party 20 Q. Andyou understood that that was to take place
21 monitor that validated the schedule and budget for 21 beforetheclosing?
22 the games? 22 A. Yes.
23 A. No. 23 Q. Andwhat did you understand was going to happen if
24 Q. Why not? 24  that third party came in and said that the budget
25 A. | waslater told -- well, theloan closed in 25 and schedule were not reasonable?
Page 82 Page 84
1 November. | went off the board in December. | 1 A. Wewouldn't close, and they would come back
2 waslater told that we never entered into such an 2 totheboard and tell uswe couldn't doit, and
3 agreement with, at that time it was IBM, when we 3 the board would have to determine what to do next.
4 first made the proposal. IBM was not involved. 4 Q. You understood that was a condition of closing
5 Astowhy, | never realy knew. | never talked to 5 that was satisfied before the closing took place?
6 anyoneat EDC other than some time, some years 6 A. It had to be satisfied before the closing
7 actually down the road, somebody, | forget who 7 would take place, yes.
8 made the comment, that IBM refused to engage with 8 Q. Right. And at some point in time did any of the
9 the EDC, which | found rather strange and 9 EDC staff come to you before the closing, come to
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14
15
16
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the board, and report on the status of their
negotiations with a third-party monitor?

A. Theonly recollection | have isthat they
couldn't get a completion bond, and they were
going to get a third-party monitor put in place,
but I don't recall any other communication beyond
that.

Q. And that third-party monitor would be the person
who would, prior to closing, validate the
reasonableness of the budget and the schedule of
38 Studios?

A. Yes. And then make periodic reportsto
ensure that we were --

Q. Inaddition, the monitor would have certain
post-closing responsibilities?

A. Yes

Allied Court Reporters, Inc. (401)946-5500

(21) Pages 81 - 84

115 Phenix Avenue, Cranston, Rl 02920 www.alliedcourtreporters.com



Rhode I sland Economic Development Cor poration vs

Alfred J. Verrecchia

Wells Fargo Securities, LLC July 7, 2014
Page 85 Page 87
1 Q. I'mfocusing on preclosing responsibilities. The 1 to pay asubstantial amount of the EDC loan?
2 preclosing responsibility you identified was 2 MR. WISTOW: Objection.
3 reviewing the budget and schedule of 38 Studios to 3 A. | don't recall ever thinking along those
4 validate it was reasonable? 4 lines, but the answer would be -- asking the
5 A. Yes 5 question today, no.
6 Q. How would, post-closing, how would the monitor 6 Q. Waell, when you were considering the loan to 38
7 mitigate therisk of delayed release of one or 7 Studios, did one of the things you consider -- was
8 both games? 8 one of the things you considered what would happen
9 A. | don't know that the monitor would mitigate 9 if ayear or two out these games fail?
10 agspecificdelay. What we wanted -- what | wanted 10 A. Sure. Yes.
11 the monitor to do isto be monitoring that we were 11 Q. And did you consider whether or not the 38
12 ontarget, and if we were either spending more 12 Studios assets would be substantial enough to pay
13 than we should have or game development was being 13 asubstantial portion of the EDC loan or whether
14 delayed, we would be advised immediately and you 14 the EDC loan would go largely unpaid; did you
15 could take corrective action. 15 consider that?
16 Q. Okay. | understand. | thought earlier you 16 A. |didn't consider that. | did not feel
17 indicated the monitor was going to help mitigate 17 that the -- if the game ever came to market, that
18 against the risk of a delayed release? 18 theresidual value of the MMOG would be that
19 A. Mitigate by watching and making sure so you 19 substantial.
20 know early enough that there's a problem, and you 20 Q. Sowhen you voted to approve the loan to 38
21 cantake corrective action as opposed to waking up 21 Studios from EDC, you understood that if these
22 at the end of the 2012 and saying, we're late. 22 gamesfailed, or if the MMOG failed, 38 Studios
23 Q. If youlook at the fifth question on Exhibit 94, 23 would not be able to repay the loan to EDC?
24 it says, "What isthe residual asset and venture 24 A. | would rephrase that to say that if the MMOG
25 vaueif the MMOG fails." Do you seethat? 25 was not successful, 38 Studios would bein
Page 86 Page 88
1 A. Yes 1 trouble. Whether or not they'd go bankrupt,
2 Q. That was an important question, would you agree? 2 that'sanother thing. But they clearly needed
3 A. Insomeinstances, yes. 3 that game to be successful, or they would need
4 Q. What about in thisinstance with respect to 38 4 other cash somewhere.
5 Studios, was that an important question? 5 Q. Anddidyou also believe that if the game was
6 A. Waell, you know, if you are looking in terms 6 unsuccessful, EDC would bein trouble on that $75
7 of thevalue, if the company doesn't do well, goes 7 millionloan?
8 bankrupt, what kind of assets doesit have. The 8 MR. WISTOW: Objection.
9 residua vaue of the MMOG could be substantial 9 A. Yesah.
10 depending upon how far along in development it is 10 Q. Letmeask it unvarnished. Mr. Verrecchia, answer
11 and what kind of gameitis. So, you know, it 11 any way you seem fit. When you voted to approve
12 certainly has, you know, potential. 12 that loan, did you believe that if the MMOG
13 Q. Atthetimethat you voted to approve the 38 13 failed, 38 Studios would default on that loan and
14 Studios loan, | think the final vote came on July 14 the mora obligation would be called?
15 26, 2010; does that sound reasonable -- 15 A. Yes.
16 A. Yes. 16 Q. Would you look at one other question with me,
17 Q. --well show you the minutes later on today. 17 Mr. Verrecchia, Question Number 8; do you see
18 What did you believe would be the residual value 18 that?
19 of the 38 Studios assetsif the company failed in 19 A. Yes.
20 201272 20 Q. Werethose questions that you had as a director
21 A. | didn't haveany value. | couldn't assign a 21 being asked to approve the EDC loan to 38 Studios?
22 vauetothat. 22 A. Yes. Butinadifferent manner. Andthat is
23 Q. Did you think that the residual value of the 38 23 when someone presents a set of financials and they
24  Studios assets of the 38 Studios if the company 24 indicate acertain level of revenue, | was
25 failed ayear or two years out would be sufficient 25 depending -- and profitability and cash flow -- |
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1 wasdepending on the ED staff to have reviewed 1 we need -- did it have to be one of the top five
2 in-depth those projections. So that they would be 2 games, no, not for them to have sufficient cash
3 asking the questions, what is the price point and 3 flow to be aviable business and go forward and
4 gross margin and net margin, et cetera, and how 4 pay theloan and develop other games.
5 doesthat compare to what's in the market now, to 5 Q. Let meseeif | can unpack that alittle bit. It
6 sort of validate the revenue expense. 6 wasahit-driven business. Y ou told the board
7 The one question we did ask is, you know, how 7 that, right?
8 successful, and when | say how successful, when 8 A. Yes
9 youlook at the video game business, MMOG, World 9 Q. It'sinthe minutes, right?
10 of Warcraft isthe one that is most well-known. 10 A. | don't know if that's specifically in the
11 But most of the MMOGs, World of Warcraft isway up 11 minutes, | remember saying that to the board.
12 top, and then most others are down here somewhere 12 Q. What doesthat mean, a hit-driven business?
13 (indicating). 13 A. You have gamesthat are very, very
14 S0, 38 Studios MMOG had to be reasonably 14 successful. You can put out in agiven year 500
15 successful. It didn't haveto be World of 15 games, only a handful are successful, relative
16 Warcraft. It had to be reasonably successful. 16 handful are successful that are really top games,
17 Andthelevel of successthat the financials were 17 top fivethat sell millions of copies, but then
18 supposedly based on, were reasonable. They 18 thereisasecond layer of gamesthat will be
19 weren't high, high expectations, and that's what 19 reasonably successful, they're not hitsin that
20 Mike Saul and the presentations that were made 20 sense of the word, but financially successful, and
21 weretold to the board. 21 thereare awhole host of games that don't make it
22 Q. Hegaveyou abreak-even scenario for 38 Studios; 22 atal. It'slikethe movie business.
23 doyou remember that? 23 Q. Let meask you about that. You said thereisa
24 A. | believe so. 24 handful, maybe the top five that make millions,
25 Q. AndI think asyou'vetold us earlier, 25 right?
Page 90 Page 92
1 Mr. Verrecchia, no one gave you an opinion that 1 A. Yes
2 Copernicus was going to be reasonably successful, 2 Q. Andthenyou said thereis a second level --
3 correct? 3 MR. WISTOW: Sell millions.
4 A. Noonewas validating that specific game. 4 MR. PETROS: Sell millions.
5 Q. Soasadirector, you're trying to decide whether 5 Q. Thenyou said thereis asecond level that have
6 tomakethisloan, and you votein favor of this 6 somefinancial success out of the 500. Isthat 5
7 loan. Didyou reach some conclusion on the 7 percent, 12 percent, you tell me?
8 likelihood of whether or not the game would be 8 A. | don't recall the percentage. It'sa
9 successful before you voted in favor of it? 9 relatively small number.
10 A. | knew that the -- | expressed to the board, 10 Q. Lessthan 20 percent?
11 because we had discussion about this, that the 11 A. Again, | don't want to get hung up with a
12 video game business -- let me break the discussion 12 particular number. It'sarelatively small
13 upintwo parts, that is, the development of the 13 number.
14 game and getting it to market, and then the market 14 Q. And then the relatively large number of games,
15 risk that goes on with the video game or any new 15 they fail?
16 product. We were funding the development. We 16 A. Theyfall.
17 wanted to get the game to market. Assuming the 17 Q. So, the board was betting when it approved the 38
18 game got to market, the question is how successful 18 Studiostransaction, that Copernicus would bein
19 wouldit be. Thelevel of success that the 19 oneof thosefirst two levels and not the third
20 financia projections were based upon were not 20 levd, right?
21 unreasonable, but it is a hit-driven business. 21 A. Probably the second level.
22 It'shighrisk. We talked about that, and people 22 Q. Itwasbetting it would be in the second level and
23 werewilling to take the market risk. We were 23 not thethird level?
24 focused on the development risk, getting the 24 A. Yes.
25 product to market. And what level of successdid 25 Q. Did you think it was reasonable to make that bet
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14 Q. Youinferred from that that the L egidature wanted
15 thisdeal to happen?

16 A. Yeah

17
18
19
20
21

million as you told us earlier was available only
for 38 Studios, it was earmarked?
A. Yes
Q. Sotheboard wasin aposition where it was sort
22 of fair to say it was useit or lose it, either
23 useit for 38 Studios, or don't useit at al?
24 A. Youknow, | never got to that point. | mean,
25 Kaeithindicated that the Speaker would have been

Q. And you understood as a board member that that 75

Wells Fargo Securities, LLC July 7, 2014
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1 when you knew that the vast majority of games 1 unhappy if we gave the money to somebody else, and
2 fail? 2 it was earmarked for 38 Studios and that wasiit.
3 MR. WISTOW: Objection. 3 Wedidn't get into any further discussion asto
4 A. Yes. There'snew product risk in everything 4 what, suppose, we want to give it to somebody.
5 youdo. Sothequestion, you know -- thereare a 5 Never had that discussion.
6 wholelost of things that companies fund that have 6 Q. Didyou or the EDC board or anybody on the EDC
7 market risk. 7 staff ever go to any of the member of the
8 MR. PETROS: Mike Connolly, you're 8 Legidature and say before we approve this|oan,
9 taking. Canyou put the mute button back on. 9 you should know that the vast majority of video
10 MR. CONNOLLY': Sorry about that. 10 gamesfail?
11 Q. I'msorry. Do you want to start again? 11 A. |didn't.
12 A. Thereisamarket risk on any new product 12 Q. Did anybody else, to your knowledge?
13 that goes out there. The Governor, Speaker of the 13 A. | don't know.
14 House, the Legidlature wanted to take that risk. 14 Q. Allright. You indicated a moment ago in your
15 They felt it was arisk worth taking. We looked 15 answer, Mr. Verrecchia, that the Governor was
16 at that, we talked about that risk, we understood 16 aware of therisk here?
17 that risk, and we were willing to take that risk. 17 A. Yes.
18 Q. When you say that the L egislature understood that 18 Q. Was Governor Carcieri aware that most video games
19 risk, what isthat statement based on? 19 fail?
20 A. The statement is based upon the fact that, 20 A. Hewas at the meetings when we had those
21 you know, Keith Stokes reported to the board that 21 discussions.
22 the Legidature has taken what was going to be a 22 Q. Inaddition to that, did you have any discussions
23 $50 million fund and increased it to a 75 million 23 with the Governor's staff concerning 38 Studios?
24 fund specifically for 38 Studios. 24 A. Outside of discussions at the board meetings
25 Now, | drew an assumption from that that the 25 with ED staff, no.
Page 94 Page 96
1 Legidature, sincethey approved the legislation 1 Q. Point of fact, at some meetings, the Governor's
2 wanted to do that. It was years|ater that 2 staff attended some of the EDC board meetings; do
3 members of the Legidature indicated they did not 3 yourecal that?
4 know it was earmarked for 38 Studios and all that 4 A. No. | mean, again, you got people sitting in
5 sort of stuff. Certainly | didn't, and | don't 5 the background, if they're members of the
6 believe any other member of the board had any 6 Governor's staff, so beit.
7 knowledge of that whatsoever. 7 Q. Do you know Andy Hodgkin?
8 Q. Justto correct, | think a mistake you made 8 A. | know thename. I think | -- | mean, if he
9 inadvertently. You said the Legislature increased 9 walked intheroom. He'd look familiar, but |
10 thefund from 50 million to 75? 10 wouldn't necessarily be sure it was him.
11 A. By 75 million. 11 Q. Do you know Rosemary Gallogly?
12 Q. They increased it by 75 million to 125 million? 12 A. | don't know. I've met her on severa
13 A. To 125 million. My apologies. 13 occasions at, you know, various events, seen her

14
15
16
17
18
19
20
21
22
23
24
25

on television in the termsin her role in state
government.

Q. What do you understand her role to be?

A. She'safinancid -- shewas, | don't know
her title, but sheisresponsible for budgets. |
know she's been involved in the Central Falls deal
and, you know, she'safinancial executive for the
state, put it that way.

Q. Fair enough. How about Jamia McDonald, do you
know who sheis?

A. No, | don't believe so.

Q. Let mego back to another part of your previous
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1 answer, Mr. Verrecchia. You said that the board 1 Q. So, wherewas the money going to come from to
2 wasfocused on development risk and not focused on 2 complete the second phase, the launch of
3  market risk; did | say that correctly? 3 Copernicus?
4 A. That'scorrect. 4 A. They would do adistribution deal probably
5 Q. And you described development risk as getting the 5 with EA.
6 game developed and also getting it to market? 6 Q. Do youremember that Strategy Analytics presented
7 A. Yes 7 information to the board about how many
8 Q. | wantto ask you about that. Infact, isn't 8 applicationsfor distribution EA receives and how
9 there--isn't one part of the video game process 9 many they accept?
10 developing the game, getting a completed game and 10 A. | don'trecal that.
11 asecond part launching and distributing that game 11 Q. Do you know from your own industry knowledge that
12 togetit to market? 12 EA acceptsfor distribution only a small number of
13 A. Yes. 13 the gamesthat apply for distribution agreements
14 Q. And did you understand EDC to be financing one or 14 withEA?
15 both parts of that sequence -- both production -- 15 A. Yes.
16 let mebreak it into production and launch; is 16 Q. Okay. Likelessthan five percent?
17 that fair? 17 A. | don'trecall the number, but | know it'sa
18 A. Goon. 18 relatively small number.
19 Q. Letmeback up. | butchered that. Thefirst 19 Q. It'sinthat range, right?
20 phaseinagameisyou got to develop agame; you 20 A. If you say so.
21 can't sell something you haven't developed yet? 21 Q. I'masking you.
22 A. That's correct. 22 A. | don't know, specifically the range of five
23 Q. Someonein the video game industry, they have to 23 percent. | know they get alot of requests for
24 develop agame so they have a game they can sell? 24  distribution, and they accept relatively afew in
25 A. That's correct. 25 number. Asto whether it'sfive or ten percent, |
Page 98 Page 100
1 Q. A second part of that iswhat | think isreferred 1 don't know.
2 tointheindustry asthe launch portion of it, 2 Q. Would you have any reason to disagree with
3 correct? 3 datistics provided by Strategy Analytics on that?
4 A. Yes 4 A. No.
5 Q. Launching agameincludes advertising, 5 Q. Sowasit reasonable for you to assume when you
6 distribution, getting it into the marketplace, 6 votedin favor of the 38 Studios transaction that
7 getting in a position where people can buy it, 7 38 Studios would be able to reach adistribution
8 right? 8 agreement with EA for Copernicus?
9 A. Yes 9 A. Yes
10 Q. That'salso asignificant portion of creating and 10 Q. Why?
11 selling a successful video game? 11 A. They had adistribution agreement on the RPG

12 A. That'scorrect.

13 Q. Infact, that's one of the things that EA

14 gpecializesin, the launch of avideo game?

15 A. Yes.

16 Q. And did you understand they were going to be

17 responsible for the launch of the RPG that 38

18 Studioswas developing?

19 A. Yes.

20 Q. Okay. And what did you understand that EDC was

=
N

where EA was prefunding $50 million. So they
weren't just another guy off the street. EA had
already had an arrangement or distribution
agreement with the RPG, which was sort of the
introduction for the MMOG. So | thought it was
quite reasonable if we got the game to completion
that EA would distribute the MMOG as well.

Q. Didyou ask anybody that question, as a board
member?

N R R R R e e
O © N U MW

21 providing fundsfor in thisloan to 38 Studios? 21 A. ltwasdiscussed -- | believeit was

22 A. Development of the game. 22 discussed at the board, yes. | don't know who

23 Q. Okay. You understood that the launch was a 23 asked the question. | might have, but | don't

24  separate phase? 24 recall.

25 A. Yes. 25 Q. Toyour memory, did you ask anybody that question,
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1 whether or not it was reasonable to think that EA 1 A. Yes
2 would sign adistribution agreement for 2 Q. Allright. So, did you understand that EA would
3 Copernicus? 3 bepaid back entirely before 38 Studios was able
4 A. Therewas discussion about distribution. 4 tokeep any profits generated by the RPG?
5 Q. Let metakeitonestep at atime. I'll ask you 5 A. Yes
6 about that discussion, | promise. Did you ask 6 Q. Let meshow you another exhibit that we marked at
7 that question? 7 StevelLanesdeposition, | think, D-74. I'm
8 A. | don't recall whether or not | asked that 8 sorry, | don't have copies of everybody, but
9 gpecific question. 9 everybody hasit from an earlier deposition. 1've
10 Q. You recall that topic being discussed at a board 10 got acopy for you, though, Mr. Verrecchia. This
11 meeting? 11 isExhibit D-74. For the record, thisisan
12 A. Yes. 12 email, thefirst email isfrom Mike Saul, the
13 Q. Who discussedit? 13 top of thefirst page, Mike Saul to Mike Corso and
14 A. | don't recall which -- it was agenera 14 othersdated May 4, 2010.
15 discussion amongst the staff and directors, and as 15 A. Okay.
16 the game has got to be completed, need a 16 Q. At thebeginning of thise-mail, thefirst e-mail
17 distribution agreement, probably with EA, and 17 drafted by Mike Saul he'sindicating the planis
18 there was also discussion about the, | use the 18 to haveyou, Keith Stokes and Steve Lane visit
19 term maintenance of the game onceit'sinto the 19 with 38 Studios; am | reading -- isthat correct,
20 marketplace. 20 isthat your understanding of what this e-mail is?
21 Q. My questionisalittle different. Did anybody 21 A. Waéll, having never seen the e-mail, | can
22 offer an opinion to the board, whether it's 22 only see what's written here, but that's what
23 another board member or staff or anybody else, did 23 apparently it'sdoing.
24 anybody offer an opinion asto the likelihood that 24 Q. Let mejust pausethere. Did you put that plan
25 EA would sign adistribution agreement for 25 together with Mike Saul, the plan to have you and
Page 102 Page 104
1 Copernicus? 1 Kaeith and Steve visit the 38 Studios location?
2 A. Yes 2 A. |did not put aplan together. | never had
3 Q. Who? 3 any discussion with Keith and Mike Saul to go
4 A. Butl do not recall who said that. But it 4 visit 38 Studios.
5 wasclear in my mind that the board was 5 Q. Soyoudon't believe you ever discussed with Mike
6 comfortable that EA would distribute the MMOG -- 6 Saul or Keith Stokes avisit by you to 38 Studios?
7 strong likelihood that they would do it. We 7 A. | don't recall ever having such adiscussion.
8 didn't have an agreement. The game had to be 8 Q. Doyoudeny it?
9 developed, but there was a high level of 9 A. No.
10 confidence that EA would distribute that game 10 Q. Do you think that Mike Saul isjust making this up
11 based upon the fact that they were distributing 11 inthise-mail?
12 the RPG and prefunded the RPG. 12 MR. WISTOW: It says, "l have
13 Q. Okay. Did any expert, apart from the members of 13 discussed thiswith Keith Stokes." It doesn't say
14 the board, anybody outside the board offer an 14 | discussed it with Al.
15 opinion on that, on the likelihood that EA would 15 Q. Mr. Verrecchia, do you think that Mike Saul would
16 sign adistribution agreement in the future with 16 have been making appointments for you to go visit
17 38 Studios for Copernicus? 17 38 Studios without talking to you about it first?
18 A. No, | don't recall anyone doing that. 18 MR. WISTOW: There is no appointment
19 Q. Incidentally, how did you understand EA would be 19 schedule. | instruct him not to answer that.
20 repaid for itsinvestment in the RPG? 20 MR. PETROS: Read the question back.
21 A. It wasmy understanding that that was an 21 MR. WISTOW: Why don't you let him
22 advance against royalties. 22 read the e-mail.
23 Q. So, did you understand EA would get paid back 23 Q. Do you want to spend more time reading the e-mail
24 first out of the net revenues or profits produced 24  before| question you?
25 by the RPG, if any? 25 MR. WISTOW: Show me where he

