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Dear Senior Investor: 

June 14,2013 

It is my pleasure to welcome you to the first in a series of the Massachusetts 
Securities Division's Senior Investor Education Conferences. This conference is 
designed to help seniors avoid fraudulent investments, and to provide the tools 
they need to protect their savings. 

The current investment environment poses great challenges to seniors who 
need to use their savings to help cover living costs. This is particularly the case 
because many low-risk investments, such as bank CDs, now pay historically low 
rates of interest. Too often, risky and complex alternative investments are rec
ommended to seniors who are reaching to get higher returns. Moreover, some 
risky investments are promoted specifically to senior investors as ways to avoid 
or defer taxes. Most disturbingly, fraud operators target seniors because they have 
accumulated savings and may be vulnerable to aggressive sales pitches. 

This conference is designed to give seniors the tools they need to select a financial 
professional and to avoid fraud in the current challenging environment. We hope 
that this conference and the accompanying materials will help make you a better 
informed and more secure investor. 

;;~~~ 
William Francis Galvin 
Secretary of the Commonwealth 



June 14,2013 

8:30 a.m. 

9:00 a.m. 

9:15 a.m. 

9:45 a.m. 

10:15 a.m. 

10:30 a.m. 

11:30 p.m. 

Senior Investor Education Conference 

Agenda 

Massachusetts State House, Great Hall, Boston, Massachusetts 

Check-in at the Great Hall 
Complimentary Continental Breakfast 

Introductory Remarks - Bryan Lantagne, First Deputy, Director, Massachusetts 
Securities Division 

Keynote Address - The Honorable William Francis Galvin, Massachusetts Secretary 
of me Commonwealth 

Panel One: Know Who is Managing Your Investments 

Anthony Drenzek, Associate Director, Registrations, Inspections, Compliance and 
Examinations (RICE), Massachusetts Securities Division (moderator); William 
Cahill, Senior RICE Attorney, Massachusetts Securities Division; Nicholas Ordway, 
RICE Attorney, Massachusetts Securities Division, Erik Cipau, RICE Attorney, 
Massachusetts Securities Division 

Panel Two: Alternative Investment Products - Risks and Benefits 

Peter Cassidy, Associate Director of Corporate Finance, Massachusetts Securities 
Division (moderator); Kimiko Butcher, Senior Enforcement Attorney, Massachusetts 
Securities Division; Elyse Boyle, Enforcement Attorney, Massachusetts Securities 
Division; Timothy O'Hara, Enforcement Attorney, Massachusetts Securities 
Division 

Break 

Panel1hree: How to Identify and Avoid Investment Scams 

Patrick Ahearn, Associate Director of Enforcement, Massachusetts Securities 
Division (moderator); Carol Foehl, Associate Enforcement Chief, Massachusetts 
Securities Division; Michael Greenside, Enforcement Attorney, Massachusetts 
Securities Division; Anthony Leone, Enforcement Attorney, Massachusetts Securities 

Division 

Q & A With Massachusetts Securities Division Staff 
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PANEL ONE BIOGRAPHIES 

Tony Drenzek 
Tony Drenzek has worked for the Massachusetts Securities Division since 2005, where he currently 
serves as an Associate Director of the Division's Registration, Inspections, Compliance and Exam
inations (RICE) Section. 

Mr. Drenzek oversees a twelve member examinations staff responsible for annually auditing in ex
cess of $3.2 billion of managed assets. Mr. Drenzek has also personally conducted or supervised 
over 400 on-site examinations of registered investment advisers and broker-dealers. Mr. Drenzek 
has also represented the Division's Enforcement Section as lead counsel or co-lead counsel in over 
125 regulatory investigations and 35 administrative adjudicatory proceedings. 

Since November of2007, Mr. Drenzek has served as an adjunct professor in the Law, Taxation and 
Financial Planning Department at Bentley University in Waltham where he teaches a course focus
ing on application of the Securities Act of 1933 and the Securities Exchange Act of 1934. 

Mr. Drenzek holds a JD from Suffolk University Law School, an MBA from the Isenberg School of 
Management at the University of Massachusetts and an MS from Western New England University. 

William Cahill 
William F. Cahill is a Senior Attorney with the Registration, Inspections, Compliance and Exam
inations (RICE) Section of the Massachusetts Securities Division. He is a member of the Mas
sachusetts Bar, and received his law degree from Suffolk University Law School. Mr. Cahill was 
formerly Chief of the Licensing Section as well as an attorney with the Corporate Finance Section 
of the Division. He currently deals primarily with matters involving investment advisers, federal 
covered advisers, exempt reporting advisers and investment adviser representatives. These matters 
usually involve registration and disclosure issues. Mr. Cahill also serves as the investment adviser 
section liaison with other staff attorneys in connection with their routine books and record exams 
and "for cause" examinations. 

Nicholas J. Ordway 
Nick Ordway is an attorney with the Registration, Inspections, Compliance and Examinations 
(RICE) Section of the Massachusetts Securities Division. Mr. Ordway primarily deals with in
vestment adviser regulation, including the registration and oversight of investment advisers and 
investment adviser representatives. He has also played a role in drafting and amending the Divi
sion's regulations pertaining to investment advisers and investment adviser representatives, in the 
Division's investment adviser examination program, and in canvassing Massachusetts investment 
advisers pertaining to developments in the investment advisory field. Mr. Ordway is also actively 
involved in a number of enforcement investigations involving investment advisers, investment ad
viser representatives, and broker-dealer firms and representatives. 

Prior to joining the Division, Mr. Ordway practiced civil litigation as an associate with a Boston 
law firm. He graduated from Bowdoin College in 2006, received his juris doctor from Northeast
ern University in 2010, and is admitted to practice law in both Massachusetts and Maine. 



PANEL ONE BIOGRAPHIES cont'd 

ErickCipau 
Erick Cipau is an attorney in the Registration, Inspections, Compliance and Examinations (RICE) 
Section of the Massachusetts Securities Division. Mr. Cipau participated in the Division's internship 
program, before joining full-time in August 2012. His current responsibilities with the Division 
include reviewing Broker-Dealer Agent applications for registration in the Commonwealth, con
ducting inquires and investigations into alleged violations of Massachusetts securities law, review
ing public records requests, and conducting audit reviews of registered Investment Adviser firms. 
Mr. Cipau graduated from Northeastern University School of Law in May 2012. While attending 
law school, Mr. Cipau was a member of the Northeastern University Law Journal, and an elected 
member of the school's Student Bar Association. Prior to joining the Division, he interned with the 
Middlesex County District Attorney's Office, Suffolk County Superior Court Judge John Cratsley, 
and a law firm focusing on medical malpractice and pharmaceutical products liability claims. Mr. 
Cipau graduated with a Bachelor of Science in Communications from the University of Miami in 
2007. He is originally from Raleigh, North Carolina. 
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????????? 
• • • • • • • • • 

FINANCIAL PROFESSIONALS? ANALYSTS? 
BROKERS? REGISTERED REPS? 

VICE PRESIDENTS? FINANCIAL 

SPECIALISTS? CERTIFIED ADVISERS? 
SENIOR RETIREMENT PROFESSIONALS? 

FINANCIAL AGENTS? STOCKBROKERS? 

WEALTH ADVISERS? AGENTSii 
INVESTMENT ADVISERS OR ADVISORS? 



• Broker-Dealer/Broker-Dealer Agents 

• Investment Advisers/Investment Adviser 
Representatives 

• Others (Insurance Agents, Etc.) 



Compensation 

• Broker-dealers: Commissions 

• Investment Advisers: Fees 
• Percentage of Assets Under Management 

• Hourly Charges 

• Fixed Fees 

• Performance-Based Fees 



Duties Owed To: 
Customers And Clients 

• Broker-Dealers: 
• Required To Recommend Products that 

Are Suitable for Their Customers. 

• Investment Advisers: 
• As A Fiduciary, They Are Required To 

Put Their Clients' Interests Before Their 
Own. 
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(¥J.:i Senior Financial Designations: 
~rw ~~\~ What You Need To Know 

• Ask QUESTIONS - Have your financial 
professional explain what their designation 
means 

• How did the individual obtain their 
designation? 

• A Senior designation does NOT necessarily 
equal expertise 



Sample: Designation Coursework 
Requirements 

SENIOR DESIGNATION REQUIRED COURSEWORK 

Accredited Retirement Advisor (ARA) None 

Accredited Retirement Plan None 
Consultant (ARPC) 

Certified Retirement Financial None (optional three day course) 
Advisors (CRFA) 

Certified Senior Advisor (CSA) Three day training course 

Certified Specialist in Retirement Self study seven courses 
Planning (CSRP) 

Chartered Advisor for Senior Living 15 Semester hours (18 months 
(CASL) average completion time) 
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( ) Senior Financial Designations 
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Certified Elder Planning Specialist 

e National Registry of Elder Planning Advisors 



Senior Financial Designations 

The Institute of Elder Planning Studies 
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Senior Financial Designations: 
Training 

IMPORTAN T: 

One pt'ospeciS' Cor'K:$O'\ or'ld prot)Iem may be tox$'$. However. 

onotl"ler PfO$peef whO IS paying the somo amount In taxes 

may not be bolhot'od b V taxes. 

0,.... prQiPeC1,$ concern may be lOW '"tetest rotes.. 

However, onother Plospee.t may not cone«ned about 
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{" '." '''.; .. Massachusetts Rulemaking: 
? " 

t.>, ..... ,"/ Fighting Deceit 

• 950 Code of Massachusetts Regulations 
Sections 12.204 (2)(i) and 12.205 (9)(c)(ls) 
make it an improper business practice broker
dealers and investment advisers to claim that 
they are designated with special training to 
service seniors unless the designation has 
been accredited by an organization recognized 
by the Secretary of the Commonwealth. 



"FREE" Meal Seminars 

Senior Financial Survival Workshop 
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"FREE" Meal Seminars 

• These seminars target SENIORS 

• They are hosted by sales people 

• Providing your financial and personal 
information at these events gives sales 
people an opportunity to target you later 



"FREE" Meal Seminars: 
Training 

Keep It SIMPLE Stupidl (KISS) 

This is so 
important, 
especially 
when 
working 
with 
Seniorsl 
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"FREE" Meal Seminars: 
Minimize Your Seminar Cost 

If prospect 
has 
money ... 

You'll Invest 
It! 

HANDLING SALES 
The Bottom line 

1. If PfW~ ltaa moGey ••• YOlJ'LL lNVEST IT! 

1. II they have a need lUI" LTC or ,.,rt8trQphic Uloen 
prt)tection ... YOU'LL BtL ITI 
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What Can the Division 
Do For You? 

• Confirm an individual's current registration 
status 

• Verify an individual's employment history 

• Corroborate an individual's registration 
history 



What Can the Division 
Do For You? 

• Authenticate an individual's disclosure 
information: 

- Customer complaints 
- Regulatory actions/investigations 
- Terminations/investigations 
- Selected criminal disclosures 
- Investment-related civil disclosures 
- Financial disclosures 



"Sammy Scammer" 
Barred by FINRA 

UNREGISTERED in Massachusetts 

"Charlie Crook" 
Charged with multiple crimes 

UNREGISTERED in Massachusetts 



CALL US! 

(617) 727-3548 

http://www.sec.state.ma.us/ 



Senior Investor Education Conference 

Panel Two: 

Alternative Investment Products - Risks and Benefits 

Peter W. Cassidy 
Associate Director of Corporate Finance 

Massachusetts Securities Division (Moderator) 

Kimiko K. Butcher 
Senior Enforcement Attorney 

Massachusetts Securities Division 

Elyse Boyle 
Enforcement Attorney 

Massachusetts Securities Division 

Timothy O'Hara 
Enforcement Attorney 

Massachusetts Securities Division 



PANEL TWO BIOGRAPHIES 

Peter W. Cassidy 
Peter W Cassidy serves as the Associate Director of the Corporate Finance Section for the 
Massachusetts Securities Division. Mr. Cassidy is a member of the Corporate Finance Section 
Committee of the North American Securities Administrators Association (NASAA). Mr. Cassidy 
formerly chaired NASAA committees on direct participation programs and new financial products. 
Mr. Cassidy has served as an Adjunct Professor at Bentley College and is a regular speaker at NA
SAA training seminars. He is a graduate of Boston College and Boston College Law School. 

Kimiko K. Butcher 
Kimiko K. Butcher has been a Senior Attorney with Enforcement Section of the Securities Division 
since September of 2012. Before that Ms. Butcher worked as a staff attorney for the Division from 
1999-2006. She holds aJD from the lIT Chicago-Kent College of Law and a B.A. from Boston 
University. 

Elyse Boyle 
Elyse Boyle has been an Enforcement Attorney with the Massachusetts Securities Division since 
2011. As an Enforcement Attorney, Ms. Boyle has worked on cases involving unregistered invest
ment advisers, fraudulent investment schemes, foreign exchange trading, and collateralized debt 
obligations. She received a law degree from Suffolk University Law School and a B.A. in Economics 
from College of the Holy Cross. 

Timothy O'Hara 
Timothy O'Hara is an Enforcement Attorney for the Massachusetts Securities Division. Over the 
years, Mr. O 'Hara has investigated scores of violations of securities laws, ranging from unregistered 
investment advisory activity to inappropriate sales of complex securities to ordinary investors. Ad
ditionally, Mr. O'Hara sits on the National Association of State Securities Administrators' Internet 
Fraud and Investigations Group. He is a proud graduate of the University of Illinois at Urba
na-Champaign and Suffolk University Law School. 
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Panel Two: 
Alternative Investments and You 



• They are NOT stocks, bonds or cash 
which are considered traditional 
investments 

- Traditional investments include publicly traded 
companies, treasury bills, mutual funds, and 
money market funds 



• Alternative investments are all securities 
outside traditional investments 

- They include exchange traded products 
(ETFs, ETNS), REITS, hedge funds, private 
placements, limited partnerships, 
commodities funds, derivatives, business 
development companies, and structured 
products 



Self-Directed IRAS 

• Allows retirement funds to be invested in types 
of assets not available through traditionallRAs 
such as real estate, promissory notes, and 
private placement securities 

• Are often used by fraud promoters to perpetrate 
fraudulent schemes 

• Custodians do not make in-depth evaluations of 
the securities held inside self-directed IRAs 



Alternative Investment Products: 
Benefits 

1. In conjunction with traditional investments they 
can provide needed diversification 

2. Alternative investments often do not track the 
stock market and can provide a return even 
when the stock market is down 

3. Because of the greater risk associated with 
alternative investments they often have higher 
returns 



Iternative Investment Products: 
Risks 

1. Lack of Liquidity 

2. Transparency 

3. Valuation 

4. Fees 



Questions You Should Ask 

• How does the investment work? 

• Publicly traded or privately offered? 

• Will my money be available on short notice? 

• What are the fees and commissions? 

• Where can I find more information BEFORE 
investing? 

• Call Division at (617) 727-3548 



• Company that owns and usually manages 
income-producing real estate. 

• Pools money to purchase real estate. 

• Must distribute 90% of taxable income to 
shareholders. 



Real Estate Investment Trust 
(REIT) 

• Publicly-traded REITs 

• Others are Non-Traded REITs 



listing 

Valuation 

liquidity 

Real Estate Investment Trust 
(REIT) 

PUBLICLY TRADED REITs NON-TRADED REITs 

listed and traded on Not listed and do not trade 
national exchange. on national exchange. 

Readily accessible on Difficult to determine 
exchange. because no market price 

available. Typically, no 
value estimate until 18 
months after offering 
closes. 

Typically easy to buy or limited liquidity. Vary by 
sell on exchange. company. 

Commissions & Fees Investor will pay brokerage Usually charged 9-10% for 
commission to buy or sell sales commissions and 
on exchange. fees. 



Tenancy-In-Common ("TIC") 
Real Estate Exchanges 

• Exchange of one income property for another 

• Investor joins a group of investors in common 
ownership of another income property 

• Tax advantages are main selling point 

• Weigh merits of tax benefits with other factors 
such as liquidity and asset allocation 



Investing In Commodities 

• There are many ways to invest in commodities, 
but the most common ways are though: 

• Mutual Funds 

• Exchange-Traded Funds 

• Exchange-Trade Notes 



Investing In Commodities 
Pros Cons Fees Taxes 

Commodity Mutual Indirect investment Indirect investment in " 1%-2% annual Normal short term and 
Funds in the commodities the commodities management long term capital gains 

being produced being produced fees, plus front treatment 
or back end 
loads 

Index Commodity Fund's shareholders Index tracking error, :::: 1% annual A" open futures 
Excha nge-Trade own fund's futures transaction costs as management contracts are taxed at 
Funds contracts and cash, futu res contracts fees year end 

and portfolio need to be rolled 
diversification 

Index Commodity Minimal, if not Notes carry all the :::: .75% annual Currently taxed 
Exchange- Traded negligible index downsides of unsecured management according to normal 
Notes tracking error, and debt, do not hold any fees rules on short term and 

futures contracts or cash, 
portfolio and shareholders subject long term gains 
diversification to the credit quality of the 

note's issuing bank 

Precious Metal Fund takes actual No diversification ::::.4% annual Gains subject to 28% 
Funds possession of the across commodity management tax rate 

gold or silver being classes fees 
held by the fund's 
shareholders 



Hedge Funds 

1. Pool Investor money for greater returns 

2. Not subject to the same level of regulation as 
mutual funds 

3. May use risky investment strategies 

4. Specific Risks: May require large upfront 
investment and may have significant costs to . . 
JOin. 



Structured Products 

1. Includes exchange traded funds, exchange 
traded notes, principal protected notes, reverse 
convertible securities, and others 

2. May be difficult to explain and understand 

3. Risks: May have commissions so large as to 
affect returns; may not protect all of your 
principal; and may be so complicated to value 
that the provided information is unreliable 



Business Development Companies 

1. Elect to be regulated under the Investment Company Act 
of 1940 and holds a portfolio of securities similar to a 
mutual fund 

2. Securities held in the portfolio are usually illiquid securities 
of private companies or small illiquid public companies 

3. Specific Risks: May be difficult to know what securities 
are held in the portfolio and the holdings may be so 
complicated to value that the provided information is 
unrel iable 



Private Placements 

1. Securities offerings generally made by private 
companies to raise capital 

2. The JOBS Act now allows issuers to advertise 
and solicit investments generally 

3. Specific Risks: May be so complicated to value 
that the provided information is unreliable. 



Where To Turn For Help? 

• Family 

• Friends 

• Accountants & Attorneys 

• Massachusetts Securities Division 



Things To Keep In Mind 
• Fees 

• Ongoing Costs 

• Transparency and Information 

• Liquidity 

• Conflicts of Interest 

• Complexity 

• Get A Second Opinion 
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Senior Investor Education Conference 

Appendix 1 

1. Financial Service Providers 

2. Senior Specialist Designations 

3 . Free Meal Seminars 

4. Senior Investors 



~~\~~~""W~&*""&§b"'«t"0%~0~@%~~"f@~~~~*~(r1~0 ·;>~:tTI~~'~ XXi0<s'vB'%%_¥F0i~~;~""h"fu;v0,,/ ~ Mft"ittttt"'wP'f<'£f >flU" ., .'~3%~ 
~t&\1Z~~M"'"":'''\,,~>:'\~ ~', *ij,,%~:::fQ>M;,~~gJ~~~~."llit"'iWJt\'#trillJ%qlTW,,'\0h ~" ~ M\&%W/f,,, g~M-'''1illt~,~~mr_%M~E>.~~\¥t~ /,-:.:::~ ", ",' ~ .. , "," '"'Y~;Y&¥&&a 

The North American Securities Administrators Association 

Are you an informed investor? 

Financial Service Providers 
Whether you are just starting a retirement fund or need additional help with growing and 
managing your money, you may benefit from selecting an investment services professional. 
Finding a person who is knowledgeable, affordable, and trustworthy may be a challenging process. 
This advisory provides basic information on three types of financial services professionals and their 
obligations to you as a client: broker-dealer agents, investment adviser representatives, and 
financial planners. An individual professional can hold any of these three credentials or titles, 
among others. 

Broker-Dealer Agents 

Broker-dealer agents sell securities and other investment 
products. 

Generally, the term broker-dealer refers to a firm rather 
than an individual; an individual in a firm is known as a 
broker-dealer agent. 

A broker-dealer agent may be informally referred to as 
any of the following, among others: broker, stockbroker, 
financial consultant, financial adviser, investment 

consultant, salesperson, or registered representative. 

Brokers are typically compensated by transaction-based 
commissions-that is, the client pays a fee every time 
the broker buys or sells securities on the client's behalf. 
Brokers are obligated to make sure the securities they 
recommend are suitable for clients based upon factors 
such as the client's risk tolerance, age, and investment 
goals. 

It is possible that brokers may recommend investments 
that appear suitable but may not be optimal for 
investors' objectives. Because of the manner in which 
they are compensated, it is possible for brokers to have 
incentives to sell financial products that may not entirely 
align with clients' goals. 

Investment Adviser Representatives 

Investment adviser representatives give advice about 
securities and other investment products and provide 
ongoing management of investments based on clients' 
objectives. 

Generally, the term investment adviser refers to a firm 
rather than an individual; an individual in a firm is known 
as an investment adviser representative. 

