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INTRODUCTION

It has been 2½ years since the largeset Ponzi scheme in history came to light with the collapse of
Bernard L. Madoff Investment Securities, LLC in late November 2008, now estimated to be
about $20 billion. Since that time, there have been numerous other major Ponzi schemes and
investment fraud schemes revealed, including infamous Madoff runners up:

2nd R. Allen Stanford and his Stanford Group entities ($7.2 billion);
3rd Thomas J. “Tom” Petters and his Petters Worldwide Group ($3.65 billion);
4th Paul Greenwood and his Westridge Capital Management ($1.3 billion);
5th Joel Steinger and his Mutual Benefits Corp. ($1.25 billion);
6th Scott W. Rothstein and his Rothstein Rosenfeldt Adler ($1.2 billion); and,
7th Nevin K. Shapiro and his Capitol Investments, USA ($880 million).

The net result of these massive frauds has been to shake investor confidence around the globe.
Calls for stricter oversight and regulation abound and special criticism of the Securities &
Exchange Commission mounted to a withering level for its apparent failure stop these frauds.
Although effective enforcement and prosecution will always be necessary, these are reactionary
actions. Individual investor skepticism is critical to avoidance, mitigation of loss and any
subsequent enforcement action.

Further, we believe that greater investor awareness, due diligence efforts and increased
enforcement actions, already underway, should help prevent future schemes from getting so out
of hand as well as create a level of discouragement for future fraudsters. Sadly, however, this
will not entirely stop newly minted con-artists from cropping up to perpetuate future investment
fraud schemes.

While it appears that Ponzi schemes have proliferated in recent years – and the numbers seem to
support this theory, get-rich-quick investment fraud schemes have always been around. Indeed,
these schemes will continue to germinate with the allure of fast money and riches, lavish,
celebrity lifestyles and the accoutrements that come with it all. The question is, can these frauds
be squelched before they do too much damage?

Inevitably, all Ponzi schemes and many other investment frauds such as pyramid schemes,
collapse under their own weight. It is simply impossible to deliver the higher-than-market rates
of return – generally promised in Ponzi schemes – by using investors’ funds while continuing to
attract additional investors. This is especially true in down markets. The collapse or revelation
is only a matter of time. Unfortunately for those investors burned by the schemes, they will
typically only see pennies on the dollar recovered. Claw-backs may also take back earlier
returns derived from fraudulent schemes.

We decided to examine the Ponzi scheme phenomenon in light of the recent spate of massive
cases. Our hope with The Marquet Report on Ponzi Schemes is to shed some light on this type of
fraud and to provide some useful analysis as well as a better overall understanding of Ponzi
schemes and their perpetrators. Finally, we wanted to offer some helpful avoidance advice.
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SUMMARY OF FINDINGS

The Marquet Report on Ponzi Schemes analyzed 329 major Ponzi schemes in the United States
revealed since 2002. While we have attempted to include every Ponzi-type fraud scheme of $1
million or more revealed during these years, the study may not be wholly exhaustive.

Nevertheless, based upon our data, there was a sharp increase in both the gross number and
monthly rate of Ponzi schemes revealed in the past several years – since 2007. Whereas the
number of major Ponzi schemes revealed per month stayed relatively constant (between 0.6 and
1.5) for the years 2002 – 2007, it soared to a rate of 9 per month in 2009 before dropping off to a
current rate of about 5 per month in 2011.

We believe this increase to be the result of several factors: 1) the downturn in the economy in
late 2008; 2) increased enforcement post Madoff; and 3) increased due diligence leading to
increased enforcement, post Madoff. We would expect that the economic downturn would cause
an increase in Ponzi scheme implosions since investors tend to seek greater liquidity, thereby
crimping the necessary influx of cash to sustain the scheme. The Madoff case brought
extraordinary attention to investment fraud and helped spark greater investor education,
awareness, and due diligence. Nevertheless, more is needed.
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INTRODUCTION & HISTORICAL PERSEPCTIVE

The aftermath of the massive and unprecedented magnitude of the Bernie Madoff investment
fraud scheme, revealed in December 2008, sparked a great deal of interest and attention focused
on Ponzi schemes and similar types of white collar investment frauds. Indeed, the Obama
Administration announced in November 2009, the formation of the federal interagency
Financial Fraud Enforcement Task Force, consisting of the Department of Justice (“DOJ”),
Department of the Treasury (“Treasury”), Department of Housing & Urban Development
(“HUD”), and the Securities & Exchange Commission (“SEC”). Prosecutions and enforcement
actions against investment fraud perpetrators and Ponzi scheme purveyors are up significantly in
the past two and a half years since Madoff.