Allied Court Reporters, Inc. (401)946-5500

(26) Pages 101 - 104

115 Phenix Avenue, Cranston, Rl 02920 www.alliedcourtreporters.com



Rhode I sland Economic Development Cor poration vs

Alfred J. Verrecchia

Wells Fargo Securities, LLC July 7, 2014
Page 105 Page 107
1 scheduled an appointment? 1 A. l'vesaidworse. It'stough. Therearea
2 MR. PETROS: I'll changeit to 2 lot of people out of work and, you know, average
3 visit, Max. Why don't you calm down. 3 incomesin Rhode Island are low, and thereisa
4 MR. WISTOW: He didn't schedule a 4 lot of demand by the public on the leaders of our
5 vigit, either. 5 statetotry and get the economy moving.
6 MR. PETROS: Let me ask the question. 6 Q. Anddid that -- did the state of the economy
7 If you have an objection, you can object. 7 influence your decision in voting to approve the
8 MR. WISTOW: I'm going to instruct 8 loanto 38 Studios?
9 him not to answer the way you asked it. You can 9 A. Yes
10 fileamotionif you want. 10 Q. How so?
11 Q. Do you believe Mr. Saul would have taken stepsto 11 A. Waéll, certainly the -- let me answer it
12 arrangefor you to visit 38 Studios without 12 first, not in relationship to 38 Studios. | think
13 discussing it with you first? 13 when the economy is poor, you're struggling to do
14 MR. WISTOW: Objection. 14 something to create some jobs and sort of prime
15 A. | havenoidea 15 the pump and get things going. Y ou may be willing
16 Q. If youtakealook at the second sentence, he 16 totakealittle bit more risk than you otherwise
17 talksabout that visit happening after some due 17 would have because you have to.
18 diligence, and he talks about this opportunity 18 If unemployment is at 1 percent, everybody
19 being as attractive aswe all believed. Can you 19 hasgot agreat job, and someone comesin with a
20 just read that sentence and tell me when you've 20 proposal, you can be abit stricter on that
21 readit? 21 proposal. But when unemployment is-- we were
22 A. l'vereadit. 22 certainly at the highest unemployment in the
23 Q. Didyou believein early May of 2010 that thiswas 23 nation, or if not second the highest, and for a
24  an attractive opportunity for EDC? 24 long period of time, you know, you've got to take
25 THE WITNESS: Iswhat an attractive 25 some stepsto try to do something, you may take a
Page 106 Page 108
1 opportunity? 1 hit morerisk.
2 Q. Fair enough. Did you believein early May of 2010 2 | think in that light, 38 Studios opportunity
3 that lending money to 38 Studiosin exchange for 3 presentsitself, you're going to move jobs here,
4 their relocation to Rhode Island was an attractive 4 you're going to be hiring people. These are going
5 opportunity for EDC? 5 tobegood-paying jobs. Doesthe state of the
6 MR. WISTOW: At what point? 6 economy have someinfluence? Sure. It's part of
7 MR. PETROS: | said early May 2010. 7 the-- it's one of the things that you consider.
8 A. It'snot acharacterization that | would use. 8 | don't think it's something that saysto you this
9 Q. How would you have described that opportunity at 9 isaterrible plan, it's not going to work, but
10 that time frame, early May 2010, around the time 10 let'sdoit anyway type stuff.
11 of thise-mail? 11 | think it's one of those things whereit's
12 A. | would describe it as an opportunity that 12 going to be alittle risky, but given the state of
13 was, given the economy in Rhode Island and the 13 affairs, maybe we need to take alittle bit more
14 need to get jobs as something that we wanted to 14 risk to do something. It's more agray areathan
15 takealook at, the fair amount of risk associated 15 itisablack-and-white type thing.
16 withit, but if we understand the risk and we try 16 Q. Okay. Did anyone at that point in time, that same
17 to put some thingsin place to mitigate that risk, 17 timeperiod, early May of 2010, express their
18 then maybe it's something we could do, but that's 18 Dbelief that they thought this was an attractive
19 not what | would call attractive. 19 opportunity for EDC?
20 Q. Okay. What was the state of the economy in Rhode 20 A. | don'trecal if anyone used the term
21 Island at that time? 21 attractive” | know that Keith Stokes and Mike
22 A. Sameasitistoday. It sucks. Pardon me. 22 Saul were, you know, very high on the opportunity.
23 Don't put that. 23 | don't know -- | don't recall whether they used
24 MR. PETROS: It's all on the record, 24 theterm "attractive" or not.
25 Mr. Verrecchia 25 Q. How about the Governor, was he also high on the
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opportunity?
A. | think the Governor was looking at it from
the standpoint that | just described a moment ago.
Y ou know, | think -- | don't recall him ever using
the word "attractive" in describing it. | think
it was something attractive from the standpoint
that this could bring in some jabs, get things
going and prime the pump. We need to do something
inthisstate. | think it wasin sort of that
10 state of mind or framework that it was looked at.
11 But | don't recall him ever using the word
12 "attractive" or saying at a board meeting | think
13 thisisan attractive opportunity. He was clearly
14 insupport of it.
15 Q. Isitfair to say based on his comments at the
16 board meetings the Governor was clearly in support
17 of thetransaction?
18 A. Yes.
19 Q. That wastrue from the first meeting to the last
20 mesting, right?
21 A. | don'trecall him ever not being supportive.
22 Q. Do you seethe reference down below, "1 think the
23 week of the 24th isthe best time to schedule. Al
24 and Steve will have just been briefed at the EDC
25 board meeting on the new $125 million Jobs

©O© 0N O A~ WDNPRP
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1 A. Only from what was written in the newspaper.
2 Q. Didyou learn they knew each other?
3 A. Again, fromreading it in the newspaper.
4 Q. What did you learn from reading the newspaper on
5 that topic?
6 A. That they knew each other and apparently were
7 closefriends.
8 Q. Let meshow you Exhibit 97, thisis Plaintiffs
9 Exhibit 97, it's an e-mail from Rob Stolzman to
10 Mike Saul and others dated May 5, 2010. Why don't
11 you take a minute and tell me when you've read
12 through that.
13 (PAUSE)
14 A. Okay.
15 MR. WISTOW: Let him read the entire
16 thing. There'sasecond page.
17 THE WITNESS: Oh, sorry.
18 MR. WISTOW: Just take your time.
19 A. Okay.
20 Q. First of al, Mr. Verrecchia, the e-mail itself,
21 Rob Stolzman, what was Rob's involvement in this
22 transaction?
23 A. | believe hewas acting as general counsel to
24 theEDC.
25 Q. Andthe e-mail isto Mike Saul. You know who is

Guaranty Program." Do you see that?
A. Yes
Q. Andinfact, were you briefed on May 24th on the
$125 million Job Guaranty Program?
5 A. | don'trecall, again --
6 Q. Do you know why Mike Corso was on this e-mail?
7 A. I'venever seen the e-mail until today so |
8 can'tsay.
9 Q. Didyou have any better understanding of Mike
10 Corso'srolein the transaction in May than you
11 didinApril?
12 A. No. My only involvement, knowledge of Mike
13 Corso being involved in thistransaction at all
14 was after 38 Studios went bankrupt.
15 Q. What did you learn then?
16 A. Just what was written in the newspaper.
17 Q. What wasthat?
18 A. That he was somebody who brokered the media
19 tax credits. That hewasinvolved inintroducing
20 Schilling to the state, apparently to Gordon Fox,
21 that he wasinvolved to some degree with the
22 property that was rented. But whatever wasin the
23  paper, that'sit.
24 Q. Did you learn anything whether or not Mr. Corso
25 had arelationship with Mr. Fox?

A WN PR
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heis. Tom Zaccagnino, did you learn who he was?
A. Yes
Q. Whowashe?
A. Hewasamember of the 38 Studios team, |
believe he's an investor.
Q. Weveaready talked about Mike Corso, and
obviously, Keith Stokes was the executive
director, those are the recipients of the e-mail.
In the second paragraph of this e-mail Rob
Stolzman is telling these folks, quote, "Three
things need to happen before thisis voted on by
the RIEDC board." Do you see that?
13 A. Yes.
14 Q. And let meread into the record the first item and
15 I'll ask you afew questions about it. "First,
16 the RIEDC board needs to have a briefing on the
17 RIEDC financial programs so that thisis
18 understood to be a piece of the overall RIEDC
19 capital continuum function. Al Verrecchia
20 specifically recommended that this occur prior to
21 theboard voting on any specific credit facility,
22 (infact," semi-colon, "this process will be used
23 for dl RIEDC programs). That briefing will occur
24 on May 24 at the regularly scheduled RIEDC board
25 meeting." Havel read that paragraph correctly?
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1 A. Yes 1 likely to makeits way to the board at some point
2 MR. LEDSHAM: Objection asto 2 inthefuture?
3 semicolon. 3 A. | believeso. Again, don't hold meto a
4 MR. PETROS: Good to hear from you, 4 date
5 Ben. 5 MR. WISTOW: | didn't hear the end.
6 Q. Now, do you recall adiscussion -- the discussion, 6 MR. PETROS: He said yes, | believe
7 adiscussion with Rob Stolzman on this topic I've 7 so. Don't hold meto adate.
8 justread? 8 MR. WISTOW: Okay.
9 A. | don'trecall adiscussion specifically with 9 Q. Didyou have some concern -- did you have a
10 Rob Stolzman. | do recall adiscussion and, 10 concern at that time when you made this
11 again, | will usethe umbrellaterm EDC staff, 11 recommendation to EDC staff that the public might
12 which could have included Rob, that the EDC has a 12 view the 38 Studios loan as a special deal?
13 wide variety of financial programs, and the board 13 A. No, | don't believe so.
14 ought to get areview of these programs so when 14 Q. Didyou later come to have that concern?
15 we'revoting on a particular transaction it has a 15 A. Wadll, yes. It wasn't aconcern, it became a
16 sense of wherethisfitsinto the strategy of the 16 fact. | mean, 38 Studios deal became a cause
17 EDC and itsvarious programs. So that wasthe 17 celebre during the election year.
18 context in which that discussion was had, and they 18 Q. Atthispointin May did you foresee that and we
19 were going to make that presentation to the board 19 say we need to be public, because the public may
20 which, infact, I'm pretty sure | recall they did. 20 view thisasaspecial deal for Curt Schilling and
21 Q. | think they did, I'll show you those minutesin a 21 hiscompany?
22 moment. So | understand what your testimony is, 22 A. Not theway you characterize it.
23 soyou do recall that you made arecommendation to 23 Q. Please, correct me.
24 EDC staff, which may have included Rob Stolzman, 24 A. | think the board was concerned that we were
25 that the EDC staff should review with the board 25 giving -- early on we were giving $75 million of a
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1 the broader continuum of financial programs 1 $125 million fund to a single company, putting
2 available to fund opportunities -- 2 aside whether it was Curt Schilling or 38 Studios.
3 A. Yes 3  Why werewe doing that. And it became apparent
4 Q. -- beforethe board considers a specific proposal 4 about the 38 Studios, | think the board then
5 relating to 38 Studios; did | get that right? 5 wanted to be sure that, you know, we do good
6 A. Beforeit approvesthe proposal to anybody. 6 diligence, had agood financial plan because it
7 Q. Wasthere any loan proposal that was being 7 became acause celebre during the election. |
8 discussed by EDC staff at this time other than the 8 forget when, then candidate Chafee actually came
9 38 Studios loan to your knowledge? 9 toameeting to debate the issue.
10 A. You know, inthat same general time frame, 10 Q. Inaddition to being concerned about the 75
11 periodicaly they would bring to us grants, 11 million for one loan being such alarge part of
12 somebody wantsto put asolar panel in, and it's 12 theoverall funding, were you also concerned about
13 going to cost, you know, $1 million and the 13 how the public would perceive thisloan to a
14 company isgoing to spend 300,000, we're going to 14 company that Curt Schilling wasinvolved in?
15 lend them 300,000 and give them a grant for 15 A. You know, it didn't occur to me, and | mean,
16 300,000. We had programslike that. That would 16 hiscelebrity status, being a baseball player and
17 sort of encourage meto ask this question, we have 17 all that sort of stuff?
18 all these programs and they're coming up and we're 18 MR. PETROS: Yes.
19 approving these things, but we don't have a sense 19 A. | don'trecal that ever occurring to me.
20 of what the continuum is. So that was the context 20 That didn't have alot of play in my mind.
21 inwhichthat came up. There could have been 21 Q. Wereyou speaking with Rob Stolzman or Mike Saul
22 other programs going on, but they were relatively 22 and Keith Stokes on aregular basis about the 38
23 small programs. 23 Studiostransaction at the time of this e-mail
24 Q. Andyou knew at thistime that 38 Studios 24 that'sin front of you?
25 transaction was being worked on by staff and 25 MR. WISTOW: Objection.
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1 A. I'mnot sure what you mean by regular basis. 1 | told Keith Stokes he needed to let people
2 | mean, certainly when the transaction was in 2 know what was going on. Y ou know, the board wants
3 development, there were discussions that were 3 toknow why are we doing this.
4 taking place at the board meeting, and did 4 And then he indicated to the board that the
5 somebody send me an e-mail make atelephone call 5 origina reguest from the Legislature was for a
6 where things were or something like that, 6 $50 million fund, they added 75 to get it to 125,
7 absolutely, that could have happened, but | don't 7 $75 million was for 38 Studios, and if we gave the
8 recall specificaly. It certainly wasn't -- | was 8 $75 million to somebody else or other people, the
9 not akey member of the team putting it together. 9 Speaker of the House would be unhappy, and |
10 Q. Do you believe that any other members of the 10 personally took Speaker of the House to mean the
11 board, apart from the Governor, yourself and Steve 11 Legidature, correct or incorrect, and it was at
12 Lane, even knew about the 38 Studios transaction 12 that time that we first learned about 38 Studios,
13 asof May 5, 2010? 13 andto say that | knew about that more than a day
14 THE WITNESS: Repeat that? 14 beforetherest of the board would be --
15 (QUESTION READ) 15 Q. Would be what?
16 A. |don't believe-- | don't recall that | knew 16 A. Maybel found out the day before he could
17 about thistransaction well before the rest of the 17 havetold me aday before. Theideathat | knew
18 board did isthe only way | can answer that. | 18 about it and -- | think the board itself might
19 know what you're showing me here and e-mails that 19 have known before June Sth. Again, | don't know
20 aregoing out, but | was not part of any team, 20 thedates, you know, but clearly if | was asked to
21 never went to Massachusetts, don't ever recall 21 have someone at Hasbro talk to Mike Saul about
22 being asked to go to Massachusetts, understood it 22 doing due diligence, | would have known about 38
23 tobe 38 Studios at the sametimeor at least at 23 Studios at that time, and the board would have
24  about the sametime. Did | know aday before, two 24 known it at that time aswell. | was not sitting
25 daysbefore? But theideathat | knew, you know, 25 there, you know, knowing that there's a
Page 118 Page 120
1 amonth, two months before the rest of the board, 1 transaction with 38 Studios going on and the rest
2 no. 2 of the board not knowing that.
3 Q. Okay. Mr. Verrecchia, we looked, at the beginning 3 Q. Okay. Sowhat'sthe basisfor your -- the last
4 of the deposition we looked briefly at the June 9 4 statement you made that if you were asked to
5 meeting minutes of the board of EDC; do you recall 5 provide employees from Hasbro to help out with the
6 that? 6 duediligence, you would have known about 38
7 A. Yes 7 Studios and the rest of the board would have known
8 Q. Allright. Soaswe sit heretoday, can you refer 8 atthesametime. What isthe basisfor the last
9 meto any other document that indicates that the 9 part of your statement that the rest of the board
10 rest of the board or other members of the board, 10 would have known if you were asked to help out
11 apart from the three | named, were aware of the 11 with due diligence on 38 Studios?
12 discussionsinvolving 38 Studios before that June 12 A. Becauseit would have been discussed at the
13 9 meeting? 13 board meeting. | wouldn't have done it behind the
14 MR. WISTOW: Objection. 14 back of the board.
15 A. | can't show you documents, but there were 15 Q. [I'll represent to you that I've reviewed the board
16 discussionsin executive session. Again, | can't 16 meetings, the first reference I've seen to 38
17 put atime frame other than a sort of a grouping 17 Studiosin the board meeting minutes including
18 of monthsin that April, May, June time frame. 18 executive sessionisJune 9, 2010 --
19 When Keith Stokes indicated that they were working 19 MR. WISTOW: Since you're making
20 onatransaction that involved $75 million of $125 20 representations and not asking questions, I'll
21 million fund to one company, the board was 21 represent there are many errorsin the minutes,
22 concerned about giving $75 million to one company 22 period. You can represent, I'll represent -- and
23 and why. And they were pushing back alittle bit 23  omissions.
24 astowhy, and what was going on, why were we 24 Q. Socanyou tell me how other board members would
25 doing that. 25 have knownin May of 2010, or how they did know in
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1 A. Okay.
2 Q. Wereyou and Steve Lane acting as an ad hoc
3 committee on the 38 Studios transaction?
4 A. No.
5 Q. Do you know why Rob Stolzman would have
6 characterized it that way?
7 A. No.
8 Q. Did you anticipate that you and Steve Lane would
9 be making arecommendation on the 38 Studios
10 transaction to the board?
11 A. No.
12 Q. Canyou explain why you had that exchange earlier
13 that welooked at with Steve Lane about the 38
14 Studiostransaction?
15 MR. WISTOW: Why don't we show it to
16 him.
17 THE WITNESS: Y ou mean the stalking
18 horse?
19 MR. PETROS: Yes.
20 A. No.
21 Q. Didanyone ask you and Steve Laneto serve asan
22 ad hoc committee on the 38 Studios transaction?
23 A. | don't recall ever being asked that
24 question.
25 Q. Did you agree with the statement that, " Sufficient

Wells Fargo Securities, LLC July 7, 2014
Page 121 Page 123
1 May of 2010 about the 38 Studios transaction? Do 1 duediligence needed to be conducted to lead to a
2 you have knowledge, personal information that 2 vigorous staff recommendation for approval of the
3 Dooley or other members knew about the -- 3 38 Studiosloan transaction”?
4 A. | can't sit here with adate on a calendar, 4 MR. WISTOW: Could you read that
5 but I'm sitting in a meeting when they're being 5 back, please.
6 told about 38 Studios, and you and | both know 6 (QUESTION READ)
7 thatif | have two attorneys write the minutes for 7 MR. WISTOW: | object. | don't
8 ameeting, one isgoing to write the board had a 8 understand that question at all. I'm not going to
9 discussion about atransaction, period, the end. 9 dlow himto answer it without me understanding
10 Theother guy isgoing to write, you know, chapter 10 it. I'mgoing to instruct him not to answer.
11 andverse. 11 Q. Did you agree at thistime period, Mr. Verrecchia,
12 So, the fact that something is not in the 12 that it was important to have a vigorous staff
13 minutes doesn't mean it wasn't discussed at the 13 recommendation in favor of the 38 Studios loan
14 meeting. | did not find out about 38 Studios 14 transaction?
15 months before the rest of the board, no way. 15 THE WITNESS: Are you talking May
16 Q. Okay. Areyou done? 16 5th?
17 A. lam. 17 MR. PETROS: Yes, | am.
18 Q. Allright. Let me point you to the next 18 A. I've never seen this document, so the only
19 paragraph, Second. Why don't you take a moment 19 way | can answer that question isin order for --
20 and read that to yourself if you want to, I'm 20 asadirector of the EDC, | would not have voted
21 going to ask you questions about it. | want to be 21 for the transaction without a recommendation from
22 fair. Readitto yourself, it beginswith, 22 EDC staff as one of the components.
23 Second. 23 Q. And if the recommendation from EDC staff had been
24 A. Oh, okay. 24  to reject the loan application, would you have
25 (PAUSE) 25 voted against it?
Page 122 Page 124