In some instances, an investment adviser is operated 
by only one person and, in this case, the individual is 
both the investment adviser and the investment adviser 
representative. With the distinction sometimes difficult 
to discern, investment adviser representatives are often 
commonly referred to as investment advisers. 

Investment advisers may be referred to by a variety of 
titles, among others: investment manager, investment 
counsel, asset manager, wealth manager, or portfolio 
manager. 

Clients may grant their advisers discretionary authority to 
make decisions about investments without prior approval. 
Investment advisers have a fiduciary responsibility to 
put clients' interests ahead of their own when providing 
investment advice. Because investment advisers give 

(over) 



continuous comprehensive investment advice, they are 
considered to be acting in a fiduciary role; by contrast a 
broker who serves clients on a transactional basis is not 
considered to be a fiduciary. 

Investment advisers typically charge a flat rate or an 
asset-based fee. The compensation structure must be 
disclosed to the client. 

Financial Planners 

Financial planners design an overall plan for their clients 
to save, invest, and manage their money. 

Planners who provide specific investment advice
such as recommending particular financial products 
or investments-must be registered or licensed as 
investment adviser representatives and are subject to a 
fiduciary duty. 

The fee structures charged by financial planners vary 
greatly and are dependent on whether they are licensed 
or registered. Financial planners may charge hourly, flat, 
or asset-based fees, or they could earn commissions 
based upon the purchase of recommended products. 

Checking out your potential 
financial services provider 

Whether you choose a broker, investment adviser, or 
financial planner, make sure you verify the person's 
registration or license, background, and employment 
history by contacting your state or provincial securities 

regulator. 

Every broker and investment adviser must be properly 
registered or licensed. Each is assigned a unique 
identification number by the Central Registration 
Depository (CRD), a nationwide database jointly 
maintained by state securities regulators and the 
Financial Industry Regulatory Authority (FINRA). 
This CRD number corresponds to the associated 
individual's information, including employment history, 
certifications, licenses, registrations, and disciplinary 

actions. 

Background information is available through your 
state securities regulator. In addition, you may obtain 
information regarding a broker or investment adviser 
through FINRA's BrokerCheck database, available at 
www.finra.orglinvestorsltoolscalculatorslbrokercheck or 
through the SEC's Investment Adviser Public Disclosure 
website, www.adviser.info.sec.gov. 

Financial planners may be certified by the Certified 
Financial Planner Board of Standards, Inc. (CFP Board). A 
certified financial planner's background can be checked 
through a database maintained by the CFP Board 
available at www.cfp.net. 

Questions to ask: 

What services do you offer? 
What licenses, registrations, qualifications, and 
experience do you have to offer these services? 
Are you a broker, investment adviser, financial 
planner or any combination thereof? 
Can you provide me with your CRD number, and, if 
not, why not? 
Are you required to always act in my best interest? 
Do you have any potential conflicts of interest when 
providing me with investment advice? 
How are you paid? Explain commissions or fees you 
may charge. 

These questions are not exhaustive, and the answers will 
likely raise additional questions you will want answered 
before you decide to entrust the professional with your 
money. You may want to ask for the answers in writing. 
Be suspicious if your investment services provider: 

Refuses to provide you with his or her CRD number. 
Cannot explain to you how a proposed financial 
product is intended to make money. 
Suggests that you take out a mortgage or reverse 
mortgage on your home in order to invest. 
Recommends that you cash out current holdings 
(such as life insurance or retirement 
accounts) to fund other investments. 
Ignores your financial objectives. 
Pressures you to invest today or tells 
you to keep the investment secret. 



~ NORTH AMERICAN SECURITIES ADMINISTRATORS ASSOClAnON 

NASAA 

Senior Investor Alert: Senior Specialist 
Designations 
Carefully Check Credentials of 'Senior Specialists' 

Seniors should carefully check the credentials of individuals holding 
themselves out as "senior specialists." 

Con artists use the promise of high commissions to lure brokers, insurance 
agents, investment advisers, accountants, and lawyers, some of them not 
licensed to sell securities, into offering investments they may know little 
about, such as variable or equity-indexed annuities, bogus limited 
partnerships or promissory notes. 

Some of these individuals hold nothing more than a "designation" as "senior 
specialists" implying that they have expertise in assisting seniors in 
structuring their investments in such a manner as to reduce taxes, minimize 
risk and avoid state probate laws. 

State regulators are concerned these individuals are misusing "senior 
specialist" designations to provide a false sense of security to their 
customers. 

While there are organizations whose members complete rigorous programs 
of study and pass extensive examinations to earn "senior specialist" 
designations, there are other organizations that require little or no training to 
use one of these designations. 

F or this reason, senior investors should make sure they deal only with 
individuals, licensed by state securities regulators who license brokers and 
investment advisers after they pass rigorous competency examinations. 

Individuals may call themselves "senior specialists" to create a false level of 
comfort among seniors by implying a certain level of training on issues 



important to the elderly. But the training they receive is often nothing more 
than marketing and selling techniques targeting the elderly. These sales 
people and the alphabet soup of letters after their names can be confusing, 
and in some cases, may even be deceptive to seniors. 

NASAA's Investment Adviser Operations Project Group has observed a 
significant increase in designations claiming to provide the holder with 
expertise in providing services to investors 55 years and older. 

State securities regulators have opened a number of cases in recent years 
involving "senior specialists." Most of the cases involve securities 
recommendations by individuals who are not properly licensed by state 
securities regulators. 

Bogus senior specialists commonly target senior investors through seminars 
where the specialist reviews seniors' assets, including securities portfolios. 
Typically, the specialist recommends liquidating securities positions and 
using the proceeds to purchase indexed or variable annuities products the 
specialist offer. 

In many jurisdictions, these recommendations may be viewed as providing 
investment advice for compensation. In such cases, the senior specialist 
would be offering investment advice as an unregistered investment adviser 
and, therefore, be subject to enforcement action by regulatory agencies. 

Before doing business with any investment professional, all investors, 
especially senior investors, should check with their state securities regulator 
to determine whether the individual is properly licensed and if there have 
been any complaints or disciplinary problems involving the individual or his 
or her firm. 

To learn more about various professional designations, please visit the 
FINRA website and then click the link for "Professional Designations." 



~ NORTH AMERICAN SECURITIES ADMINISTRATORS ASSOCIATION 

NASA! 

Senior Investor Alert: Free Meal 
Seminars 
Seminars, Specialists and Abusive Sales Practices 

State securities regulators warn senior investors to be aware that a 
combination of ''free lunch " seminars, misleading professional "senior 
specialist" designations, and abusive sales practices can create a perfect 
stormfor investmentfraud. Remember: there's no such thing as afree lunch. 

Background 
From the "Greatest Generation" to the "Baby Boomers," seniors have 
worked hard to build both our nation's economic prosperity and a lifetime's 
worth of savings. In the United States alone, an American turns 50 once 
every seven seconds and on January 1, 2006, the fIrst of an estimated 77 
million baby boomers, those Americans born from 1946 to 1964, celebrated 
their 60th birthday. The 50-plus population is the fastest growing segment 
worldwide and predicted life expectancies are at a historical high. Today's 
retirees have more than $8.5 trillion in investible assets and over the next 40 
years, they stand to inherit at least $7 trillion from their parents, according to 
industry estimates. 

Because seniors are a growing segment of investors, fInancial services fIrms 
are increasingly focusing their marketing and sales of investment products 
towards senior investors as well as investors nearing retirement age. So too, 
are criminals. 

State and federal securities regulators are increasingly concerned about the 
possibility of unscrupulous and abusive sales practices and investment fraud 
targeted towards senior investors. While people age 60 and older make up 15 
percent of the U.S. population, they also account for about 30 percent of 
fraud victims, estimates Consumer Action, a consumer-advocacy group. 



Free Meal Sales Seminars 
Many individuals over the age of 50 have received an invitation in the mail 
offering a free lunch or dinner investment seminar. There's a certain 
consistency to the invitations enticements: a free gourmet meal, tips on how 
to earn excellent returns on your investments, eliminate market risk, grow 
your retirement funds, and, spouses are urged to attend. These words should 
be red flags for investors. 

Free meal sales seminars are often advertised in local newspapers, through 
mass-mailed invitations, mass-email, and on websites. Sponsors of these 
seminars offer attractive inducements to attend. The seminars are commonly 
held at upscale hotels, restaurants, retirement communities, and golf courses. 
In addition to providing a free meal, the firms and individuals that conduct 
these seminars often use other incentives such as door prizes, free books, 
and vacation deals to encourage attendance. 

Many free meal seminars are designed to solicit seniors. In addition to a free 
meal, the baIt for many of these seminars is that "income" will be 
"guaranteed" and substantially higher than the returns someone on a fixed 
income can expect to get from certificates of deposit, money market 
investments or other traditional financial products. 

Advertised with names like "Seniors Financial Survival Seminar" or "Senior 
Financial Safety Workshop," these seminars offer "free" advice by "experts" 
on how to attain a secure retirement, or offer financial planning or 
inheritance advice. The advertisements often imply that there is an urgency 
to attend. For example, invitations include phrases such as "limited seating 
available" or "call now to reserve a seat." 

And while the ads may stress that the seminars are "educational," and 
"nothing will be sold at this workshop," many of these seminars are intended 
to result in the attendees' opening new accounts with the sponsoring firm, 
and ultimately, in the sales of investment products, if not at the seminar 
itself, then in follow-up contacts with the attendees. Seniors seeking 
educational insights and information should be aware that the primary goal 
of the sponsors of these free meal seminars is to obtain new customers and 
sell investment products. 



Red Flags 
for 

Seniors 

~l iminata total market risk ... guaranteed! 
"f gou:m.et maar' 

TPO." A'If$IM :H~ fit' ThltN .• "~~~I.t? 
A.l:U~A.\{ 

Please Call T<) RSVP (800~ 

Spouses axe ''uJ:ged to attend" 
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These examples of invitations to free meal seminars show the common 
enticements promoters use to building their audience: a free gourmet meal, 
tips on how to earn excellent returns on your investments, eliminate market 
risk, grow your retirement funds, and, spouses are urged to attend. These 
words should be red flags for investors. 

Promoters of free meal seminars often use the promise of high commissions 
to lure brokers, insurance agents, investment advisers, accountants, and 
lawyers, some of them not licensed to sell securities, into offering 
investments they may know little about, such as variable or equity-indexed 
annuities, limited partnerships or promissory notes. Some of these 
individuals hold nothing more than a "designation" as "senior specialists" 
implying that they have expertise in helping seniors structure their 
retirement portfolios in such a manner as to reduce taxes, minimize risk and 
avoid state probate laws. 

State securities regulators are seeing a variety of violations associated with 
many of these seminars, ranging from outright lies and the conversion of 



investor funds to more sophisticated forms of abuse. Often, in a follow-up 
sales pitch, the salesman recommends liquidating securities positions and 
using the proceeds to purchase indexed or variable annuity products that the 
specialist offers. These products are often grossly unsuitable for senior 
citizens. Securities professionals must know their customers' fmancial 
situation and refrain from recommending investments that they have reason 
to believe are unsuitable. It pays to remember to make sure your investments 
match up with your age, your need for access to your money and your 
tolerance for risk. These recommendations also may constitute the 
dissemination of investment advice for compensation. If the salesman is not 
properly licensed, then he or she is offering investment advice as an 
unregistered investment adviser, which is a violation of state securities law. 

Since 2003, when NASAA first identified the risk that seniors face at free 
meal investment seminars, state securities regulators have been actively 
investigating and bringing cases to stop the spread of abusive sales practices 
that often emanate from these events. For example: 

• In June, 2007, the Missouri Division of Securities issued a Cease and 
Desist Order against an Ozark man for allegedly misleading senior 
investors and using their money for personal expenses, such as credit 
card and country club bills. The individual, who previously served 
time in federal prison for fraud, generated potential clients by 
conducting seminars targeting older investors. During the seminars he 
would discuss tax, investment, and insurance issues with the 
participants - but not important facts and risks about the investments 
he was offering or his felony fraud conviction. The state's 
investigation found that of the $1.3 million was transferred between 
accounts controlled by this individual over a two-year period, only 
$12,000 remains. 

• In Utah, World Group Securities, a broker-dealer based in Duluth, 
Georgia, agreed to pay a $50,000 fme and strengthen its supervisory 
practices after two of its agents were found offering "free lunch" 
seminars for seniors and misrepresenting the credentials of one of the 
agents. An investigation by the Utah Division of Securities found that 
the two agents generated their senior clients through investment 
seminars, where inaccurate and misleading information was presented 
in an attempt to persuade the seniors to transfer their investment 
accounts to one of the agents. For example, one agent told seniors that 
due to his skills, one of his clients could now afford to take three 



vacations a year and had invited him and his family to join the client 
on vacation. In truth, the client with whom the agent vacationed was 
his father. 

• In Colorado, the state Division of Securities and county law 
enforcement authorities won the securities fraud conviction and 20-
year prison sentence of a conman who defrauded at least 25 people -
older adults for the most part - of almost $600,000 in retirement 
savings. Between 1999 and December 2002, the fraudster solicited 
money primarily through "free lunch" seminars and presentations at 
retirement and senior centers in Colorado and New Mexico. 

• In California, the Department of Corporations charged an individual 
with fraudulently operating as an investment adviser after he made 
recommendations to some 40 clients, primarily seniors, who invested 
$15 million in mutual funds. This investment activity generated an 
average of at least $150,000 annually in commissions for the 
"adviser" who hosted seminars where seniors commonly received free 
lunches at country clubs, golf courses, and high-end restaurants. Not 
only did this individual lack a state license to operate as an investment 
adviser, but he also had a history of disciplinary actions by the NASD. 

Senior Specialist Designations 
State securities regulators continue to see another disturbing trend in the area 
of senior abuse. Increasingly, licensed securities professionals, insurance 
agents, and unregistered individuals are using impressive-sounding but 
sometimes highly misleading titles and professional designations. Many of 
these designations imply that whoever bears the title has a special expertise 
in addressing the financial needs of seniors. 

While some of these designations reflect bona fide credentials in the field of 
advising seniors, many do not. These titles can serve as an easy way for an 
unscrupulous sales agent or adviser to gain a senior's trust, which is the first 
step in a successful fraud. Often these designations are used in conjunction 
with "free lunch" seminars. In other cases, they are highlighted in mass 
mailings, business cards, and other promotional materials. 

It is exceedingly difficult for prospective investors - particularly senior 
citizens - to determine whether a particular designation represents a 
meaningful credential by the agent or simply an empty marketing device. 
Use of such professional designations by anyone who does not actually 
possess special training or expertise is likely to deceive investors. 



The use of a designation or a certification by salespersons, whether 
registered or not registered, may confer an impression with potential 
customers that the salesperson has special qualifications or specialized 
education in particular areas of fmance, financial planning, estate planning, 
or investing. 

State regulators are concerned that individuals are misusing "senior 
specialist" designations in aggressive marketing campaigns to provide a 
false sense of security to their customers. Such aggressive marketing results 
in unsuitable investments being sold to clients by salespersons who have 
little or no regard for the individual, specific needs of the senior client or 
understanding of the product which they are selling. 

The requirements to obtain designations and certifications vary greatly, as 
can the processes for monitoring compliance with a code of conduct or 
ethics, if any, adopted by the organization which awards the designation or 
certification. Investors often have insufficient information about the 
designation or certification when trying to determine which designation or 
certification represents meaningful educational achievement by the 
salesperson, or which designation or certification merely represents a 
marketing tool. 

While there are organizations whose members complete rigorous programs 
of study and pass extensive examinations to earn "senior specialist" 
designations, there are other organizations that require little or no training to 
use one of these designations. For this reason, senior investors should make 
sure they deal only with individuals, licensed by state securities regulator. 
We license brokers and investment advisers after they pass rigorous 
competency examinations. 

How to Protect Yourself 

You can avoid becoming an investment fraud victim by following these self
defense tips developed by NASAA for seniors. 

Check out strangers touting strange deals. Trusting strangers is a mistake 
anyone can make when it comes to their personal fmances. Say "no" to any 
investment professional who presses you to make an immediate decision, 
giving you no opportunity to check out the salesperson, firm and the 
investment opportunity itself. Extensive background information on 
investment salespeople and firms is available from the Central Registration 



Depository (CRD) files available from your state or provincial securities 
agency. 

Stay in charge of your money. Beware of anyone who suggests investing 
your money into something you don't understand or who urges that you 
leave everything in his or her hands. 

Watch out for salespeople who prey on your fears. Con artists know that 
you worry about either outliving your savings or seeing all of your financial 
resources vanish overnight as the result of a catastrophic event, such as a 
costly hospitalization. Fear can cloud your good judgment. 

Don't make a tragedy worse with rash financial decisions. The death or 
hospitalization of a spouse has many sad consequences - financial fraud 
shouldn't be one of them. If you fmd yourself suddenly in charge of your 
own fmances, get the facts before you make any decisions. 

Monitor your investments and ask tough questions. Don't compound the 
mistake of trusting an unscrupulous investment professional by failing to 
keep an eye on the progress of your investment. Insist on regular written 
reports. Look for signs of excessive or unauthorized trading of your funds. 

Look for trouble retrieving your principal or cashing out profits. If a 
stockbroker, financial planner or other individual with whom you have 
invested stalls you when you want to pull out your principal or profits, you 
have uncovered someone who wants to cheat you. Some kinds of 
investments have certain periods when you cannot withdraw your funds, but 
you must be made aware of these kinds of restrictions before you invest. 

Don't let embarrassment or fear keep you from reporting investment 
fraud or abuse. Criminals know that you might hesitate to report that you 
have been victimized in financial schemes out of embarrassment or fear. 
Criminals prey on your sensitivities and, in fact, count on these fears 
preventing or delaying the point at which authorities are notified of a scam. 
Every day that you delay reporting fraud or abuse is one more day that the 
criminal is spending your money and fmding new victims. 



Senior Investors 

FINRA Reminds Firms of Their Obligations Relating to 
Senior Investors and Highlights Industry Practices to 
Serve these Customers 

Executive Summary 
One of FINRA's priorities is the protection of senior investors, as well as Baby 
Boomers who are at or approaching retiremenU FINRA's efforts in this area 
include investor education, member education and outreach, examinations 
a nd enforcement. The pu rpose of th is Notice is to urge fi rms to review and, 
where warranted, enhance their policies and procedures for complying with 
FINRA sales practice rules, as well as other applicable laws, regulations and 
ethical principles, in light of the special issues that are common to many senior 
investors. The Notice also highlights, for the consideration of FIN RA's member 
firms, a nu mber of practices that some firms have adopted to better serve 
these customers. 

Questions concerning this Notice may be directed to: 

~ Laura Gansler, Associate Vice President, Office of Emerging Regulatory 
Issues, at (202) 728-8275; 

~ James Wrona, Associate Vice President and Associate General Counsel, 
Office of General Counsel, at (202) 728-8270; and 

~ John Komoroske, Vice President, Office of Investor Education, at 
(202) 728-8475. 
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Discussion 
The number of Americans who are at or nearing retirement age is growing at an 
unprecedented pace. The United States population aged 65 years and older is 
expected to double in size within the next 25 years.2 By 2030, almost lout of every 
5 Americans-approximately 72 million people-will be 65 years old or 0lder.3 Those 
who are 85 years old and older are now in the fastest-growing segment of the U.s. 
population.4 At the same time, Americans are living longer than ever, meaning that 
retirement assets have to last longer than ever, too. Moreover, fewer and fewer retirees 
and pre-retirees can rely on traditional corporate pension plans to provide for a 
meaningful portion of retirement needs. Therefore, the financial decisions made by 
those who are at or nearing retirement are more important than ever before. 

FINRA understands that, as with other investors,levels of wealth, income and financial 
sophistication vary among older investors. FINRA does not have special rules for senior 
customers. Firms owe all their customers the same obligations and duties. However, in 
executing those duties, age and life stage (whether pre-retired, semi-retired or retired) 
can be important factors, and firms should make sure that the procedures they have in 
place take these considerations into account where appropriate. Two areas of particular 
concern to FINRA are the suitability of recommendations to, and communications 
aimed at, older investors. 

Suitability 
NASD Rule 2310 requires that in recommending "the purchase, sale or exchange of 
any security, a member shall have reasonable grounds for believing that the 
recommendation is suitable" for that customer, based on "the facts, if any, disclosed 
by such customer as to his other security holdings and as to his financial situation and 
needs."The rule also requires that, before executing a recommended transaction, a 
firm must make reasonable efforts to obtain information concerning the customer's 
financial status, tax status, investment objectives and "such other information used or 
considered to be reasonable by such member or registered representative in making 
recommendations to the customer." 

Although the rule does not explicitly refer to a customer's age or life stage, both are 
important factors to consider in performing a suitability analysis. As investors age, their 
investment time horizons, goals, risk tolerance and tax status may change. Liquidity 
often takes on added importance. And, depending on their particular circumstances, 
seniors and retirees may have less tolerance for certain types of risk than other 
investors. For example, retirees living solely on fixed incomes may be more vulnerable 
to inflation risk than those who are still in the workforce, depending on the number of 
years those retirees are likely to rely on fixed incomes. Likewise, investors whose 
investment time horizons afford less time or opportunity to recover investment losses 
may be disproportionately affected by market fluctuations. 
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Therefore, firms cannot adequately assess the suitability of a product or transaction for 
a particular customer without making reasonable efforts to obtain information about 
the customer's age, life stage and liquidity needs. other questions to consider include: 

>- Is the customer currently employed? If so, how much longer does he or she plan 
to work? 

