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STATE OF MINNESOTA ’ N DISTRICT COURT

\9) o
COUNTY OF HENNEPIN ?\"g\.‘ FOURTH JUDICIAL DISTRICT
~ ? o Case Type: Other Civil

Telluride Asset Management, LLC, a Court File No. 04-17921

Delaware Limited Liability Company, M Judge Marilyn Justman Kaman
Plaiin‘t;ﬁ',
AFFIDAVIT OF
v. STANLEY XU ZHENG, Ph.D.
Stanley Xu Zheng, Ph.D.
Defendant.

STATE OF MINNESOTA )
) S8
COUNTY OF HENNEPIN )

Stanley Xu Zheng, being first duly sworn under oath, states and alleges as follows:

1. My narﬁe is Stanley Xu Zheng and I submit this Affidavit under oath in support
of my Motion to Dismiss the Complaint and in Opposition to Plaintiff Telluride’s Motion for
Temporary Injunction,

2. I'hold a Ph.D. from Princeton University in Economics. From 1992 to 2000, I
served as an Assistant :Professor of Economics at the University of Texas-Austin,

3. From January 2003 to July 2004, I resided in Irvine, California, where | was
employed as a Proprietary Trader. I have not visited California since September 6, 2004,

4. From July, 2004 to November 23, 2004, (about 4 ¥ months) I resided in
Minnesota. During that time, I was an employee of Telluride Asset Management, LLC

(“Telluride™), the Plaintiff in this matter,
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5. During my employment at Telluride, I was responsible for managing investment
portfolios and trading. I was never asked by Telluride to develop new trading strategies, nor was
I'paid to do so by Telluride.

6. Over the past four years, since 2000, and well before beginning my employment
at Telluride, I have been working on developing a trading strategy based upon the well-known
theories of pairs tradmg and mean reversion. These theories are very well-known in the financial
field and hedge fund industry, and were the subject of a research paper published by the Yale
School of management in 1999. 1 have attached a copy of this article to my Affidavit as Exhibit
1.

7. All the time I spent working at Telluride involved only managing portfolios and
trading. Idid not develop any “new” trading strategy during my employment at Telluride. Any
strategy or strategies ‘I used while employed at Telluride were developed by me prior to
becoming an employee of the company.

8. I'mentioned to Peter Hajas, CEQ ‘of Telluride, that I had been thinking about a
new trading idea, but T was unclear as to the details. Apparently, my statement to him created a
great deal of confusion. The “Sharpe 4 Ratio” strategy that Telluride refers to in this lawsuit is
my own idea that [ have been working on since 2000. The term “strategy” does not accurately
describe this idea. .My idea is simply a preliminary data analysis based upon my review of
publicly available stock performance records. There is no “Sharpe 4 Ratio” strategy; rather, it is

an idea that I have not yet fully developed into a working strategy.

9. I'never used a “Sharpe 4 Ratio” strategy while I worked at Telluride, and I have
not used it before or since working for Telluride because it is completely untested and remains
only a theory. In practical application, it is most likely that, despite a potential profit that could

result from implementation, such profits would be diminished dramatically, or even tum
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negative, due to transaction costs, how good are prices executed, changing market conditions,
and other factors. Thus, my remark to Peter Hajas perhaps created some confusion on his part.

10. My employment contract with Telluride prohibited me from using trading
strategies not approved by Telluride’s management. During my employment, I used only the
approved “pairs trading” strategy.

11.  The (iocumcnts that Telluride refers to that I e-mailed to myself for working at
home are spreadshcéw that I created by simply downloading information and data that js easily
available on the websites such as “www.Bloomberg.com” and “www finance.yahoo.com.”
There is no confidential data in the computer files to which Telluride refers. These files consist
of publicly available information that could be recreated by downloading the data from the
Bloomberg website and other websites. Telluride pays for a subscription to Bloomberg, but
during my employment I paid a pro rated amount to the company to have access to this
subscription.

12.  Inthe hedge fund industry, including Telluride, the company does not usually
provide employees with “trading strategics,” and Telluride never provided me with a trading
strategy. Despite Mr. Peter Hajas® Affidavit (17), it is not the “normal practice” at Telluride for
employees to disclose trading strategies. Each employee of Telluride has their own trading
strategies that the employees do not share with other employees or the company. Each employee
uses strategies they have developed before coming to work for Telluride. Such strategies are
closely-guarded by each employee, and it is highly discouraged to even watch other employees
performing trades. Telluride never provided me with trading strategjes during my employment.

13.  During my employment, Telluride never gaveme access to a client list or any

other confidential information, Like all other employees, I was simply permitted access to



P.B5

——— m e - e

6

.2
_COUNTY OF NEW YORK ) )

capital for use in trading, and I have never known the identity of the investors for whom they are
making trades.

14.  Telluride gives every employee the use of a networked computer terminal, but
employees are not able to access the company’s confidential files.

15.  Icurrently reside in the state of New Jersey. I moved to New Jersey on
November 23, 2004 to pursue employment and I intend to remain there indefinitely.

16. 1 no“;r reside at 35 River Drive South, #2115, J ersey City, NJ 07310.

17. On o; about December 4, 2004, I received a telephone call from my wife who
resides in Irvine, Caiifomia. During that telephone call, my wife informed me that she had
received papers related to this lawsuit. Due to the urgency of this matter, my wife faxed these
documents to me at my workplace in New York City, New York.

18. Since this lawsuit was filed, I have not received any documents personally from

Plaintiff Telluride, Plaintiff's counsel, or any other agent hired or designated by Plaintiff,

FURTHER YOUR AFFIANT SAYETH NOT.

oy A%

Stanley Xu Zheng

Subscribed and sworn to before me

this | 3™ day of December, 2004

on Agdabe,
Notary Public

E& Gelabert
Notary Stale CF Neve York
No. 01GESG32297

Quatified In New York County
Commission Expires Oct, 21, 2008
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