1 A Yes
2 Q. Soyouwould have accepted and followed the
3 recommendation of EDC staff?
4 A. Asoneelement of approving the loan.
5 Q. Right. But that was--
6 A. That was anecessary representation.
7 Q. It may not be sufficient, but it was a necessary
8 element?
9 A. Yes
10 Q. Letme-- sotherecordis clear, you would not
11 havevoted in favor of the loan to 38 Studios if
12 the staff recommended rejecting that 1oan,
13 correct?
14 A. Correct.
15 Q. But astaff recommendation in favor of the loan
16 was necessary, but not necessarily sufficient for
17 youtovotein favor of it?
18 A. Correct.
19 Q. Now, do you remember having a discussion with Rob
20 Stolzman or EDC staff about whether the due
21 diligence needed to produce arigorous staff
22 recommendation for the transaction?
23 A. No.
24 Q. Do you deny that you had such a conversation, or
25 isit possible you had it and have forgotten it?
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1 A. Possible. 1 the $125 million Job Creation Guaranty Program?
2 Q. You seeagain there is another reference in this 2 A. Okay. Let mereadit.
3 paragraph to you, Steve and Keith visiting the 38 3 MR. PETROS: Sure.
4 Studios? 4 (PAUSE)
5 A. Yes 5 A. Okay.
6 Q. Your testimony isthat you never went there? 6 Q. Do you seethat he's talking there about the $125
7 A. Never went there. 7 Job Creation Guaranty Program?
8 Q. Did Steve Lane go there -- 8 A. Yes
9 A. | don't know. 9 Q. Heactually uses-- the minutes use the term
10 Q. Did heever tell you that he went to visit there? 10 capita continuum when he's talking about the
11 A. | don't recall him ever telling me that. 11 programs available through RIEDC, right?
12 Q. | didn't finish my question. Did he ever tell you 12 A. Yes.
13 that he went to visit 38 Studios in Massachusetts? 13 Q. Similar to one of the terms that Rob Stolzman used
14 A. | don't recall him ever telling me that. 14 inthelast e-mail welooked at?
15 Q. Didyou -- strike that. The third point he makes, 15 A. Yes.
16 it startswith Third, "The Kushner needs to have 16 Q. Doyou recall inthat prior e-mail Mr. Stolzman
17 been approved by the General Assembly, either as 17 indicated that the board was going to be briefed
18 part of the FY '10 supplemental or closed." Do 18 onthison May 24, 2010?
19 you seethat? 19 A. Yes.
20 A. Yes. 20 Q. And recognizing you weren't at that meeting, based
21 Q. What does the term "Kushner" refer to? 21 onthisminutes, doesit appear that briefing took
22 A. | havenoidea 22 place?
23 Q. Doesthat refer to the processin the job creation 23 MR. WISTOW: Objection.
24 program to alow for amoral obligation to support 24 Q. Thebriefing on the capital continuum and Job
25 thebondsto beissued under that program? 25 Creation Guaranty Program?
Page 126 Page 128
1 MR. WISTOW: Do you want him to 1 A. If that'swhat the minutes say, then | assume
2 guess? 2 that'swhat happened.
3 MR. PETROS: I'm asking him if he 3 Q. Do the minutes say that?
4 knows. 4 MR. WISTOW: Objection. The document
5 MR. WISTOW: He just said he has no 5 gpeaksfor itsdlf.
6 ideawhat that means. 6 MR. PETROS: Y ou can answer.
7 A. | have noideawhat the Kushner refers are. 7 MR. WISTOW: What's the question?
8 Q. Let meshow you the minutes of the May 24 EDC 8 MR. PETROS: Do the minutes say
9 board meeting. I'm going to show you what was 9 that?
10 previously marked as D-82. This document is 10 MR. WISTOW: Say what?
11 entitled Meeting of Directors Public Session, 11 Q. Do the minutesindicate that the board was briefed
12 correct? 12 onthe Job Creation Guaranty Program,
13 A. Yes. 13 Mr. Verecchia?
14 Q. Doesit appear to be minutes of a meeting of the 14 A. Yes. Itsaysthat, "The RIEDC hosted
15 EDC board? 15 approximately 50 private capital and equity
16 A. Yes. 16 program directors and professionalsto discuss
17 Q. Andyou're noted as being absent from this 17 recapitalizing the Slater," et cetera.
18 meeting, correct? 18 Q. Doesit also indicate board members were briefed
19 A. Yes. 19 on the broader capital continuum available through
20 Q. Asyou told us, you would have received a copy of 20 RIEDC?
21 these minutesin your capacity as vice chair and 21 MR. WISTOW: I'm going to object.
22 member of the board? 22 I'mgoing to instruct him not to answer. It says,
23 A. Yes. 23 "Additionally, the General Assembly is considering
24 Q. If youwould turnto Page 3. Do you seethe 24 creating $125 million Job Creation Guaranty
25 discussion there about Mr. Stokes commenting on 25 program for the RIEDC." That'swhat it says. It
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1 doesn'tindicate any briefing or anything else. 1 or venture cap firms about a possible investment
2 MR. PETROS: What's the basis of the 2 orloanto 38 Studios?
3 witness not to answer? 3 A. | don't recall ever doing that, no.
4 MR. WISTOW: Because the document 4 Q. Didyoutak to any of the candidates for public
5 gpeaksforitsalf. It'sunfair totry to put 5 office about the 38 Studios transaction?
6 wordsin his mouth. 6 A. | don't recall ever doing that, no.
7 MR. PETROS: Y ou've asked witnesses 7 Q. Didyou tak to candidate Chafee at any point in
8 what documents say for six monthsin this case, 8 timeprior to the closing?
9 Max. How can you assert that as an objection? 9 A. No.
10 MR. WISTOW: I'm asserting it as an 10 Q. Didyou talk to Treasurer Caprio at any pointin
11 objection. Thething speaksfor itself. He 11 timeprior to the closing?
12 wasn't there. 12 A. I'm hesitating because there was something
13 Q. Mr. Verrecchia, do these minutes, which you 13 that the treasurer's office wasinvolved in
14 received as amember of the board, indicate that 14 regarding 38 Studios. | just don't recall what
15 the board was briefed on May 24 on the capital 15 the details were and what it was about, and |
16 programsavailableto RIEDC? 16 recall having avery brief discussion about --
17 MR. WISTOW: Object to the term 17 something with him asregardsthat, but | can't
18 "briefed." 18 recall what it was about or what the details were.
19 A. Actualy, it doesn't. No, it does not. 19 Q. Butyou believe you had a discussion with
20 Q. Okay. Doesthis-- do these minutes reference the 20 Treasurer Caprio about the 38 Studios transaction?
21 38 Studios transaction? 21 A. | have some recollection having to do with
22 MR. WISTOW: When it comes time for 22 it, but | can't tell you the detailsat all. To
23 youtotry to get him to come back here, you may 23 my knowledge, he's not -- he wasn't involved in
24 haveto get an order from the court. We are 24 thetransaction, didn't need his approval or
25 wasting time. 25 anything like that. But there was something that
Page 130 Page 132
1 MR. PETROS: | haven't wasted any 1 hisnamecameup, | saw him somewhere, had a
2 time, Max. | resent that suggestion. 2 discussion, but | can't remember the details, and
3 MR. WISTOW: This document speaks for 3 it wasn't anything substantive that I'm aware of.
4 itsef. You're now asking awitnessto read 4 Q. Doyourecal anything about that discussion,
5 through it and seeif he can find the word 38 5 apart from what you've told us already?
6 Studios. That isawaste of time. 6 A. No.
7 MR. PETROS: I'm asking him. Do you 7 Q. Didyou have any discussions with Gina Raimondo
8 want to stipulate it doesn't? 8 about the 38 Studios transaction?
9 A. | don't see any reference to 38 Studios. 9 A. No.
10 MR. PETROS: Thank you, Mr. 10 Q. Didyou know her in the summer of 20107
11 Verrecchia. That took about 30 seconds. Less 11 A. | think | met her as acandidate, but |
12 timethan your objection took. 12 didn't know her.
13 Q. Mr. Verrecchia, we're going to turn in amoment to 13 Q. Did you support her candidacy financially?
14 the June 9 meeting minutes. 1'm going to ask you 14 MR. WISTOW: Thisisthe United
15 questions about that meeting which you did attend, 15 States-- oh, financially?
16 wetalked about that briefly already. But | first 16 MR. PETROS: Financialy.
17 want to ask you, did you have any other 17 A. | believel did.
18 involvement with respect to the 38 Studios 18 Q. Didyou talk to her about this transaction before
19 transaction prior to that June 9 meeting, other 19 theclosing?
20 than what we've talked about already? 20 A. No, | don't recall ever having adiscussion
21 A. Notto my knowledge. | don't recall any. 21 with anybody, any public official or candidate
22 Q. You may have, but you cannot recall any today; is 22 relativeto 38 Studios other than what | said
23 that fair to say? 23 about Frank Caprio and, obviously, the Governor.
24 A. Fairto say. 24 Q. Do you recal learning about Ms. Raimondo's view
25 Q. Allright. Did you talk with any private equity 25 of thistransaction?
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1 A. Yes 1 beginning in June of 2010. | want to ask you
2 Q. Whendid you learn about it? 2 about aperiod of time before that, in April and
3 A. Icertainly -- | recall reading about it long 3 May of 2010, before there was a presentation to
4 after -- | say long after, after 38 Studios went 4 the EDC board. | want to know what you understood
5 bust or at the time it was going bust when they 5 to bethe amount of money during that time frame
6 werelooking for more help from the state, and | 6 that 38 Studios was seeking from EDC?
7 recdl her talking about the letter that she 7 A. Again, | can't put atimeframe onit, but
8 wrote. | do not recall ever getting that |etter 8 thefirst time| had heard anything about how much
9 or ever having seen that letter while | was on the 9 money they needed was from Mike Saul, and | recall
10 EDC board or prior to the transaction closing or 10 it being at aboard meeting. Could he have called
11 being voted upon. That'sthe best | can do with 11 meup and told me that a week beforehand? L ook,
12 that. 12 it'spossible, | suppose. But what | recall is
13 Q. Soprior to the closing on the 38 Studios 13 Mike Saul at a board meeting talking about the
14 transaction, did you know that she had sent a 14 need for $75 million.
15 letter to the EDC in opposition to that 15 Q. Okay. Do you recall discussions about grossing up
16 transaction? 16 the amount of the loan to $85 million or a higher
17 MR. WISTOW: Object to the 17 number?
18 characterization of EDC. 18 A. | don't recal that discussion, no.
19 Q. ToEDC or any of its staff or members concerning 19 Q. Do you recall any discussions about grossing up
20 the 38 Studios transaction? 20 theamount of the loan to 38 Studios?
21 THE WITNESS: Did | know at the time 21 A. | don't recall any discussions about
22 before we voted? 22 gross-up, no.
23 MR. PETROS: Before the closing. 23 Q. Didyou discussthat, do you recall discussing
24 A. Beforetheclosing, | don't recall whether or 24  that with Rob Stolzman or Mike Saul?
25 not we had received a copy of the |etter that was 25 A. No, | don't recall having that discussion.
Page 134 Page 136
1 then referenced to many months down the road. 1 Q. And your recollection was that when Mike Saul did
2 Q. Didyou learn prior to the closing that she had 2 provide you with a number, it was 38 Studios was
3 serious concerns about the transaction? 3 asking for or needed 75 million; have | got that
4 A. 1dontrecall. 4  right?
5 Q. You may have, you may not have? 5 A. Yes
6 A. May or may not. 6 Q. Okay. And did you understand that to be a net
7 Q. Didyou learn before your final vote on the 7 number?
8 transaction that she had serious concerns about 8 A. Thefirst timeit was presented to usit
9 it? 9 wasn't adiscussion, net, gross, it wasjust a
10 A. |l don'trecal. Therewasalot of talk by a 10 number that was thrown out there. It was very
11 ot of people running for office about that 11 early onin the process, and it wasn't presented
12 transaction. Chafee being the most notable. So 12 tousashere'stheir need, it'swhat they were
13 shemight have said something prior to the 13 asking for. They hadn't done any due diligence or
14 transaction, but | don't recall. 14 gone through financials or anything like that.
15 Q. Okay. In April and May of 2010 what was your 15 Q. Who hadn't done any due diligence?
16 understanding concerning the amount of money that 16 A. EDC.
17 38 Studios was seeking from EDC? 17 Q. EDC staff?
18 A. Mike Saul made a presentation to the board 18 A. Mike Saul, staff. I'm putting it al under
19 indicating that they were looking for $75 million. 19 oneumbrella
20 They werelooking for $75 million. That was the 20 Q. Infact, thefirst time Mike Saul presented a
21 first time -- the first number that we had heard 21 PowerPoint presentation to the board in June of
22 wasthat time frame you're talking about, | can't 22 2010 on the 38 Studios transaction, did he
23 pinpoint it, but the first number we heard was $75 23 indicate to the EDC board that they were largely
24  million. 24  done with due diligence already?
25 Q. Mike Saul made presentations to the EDC board 25 A. | don't recall, but you keep -- that the

Allied Court Reporters, Inc. (401)946-5500

(34) Pages 133 - 136

115 Phenix Avenue, Cranston, Rl 02920 www.alliedcourtreporters.com




Rhode I sland Economic Development Cor poration vs

Alfred J. Verrecchia

Wells Fargo Securities, LLC July 7, 2014
Page 137 Page 139
1 firsttime Mike Saul presented was June 9th. When 1 that at any earlier meeting Governor Carcieri or
2 Mike Saul presented the 38 Studios proposition, 2 anybody else had presented information on the 38
3 thefirst time he talked about it wasin the 3 Studios transaction to the EDC board?
4 context of they had been out looking for equity, 4 A. 1don'thaveany -- | don't have any, you
5 hadn't found equity -- not that they hadn't found 5 know, written documentation but, you know, the
6 equity, but that the equity wanted too big of a 6 notion that the board is first finding out about
7 piece of Schilling's company, and he didn't think 7 38 Studiosin June relative to al the other
8 the state would have to put in equity, that he 8 e-malilsyou've shown me doesn't connect.
9 thought that aloan program might be workable and 9 Q. Why not?
10 they were going to start to work on that. And 10 A. Becauseit's suggesting thereis discussions
11 there were several meetings. Again, | can't put a 11 about 38 Studios going on in the April and May
12 date on the calendar where he would be asking the 12 period, you know, and that I'm part of those
13 board to continue working on the project. So, the 13 discussions, and the board's first finding out
14 ideathat thefirst time we heard the 75 million 14 about this June, and that isnot the case. So |
15 was after al due diligence had been completed, | 15 don't know what was written here and -- but the
16 can't answer that question because | don't know, 16 ideathat | knew two months ahead of timeisjust
17 you know, when he did his due diligence and how 17 not true.
18 much he did when. But | know the first time he 18 Q. Wadll, you knew two months before June 9, you're
19 spoke about 75 million was very early onin the 19 not disputing that, right?
20 process. | had the impression that it was early 20 A. I'mnot disputing that. But to say that's
21 on. We hadn't completed all due diligence -- 21 thefirst timethat the board -- the rest of the
22 certainly, thefirst time we heard about it, no 22 board knew about it, and | knew this thing about
23 one had made -- we hadn't had Strategy Analytics 23 two months beforehand, no.
24 or Wells Fargo or First Southwest, nobody had made 24 Q. Socanyou identify for me any fact indicating
25 apresentation to us or anything like that. 25 that therest of the board, other than you and
Page 138 Page 140
1 Q. Sothenumber you heard and the number you always 1 Steve Lane and Governor Carcieri, knew about the
2 heard was 75 million, that's what -- 2 38 Studios transaction in April of 2010?
3 A. That'swhat | recall. 3 A. Obviously not, no.
4 Q. That'swhat yourecall. Let'sturn back to 4 Q. OrinMay of 20107
5 Exhibit 116, which is the minutes of the June 9 5 A. No.
6 meeting. Now, I'm showing you what are the board 6 MR. WISTOW: It'sfiveto one, I'm
7 meeting, executive session minutes, right? 7 getting alittle hypoglycemic.
8 A. Yes. 8 (OFF THE RECORD)
9 Q. Those minutesindicated that you attended that 9 MR. PETROS: We'll break until 1:30.
10 meeting, correct? 10 Thank you, Mr. Verrecchia.
11 A. Yes. 11 (LUNCH RECESS 12:54 TO 1:35 P.M.)
12 Q. Do you recall -- do you have any independent 12 (MR. MARTLAND NO LONGER PRESENT)
13 recollection, apart from what's in the meeting 13 Q. Mr. Verrecchia, when we broke for lunch, we just
14 minutes, what was said or done at that meeting? 14 started a discussion about the June 9 minutes, but
15 A. No. 15 beforel return to that, | want to show you one
16 Q. Okay. Read to yoursdf the first paragraph on the 16 other exhibit and ask you afew questions about
17 bottom of Page 1, tell me when you've done that. 17 that and then we'll go back to June 9. We're
18 (PAUSE) 18 marking this as Defendants Exhibit D-122. The
19 A. l'vereadit. 19 top of it isan e-mail from Keith Stokesto Mike
20 Q. Doesthat language suggest to you that Governor 20 Saul, ccto others dated May 12, 2010.
21 Carcieri wasintroducing the 38 Studios 21 (DEFENDANTS EXHIBIT D-122
22 transaction to the board? 22 MARKED FOR IDENTIFICATION)
23 MR. WISTOW: Objection. 23 A. Okay.
24 A. It would appear so. 24 Q. I'mgoing to ask you questions on the second page,
25 Q. Do you have any persona knowledge that indicates 25 why don't you go ahead and read through that.
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1 (PAUSE) 1 A. Yes
2 Q. Starting with the top e-mail from Keith Stokes, he 2 Q. Okay. If I'm correct, please assume for these
3 refersto the fact that he just finished speaking 3 purposesthat Mike Saul iswriting this paragraph
4 tothe Governor regarding 38 Studios; do you see 4 | justread, okay --
5 that? 5 A. Okay.
6 A. Yes 6 Q. --inresponseto e-mail from Rob Stolzman. If
7 Q. Let mejust go below that, there'san e-mail at 7 that's correct, then Mike istelling Rob Stolzman
8 12:38 P.M. it says, "Mike Saul," e-mail address, 8 that he's only discussed the opportunity with you
9 "wrote" Do you see that? 9 and Steve Lane, right?
10 A. Yes. 10 A. Yes.
11 Q. Thenit says, "See comments below," some of which 11 Q. And he'sindicating -- he's asking Rob, how do we
12 we have discussed? 12 want to brief the other board members, if at all,
13 A. Okay. 13 correct?
14 Q. Thereason | want to point that out to you to be 14 A. Yes.
15 fair, Mr. Verrecchia, it looks like you looked 15 Q. Doesthat impact your recollection so far, your
16 down at the longer e-mail, which isthe first 16 belief, Mr. Verrecchia, that you did not know
17 e-mail inthe chain, so to speak, it lookslike 17 about the 38 Studios transaction before the other
18 there are points being made by Rob Stolzman, A, B, 18 board members learned of it?
19 C, D; do you seethose? 19 A. You know, it doesn't, not for length of time
20 A. Yes. 20 that some of these e-mails appear to indicate that
21 Q. Then underneath that it looks like in the smaller 21 | wasaware of this, you know, back in April Sth
22 font there'saresponseto A and aresponse to B 22 or 10th, and hereit istwo months later. It's
23 and aresponseto D. It'snot critical to my line 23 just not in my head that | knew this transaction
24 of questioning, but to be fair to you, | think the 24 60 days before the rest of the board. | certainly
25 etiology is such that those comments are from Mike 25 didn't have a participation in any ad hoc
Page 142 Page 144
1 Saul, theonesin smaller print? 1 committee or, you know, any special meeting other
2 A. Okay. 2 than having Mike Saul talk to Mark Blecker at
3 Q. I'mnot going to ask you to verify that. | just 3 Hasbro, and | don't have an explanation as to you
4 wanted to be fair with you. If you turn to the -- 4 know to that.
5 thisisan e-mail from Rob Stolzman at 2:35 P.M., 5 Q. Justto beclear onthat, you've testified,
6 the one on the bottom. | want to direct your 6 correct meif I'm wrong, that you did know about
7 attention to that, okay? 7 38 Studios transaction in that early time frame, |
8 A. Yup. 8 think you said April 9 isthe date you threw?
9 Q. Thisisan e-mail discussing moving the 38 Studios 9 A. Itappeared| did, given the emails| did, |
10 transaction forward, correct? 10 can't dispute that.
11 A. Correct. 11 Q. Isityour belief that the other board members
12 Q. Okay. And on the second page there's a paragraph 12 also knew about it in early April, notwithstanding
13 that begins, I'll read it into the record, it 13 thise-mail and the others I've shown you?
14 says, "Keith, have you asked Sharon to schedule a 14 A. | might have known about it avery brief time
15 specia meeting on 6-9 with backup date of 6-10? 15 frame before the other board members, | can't say
16 How do we want to communicate with the board for 16 that, you know, the very first time | heard about
17 the purpose of the special meeting? Thistiesto 17 itwas, you know, the day that they announced it
18 C below. | have only discussed the opportunity 18 at aboard meeting, but | don't recall having been
19 with Al and Steve. How do you want to brief other 19 involved with the 38 Studios transaction 60 days
20 board members, if at al? | see phone call 20 before therest of the board.
21 briefings and meeting purpose as different but 21 Q. Canyou think of any reason why Mike Saul might
22 linked from a communication strategy. Can we 22 have communicated with Mike Stolzman he only
23 build the briefing and meeting purpose into one 23 discussed it with you and Steve, if that wasn't
24 e-mail from Keith to the board?' Havel read that 24 true?
25 correctly? 25 A. No, | can't. They'retaking about alot of
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1 things herethat didn't take place.
2 Q. What elseinthis--
3 A. Wadll, theideawe're arranging a meeting --
4 that I'm supposed to go to Massachusetts and meet
5 with Curt Schilling. | never went, and | don't
6 ever recall being asked to go. Steve Lane,
7 obvioudly, had a meeting based upon that, but |
8 never participated in any meeting, you know,
9 whatsoever.
Thefirst time | saw Schilling and any member

of histeam was when they made the presentation to

the EDC board or introduced themselvesto the EDC
13 board is probably a better characterization.
14 Q. Mr. Verrecchia, are you denying that you were
15 asked to meet with 38 Studios prior to --
16 A. I'mnot denying. | don't recall being asked.
17 Q. Your testimony, and I'm not disputing it is that
18 you did not have a meeting?
19 A. | did not have ameeting.
20 Q. Do you know whether the absence of that meeting
21 was because of a scheduling conflict or some other
22 reason?

July 7, 2014
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1 Q. That'sfair. Let'sgo back to the June 9 minutes
2 andtak about those. ThisisPlaintiffs Exhibit
3 116?
4 MR. DOLAN: 116?
5 MR. PETROS: 116.
6 Q. Doyou haveit now?
7 A. Yes | do.
8 Q. Inthebottom of thefirst page that we looked at
9 earlier before the lunch break it indicates that
the Governor indicated that he wanted to talk
about afairly significant transaction; do you see
12 that?
13 A. Yes.
14 Q. Would you agree 38 Studios loan was afairly
15 significant transaction for EDC?
16 A. Yes.
17 Q. Healso described it as an interesting opportunity
18 for Rhode Idand?
19 A. Yes.
20 Q. And|I think you testified earlier it was an
21 interesting opportunity for Rhode Island?
22 A. Yes