>- What are the customer's primary expenses? For example, does the customer still 
have a mortgage? 

>- What are the customer's sources of income? Is the customer living on a fixed 
income or anticipate doing so in the future? 

>- How much income does the customer need to meet fixed or anticipated expenses? 

>- How much has the customer saved for retirement? How are those assets invested? 

>- How important is the liquidity of income-generating assets to the customer? 

>- What are the customer's financial and investment goals? For example, how 
important is generating income, preserving capital or accumulating assets for 
heirs? 

>- What health care insurance does the customer have? Will the customer be relying 
on investment assets for anticipated and unanticipated health costs? 

Firms should carefully consider the risk of a product with the age and retirement 
status of the customer in mind, including its market, inflation and issuer credit risk. 
Investment involves varying degrees of risk and reward. For many investors who are 
at or nearing retirement, there can be a temptation to reach for yield to maximize 
retirement income without the appreciation of the concomitant risk. Moreover, it 
can be difficult for some investors to fully appreciate the risks of certain products or 
strategies, particularly if they are concerned about running out of money. Yet, especially 
when investments involve retirement accounts or lump-sum pension plan payments, 
taking undue risks with funds needed to last a lifetime can be financially disastrous. 

Firms do not have an obligation to shield their customers from risks that customers 
want to take, but they are required to fully understand the products recommended by 
their registered representatives, to give their customers a fair and balanced picture of 
the risks, costs and benefits associated with the products or transactions they 
recommend and recommend only those products that are suitable in light of the 
customer's financial goals and needs.s 

This does not mean that all seniors are, or should be, risk-averse, or that any particular 
product, per se, is unsuitable for older investors. However, certain products or strategies 
pose risks that may be unsuitable for many seniors, because of time horizon 

Regulatory Notice 3 



considerations, liquidity, volatility or inflation risk. Therefore, FINRA's examiners are 
focusing on recommendations to seniors, particularly those that involve the following: 

> Products that have withdrawal penalties or otherwise lack liquidity, such as 
deferred variable annuities, equity indexed annuities, some real estate investments 
and limited partnerships; 

> Variable life settlements; 

> Complex structured products, such as collateralized debt obligations (CDOs); 

> Mortgaging home equity for investment purposes ; and 

> Using retirement savings, including early withdrawals from IRAs, to invest in high
risk investments. 

Many of these have been the subject of separate rulemaking or other guidance from 
FINRA in the past. For example, FINRA has repeatedly stated that variable annuities 
are generally considered to be long-term investments and are therefore typically not 
su itable for investors who have short-term investment horizons. This is true even of 
some variable annuities that offer riders specifically designed for seniors, including 
those offering guaranteed life benefits.6 We also have issued guidance on the suitability 
of variable life settlements, wh ich are generally aimed at investors over the age of 70;7 
and the use of home equity for investment purposes.8 FINRA also is concerned about 
recommendations that investors use retirement savings, in some cases by making early 
withdrawals from IRAs pursuant to Section 72(t) of the Internal Revenue Code, to make 
unsuitable alternative investments.9 

As we have in the past, we also caution firms that a customer's net worth alone is not 
determinative of whether a particular product is suitable for that investor, even when 
the investor qualifies as an accredited investor under Regulation D of t he Securities Act 
of 1933. Over-reliance on net worth is particularly problematic where an investor meets 
the accred ited investor standard based largely on home values, which may represent 
the largest asset of many senior investors.lO Simply put, eligibility does not equal 
suitability.n 

Firms also are reminded that their suitability obligation applies to institutional 
customers, as well as retail customers, although the scope of that obligation varies 
depending on whether the institution is able to independently assess the risk 
associated with a particular recommendation and is in fact exercising independent 
judgment.12 FINRA is concerned about the suitability of recommendations to some 
pension plans, particularly recommendations involving relatively new, complicated or 
high-risk asset classes, such as leveraged exchange-traded funds (ETFs) or the equity 
tranches of some collateralized mortgage obligations (CMOs). As NASD IM-2310-3 
points out, even institutional customers that have the general capability to assess risk 
may not be able to understand a particular instrument, particularly a product that is 
new or that has significantly different risk and volatility characteristics than other 
investments made by the institution. Therefore, in making recommendations to 
institutional customers, including pension plans, firms should consider both the 
general ability of the institution to independently assess investment risk, and whether 
the customer understands the particular product well enough to exercise that ability 
w ith respect to the recommendation. 
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Communications with the Public 

Senior Designations and Credentials 

FINRA also is concerned about the proliferation of professional designations, 
particularly those that suggest an expertise in retirement planning or financial services 
for seniors, such as "certified senior adviser," "senior specialist," "retirement specialist" 
or "certified financial gerontologist." The criteria used by organizations that grant 
professional designations for investment professionals vary greatly. Some designations 
require formal certification, with procedures that include completion of a detailed and 
rigorous curriculum focused on financial issues, culminating with one or more 
examinations, as well as mandatory continuing professional education. On the other 
end of the spectrum, some designations can be obtained simply by paying membership 
dues. Nonetheless, seniors may be led to believe that these individuals are particularly 
qualified to assist them based on such designations. A recent FINRA Investor Education 
Foundation-sponsored survey found that a quarter of senior investors surveyed were 
told by an investment professional that the investment professional was specially 
accredited to advise them on senior financial issues, and a half of those investors were 
more likely to listen to the professional's advice because of it. 

Firms that allow the use of any title or designation that conveys an expertise in senior 
investments or retirement planning where such expertise does not exist may violate 
NASD Rules 2110 and 2210, NYSE Rule 472, and possibly the antifraud provisions of the 
federal securities laws. In addition, some states prohibit or restrict the use of senior 
designations.13 

NASD Rule 2210 and NYSE 472 prohibit firms and registered representatives from 
making false, exaggerated, unwarranted or misleading statements or claims in 
communications with the public. This prohibition includes referencing nonexistent or 
self-conferred degrees or designations or referencing legitimate degrees or 
deSignations in a misleading manner. Firms therefore must have adequate supervisory 
procedures in place to ensure that their registered representatives do not violate this 
requirement. As with all supervisory procedures, these procedures should be written, 
clearly communicated to employees, and effectively enforced. And, they should cover 
how approved designations may be used. 

Some firms FINRA surveyed in connection with the preparation of this Notice ban the 
use of any designation that includes the word "senior" or "retirement." others maintain 
a list of approved designations, and a registered representative wishing to use a 
designation not on the list must submit it for review by a committee consisting of 
principals, compliance officers and/or legal department personnel. Criteria used by 
committees to review proposed designations include the curriculum, examinations 
and continuing education components. To help investors and firms understand 
professional designations, FINRA maintains a database of such designations and 
the qualifications, if any, that are needed to obtain them at http://appsjinra.org/ 
DataDirectorY/l/prodesignations.aspx. Please note, however, that FINRA does not 
approve or endorse any professional designation, and it maintains the list solely to 
assist in the evaluation ofthe listed designations.14 
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In addition to senior designations, FINRA notes that some third-party vendors are 
marketing ghostwritten books on senior investing to registered representatives as tools 
to establish credibility. Hold ing oneself out as the author of a book on senior investing, 
and therefore an expert, could violate a number of rules, including NASD Rules 2110, 
2120 and 2210, and NYSE Rule 472. 

High-Pressure Sales Seminars Aimed at Seniors 
Anoth er area of concern to FINRA and other regulators is the use of aggressive or 
misleading sales tactics aimed at seniors, particularly the use of "free lunch" seminars 
that use high-pressure sales tactics to promote products that may not be su itable for 
all persons in attendance. Such high-pressure tactics include attempts to create an 
arti f icial or inappropriate sense of urgency around major decisions or commitments 
(e.g., the use of phases such as " limited time offer" or "you have to sign up today") or 
that heighten or exaggerate typical fears of older investors (e.g., the return of double
digit inflation or becoming finanCially dependent on family members). In response to 
these concerns, in May 2006, FINRA conducted a series of on-site examinations of 
broker-dealers that offer so-called "free lunch" sales seminars aimed at seniors. Other 
regulators Simultaneously conducted similar examinations of investment advisers and 
other firms that offer such seminars. 

In the course of the coord inated examinations, regulators found troubling sales 
practices, includ ing the use offalse or mislead ing sales materials used in connection 
with high-pressure sales seminars aimed exclusively or primarily at seniors or those 
at or nearing retirement. Among the most common practices were inaccurate or 
exaggerated claims regarding the safety, liquidity or expected returns of the investment 
or strategy being touted ; scare tactics; misrepresentations or material omissions about 
the product or strategy; conflicts of interest; or misleading credentials used by persons 
sponsoring or participating in the seminar. The examinations also detected instances 
in which advertisements failed to include the firm's name, or made improper use of 
testimonials, in violation of NASD Rule 2210(d). The full discussion of the regulators' 
fi ndings is presented in Protecting Senior Investors: Report of Examinations of Securities 
Firms Providing "Free Lunch"Sales Seminars (Report), available at wwwfinra.org/reports. 

FINRA will continue to follow up on the examination findings that relat e to its 
members and w ill bring disciplinary actions where warranted. We also w ill continue to 
pay particular attention to the conduct of firms and their registered representatives in 
connection with sales seminars that are aimed primarily at seniors. We therefore urge 
firms to review their policies and procedures relating to sales seminars to make sure 
they are adequate. In doing so, firms should consult Appendix A of the Report, which 
contains detailed best practices for supervising sales seminar activities. These practices 
were identified by regulators in the course of the examinations as elements of effective 
supervisory procedures. 
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Diminished Capacity and Suspected Financial Abuse of Seniors 
In addition to the regulatory concerns discussed above, there are other issues that firms 
sometimes encounter when dealing with senior investors. One of the most troubling 
to the firms we surveyed is that of investors who exhibit signs of diminished mental 
capacity. Unfortunately, this difficult and sensitive issue is likely to become more 
common as the ranks of older seniors grow: a recent study published by the National 
Institute on Aging reveals that impaired cognition affects approximately 20 percent of 
people aged 8S years or older. 

Anothertroubling issue is suspected financial-and sometimes mental or physical
abuse of senior customers by their family members or caregivers. Financial abuse is 
difficult to define, and therefore, difficult to recognize. In general terms, it is the misuse 
of an older adult's money or belongings by a relative or a person in a position of trust. 
Red flags can include sudden, atypical or unexplained withdrawals; drastic shifts in 
investment style; inability to contact the sen ior customer; signs of intimidation or 
reluctance to speak in the presence of a caregiver; and isolation from friends and family. 

These sensitive issues were raised repeatedly by the firms we surveyed for this Notice, 
and we include in this Notice, for the consideration of other FINRA members, some of 
the steps that firms, as a matter of sound business practice and as a way of serving 
their senior customers, are taking to address them. In doing so, we are not suggesting 
that firms are required to take these steps, including developing special written 
supervisory procedures for servicing senior customers. Firms and clients differ, and 
policies and procedures that work well for one firm may not be appropriate for another. 
The steps include: 

>- Designating a specific individual or department, such as the compliance or legal 
department, to serve as a central advisory contact for questions about senior 
issues, as well as a repository of available resources. 

>- Providing written guidance to employees on senior-related issues, such as how to 
identify and/or what to do ifthey suspect their customer is experiencing 
diminished capacity or is being abused, financially or otherwise, by a family 
member, caregiver or other third party. 

For example, one firm FINRA surveyed has very detailed procedures requiring its 
employees to immediately notify their branch manager, supervisor or another 
designated firm employee ifthey suspect abuse. Under the firm's procedures, that 
person in turn must notify the firm's legal department, which may decide to report 
the suspected abuse to the appropriate state agency; restrict activity in the account 
and/or take any action necessary to comply with appropriate court orders. In 
addition, the firm requires that the contact with the legal department be 
documented in the customer's file in accordance with the firm's record retention 
schedule. The supervisor or branch manager also is instructed to contact local 
emergency services if immediate physical abuse of a senior investor is suspected. 

>- Asking, either at account opening or at a later point, whether the customer has 
executed a durable power of attorney. (Some firms report that it is easier to have 
conversations with their customers about such sensitive issues as a matter of 
routine.) 
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~ Asking, either at account opening or at a later time, whether the customer would 
like to designate a secondary or emergency contact for the account whom the firm 
could contact if it could not contact the customer or had concerns about the 
customer's whereabouts or health. (To avoid violating Regulation S-P, firms would 
have to clearly disclose to the customer the conditions under which the 
information would be used, and the customer would have the right to withdraw 
consent at any time.) 

~ Asking the customer if he or she would like to invite a friend or family member to 
accompany the customer to appointments at the firm. 

~ Informing the customer (where appropriate) that, in the firm's view, a particular 
unsolicited trade is not suitable for the customer. 

~ Reminding registered representatives that it is important when dealing with 
customers, particularly seniors, to base recommendations on current information. 

~ Offering training to help registered representatives understand and meet the needs 
of older investors, including proper asset allocation, liquidity demand and longevity 
needs, as well as the possible changes in their suitability profiles. Some relevant 
materials are available at www.jinra.org and www.saveandinvest.org. Further, 
some firms have invited representatives from senior-related advocacy groups, the 
Alzheimer's Association, and state and local agencies that serve seniors to speak to 
their employees. Organizations that can help firms locate local experts on senior 
issues include the National Association of State Units on Aging (www.nasua.org), 
the National Association of Area Agencies on Aging (wWw.n4a.org) and AARP 
(www.aarp.org). 

Investor Education 

Finally, we urge firms to be proactive in helping to educate customers about how to 
avoid being victims offinancial fraud, including making investor education materials, 
prepared by FINRA, the SEC, state regulators, the firm or another source, available to 
senior investors.15 Registered representatives are often in a unique position to help 
customers learn about how to avoid fraudulent solicitations. We encourage our 
member firms and associated persons to talk with all oftheir customers, particularly 
seniors and others at high risk of being targeted, about how to spot scams and protect 
themselves and theirfamilies from financial fraud.16 

Conclusion 
Given the unprecedented number of investors who are at or nearing retirement age, 
protecting older investors is a priority for FINRA, and we urge firms to make it a priority, 
as well. We recognize that seniors are not all alike, and we stress that all investors are 
entitled to honesty and integrity from their broker-dealers. We remind firms to make 
sure that the policies and procedures that they do have, as well as relevant training 
materials, adequately take into account the special needs and concerns that are 
common to many investors as they age. 
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Endnotes (cont'd) 

12 See NASD IM-2310-3, which outlines certain 

factors that may be relevant when considering 

compliance with Rule 2310{a) in connection 

with recommendations to institutional 

customers. Two important considerations in 

determining the scope ofa firm's suitability 

obligations to institutional customers are the 

customer's ability to evaluate investment risk 

independently, and the extent to which the 

customer is exercising that ability in 

connection with the recommendation. 

13 For example, Nebraska prohibits the use of 

senior designations, while Massachusetts 

permits the use of designations only ifthey 

have been approved by an independent 

accreditation agency. See Interpretative Opinion 
No. 26: Use of Certifications and Designations 

10 

in Advertising by Investment Adviser 
Representatives and Broker-Dealer Agents, 
Special Notice ofthe Nebraska Department of 

Banking and Finance (November 13, 2006), 

available at wwwndbforgl!orms/bd-ia-special
notice.pdfThe Massachusetts regulations 

became effective June 1,2007. See 950 Mass. 

Code Regs. 12.204(2){i) (2007) (Registration of 
Broker-Dealer, Agents, Investment Adviser, 
Investment Adviser Representatives and Notice 
Filing Procedures), and the Notice of Final 

Regulations, available at wwwsec.state.ma. 
us/sct/sctpropreg/propreg.htm. Fu rther, as of 

the date ofthis Notice, the North American 

Securities Administrators Association, Inc. 

(NASAA) is developing a model rule that would 

"mak[e] it a separate violation of law to use a 

designation or certification to mislead 

investors. Once the model rule has been 

released for public comment and ultimately 

approved by the NASAA membership, [NASAA] 

will urge its adoption in every jurisdiction." 

Testimony of Joseph P. Borg, Director, Alabama 

Securities Commission and NASAA President, 

Before the Special Committee on Aging, 

United States Senate (September 5, 2007). 

14 Firms that are aware of designations that are 

not included in FINRA's database are invited to 

provide us with the relevant information so 

that we may include them. 

15 For relevant materials, visit the FINRA Investor 

Education Foundation 's Web site, 

wwwsaveandinvest.org. 
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Endnotes (cont'd) 

16 To better understand why older investors fall 
prey to investment fraud, the FINRA Investor 

Education Foundation funded researchers that 
analyzed undercover tapes offraud pitches 

and surveyed victims and non-victims to 
determine how they differ. Some ofthe key 

research findings include: 

Investment fraud victims are more 

financially literate than non-victims; 

Investment fraud criminals use a wide 

array of different influence tactics-from 
friendship to fear and intimidation 
tactics - to defraud the victim; 

Fraud pitches are tailored to match the 
psychological needs of the victim ; 

Investment fraud victims are more likely 
to listen to sales pitches; 

Investment fraud victims are more likely 
to rely on their own experience and 
knowledge when making investment 

decisions; 

Investment fraud victims experience 
more difficulties from negative life events 

than non-victims; 

Investment fraud victims are more 
optimistic about the future ; and 

Investment fraud victims dramatically 

under-report fraud. 

See Off the Hook Again: Understanding Why 
the Elderly Are Victimized by Economic Fraud 
Crimes, survey results and analysis prepared 
for WISE Senior Services by The Consumer 

Fraud Research Group (2006), available at 

wwwjinrajoundation.org/ W'SE_'nvestor_ 
Fraud _ StudyJinal_ Report.pdf 
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~ NORTH AMERICAN SECURITIES ADMINISTRATORS ASSOCIATION 

NASAA 

NASAA Cautions Investors Not to 
Stumble When Interest Rates Fall Flat 
WASHINGTON, D.C., February 1,2012 - Following the Federal 
Reserve's announcement that interest rates are expected to remain low until 
at least late 2014, the North American Securities Administrators Association 
(NASAA) today cautioned investors to beware of risky or outright 
fraudulent investments promising higher yield or returns. 

"Investors running away from low yields on fixed investment products risk 
stumbling into the arms of unscrupulous salespeople promising low risk and 
high returns," said Jack E. Herstein, NASAA President and Assistant 
Director of the Nebraska Department of Banking & Finance Bureau of 
Securities. "Don't chase the offer of high yield or returns into a dead-end 
investment. " 

Herstein said that state and provincial securities regulators are concerned 
that individuals who depend on fixed income investments, particularly 
seniors, may be tempted to turn away from their slower growing but safe 
investments to alternative investments without understanding the risks and 
terms. 

All investments carry a degree of risk. The level of risk usually is related to 
the return that investors can expect to receive. Investments with higher 
yields or returns carry a higher risk to investors; the lower the risk, the lower 
the yield or return. 

"When evaluating any investment, it pays to remember that risk and reward 
go together," Herstein said. "Anyone promising high yield or high returns 
with little or no risk should be approached with a high degree of 
skepticism. " 



Herstein noted that yield-starved investors may be more easily enticed into 
fraudulent schemes that can be cloaked as private placement offerings, 
promissory notes, securitized life settlement contracts and investments in 
energy, precious metals and distressed real estate, all of which are contained 
in NASAA's current list of Top Investor Traps. 

Before purchasing any investment, NASAA reminds investors to ask the 
following questions: 

· Are claims made for the investment realistic? Use common sense 
and get a professional, third-party opinion when presented with 
investment opportunities that seem to offer unusually high returns in 
comparison to other investment options. 

· Has the seller given you written information that fully explains 
the investment? Request written information that fully explains the 
investment, such as a prospectus or offering circular. The 
documentation should contain enough clear and accurate information 
to allow you or your investment adviser to evaluate and verify the 
particulars of the investment. 

· Are the seller and investment licensed and registered in your 
state? Call your state or provincial securities regulator to fmd out. If 
they are not, they may be operating illegally. 

Contact information for all state and provincial securities regulators is 
available on the NASAA website at www.nasaa.org. 

NASAA is the oldest international organization devoted to investor 
protection. Its membership consists o/the securities administrators in the 50 
states, the District o/Columbia, Puerto Rico, the us. Virgin Islands, 
Canada, and Mexico. 

For more information: 
Bob Webster, Director of Communications 
Leah Szarek, Manager of Communications 
202-737-0900 



~ NORTH AMERICAN SECURITIES ADMINISTRATORS ASSOCIATION 

ASAA 

Oil & Gas Investment Fraud 
State securities regulators around the country warn that oil and gas 
investment scams are alive and well. High oil prices have created a 
heightened interest in investments in energy-related business ventures. 

Most oil and gas investment opportunities, while involving varying degrees 
of risks to the investor, are legitimate in their marketing and responsible in 
their operations. However, as in many other investment opportunities, it is 
not unusual for unscrupulous promoters to attempt to take advantage of 
investors by engaging in fraudulent practices. 