The size and speed with which financial transactions are made today, as well as the advent of the
Internet in the past two decades, have helped spur a relative proliferation of investment fraud
schemes thereby making would-be investors easy prey for such financial fraud predators. Some
historical perspective is warranted for the context of this report. As such, we outline both the
case of Charles Ponzi and Bernie Madoff as approximately bookends to the investment fraud
phenomenon.

The Namesake Case: Charles Ponzi

Charles Ponzi Canadian mug shot circa 1910
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Charles Ponzi, born Carlo Pietro Giovanni Guglielmo Tebaldo Ponzi in 1882 in Lugo, Italy,
whose namesake will forever be associated with white collar investment fraud crimes, was an
immigrated to the US in 1903. Ponzi, who used a number of aliases during the course of his
scheming years, including Charles Ponei and Charles P. Bianchi, ultimately settled in the Boston
area. He was involved in a series of petty crime and fraudulent activities in the US and Canada,
including a forgery incarceration in Montreal.

After returning to Boston, in the summer of 1919, Ponzi created an investment scheme operating
under the business name The Securities Exchange Company which involved pre-paid postal
coupons, whereby he promised investors that he could double their money in 90 days. Paying
earlier investors off with later investor proceeds, Ponzi gave the impression that he could
actually deliver on his "too good to be true" promise of such unheard-of returns.

Ponzi, who at one time could barely afford subway fare and had wandered from city to city since
he came to the US in 1903, ultimately settled into a six bedroom manse in Lexington,
Massachusetts, the upscale historical Boston suburb, while being chauffeured around in a luxury
automobile. The scheme was so successful, would-be investors were mortgaging their homes
and throwing cash at Ponzi in spite of inklings of suspicion that had appear in the press and with
regulatory agencies. At its height, Ponzi was reportedly bringing in an incredible $250,000 per
day ($2.7 million in present dollars). When the scheme finally unraveled in the late summer of
1920, he owed more than $28 million to investors ($350 million in present dollars).

Ponzi was charged with 86 counts of federal mail fraud, but pleaded guilty on November 1, 1920
to one count and was ultimately sentenced to 5 years in prison. He served 3 ½ years of the
sentence and was immediately indicted on 22 counts of larceny by the Commonwealth of
Massachusetts upon his release. Ponzi was sentenced to 7-9 years in prison for his state
conviction for larceny but jumped bail before his Massachusetts sentence began.

Ponzi resurfaced in Florida in September 1925 under an alias peddling another pyramid scheme
called Charpon Land Syndicate, selling worthless land he had subdivided into micro parcels
which he sold as acres. Under this scheme, Ponzi offered 200 percent returns in 60 days. Ponzi
was indicted in February 1926 on Florida state securities fraud charges and, found guilty in a
jury trial, was sentenced to 1 year in prison. However, he jumped bail yet again and attempted to
flee the country in disguise.

Ponzi was caught again in New Orleans on a merchant ship bound for Italy and was sent back to
Boston to complete his State sentence, serving an additional 7 years. He was deported to Italy in
1934 (he had never gained his US citizenship and had been in the country illegally) after his
release and ultimately made his way to Brazil.

On January 18, 1949, Ponzi passed away in a Rio de Janeiro hospital charity ward.
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The Madoff Case

Bernard L. Madoff, DOJ mug shot, December 2008

Born and raised in Queens, New York, Bernard Lawrence “Bernie” Madoff founded Bernard
L. Madoff Investment Securities LLC right out of college in 1960, as a penny stock exchange.
The firm did very well; its innovative use and development of computer information technology
was eventually replicated to create the NASDAQ, of which Madoff eventually became chairman.

In 1999, financial analyst Harry Markopolos informed the US Securities and Exchange
Commission that he believed the gains Madoff claimed were mathematically impossible. But
both the Boston and New York branches of the SEC either ignored or dropped the ball on
Markopolos’ several attempts at whistle-blowing. Indeed, the SEC’s Inspector General, David
Kotz, in a report post scandal, asserted that there had been six botched investigations of Madoff
and his operations since 1992.

Nevertheless, on December 10th, 2008, Madoff confessed to his two sons, Mark and Andrew
Madoff, that his business was “one giant Ponzi scheme.” Upon hearing the details, the sons were
supposedly so horrified that they reported their father in to federal authorities. The next
morning, Madoff was arrested in his Manhattan apartment, where he confessed again, this time
to the FBI agents. “There is no innocent explanation,” he reportedly told them.