10
11

23 A. | don'trecall why I didn't have the meeting. 23 Q. Do you remember anything else the Governor said
24 | don't recall being asked to have the meeting. 24 about the transaction during that meeting that you
25 Q. But you may have been asked but simply forgot? 25 attended?
Page 146 Page 148
1 A. | may have been asked, but | didn't have the 1 A. No.
2 meeting. 2 Q. Butyou did testify earlier that in general the
3 Q. Theresindication in capital C on this page, do 3 Governor spoke very positively about this
4 you see whereit starts off with, "RIEDC board," 4 opportunity and was a supporter?
5 indicating that Steve Lane did go up to Maynard 5 A. Yes. Hewasasupporter of the transaction.
6 that very morning; do you see that? 6 Q. Doyourecal, and | apologize, | may be repeating
7 A. Yup. 7 thisquestion, do you recall any discussion with
8 Q. Andagain, thise-mail is dated May 12, 2010, 8 the Governor regarding 38 Studios before he spoke
9 right? 9 at thismeeting?
10 A. Yes. 10 A. No.
11 Q. You seeright after that it says, "Both Tom and 11 Q. Isit possiblethat you had such adiscussion and
12 Michadl indicated that Steve did not think the 12 you'veforgotten, or do you have a clear memory
13 RIEDC board was yet aware of this opportunity for 13 that you had no such discussion?
14 the RIEDC in Rhode Idland," and you indicated that 14 A. No, | don't recall having a discussion.
15 Steve was concerned and they are concerned that 15 Q. Didthe Governor in his opening comments at this
16 our board has not been getting any background 16 meeting identify any risk associated with the
17 information or quiet calls or briefings on this; 17 transaction?
18 doyou seethat? 18 A. | don'trecal.
19 A. Yes. 19 Q. Do you recall any negative statement that the
20 Q. That would be another indication that thistime 20 Governor made about the 38 Studios transaction at
21 Steve Lane was discussed that the rest of the 21 any timeprior to the closing?
22 board members don't know about this transaction, 22 A. No.
23 right? 23 Q. But you do recall many supportive positive
24 A. Itdoes. | know whereyou're going, | don't 24  statements he made about the transaction during
25 have aresponse. 25 those meetings, correct?
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1 A. Wadll, | wouldn't say many supportive 1 Q. Based on what you heard, was there any other board
2 statements. | would say that he was, you know, 2 member that pointed out as many risks associated
3 supportive of the transaction. 3 with that loan asyou did?
4 Q. Among the board members, was anybody on the board 4 A. Youknow, | think, certainly Steve Lane
5 during the series of meetings now, concerning 38 5 pointed out the risks involved with new product
6 Studios, was anybody on the board more active 6 development | think Dave Dooley | believe spoke
7 about pointing out risks than you were? 7 about, you know, the risks associated with new
8 A. | don't know that anyone was more active. 8 product development. So there were several board
9 There were people who were actively concerned 9 memberswho had a pretty decent understanding of
10 about therisks. To say that | was-- | pointed 10 therisks associated with a new product
11 it out more than somebody else. | couldn't make 11 development or development program.
12 that judgment call. 12 Q. What are the unique risks associated with new
13 Q. Youdo recall you pointed out a number of risks 13 product development?
14 associated with this transaction in the series of 14 A. Thefact that it's new and unknown is one.
15 meetings, didn't you? 15 Q. Isthat risk the risk that the consumers, whatever
16 A. Yes. 16 your product is, might not buy it?
17 Q. Did anybody €else do that? 17 A. That comeslater on. | think any product has
18 A. Wadll,if | point out arisk in atransaction, 18 market risk. Thereisnot alot of product
19 you might say, yeah, | agree | was thinking the 19 development involved in deciding instead of making
20 samething. Now, doesthat mean | pointed it out 20 white shirts, we're going to make blue shirts.
21 oryou pointed it out. | happened to speak first, 21 But whether or not those blue shirts would be
22 you could have spoken first. There were a number 22 accepted by the marketplace is another story.
23 of -- there were certainly a number of peoplein 23 On the other hand, the fellow who develops a
24  that board that were beginning to understand the 24 shirt to begin with, there's much more risk
25 risks associated with the video game business and 25 involved in that development because it's the
Page 150 Page 152
1 therisks associated with any transaction like 1 firsttimeit'sbeing done. There are unknowns as
2 this, and you'd get people, you know, nodding 2 to how much something will or will not cost.
3 their heads. 3 Thereare estimates, and people put those
4 There were some people that would say, could 4 estimatestogether. They appear reasonable when
5 you explain that to me alittle bit more and that 5 you first do them, and then the issue isto
6 sort of thing. There were certainly, you know -- 6 monitor those as you go forward to ensure that
7 certainly, you know, Donna Cupelo understood the 7 you're staying with the budget.
8 risk. Sheand | wanted the third-party 8 We pointed out the risk in the video game
9 monitoring, and other members of the board 9 businessthat the late introduction is not an
10 wholeheartedly agreed with that. 10 uncommon thing. So we need to really be focused
11 So, to say that two of us were more activein 11 onthat and watch that as best we could.
12 pointing out the risk than the other people, | 12 Q. Soany other -- | just want to understand new
13 don't know that I'd go far. | think alot of 13 product development risks, one of them is a market
14 people agreed about the risks we were talking 14 risk, oneiswhat you call the development risk
15 about. 15 which means you have to actually develop the new
16 Q. My question was different, you may have beat 16 product.
17 peopleto the gun, you may have been quicker, they 17 (TELEPHONE INTERRUPTION)
18 may have agreed with you. But there were a series 18 MR. PETROS: Hi, who is on the phone?
19 of discussions where the board talked about the 38 19 MR. MARTLAND: Dave Martland.
20 Studiostransaction, right? 20 Q. Mr. Verrecchia, you were identifying the
21 A. Yes. 21 particular risks associated with new product
22 Q. My question is during those discussions you've 22 development, one was a market risk?
23 told usyou pointed out a number of risks 23 A. Yes.
24  associated with the loan to 38 Studios, right? 24 Q. Oneisthe development risk --
25 A. Yes. 25 A. Yes.
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1 Q. --whichisall therisks associated with trying
2 todevelop anew product?
3 A. Yes
4 Q. Anotherriskistherisk of cost overruns?
5 A. Cost overruns or not adhering to the plan.
6 Q. Another risk would be delayed release, that's more
7 specific to the video game market?
8 A. Wadll, it'smore specific to any new product
9 development. The notion that video games miss
10 schedule. A lotisnot unique to the video game
11 business, but it is something that you need to be
12  awareof.
13 Q. Any other risksthat you associate with new
14 product development apart from what you've
15 mentioned aready?
16 A. No. Just al the things associated with
17 causing something to be delayed or not be delayed.
18 Peopleleave, you know, you run into a snag or
19 something. A whole host of things that impact new
20 product development of any kind.
21 Q. What about therisk that, in the video game
22 market, the technology may change while you're
23 developing a game based on one set of technology?
24 A. Thatisarisk.
25 Q. Woasthat arisk that was present here in the 38
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based more on intellectual capital rather than
hard assets, video games was one example. 1t
could be a host of other companies, asset value,
intellectual capital the company had versus hard
assets, brick, machinery, brick and mortar.
Q. Did Mr. Stolzman in your view describe the deal
accurately and objectively?
MR. WISTOW: What deal?
MR. PETROS: The proposed 38
transaction.
A. You need -- when you say accurately --
Q. Mr. Stolzman summarized for the board the current
status of the discussions with 38 Studios, right?
MR. WISTOW: If you remember.
A. Theintroduction of the 38 Studios' deal
was -- there were three people who talked about
that. Stokes made comments about it, Saul made
comments about it and Stolzman made comments about
it. Tosay that it was, you know, an accurate
representation, I'm not quite sure what you mean
by that.
Q. Wwadll, didyou --
A. They told uswhat they told us. | mean, to
say that it was accurate or inaccurate, | can only
assume it was accurate.

Page 154

1 Studiostransaction?

2 A. That'sarisk always present when you're

3 taking about technology.

4 Q. A gamelike an MMOG, that's along-lead

5 development?

6 A. Yes

7 Q. Severa yearsat least?

8 A. Itcanbe

9 Q. Theminutesindicate on Page 2, Mr. Verrecchia,

10 near the top of the page that Mr. Stokes asked

Attorney Stolzman to present a summary of the

matter before the board?

Yes.

And did Mr. Stolzman do that at the meeting?

| believe so.

And did he -- do you remember what he said?

Not specificaly.

So your memory would be -- is your memory
refreshed by what's written on the page in front
of you from the minutes?

A. A littlebit. They talked about -- if you
read further down, they talk about the jobs
creation program or Job Creation Guarantee
Program. That was a program designed, according
to Stokes and Stolzman, that would fund projects
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Q. Waéll, you had known about the deal since roughly
April 9 of 2010, right?

A. Apparently.

Q. Did they say anything at that meeting that you
thought was inaccurate?

A. No, | don't recall them saying anything was
inaccurate.

Q. Didyou fed at that meeting they left anything
out concerning the possible transaction that you
knew about?

A. No.

Q. Based on what you knew about the transaction, did
they describe it in amanner that was fair and
reasonable for the rest of the board members?

A. Tothebest of my knowledge, yeah.

Q. Okay. There'sareference here that "Mr. Stolzman
indicated the opportunity presented itself to the
corporation by a chance meeting earlier in the
year between Governor Carcieri and Curt Schilling,
retired Red Sox baseball player." Do you see
that?

A. Yes

Q. Based on what you know today, do you believe that
was a chance meeting between Governor Carcieri and
Curt Schilling?
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1 A. Oh, I can't-- | don't have an opinion on 1 talked to the board about the risks and
2 that whether it was a chance meeting. 2 opportunities associated with the video game.
3 Q. Fair enough. Based on what you know today, do you 3 Tell mewhat risks you identified that night?
4 believethat legidative leaders had met with 38 4 A. Wadl, | thought the video game business
5 Studios before the meeting being referred to here 5 itself was agrowing business, was a growth
6 between Governor Carcieri and Curt Schilling? 6 business, but when you get into the
7 A. Based upon what | read in the paper, | don't 7 success/failurerate of a specific game, that's
8 know -- | personaly don't know other than what 8 wheretherisk comesin.
9 I'veread in the paper. 9 It's a hit-driven business, it'salot like

10 Q. Allright. Did Mike Saul present some description 10 themoviebusiness, and | believe | also said that

11 of thefinancial information and details 11 evenwith agreat team, you know, even Spielberg

12 surrounding the possible deal with 38 Studios at 12 will occasionally turn out amovie that doesn't do

13 this meeting? 13 sowell.

14 A. | believe so. 14 Y ou know, certainly the team that was being

15 Q. Do you remember anything in particular that he 15 put together seemed to be, by reputation, a good

16 said that night apart from what's reported in the 16 team. It wasagrowth industry, but it wasa

17 minutes? 17 hit-driven business, and the risks, once you got

18 A. It doesn't appear -- | don't believe he left 18 the game to market, was that it wouldn't be

19 anything out -- what was the question? 19 successful.

20 (QUESTION READ) 20 Q. If welook on the bottom of Page 3, thereisa

21 A. No. 21 statement that says, "First of al, you spoke

22 Q. Andagain, what you heard Mr. Stolzman, Mr. Saul 22 about what Hasbro has been doing in the video game

23 and Mr. Stokes say to the board, based on your 23 industry." Do you seethat?

24 knowledge, appeared to be complete and accurate? 24 A. Yes.

25 A. Yes. 25 Q. Didyou talk about Hasbro's activitiesin the

Page 158 Page 160

1 Q. Now you made some comments during this meeting? 1 video gameindustry at that meeting?
2 A. Yes 2 THE WITNESS: Repest that?
3 Q. Andwithout looking at the minutes, I'm going to 3 Q. Theminutesindicate that you discussed what
4 haveyou look at them in a second, do you have any 4 Hasbro has been doing in the video game
5 independent recollection of what you said at that 5 industry --
6 particular meeting? 6 A. Yes
7 A. Yeah. | taked generally about the video 7 Q. --isthat correct?
8 game business and some of the risks and 8 A. Yes
9 opportunities associated with them. | also 9 Q. Itasosaysinthebottom of that paragraph that,

10 indicated that there were two members of the 38 10 "Mr. Verrecchiaexplained that creation of MMOGs

11 Studiosboard who | didn't know personally but was 11 issimilar to the creation of amovie, inthat a

12 familiar with, one was R.A. Salvadore who was a 12 lot of money can be spent in production but the

13 writer, and the other was Todd McFarland was a -- 13 product may or may not be successful"?

14 | knew him as atoy designer. | didn't know them 14 A. Yes. That'sthe market risks you'd have with

15 personaly, but knew of their reputations. And 15 anew product.

16 Salvadore had actually done work and continued to 16 Q. Yourecal telling the board that --

17 do work for Hasbro's Wizards of the Coast 17 A. Yes.

18 subsidiary out in Seattle. 18 Q. --you could spend alot of money but you could

19 Q. Didyou tell the board that you were impressed by 19 still end up with agame that fails?

20 thereputations or the talent of these two 20 A. That'sright.

21 individuals? 21 Q. Onthe next page, third paragraph, it says -- you

22 A. Yeah. | said, you know, these are quality 22 talk about online games and one of Hasbro's games;

23 people who have very good reputations that have 23 isthat an accurate statement?

24 been successful in their respective industries. 24 A. | don'trecal, but I'll accept having said

25 Q. Allright. Mr. Verrecchia, you indicated that you 25 that, yes.
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Page 161

1 Q. Youasoindicate -- the minutesindicate that you
2 explained that, "It takes alarge distributor such
3 asElectronic Artsto get games out to market"?
4 A. Yes
5 Q. Isthat astatement that you believe you made to
6 theboard?
7 A. Yes
8 Q. Do you agree with that statement?
9 A. Lesssotoday than | did back then.
10 Q. So back then did you believe that was an accurate
11 statement?
12 A. Yes.
13 Q. Do you think it's an accurate statement today?
14 A. ltis, but technology ischanging. So, you
15 know, to get something to market today with, you
16 know, technology and, you know, social mediaisa
17 little bit different than it was back in 2010.
18 Q. Further down, two paragraphs down it says, "Mr.
19 Verecchiastated that betting on the industry is
20 asdlam dunk, but betting on specific gamesis
21 wherethe gamble lies, some are very good, others
22 not so good." Did you say wordsto that effect to
23 theboard at that meeting?
24 A. | don'trecal, but I'll accept the fact that
25 | saidit.

Page 163

1 A. |think, as| said amoment ago, it'sa

2 hit-driven business, so you bring alot of games

3 tomarket and some are home runs, they sell a

4 billion dollarsin thefirst 24 hours. Others

5 will dowell over alittle bit longer period of

6 time, and thereisawhole host of others that

7 don'tdowell asal.

8 Q. What'sthe Hasbro Fun Lab?

9 A. TheHasbro Fun Lab iswhere weinvite
children of different age groups to comein and
test our products. They do that for avariety of
reasons, safety and quality, see how the kids play
with the toys, to see whether or not they do play
with them, and it's part of our marketing
research. But we don't take -- these are toys,
not video games.

Q. These are toys, not video games, but you do that
in part to help you predict which toys might be
successful in the market?

A. Yes

21 Q. Istherean analog to that in the video game

22 industry?

23 A. Actualy, | don't know. | don't really know.

24 Q. Nonethat you're aware of ?

25 A. Nonethat I'm aware of.

Page 162

1 Q. Canyou explain what you meant by that?

2 A. | think avideo game business as an industry

3 isagood bet in terms of the industry.

4 Q. That wasyour perspective in 2010?

5 A. Anditistoday.

6 Q. Please continue.

7 A. That said any specific game, some are good,

8 somearenot. If they're good, you can make an

9 awful lot of money and do very very well. If
they're not, they're not.

Q. Without repeating it all, you're referring now to

12 the game risk wetalked about earlier where you

13 kind of brokeit up into three different tiers?

14 A. Yeah

15 Q. A littlefurther down it says, "Mr. Verrecchia

16 noted that although the video gaming industry has

17 alot of risk, it can aso be avery worthwhile

18 investment for Rhode Island." First of all, did

19 youindicate to the board that the video gaming

20 industry hasalot of risk?

21 A. Yeah

22 Q. Didyou believe at that time that the video gaming

23 industry did in fact have alot of risk?

24 A. Sure.

25 Q. Canyou describethat risk?

10
11

Page 164

1 Q. With respect to the 38 Studios transaction, before
2 voting to approve that deal, did you have any
3 information about a similar experience where
4 somebody had tested the gamesin devel opment to
5 seeif they were going to be popular or not --
6 that'sabad question. Let me break it up, unless
7 you want to answer it, go right ahead.
8 A. You can't takeamoviethat's half done and
9 show it to agroup of people and ask them whether

it's going to be successful or not. That's what

you'd be doing with avideo game. All the cost is

in the game. So, by the time you get to the stage

where you're at a beta, you've spent all the

money, you know, and that's the only time somebody

can redly test it. You do betatesting, but the

money is already spent. When you're dealing with

atoy product, we can take a doll concept,

sculptured, not having spent alot of money, and

then put it in front of kids and all the kids go

to that doll right out of the box and play with

it. Then the next day when they come back in,

they don't go to that doll again, so you know

right away. Y ou do thingslike that.

It's very difficult to take amovie or a
video game halfway through development and have a
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1 consumer look at it. They do, people do that, but 1 the RPG were successful, it would lend credence to
2 it'sto enhance the game. It'snot adecision 2 thesuccess of the MMOG. Contrary, if the RPG was
3 maker, per se. 3 not successful, then there would be less credence
4 Q. Andthat fact you've just described that paradigm 4 that the MMOG, you know, would be successful.
5 ispart of what contributesto the uncertainty in 5 Q. Atthat June 9 meeting did Steve Lane share any of
6 developing and marketing video games? 6 the serious questions he had referred to in that
7 A. For any product. 7 e-mail exchange with you back in, | think it was
8 Q. But asmore so with video games than with atoy 8 April?
9 that you can sort of betatest before you've 9 A. | don't know because | don't recall what, if
10 invested millions of dollars and years of 10 any, serious questionswere. So | couldn't answer
11 development in, right? 11 that.
12 A. It'seasier to do with atoy, yes. 12 Q. Let mechangethat. Did he raise any concerns
13 Q. Youjusttold usit's not practical to do that 13 about the 38 Studios transaction at that initial
14 with avideo game, right? 14  June 9 meeting?
15 A. It'smuch, much harder, yes. 15 A. Therewere anumber of directors who raised
16 Q. Why did you want the board to know that there was 16 concerns. | can't recall who said what
17 asignificant risk that the game would not be 17 specifically.
18 successful, the games developed by 38 Studios 18 Q. Okay. Didyou at any point in that June 9 meeting
19 might not be successful? 19 indicate to the board that you had some
20 A. Wadll, | think thereis a-- the board was 20 involvement with the 38 Studios transaction --
21 being presented with a business proposition, and | 21 discussions with 38 Studios -- let me start again.
22 think as part of our due diligence, we had 22 Didyou at any point in that June 9 meeting
23 responsibilities to have some understanding of 23 indicate to the board that you had had some
24  what that business proposition was and what the 24 involvement in the discussions concerning a
25 riskswere associated with that. To do that, you 25 possibleloan to 38 Studios beginning in April of
Page 166 Page 168
1 need to depend upon staff, a group of outside 1 2010.
2 expertsor consultants and anyone else on the 2 A. | don't recall that having said anything like
3 board who may have knowledge about a particular 3 that.
4 type of industry or transaction. 4 Q. Therewas aPowerPoint presentation made by EDC at
5 If we were talking about the construction 5 that meeting, and | want to show it to you and ask
6 business, wewould look to Paul Choquette from 6 Yyou afew questionsabout it. I'm going to mark
7 Gilbane. If you're talking about devel opment of 7 thisasD-123.
8 research, and even here we're talking about 8 (DEFENDANTS EXHIBIT D-123
9 development, people like Dave Dooley and Tim 9 MARKED FOR IDENTIFICATION)
10 Babineau had appreciation for development and 10 Q. The cover sheet on Exhibit D-123 is an e-mail from
11 risksassociated with development of any product. 11 Sharon Pentato Tim Babineau, and it's entitled
12 So, we were having that discussion to try and 12 subject of special board meeting, and it lists as
13 understand as much as we could about this 13 an attachment the final draft executive session,
14 transaction. 14 38 Studios PowerPoint. Do you seethat in the
15 Q. Didanyone at any of the board meetings disagree 15 body of the e-mail to Mr. Babineau, Sharon
16 with your statement that there was a significant 16 indicates she's attaching a copy of the PowerPoint
17 risk that the games might not be successful ? 17 that was discussed at the meeting?
18 A. | don't recall anyone disagreeing with that. 18 A. Yes.
19 Q. Do you recall anyone at any of the board meetings 19 Q. And thisisthe day after the June 9 meeting,
20 expressing the opinion that it was likely that 20 correct?
21 both games would be successful? 21 A. Correct.
22 A. | don't think we had adiscussion in that 22 Q. And she says at the beginning that, "Y esterday's
23 context. The RPG was-- | don't want to call it 23 meeting was to review and discuss an opportunity
24  thefirst installment of the MMOG, but the MMOG 24 for 38 Studios to relocate their operations to
25 wasthe same fantasy, the genre of game. So, if 25 Rhodelsland” --
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16 about the arrangement with Electronic Arts for
17 distributing the RPG?

18 A. Yes.

19 Q. Isthat discussion consistent with what your
20 understanding was of that deal?

21 A. Yes.

22 Q. Let'sturnto Page9. Thisisapresentation by
23 EDC staff of the project details?

24 A. Yes

25 Q. Isthereanything on that page that appears to you

Wells Fargo Securities, LLC July 7, 2014
Page 169 Page 171
1 A. Yes 1 tobeinaccurate?
2 Q. --correct? 2 MR. WISTOW: When you say inaccurate,
3 A. Correct. 3 you mean as of the time he saw it, as of today?
4 Q. If weturn back afew pages, there's a PowerPoint 4 MR. PETROS: As of the time he saw
5 presentation entitled Executive Session Briefing 5 it
6 Video Game Industry and 38 Studios Opportunity, 6 MR. WISTOW: One thing is not
7 RIEDC Board Meeting 6-9-10, J. Michael Saul? 7 accurate, total state return being greater than 10
8 A. Yes 8 percent.
9 Q. Doyourecal Mr. Saul making a PowerPoint 9 MR. PETROS: Point made. | agree
10 presentation at that June 9 board meeting? 10 withyou.
11 A. Yes. 11 A. There'snothing that'sinaccurate. | just
12 Q. | just want to ask you afew questions about that, 12 don't recall whether the job shortfall penalty fee
13 about that presentation. If you turn to Page 6. 13 was $7500 per job. There's nothing glaring here
14 The pages are numbered on the left-hand side. 14 that says, hey, that's wrong.
15 Page 6 includes a description of the company and 15 Q. Thereisafair amount of detail about the
16 the company background, correct? 16 transaction here; would you agree?
17 A. Yup. 17 MR. WISTOW: Objection.
18 Q. And Page 6 provides a description of the two games 18 A. Yes.
19 that 38 Studiosisworking on, Project Mercury, 19 Q. Soif you are sitting as a board member who had
20 whichisthe RPG, and Project Copernicus, which is 20 not yet known anything about this transaction,
21 the MMOG, correct? 21 this page suggests there was alot of discussion
22 A. Yes. 22 with 38 Studios about what the project was going
23 Q. Those are the two games we've been talking about 23 tolook like, correct?
24 during the course of this deposition, right? 24 MR. WISTOW: Objection.
25 A. Yes. 25 A. Yeah, there would have had to have some
Page 170 Page 172
1 Q. Okay. Andon Page 6 Mr. Saul indicatesin this 1 discussion with the people at 38 Studios, you
2 PowerPoint presentation that the RPG was scheduled 2 know, for this.
3 forreleaseinthefall of 2011; do you see that? 3 Q. Thisisalot morethan 38 Studiosis thinking
4 A. Yes 4 about moving to Rhode Island. Thisis, they're
5 Q. And healso indicates that Copernicus was targeted 5 thinking about moving to Rhode Island based on
6 for releasein the second half of 2012? 6 termsthat look like this?
7 A. Yes 7 A. Yes. | mean, | don't recall how Mike Saul
8 Q. By theway, did you understand -- who did you 8 characterized this. But remember, the board
9 believe prepared this presentation we're looking 9 certainly had been told that they had been working
10 at now? 10 with acompany that they couldn't disclose. So,
11 A. | would have assumed, you know, EDC did. 11 theideathat they're now disclosing it's 38
12 Q. You understood it was Mike Saul and the EDC 12 Studios, you know, is no surprise. They had been
13 preparing and presenting this? 13 working on it, because they made the statement
14 A. Yes. 14 they had been working with a company they weren't
15 Q. There's some discussion about -- on this page 15 ableto yet disclose who it was.

16 Q. Who made that statement?

17 A. It would have been Keith Stokes, Mike Saul.

18 Q. When do you believe they made that statement to
19 theboard?

20 A. Waéll before June 9th.

21 Q. Welooked at the May 24th minutes, do you recall
22 that, you weren't at that meeting but we looked at

23 theminutes, right?