Although some of the con artists moved on to more lucrative venues since 
the oil boom ended in the mid-1980s, many continued to linger on in the oil 
field. Now with the constant fluctuation of oil prices, some of these people 
have made their way back to these kinds of scams. When there is a highly 
publicized economic circumstance, which creates an opportunity for money 
to be made legitimately, scamsters follow in the shadows to take advantage 
of the situation. 

WHAT ARE OIL AND GAS INVESTMENTS? 

Oil and gas investments take many forms, including limited partnership 
interests, ownership of fractional undivided interests in leases, and general 
partnerships. Tax consequences and investor liability vary according to the 
type of program. True general partnerships in which investors actively 
participate in the operations of the venture are not securities. A general 
partner, however, is personally liable for partnership debts. 

In a drilling limited partnership, an oil or gas company sells partnership units 
to investors and uses the money it raises to lease property and drill wells. In 
return for managing the project, the sponsor company usually takes an 



up front fee that averages about 15-16% of one's investment (commonly 
referred to as tangible and intangible drilling costs) and also shares in a 
percentage of any revenue generated. In return, the promoter offers the 
investor the prospect of a substantial first year tax write-off and quarterly 
cash distributions from the sale of any oil and gas the partnership fmds until 
the wells run dry. 

Drilling partnerships have always been a gamble, but recently, they have 
proven somewhat riskier than usual. This type of investment is very 
speculative, is a highly illiquid investment and can have a long holding 
period. 

FRAUDULENT SALES TECHNIQUES 

Fraudulent oil and gas deals are frequently structured with the limited 
partnership (or other legal entity) in one state, the operation and physical 
presence of the field in a second state, and the offerings made to prospective 
investors in states other than the initial two states. Thus there is less chance 
of an investor dropping by a well site or a nonexistent company 
headquarters. Such a structure also makes it difficult for law enforcement 
officials and victims to identify and expose the fraud. 

BOILER ROOMS & INTERNET PITCHES 

In order to attract the interest of potential investors, unprincipled promoters 
frequently use the Internet and "boiler room" offices with banks of phones 
manned by salespeople with little or no background in energy exploration, 
but plenty of experience in high-pressure sales. Their techniques include 
repeated unsolicited phone calls to members of the public, hyping the 
profitability of the deal. Some swindlers use professionally designed 
brochures. Beware of unsolicited oil and gas promotions on the internet and 
through e-mail. State securities regulators caution potential investors to 
beware of the following claims in a typical high-pressure sales pitch, 
whether through unsolicited telephone calls or e-mail messages: 

• You will have an interest in a well that cannot miss; 
• The risks are minimal; 



• A geologist has given the salesperson a tip; 
• The salesperson has personally invested in the venture; 
• The promoter has "hit" on every well drilled so far; 
• There has been a tremendous "discovery" in an adjacent field; 
• A large, reputable oil company is operating or planning to operate in 

the area; 
• Only a few interests remain to be sold and you should immediately 

send in your money in order to assure the purchase of an interest; 
• This is a special private deal open only to a lucky chosen few 

investors. 

INVESTOR CHECKLIST: HOW TO A VOID BEING SWINDLED 

State securities regulators advise potential investors not to be afraid to ask 
the hard questions when solicited for oil and gas investment opportunities. 
Investors wanting to make oil and gas investments should consider oil 
exploration and producing companies which are well-established and listed 
on the New York Stock Exchange. 

You can minimize the risk of being swindled if you resist pressures to make 
hurried, uninformed investment decisions. There are several steps you 
should take before parting with your money. State securities regulators have 
developed a checklist of five key areas to examine before investing. 

1. The Registration Requirements. Ask if the offering is filed with the 
office of the state securities commission in your state or the state in which 
the promoters are located. If so, contact that agency for any information it 
may be able to provide. If the promoter claims that the offering is exempt 
from registration requirements in the particular state in which the offers and 
sales are made, fmd out which of the exemptions is claimed and the terms of 
the exemption. 

Contact the state securities agency to confirm that the offering is indeed 
exempt. If the promoter claims a security is not involved at all, fmd out why 
and contact the state securities agency and confrrm whether it really is a 
security being offered. 

2. The Salesperson. If it is a legitimate deal, the salesperson will not be 
reluctant to answer questions or provide written explanations to questions. 



Ask the name of the person offering you the security, where he is calling 
from and his background, particularly in other oil or gas ventures. Ask what 
commission and/or other compensation the salesperson will receive. 

Contact your state securities agency to fmd out if the promoter or 
salesperson has been sanctioned for previous violations of securities laws. 

3. The Company. Ask the names of the principals of the company or the 
general partners offering the security, their backgrounds and experience in 
the oil and gas industry, and how long they have been associated with the 
company. Find out the history of the company, its capitalization, assets and 
retained earnings. What contingent liabilities does it have from other 
ventures? Does it have sufficient funds to cover unexpected costs? Is the tax 
treatment of the investments, as claimed by the promoters, supported by the 
Internal Revenue Service? 

Find out the company's or general partners' history in drilling operations. In 
particular, ask how long it has been in the oil and gas business, the number 
of wells drilled, the number of wells completed as producing wells, and 
whether the company retained its interests in the wells it drilled. Determine 
if conflicts of interest involving the promoter are disclosed. All the above 
information should be contained in a prospectus or "offering documents" 
that the promoter must furnish potential investors before they commit their 
funds. 

4. The Investment. Make sure funds raised are kept in a separate escrow 
account until used and that they won't be commingled with other funds. 
Also, be certain the funds will not be used for purposes other than those 
specified. Ask how much money is to be raised and the cost per fractional 
interest. Ask how much of the money will pay for advertising, salaries, sales 
commissions and any estimated profit to the company. Ask what type of 
conveyance document will be provided after any investment is made. 

Assuming the well is completed, ask what the completion costs will be for 
each investor, including additional commissions to be paid (the purpose and 
amount), and whether investors may be obligated to pay in more money in 
the future. Ask what tax incentive might be available if a dry-hole is 
encountered and for intangible drilling costs. Finally, evaluate the risk 
involved in making the investment. Is the well to be drilled a wildcat (drilled 



in territory not known to be productive) or is the drilling to be done in an 
area of proven oil reserves? 

5. The Lease. Secure a legal description of the property on which the 
program is to be drilled. How and when was it acquired? Is the principal 
selling the lease to the venture at the acquisition cost, and if not, how much 
profit is being made? Ask for a description of surrounding property, 
including local well completions and a geologist's report on the area. You 
will want to know if the lease is already in default and whether there is any 
overriding royalty or landowner's royalty or other leasehold burden being 
paid. 

Ask for a disclosure of the person(s) selling the lease, the cost of the lease 
and any relationship between the lessor and the operator. Secure a statement 
of the depth of the well to be drilled and an indication of when drilling is to 
begin. Insist on seeing a copy of the operator's contract with the promoter. 

ADDITIONAL QUESTIONS TO ASK BEFORE INVESTING 

The checklist of questions to ask and information to obtain is long and it will 
take time and perhaps even money invested in outside consultation before 
you feel comfortable risking your money in the investment. It is always 
advisable to seek the advice of a neutral expert before committing your 
funds to any investment deal. Be sure to consider the following questions: 

• Who will be responsible for payment of taxes? Will they be paid out of 
the investor 's share? 

• What is the location of available pipelines, or what method will be 
used to transport and sell any production? 

• What is the name and address of the operator? What is her/his 
experience with ventures of this nature? What are the terms of the 
agreement with the operator, including the compensation terms? 

• How will the decision be made for completing the well or abandoning 
it? Who will make that decision? What is to become of funds received 
from the salvage value of equipment on the lease? 



WHERE TO TURN FOR HELP 

The securities administrator in your state, province or territory is responsible 
for the protection of investors. If you have questions about an investment, 
contact your securities administrator. It is a good idea to contact your 
securities administrator before you invest. 
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Are you an informed investor? 

Crowdfunding 
The Internet has become an inexpensive and easy way for individuals and businesses to raise 
money for their activities. Congress recently passed the JOBS Ad, which directs the Securities 
and Exchange Commission (SEC) to create rules exempting crowdfunding from the securities 
registration laws. Once implemented these rules will remove restrictions on start-up companies 
seeking investors over the Internet. Investors should be on the lookout for unscrupulous issuers and 
intermediaries who may attempt to engage in crowdfunding before the rules are written or misuse 
crowdfunding to steal from investors through false and misleading representations. 

What is Crowdfunding? 

Crowdfunding is an online money-raising strategy 
that began as a way for the public to donate 
small amounts of money, often through social 
networking websites, to help artists, musicians, 
filmmakers and other creative people finance their 
projects. 

The concept has recently been promoted as a way 
of assisting small businesses and start-ups looking 
for investment capital to help get their business 
ventures off the ground. 

Traditionally, investment opportunities are offered 
by professionals, such as broker-dealer firms 
and investment advisers, who must recommend 
investments that are based on their clients' 
investment objectives and levels of sophistication. 

Through crowdfunding, individuals are able to 
invest in entrepreneurial start-ups through an 
intermediary, such as a broker-dealer or a "funding 
portal:' By law, "funding portals" are not allowed to 
provide investment advice. 

What is a funding portal? 

A funding portal is a website, also called a "platform;' 
that advertises the investment opportunities and 
facilitates the payment from the investor to the issuer. 

Some portals advertise a variety of investment 
opportunities on one website, allowing the investor 
to select one or more projects in which to invest. 

Why Investors Must be Extremely Cautious 
About Crowdfunding Investments 

• Crowdfunding investments cannot be offered 
legally until the SEC adopts rules to permit 
them. Beware of offerings that seek investments 
i m med iately. 

• All investments have risk, but small business 
investments have even greater risk than normal. 
About 50 percent of all small businesses fail within 
the first five years. 

(over) 



How Crowdfunding Works 

Joe's small business sells goat cheese made from his special pygmy goats. To keep his business afloat or to help 
it grow, Joe can turn to the Internet to seek online donations from the public who contribute small amounts of 
money and expect nothing in return. Joe usually sends a sample of his cheese as a thank you for the donation; 
large donors might even get a cheese named in their honor. 

New legislation has directed the SEC to write rules that will change how Joe can raise money online. Once the 
rules are written, Joe will be able to use the Internet to raise up to $ 7 million each year by selling investments 
in his company to thousands of investors. Because Joe will be issuing shares in his company in exchange for 
investment capital, his supporters are no longer donors; they become investors and will expect a financial return 
for their investment. 

Why Investors Must be Extremely Cautious About Crowdfunding 

• Issuers using funding portals to raise money 
may be inexperienced. Their track records may 
be unproven, unsubstantiated or outright 
fraudulent. 

• Funding portals must be registered with the 
Securities and Exchange Commission (SEC), 
belong to a self-regulating organization (SRO), 
and comply with other rules the SEC may issue. 

• The information about the investment is limited 
to what is provided through the funding portal. 
Investors may need to rely on their own research 
to determine the issuer's track record. 

• 

• 

• 

Because state regulators are not allowed to 
review crowdfunding issuers or their offerings, 
full and complete disclosure may not be 
available to investors. 

Investors may have limited legal ability to take 
action against the issuer should the investment 
not perform as represented. Due to limited 
regulatory oversight over these offerings, 
investors may be left on their own to pursue 
costly private lawsuits when things go wrong. 

Crowdfunding investments are mostly illiquid 
and investors must be prepared to hold their 
investments indefinitely. It also may be difficult 
or impossible to resell these securities due to the 
lack of a secondary market. 

• Crowdfunding portals claiming an accreditation 
or "seal of approval" from a standards program or 
board may not be legitimate. 

The Bottom Line 

I 
• 

It pays to be skeptical of investment 
opportunities you learn about 
through the Internet . 

When you see an offering on the 
Internet - whether it is on a funding portal, in an 
online newsletter, on a message board or in a chat 
room - you should be cautious until you have done 
your homework and proven that it isn't a scam. 

If you have any questions about crowdfunding 
offerings, contact your state or provincial securities 
regulator. For contact information, visit: www.nasaa. 
org. 



Are you an informed investor? 

DERIVATIVES 
Derivatives are complex financial products that have generated profits for some investors, but also have resulted in 

significant losses for others. These products have been around in one form or another for generations. Before you invest 

in complex financial products like derivatives, you should completely understand how your money is invested and the 

risks involved. 

So what are derivatives? 

Derivatives: A derivative is a financial product based on an agreement between parties, where the value is determined by 

reference to some other asset (i.e. stocks, bonds, warrants, options, etc.). 

What are some of the common 
types of derivatives? 

Futures: Futures are financial contracts obligating the 

buyer to purchase an asset, or the seller to sell the asset, 

at a set price on a given date. 

There are different types of futures contracts. For 

example, commodities futures are traded on the 

commodities market; stock futures are traded on 

the stock market; and in more complex transactions, 

derivative contracts relating to one market may be 

lawfully traded on another market. These separate types 

of financial products are not all alike, and often similar 

products carry terms with substantially different risks. 

Consider this example of a commodities future contract: 

Susan Citrus, owner of Citrus Grove, Inc., is concerned 

about the forecast of an unusually cold winter. Susan 

enters into a futures contract with an investor who agrees 

to purchase Susan's oranges at $20 per bushel at harvest, 

regardless of market price. 

The investor hopes the market price of oranges will be 

more than $20 at harvest, so he can sell the oranges for 

a profit. The investor's risk is that the oranges may be 

worth less than $20 due to factors such as weather, crop 

management and consumer demand. 

The commodities futures contract helps guarantee Susan a 
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minimum return on her crop, regardless of external factors. 

Options and Warrants: A warrant is issued along with a 

bond or preferred stock entitling the holder to purchase 

a specific additional amount of the security at a certain 

price. Options can be exchange-traded options, options 

issued by a company (stock options), or a variety of puts, 

calls, call warrants and put warrants, both covered and 

uncovered. A stock option - either exchange-traded 

or held by a corporate officer or director - entitles the 

holder to buy or sell a stated amount of a security at a 

stated price during a specified period of time. An option 

is different from a futures contract in that a futures 

contract must be carried out. 

As an example of an option, Susan Citrus says she will sell 

a bushel of oranges to an investor for $20 in two weeks. 

After the two weeks, the price of oranges is $10. The 

investor likely would not exercise the option. Conversely, 

if oranges were selling for $30, the investor likely would 

exercise the $20 option and turn around and sell the 

oranges at $30 for a $10 profit. 

As an example of a warrant, Citrus Grove, Inc. has a stock 

value of $1 per share and is looking to raise capital to 

expand. The company offers five-year warrants with an 

exercise price of $1 0 per share. The investor 

hopes that the stock price rises above the 

warrant price of $1 0 within the five-year 

period. The investor can then sell the shares 
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for a profit. The investor's risk is that the Citrus Grove 

stock will not rise above $10 pershare during the same 

five-year period. If after that five-year period the stock 

does not exceed $10 per share, the warrant expires and is 

worthless. 

Swap: A swap is a customized agreement between private 

parties who agree to exchange or "swap" certain benefits 

(i.e., interest rates, currency rates, credit default, etc.). 

Unlike futures and options, swaps are not typically traded 

on a stock or commodity exchange, but in the Over-The

Counter (OTC) market. There are different kinds of swaps. 

Some are essentially forms of insurance and are known as 

"covered" swaps. Others are more like side bets between 

parties and are traded privately in the OTC market. 

An example of a "covered swap" is: Investor Ivan owns a 

bond in Citrus Grove, Inc. He is concerned Citrus Grove 

might lose va lue and his bond may become worthless. 

Ivan enters into a swap agreement with Bob. In 

exchange for an upfront fee, Bob agrees to cover Ivan's 

cost of his bond should Citrus Grove, Inc. lose value. 

Both Ivan and Bob hope that Citrus Grove thrives. Ivan's 

bond will increase in value so Bob will not have to pay 

out the value of the bond to Ivan. Bob's risk is that if 

Citrus Grove loses value, Bob will have to cover the loss 

in value of Ivan's bond. 

An example of the "uncovered swap" or "synthetic swap" 

is: Joe bets Bill that Ivan will never need to collect on the 

Citrus Grove bond, while Bill bets that Ivan will collect. 

Joe pays Bill a non-refundable fee, hoping Citrus Grove 

defaults. Bill gets the fee and hopes Citrus Grove pays off. 
To complicate matters, Joe and Bill can each separately 

sell their sides of the bet to others. The value of the bet 

fluctuates depending on the market assessment of risk. 

Convertible Bonds: A convertible bond is a corporate 

bond that can be converted into common stock of the 

issuing company. The holder has the option to exchange 

the bond for a predetermined number of shares in the 

issuing company. 

The investor hopes the aggregate stock price will exceed 

the conversion value of the bond, so he can convert the 

bond into stock. If the stock price goes up, the issuer will 

have an incentive to try to buy back or"caWthe bond, 

thereby limiting the investor's profit. 

Ifthe underlying stock performs poorly, and there is no 

conversion before the bond matures, the investor will 

receive no less than the face value of the bond, assuming 

the issuer remains solvent. 
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For example, Susan Citrus needs money to expand 

Citrus Grove, Inc. Instead of issuing corporate bonds at 

5 percent per year that would mature in 10 years, Citrus 

Grove issues convertible bonds at 3 percent per year for 

10 years. If the convertible bonds give the bond holder 

the option to convert the bond to shares of stock in the 

com pany at or after a specified time or when the stock 

price attains a certain level, the bond holder can convert 

when the stock goes up, allowing the bond holder to 

participate in the upside growth of Citrus Grove. The 

investor's risk is somewhat limited with interest payments 

from the bond. Citrus Grove will benefit because the 

company is able to offer the bond at a good price even 

though it is offering a lower interest payment rate or 

"lower coupon rate" - less than it would have to pay on a 

straight bond. The later insolvency won't affect the rate, 

unless there are other provisions. 

If considering an investment in convertible bonds, it is 

important for the investor to know all the features of the 

bonds and the conditions under which the bonds can 

be converted. It is also important to know whether it 

is the issuer or the buyer who can elect to convert the 

bond from a debt instrument to an equity instrument. 

Such important details must be disclosed in the issuing 

documents for the bonds. 

Are these investments 
suitable for you? 
Before you invest in any of these sophisticated 
financial products, you should thoroughly 
understand the risks involved. 

• Derivatives are extremely complicated and risky 

investments that even professionals have difficulty 

understanding. Investors should use great caution 

when considering this kind of investment product. 

• Do not invest more than you can afford to lose. Make 

sure you understand the risks. 

Risk and return go hand-in-hand. 

• All of these investment products have tax implications. 

Check with a licensed tax professional before making 

an investment. 

• Contact your state securities regulator for more 

information. 
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Are you an informed investor? 

GOLD! 
Gold-related investments are on the rise. Historically speaking, the value of gold-related investments fluctuates 

even more than t he stock market. Gold often moves in reverse of stocks and bonds, so when stocks are down, 

gold seems like a very tempting investment. Before jumping onto the gold bandwagon, there are a few things 

you might want to consider. 

Before you invest in gold, consider this: 

1. Multiple ways to invest in gold: Investors can put money into actual gold, gold-related market 

investments (Le. mutual funds and exchange-traded funds), futures and gold mining companies. 

2. Mutual funds containing gold: Although several mutual funds have gold in their names, you will not fi nd 

any with more than 10 percent of assets invested in the metal itself. That is because mutual funds by law 

must earn 90 percent of their income from securities, and commodities, like metals, are not securities. 

3. Stock in gold mining companies: Purchasing stock in a gold mining company is more volatile than 

purchasing physical gold because of the risks associated in discovering and mining the metal. Mining 

companies' profits are leveraged to the price of gold, meaning that if the price of gold rises by a certain 

amount, earnings should jump by a greater percentage. If, however, the price of gold were to decline, 

investors should expect to see mining companies' profits decline in similar fashion. Also be aware of "shell" 

mining companies, in which a company represents that it is in the gold mining industry when actually it 

exists solely to raise investor funds for fraudulent purposes. 

4. Gold as an exchange-traded product: An investor purchases a share in a trust, and the shares represent 

ownership in physical bars of gold. Each share claims ownership of a small portion of actual gold. These trusts 

may have hidden costs that dilute the holder's interest in gold. Investors having an investment in a 

gold Exchange Traded Fund (ETF) may be subject to higher rates of taxation than other types of mutual 

funds. They should therefore review the prospectus and consult with a tax accountant on this issue. 
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5. Buying gold online: As with any online transaction, be sure you go through a reputable dealer. When 

researching bullion dealers, you must exercise due diligence because no dealers are authorized or affiliated 

with the u.s. Mint. 

6. Gold CDs: These CDs can be as illusory as "fool's gold': Gold CDs differ from traditional CDs because they 

are tied to the price of gold. Many banks seduce investors with promises of a share in the rising value of 

gold. If however the commodity decreases in value, the investor gets only the principal back, and the 

interest rate may vary significantly from that of a regular fixed-rate CD. Be aware that each CD has its own 

formula to calculate interest rates and its own set of rules for when the investor can sell the CD prior to the 

maturity date. 