Madoff was charged with securities fraud. In February 2009, Madoff came to an agreement with
the SEC, and was permanently banned from the securities industry. He pleaded guilty to 11
federal felony offenses, including securities fraud, wire fraud, perjury, money laundering, mail
fraud, theft from an employee benefit plan, making false filings with the SEC, and making false
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statements. On June 26th, 2009, Federal Judge Denny Chin ordered Madoff to forfeit $170
billion in assets. On June 29th, 2009, Madoff was sentenced to 150 years in federal prison
without parole. He is currently incarcerated at the Butner Medium Federal Correctional
Institution in North Carolina.

There are still a number of unsolved mysteries swirling about this case, however. Madoff
claimed he began his Ponzi scheme in 1991, but Judge Chin stated he believes it actually begin
in the 1980’s. Original complaints stated Madoff defrauded clients of $65 billion, but analysts
continue to debate the true figure and have admitted that while the exact amount will never be
known, it is likely to be no more than $20 billion. Madoff also insisted he was the sole
perpetrator of the fraud. However, Madoff’s right hand man, Frank DiPascali, and Madoff’s
accountant, David Friehling, have each plead guilty to securities fraud and a number of other
federal offenses. In addition, both of Madoff’s sons, his brother Peter, and niece Shana, have all
been accused of fraud and are currently being sued for negligence and breach of fiduciary duty.

It is believed by many observers that these family members must have known about the fraud,
given its longevity, their positions within the company, including roles as corporate and
compliance officers, and their personal investments in the scheme. Madoff’s wife, Ruth, was
also accused of withdrawing $15 million from company-related accounts just before Madoff
confessed. She has settled with federal prosecutors by forfeiting her claim to $85 million in
assets.

Madoff has apologized to his victims, saying he has left a “legacy of shame” on his family and
grandchildren. Judge Chin stated his crimes were not only “extraordinarily evil,” but “off the
charts,” as federal sentencing guidelines for fraud only go up to $400 million. The shame was
apparently too great for his son Mark, who committed suicide two years to the day after his
father’s arrest, on December 11, 2010.

If he maintains “good behavior” in prison, Bernie Madoff, believed to have perpetrated the
largest Ponzi scheme in world history, will be released early from Butner Medium FCI on
November 14th, 2139.

* * *

Today, Ponzi schemes and other investment frauds seem to abound. Part of this phenomenon
may be due to the apparent increase in enforcement actions. Another is clearly due to the down
economy as many schemes of this sort simply cannot withstand down markets. Yet another is
the increased opportunity presented by technological advances and globalization of markets as
alluded to earlier. Whatever the reason, a careful examination of investment fraud is in order.
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CHARACTERISTICS OF PONZI SCHEMES

Magnitude

The Marquet Report on Ponzi Schemes includes 329 major investment fraud cases of at least $1
million, with total reported losses of nearly $50 billion. We used the size of the actual fraud, not
necessarily the amount ultimately lost by investors – that is, how much money the Ponzi
schemers were able to convince their victims to invest in the scheme. The largest was, of course,
the Bernie Madoff scam, which we include in the report at $20 billion (the initial estimate of $65
billion has been shown to be greatly exaggerated, according to the court appointed liquidator,
Irving H. Picard).

The average size scheme in the study was approximately $150 million with the median size
scheme of $20 million. The average is skewed upward because of the outsized magnitude of the
Madoff case. The median number is probably a more accurate sense of the magnitude of the
typical modern Ponzi scheme.

The ten largest investment fraud cases in The Marquet Report on Ponzi Schemes are the
following:

Principal Perpetrator Size ($mill) Type of Fraudulent Investment Year
Bernard L. Madoff/Madoff Investment Sec. $ 20,000 Hedge fund/Securities trading 2008
R. Allen Stanford/Stanford International $ 7,200 Certificates of deposit 2009
Thomas J. Petters/Petters Group WW $ 3,650 Consumer electronics 2008
Paul Greenwood/Westridge Capital $ 1,300 Securities investments 2009
Joel Steinger/Mutual Benefits Corp. $ 1,250 Viatical and life settlements 2009
Scott Rothstein/Rothstein Rosenfeldt Adler $ 1,200 Lawsuit settlements 2009
Nevin K. Shapiro/Capitol Investments, USA $ 880 "Grocery diversion" 2010
Marc S. Dreier/Dreier LP $ 380 Promissory notes 2008
Nicholas Cosmo/Agape World $ 370 Commercial bridge loans 2009
Arthur G. Nadel/Scoop Management $ 360 Hedge fund/money mgmt 2009

We note that every one of these schemes was principally perpetrated by a male with an average age of 56
when discovered. Only one of these had a known prior fraud history (Steinger) and more than half
involved conspiracies. The average duration of these schemes was 9.2 years. Fully 80 percent of these
largest cases were perpetrated from either New York or Florida.