24 A. Yes

25 Q. You read through those minutes?
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1 MR. WISTOW: To savetime, thereis 1 away, no. | recognized -- you asked me what the
2 no mention of 38 Studios in the minutes. Do you 2 risk was associated with a prerevenue company, |
3 havelikearadar system where you're getting 3 don't believe | indicated that was the first risk.
4 closeto theissuesin the case, awarning goes 4 Q. That wasabad question on my part. Assoon as
5 off and you get away from them? 5 you understood the background for the 38 Studios
6 Q. Areyou aware of any mention in any EDC minutes 6 loan, isit fair to say isthat you would have
7 that the staff was telling the board about a 7 identified to yourself, not necessarily telling
8 transaction which later turned out to be the 38 8 everybody else, that one of the risksin this deal
9 Studios transaction but they couldn't identify the 9 isthat were dealing with a prerevenue company?
10 partiesinvolved? 10 A. Not unless| saw aset of financials, which |
11 A. | don't know that anything was put in the 11 don'tbelievel did. | certainly don't recall
12  minutes, but | know that's what they said. 12 seeing aset of financials that would have
13 Q. When did they say it, at what meeting? 13 indicated whether or not they had revenue coming
14 A. | don't recall specifically what meeting. It 14 infrom any other sources, so I'm not really
15 would have been -- you know, you're asking me to 15 prepared to make that statement.
16 put atime date -- unless | took notes of every 16 Q. Allright. Do you agree with EDC'sidentification
17 meeting and kept them, | just don't recall 17 of 38 Studios as a prerevenue company as a project
18 gpecifically, but before they indicated it was 38 18 risk?
19 Studios, they indicated that they were working 19 A. Yeah.
20 with acompany that they couldn't disclose who 20 Q. Andwhat are the risks associated with a
21 that company was, and they were talking about 21 prerevenue company?
22 dlocating $75 million of the 125 million fund, 22 MR. WISTOW: At some point -- thisis
23 and the board, before it knew it was 38 Studios, 23 probably thefifth time. If you look at the
24 was questioning why are we giving so much to one 24 complaint --
25 company. | can't tell you what date that was. 25 Q. Don't describe what the complaint says.
Page 174 Page 176
1 Q. Haveyou completed your answer? 1 MR. WISTOW: At some point were
2 A. Yes 2 going to stop this. We can't go over and over and
3 Q. Atthe June 9 meeting when the Governor and others 3 again what is a prerevenue company, what's the
4 introduced the 38 Studios transaction did any of 4 risk.
5 them say, by the way, thisis the company we were 5 MR. PETROS: | haven't gone over it
6 talking about earlier that we were unable to 6 with thiswitness.
7 disclose? 7 MR. WISTOW: You have. If we keep
8 A. I don'tknow. I don't remember that specific 8 being repetitive, I'm going to instruct him and
9 language. 9 you canfile motionsif you want.
10 Q. Let'sturnto Page 10. Thisisentitled Project 10 MR. PETROS: Please don't suggest an
11 Risksand Rewards? 11 answer.
12 A. Okay. 12 MR. WISTOW: You're at a point that
13 Q. The EDC staff identified some of the project risks 13 this has become harassment.
14 inthisand the subsequent pages, correct? 14 MR. PETROS: That'stotally
15 THE WITNESS: Say that again? 15 unfounded.
16 Q. Starting on Page 10, this PowerPoint presentation 16 MR. WISTOW: | know it's your plan to
17 prepared by EDC staff, it identifies some of the 17 try to get him back again.
18 project risks, correct? 18 MR. PETROS: Don't try to make --
19 A. Correct. 19 MR. WISTOW: Thereisjust alimit
20 Q. Andthefirst risk they identify is 38 Studiosis 20 how far we can go with this. Go ahead, let's
21 aprerevenue company, right? 21 answer the question if you haveit in mind.
22 A. Correct. 22 Q. What arethe risks associated with lending money
23 Q. Andyou talked about that earlier as being arisk 23 toaprerevenue company, Mr. Verrecchia?
24 that you identified right away? 24 A. Wedll, if there is no other revenue, the only
25 A. | don't know that | identified that right 25 revenuethey haveisthe capital, and is that
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Page 179

1 enough to complete whatever project they're 1 A. Waéll, they had gotten $50 million from EA.
2 involvedin. So, you know, other streams of 2 They -- Schilling had put in 30 plus million
3 income coming in, and there isarisk that what 3 dollarsof hisown money. So we weren't the first
4 they have is not enough. 4 money going in.
5 Q. Based on your knowledge in the business world, are 5 Q. Isventure cap awaysthe first money going in?
6 traditional means of financing generally available 6 A. I'mnot an expert in venture capital or
7 to prerevenue companies? 7 private equity stuff.
8 MR. WISTOW: Objection. 8 Q. Did 38 Studios have any history of successfully
9 A. When you say traditional means -- 9 developing, distributing and marketing a video
10 MR. WISTOW: That'swhy | objected. 10 game?
11 THE WITNESS: What do you mean by 11 A. I'mtrying to think about the video they
12 that? 12 acquired, if it had. | don't recall, | need to
13 MR. PETROS: Going into Bank of 13 think back, becauseif | recall correctly, they
14 Americaand getting acommercial lending facility 14 acquired astudio in Maryland, and | don't know
15 or agreement. 15 what their history was.
16 A. Waell, depending upon what entity of Bank of 16 Q. Letmeputthat aside. Your recollection isthey
17 Americathey go to, they do venture capital. 17 acquired another studio?
18 Q. Isthat thetype of investment or lending we're 18 A. Yes.
19 talking about here with this company, it'srealy 19 Q. I'mtaking about this management team for 38
20 similar to aventure cap investment? 20 Studios, the people you've identified?
21 MR. WISTOW: Objection. 21 THE WITNESS: Did they have any
22 A. Thiswas an existing company. They had, if | 22 history?
23 remember correctly, acquired a studio down in 23 Q. As38 Studios--
24 Maryland. | believethey acquired that studio. 24 A. No.
25 They were closeto releasing agame. They had EA 25 Q. So, you understood 38 Studios had never
Page 178 Page 180
1 funding that game for $50 million, and we're being 1 successfully developed, distributed, marketed a
2 presented with this project, and Mike Saul starts 2 video game at that time?
3 off, thisis prerevenue, meaning, thisis -- we're 3 A. Atthattime
4 not generating any revenue from this game, listen 4 Q. You understood that 38 Studios had not generated
5 and just keep going through the presentation. 5 any revenue from games they had devel oped and
6 At that point in time, | don't think anyone is 6 marketed?
7 doing anything but listening to the presentation 7 A. Correct.
8 until it's complete, and then try to understand 8 Q. Okay. Andyou understood that the projected
9 what the dedl is and what the risks are associated 9 release date for the first game was still more
10 withit. Therisk being -- of investing in a 10 than ayear away, sometimein the fall of 20117
11 prerevenue company are greater than investingin a 11 A. Correct.
12 company that has a stream of revenue, obviously. 12 Q. If youtakealook down that page, it says, "EA
13 Butit happens, it happensall the time. 13  reviews 500 plus proposals per year and selects
14 Q. Would you agree with this definition: Venture 14 lessthan 10 percent.” Do you see that?
15 capita isfinancial capital provided to early 15 A. Yup.
16 stage, high potential, high risk, growth start-up 16 Q. Do you believethat isacorrect statement?
17 companies? 17 A. | don't have any reason to doubt it.
18 MR. WISTOW: Can | have that read 18 Q. Okay. TurntoPage1l. Itidentifiesasa
19 back? 19 project risk that the product was not yet branded,;
20 (QUESTION READ) 20 doyou seethat?
21 A. | wouldn't argue withit. 21 A. Say that again?
22 Q. Did that definition apply to 38 Studios at the 22 Q. Atthetop of Page 11 it says, "Product not yet
23 timeyou were considering your loan to them? 23 branded." Do you seethat?
24 A. Not quite, but close. 24 A. Yes.
25 Q. What did not fit? 25 Q. Isthat aproject risk here?
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1 A. Yeah. But | mean, it's one of the lesser 1 would be unable to repay the loan?

2 risksin my mind. 2 A. Yes

3 Q. Why did you view it as alesser risk? 3 Q. Didyou point that out while this PowerPoint was

4 A. Youknow, werein abusiness today where 4 being presented at that meeting?

5 some of the largest, most -- largest market 5 A. Paintitout? | believe | made the

6 capitalized companiesin the world, market 6 statement, you know, that if the game was not

7 companies didn't exist ten years ago. The Googles 7 successful, you know, 38 Studios would be in tough

8 of theworld. Youlook at new companies coming on 8 shape and people certainly got the sense of that.

9 board and some associated with social media. 9 | didn't haveto say it will be bankrupt because |
10 The fact that they haven't branded the game, 10 don't know that specifically, but | certainly made
11 it'snot like, gee, it doesn't have the name 11 itclear, and | think everyone on the board
12 Scrabble associated with it isarisk, but it's 12 recognized that if the game wasn't successful, it
13 notabigrisk. Becauseif it'sagreat game and 13 wasacomplete failure, the probability to paying
14 doeswell, the branding in and of itself is not 14 theloan out was pretty low.

15 goingtobeashiganissue. It certainly isan 15 Q. Didit concern you that the company's financial
16 issue, but it's not as big an issue as getting the 16 projections according to this bullet point showed
17 gameto market. 17 that even in the worst-case they would make full
18 MR. WISTOW: | want to take afive- 18 repayment? Did that cause any concern on your
19 ten-minute break. 19 pat?
20 MR. PETROS: Sure. 20 THE WITNESS: In what sense?
21 (BRIEF RECESS) 21 MR. PETROS: In the sense that you
22 Q. Why don't we go back on. Mr. Verrecchia, can you 22 knew you that the worst-case would not be full
23 turnto Page 12 of the exhibit we're discussing. 23 repayment, and yet you got financial projections
24 The exhibit at the top of Page 12, does it 24  that indicate worst-case you still get al your
25 identify changing industry dynamics dueto 25 money back.

Page 182 Page 184

1 technology as another project risk? 1 MR. WISTOW: You havelittle

2 A. Yes 2 quotations around worst-case.

3 Q. Didyou believe that was a project risk here? 3 MR. PETROS:. Okay. Do you want to

4 A. Yes Itawaysisaproject risk, and as 4 tedtify, Max?

5 they pointed out, they've also pointed out some of 5 MR. WISTOW: No, | don't.

6 the mitigating factors here to mitigate that risk 6 A. Atthisstage, you know, because | think when

7 but, yes, it'sawaysarisk. 7 people put best-case, worst-case, most probable

8 Q. Itidentifies product revenue shortfall/repayment 8 case, worst-casereally isn't worst-case, and

9 asaproject risk below that; do you seeit? 9 best-casereally isn't best-case. What people are
10 A. Yes. 10 trying to do is put some fences around a set of
11 Q. Wasthat project risk here? 11 projections. You put aset of fences around, if
12 A. Sure. 12 thingsdon't go well, thisiswhat aworst-case
13 Q. Mr. Verrecchia, thisis a statement below that 13 scenario will look like. One can say worst-case
14 says, "Company's worst-case 70 percent reduction 14 isthey go bankrupt. People understand that, but
15 in EBITDA financia projections reflects full 15 that's not what they mean by worst-case. Worst is
16 repayment.” Do you seethat? 16 notworst | guessiswhat I'm saying. Worst is
17 A. Yup. 17 notworst. | know it's hard to understand.

18 Q. Now, as aperson with considerable business 18 Q. Wereyou concerned that this statement in the
19 experience, did you believe at the time this 19 PowerPoint presentation caused concern on your
20 PowerPoint presentation was being shown to you 20 part that the financial projections were

21 that the 38 Studios worst-case would still be full 21 overstated?

22 repayment of the loan? 22 A. Atthisstage of the gamel didn't have any

23 A. No. 23 opinion on the financial projections.

24 Q. Did you understand that the company's 38 Studios 24 Q. | know you didn't. I'm asking if you had an
25 worst-case was that the games would fail and it 25 opinion after you saw this?
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getting the game to market. And that was the
intent of the loan, and that was the essence of
the transaction. So we were aware of the
market -- | think market risk as opposed to the
development risk.

Q. Why was the board focused on the devel opment risk
and not focused on the marketing risk?

A. Well, probably saying not focused is probably
not the right terminology. They were more focused
on getting the game to market. We knew based upon
some of the discussions we had had, were having
and did have over the next several weeks or months
that if the game were developed and released on
time, there was till market risk out there, and
that market risk, in part, was consistent with any
other new product that you put out there. It had
some uniqueness because it was a video game
business.

We talked about some of the mitigating
factors, so to speak, but until the gameis out
there in the marketplace, you don't know whether
it's going to be successful or not. And we talked
about the risk associated with that. And the
board was willing to take that risk. We were not
willing to take the development risk. We wanted

Wells Fargo Securities, LLC July 7, 2014
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1 A. No, not yet. 1 to make sure the game got developed.
2 Q. Didyou seethisand say, gee, | want to review 2 So, our focus was more around what is it
3 thosefinancial projections because this doesn't 3 going to take to get this game devel oped and get
4 look right? 4 it to market.
5 A. No. | don't believe | was along those lines 5 Q. You taked about the uniqueness of the video game
6 at thetimethis presentation was being made. 6 market, and one of those unique attributes you
7 Q. Did this presentation and that statement prompt 7 taked about earlier was the high risk of failure
8 youto ask to seethe financial projections? 8 inavideo game?
9 A. Not when he's making this statement, no. 9 A. Yes
10 Q. Didyou say during this presentation or any time 10 Q. Now, interms of the development risk, if the
11 after it, did you say to Mike Saul or anybody else 11 gameswere never fully developed, they were going
12 within the EDC staff, | want to see those 12 tofail, and EDC was not going to have money to
13 financial projections because | want to see how 13 repay theloan, right; you understood that?
14 they're predicting that under their worst-case 14 A. Yes.
15 they would be able to pay us back? 15 Q. And by the same token, if the games were fully
16 A. |didn't usethat language. What the board 16 developed and got to the market and failed in the
17 asked for and | asked, but others asked and agreed 17 marketplace, EDC was not going to have money to
18 iswewanted the EDC staff, specifically Mike Saul 18 repay theloan, right?
19 and histeam to review the financials and ensure 19 A. Morethan likely, no.
20 we had aviable business plan, and that we would 20 Q. Sotheimpact of afailure on the development risk
21 beable to complete the development of the game. 21 or failure due to the market risk was the same on
22 Interms of the market risks, which isreally what 22 EDC, theloan wasn't going to be paid back if that
23 hewastalking about here, that was arisk that 23 happened, right?
24  ultimately the board and the state was willing to 24 A. Yes.
25 take. My focus, and | think the board's focus was 25 Q. Sowhy were you more focused on the first risk
Page 186 Page 188

than the second risk, when they had the same
impact?

A. Therewerethings| could do with the first
risk. Thereisno second risk if you don't get
the game to market. We were -- when | say we, we
were funding a development and we wanted to make
sure the game got developed. We knew, or at least
certainly | waslooking at it from this
perspective. EA was distributing and had a
distribution agreement on the RPG. The RPG was,
somewhat, the first installment of the MMOG. They
had a good team put together. I1n my mind EA was
lending some credence to this team's capabilities
and while these folks had not devel oped a game as
38 Studios, they have alot of experiencein
developing and marketing successful video games at
other studios. They're not a bunch of novices.
There wasrisk in the marketplace, clearly. If
the game failed, you weren't going to be able to
pay back the loan, more than likely. But we were
being asked to fund a project to get this game to
completion. 'Y ou know, that was our focus, how do
we do that, because we were going to be giving
money out based upon certain milestones, et
cetera. That's where most of the focus was.
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1 Now, at some point in time, one would 1 tobesuccessful. Therewas risk associated with
2 probably belooking more at what was happening 2 that, and we were willing to take that risk.
3 with the game in the marketplace but there is not 3 Q. Andthe market risk for avideo gameisvery
4 alot | can do, quite frankly, you produce the 4 different from the market risk for many other
5 game, you've done agreat job, now it goesto 5 products, isn't it?
6 market. It'slike any new market. | can get that 6 A. Insome caseslessrisk, in some cases more
7 blue shirt to the marketplace, but if the 7 risk but, yes, it'srisky.
8 consumers don't want it, | got a problem on my 8 Q. Isitontheriskier side of the spectrum, Mr.
9 hands. We knew what the problem was, there wasn't 9 Verrecchia, or the lessriskier side of the
10 alot| could do to mitigate that other than ook 10 spectrumin terms of business ventures, based on
11 at who was supporting it, who was involved, what 11 your experience?
12 wasthe staff of people you had working on there 12 A. It'sfar lessriskier than new drugs, and
13 to say that these were not a bunch of novices, 13 probably more risky than anew television set.
14 these are people who have some experience and were 14 You know, when you say more or less risky,
15 successful inthe past. There's agood chance 15 compared to what?
16 they could be successful again, but, not a 16 Q. Let'suseyourterms. It's high risk, right?
17 guarantee. 17 A. Yes
18 Q. | think you said amoment ago that EDC's interest 18 MR. WISTOW: Areyou going to ask him
19 wasin funding the gameto get it to the 19 what the chances of success areiif the product
20 marketplace; did | say that right? 20 never getsto market at all?
21 A. Development, getting it to market. Once you 21 Q. Let'sturnto Page 13, Mr. Verrecchia. This page
22 get it to market, then you've got distribution 22 isentitled Company's Most Likely Projections; do
23 costs, et cetera. 23 you seethat?
24 Q. So,tosay it theway you said it, EDC's interest 24 A. Yes.
25 wasin funding the game to get it through the 25 Q. Underneath that on the bottom half of that page
Page 190 Page 192
1 development stage? 1 there are assumptions, correct?
2 A. Yes. | wanted the completed game. 2 A. Yes
3 Q. Wasn't EDC'sinterest in this entire project in 3 Q. It'sabigheading, it says, Assumptions, right?
4 creating acluster development that would bring 4 A. Yes
5 well paying jobs to Rhode Island over an extended 5 Q. Did you understand these were assumptions drawn
6 period of time? 6 from thefinancial projections or financial plan
7 A. Oh,sure. 7 of 38 Studios?
8 Q. So, if the game got through the devel opment stage 8 A. Yes
9 and was unsuccessful, was EDC going to succeed in 9 Q. And so these were assumptions made by 38 Studios,
10 creating high-paying jobs, bringing high-paying 10 the party that was seeking the loan from EDC,
11 jobsto Rhode Island for any extended period of 11 right?
12 time? 12 A. Yes.
13 A. No more than any biotech companies that we're 13 Q. Would you agree that these assumptions listed on
14 funding, prerevenue. Many of them don't have a 14 thispage are critical assumptions with respect to
15 project, but you're funding them. That's somewhat 15 38 Studios financial plan?
16 the nature of the business. All I'm saying to you 16 MR. WISTOW: Objection.
17 isthat we weren't -- the amount of money that we 17 A. Wadll, yeah.
18 were -- they were asking for was to get the 18 Q. These assumptions include projections as to how
19 product completed and ready to go to market. And 19 many gamesthey will sell in different years,
20 there was amarket risk, and that market risk 20 correct?
21 existswhether it's avideo game, some biotech 21 A. Correct.
22 product or anything else that's out there, and 22 Q. And how many subscriptions for the MMOG they will
23 clearly, if it's successful, we had the 23 generatein given years?
24  opportunity of creating a center of excellence, 24 A. Yup. Correct.
25 you know, cal it what you may. But the game had 25 Q. Did you understand that MM OGs generated revenue,
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1 inpart, through subscriptions? 1 Q. And the salesprice asreflected, if you look
2 A. Yes 2 above, it's got revenues projected; do you see
3 Q. Didthey also generate revenue through sales or 3 that?
4 wasit through -- through box sales, it says so 4 A. Yes
5 here, right? 5 Q. That would be based on the unit sales times sales
6 A. Yes 6 price, right?
7 Q. What's different between abox sale and a 7 A. Yes. Butl don't know the mix at this stage.
8 subscription? 8 Right now these are just numbers on the page.
9 A. Box sde, you buy the game, you go online and 9 Q. In 2011 the only thing they're selling are Mercury
10 payit. A subscription, it comein different 10 releases, correct?
11 forms. You can play per play, you can buy a 11 A. Yes.
12 monthly subscription. So pay to play, monthly 12 Q. And they're projecting $20,748,000 in sales, in
13 subscription. 13 revenuesin 2011, correct?
14 Q. Okay. If youlook through this page, beginning on 14 A. These are numberson apage. The 20 million
15 13, 14 and 15, there'samost likely projection, a 15 wasthat, just the 1.7 million units or was that
16 worst-case projection, and then a break-even 16 the 1.7 units plus some other staff they had going
17 projection, and to be more accurate, the first two 17 in. | don't know that. | don't know that level
18 projectionsindicate they were company projections 18 of detail at this stage of the game. Again, these
19 and thethird oneindicatesit'san RIEDC 19 arejust numberson apage. Werelooking at the
20 projection, correct? 20 number of unitsthey're selling. At this stage of
21 A. Yeah. 21 thegamel'm moreinterested in are they
22 Q. Did you understand that the company prepared the 22 forecasting, you know, amillion, amillion and a
23 first two projections, and then RIEDC had some 23 half units, arethey looking at 5 million units.
24 involvement in the preparation in the break-even 24 5 million unitsit's one of the top games, 1.7,
25 projection? 25 it'sinthat second category, good game, not the
Page 194 Page 196
1 A. Yes 1 greatest game, but it's a good game, you'd make
2 Q. Wereall these projections based on the critical 2 some money on it.
3 assumptions based on 13 with some adjustments as 3 So | haven't sat down and said, well, tell me
4 noted on Pages 14 and 157 4 how many unitsyou're selling at what price, and
5 A. | assumeso. 5 that sort of expense. Those are just sort of
6 Q. If youturnto 14, for example, you see how it 6 numbers on the page.
7 changes the other projections for the Copernicus 7 Q. Didyou ever ask to look behind the numbers?
8 subscriptions? 8 A. | asked staff to doit.
9 A. Yes 9 Q. Didyou ever look behind the numbers?
10 Q. Andif youturnto 15, it notes changesin severa 10 A. Didl ever look, no.
11 other assumptions, right? 11 Q. When you say you asked staff to do that, tell me
12 A. Yes. 12 what and when you asked them to do?
13 Q. Would you agree that the sales and revenue 13 A. | think the board throughout this process
14 forecaststhat are grounded upon the assumptions 14 asked the EDC and its professional advisorsto,
15 on Page 13 were the key metric for determining 38 15 you know, validate the assumptions, ook at the
16 Studios ability to repay the loan to EDC? 16 business plan, seethat it made sense and give us
17 A. It wascertainly one of them, yes. 17 arecommendation. Aswe got closer, we asked for
18 Q. What were the other metrics, apart from what's 18 anindependent third party to comein and validate
19 listed on Page 13? 19 the plan, the development plan and the budget and
20 A. Wadll, the 1.7 million units would tell you 20 to agreeto monitor that on a periodic basis and
21 what your revenues would be based on the sales 21 advise the EDC staff/board whomever, that they
22 price, and the question iswhat was your gross 22 were operating according to plan.
23 margin, what were your expense levels. But 23 Q. How does EDC staff validate that 38 Studiosis
24 clearly, in terms of revenue, the assumption of 24 going to sell 1.7 million units of Mercury in the
25 1.7, 1.4 were important critical. 25 fall of -- last quarter of 2011?

Allied Court Reporters, Inc. (401)946-5500

(49) Pages 193 - 196

115 Phenix Avenue, Cranston, Rl 02920 www.alliedcourtreporters.com



Rhode I sland Economic Development Cor poration vs

Alfred J. Verrecchia

Wells Fargo Securities, LLC July 7, 2014
Page 197 Page 199

1 A. | think there would be a number of ways that 1 Q. Okay. And this page outlines the due diligence

2 you could come up with an assumption. | mean, the 2 process associated with the 38 Studios

3 questionis-- it'slike any other new product 3 transaction, correct?