7. It is a myth to say that gold is a safe investment: An investment in gold is not foolproof. An investor 

needs to know his or her investment objectives. Gold may not provide long-term investment returns. Gold 

is a commodity, and, like other commodities, its price can fluctuate dramatically. 

8. Don't catch "Gold Fever": Gold attracts a crowd of promoters who would like to take investors' money. 

Beware of "exploration" companies. Some may offer official-looking geological surveys or financial 

statements, when in reality there is little or no current production, just an appetite for new money. 

9. Beware of Gold Investment Scams: 

Scenario #1: A seller who offers to sell actual gold bullion and then retain the investor's gold in a "secure" 

vault, and later promises to sell the gold for the investor as it gains in value. In many instances, the gold 

does not exist. 

Scenario #2: A company encourages investors to cash out of their poor-performing investments to 

purchase gold. The investor ultimately ends up with a large bag of gold-colored coins with no monetary 

value. Remember, if you are advised to cash out investments and roll funds into a different type of 

investment, make sure the person adVising this is licensed by your state securities regulator. 

10. Precious metallRAs: Individual Retirement Accounts (IRAs) make it possible for investors to buy gold 

with funds they already have. Gold must be insured and physically shipped before going into storage. 

Metal must be physically stored through an approved depository, meaning investors cannot 

keep coins in a closet. 
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Are you an informed investor? 

Private Placement Offerings 
In 2072, Congress passed the JOBS Act, which directs the Securities and Exchange Commission 
(SEC) to implement rules that, among other things, allow general solicitation and advertising 
of private placement offerings that are made in reliance on Regulation 0, Rule 506. Once 
implemented, those rules will allow companies and promoters to offer securities through 
means such as direct mail, cold calls, free lunch seminars and media advertisements. As a result, 
unscrupulous companies and promoters may take advantage of the new rules to offer potentially 
fraudulent investments. 

What is a Private Placement Offering? 

Private placement offerings allow companies to 
raise money by selling stocks, bonds and other 
instruments. Such offerings may be exempt from 
federal securities registration requirements. This 
exemption allows a company to raise business 
capital without having to comply with the 
registration requirements of a public securities 
offering. 

Federal law allows companies to make a private 
placement offering to people who have sufficient 
wealth or access to information that would 
presumably allow them to make completely 
informed investment decisions. Those investors are 
known as "accredited" or "sophisticated" investors. 

Currently, Rule 506 of Regulation D of the 
Securities Act of 1933 does not permit general 
solicitation or advertising of private placement 
offerings. 

The JOBS Act directs the SEC to lift this ban on 
general solicitation or advertising as long as the 
sales are limited to "accredited" investors. 

Who is an Accredited Investor? 

To qualify as an accredited investor, you must: 

• Have a net worth, not including your primary 
residence, of a least $1 million; or 

• Have an income exceeding $200,000 in each of 
the two most recent years or joint income with a 
spouse exceeding $300,000 for those years and a 
reasonable expectation of the same income level 
in the current year. 

Private Placements and the Risk of Fraud 

Entities raising capital through private placements 
often have a limited operating history and typically 
have more modest revenue streams than larger 
companies. 

Because private placement offerings made in reliance 
on Rule 506 of Regulation 0 are not reviewed by 
regulators, they have become a haven for fraud. 
According to the most recent enforcement statistics 
from the North American Securities Administrators 
Association, private placement offerings are the most 
frequent source of enforcement cases conducted by 
state securities regulators. 



Risks Associated with Private Placement 
Offerings 

Because private placement offerings are exempt 
from registration requirements at both the state 
and federal level, no regulator has reviewed the 
offerings to make sure the risks associated with the 
investment and all material facts about the entity 
raising money are adequately disclosed. 

• There may not be regulatory background checks 
of the sellers or managers and officers of the 
company issuing the investment. 

• Private placement offerings often project higher 
rates of return, but this is only because the risk 
of the underlying investment is also significantly 
higher. 

Securities offered through private placements 
are generally illiquid, meaning there are limited 
opportunities to resell the security. Therefore, 
investors may be forced to hold the investment 
indefinitely. 

Investors in a private placement offering are 
usually provided with less disclosure information 
than they would receive in a public securities 
offering. Consequently, investors know much less 
about the investment and the people behind it. 

How to Protect Yourself When Considering 
a Private Placement Offering 

Do not complete a Subscription Agreement 
or Accredited Investor Questionnaire unless 
you understand it and agree with the entire 
document. 

• If you are asked to falSify your financial 
information to qualify as an accredited investor, 
walkaway. 

• If the seller cannot satisfactorily answer your 
questions about the company, its business 
model, or its executives' backgrounds, walk 
away. 

• Ask for information. Even though federal and 
state securities laws do not mandate companies 
to disclose information in a private placement 
offering, an investor should still ask questions 
and request information. Take control and 
withhold your investment dollars if you do not 
get the information you request. 

The Bottom Line 

Historically, private placement offerings have CD! 
been sold through familiar sources such as the 
recommendation of a friend, a broker-dealer, or 
members of a church or other social organizations. 

• If you have any questions about 
private placement offerings, contact 
your state or provincial securities 
regulator. For contact information, 
visit: www.nasaa.org. These sales rely upon directed communication and 

trusted relationships. Once the general solicitation 
provision of the JOBS Act is implemented, 
private placement offerings may be sold through 
unknown sources by such means as cold calls or 
free lunch seminars that may use high pressure 
sales tactics and impose artificial time limits in an 
effort to hurry the investment decision. 



Self-Directed IRA Talking Points 

• NASAA is issuing this joint release with the SEC because state and federal securities 
regulators have seen a recent increase in complaints of fraudulent investment schemes 
involving self-directed IRAs. 

• NASAA alerted the public to these scams in 2006 list of Top Investor Traps. 

• In the years since, NASAA members have investigated many cases where fraudsters 
convince victims to roll their retirement savings out of traditional retirement savings 
vehicles and into a self-directed IRA, which is then used in an attempt to lend credibility or 
to mask a fraudulent scheme. 

• 

• 

• 

• 

• 

• 

Self-directed IRAs can be a safe way to invest retirement funds. But investors should be 
aware of potential fraudulent schemes when considering a self-directed IRA. 

Self-directed IRAs may allow investors to invest retirement funds in types of assets that are 
not available through traditional IRA providers. These assets include real estate, promissory 
notes, tax lien certificates, and private placement securities. 

Investments in these kinds of assets may have unique risks that investors should consider. 
Those risks can include a lack of disclosure and liquidity -- as well as the risk of fraud. 

Fraud promoters who want to engage in Ponzi schemes or other fraudulent conduct may 
exploit self-directed IRAs because they permit investors to hold unregistered securities and 
the custodians or trustees of these accounts likely have not investigated the securities or 
the background of the promoter. 

As with every investment, investors should do their homework, verify their account 
statements, avoid unsolicited investment offers, ask questions and beware of "guaranteed" 
returns. 

Above, all, be sure to check with securities regulators about the background and history of 
an investment and its promoters before making a decision. 



Investor Bulletin: 
Real Estate Investment Trusts (REITs) 

Real estate investment trusts ("REITs") have been 
around for more than fifty years. Congress established 
REITs in 1960 to allow individual investors to invest 
in large-scale, income-producing real estate. REITs 
provide a way for individual investors to earn a share 
of the income produced through commercial real 
estate ownership - without actually having to go out 
and buy commercial real estate. 

What is a REIT? 

A REIT, generally, is a company that owns - and 
typically operates - income-producing real estate or 
real estate-related assets. The income-producing real 
estate assets owned by a REIT may include office 
buildings, shopping malls, apartments, hotels, resorts, 
self-storage facilities, warehouses, and mortgages or 
loans. Most REITs specialize in a single type of real 
estate - for example, apartment communities. There 
are retail REITs, office REITs, residential REITs, 
healthcare REITs, and industrial REITs, to name a 
few. What distinguishes REITs from other real estate 
companies is that a REIT must acquire and develop its 
real estate properties primarily to operate them as part 
of its own investment portfolio, as opposed to reselling 
those properties after they have been developed. 

How to Qualify as a REIT? 

To qualify as a REIT, a company must have the bulk 
of its assets and income connected to real estate 
investment and must distribute at least 90 percent 
of its taxable income to shareholders annually in the 
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form of dividends. A company that qualifies as a 
REIT is allowed to deduct from its corporate taxable 
income all of the dividends that it pays out to its 
shareholders. Because of this special tax treatment, 
most REITs payout at least 100 percent of their 
taxable income to their shareholders and, therefore, 
owe no corporate tax. 

In addition to paying out at least 90 percent of its 
taxable income annually in the form of shareholder 
dividends, a REIT must: 

• Be an entity that would be taxable as a 
corporation but for its REIT status; 

• Be managed by a board of directors or trustees; 

• Have shares that are fully transferable; 

• Have a minimum of 100 shareholders after its 
first year as a REIT; 

• Have no more than 50 percent of its shares 
held by five or fewer individuals during the 
last half of the taxable year; 

• Invest at least 75 percent of its total assets in 
real estate assets and cash; 

• Derive at least 75 percent of its gross income 
from real estate related sources, including rents 
from real property and interest on mortgages 
financing real property; 
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• Derive at least 95 percent of its gross income 
from such real estate sources and dividends or 
interest from any source; and 

• Have no more than 25 percent of its assets 
consist of non-qualifYing securities or stock in 
taxable REIT subsidiaries. 

Th ree Categories of REITs: Equity, 
Mortgage, and Hybrid 

REITs generally fall into three categories: equity 
REITs, mortgage REITs, and hybrid REITs. Most 
REITs are equity REITs. Equity REITs typically 
own and operate income-producing real estate. 
Mortgage REITs, on the other hand, provide money 
to real estate owners and operators either directly 
in the form of mortgages or other types of real 
estate loans, or indirectly through the acquisition of 
mortgage-backed securities. Mortgage REITs tend to 
be more leveraged (that is, they use a lot of borrowed 
capital) than equity REITs. In addition, many 
mortgage REITs manage their interest rate and credit 
risks through the use of derivatives and other hedging 
techniques. You should understand the risks of these 
strategies before deciding to invest in these types of 
REITs. Hybrid REITs generally are companies that 
use the investment strategies of both equity REITs 
and mortgage REITs. 

Overview 

Liquidity 
national stock exchanges. 
Shares are listed and traded, 
like any publicly traded stock, 
on major stock exchanges. 
Most are NYSE listed. 
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Because they often invest in debt securities secured 
by residential and commercial mortgages, mortgage 
REITs can be similar to certain investment companies 
that are focused on real estate. Generally, companies 
that invest a majority of their assets in real estate are 
exempted from the rules that govern investment 
companies, such as mutual funds. The SEC has 
initiated a review to determine whether certain 
mortgage REITs should continue to be exempt from 
investment company regulation. Those rules generally 
limit the amount of leverage that a fund can use and 
regulate the fees that can be charged to investors. 

Comparison of Publicly Traded REITs 
and Non-Traded REITs 

Many REITs (whether equity or mortgage) are 
registered with the SEC and are publicly traded 
on a stock exchange. These are known as publicly 
traded REITs. In addition, there are REITs that are 
registered with the SEC, but are not publicly traded. 
These are known as non-traded REITs (also known 
as non-exchange traded REITs). The table below 
compares the characteristics of publicly traded and 
non-traded REITs. 

exchanges. 
Shares are not traded on public stock 
exchanges. Redemption programs for shares 
vary by company and are typically very 
limited. Investors may have to wait to 
receive a return of their capital until the 
company decides to engage in a transaction 
such as the listing of the shares on an 
exchange or a liquidation of the company's 
assets. 
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PUBLlGIs:Y;Yll<A:l:JtiU <~I l"$ '" . NON-Til AnRfl REITS\~?i'I;J,~S;<'" ,." 
Transaction Brokerage costs the same as Typically, fees of 9 - 1 0 percent of the 
Costs for buying or selling any other investment are charged for broker-dealer 

publicly traded stock. commissions and other upfront offering costs. 
Ongoing acquisition and management fees 
and other expenses also are typical. Back-
end fees may be charged. 

Management Typically, the managers are Typically, the company has no employees 
employees of the company. and is managed by a third party pursuant to a 

management contract. 
Minimum One share. Typically, $1,000 - $2,500. 
Investment 
Amount 
Independent Stock exchange rules require a North American Securities Administrators 
Directors majority of directors to be Association ("NASAA") guidelines, which 

independent of management. have been adopted by many states, require a 
NYSE and NASDAQ rules call majority of directors to be independent of 
for fully independent audit, management. NASAA guidelines also 
nominating, and compensation require that a majority of each board 
committees. committee consist of independent directors. 

Investor Investors elect directors. Investors elect directors. 
Control 
Corporate Specific stock exchange rules Subject to state and NASAA guidelines. 
Governance on corporate governance. 
Disclosure Required to make regular SEC Required to make regular SEC disclosures, 
Obligation disclosures, including quarterly including quarterly financial reports and 

fmancial reports and yearly yearly audited fmancial reports. 
audited financial reports. 

Share Value Real-time market prices are No independent information about share 
Transparency publicly available. Wide range value available. Company may provide an 

of analyst reports available to estimated share value 18 months after the 
the public. offering has closed. 

_ A • _ ~ _ 
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Source: National Association if R eal Estate Investment Trusts (NAREIT) 

Some Caveats about Non-Traded REITs 

• Lack of Liqu idity: N on-traded REITs are 
illiquid investments; they generally cannot be 
sold readily on the open market. If you need 
to sell an asset to raise money quickly, you 
may not be able to do so with shares of a non
traded REIT. Although non-traded REITs 
usually offer share redemption programs, these 
are typically subject to significant limitations 
and may be discontinued at the discretion 
of the company. Investors may have to wait 
to receive a return of their capital until the 
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company decides to engage in a transaction 
such as the listing of the shares on an exchange 
or a liquidation of the company's assets. T he 
timing of these liquidity events is at the 
discretion of the company, and may be more 
than 10 years after the investment is made. 

• Share Value Transparency: While the 
market price of a publicly traded REIT 
is readily accessible, it can be difficult to 
determine the value of a share of a non- traded 
REIT. Because non-traded REITs are not 
traded on an exchange there is no market price 
available. N on-traded REITs typically do not 
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provide an estimate of their value per share 
until 18 months after their offering closes, but 
this may be years after you have made your 
investment. As a result, you may not be able 
to assess the value of your non-traded REIT 
investment for a significant time period and 
may not be able to assess the volatility of your 
investment. 

• Significant Up-Front Fees: Non-traded 
REITs are typically sold by financial advisers. 
Non-traded REITs generally have high upfront 
fees that lower the value of the investment 
by a significant amount. They usually charge 
sales commissions and upfront offering fees of 
approximately nine to 10 percent. Investors 
should understand that a portion of the share 
purchase price represents sales commissions 
and that the amount actually invested in the 
company is reduced by these commissions. 

• Distributions May Be Paid from Offering 
Proceeds and Borrowings: Investors may 
be attracted to non-traded REITs by their 
relatively high dividend yields compared to 
those of publicly traded REITs. However, 
investors should consider the total return of a 
non-traded REIT - capital appreciation plus 
dividends - instead of focusing exclusively 
on the high dividend yield. Unlike publicly 
traded REITs, non-traded REITs frequently 
pay distributions in excess of their funds from 
operations. To do so, they may use offering 
proceeds and borrowings. This practice, which 
is typically not used by publicly traded REITs, 
reduces the value of the shares and reduces 
the cash available to the company to purchase 
additional assets. In considering an investment 
in a non-traded REIT, you should assess the 
extent to which distributions have been paid 
from sources other than funds from operations. 

• Conflicts of Interest: Non-traded REITs 
are typically externally managed-meaning 
the REITs do not have their own employees. 
The external manager may be paid significant 
fees by the REIT for things that may not 
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necessarily be aligned with the interests 
of shareholders, such as fees based on the 
amount of property acquisitions and assets 
under management. In addition, the external 
manager may also manage other companies 
that may compete with the REIT. 

Investing in REITs 

As with any investment, you should take into account 
your own financial situation, consult your financial 
adviser, and perform thorough research before making 
any investment decisions concerning REITs. You can 
review a REIT's disclosure filings, including annual 
and quarterly reports and any offering prospectus at 
sec.gov. You can invest in a publicly traded REIT, 
which is listed on a major stock exchange, by 
purchasing shares through a broker (as you would 
other publicly traded securities). Generally, you can 
purchase the common stock, preferred stock, or debt 
securities of a publicly traded REIT. You can purchase 
shares of a non-traded REIT through a broker that 
has been engaged to participate in the non-traded 
REIT's offering. You can also purchase shares in a 
REIT mutual fund (either an index fund or actively 
managed fund) or REIT exchange-traded fund. 

SpecialTax Considerations 

The shareholders of a REIT are responsible for paying 
taxes on the dividends that they receive and on any 
capital gains associated with their investment in the 
REIT. Dividends paid by REITs generally are treated 
as ordinary income and are not entitled to the reduced 
tax rates on other types of corporate dividends. For 
this reason, some investors prefer to own shares of a 
REIT or REIT fund inside a tax-deferred account 
(such as a retirement account) in order to defer paying 
taxes on the dividends received and any capital gains 
incurred from that REIT until they start withdrawing 
money from the tax-deferred account. Finally, a 
REIT is not a pass-through entity. This means that, 
unlike a partnership, a REIT cannot pass any tax losses 
through to its investors. Consider consulting your tax 
adviser before investing in REITs. 
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Related Information 

SEC Division of Corporation Finance Disclosure 
Guidance:Topic No.3-Staff Observations in 
the Review of Promotional and Sales Material 
Submitted Pursuant to Securities Act Industry 
Guide 5 

SEC Concept Release: Companies Engaged in the 
Business of Acquiring Mortgages and Mortgage
Related Instruments (September 7,2011) 

FINRA Investor Alert: Public Non-Traded 
REITs-Perfi)rm a Careful Review before Investing 

The Office of Investor Education and Advocacy has 
provided this information as a service to investors . It 
is neither a legal interpretation nor a statement of 
SEC policy. If you have questions concerning the 
meaning or application of a particular law or rule, 
please consult with an attorney who specializes in 
securities law. 
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U.S. Securities and Exchange Commissior 

Structured Notes with Principal 
Protection: Note the Terms of 
Your Investment 
The retail market for structured notes with principal 
protection has been growing in recent years. While these 
products often have reassuring names that include some 
variant of "principal protection," "capital guarantee," 
"absolute return," "minimum return" or similar terms, they 
are not risk-free. Any promise to repay some or all of the 
money you invest will depend on the creditworthiness of the 
issuer of the note-meaning you could lose all of your 
money if the issuer of your note goes bankrupt. Also, some 
of these products have conditions to the protection or offer 
only partial protection, so you could lose principal even if the 
issuer does not go bankrupt. And you typically will receive 
principal protection from the issuer only if you hold your 
note until maturity. If you need to cash out your note 
before maturity, you should be aware that this might not be 
possible if no secondary market to sell your note exists and 
the issuer refuses to redeem it. Even where a secondary 
market exists, the note may be quite illiquid and you could 
receive substantially less than your purchase price. 

While structured notes with principal protection have the 
potential to outperform the total interest payment that 
would be paid on typical fixed interest rate bonds, these 
notes also might underperform a typical fixed interest rate 
bond and could earn no return for the entire term of the 
note, even if you hold the note to maturity. Their terms and 
structures also can be more complex than traditional bonds, 



making them more difficult for investors to 
evaluate. Finally, as with structured products generally, 
structured notes with principal protection may have hidden 
or imputed costs that can be relatively high and difficult to 
understand. 

FINRA and the SEC's Office of Investor Education and 
Advocacy are issuing this alert to make investors aware of 
these risks and to help them better understand how 
structured notes with principal protection work. The alert 
includes questions investors should ask when considering 
structured notes with principal protection and provides links 
to helpful resources, including a recent FINRA Regulatory 
N_QJice on these products. In particular, the terms related to 
any protections to or guarantee of your principal require a 
careful review. 

What Are Structured Notes with Principal Protection? 

For the purposes of this alert, the term "structured note with 
principal protection" refers to any structured product that 
combines a bond with a derivative component-and that 
offers a full or partial return of principal at 
maturity. Structured products in general do not represent 
ownership of any portfolio of assets but rather are promises 
to pay made by the product issuers. Structured notes with 
principal protection typically reflect the combination of a 
zero-coupon bond, which pays no interest until the bond 
matures, with an option or other derivative product whose 
payoff is linked to an underlying asset, index or 
benchmark. The underlying asset, index or benchmark can 
vary widely from commonly cited market benchmarks to 
foreign equity indices, currencies, commodities, spreads 
between interest rates or "hybrid" baskets of various asset 
types. For example, a note might be based on the 
performance of an equally weighted basket composed of the 
Russell 2000, an exchange-traded fund tracking a real 
estate index, the Brazilian Real-U.S. Dollar exchange rate 



and the price of copper. These products are designed to 
return some or all principal at a set maturity date-typically 
ranging up to 10 years from issuance. The investor also is 
entitled to participate in a return that is linked to a specified 
change in the value of the underlying asset. 

How Do These Notes Protect My Investment? 

