Investment schemes target the vulnerable
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Investment schemes target the vulnerable

Search for quick buck puts savings at risk

By Cliff Peale
The Cincinnati Enquirer

It was last summer when Lowell Hacker first heard of

Wellington Bank and Trust. The Springfield Township man, lured by

promised returns of more than 50 percent and thinking about his
retirement, took $21,000 out of his 401(k) retirement plan and
invested in a 5-year note from the Grenadian bank.

Less than a year later, Wellington is under investigation by the

U.S. Securities and Exchange Commission, and Mr. Hacker, 59, is

worried that his money is gone.

“I never had any reason to be suspicious, but I'm beginning to
get concerned now,” he said. “If the money's gone, I'm not sure

what 'll do.”

Mr. Hacker is hardly alone.
Throughout Ohio, Kentucky and
Indiana, more people are buying
securities issued by companies
nowhere near NASDAQ or the
New York Stock Exchange.

The investors are hoping to
make money quickly so they can
solidify their retirement. But
authorities in all three states say
the trend has bred an entire
industry of unregistered
investments that elude
regulations designed to protect
investors.

Many times the investments
promise high returns but often
can leave investors with nothing
to show for their money, said
indiana Securities Commissioner
Brad Skolnik, whose agency led
the investigation of Wellington
Bank and Trust.

“These are being sold by people on the fringes of the industry,”

WHERE TO GET HELP

How to contact your state
securities regulator:

¢ Ohio: Investors can call the
Ohio Division of Securities at 800~
788-1194 or contact the division
online at
www.securities.state.oh.us.

» Indiana: The Indiana Securities
Commission, a unit of the secretary
of state's office, is available at 800-
223-8791 for those in Indiana or
317-232-6681 for those out of
state. Online, the commission is
available at
www.state.in.us/sos/security.

* Kentucky: Investors can call
the Securities Division of the
Kentucky Department of Financial
Institutions at 800-223-2579 or
contact them online at
www.dfi.state.ky.us.

« National: The National
Association of Securities Dealers
Public Disclosure Hotline number is
800-289-9999.

Mr. Skolnik said. “Often times, the damage has already been done
by the time regulators get around to filing an action.”

There is no way to know how much money has been earned or

lost on these investments. But this much is clear: There are more
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people selling them, there are more investigations of them by state
securities divisions, and the main victims are senior citizens or
those close to retirement.

While low interest rates are great for the economy as a whole,
they can make retirees more willing to take greater risks, experts
say.

“People may have lost money on the market, or they're looking
around and getting closer to retirement, and they get sucked into
these kinds of things, just like | did,” said Drew Bachman, 62, of
Northern Kentucky, who invested about $30,000 in offshore
companies, including another Grenada company, First International
Bank, two years ago.

The company that sold the securities to Mr. Bachman, Global
Financial Strategies, also is under investigation by the Kentucky
Division of Securities.

Not worth the risk

Sometimes, the sales are illegal and constitute fraud, drawing
state and federal investigators. Other times, the group is forced to
register the security and those selling it.

But illegal or legal, these clearly are more risky investments
targeting people looking for higher returns.

“Once the money gets out of an investor's hands, we have no
way to get the money back,” said Debbie Dye Joyce, commissioner
of the Ohio Division of Securities.

“It's almost like a fad,” she added. “They've found an emotion
they can work on with potential investors. People might latch onto
that and think, "It's just an IOU."”

The three states have unprecedented numbers of people
registered to sell securities. Ohio, for example, has more than
125,000 people registered to sell securities, up about 24,000 since
the same time last year.

But what most alarms investigators is the number of
unregistered securities outside their reach. In 2000, Ohio, Kentucky
and Indiana received formal complaints or opened investigations in
a combined 500 cases, according to state authorities.

Not all of those cases result in formal enforcement actions and
even fewer are prosecuted by criminal authorities.

Those selling unregistered securities often are insurance
agents who have developed a relationship with a client and then
pitch a new, risker investment.

Mr. Bachman said that was the case with his investments at
Global Financial Strategies.

“If your money's all in CDs getting 5 or 6 percent, it's just
getting eaten up,” he said.

In this current economy, with diminishing stock-market returns,
senior citizens on a fixed income can be especially vulnerable,
Ohio's Ms. Joyce said.

“If the return that's promised sounds too good to be true, it
probably is,” she said.
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High-profile cases

Greater Cincinnati has seen several high-profile cases come to
fruition in the last year, including Wellington Bank and Trust and
Cincinnati Regional Initiative, run by former Clermont County
minister Gerald Lach.

Mr. Lach is in Clermont County jail after being indicted twice
on charges of selling unregistered securities and misleading
investors.

And local insurance agent George Fiorini, who has advertised
the “10 percent plus income plan” locally for years, signed an order
with the Ohio Division of Securities last year agreeing to stop selling
unregistered securities and misleading investors.

Be suspicious

Ohio, Kentucky and Indiana officials said the only way to avoid
being burned on such an investment is to be automatically
suspicious of securities that promise a high rate of return and to
check with state authorities to see whether the salesperson is
registered.

Investment vehicles causing concern among regulators
include:

* Promissory notes — Ohio joined a national effort last year
to grack down on promissory-note fraud, which has cost investors
nationwide tens of millions of dollars, officials said.

+ Callable CDs — Like traditional certificates of deposit, these
investments carry a fixed interest rate for a fixed period of time. But
they also allow only the issuer — not the investor — to redeem the
CD prior to maturity.

« Offshore companies — Many insurance agents sell
securities with little knowledge of the companies that issue them,
regulators said. That means investors should think carefully before
investing in securities issued by offshore companies that offer a
high return.

* Viatical fraud — Last year, Indiana changed its law to define
these investments as securities, making them subject to registration
requirements.

The investment, often used by people with terminal illnesses,
involves an insured person's selling his or her interest in a life-
insurance policy to a viatical company at a discount. The company
then sells interests in that policy to investors.

Because the investments are speculative, they are “not
appropriate for most small investors” and ripe for fraud, Indiana
officials said last year.

+ Selling religion: There have been several instances of using
religion or the church to promote investments in risky securities, Mr.
Skolnik of Indiana said.

“We've had perpetrators who actually got down on their knees
and prayed with their victims,” he said. “It really doesn't get any
lower than ripping people off in the name of God.”

Bear facts: Week on Wall St. was disaster
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