4 assumption. You look at similar games, what 4 A. Yes

5 they've sold, where are you in the overall mix. 5 Q. Thefirst bullet says, Wells Fargo; do you see

6 Wedo the same thing in the toy business. So if 6 that?

7 you'retalking to people like EA, what do they 7 A. Yes

8 think? How many games are selling in that one to 8 Q. Itindicatesunder Wells Fargo, it states,

9 two million units. You know, isit 25 percent of 9 "Reviewed private placement memorandum for equity
10 thegames, isit 50 percent of the games, isit 10 offering." What did you understand that to mean?
11 thetop two percent of the games. You're looking 11 (PAUSE)

12 at what other games have done. Thereisawhole 12 A. I'mtrying to think back. If | remember
13 host of things you look at to try and see whether 13 correctly, they were going to do an equity
14 or not that 1.7 million units, you know, is 14 offering after the game was -- after the MM OG was
15 reasonable. How many markets are you going into? 15 released or in about that same point intime. So
16 Sothereareavariety of ways of looking at that 16 if my recollection is correct, and I'm not sure
17  stuff. 17 thatitis, that would be the equity offering they
18 Q. And was there aboard meeting where -- 18 talked about. The only other equity offering that
19 A. You'reasolooking at that point in time, 19 we were made aware of, some small firm had tried
20 you'realso looking at your professional advisors 20 to get money from other investors, but they wanted
21 who have some expertisein thisareato also 21 too big apiece of hiscompany. He didn't want to
22 vadlidateit. They have amethod in which they 22 givethat up. That's how he ended up coming. So
23 would go do that, not to dissimilar to what | just 23 | presume the Wells Fargo review was for the
24 described. 24 equity offering that would come after the MM OG was
25 Q. Woasthere aboard meeting at which EDC staff or 25 released, but I've got a hazy recollection of
Page 198 Page 200

1 somebody else said to you and the other board 1 that.

2 members, we have validated 38 Studios financial 2 Q. Let meback up, because | wanted to focus on the

3 plan? 3 duediligence process with you now if | can, Mr.

4 MR. WISTOW: Objection. Inthose 4 Verrecchia. Page 16 is part of a PowerPoint

5 words? 5 presentation prepared by EDC staff, right?

6 MR. PETROS: Wordsto that effect. 6 A. Yes

7 A. Wordsto that effect, yes. | can't tell you 7 Q. It'sasummary description of the board of the due

8 what date that meeting was, but it was prior to 8 diligence process associated with 38 Studios,

9 thevoteon the -- to do the transaction. We got 9 correct?

10 arecommendation from EDC staff and the outside 10 A. Yes.

11 expertsto recommend doing the deal, and we were 11 Q. Okay. And who did EDC identify asthe players
12 alsotold that we were going to have a third-party 12 involved in the EDC due diligence process on this
13 monitor who would give us a baseline prior to 13 page?

14 closing, and they would report to us on a periodic 14 A. WaellsFargo, Strategy Analytics and RIEDC,

15 basis, report to EDC who could then report to the 15 according to -- | guess| don't haveit here. At

16 board asto whether they were adhering to plan or 16 some point in time, whether it's at this meeting

17 not. That would have happened prior to the -- 17 orjust before First Southwest isidentified as

18 what'sthe date of the meeting that the final vote 18 wadl.

19 took place? 19 Q. ldentified aswhat?

20 MR. PETROS: July 26. 20 A. Asone of the advisorsthat EDC was working

21 A. That would have happened prior to the July 26 21  with.

22  mesting. 22 Q. Andyou'vetold usearlier that First Southwest
23 Q. Let'sturnto Page 16. This pageisheaded Due 23 was one of the advisors that EDC was working with?
24  Diligence Process, correct? 24 A. Yes.

25 A. Yes. 25 Q. Onthispage EDC is describing the due diligence

Allied Court Reporters, Inc. (401)946-5500

(50) Pages 197 - 200

115 Phenix Avenue, Cranston, Rl 02920 www.alliedcourtreporters.com



Rhode I sland Economic Development Cor poration vs

Alfred J. Verrecchia

Wells Fargo Securities, LLC July 7, 2014
Page 201 Page 203
1 process, correct? 1 A. | believeso.
2 A. Yeah. | don't know that it isthe entire due 2 Q. Did EDC present to the board on multiple
3 diligence process. To methe due diligence 3 occasions?
4 process, they're highlighting three things, but | 4 A. Yes
5 can'ttell you that thisis conclusivein and of 5 Q. Did others, including counsel, present to the
6 itself. 6 board on various occasions?
7 Q. Did they mention at this meeting anybody else who 7 THE WITNESS: By counsel, you mean
8 was conducting due diligence, apart from what's on 8 whom?
9 thissheet? 9 MR. PETROS. Moses Afonso, Tony
10 A. At some pointsintime, you know, First 10 Afonso.
11 Southwest wasinvolved, and | remember that, you 11 A. | don'trecal Tony Afonso making a
12 know, the woman there, Maureen, but you know, 12 presentation to the board.
13 exactly what each of these people, what First 13 Q. Okay. How about Rob Stolzman?
14 Southwest was doing, versus what Wells Fargo was 14 A. Robwassitting at the table all the time,
15 doing, was not something that the board was 15 and so he was making comments.
16 intimately involved in. We knew they were 16 Q. Did he get up and make a PowerPoint presentation
17 principally advisors, we wanted their opinions. 17 on something of 38 Studio?
18 But asto what their contract work called for, we 18 A. | don'trecal.
19 don't know what Strategy Analytics tended to focus 19 Q. How about Strategy Analytics?
20 more around the economic opportunities, you know, 20 A. Yes, | believe they made a presentation.
21 for the State of Rhode Island around 38 Studios, 21 Q. Okay. I'mgoing to get in amoment to what they
22 and so-called cluster development and that sort of 22 dl said. | dowant to get through Page 16. At
23 thing. But| don't know what the -- we never 23 thispoaint in time Page 16 of the PowerPaint in
24  reviewed -- | certainly never reviewed the 24  front of you, there's a description of what each
25 specific work product that any of them presented. 25 party isdoing with respect to due diligence, the
Page 202 Page 204
1 Again, we were -- when the recommendation came 1 three partiesidentified here, correct?
2 down from the EDC, it was presented in terms of 2 A. Yes
3 we, the EDC, meaning Stokes and Mike Saul speaking 3 Q. Okay. And EDC staff indicated that RIEDC was
4 on behalf of the EDC, were recommending going 4 completing the normal credit due diligence; do you
5 forward with this project. The advisors were 5 seethat?
6 there, they were recommending going forward with 6 A. Yes
7 theproject. Now, doesthat mean Strategy 7 Q. Did Mike Saul or the EDC staff indicate on this
8 Anayticssaidit, versus Wells Fargo versus First 8 page that anybody else was doing credit due
9 Southwest, | didn't get to that level of detail. 9 diligence?
10 Q. Letmeask you -- 10 A. | don'trecal.
11 A. Therewas certainly not anyone not wanting to 11 Q. Takealook at the page.
12 dothe project. 12 A. I'msorry. He'ssaying he has had
13 Q. You said you never reviewed the work product of 13 independent conversations with industry players,
14 these advisors, but you were at meetings when 14 Providence Equity, Hasbro and others. | don't
15 these advisors came and presented themselves to 15 believe he had a-- | don't know what he did with
16 you? 16 Providence Equity. But you know, to the best of
17 A. Yes. 17 my knowledge, the only involvement Hasbro had was
18 Q. And made themselves available for questions? 18 the meeting he had with Mark Blecker doing some
19 A. Yes. 19 duediligence. Certainly Hasbro wouldn't have
20 Q. At onepoint Wells Fargo presented it to you; do 20 beeninaposition to comment on the
21 vyourecal that? 21 creditworthiness of 38 Studios or any deals he was
22 A. | don't recall the specific presentation, but 22 doing.
23 | know they all presented. 23 Q. Trytofocus. Mr. Verrecchia, my question was
24 Q. Did First Southwest at one point present to the 24 very narrow. He'sindicating herethat RIEDC
25 board? 25 completed normal credit due diligence, right, they
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1 saidit'saready done?

2 A. Yes

3 Q. Pasttense, right?

4 A. Yes

Q. Doesheindicate here, does EDC staff indicate
here that anybody elseis doing any credit due
diligence, apart from the completed normal credit
due diligence by RIEDC?

A. Weéll, it seemsto be indicating the Wells

10 Capital market team is also doing due diligence.

11 By theway, it's credit duediligence -- | don't

12 know. | would assume when you say -- when Wells

13 Capital Market or Wells Fargo isinvolved in due

14 diligence, that to meisthey're doing financial

15 duediligence as opposed to market due diligence.

16 So, if he says here discuss with Wells Capital

17 Market team their due diligence process and

18 conclusions, | would assume that had to do with

19 the same credit due diligence activities or

20 questionsthat EDC had.

21 Q. Why do you make that assumption?

22 A. They'refinancia people, they're capita

23 markets. | don't think they're going to opine on

24  thequality of the game. | don't think they're

25 going to be opining on game devel opment, per se.
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confined to Page 16; isthat right?
THE WITNESS: Say that again?

Q. Thedue diligence discussion appearsto be
confined to Page 16 of this PowerPoint
presentation, correct?

A. Interms of the PowerPoint presentation, yes.

Q. Now, isit your belief that parties other than
these three parties identified here were
conducting due diligence in connection with the 38
Studios transaction?

A. Theonly other firm whose name | recall was
First Southwest.

Q. AndI think you'vetold us, but tell meif I'm
wrong, you do not know what First Southwest was
asked to do in connection with this transaction;
isthat right?

A. Not specificaly.

Q. Okay. Do you have some general understanding of
what they were asked to do?

A. Yeah. The general understanding that | had,
and | believe the rest of the board had, obviously
you can ask them, is that these advisorsin this
particular case, especially -- | won't even
discriminate between the three advisors, between
WEells, Strategy Analytics and First Southwest,

Page 206

| could be wrong on that, but that would be my
assumption.

Q. What does capital market mean?

A. Capital markets, you're talking equity and
debt markets.

Q. Okay. Didyou ask Mike Saul or anybody else any
questions about what Wells Fargo was doing at this
presentation?

A. | don't recall who asked what. There were
guestions asked, but | don't recall who was asking
what question.

Q. Do you recall any questions about what the
particular assignment was that Wells Fargo was

14 doing in connection with the 38 Studios

15 transaction?

16 A. No. Asl said before, | don't recall the

17 specifics.

18 Q. And there'salso adescription of the tasks that

19 Strategy Analyticsis undertaking here, correct?

20 A. Yes

21 Q. Andif you turnto the next page, 17, it's

22 entitled Next Steps, correct; it's entitled Next

23 Steps, correct?

24 A. Yes

25 Q. The due diligence discussion appearsto be
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they were working with EDC in terms of making a
recommendation to the board as to whether or not
we should go forth with thisdeal. All three.
That's what they were doing. Did they all do the
same thing, did some have one piece versus the
other? That level of detail, the board didn't
have. And we -- and the question was asked
whether or not anyone did not think we should go
through with the deal. | didn't ask that
guestion, but someone did, and no one stepped up
to say no, we shouldn't do the deal, or no one
stepped up and said no, we don't recommend doing
the dedl.

Q. Haveyou finished your answer?

A. Yes

Q. Now let's go to the recommendations. Y ou've been
talking about that alot, let me ask you about it.
| think you testified earlier that at some point
in time EDC staff stood up at a board meeting and
recommended approval of this deal; isthat
correct?

A. Correct.

Q. Do you have a specific recallection of that?

A. Yes

Q. Who said that?
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1 A. Mike Saul. 1 wasinthe minutesor not, | don't recall, and
2 Q. What meeting -- 2 quitefrankly, | don't care. He said that. The
3 A. Mike Saul on behalf of the EDC. 3 board was not going to vote for something that the
4 Q. What meeting did he say it at? 4 ED staff didn't recommend.
5 A. | can'ttel you. It would have-- | can't 5 Q. What words did he use when he said it?
6 tell you specifically, other than deducing it 6 A. | don't remember the exact words. | don't
7 would have had to have been the meeting prior to 7 remember the exact language. They brought the
8 the 26th, or perhaps at the meeting, but | believe 8 transaction to the board.
9 it was prior to the meeting on the 26th. 9 Q. Whenyou receive a credit memo on aloan, it
10 Q. Now, that'safairly significant recommendation, 10 typically includes a recommendation to either
11 right, the staff recommending approval of this 11 approve or not approve the loan, correct?
12 transaction; do you agree? 12 A. Yes. | presumeso. | mean, we don't see
13 A. Yes. 13 many credit memos.
14 Q. Okay. And would you aso agree that that kind of 14 Q. You tedtified earlier today that you thought there
15 recommendation would find its way into the minutes 15 wasacredit memo delivered to the board in
16 of that meeting? 16 connection with this transaction, correct?
17 MR. WISTOW: Objection. 17 A. | think there was, yes.
18 A. Itshould. 18 Q. Did that credit memo include a recommendation to
19 Q. Would you agree, Mr. Verrecchia, if Mike Saul 19 approve or not approve the loan?
20 stood up at a board meeting and says, on behalf of 20 A. | don't recall what wasin the credit memo.
21 EDC staff we recommend the board approve this 21 Q. Asyou said earlier, Mike Saul presented several
22 transaction, that you would expect that statement 22 PowerPoint presentations to the board concerning
23 to bein the meeting minutes? 23 thistransaction, correct?
24 A. It should be, but whether itisorisn'tis 24 A. Correct.
25 notrelevant to me. Hesaid it. 25 Q. Inany of those PowerPoint presentations, did Mike
Page 210 Page 212
1 Q. It might berelevant to whether he said it or not, 1 Saul or the staff recommend approval of the loan
2 right? 2 to 38 Studios?
3 MR. WISTOW: Objection. 3 A. Again, Mike Saul on behalf of the staff of
4 Q. I'll withdraw the question. When you received the 4 the EDC and Keith Stokes recommended we go forward
5 minutes following this board meeting where you 5 with thistransaction. Whether or not it appeared
6 claim that Mike Saul stood up and recommended that 6 in aPowerPoint presentation or not, | just don't
7 the board approve the application for aloan by 38 7 recdl. Andwhy it was or was not in the minutes,
8 Studios, when you reviewed those minutes, did you 8 if you say it wasn't in the minutes, I'll accept
9 seeinthose minutes a statement that Mike Saul, 9 that. Why it wasn't, you will have to ask Rob
10 on behalf of EDC, recommended approval of the 10 Stolzman who wrote the minutes. But we did not go
11 loan? 11 forward with atransaction that wasn't recommended
12 A. | don'trecal that. 12 by staff.
13 Q. Isthere any such statement in any board meeting 13 Q. Okay. Let me switch to the professional advisors
14 minutes concerning 38 Studios? 14 you'vetaked about afew times. | think you've
15 A. | know you're asking me the questions. 15 told usthat they were asked to do various things,
16 MR. PETROS: | am. 16 you're not sure what the specific scope of their
17 A. | don't want to be rude, but let me be 17 work was; isthat correct?
18 straight with you, you're suggesting that the 18 A. Correct.
19 board would vote for adeal that was presented by 19 Q. Okay. You believe that one of those advisors had
20 thestaff at EDC that EDC staff didn't recommend 20 someresponsibility for validating the financial
21 wedo. So EDC staff, along with the advisors they 21 projections?
22 had employed were recommending to the board we do 22 A. | believed that that team of people had a
23 thedeadl. Virtualy al the presentations were 23 responsibility to look at the financial
24 made by Mike Saul, but on behalf of Keith Stokes 24 projections and opine on them, recognizing the
25 and EDC staff. That was pretty clear. Whether it 25 projections, and recommend to the board whether or
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1 not we should go forward with that transaction 1 day, that's histeam, they've worked together, and
2 using their expertise and the specializations that 2 we asked the question again, do you recommend
3 they had. 3 doingthedea? Andwe also asked the question,
4 Q. What isyour belief based on that that the group 4 does anyone not recommend doing the deal? So if
5 of them had some obligation to review the 5 someone was a minority opinion, we'd hear that,
6 financia projections and opine on whether the 6 and no one said they were not recommending doing
7 board should go forward with the deal or not; what 7 thedeal.
8 isthat based upon? 8 Q. Andwhat Mike Saul said in the presentation you
9 A. It'sbased upon Mike Saul making a 9 pointed to amoment ago, the PowerPoint
10 presentation to the board that he was working with 10 presentation on Page 16 is he described what at
11 thisteam of people who were advising EDC, and 11 least three people were doing in connection with
12 it's based upon presentations that they made, and 12 the due diligence process, correct?
13 at the end of the transaction based upon the fact 13 A. Yes.
14 that we asked whether or not they supported the 14 Q. Okay. What do you understand due diligenceto
15 transaction, or if any of them objected to it, and 15 refer to, Mr. Verrecchia?
16 no one objected to doing it. 16 A. Wadll, due diligence means, you know, in this
17 Q. Okay. You mentioned the first reason was that 17 particular caseit's doing a number of things.
18 Mike Saul made a presentation to the board about 18 First of al, understanding as much as you can
19 what he was working with these people on, correct? 19 about the company, you know, what's their
20 MR. WISTOW: That's not how he 20 financia condition, understanding the
21 phrasedit. 21 marketplace, trying to get a sense of what isthe
22 MR. PETROS: Why don't you read it 22 product they're trying to develop, you know, do
23  back. 23 they have any hidden liabilities that we're
24 (ANSWER READ) 24 unaware of, any encumbrances on the assets that
25 Q. One of the bases you gave was Mike Saul was 25 may or may not be put up as security for aloan.
Page 214 Page 216
1 working with ateam of advisors who were advising 1 Thereisawhole host that go on there. Are key
2 EDC; doyou recall that? 2 employees under contract, not under contract.
3 A. Yes 3 Depending upon the nature of the transaction,
4 Q. Andyou said he made a presentation about what 4 thereisahugelist of things that you would go
5 they weredoing. Do you want meto haveit read 5 through to make sure that you have reviewed the
6 back again? 6 transaction and al of the different things that
7 A. No, no. 7 could impact that transaction.
8 Q. I don't want to misstate your words. I'm happy 8 Q. Okay. Did Wells Fargo make a recommendation to
9 with what you said. 9 the board on whether or not to approve this
10 A. Thisisapresentation that Mike Saul made. 10 transaction?
11 Q. You'rereferring to the PowerPoint presentation we 11 A. | don'trecal any one of the advisors
12 just talked about? 12 standing up and specifically saying, you know, |
13 A. ThePowerPoint. Inthe PowerPoint he's 13 recommend doing this. What we asked and what Mike
14 saying, I'm working with these people. Soit'sin 14 Saul saidisthat staff and the advisors recommend
15 that context he's telling us he's working with 15 doing thistransaction. And we asked does anyone
16 thisteam of advisors. The only advisor that's 16 not recommend doing the transaction, and we did
17 not mentioned in this PowerPaint that | know was 17 not hear anyone say. But | can't recall whether
18 involved was First Southwest, and so that's what | 18 Joe Smith or Mary Jones stood up on behalf of
19 mean by that. Y ou can ask me the same question 19 anyone and said some specific thing.
20 lotsof different ways. That'sthe only way | can 20 Q. Youtold me earlier acouple of timesthat Mike
21 sayit. | don't know specifically what the 21 Saul stood up and said that the EDC staff
22 description specifically -- the specific job or 22 recommended this transaction, correct?
23 questions that he wanted answered by one of the 23 A. Yes. When| say EDC staff, that's him and
24  advisors versus the other advisor. Y ou know, 24 histeam.
25 quitefrankly, | don't care. Atthe end of the 25 Q. Now you've changed it, now you're telling me that
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1 Mike Saul stood up and said EDC staff and the 1 Q. Now, your testimony isthat at some point during
2 advisors recommend this deal -- 2 one of these meetings, someone on behalf of the
3 MR. WISTOW: Objection. 3 EDC board said does anybody not recommend approval
4 Q. --isthat your testimony? 4 of thisdeal?
5 MR. WISTOW: | objection. 5 A. Yes
6 A. | didn't change my testimony at all. I've 6 Q. Who said that?
7 said that now for about the last two hours. Mike 7 A. | don't recall which director said that, but
8 Saul on behalf of the EDC made a recommendation. 8 it wasasked.
9 | don't know if six people who work for him voted 9 Q. Didyousayit?
10 infavor or not. But Mike Saul stood up and Keith 10 A. No.
11 Stokes stood there, the two principals, saying 11 Q. Did Steve Lane say it?
12 yes, we should do this transaction. 12 A. | don't recall who said it, but it was asked.
13 Recommendations -- and the advisors were there, 13 Q. Isitinthe minutes?
14 they supported that recommendation. We gave them 14 A. |don'tknow. | don't recal if it'sinthe
15 the opportunity to say they didn't support the 15 minutes.
16 thing. | don't remember the specific language, 16 Q. What do you recall? Tell me about your specific
17 but anyone who was at that meeting would come away 17 recollection about this?
18 with the understanding that the EDC and the 18 MR. WISTOW: Thisisgoing to be the
19 advisors recommended to the board going forward 19 absolute last time I'm going to allow this
20 with that transaction. And then you know, whether 20 question. This hasto be the fifth time you've
21 somebody said and, but, if or what, | can't 21 asked him. One moretime.
22 remember that level of detail. 22 MR. PETROS: Y ou'retotally wrong.
23 Q. You told usamoment ago that you don't remember 23 MR. WISTOW: I'll runtherisk.
24  any advisor standing up and saying | recommend or 24 MR. PETROS: It'sthefirst timel
25 werecommend this transaction? 25 focused on this.
Page 218 Page 220
1 A. | don't recal any specific advisor. | don't 1 MR. WISTOW: Y ou must be in acoma.
2 recdl -- theonly name | recall in terms of the 2 MR. DOLAN: No, he's not.
3 advisors was the woman from First Southwest, 3 MR. PETROS: Y ou're worried about the
4 Maureen, because she had been at a couple of other 4 testimony; that's inappropriate.
5 meetings because she had done other financial 5 MR. WISTOW: I'm worried about
6 advisory work, | guess, for EDC. Therest of the 6 getting out of here and not dragging thisinto
7 people, | don't recall their names. And if they 7 another day.
8 walked in heretoday, | wouldn't recognize their 8 MR. PETROS: We're not going to
9 faces. Sothat'swhat | mean, | can't recall 9 finish today, whatever instruction you give.
10 them, who stood up and said what. 10 MR. WISTOW: Well, you know what,
11 Q. Butyou said morethan that, you said you don't 11 I've beentrying to get a date from you to get
12 recall any particular professional advisor 12 your client to comein. | get no response. We've
13 standing up and saying to the board we recommend 13 continued it several times. You're going to have
14 that the board approvethisdea; do | have that 14 aproblem. Thisman isnot yoursto just treat
15 right? 15 like--I'velostit. Let'sjust keep going.
16 A. | don't recal that happening, no. 16 Q. Canyou repeat the last question, please -- never
17 Q. Okay. All right. You do recall Mike Saul 17 mind, I'll ask it again. Mr. Verrecchia, I'd like
18 standing up and saying that EDC recommends 18 youto focus and tell meif whether or not you
19 approval of thisdea? 19 have aspecific recollection of a board member
20 A. Yes. 20 asking whether anybody objected to this deal ?
21 Q. Do you recal any written presentation by any of 21 A. | do not recall which board member asked that
22 the professional advisors wherethey said in their 22 question.
23 presentation to the board, anywhere in their 23 Q. Do you have a specific recollection of that
24 PowerPoints, we recommend approval of this deal? 24  question being asked?
25 A. No, | couldn't recall that. 25 A. Yes.
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1 Q. What isthat specific recollection, what does it

2 include?