If you hold a structured note with principal protection until 
maturity, you typically will get back at least some-and 
perhaps all-of your initial investment, even if the 
underlying asset, index or benchmark declines. Be aware 
that protection levels may vary. While some products return 
100 percent of principal at maturity, others return as little as 
10 percent. In some cases, the principal protection does not 
apply unless some contingency is met-sometimes called 
"contingent protection"-so it may provide no protection at 
all, even if the sales materials suggest otherwise. 

Also, any guarantee that your principal will be protected
whether in whole or in part-is only as good as the financial 
strength of the company that makes that promise. In other 
words, t he principal guarantee is subject to the 
creditworthiness of the guarantor, which is generally the 
securities firm that structures and issues the note. In the 
event the issuer goes bankrupt, investors who hold these 
notes are considered unsecured creditors and might recover 
little, if anything, of their original investment. This is what 
happened to investors who purchased structured notes with 
principal protection issued by now bankrupt Lehman 
Brothers Holdings. 

How Do Structured Notes with Principal Protection 
Calculate the Return on My Investment? 

Some st ructured notes with principal protection make 
periodic interest payments while others don't. The return on 
your investment-over and above any principal guarantee 



and assuming you hold the note to maturity-will depend on 
a host of factors, including the method the issuer uses to 
calculate gains (or losses) linked to the performance of the 
underlying asset, index or benchmark (the "market-linked" 
returns), the note's participation rate and any minimum 
guaranteed return. 

Market-linked gains (or losses). As with other complex 
financial products, there can be varying and often 
complicated methods of calculating a market-linked gain or 
loss. For example, one product might compare the change in 
an index at two discrete pOints in time, such as the 
beginning and ending dates of the note's term (point-to
point). Another product might look at the index value at 
various pOints during the life of the investment, for example 
at annual anniversaries, and then compare the highest value 
with the value of the index level at the start of the term 
(high water mark). Some products base your return on the 
number of days during the holding period that the 
underlying index stayed above (or below) a pre-specified 
level (accrual)-or within a range of pre-specified levels 
(range). And still others use complex, conditional formulas 
that allow you to participate in some or all of the index's 
gain up to a set level-but significantly limit your return if, at 
any time during the holding period, the index rises above 
that level (shark fin). 

Participation rates. A participation rate determines how 
much of the gain in the underlying asset, index or 
benchmark will be credited to the note. For example, if the 
participation rate is 75 percent, and the asset, index or 
benchmark increases 10 percent, then the return credited to 
your note would be 7.5 percent. 

Minimum guaranteed returns. If a structured note with 
principal protection offers a "minimum guaranteed return," 
be sure to carefully read the prospectus to understand how 
the issuer defines that term. In some instances, the term 



includes not only the principal guarantee but also a fixed 
overall investment return. For example, a note with 100 
percent return of principal at maturity and a 2 percent 
minimum guaranteed return would payout 102 percent of 
your initial investment at maturity, regardless of how the 
underlying asset, index or benchmark performed. In other 
cases, however, an issuer might use the term to refer only 
to the level of principal protection. 

The bottom line for investors is that structured notes with 
principal protection can have complicated pay-out structures 
that can make it hard to accurately assess their risk and 
potential for growth. In addition, depending on how the note 
is structured, the distinct possibility exists that you could tie 
up your principal for upwards of a decade with the possibility 
of no profit on your initial investment. While your principal 
might be returned at maturity, that might be all you get 
back after this lengthy holding period-and, in the 
meantime, inflation could erode your purchasing power. 

The chart below illustrates a hypothetical example of one of 
the more complex pay-out structures, sometimes referred to 
as a "shark fin" pay-out. 
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than 40% at principal maturity date and ultimately 
any time returned fInishes with a gain of 60%; 

during the life note returns 110% of 
of the note principal. 

(regardless of • Index rises 50% prior to the 
where it stands maturity date but ultimately 

at maturity) fInishes with a gain of 35%; 
note returns 110% of 
principal. 

Gains up to The More than · Index rises 35% as of the 
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35% of principal. 



As the shark fin hypothetical above demonstrates, a note 
might be structured in a way that your upside exposure to 
the underlying asset, index or benchmark is limited or 
capped, which is generally a tradeoff for offering the 
principal protection. Although it might seem counterintuitive, 
in the example above, a 40 percent gain in the underlying 
index results in the return of 140 percent of principal 
invested, while a 41 percent gain (achieved at any time) 
would automatically result in the return of only 110 percent 
at maturity. This shows why reading and understanding the 
terms of these notes is so important. 

Can I Get My Money When I Need It? 

Potential lack of liquidity is one of the disadvantages of 
structured notes with principal protection. These products 
tend to be longer-term investments, tying up your money 
for several years. Some issuers might allow investors to 
redeem their notes before maturity under certain 
circumstances, such as expiration of a "lock-up period" (a 
period of time during which you cannot access your funds), 
payment of a redemption fee or both. Other issuers might 
(but are not obligated to) provide a secondary market for 
certain notes. However, depending on demand, the notes 
might trade at significant discounts to their purchase price 
and might not return the full guaranteed amount. In 
addition, the value of the note before maturity might be 
difficult to calculate and can vary depending a wide array of 
factors (including prevailing interest rates and the volatility 
of the underlying asset, index or benchmark). You might 
also have to pay a penalty for early redemption, further 
reducing any return of your principal. 

Be aware of call risk. Call risk refers to the possibility that the 
issuer could call or redeem your note before maturity. This generally 



happens when it is in the issuer's-rather than the investor's-best 
interest to do so, such as when interest rates fall. While the bond's 
principal is repaid early, you might be unable to find a similar 
investment with as attractive a yield. 

Do Structured Notes with Principal Protection Have 
Fees? 

Yes, even if the sales materials suggest otherwise. Virtually 
every investment has either impliCit or explicit fees, whether 
they are described as selling commissions or concessions, 
management fees, structuring fees, early redemption fees or 
by some other term. 

What Other Costs or Tradeoffs Are Involved? 

Depending on their terms and the way they are put 
together, structured notes with principal protection can have 
hidden or imputed costs, which in some cases may be 
relatively high. These stem from the way a product is 
"bundled" or "packaged." At issuance, any given note will 
have an estimated fair value based on its structure. The 
issuer generally raises this value by a spread to arrive at the 
offering price of the product, which captures costs to the 
issuer associated with the note over its life, such as costs of 
hedging, as well as the issuer's profit. The hidden costs of 
purchasing virtually any structured product include the 
possibility that you could have assembled a similar bundle of 
investments on your own at a lower cost-and potentially 
with higher returns. The maximum return of any particular 
structured note with principal protection will typically reflect 
(and account for) the issuer's costs of manufacturing and 
maintaining the note as well as its own profit margin. These 
costs generally are not transparent to investors. 

Other costs of investing in structured notes with principal 
protection include the opportunity cost involved with 
sacrificing a potentially higher yield to obtain some downside 



protection. It is also important to note that the principal 
protection generally relates to nominal principal and does 
not offer inflation protection. And, for any underlying 
investment that would ordinarily pay dividends, structured 
notes, like other equity or index-linked investments, 
typically exclude dividends. 

How Are These Products Taxed? 

In most cases, if you invest in a structured note with 
principal protection, you must pay federal taxes while you 
own the product, even before maturity or during any lock-up 
period and even if you haven't received any cash payments. 
This can occur if the interest on the product's zero-coupon 
bond holdings (resulting from the principal guarantee) is 
considered to be imputed interest for federal income tax 
purposes. You should read the tax consequences description 
in the prospectus and consult your tax advisor to know how 
a particular structured note might be taxed and when you 
must report any income or loss. 

What Questions Should I Ask Before Investing? 

When you evaluate a structured note with principal 
protection, be sure to do your research to find answers to 
the following questions, among others, or ask your 
investment professional: 

· How do I know whether this product is 
appropriate for me given my overall investment 
objectives? 

· What is the level of principal protection offered? 
There is a big difference between 100 percent return of 
principal and 10 percent return, or something in 
between. Know your protection percentage. 

· Are there conditions to the principal 
protection? For example, is the protection contingent 
on the occurrence of specified events? 



· What are the fees and other costs? Products 
offering principal protection can be expensive. You 
should pay particular attention to the fees of any 
product you invest in, including those that offer 
principal protection. Ask your investment professional 
to explain all of the fees and costs associated with the 
investment. 

· How long will my money be tied up? Structured 
notes with principal protection are meant to be held to 
maturity and are often designed for long-term 
investors. If you need your money back early, you 
could pay a significant penalty. Furthermore, any 
downside protection offered might only kick in after a 
long lock-up period-or it might require you to hold the 
note until maturity. 

· Can I sell or liquidate before the maturity date? 
While it is easy to turn many investments into cash, 
liquid markets for some structured products might not 
exist. If you need to sell your structured note with 
principal protection before it matures, you might have 
to do it at a price less than the amount you paid for it, 
or you may not be able to sell it at all. Th is is true even 
if the product has a ticker symbol or has been approved 
for listing on an exchange. 

· Is there a call feature? If so, be sure you understand 
what can trigger the call and when is the earliest the 
investment may be called. You will also want to ask 
your investment professional what might be your game 
plan in the event your note gets called. 

· Are potential gains limited? Some structured notes 
with principal protection may have limits or caps on the 
gains you can earn based on the performance of the 
underlying asset, index or benchmark. 

· What are the tax implications? You might wish to 
consult with a tax advisor to understand the 
consequences of any particular investment, including 
imputed interest and any foreign tax consequences. 



· How does the pay-out structure work? Is it 
possible to lose money, or not have any gain at 
all, even if the underlying asset, index or 
benchmark goes up? Purchasing a structured note 
with principal protection does not guarantee positive 
returns. For example, the underlying asset, index or 
benchmark might not increase in value-or even if it 
does, there may be conditions, which in some cases 
can be counterintuitive, that limit your gains. And, if 
the entity backing the principal protection at maturity 
goes bankrupt, you could lose your entire principal. 

· What unique risks will I take on as a result of 
being exposed to the underlying asset, index or 
benchmark? 

· What is the credit risk of the note? Remember that 
any principal guarantee is subject to the 
creditworthiness of the guarantor, which is generally 
the securities firm that structures and issues the 
note. Be sure to find out as much as you can about the 
financial condition of the issuer and read its disclosures 
as carefully as you would for any other bond 
investment. 

· What other risks are associated with this 
particular product? Be sure you understand how the 
derivative component of the note impacts the pay-out 
structure-and ultimately your return. 

· What other investment choices are available to 
me? Carefully consider what might be a good fit for 
you, and whether there are alternatives to the product 
you are considering. 

Even the simplest sounding products can be pretty complex. 
Always read a product's prospectus or disclosure statement 
carefully. If you can't understand how the product works, 
ask your investment professional for help. If you still can't 
understand the product, you should think twice about 
investing in it. 



U.S. Securities and Exchange Commissio 

Leveraged and Inverse ETFs: 
Specialized Products w it h Extra 
Risks for Buy-and-Hold 
Investors 
The SEC staff and FINRA are issuing this Alert because we 
believe individual investors may be confused about the 
performance objectives of leveraged and inverse exchange
traded funds (ETFs). Leveraged and inverse ETFs typically 
are designed to achieve their stated performance objectives 
on a daily basis. Some investors might invest in these ETFs 
with the expectation that the ETFs may meet their stated 
daily performance objectives over the long term as well. 
Investors should be aware that performance of these ETFs 
over a period longer than one day can differ significantly 
from their stated daily performance objectives. 

What Are Exchange-Traded Funds? 

ETFs are typically registered investment companies whose 
shares represent an interest in a portfolio of securities that 
track an underlying benchmark or index. (Some ETFs that 
invest in commodities, currencies, or commodity- or 
currency-based instruments are not registered as 
investment companies.) Unlike traditional mutual funds, 
shares of ETFs typically trade throughout the day on a 
securities exchange at prices established by the market. 

ETFs have evolved over the years, becoming more complex. 
Investors considering ETFs should evaluate each investment 
closely and not assume all ETFs are alike. In the last few 
years, a number of leveraged and inverse ETFs have been 



introduced to the market that are very different from the 
traditional variety of ETFs. 

What are Leveraged and Inverse ETFs? 

Leveraged ETFs seek to deliver multiples of the performance 
of the index or benchmark they track. Inverse ETFs (also 
called "short" funds) seek to deliver the opposite of the 
performance of the index or benchmark they track. Like 
traditional ETFs, some leveraged and inverse ETFs track 
broad indices, some are sector-specific, and others are 
linked to commodities, currencies, or some other 
benchmark. Inverse ETFs often are marketed as a way for 
investors to profit from, or at least hedge their exposure to, 
downward moving markets. 

Leveraged inverse ETFs (also known as "ultra short" funds) 
seek to achieve a return that is a multiple of the inverse 
performance of the underlying index. An inverse ETF that 
tracks a particular index, for example, seeks to deliver the 
inverse of the performance of that index, while a 2x (two 
times) leveraged inverse ETF seeks to deliver double the 
opposite of that index's performance. To accomplish their 
objectives, leveraged and inverse ETFs pursue a range of 
investment strategies through the use of swaps, futures 
contracts, and other derivative instruments. 

Most leveraged and inverse ETFs "reset" daily, meaning that 
they are designed to achieve their stated objectives on a 
daily basis. Their performance over longer periods of time -
over weeks or months or years -- can differ significantly 
from the performance (or inverse of the performance) of 
their underlying index or benchmark during the same period 
of time. This effect can be magnified in volatile markets. As 
the examples below demonstrate, an ETF that is set up to 
deliver twice the performance of a benchmark from the close 
of trading on Day 1 to the close of trading on Day 2 will not 
necessarily achieve that goal over weeks, months, or years. 



Real-Life Examples 

The following two real-life examples illustrate how returns 
on a leveraged or inverse ETF over longer periods can differ 
significantly from the performance (or inverse of the 
performance) of their underlying index or benchmark during 
the same period of time. 

• Between December 1, 2008, and April 30, 2009, a 
particular index gained 2 percent. However, a 
leveraged ETF seeking to deliver twice that index's daily 
return fell by 6 percent-and an inverse ETF seeking to 
deliver twice the inverse of the index's daily return fell 
by 25 percent. 

• During that same period, an ETF seeking to deliver 
three times the daily return of a different index fell 53 
percent, while the underlying index actually gained 
around 8 percent. An ETF seeking to deliver three times 
the inverse of the index's daily return declined by 90 
percent over the same period. 

How can this apparent breakdown between longer term 
index returns and ETF returns happen? Here's a hypothetical 
example: let's say that on Day 1, an index starts with a 
value of 100 and a leveraged ETF that seeks to double the 
return of the index starts at $100. If the index drops by 10 
points on Day 1, it has a 10 percent loss and a resulting 
value of 90. Assuming it achieved its stated objective, the 
leveraged ETF would therefore drop 20 percent on that day 
and have an ending value of $80. On Day 2, if the index 
rises 10 percent, the index value increases to 99. For the 
ETF, its value for Day 2 would rise by 20 percent, which 
means the ETF would have a value of $96. On both days, 
the leveraged ETF did exactly what it was supposed to do -
it produced daily returns that were two times the daily index 
returns. But let's look at the results over the 2 day period: 
the index lost 1 percent (it fell from 100 to 99) while the 2x 
leveraged ETF lost 4 percent (it fell from $100 to $96). That 



means that over the two day period, the ETF's negative 
returns were 4 times as much as the two-day return of the 
index instead of 2 times the return. 

Things to Consider Before Investing 

The best form of investor protection is to clearly understand 
leveraged or inverse ETFs before investing in them. No 
matter how you initially hear about them, it's important to 
read the prospectus, which provides detailed information 
related to the ETFs' investment objectives, principal 
investment strategies, risks, and costs. The SEC's EDGAR 
system, as well as search engines, can help you locate a 
specific ETF prospectus. You can also find the prospectuses 
on the websites of the financial firms that issue a given ETF, 
as well as through your broker. 

You should also consider seeking the advice of an 
investment professional. Be sure to work with someone who 
understands your investment objectives and tolerance for 
risk. Your investment professional should understand these 
complex products, be able to explain whether or how they fit 
with your objectives, and be willing to monitor your 
investment. Before investing in these instruments, ask: 

· How does the ETF achieve its stated objectives? 
And what are the risks? Ask about-and be sure you 
understand-the techniques the ETF uses to achieve its 
goals. For example, engaging in short sales and using 
swaps, futures contracts, and other derivatives can 
expose the ETF-and by extension ETF investors-to a 
host of risks. 

· What happens if I hold longer than one trading 
day? While there may be trading and hedging 
strategies that justify holding these investments longer 
than a day, buy-and-hold investors with an 



intermediate or long-term time horizon should carefully 
consider whether these ETFs are appropriate for their 
portfolio. As discussed above, because leveraged and 
inverse ETFs reset each day, their performance can 
quickly diverge from the performance of the underlying 
index or benchmark. In other words, it is possible that 
you could suffer significant losses even if the long-term 
performance of the index showed a gain. 

· Is there a risk that an ETF will not meet its stated 
daily objective? There is always a risk that not every 
leveraged or inverse ETF will meet its stated objective 
on any given trading day. Be sure you understand the 
impact an investment in the ETF could have on the 
performance of your portfolio, taking into consideration 
your goals and your tolerance for risk. 

· What are the costs? Leveraged or inverse ETFs may 
be more costly than traditional ETFs. Use FINRA's Fund 
Analyzer to estimate the impact of fees and expenses 
on your investment. The SEC's Mutual Fund Cost 
Ca lculator can also help you estimate and compare 
costs of owning mutual funds. 

· What are the tax consequences? Leveraged or 
inverse ETFs may be less tax-efficient than traditional 
ETFs, in part because daily resets can cause the ETF to 
realize significant short-term capital gains that may not 
be offset by a loss. Be sure to check with your tax 
advisor about the consequences of investing in a 
leveraged or inverse ETF. 



As with all investments, it pays to do your own homework. 
Only invest if you are confident the product can help you 
meet your investment objectives and you are knowledgeable 
and comfortable with the risks associated with these 
specialized ETFs. 



INVESTOR BULLETIN 

Hedge Funds 

?he SEC's Office of Investor Education and Advocacy 
is issuing this Investor Bulletin to educate individual 
investors about hedge fonds. 

What are hedge funds? 
Hedge funds pool investors' money and invest the 

money in an effort to make a positive return. Hedge 

funds typically have more flexible investment strategies 
than, for example, mutual funds. Many hedge funds 

seek to ptofit in all kinds of markets by using leverage 
(in other words, borrowing to increase investment 

exposure as well as risk), short-selling and other 

speculative investment practices that are not often 

used by mutual funds. 

You generally must be an accredited investor. which 
means having a minimum level of income or assets, 
to invest in hedge funds. Typical investors include 
institutional investors, such as pension funds and 
insurance companies, and wealthy individuals. Hedge 
funds are not subject to some of the regulations that are 

designed to protect investors. Depending on the amount 
of assets in the hedge funds advised by a manager, some 
hedge fund managers may not be required to register 
or to file public reports with the SEC. Hedge funds, 
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however, are subject to the same prohibitions against 

&aud as are other market participants, and their managers 

owe a fiduciary duty to the funds that they manage. 

What information should I seek if I am 
considering investing in a hedge fund? 

• Read a fund's offering memorandum and 
related materials. The hedge fund's offering 

documents and agreements contain important 

information about investing in the fund, including 

the investment strategies of the fund, whether the 

fund is based in the United States or abroad, the risks 

of the investment, fees earned by the hedge fund 

manager, expenses charged to the hedge fund and the 

hedge fund manager's potential conflicts of interest. 

It is important that you read all the documents before 

making your decision to invest in a hedge fund. You 
should consider consulting an independent financial 
advisor before investing in a hedge fund. 

• Understand the fund's investment strategy. 
There are a wide variety of hedge funds with many 

different investment strategies. Some hedge funds 
will be diversified among many strategies, managers 
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and investments, while others may take highly 

concentrated positions or may only use a single 

strategy. Make sure you understand the level of risk 

involved in the fund's investment strategies and 

ensure that they are suitable to your personal 

investing goals, time horizons and risk tolerance. 

As with any investment, generally the higher the 

potential returns, the higher the risks you must 

assume. 

• Determine if the fund is using leverage or 
other speculative investment techniques. 
Leverage is the use of borrowed money to make an 

investment. A hedge fund using leverage will typically 

invest both the investors' capital and the borrowed 

money to make investments in an effort to increase 

the potential returns of the fund. The use ofleverage 

will magnify both the potential gain and the potential 

loss from an investment. The use of leverage can 

turn an otherwise conservative investment into an 

extremely risky investment. A hedge fund may also 

invest in derivatives (such as options and futures) and 

use short-selling (selling a security it does not own) to 

increase its potential returns, which could likewise 

increase the potential gain or loss from an investment. 

• Evaluate potential conflicts of interest 
disclosed by hedge fund managers. For 

example, if your investment adviser recommends 

that you invest in a fund that the adviser manages, 

there may be a conflict of interest because your 

adviser may earn higher fees from your investments 

in the hedge fund than the adviser might earn from 

other potential investments. 

• Understand how a fund's assets are valued. 
Hedge funds may invest in highly illiquid securities 

that may be difficult to value. Moreover, many 

hedge funds give themselves significant discretion in 
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valuing illiquid securities. You should understand 

a fund's valuation process and know the extent to 

which a fund's securities are valued by independent 

sources. Valuations of fund assets will affect the fees 

that the manager charges. 