Duration

The approximate duration of the scheme was determined in 320 of the 329 cases in the study.
Based upon those cases, we developed the following analysis:

Average duration: 5.3 years
Median duration: 4.0 years
Longest duration: 31 years
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We note also that the average Ponzi scheme perpetrator included in The Marquet Report on
Ponzi Schemes defrauded investors an average of $2.35 million per month (the average fraud
divided by the average duration, in months).

Fully eleven (11) of the cases spanned 20 years or more. Two Ponzi schemes spanned at least 30
years (Philip Barry/The Leverage Group and Roberto Heckscher/Irving Bookkeeping – revealed
in 2010 and 2009, respectively).

In the Irving Bookkeeping case, 55-year-old Roberto Heckscher, based in the San Francisco Bay
Area, convinced his clients to entrust some $50 million with him purportedly to be invested in
personal and commercial loans with a promised annual return of as much as 13 percent. Instead,
in classic Ponzi form, Heckscher paid earlier investor interest payments with later investor funds
and spent other investor funds suppoting a lavish lifestyle including major gambling activities at
casinos in Las Vegas. Authorities believe at least 292 investors lost a total of $33 million in the
scheme. In a plea agreement in October 2009, Heckscher pleaded guilty to one count of mail
fraud and was later sentenced to 20 years in prison.

Heckscher’s former office in San Francisco

Additional analysis reveals that there is a correlation between the duration of the scheme and the
promised rate of return (see Promised Rate of Return section below).
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Based upon our analysis of the 324 cases with clearly identified categories in The Marquet
Report on Ponzi Schemes, the most common investment schemes are the following, in
descending order of frequency:

Types of Schemes Number Percent
Hedge Fund 47 14.51%
Real Estate 44 13.58%
Promissory Notes 38 11.73%
FOREX Trading 24 7.41%
Securities Trading 23 7.10%
Commercial Loans 21 6.48%
Fraudulent Securities 15 4.63%
Consumer Products 13 4.01%
Mortgages 11 3.40%
Commodities Futures 9 2.78%
Prime Bank Notes 9 2.78%
Certificates of Deposit 8 2.47%
Oil & Gas 8 2.47%
All others 54 16.65%

As is evident, fraudulent hedge funds have been the most popular method of inducement,
followed by fraudulent investments in real estate-related transactions, promissory notes, foreign
exchange trading programs and securities trading.

Promised Rate of Return

Ponzi schemes typically induce investors with promises or suggestions of higher-than-market
rates of return – sometimes incredibly higher. In many of these cases, the Ponzi scheme
perpetrator makes claims that the returns are “guaranteed” or that the investment is “risk free” or
“locked in” or similar claims. We were able to determine the highest annual rates of return
claimed in 222 of the 329 cases in the study. This rate encompassed a range of a modest 6
percent to a high of 20,800 percent, with an average of 282.2 percent. The median annual rate of
return promised was 38 percent. We also analyzed the rate of return promised versus the average
duration of the fraud (in years) to see if there was a correlation. Indeed there is, as depicted in
the charts below:

Return Range Ave. Duration
5 - 10 % 9.9
10 - 20 % 6.5
20 - 40 % 5.8
40 - 80 % 4.1
80 - 160 % 2.9
160 - 320 % 2.8
320+ % 2.5
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As we would expect, the duration of a given Ponzi scheme attenuates as the rate of return
promised to investors increases. Clearly it is more difficult to sustain this type of investment
fraud for extended periods of time with extremely high rates of return. All Ponzi schemes
eventually implode on themselves as they are simply not sustainable, especially in down
markets, when they tend to be revealed more frequently. Madoff probably survived for so long
(24 years or more) because he was offering a relatively low rate of return, as Ponzi schemes go.

On the other hand, Randall T. Treadwell, Ricky D. Sluder and Larry C. Saturday, who operated
fraudulent entities known as Learn Waterhouse, Inc., Wealth Builders Club, Inc., and Qwest
International, Inc., offered effective annual returns as high as 3,000% with a Prime Bank Note
scheme. These “gentlemen” scammed investors out of $50 million before the scheme was
exposed in 2004 after operating for about a year or so. Treadwell, who appears to have been the
Ponzi kingpin in the conspiracy, was sentenced to 25 years in jail.

We also analyzed the data to determine whether there exists any correlation between the rate of
return and the overall size of the fraud.

Range Ave. Fraud*
5 - 15 % $ 629.7

15 - 35 % $ 45.5
35 - 75 % $ 22.5
75 - 150 % $ 94.8

150 - 300 % $ 23.9
300+ % $ 32.4

* in $millions