3 A. Does anyone not recommend going forward with

4 thistransaction, or wordsto that effect.

Q. Wasthisin an executive session or apublic
session?

A. | don't recall whether it was executive or
public session.

Q. Who wasin the room when it was asked, do you
know?

A. Thefinancia advisors, and I'm including all
the advisorsin this case, Mike Saul, Keith
Stokes. There were members of staff sitting
around the table. Who they were and what their
jobs were, | don't know specifically, and the

16 board.

17 Q. What meeting wasit asked at?

18 A. It wasameeting prior to the approval or

19 just at the approval. | don't remember which one.

20 Q. Youdon't know what meeting it happened at,

21 correct?

22 A. | don't recall the specific date, correct.

23 Q. You don't know who asked the question?

24 A. Don't recall who asked the question.

25 Q. Didit come at the beginning of a meeting, the

©O© 00N O O

10
11
12
13
14
15

July 7, 2014
Page 223

1 Q. Did you want to add something to your testimony or
2 changeit?
3 A. Yeah. When you say recommendation, maybe you
4 don't characterize it as arecommendation, but if
5 theboard of the EDC -- I'm sorry, if the staff of
6 the EDC presentsthe board, you know, with a
7 document to go forward with aloan agreement that
8 they have worked on, they've approved, you know,
9 that'sin addition to Mike Saul on behalf of EDC
staff saying we recommend going forward with the
transaction.
| mean, there were several meetings where
this transaction was discussed and at each meeting
they were working on it, the board would say, keep
moving along, Mike Saul and his staff would do it,
they come back and say yes, we recommend we go
forward with the transaction, and here's the
things we put in place.
Why it wasn't in the minutes of the meeting,
| don't know. But I'll be shocked, I'll be
shocked if some other board member stands up and
says to you, no, the EDC didn't recommend going

10
11
12
13
14
15
16
17
18
19
20
21
22

23 forward with the transaction.
24 Q. Okay. Have you completed your answer?
25 A. Yes.

Page 222

1 middle of a meeting, the end of a meeting?

2 A. Don't recall whether it was -- well, it

3 wasn't at the very beginning of the meeting. It

4 was during the meeting.

5 Q. Youdon' recall whether it was executive or

6 public session, correct?

7 A. No, | don't recall.

8 Q. You don't recall any minutes that repeat this

9 question being asked; isthat right?
10 A. That'scorrect.
11 Q. Youdon' recall any written presentations where a
12 recommendation was given by either EDC staff or
13 the professional advisors, right?
14 A. Correct.
15 Q. Areyou aware of any document that refers -- I'll
16 giveyou achanceto add in asecond -- but do you
17 remember any document, are you aware of any
18 document that makes any reference to that question
19 being asked by some member of the EDC board?
20 THE WITNESS: The question being
21 asked, did anyone object to it?
22 Q. Doesanyone recommend not approving thisloan.
23 Canyou point meto any document that references
24  that question was ever asked?
25 A. No, | can't point you to adocument.

Page 224

1 Q. Mr. Verrecchia, have you reviewed either the

2 origina complaints or the amended complaint filed

3 inthisaction?

4 A. No.

Q. Haveyou discussed with anyone the allegations set
forth in either one of those complaints?

MR. WISTOW: Other than me?

Q. When did you -- you retained Mr. Wistow to
represent you when you received the deposition
noticein this case, right?

A. When | received the subpoena, yes.

Q. So, I'mnot -- don't reveal anything that happened
after you retained him, any of your discussions
with him after you retained him, but otherwise I'd
like you to answer my question.

THE WITNESS: Y our question again
was?

Q. Haveyou discussed with anyone any of the
allegations made by EDC against the defendantsin
this case?

A. Not in any substance, no.

Q. Waéll, who have you discussed that topic with?

A. Weéll, | play golf with Paul Choquette, Did
you read in the paper that Fox and Corso had a
meeting; and that wasit. Intermsof any
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1 substantive discussions about the case, no, I've 1 casefailed to disclose information to the EDC
2 been very careful not to. 2 board?
3 Q. What do you understand -- do you have any 3 A. Yes, now | do.
4 understanding what the claims are in this case are 4 Q. Which defendants do you believe failed to disclose
5 against the defendants? 5 information to the EDC board?
6 A. | donow. 6 A. Based upon the discussions I've had with Max,
7 Q. Okay. What are they? 7 | would say the EDC team, which included Stolzman,
8 MR. WISTOW: Well let's hang on just 8 Stokes, Saul, and the professional advisors, and |
9 onesecond. Hang on just one second. I'll let 9 would add into that group Moses and Afonso.
10 him answer the question if there is an express 10 Q. What information do you believe some or all of
11 agreement by anybody that I'm not waiving any 11 them failed to disclose to the EDC board?
12 attorney/client privilege, otherwise, I'm going to 12 A. That the net amount of the proceeds from the
13 instruct him not to answer. 13 loan would not be sufficient to fund the project
14 MR. PETROS: | guess| need you to 14 to completion and the third-party monitoring
15 step out for a second while we talk about that 15 agreement that we were -- we said had to be a
16 (WITNESS AND COUNSEL LEFT ROOM AND RETURNED) |16 condition of closing and were told it would be a
17 MR. WISTOW: Let's make sure what 17 condition of closing never happened.
18 we'redoing here. He's going to be talking about 18 Q. What do you mean when you say fund the project to
19 some of the conversations that he had, which I'm 19 completion?
20 going to allow him to do based on a stipulation 20 A. Getthe gameready to go to market to bein a
21 that | want to have entered on the record at any 21 position to launch.
22 timethat | feel that | want to instruct him not 22 Q. Soyou mean complete development of the game?
23 toanswer, I'm going to do that. That's part of 23 A. Complete development of the game.
24 thestipulation. In other words, | don't want to 24 Q. You view the launch as a separate phase?
25 bedragged into something that goes deeper and 25 A. Separate phase, yes.
Page 226 Page 228
1 deeper and deeper. Furthermore, we don't have 1 Q. And with respect to that first contention
2 everybody inthe case here or ontheline. So 2 regarding the net amount of the proceeds of the
3 what I'd like to make clear as part of the 3 loan, isthe basisfor your belief entirely what
4 dipulation, if somebody wants to come along and 4 your lawyer told you?
5 say, look, | wasn't there, and I'm not bound by 5 A. Yeah. | mean, he'sthe only person I've
6 this, then this testimony will be stricken. 6 discussed that with.
7 MR. PETROS: Let's seeif we can do 7 Q. Soyou believe based on what Mr. Wistow told you
8 thiswithout astipulation. I'mgoingtotryita 8 that someor al of the Defendants failed to
9 different way. 9 discloseto the EDC board that the net amount of
10 (OFF THE RECORD) 10 the proceeds of the loan would not be sufficient
11 Q. Apart from what your attorney told you after you 11 to complete the development of Copernicus? Did |
12 retained him to represent you, do you have an 12 say that correct?
13 understanding regarding the basis for EDC's 13 A. Correct.
14 complaint against the defendants in this case? 14 Q. And the entire basisfor that belief iswhat
15 THE WITNESS: Other than what I've 15 Mr. Wistow hastold you?
16 heard from my attorney? 16 A. Hetold me, and to some degree | found out in
17 MR. PETROS: After you retained him, 17 the newspapers as well that there was no
18 yes. 18 third-party monitoring agreement.
19 THE WITNESS: Come back again? 19 Q. Thethird-party monitoring agreement, you believe
20 Q. Do you have any understanding regarding the basis 20 that someor al of the defendants failed to
21 for EDC's complaint against the defendantsin this 21 discloseto the EDC board that there was no
22 case? 22 third-party monitoring agreement before the deal
23 A. Theonly understanding | haveis discussions 23 closed; isthat your contention or belief?
24 with my attorney. 24 A. Yeah, | can't -- you know, certainly | would
25 Q. Doyou believethat any of the defendantsin this 25 hold EDC staff, Stokes, Stolzman and Saul
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1 Q. Okay. Do you believe today that any other

2 information -- there was other information that

3 the defendants failed to disclose to the board?

4 A. Yes

5 Q. Okay. What isthat information? Tell me what the
6 information isfirst?

7 A. The nature of the meeting between Carcieri

8 and Schilling, that first meeting at his house was

9 how thisall started turns out not to be the case.

10 Q. What do you believe to be the case?

11 A. Waéll, again, from reading in the newspaper,

12 Corso and Fox had meetings with Schilling prior to
13 the Governor going to Schilling's house for that

14 fundraiser. So that was something that |

15 certainly as aboard member was not aware of and
16 don't know that any other board member was aware
17 of.

18 Q. Who do you believe failed to disclose that to the
19 board?

20 A. You know, to meit would be -- probably --

21 it'shard. Youknow, | would be asking people

22  like Stokes and Stolzman and Saul about that as

23 opposed to the three advisors.

24 Q. Aswesit heretoday, Mr. Verrecchia, do you have
25 any knowledge or information that Stolzman, Stokes

Wells Fargo Securities, LLC July 7, 2014
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1 responsible for that, along with Moses and Afonso. 1 or Saul knew about meetings between 38 Studios and
2 Q. That being what, the third-party monitoring? 2 legidative leaders prior to the time that
3 A. Thethird-party monitoring agreement. | 3 Governor Carcieri met with Curt Schilling?
4 don't know what role Strategy Analytics, for 4 A. No, I dont.
5 example, would play in that. But you know, 5 Q. Thenwhy do you believe that they failed to
6 certainly, we were led to believe that we would 6 disclose that to the board when you don't know if
7 havethat -- we had a third-party monitoring 7 they knew it at al?
8 agreement in place. | left the board, and it was 8 A. Itwould be aquestion | would want to ask
9 later on that | found out that there was no 9 them.
10 agreement in place. 10 Q. Do you believe that Governor Carcieri knew there
11 Q. Okay. Andwho do you -- who would you hold 11 had been prior meetings between legidative
12 responsible for the first contention regarding the 12 leadersand 38 Studios before he met with 38
13 net proceeds of the loan not being sufficient to 13  Studios?
14 complete development of Copernicus? 14 A. |don't know. | mean -- I'm not going to say
15 MR. WISTOW: He's already answered 15 the Governor was lying to the board, but | don't
16 this. 16 know. Clearly, there were meetings held before
17 A. | would say the broader team. 17 then.
18 Q. Do you believe that the defendants failed to 18 Q. If the Governor did know about those early
19 disclose any other information to the EDC board 19 meetings, would you hold him responsible for
20 apart from those two contentions based upon what 20 failing to disclose that information to the board
21 Mr. Wistow hastold you? That was a bad question, 21 during discussions?
22 let merephraseit. You'vetold us about two 22 MR. WISTOW: Objection.
23 areaswhere you fed that information was not 23 A. Yes. I'd bedisappointed with him.
24  disclosed to the board, correct? 24 Q. Any other information that you believe that the
25 A. Yes. 25 defendants failed to disclose to the EDC board?
Page 230 Page 232

23
24
25

A. Therewas some things| read about in the
newspapers over the last, you know, 12, 18 months
that, you know, surprised me. I'mjust trying to
think through some of those things. Y ou know, the
money that Corso was getting, stuff like that.
Arrangements that Corso had that we weren't aware
of. You know, some of these things may have
impacted our decision making, some may have not,
but the whole notion of Corso, | was unaware of
the guy, and then to read about all of his
involvement was very surprising and, you know,
clearly, there were people at EDC who at some
point knew of hisinvolvement in this transaction.
| just think it's part of full disclosure, the
board should have at least been aware of that.