• Understand how a fund's performance is 
determined. Hedge funds do not need to follow any 

standard methodology when calculating performance, 

and they may invest in securities that are relatively 

illiquid and difficult to value. By contrast, federal 

securities laws dictate how mutual funds can advertise 

their performance by requiring specific ways to 

calculate current yield, tax equivalent yield, average 

annual total return and after-tax return, as well as 

having detailed requirements for the types of disclosure 

that must accompany any performance data. If you are 

provided with performance data for the hedge fund, ask 

whether it reflects cash or assets actually received by the 

fund as opposed to the manager's estimate of the change 

in value of fund assets and whether the data includes 

deductions for fees. 

• Understand any limitations on your right to 
redeem your shares. Unlike mutual funds where 

you can elect to sell your shares on any given day, hedge 

funds typically limit opportunities to redeem, or cash 

in, your shares (e.g., monthly, quarterly or annually), 

and often impose a "lock-up" period of one year or 

more, during which you cannot cash in your shares. 

In the time it takes for you to redeem your shares, 

their value could diminish and you will not have use 

of the money invested in those shares. Furthermore, 

hedge funds may charge you a redemption fee before 

you are allowed to cash in your shares. Hedge funds 

may also have authority to suspend redemptions 

under certain circumstances, including in times of 

market distress or when their investments are not 

able to be quickly or easily liquidated. 
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• Research the backgrounds of hedge fund 
managers. Before entrusting your money to anyone, 

research their background and qualifications. Make 

sure hedge fund managers are qualified to manage 

your money, and find out whether they have a 

disciplinary history within the securities industry. 

If the manager is registered with the SEC, you can 

get this information (and more) by reviewing the 

manager's Form ADY. Form ADV is the uniform 

form used by investment advisers to register with both 

the SEC and state securities regulators. You can search 

for and view a firm's Form ADV using the SEC's 

Investment Adviser Public Disclosure (IAPQ} website. 

You also can get copies of Form ADV for individual 

advisers and firms from the investment adviser, the 

SEC's Public Reference Room or the state securities 

regulatD..Lwhere the adviser's principal place of business 

is located. If you don't find the investment adviser firm 

in the SEC's IAPD database, be sure to call your state 

securities regulator or search FINRA's BrokerCheck: 

database for any information they may have. 

Disciplinary history. In a recent action, 

SECI!,.JiBLFinancial ServicesJnc. , the SEC 
alleged that a hedge fund manager failed to 

disclose to his advisory clients that the State 

of Illinois had barred him from acting as an 

investment adviser. 

What questions should I ask the hedge 
fund manager before investing? 

• Ask about fees and expenses. Fees and expenses 

affect your return on investment. Hedge funds 

typically charge an annual asset management fee 

of 1 percent to 2 percent of assets as well as a 

"performance fee" of 20 percent of a hedge fund's 
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profit. These fees are typically higher than the fees 

charged by a mutual fund. A performance fee could 

motivate a hedge fund manager to take greater risks 

in the hope of generating a larger return. 

Excessive fees. In GEl Financial Services, the 

SEC also alleged that the hedge fund manager 

withdrew excessive fees from the hedge fund 

he managed. The amounts withdrawn allegedly 

were based on fee calculations that substantially 

differed from what the manager initially told 

investors about how the fees were to be calculated. 

Tip. A fund of hedge funds is an investment 

company that invests in hedge funds-rather than 

investing in individual securities. Funds of hedge 

funds typically charge a fee for managing your 

assets, and some may also include a performance 

fee based on profits. These fees are charged in 

addition to any fees paid to the underlying hedge 

funds and, therefore, you will be paying two layers 

of fees. You may wish to read FINRA's investor 

;l,l~n, which describes some of the costs and risks 

of investing in funds of hedge funds. 

• Ask about how a fund's assets are safe 
guarded. A hedge fund's manager generally has 

authority to access and transfer the fund's assets. 

This authority can potentially be misused. To guard 

against this, many hedge funds undergo an annual 

financial audit by an independent auditor that 

includes verification of the existence of the fund 

assets. You should inquire about where a fund's 

assets are held (e.g., whether they are held in custodial 

accounts at a reputable bank or broker) and whether 

an independent third party confirms or otherwise 
verifies the existence of the fund's assets. 
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Manager malfeasance. In a recent action, 

11'Hh~MatLer oLGm,YimJJ.1J!ifg, the SEC's 
Enforcement Division alleged that, unbeknownst 

to investors, a hedge fund manager over the 

course of several years invested the majority of 
a fund's assets into a private business owned by 

the manager's affiliated company. The fund was 

marketed as being invested primarily in public 

equity securities with the aim of constructing a 
"diversified portfolio" and employing "controlled 

risk diversification." The manager allegedly 

failed to inform investors of this substantial 

investment in a private business or the conflict of 

interest resulting from the manager's substantial 

personal investments in the business. The 

business ultimately filed for banki-uptcy, and a 

distribution to the fund to recover its investment 

in the business is uncertain and could be very 

small. Audited financial statements that were 

months late in being prepared and delivered to 

investors, if delivered at all, allegedly failed to 
timely alert investors to the investment. 

In another recent action, SEC v. Lion C..4j2ital 
M4:tI4:gm:LeJJ1 .. L.LC, the SEC alleged that a 
manager used his hedge fund as a ruse to 

misappropriate over $550,000 from a retired 

schoolteacher. The schoolteacher considered 

the manager a close family friend and believed 
him to be a successful money manager. Instead 

of investing as he represented, the manager 

allegedly used the funds for personal and office 

expenses, including his residential mortgage, 
office rent and staff salaries. The manager 

allegedly provided false account statements to 
the schoolteacher reflecting nonexistent gains 

on her investment. 
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• Ask about others that perform services for 
the fund. A hedge fund typically has third parties 

who provide various services to the fund, including a 
prime broker, an administrator, an outside accountant 

that audits the fund's financial statements, and possibly 

a valuation agent. You should consider contacting 

these third party service providers to check the 

accuracy of information provided to you by the 

hedge fund and its manager. 

• Don't be afraid to ask questions. You are 

entrusting your money to someone else. You should 

know where your money is going, who is managing 

it, how it is being invested, how you can get it back, 

what protections apply to your investment and what 

your rights are as an investor. 

What protections do I have if I purchase a hedge fund? 

Hedge fund investors do not receive all of the federal 

and state law protections that commonly apply to 

most mutual funds. For example, hedge funds are 

not required to provide the same level of disclosure 
as you would receive from mutual funds. Without 

the disclosure that the securities laws require for most 
mutual funds, it can be more difficult to fully evaluate 

the terms of an investment in a hedge fund. It may also 

be difficult to verify representations you receive from 

a hedge fund. 

The SEC can take action against a hedge fund or a 
manager that defrauds investors, and the SEC has 

brought a number of fraud cases involving hedge funds. 

For example, a number of these cases involved hedge 

fund managers misrepresenting their experience and 
the fund's track record. Other cases involved "Ponzi 

schemes," where returns to existing investors were paid 
with funds contributed by new investors. In some of the 
cases the SEC has brought, the hedge funds sent phony 

account statements to investors to cover up the fact that 
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their money had been stolen. That's why it is extremely 

important to thotoughly check out every aspect of any 

hedge fund you might consider as an investment. 

Ponzi schemes. In a recent action, SEC v. 
Tawed, the SEC alleged that a hedge fund 
manager operated a long-running, $37 million 

Ponzi scheme. Instead of investing in securities 

as he represented to investors, the manager 

allegedly used most of his investors' money to 
pay back old investors, to pay himself, to travel 

and to create an illusion of achievement by 

hiring professionals and educated personnel. 

The manager allegedly hid the Ponzi scheme 
by creating fake, illiquid investments. With 

increasing redemption requests, the manager and 
others he hired manufactured a sham buyout of 

the funds to make investors think their hedge 

fund interests would soon be redeemed. 

In another recent action, S.EC v. Alleftft, the 
SEC alleged that a hedge fund manager caused 

investor losses of $17 million as he engaged 
in a Ponzi scheme to cover-up losses from his 

undisclosed trading. The manager created a 
fund of hedge funds-a hedge fund that would 

be invested in other hedge funds. Instead of 
investing in other hedge funds, the manager 

allegedly engaged in active securities trading and 
incurred substantial losses. To satisfY redemption 

requests and conceal losses, the manager created 
two additional funds and allegedly siphoned 

investors' money from these funds to satisfY 
redemptions on the first fund. 
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Where can I go for help? 

If you have a question or concern about an investment, 

or you think you have encountered fraud, please 

contact the SEC, FINRA or your state securities 

regulator to report the fraud and to get assistance. 

U.S. Securiries and Exchange Commission 

Office ofInvestor Education and Advocacy 

100 F Street, NE 

Washington, D.C. 20549-0213 

Telephone: (800) 732-0330 

Fax: (202) 772-9295 

Fin4l.1~i;!.LIndJJ~n:.rJ\t~g!Jlatory AuthQIityJEINRAl 
FINRA Complaints and Tips 

9509 Key West Avenue 
Rockville, Maryland 20850 

Telephone: (301) 590-6500 

Fax: (866) 397-3290 

HQJth .hmgic!!'1.1S~~1JIiIL~~Admjnisn;!tQIS . 
AS~Q~l;!Jj~;m (NASM) 

750 First Street, NE 
Suite 1140 

Washington, D.C. 20002 

Telephone: (202) 737-0900 

Fax: (202) 783-3571 
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Additional Information 

For information about accredited investors, visit 
www.sec.gov/answers/accred.htm. 

For our Inv~tm~nLAdyi~~LP..!Jblir;..J2isJ;lQ_sur~_ 
(IAPD) website, visit www.adviserinfo.sec.gov. 

For FINRA's Ilmkf:ICh.~_d~ resource, visit Y':/JYW, 

fintC!,QxganY~gQt§jT QQJsC;:l,l~JJlatorsjBIQ~Ji:h~_~kL . 

To determine the contact information for your state 

s~_cUti!i~uegJJl!!IQI, visit Y\'.YVW,Jl<!sflil-.!Qrg/..!!bQUJ::::1.lsl. 
r;..Qm.S!r;!.:::\'l~1 co n t~lCj.:::~Q!Jt;.:::r.~g1.l1<!IQrL . 

For FINRA's investor alert regarding hedge funds, 

visit ~-.!Ji!ttil~_Qxgllny'c:::gQ!:sLProt~ctYQJJr.§_c:::.1fL 

Inv~tQJAler~LMlJtl,t<!lEmJd§/P006928. 

For the SEC's press releases regarding the recent 
actions brought against hedge fund managers, visit 

WYfl{.~_~r;_,gQY!f!~'!{~Ip-It;~~jZQ1212QJ2-=12~b UTI, 

~.~.f:~gQYLnew:~Lp-J~~§aQ12aQ_U~_2Q{iJ:nm and 
www.sec.gov/litigation/litreleases/2012/1r22487.htm. 

For more information about 1?QmL~~h~m~s, visit 
'!{YVW,s~r;-.!gQyl~m,!{C:::J~j-PQn:?i,h.1m. 

For our Avoiding Fraud resource, visit www. 
investQr.gQybnvest;ing~J2!!§!cs/avQiding:::fralJ.d . 

For additional investor educational information, 
see the SEC's website for individual investors, 
Y!Y'£YY..jny~gQr,gQY. 

The Office of Investor Education and Advocacy has provided this information as a service to investors. 

It is neither a legal interpretation nor a statement of SEC policy. If you have questions concerning the 

meaning or application of a particular law or rule, please consult with an attorney who specializes in 

securities law. 

~\)~ 
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INVESTOR ALERT 

Private Oil and Gas Offerings 

The SEC's Office of Investor Education and Advocacy is 
issuing this alert to educate individual investors about 
certain risks and possible fraudulent activity involving 
private offerings of securities for oil and gas ventures. 

The number of fraud cases related to private securities 
offerings for oil and gas ventures has increased over the 

last few years. From few in 2005 and 2006, the number 

of SEC cases has averaged more than 20 per year since. 

State securities regulators have experienced a similar 
increase in cases over the past five years. All investing 

involves varying degrees of risk. Investing in private 

offerings, however, carries unique risks, and private 
oil and gas offerings have additional risks to consider. 

What should I do first? 
If you are asked to invest in a private oil and gas offering, 
you should first consider and investigate who exactly is 

asking you to invest and think carefully about whether 

the investment is appropriate for you. 

Is the person recommending the investment registered? 

Most people offering you securities must be registered 
as a broker with the SEC and must be a member 
of the Financial Industry Regulatory Authority, or 
FINRA. You can find out if someone is registered and 

obtain information about a registered broker by visiting 
FINRA's BrokerCheck website or calling FINRA's 
BrokerCheck hotline at (800) 289-9999. If you are 
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working with a registered investment adviser, you may 

be able to obtain information about the adviser by 

visiting the SEC's Investment Adviser Public Disclosure 

{IAPDl website. You can also check with your state 

securities regulator regarding the person soliciting your 

investment. 

wnat if I'm not working with a registered broker or 

investment adviser? If someone who is not registered 

solicits your investment, that person may be violating the 
law. One exception from broker registration is available 

to employees of the company offering the securities and 

who engage in strictly limited sales activities. If you 

aren't consulting a registered broker or adviser, you should 

consider doing so. A registered broker or adviser that is 

familiar with the oil and gas industry and not connected 

to the offering can help you analyze the investment. 
Most importantly, working with a registered broker or 

investment adviser affords you certain legal protections. 

Even if you are working with a registered broker 
or adviser, it is not a seal of approval Oil and 

gas offerings present many investment risks, and 
working with a registered individual is not a guarantee 
that the offering is a sound investment. Ask about 

any prior history of selling oil and gas offerings and 
if those offerings failed, the vetting or due diligence 
process for such offerings, and the risks of the 

particular investment you are considering. 
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Be particularly cautious if the broker or adviser 
has a relationship with the promoter of the 
venture, or otherwise has a personal stake in the 
transaction. A promoter is the person promoting 
the offering and is usually the founder of the 
venture. Ask about any current or prior relationship 
with the promoter, the extent of their business 
together, and any personal incentive in the offering. 
These or similar questions should help alert you to 
any potential conflicts and biases that may exist in 
recommending the particular offering to you. 

Ask for the ((due diligence report. " A registered broker 
that recommends a private oil and gas offering must 
independently review the investment. The broker may 
not just rely on the oil and gas promoter for information. 
Instead, the broker must check the statements and 
claims about the investment. To know what due diligence 
your broker performed, ask for a copy of his "due 
diligence report." This report should outline how the 
broker evaluated the venture's prospects and claims. 
However, the broker's investigation is not infallible. 
See the discussion regarding SEC v. Provident Royalties. 
LLC below. 

Consider whether the investment is appropriate for 
you. Private securities offerings are generally limited 
by law to certain institutional and high net worth 
investors. This limitation exists because of the greater 
risks involved in private offerings as compared to, for 
example, investing in publicly traded stock. Private 
offerings-including private oil and gas offerings
may involve a high degree of risk. You should be 
aware that you could lose your entire investment. 
They also typically have less liquidity, which means 
you might have to hold your investment indefinitely. 
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What could possibly go wrong? 
The oil and gas industry is often in the news. Because 
of this, some people have used the appeal of "striking 
it rich" with a gushing well as a basis for fraudulent 
schemes. The SEC and the states have brought a 
number of cases involving "great opportunities" that 
turned out to be scams. Investors lost some or all of 
their investments. Many scams shared the same themes. 

Investing to support driOing and completion operations. 
The SEC has investigated many oil and gas offerings 
that claimed they were about to strike oil or gas and 
they just needed some investment to pay for drilling 
and completion. The promoter often doesn't tell you, 
however, that he owns the drilling company or plans to 
hire a driller at far less than what he's told you the 
drilling costs will be while pocketing the difference. 
The promoter makes money from you even if the 
well comes up dry. 

In SlJ..CJ!,liartm.t:!Ll.b~QrJ..er_.RQ~~, the SEC charged 
the promoters in an oil and gas venture with 
soliciting investors' funds to finish drilling while not 
mentioning that their own geologists said not to 
go ahead. The SEC alleged the promoters collected 
over $10 million from 300 investors nationwide. 

Undisclosed use of proceeds. In several cases, the 
SEC alleged misrepresentations about what the invested 
funds were going to be used for. Misrepresentations 
and omissions about uses of investors' monies included 
(i) paying big sales fees to brokers, (ii) the nature and 
size of compensation to the promoter and employees 
of the venture, (iii) operating and other expenses for 
unrelated businesses and (iv) using the money to pay 
for personal items. 

www.investor.gov 



To illustrate, in SEC v. WeI!c.Q.Jil1rrgyJ,L(;, the 
SEC alleged the promoters misrepresented that 

investors' funds would be used for oil and gas 
wells when, in fact, 58% of money raised went 

to pay sales fees as well as the promoter's personal 

mortgage and child support. In SEC v. Petroleum 
Unlimited,. LLC, the SEC alleged misrepresentations 

were made about the use of investor funds, since 

only $534,000 of the $2.9 million raised from 
investors was used for oil drilling. In addition to 

failing to mention that sales fees equaling 49% and 

74% of the investments would be paid, the SEC 

alleged investor funds also were used to pay the 
promoter directly and through related companies, 

like the drilling company. The individuals selling 
the offerings in both these cases were not registered 
with the SEC 

In another case, SEC v. Provident Royalties. LLC, 
Provident raised $485 million through various 

offerings from at least 7,700 investors nationwide 

promising high returns and misrepresenting how 
investor funds would be used. Investors were told 

that 86% of their funds would be for oil and gas 

investments. The SEC alleged that, instead and 

undisclosed to investors, a portion of the investor 

funds was used to pay dividends and returns of 
capital to earlier Provident investors. Retail brokers 

sold the Provident offerings to retail investors 

nationwide. A number of these brokers have since 

been sanctioned by FINRA for selling the offerings 
without having a reasonable basis for recommending 
the securities. 
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OverinflAted or misrepresented prospects and claims. 

One common thread among all fraudulent schemes, 

including those related to oil and gas, are claims that 

they are about to strike it rich, or that it is likely or even 

guaranteed that the returns will be too good to pass up. 

When you hear this sales pitch, you should be very 
skeptical about high returns with little risk that are 

just around the corner. Higher returns typicaOy mean 

higher risks of loss. 

In HtlLtmJJLLh.fflri.c!.rJ!.JlI(', the SEC alleged that 
the promoters told investors that oil and gas 

production was about to start when many of the 

wells were actually marginal or even dry. They 

misrepresented the "success" of prior wells to raise 

funds for new wells and touted the "low-risk" 

opportunity as "once-in-a-lifetime." 

In Petroleum Unlimited, the SEC alleged that 

investors were told without any reasonable basis 

that they could expect returns of 14% to 141 % a 

year. Rather, 81 % of the money raised was used 

to pay for expenses other than oil drilling, including 

huge sales fees. 

In 5.EC v. HJJt!2!1, the SEC alleged that the 
promoter raised $3.3 million from about 176 

investors nationwide in several offerings by falsely 

portraying the success or prospects of various 

wells and the expected returns for investors. 
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. Common red flags: 

• Sales pitches referring to recent news events 
like high oil or gas prices. 

• "Can't miss" wells and "guaranteed" returns, 
including claims that major oil and gas 
companies are drilling nearby. 

• Abnormally high rates of return. 

• Unsolicited materials. 

• Sales tactics that pressure you to decide, like 
"limited" or "once-in-a-lifetime" opportunity. 

• Sales pitches touting new technology, especially 
if it relates to getting higher production out 
of low-producing wells (sometimes called 
"stripper" wells). 

• Salesperson claims to be an investor. 

• Being asked to sign documents acknowledging 
that the securities laws do not apply to the 
investment. 

See our Investor Alert detailing common red flags 
in oil and gas scams for more information. 

What should I ask? 
Analyzing an oil and gas investment may involve highly 
technical matters, such as geological findings and new 
drilling technologies, making it difficult for many 
individual investors to fully understand. Also, the only 
information that you have may be coming from the 
promoter. You may receive a private placement memo
randum detailing the venture's management, its drilling 
prospects and plans, the terms of the venture and invest
ment, and basic financial statements for the usually new 
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venture. As a start, if you aren't given anything in 
writing, then you should be very skeptical . 

You should ask questions until you are satisfied with 
the answers. Don't just accept promises of low risk for 

high returns. Remember, it is your money and you 
shouldn't let anyone pressure you into purchasing an 
investment that you don't understand. Here are some 
things to ask about and consider if you're thinking 
about investing in an oil and gas venture: 

• Use of proceeds. What is my money going to be used for? 
Can you estimate how much of the money you raise wiD 
be used for each of your needs, such as driDing operations, 
administrative overhead and broker sales fees? Ifsales fees 
wiD be paid, how are those fees calculated? It is reasonable 
to expect the company raising the money to have plans 
for it, particularly if the persons involved have prior 

industry experience. Otherwise, why are they raising 
that specific offering amount? If broker sales fees are 
being paid, you should know that registered btokers are 
subject to rules and regulations including the amount 
of sales fees they can charge. 