Q. Youknew of hisinvolvement in this transaction,
didn't you, you knew Mike Corso was involved in
this transaction?

A. No, | did not. First | knew Mike Corso was
involved in this transaction is when | read about
it in the paper.

Q. Hisnameisreferenced in e-mailsto you on this
transaction, Mr. Verrecchia, isn't it?

A. Mike Corsois JoeBlow asfar asI'm
concerned. | have no knowledge of that guy, don't
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1 know him, and asfar as | know, he was somebody on 1 that have impacted your vote?
2 the staff. 2 A. I don't know. You know, depends upon --
3 Q. Youtoldme, I think, and | apologizeif I'm 3 well, thefact that Corso is representing 38
4 misremembering, you told me you understood he was 4 Studios or Joe Blow is representing 38 Studiosin
5 representing 38 Studios in this transaction? 5 and of itself doesn't, you know, make awhole lot
6 A. No. You've got to go back? 6 of difference. Now, when you understand that
7 MR. WISTOW: As of when? When did he 7 somebody -- you find out later on that somebody
8 have that understanding? 8 wasrepresenting them and no one told you that.
9 A. I|didn't know that until -- | don't think | 9 If youfind out it was intentionally withheld from
10 saidthat. You go back and find where | said 10 you, you want to say, well, okay, what else did
11 that. 11 youwithhold from me. It sort of goesto the
12 Q. Wehave arecord, Mr. Verrecchia. Do you 12 credibility or nature of full disclosure. The
13 remember -- wasn't he on some of the e-mails that 13 fact that Mike Corso represents him in and of
14 you received regarding 38 Studios? 14 itself doesn't cause meto vote yay or nay on
15 MR. WISTOW: He just explained to 15 something.
16 you-- 16 Q. Do you believe any defendants intentionally
17 MR. PETROS: Please don't answer for 17 withheld from you that Mike Corso was representing
18 him. 18 38 Studios?
19 A. Herearethee-mails-- 19 A. | don't know that.
20 Q. That's okay, Mr. Verrecchia, if you don't recall, 20 Q. Doyou believethat any of the defendants
21 just say you don't recall? 21 engaged -- apart from what you identified, engaged
22 A. ldon'trecal. I don't know Mike Corso. | 22 inany kind of wrongful conduct in connection with
23 did not know that he wasinvolved at al in this 23 the 38 Studios transaction?
24  transaction until | read about it in the paper, 24 A. I'mnot alawyer. Couldn't tell you.
25 and there are awhole bunch of names on those 25 Q. Asaboard member, do you believe that any of the
Page 234 Page 236
1 emails. | have noideawho they are, and they 1 defendants did anything wrong that led to your
2 don't register with me at al. Corso would have 2 votein favor of the 38 Studios transaction?
3 been one of them. 3 A. Yes
4 Q. Didyou ask who he was? 4 Q. What?
5 A. No. 5 A. Weasked the question, and they answered in
6 Q. Sodidyou think that some of the defendants, one 6 theaffirmative, isthe financial plan and net
7 or more of the defendants in this case had some 7 proceeds of the loan sufficient to get the game to
8 particular information about Corso they should 8 completion, completion as we discussed, and the
9 have disclosed to the board? 9 answer wasyes. And in that context we asked, do
10 A. Look, you asked mewhat | thought the board 10 you recommend doing this transaction, and Mike
11 should be aware of. When | find out reading in 11 Saul said yes, he recommends doing the
12 the paper that Corso was getting all of this money 12 transaction, and the advisors stood behind that
13 and wasinvolved in representing 38 Studios and 13 recommendation recommending the transaction.
14 took him to meet with Fox and stuff like that, | 14 Again, we asked, does anyone not recommend doing
15 think the board should have known that. Do | know 15 this? I'm finding out now that certainly Mike
16 gpecifically that Stolzman or Saul or Stokes knew 16 Saul and Keith Stokes for sure, and it looks like
17 that and didn't tell me? No, | don't. But if 17 some of the advisors knew that the financial plan
18 they werein sitting in the room, I'd want to ask 18 wasfaulty and there wasn't enough funding -- the
19 them, because | felt the board was left out. I'm 19 net proceeds would not complete the project,
20 not saying they did something, but you know, 20 that'sone. Secondly, certainly Mike Saul and
21 somebody knew that. 21 Kaeith Stokes and Rob Stolzman knew that they
22 Q. Would that have affected your vote if you knew 22 didn't have athird-party monitoring agreement,
23 that Corso was representing 38 Studios and was 23 and Afonso knew that. It was a condition of
24  getting alot of money for representing 38 Studios 24  closing, and why he would alow a deal to close
25 and introducing the deal to Speaker Fox; would 25 when one of the principal conditions were violated
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1 | don't know, and that representation was madein 1 questionshere. Taking arisk that the financial
2 theloan documents and in the public documents for 2 plan was reasonable and sound, and now we had to
3 theloan. So, yes, | feel those two principal 3 monitor that is very different than having the
4 things. 4 financial plan that on its face the recommendation
5 The other stuff is, you know, it's clutter, 5 isnogood.
6 it'sniceto know how it would have impacted mein 6 Q. Did EDC staff and/or any outside advisor ever tell
7 making adecision is hard to say because you would 7 you that the financial projections were
8 have asked ten follow-up questions, and who knows 8 reasonable?
9 what they would have been. The fact that Mike 9 A. Yes
10 Corso represented somebody in and of itself, no. 10 Q. Tel mefirst when that happened.
11 Thefact that Mike Corso was doing this with the 11 A. It happened on several occasions between June
12 film tax credits, hisfamily wasinvolved in the 12 9th and July 26th.
13 property that Schilling was involved in, you know, 13 Q. It happened at board meetings?
14 let'sputit on thetable, guys, and see what's 14 A. Yeah
15 going on here. You know, whether that would have 15 Q. And who made the specific statement that 38
16 caused usto vote for or against something, | 16 Studios financia projections are reasonable?
17 can't make that statement. 17 A. All the presentations were made by Mike Saul
18 Q. Haveyou nhow given me a complete answer to my 18 withinput from the advisors at times.
19 question? 19 Q. Let'sbe specific. You're saying that Mike Saul
20 A. Yes. 20 onseveral occasions said that the financial
21 Q. If youthought that the loan would not be 21 projections are reasonable, or did he present to
22 sufficient or might not be sufficient for 38 22 you information about the financial projections?
23 Studiosto complete production of Copernicus, 23 There'sadifference.
24 would you have voted against the loan? 24 MR. WISTOW: Objection.
25 A. Yes. 25 Q. Let meback up and break it down, Mr. Verrecchia.
Page 238 Page 240
1 Q. That would have changed your vote? 1 Weveadready looked at a presentation that'sin
2 A. Yes 2 front of you now -- if | can lean across, it's
3 Q. You'recertain of that? 3 Exhibit D-123. And that exhibit presents
4 A. Yes 4 information about the 38 Studios financial
5 Q. Okay. Soif EDC had told you that there was still 5 projections, correct?
6 arisk that Copernicus would not -- 38 Studios 6 A. You'retaking about the break-even and the
7 would not complete development of Copernicus even 7 company worst-case and most likely?
8 with the $75 million loan, you would have voted 8 Q. Right. Whereit presents, for example,
9 against making that loan? 9 assumptions underlying the financial projections,
10 MR. WISTOW: Objection. 10 correct?
11 A. No. You asked two different questions. 11 A. Yes.
12 Q. Please explain why your answer isno in my second 12 Q. Assumptions concerning the sales of Mercury and
13 question. 13 thesadesof Copernicus?
14 A. Thefirst question wasif you knew that there 14 A. That's correct.
15 was not -- that the net proceeds of the loan was 15 Q. And statements about revenues they expected to
16 not sufficient to get the game to completion would 16 earnand EBITDA and similar financial information,
17 you have voted against the loan, and | would have 17 right?
18 said yes, | would not have approved theloan. The 18 A. Yes.
19 next question talks about risk. So, if there was 19 Q. Isyour answer yes?
20 enough money to -- if the financial plan was 20 A. Yes.
21 sound, there was enough money, you know, in the 21 Q. So Mike Saul presented to the board at different
22 projections and the third party -- independent 22 timesinformation about 38 Studios financia
23 third-party oversight said they agreed those 23 projections; isthat right?
24  projections were reasonable, would | vote to take 24 A. That's correct.
25 therisk, yes. So there are two different 25 Q. Wasthere a specific occasion where Mike Saul
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1 said, we have reviewed 38 Studios' financial 1 project and give people the opportunity to
2 projections and we have concluded that they are 2 correct -- to take corrective action.
3 reasonable? 3 | mean, there's no question that projections
4 A. 1dont recall whether he used his specific 4 areprojections. You know, I'm not saying nothing
5 termreasonable. | do recall the board asking and 5 out of school when we say, you know, the one thing
6 him assuring the board that the financial 6 weknow about projectionsis they're wrong; right?
7 projections and the cash flow supported that the 7 Sothequestionis, you know, you need to monitor
8 net proceeds, whatever the net proceeds, whatever 8 those so you can make adjustments and take
9 the net proceeds were, and we did not have a 9 corrective action and get the project done on time
10 specific number, was sufficient to get the gameto 10 and on budget, and that's what the essence of the
11 completion. Now, that'swhat | recall. You're 11 third party was. Even though Mike said that we
12 picking on aparticular word, and | can't lock in 12 wanted that independent third party, and the
13 onthat specific word. But | canlock in onthe 13 reason we wanted that is that nobody at the EDC
14 fact that the whole purpose of the due diligence 14 had the expertise in game development which was
15 or major purpose of the due diligence wasto 15 critical to going with the budget. So, IBM in
16 ensure that this game got to completion, otherwise 16 this case was supposed to be, was going to be
17 it doesn't go to market, there's no revenue and 17 looking at game development and the expenditures
18 nobody pays off the loans, and even though we got 18 and advising the EDC staff that they were, you
19 that assurance, we still wanted that independent 19 know, on plan, or if they were away from plan,
20 third party to support that. 20 what corrective action could we take.
21 Q. Okay. Your testimony isthat you received that 21 Any planisaplan, and you're short/long
22 assurance from Mike Saul ? 22 every other month and you take corrective to get
23 A. Yes, inhisrole assecond in command at EDC. 23 back on plan.
24 Q. Let meask you thisquestion, Mr. VVerrecchia, 24 Q. Let'sget back to my question. | think you've
25 relatedtoit. Sothefinancia projections, 25 acknowledged the fact that 38 Studios said we need
Page 242 Page 244
1 let'spick out anumber, they say it'sgoing to 1 X amount of dollarsto complete the production of
2 take X dollarsto complete development of 2 Copernicus, as you said was a projection and
3 Copernicus, and that the EDC loan will provide X 3 projections are amost always wrong, right?
4 dollarsfor that. How does that ensure that 4 A. Yes
5 you're going to get to completion of production? 5 Q. So, theboard, evenif it was providing X amount
6 Becauseisn't the estimate of costsjust that, an 6 of dollars, still had no assurance that the game
7 estimate to begin with? 7 would be completed -- production would be
8 A. Sure 8 completed within that budget, right?
9 Q. So, how isthe EDC board ensured or assured that 9 A. No. There'sno guarantee. That'swhy we
10 thegameisgoing to get to production based on 10 took the additional steps that we could take to,
11 financial projections? 11 you know, mitigate that risk the best we could.
12 A. The sameway you would, you know, in any 12 Q. Which still provided no guarantee, as you
13 other business. You have afinancial plan and now 13 acknowledge?
14 you have to monitor that plan closely, and if 14 A. Noguarantee. There's no guaranteeit's not
15 you'relooking at the cash flow on a monthly 15 going to rain tomorrow.
16 basis, your forecast calls to spend $1 million a 16 Q. If there are cost overruns on the production of
17 month, and the first month you spend amillion and 17 the games, there wouldn't be sufficient fundsto
18 ahalf. You say, wait, time out, how are you 18 complete production of the game?
19 going to adjust and get back the half million 19 A. Unlessyou took corrective action.
20 dollarsyou've overspent. So you spent $1 20 Q. Unlessyou could take corrective action?
21 million, like you said, but the game development 21 A. Wadll, in most cases you can, if you learn
22 isnot quite whereit's supposed to be. Stop. 22 early enough, you find out there is a problem
23 What are we doing, what corrective action can we 23 early enough, you can take corrective action.
24 take. The third-party monitor was no guarantor of 24 MR. WISTOW: Hang on one second.
25 success. But it would allow usto monitor the 25 Let'sstep out for just one minute.
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1 (RECESS) 1 A. Yes
2 MR. WISTOW: The witness has 2 Q. What did you understand their role to be?
3 expressed hisdesireto meto go aslateas 3 A. Iflrecdl, they were going to look at the
4 necessary today to finish up. | can't physically 4 economic impact of game development here in Rhode
5 forcecounsel to do anything. I'm alittle 5 Island and whether or not -- | forget the
6 concerned we've been fooling around with the 6 terminology they use, it'sin here.
7 30(b)(6) dates, we've never heard back from you. 7 Q. Just for the record, can you tell us what exhibit
8 Weve changed them threetimes. Can you tell me 8 you'relooking at, it's on the front page?
9 how late you're willing to go tonight? 9 A. I'msorry. D-123.
10 MR. PETROS: Max, you suggested going 10 Q. What page are you referring to?
11 to 7:00 or later. I'verepresented to you that we 11 A. [I'll tell youin a moment.
12 wouldn't finish if we go to 7:00, anyway. 12 MR. PETROS: | think Page 16 is due
13 MR. WISTOW: The witnessis ready to 13 diligence process.
14 stay hereall night. 14 MR. WISTOW: Y ou are trying to move
15 MR. PETROS: I'm not. My planisto 15 itaong.
16 break at 5:00. We've had, God knows how many 16 A. Cluster development istheterm. They were
17 depositionsin this case, over 20, probably close 17 talking about the potential for a cluster
18 to 30. I think fewer than two have been completed 18 development herein Rhode Island, and Rhode Island
19 inoneday. I'msorry if we can't complete it 19 becoming acenter for video game and
20 today. 20 ancillary-type developments, and they referred to
21 MR. WISTOW: | accommodated 21 Hasbro and GTECH as, you know, two examples of
22 Mr. Zaccagnino, we went past 7:00 in Boston, 22 companies using similar skill sets.
23 dtarting at 9:00 A.M. I'm asking for that for the 23 Q. Did Strategy Analytics makes a recommendation on
24 record. 24  whether the EDC board should approve the loan to
25 MR. PETROS: If | thought we could 25 38 Studios?
Page 246 Page 248
1 finishat 7:00 or 7:30, I'd stay. We're not going 1 A. | don'trecal specifically that they made a
2 to. 2 recommendation. That was just part of the
3 MR. WISTOW: Why don't we try and see 3 professional advisory team that EDC was using.
4 what happens. 4 Q. Werethey similarly in the room when you've
5 MR. PETROS: It's hard for me and 5 testified that someone on the board asked whether
6 it'shard for the witness. 6 or not anybody recommended not approving the loan?
7 MR. WISTOW: Because what | think it 7 A. Yes
8 will demonstrate if we go to that timeis that you 8 Q. Okay. Did they say anything when that question
9 have no legitimate questions to go past that. 9 wasasked?
10 MR. PETROS: Save your argument for 10 A. Noonesaid anything.
11 thejudge. 11 Q. Do you remember who from Strategy Analyticswasin
12 MR. WISTOW: I'm putting this on the 12 the room when that question was asked by the board
13 record for the judge. 13 membersto the professional team?
14 MR. PETROS: | know you are. | 14 A. No, | don't recall theindividuals from any
15 understand. Can we resume now? Do you want to 15 of the professional advisors, other than Maureen
16 take another ten-minute break for a phone call and 16 from First Southwest.
17 accuse me of going too slow? 17 Q. Do you remember whether Strategy Analytics, when
18 MR. WISTOW: The reason | made a 18 they presented, had two people in the room or one
19 phonecall is personal business, none of your 19 person?
20 business. Yeah, I'm accusing you of going too 20 A. Don't recall.
21 dow. Yeah, go ahead. 21 Q. Maeorfemae?
22 Q. Mr. Verrecchia, we talked alittle bit about 22 A. Don' recal.
23 Strategy Analytics but not in depth yet. Strategy 23 Q. Didyou review -- do you remember -- you were
24 Analyticsis one of the outside advisers brought 24 actually provided with a copy of their report
25 in by EDC in connection with this transaction? 25 before they presented to the board, do you recall
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1 that? 1 know. So, | just wanted to clarify that.
2 A. | recal getting areport, yes. 2 And in terms of when you say specifically
3 Q. Didyoureview their report? 3 what did | know about IBM --
4 A. | wentthroughit, yes, but | don't recall 4 (SOMEONE ENTERED AT THISPOINT)
5 whatwasinit. 5 Q. That wasn't exactly my question.
6 Q. Butyoudidreview it? 6 A. What | and Donna Cupelo said was that we
7 A. Yes 7 wanted athird-party monitor, and prior to the
8 Q. Did you understand thiswas afairly important 8 closing we wanted to have them validate, vet the
9 transaction for EDC? 9 financials and development schedule and then
10 THE WITNESS: The 38 Studios 10 monitor that schedule throughout the process and
11 transaction? 11 makereportsto the EDC, and that was a condition
12 MR. PETROS: Yes. 12 of closing; meaning, that if we didn't get that,
13 A. Yeah, I'm not sure what you mean by that. 13 theloan wouldn't close, so we wouldn't close if
14 Q. That wasabad question. Did you understand this 14 wedidn't havethat first or the benchmark linein
15 wasalargeloan that EDC was considering to 38 15 thesand, if you want to use that term.
16 Studios, $75 million? 16 MR. DOLAN: Before you continue, I'm
17 A. Yes. Yes. 17 misapprehending --
18 Q. Did you give thistransaction the attention it 18 MR. WISTOW: Thisis my grandson.
19 deserved given the size of that loan? 19 MR. DOLAN: That'sfine. I'm not
20 THE WITNESS: Did | give? 20 surehispresence is appropriate, given you have a
21 MR. PETROS: Yes. 21 witnesstestifying subject to a pretty broad
22 A. Yes | believel did. 22 point.
23 Q. You mentioned earlier in your testimony and again 23 MR. WISTOW: Heworksin my office.
24 more recently you talked about this third-party 24 MR. DOLAN: He's an employee?
25 monitoring agreement. | want to ask you afew 25 MR. WISTOW: Not a permanent
Page 250 Page 252
1 questionsabout that. You'vetold usthat when 1 employee. He'sworking this summer. You can't
2 the board approved the 38 Studios' loan, a 2 repeat anything you hear.
3 condition of closing was getting an independent 3 MR. ELLWAY:: Okay.
4 third party who was going to validate the schedule 4 MR. DOLAN: He's subject to all
5 and budget proposed by 38 Studios to complete 5 ordersinthe case.
6 these games? 6 MR. WISTOW: He's subject to the
7 A. Yes 7 confidentiaity. If youwant, I'll get his pay
8 Q. Okay. And determine, again, the schedule and 8 stubs.
9 budget were reasonable? 9 MR. DOLAN: Because | was going to
10 A. Yes. 10 invite my son to one of these depositions.
11 Q. Okay. And where does your understanding of that 11 MR. WISTOW: | have no problem, just
12 condition of closing come from, what is that based 12 make sureyou hire him. 1'm being facetious. If
13 on? Your understanding -- before the closing took 13 you want to bring your son, | don't mind.
14 place, thisthird-party monitor was going to vet 14 Q. Going back to the question and answer, you told us
15 the schedule and budget and confirm that it was 15 earlier you wanted this third party to validate
16 reasonable or validateit? 16 both the budget and the schedule?
17 A. Let meclarify onething before | answer that 17 A. Yeah.
18 question. You talk about 38 Studios financials. 18 Q. Correct?
19 | would characterize that as the financials that 19 A. Yes. They go hand-in-hand.
20 EDC staff presented to, when | say presented, 20 Q. And the budget would have been in the 38 Studios
21 talked about to the board. 21 financia plan, correct?
22 Now, | believe what Mike was presenting was 22 A. Yes.
23 based upon the financials that 38 Studios provided 23 Q. Andyou wanted thisto third party -- you expected
24 them with, but to what degree it would change, 24  thisthird party would review the 38 Studios
25 modified, et ceteraat that point intime | didn't 25 financia plan to get his arms around or her arms
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1 around the budget, right? 1 minutes?
2 A. Yes 2 MR. WISTOW: Objection.
3 Q. Now, my question that we started with, Mr. 3 A. No. But you're asking meto express an
4 Verrecchia, was you've told us what your 4 opinion on the minutes. 1'd like to review them
5 understanding was of this condition of closing, 5 beforel say yes, that'sall.
6 what wasthat understanding based on, who told you 6 MR. WISTOW: I've given it to the
7 that was going to happen? 7 witness. I've given him the minutes.
8 A. Wetold staff it had to happen and Keith 8 MR. PETROS: Please don't put
9 Stokes and Rob Stolzman assured usit would 9 anything in front of the witness.
10 happen. 10 MR. WISTOW: July 15.
11 Q. Whenyou say we, who iswe? 11 MR. PETROS: Let me put the
12 A. Theboard. 12 documents -- appreciate your attempt.
13 Q. Who on the board said this? 13 MR. WISTOW: | know mine are
14 A. Theentireboard. | mean, the motion was 14 authentic.
15 made by myself and Donna Cupelo, but the entire 15 MR. PETROS: | appreciate your
16 board supported that and agreed that the loan 16 attempt to help.
17 should not close without that condition being 17 MR. WISTOW: It'sin the executive
18 fulfilled. 18 session, second page.
19 Q. Okay. And the minuteswill reflect what that 19 Q. Thisisexhibit, Plaintiffs Exhibit 123. Do you
20 motion was, correct? 20 recognize these as the minutes from the directors
21 MR. WISTOW: Objection. 21 meeting of July 15, 2010?
22 A. | believeit does. 22 A. | don't recal them, but | assumethey are.
23 Q. Okay. You received acopy of the minutes 23 Q. These are the minutes that your attorney used in
24  following the motion you made, right? 24  an earlier deposition?
25 A. Butl have-- | don't have them in my mind. 25 MR. WISTOW: I'm going to stipulate
Page 254 Page 256
1 Q. But, Mr. Verrecchia, wouldn't it have been your 1 these are the minutes, not necessarily asto
2 practiceto review the minutes to make sure that 2 accuracy, but we also have the handwritten notes
3 they accurately reflected the substance of your 3 of Mr. Stolzman from which these were taken if
4 motion that the board voted on? 4 you'reinterested in seeing those.
5 A. Yes 5 Q. Mr. Verrecchia, would you look at the second page?
6 Q. Andif you thought -- when you reviewed that 6 A. Yes
7 motion, if you found the minutes were inaccurate, 7 Q. Okay. You seethe second paragraph that says,
8 you would have corrected the minutes, right? 8 "Mr. Verrecchiacommented on the need for
9 A. Yes 9 third-party confirmation and monitoring the game,
10 Q. Soif the minutes are -- whatever the minutes are, 10 which was aso endorsed by Ms. Cupelo"?
11 they accurately reflect your motion, isthat a 11 A. Yes.
12 fair conclusion? 12 Q. Wasavotetaken on that?
13 MR. WISTOW: Objection. 13 A. A votewastaken onthe need for a
14 A. No. Show methe minutes, let me read what it 14 third-party confirmation, and it was a condition
15 says, and I'll tell you whether it accurately 15 of closing. So, you know, | don't know if --
16 reflects my motion or not. 16 MR. WISTOW: I'm pointing to
17 Q. Youjusttold us, Mr. Verrecchia, you would have 17 something. Put it on the record.
18 reviewed the minutes and corrected any inaccuracy, 18 MR. PETROS: That'sfine.
19 right? 19 Q. Why don't you read what your attorney just pointed
20 A. Yes. Butyou're asking meto recall stuff 20 outto?
21 that happened four years ago. Show me the piece 21 A. "Upon motion duly made by the executive
22 of paper, let meread it and I'll say yes, it's 22 director, seconded by Ms. Cupelo, the following
23 not correct, and we'll move on. 23 vote was adopted to authorize the executive
24 Q. Do you think your memory four years later would be 24  director to proceed with the transaction publicly
25 more accurate than the motions as set forth in the 25 described pursuant to the terms and conditions
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1 described today." 1 A. Ranout of cash.
2 Q. Isthat the vote you were referring to earlier 2 Q. Do you know why they ran out of cash?
3 regarding the third-party monitor? 3 A. Not specifically. | haven't had any
4 A. I'm getting confused alittle bit by the 4 discussions with anybody, nor have | looked at
5 vote notvote. Let meget right to it. We made 5 financials or seen anything like that. So only
6 it clear to EDC that without the third-party 6 what | read in the paper.
7 monitoring agreement we would not approve the 7 Q. Doyou know if they had cost overrunsin the
8 loan, and all of the board members agreed. 8 development of Copernicus?
9 Now, was aformal vote taken versus a 9 A. I'vehad no knowledge of what 38 Studios was
10 consensus or an understanding, you know, knock 10 doing with regards to game devel opment and
11 yourself out, I'm not trying to be awise guy, but 11 budgeting from the time | |eft the board.
12 no one left that room, or no board member was 12 Q. Do you know whether they had a delayed release of
13 voting for the transaction without the third-party 13 the RPG game that caused them to receive -- not to
14 monitoring agreement. 14 receive revenue as early asthey forecasted?
15 Q. Okay. Now, following that vote did EDC staff 15 A. No. I'm not aware of that.
16 report back to you about their effortsto reach a 16 Q. Do you know whether they were successful -- let me
17 third-party monitoring agreement? 17 back up astep. You understood when you approved
18 A. No. Theonly thing they reported to back is 18 thistransaction that 38 Studios plan called for
19 they couldn't get a completion bond, but they were 19 them to raise additional equity -- additional
20 going to put the third-party monitoring agreement 20 fundsthrough equity in 2012, correct?
21 inplace, and that wasthelast | had heard of 21 A. Correct.
22 that until some time after | was on the board, | 22 Q. Andyou understood that their plan called for them
23 became aware that there was no monitoring 23 toraised 20 millionin private equity through a
24 agreement in place, and was very surprised and 24  private equity offering in 2012, right?
25 shocked by that. 25 A. | believe so.
Page 258 Page 260
1 (OFF THE RECORD) 1 Q. Okay. Werethey successful in raising that money
2 (MR. MITCHELL EDWARDSPRESENT - ANDY TUGAN | 2 in2012?
3 NO LONGER PRESENT) 3 A. Idon'tknow. | mean, when | went off the
4 Q. Mr. Verrecchia, do you recall receiving a memo 4 board at the end of 2010, | lost all contact with
5 from Keith Stokes that updated the board on their 5 thetransaction, what was happening, how game
6 effortsto obtain athird-party monitoring 6 development was going or anything like that, other
7 agreement and what it was that the EDC staff 7 thanwhat | would read in the paper.
8 planned to do to address the board's concern? 8 Q. Do you know whether afailure to raise that
9 A. | don'trecall if there wasamemo, | don't 9 private equity financing in 2012 impacted 38
10 recall getting it or receiving. 10 Studios cash flow in 2012?
11 Q. You'vetold usyour understanding isthat right up 11 A. | don't know that. | don't know.
12 until thetime of closing that a condition of 12 Q. Younow have abelief that the net proceeds from
13 closing remained the board's requirement that a 13 the $75 million loan were not going to provide
14 third party be brought in to validate the 14 enough cash for 38 Studios to compl ete devel opment
15 reasonableness of the budget and schedule of 38 15 of Copernicus, isthat your belief?
16 Studiosfor completing the two games? 16 A. Yes.
17 A. Prior tothe closing they would validate -- 17 Q. That'syour belief based on what you've been told
18 not validate -- they would look at the budget and 18 by your attorney?
19 schedule, opine on its reasonableness and then on 19 A. Yes, and documentsthat he showed me.
20 ago-forward basis after the closing, provide 20 Q. What documents did he show you?
21 periodic reports as to the game development being 21 A. Financia projections.
22 on schedule along with the budget. 22 Q. Soyou'venow reviewed the financial projections
23 Q. What isyour understanding now about what happened 23 because your attorney showed them to you, right?
24 in 2012 that caused 38 Studios as a company to 24 A. When you say I've now reviewed the financial
25 fail? 25 projections, he showed me financia projections
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1 that showed that the net proceeds were not going 1 if you putin 47, they weren't going to make it.
2 tobesufficient to get the game done. | had 2 Q. Did you have to make other adjustments to account
3 relied upon staff asthe full board relied on 3 for capitalized interest or debt service reserve
4 staff when we were reviewing the loan that they 4 fundsor other costs did that affect other parts
5 had afinancial projection that the net proceeds 5 of thefinancia projections?
6 would be sufficient. | found that out now through 6 A. Wadll, it couldn't, but I didn't go through
7 my attorney that that wasn't the case. 7 that analysis. | depend on staff to go through
8 Q. Let meback up. My question was a simple one. 8 thedetail of the analysis -- of the cash flow.
9 You've now seen the 38 Studios financial 9 Q. Butyou're saying that your attorney showed you
10 projections, right? 10 something and you accepted it, without analyzing
11 A. Yes 11 it?
12 Q. Okay. And you were shown them by your attorney? 12 (INTERRUPTION)
13 A. Yes. 13 Q. Let meback up. Withfinancial projections, if
14 Q. You reviewed them with your attorney? 14 the net proceeds were less because interest was
15 A. Yes. 15 being prepaid, you'd have to make an adjustment to
16 Q. And you confirmed based on your review with your 16 thefinancial projections where they might have
17 attorney that the net proceeds from the 75 million 17 caled for a payment to be made that was now being
18 loan would not be enough to complete production of 18 prepaid, right?
19 Copernicus? 19 A. Yes.
20 A. Yes. 20 Q. And that might balance the reduction in net
21 Q. Okay. And when did you determine they would run 21 proceeds from the loan, right --
22 out of cash? 22 A. Yes.
23 THE WITNESS: When did | know that? 23 Q. --overtime, atleast. Sodid you do that kind
24 Q. Atwhat point, based on your review, at what point 24 of analysis when you reviewed the financial
25 did you determine that the company would run out 25 projections?
Page 262 Page 264
1 of cash? 1 A. No. | didn't do any analysis.
2 A. | didn't havethat level of detail. 2 MR. WISTOW: Maybe because he's not
3 Q. Wasitin2012, 2011, 2013, what year? 3 taking any action based on it, he's not voting to
4 A. | believethat they would run out of cash 4 give people money. He's not doing anything.
5 according to their plan -- well, probably 2012. | 5 Q. What other documents did you review to prepare for
6 didn't havethat level of detail, though. All you 6 thisdeposition, apart from the financial
7 gotisanannual forecast. 7 projections?
8 Q. Okay. Soyoutook thetimeto review those 8 A. There was some documents that were shown to
9 financial projections when you met with your 9 me by Attorney Wistow, several e-mails.
10 attorney? 10 Q. Tell uswhat they were?
11 A. Heshowed me one sheet of paper, yes. 11 MR. WISTOW: If you remember.
12 Q. You could make that determination by looking at 12 A. | don't even remember. | mean, | seethis
13 one sheet of paper? 13 email -- | don't recall specifically what the
14 A. No. | said heindicated to me that the net 14 e-mailswere, but there were several emails. |
15 proceeds of the loan, which turned out to be $47 15 believe he showed me, | believe he showed me a
16 million, | believe, were not sufficient to 16 copy of the PowerPoint presentation.
17 complete the project. 17 Q. By EDC? The EDC PowerPoint presentation, D-1237?
18 When we approved the project, we were 18 A. Yeah. | believe he showed me a copy of an
19 assured, my staff, that the net proceeds of the 19 inducement resolution, copies of a couple of
20 loan, athough they did not indicate an amount, 20 minutes.
21 was sufficient to complete the project, and then 21 Q. Didyou look at the letter agreement or the term
22 obviously we wanted athird-party monitoring 22 sheet?
23 agreement. When he said to me that they were not 23 A. | believe Max showed me the term sheet.
24  sufficient, he showed me a set of financials from 24 Q. What e-mailsdid he show you?
25 38 Studios, that if you showed the need for 75 and 25 A. | don't recall specific emails.
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Q. What did they talk about, what was the subject of
the e-mails?

A. 1 dontrecal. Nothing -- | don't recall.
| mean, there was one e-mail -- he showed me an
e-mail that you have here from Steve Lane, |
recall that one. There were severa othersthat |
don't recall what they said.

Q. When did EDC staff assure the board that the loan
would be -- would provide enough funding for 38
Studios to complete production of Copernicus?

A. Sometime between June 9 and July 26.

Q. Andwasthat donein writing?

A. | don't recall whether it was donein
writing, but it was certainly done verbally.

Q. Wasit done at aboard meeting?

A. | believe so.

Q. Wasit done as part of a presentation or in
response to a question?

A. It waspart of apresentation and -- asto
both.

Q. Say that again.

A. Both.

Q. So, there'sawritten presentation by --

A. No, | said there was averbal presentation.
| don't know if anything was written, but again,
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you keep asking me the same question and expecting
adifferent answer. Mike Saul indicated to the
board that EDC staff, meaning he, Keith Stokes,
whomever else, along with Stolzman, recommend
doing the transaction. There was sufficient
funding from the net proceeds of the loan to
complete the -- get the game to completion. We
understood that, we insisted upon athird-party
monitoring agreement, and yada, yada, yada.

MR. PETROS: It's 5:00, I'm going to
adjourn or suspend the deposition.

MR. WISTOW: He just camein. Can't
he take over and go to midnight?

MR. PETROS: I'm going to suspend.
I'll work with your attorney to try to schedule
another date to complete the deposition. Thank
youl.

MR. WISTOW: Read and sign.

(DEPOSITION ADJOURNED AT 4:58 P.M.)
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CGERT-I-F-I-CAT-E

I, LINDA L. GUGLI ELMO, do hereby certify that |
am expr essl %/ a{)pr oved as a person qualifi'ed and
authorijzed to take depositions pursuant to Rules
of CGivil Procedure of the Superior Court of Rhode
I sl and, especially, but without restriction
thereto, under Rule 28 of said Rules; that the
witness was first sworn by ne; that the transcript
contains a true record of the proceedings.

Readi n

and signing of the transcript was
requeste

by counsel “for the deponent.

I N WTNESS WHERECF, | have hereunto set ny hand
this 11th day of July 2014.
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