• Related parties. Are you hiring another company to drill 
or do any other work? Is there any relationship between 
these companies and the promoters and principals in the 
venture? How much is the promoter going to make even if 
we driD a dry hole? Remember that the persons involved 
in the offering can do quite well for themselves when 
the investment funds are used, for example, to pay 
themselves or to hire a company they own to do the 
drilling. They get paid even if the well is dry. Remem
ber too that a promoter who makes his money on the 
front-end of a deal-that is, from selling the invest
ment to you and benefiting from the proceeds-rather 
than on the fortunes of the venture-namely the actual 
production from the well--does not have the same 

interest as investors like you whose only hope to gain 

is from a successful well. You should be wary of any oil 

and gas investment where the promoter's interests are 

not aligned with yours. 
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• Prior experience. What is your track record in the 

oil and gas industry? Have you had experience with 

this particular well location? In some cases brought 
by the SEC involving oil and gas offerings, the 
promoters have claimed extensive prior experience 
and success in the industry. These claims were made 
to stop investors like you from asking questions. 
Instead, you should try to independently verify any 
claims. Ask for references. 

In SEC v,};unray Oil Co., the SEC alleged 
that the promoter touted Sunray's "50 years of 
experience," but he left out the fact that the 
company was formed much more recently and 
his previous company went bankrupt. 

• Well history. Is there a prior history of drilling where 

you are drilling? Ifsomeone drilled there before, how 

much did they get out and what makes you think you 

can get any more out? If the area proved dry before or 

has not been drilled, why do you think there's some

thing there? A lot of new oil and gas is found in the 
United States today because of improved ways of 
drilling, such as hydraulic fracturing Ci. e., fracking) 
and horizontal drilling. These improvements often 
require specialized expertise and may cost a lot. 

In Hilton , the SEC alleged the promoter falsely 
told potential investors that Exxon Mobil had 
previously drilled in and abandoned the oil field 
because it lacked the technology to explOit it, 
but the venture now had the necessary technology 
to extract oil from it. 

Investor Assistance (800) 732-0330 
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• Third-party report. Did you get a third-party 

engineering report for the site? Can I see the report? 

Some operators may employ the expertise of 
independent third-party engineers and geologists 
to decide whether it makes sense to drill in an area. 
If the promoter says there is a report, but doesn't 
allow you to see it, you may want to consider it 
a red flag. You should also consider whether the 
engineer or geologist is truly independent. Promoters 
sometimes use reports prepared by the same engineers 
that sold them the project or by engineers they 
employ or use repeatedly. 

• Reserves. If the offering materials discuss reserves, 

what types of reserves are being estimated? Who 

determined these reserve estimates? Were they audited 

or reviewed by an independent third party? Can you 

review the audit? The use of terms such as "reserves" 
makes it sound like a sure thing. However, reserves 
in the oil and gas industry are not so certain and 

I n b" d" " bbl " can vary a ot. l\..eserves can e prove , pro a e 
or "possible." Proved reserves are relatively certain. 
Probable and possible reserves can mean, in short, 
a 50% to 10% chance of extracting the estimated 
amount. Though not required, some oil and gas 
ventures do have their reserve estimates audited. 

Keep in mind that if the investment opportunity 
is an outright fraud, the written materials may 
look legitimate and every question you have 
about the opportunity may be answered to your 
satisfaction, but that doesn't make any of it true. 
It is important to conduct your own independent 

research. One good way to do that may be to 

engage an investment professional specializing 

in oil and gas. 

www.investor.gov 



Where can I go for help? 
If you have a question or concern about an investment, 

or you think you have encountered &aud, please contact 

the SEC, FINRA or your state securities regulator to 

report the fraud and to get assistance. 

1L.s! _S~~YtiIi.e:;.L~JldJ~:Xch~JJ~_CQm.mi~~jQJJ 
Office of Investor Education and Advocacy 

100 F Street, NE 

Washington, D.C. 20549-0213 
(800) 732-0330 
www.sec.gov 

www.investor.gov 

aIJand~LInd u~Iry_ Re:;g!ll;!'19.Jy-AmhQJity_(EINM) 
FINRA Complaints and Tips 

9509 Key West Avenue 

Rockville, Maryland 20850 
(301) 590-6500 
www.fl.nra.org/Investorsl 

North AmericaI.l.sec]JIiti~~Admi!listratQ~_&so~hlJ1Q!L 
(NASAA) 

750 First Street, NE 

Suite 1140 
Washington, D.C. 20002 
(202) 737-0900 
www.nasaa.org 

If you want to investigate a venture's operations and 

wells, you can check with the oil and gas regulatory 

agency in the state where the venture undertakes its 

operations. Following is contact information for certain 

state regulatory agencies. 

Investor Assistance (800) 732-0330 
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California Department of Conservation 

Division of Oil, Gas & Geothermal Resources 

801 K Street, MS 18-00 
Sacramento, California 95814 
(916) 445-9686 
~GQme:;.LyatiQ!1&ChgQyLdQg!£;!gesl1nde:;~.!.!!~j2~ 

Kansas Corporation Commission 

Oil and Gas Conservation Division 

Finney State Office Building 
130 S. Market, Room 2078 
Wichita, Kansas 67202 
(316) 337-6200 
www.kcc.srate.ks.us/conservation/index.htm 

Louisiana De artment of Natural Resources 

617 North Third Street 

LaSalle Building 

Baton Rouge, Louisiana 70802 
(225) 342-4500 
dnr.louisiana.gov 

North Dakota Department of Mineral Resources 

G~QIQgk;~LS]Jf.Y_~y-I2jyj~jQn 

1016 E. Calgary Avenue 

Bismarck, North Dakota 58503 
(701) 328-8000 
www.dmr.nd.gov/ndgsl 

Oklahoma Corporation Commission 

Qil al)d G!!§_pivi~LQ'!! 

2101 N. Lincoln Boulevard 

Oklahoma City, Oklahoma 73105 
(405) 521-2302 
~.Q~cew~b.cQIDI ogl oghQ!J1e.htm 

Railroad Commissi.on...QfTexas 
1701 N. Congress 
Austin, Texas 78701 
(877) 228-5740 

wwwinvestor.gov 



Additional Information 

For our ll)yestQI .. AI~t detailing common red flags 

in oil and gas scams, visit WYIW.sec.gov/investorl 

pubs/oilgasscams.htm. 

For a FINRA investor alert regarding energy stock 
scams, visit www.finra.org/lnvestors/PtotectYourself/ 

InvestorAlerts/FraudsAndScamsl p037236. 

For a NASAA iJ}ye~tQr.alen regarding oil and gas 
investment fraud, visit www.nasaa.orgL6Z .. 82L 

oil-gas-investment-fraud/. 

For FINRA's fu"itkerCb..~Gk resource, visit '!!'!!YY~ 
finra.org/lnvestors/ToolsCalculators/BrokerChecki. 

For our Investment Adviser Public Disclosure 

{IAPD) website, visit w.:w:w.~$I,dviserinfQ.!..~~G,gQY. 

For our Investor Bulletin on tips on picking an 

investment professional, visit www.sec.gov/invesrorl 

aletts/ib_tQP_rip~,pdf 

For the SEC release regarding SEC v. Hartmut 
TheocWr Rose, visit www.sec.gov/litigation/litreleas~ 

a009jlr...~l..Q31 .ht1n. 

For the SEC release regarding SEC v. Welleo Energy. 
LIC, visit www.sec.gov/litigationllitreleasesI2009/ 

lr21040,lnm. 

For the SEC release regarding SEC v. Pmoleu..m 
Unlimited, IIC, visit www.sec.govlli1!g;ttion/ 
litreleases/20 11 Ilr2180B.htm. 

For the SEC release regarding SE(;...1!.,}?r..el!id§l1t 

R{!)'..altkJ. LIC, visit www,..~~~ion/litreleases/ 
2009/Ir21118.htm. 

For FINRA's news releases regarding the sanctioning 

of brokers in connection with the Provident Royalties 

offerings, visit www.flnta.org/Newsroom/ 

NewsReleases120 11 IP 123441 and www,flnra.orgL 

N~w~!oo[llINewsRele~1~~sI20JJ1P...u2193 ... 

For the SEC release regarding SEC v. Hilton, visit 

www.sec.gov/news/pressI2012/2012-205 .... htm. 

For the SEC release regarding SEC v. Sunray Oil Co., 
visit www.sec.gov/litigation/litreleasesI2006/1r19737. 

hrrn. 

For additional investor educational information, 

see the SEC's website for individual investors, www. 

investor.gQY. 

The Office of Investor Education and Advocacy has provided this information as a service to investors. 

It is neither a legal interpretation nor a statement of SEC policy. If you have questions concerning the 

meaning or application of a particular law or rule, please consult with an attorney who specializes in 

securities law. 

~r.x~ 

--------------.~:--------------~¢ ~ SEC Pub. No. 142 (4/13) 
.. ~~ .. 
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What You Should Know About Exchange Traded Funds 
Exchange Traded Funds ("ETFs") are increasingly popular investment vehicles. Before you 
decide to invest, there are some basic questions you should consider in order to make an 
informed investment decision. 

What are Exchange Traded Funds? 

An ETF is an investment product that allows an investor to buy and sell shares in a single security 
that represents a fractional ownership of a portfolio of securities. Legally, ETFs are open-ended 
investment companies or unit investment trusts thal are registered under the Investment Company 
Act of 1940. 

ETFs are one type of structured exchange-traded product. There are other types as well, but 
they do not share all the characteristics of ETFs, even though they may be referred to as such in 
the popular press and on some websites. Examples of these other investment products include 
exchange traded notes (ETNs), equity linked notes, closed end funds and exchange traded 
vehicles (ETVs), among oHlers. 

What kinds of ETFs are available? 

The first ETF, SPDR Trust, was listed in 1993 with an underlying portfolio designed essentially to 
replicate the performance of the S&P 500 index. Since then over 700 ETFs have been introduced 
that allow investors to gain exposure to a wide range of investment strategies including broad stock 
indexes, industry sectors, fixed income indexes and international and global indexes. 

Recently, ETFs have introduced investment objectives that attempt to replicate a multiple or the 
inverse of the daily return of an underlying index. For example, one fund replicates twice the daily 
return of the Dow Jones Industrial Average. The "short" or "inverse" ETFs replicate the inverse of 
the daily returns of the underlying index. Leveraged and inverse ETFs are discussed in more detail 
later in this document. 

Another new type of investment offered in the ETF structure is the actively managed portfolio. 
Unlike traditional ETFs, which are designed to track an index, actively managed ETFs permit the 
fund manager to buy and sell securities and derivatives according to a stated strategy, described in 
the prospectus. As a condition of operations, tile portfolio or fund holdings are disclosed daily on 
the fund's website. 

How are ETFs traded? 

ETFs are listed on a national securities exchange; they can be bought and sold like common stocks 
throughout the trading day. Individual investors may purchase or sell an ETF through a stock 
brokerage account. Investors may enter the same types of orders that are placed for shares of 
stock (including, for example, market and limit orders). There are also listed options on some ETFs. 

What are Creations and Redemptions and how are they done? 

As stated above, shares of ETFs are bought and sold in the secondary market, such as on a 
stock exctlange, just as shares of stock are bought and sold. Unlike most equities, however, an 
ETF can issue new shares and redeem existing shares on any trading day, in a process referred 
to as "creation" and "redemption", which is open to qualifying entities that register as Authorized 
Participants with the fund. This mechanism allows an Authorized Participant to exchange a 
portfoliO of stocks and receive ETF shares in return (Le., a "creation"). Similarly, an Authorized 
Participant can "redeem" ETF shares and receive the portfolio of stocks. An Authorized Participant 



is usually an institutional investor or market maker who has signed a 
participant agreement with an ETF sponsor or distributor. Becoming an 
Authorized Participant allows the entity to transact directly with the fund 
or trust on an "in-kind" basis.! 

Creations may only take place in large blocks, called "creation units." 
The size varies, but is typically 50,000 shares. Both creations and 
redemptions occur at the net asset value ("NAV"), which is calculated 
based on the total assets of the ETF, subtracting expenses and dividing 
by the number of ETF shares outstanding. 

Although there is no guarantee or assurance that ETF shares will always 
trade in the secondary market at a price that is equal to its NAV, the 
ability of Authorized Participants to create and redeem ETF shares helps 
to keep the ETF's price in line with its expected NAV. An ETF generally 
trades at a price that is close to the NAV, but there are times when an 
ETF can trade at a prernium to (i.e., higher than) or at a discount to (i.e., 
lower than) the NAV. This can occur because of investor supply and 
demand or for other reasons detailed below. 

Questions to Ask 

Before investing in any financial instrument, you should understand 
its risks, costs, benefits and other characteristics. I nvestors should 
carefully read the prospectus and any oHler informational material 
available. ETF issuers' websites provide prospectuses, the statement 
of additional inforrnation and other information. Here are some of the 
questions you should ask yourself, your registered representative, and/ 
or your investment advisor to determine if an ETF is an appropriate 
investment for you, how it would fit into your portfolio, and how much of 
your portfolio should be allocated to it. 

Q. What are the costs associated with Exchange Traded Funds? 

A. ETF issuers charge a management fee that is deducted directly 
from the assets of the ETF. As a result, the investment return of the 
ETF could be lower that that of the underlying bench marked index. 
This fee may be referred to in the prospectus by such terms as an 
"expense ratio", "management fee", or "investor fee". It is expressed 
as an annualized percentage and currently ranges from less than 
0.10% up to about 1.00%. The ETF's management fee is included 
in the daily published NAV and thus is incorporated in the bid and 
asked prices in the secondary market. It is important to refer to an 
ETF's prospectus for details on fees and how they are calculated. 

Because ETFs trade like stocks, brokerage commissions and/ 
or transaction costs typica lly apply to ETF purchases and sales, 
depending on the fee structure of your securities account. As with 
other investments, understanding trle total cost of an investment in 
an ETF is important in order to make an informed decision. 

Q. How can I determine the value of an ETF on an intra-day 
basis? 

A. An ETF's NAV, as described above, is generally determined at the 
close of each trading day. This value is then used to price creation 
and redemption units and is disseminated to the public before the 
market opens the next day. During the day, however, ETF shares are 
bought and sold at prices, which are determined by the market forces 
of supply and dernand. An ETF's rnarket price is often closely related 
to its NAV, but it may differ. The following are some of the reasons why 
an ETF's market price may differ from its NAV: 

• Because ETFs are bought and sold in transactions between 
investors, at times there may be insufficient liquidity in the 
marketplace which can result in an imbalance in buying and selling 
interest in an ETF. The creation/redemption process, however, 
is intended to mitigate pricing imbalances since professional 
traders may create new ETF shares and offer them for sale in the 
secondary rnarket. 

• The underlying components of the ETF (i.e., the basket of 
securities that comprise the ETF) may not be trading during the 
same hours as the ETF, or trading in a component security may be 
halted. In either event, Hie ETF may be priced to anticipate a future 
price in the underlying when it reopens for trading. 

• The underlying components of the ETF may contain securities that 
trade infrequently or are based on relatively wide bid-ask spreads 
(e.g., corporate bonds or municipal securities) and are therefore 
difficult to price based on last sale data. This situation is not 
unusual for certain fixed income ETFs. 

Q. Do ETFs provide current income? 

A. Similar to a mutual fund, an ETF may distribute any net investment 
income that the fund earns in the form of a dividend. A fund's net 
investment income is earned from receiving dividends and short term 
distributions from the fund's holdings, less the fund's expenses. 
Until a potential payout date, dividends and capital gains awaiting 
distribution are included in the fund's daily NAV. All shareholders 
who hold shares of a fund on record date are eligible to receive any 
potential distributions. 

Investors should read the prospectus carefully to understand the 
investment strategy of the ETF they are considering, as the strategy 
will have a significant irnpact on, among other things, current income. 

:CertalO specialty ETFs. such as tliose that seek to produce a short exposure to the market or to an index, may create and redeem In cash rather than in-kind. 

I NYSE Regulation 



Q. There are so many ETFs to choose from. If I choose to invest in 
an ETF, how do I select one? 

A. it is important to read the prospectus and product description 
carefully and research the product to select an ETF whose risks and 
exposure characteristics are consistent with your investment goals, 
risk tolerance and portfolio, Tt1e level and type of risk associated with 
ETFs may vary significantly from one ETF to another. It is important 
to understand the underlying benchmark or portfolio of securities 
that the ETF is designed to replicate in order to evaluate the risks of 
investing in that ETF, Many issuers have a link to the ETF's prospectus 
on their website, You may also wish to consult with your registered 
representative, investment adviser or tax advisor, 

Q. Where can I find more information on ETFs? 

A. NYSE,com features an Exchange Traded Products Screener which 
allows investors to search for ETFs, ETNs (Exchange Traded Notes) 
and ETVs (Exchange Traded Vehicles) that trade on NYSE Arca, The 
Screener allows investors to search for an ETF using a keyword or 
symbol and provides a link to tt1e issuer's website, ETFs may also be 
filtered by issuer and classification, The Screener can be found at 
htto://www.nyse.com/screenerl. 

Specific to each ETF, NYSE,com also offers a profile page with a 
detailed description of the product, current and historical trading data, 
news announcements pertinent to the product and links to SEC filings, 
To access this information, type the symbol in the "get quote" searcll 
box located on the top, right-hand corner of the home page, 

Two other informative links: 

Corporate action postings, including new launches and dividend 
distribution information can be found at: 

http://www.nyse.com/eguitieslnysearcaeguitiesl 
1231845027892,html 

A spreadsheet providing weekly updates of ETF trading volumes for 
each product can be found at: 

http://www.nyse.comlattachmentlWeekly ETP Volume,xls 

This section will soon be enhanced with weekly updates to include 
data for each product on assets under management and net cash 
inflows and outflOWS. To subscribe to our free electronic distribution 
list to keep informed of ETF updates, please send an email to 
etf@nyx,com with your name and contact information, 

Q. What are the risks associated with investing in ETFs? 

A. ETF shareholders are subject to risks similar to those of holders of 
other portfolios, such as mutual funds, In addition to these general 
risks, there are risks specific to each ETF, which are described in the 
relevant prospectus, Risks may include the following: 

• The general value of securities held may decline, thus adversely 
affecting the value of an ETF that represents an interest in those 
securities, This could occur with equities, commodities, fixed 
income, futures, or other investments the fund may hold on behalf 
of the sharetlOlders, 

• For ETFs for which the stated investment objective is to track a 
particular industry or asset sector, the fund may be adversely 
affected by the performance of that specific industry or sector, 

• Fund holdings of intemational investments may involve fisk of 
capital loss from unfavorable fluctuations in currency exchange 
rates, differences in generally accepted accounting principles, or 
economic or political instability in other nations, 

• Although ETFs are designed to provide investment results 
that generally correspond to the price and yield performance 
of their respective underlying indexes, the trusts may not be able 
to exactly replicate that performance because of trust expenses 
and other factors, This is sometimes referred to as 
"tracking error", 

Investors srlOuld refer to an ETF prospectus to obtain a complete 
discussion of the risks involved in that ETF before investing, 



What You Should Know About Leveraged and Inverse ETFs 

What are leveraged and inverse ETFs? 

As described above, ETFs that seek to produce a return that is a multiple of the return of its 
benchmarked index are commonly known as "leveraged". Hlere are currently more than 100 
different funds in this category with benchmarks that track commodities, currencies and various 
stock indexes. Some leveraged ETFs have multipliers of double or triple trle bencllrnark (Le., 2x 
or 3x), while olrlers target returns that are based on the inverse of the benchrnark (i.e., -lx, -2x or 
-3x). It is critical to understand the tirne period for which the ieverage applies. Eacll fund explicitly 
states this time period in its prospectus. 

At the tirne of this publication, all leveraged and inverse ETFs are designed to generate daily 
returns that are a positive or negative rnultiple of the daily return of a specified index. They are not 
designed to rnatch the return for a holding period that is longer than the objective stated in the 
prospectus. Therefore, the daily corn pounded return of a leveraged ETF over one year, one rnonth, 
one week, or even a two-day period rnay be significantly different from the returns produced by 
sirnply applying the stated rnultiple to Ule index's total holding period return. Daily rnonitoring 
and adjustrnent (buying and seiling) by the investor could mOdify the return to match its stated 
objective over time. 2 

Daily leveraged ETFs may be unsuitable for investors who seek an intermediate-term or long-terrn 
holding period. Instead, this type of leveraged ETF may be better suited to traders wrlo wish to 
increase or hedge their market exposure over a short period of time. Investors are encouraged to 
consult with their financial advisors or registered representatives to help deterrnine if leveraged or 
inverse ETFs are suitable for thern. 

What are the additional concerns an investor should review before investing in a leveraged 
or inverse ETF? 

Inverse ETF fund rnanagers may, at times, be unable to fully carry out their short-selling strategy 
as a result of difficulties in the derivatives markets, regulatory restrictions, or their inability to locate 
and borrow shares or for other reasons. Trlis could cause the rnarket price of the ETF to vary from 
its index target and NAV3 

Many leveraged ETFs (of both the long and the short varieties) rely on the use of futures, swaps 
and other derivative securities, along with other securities or commodities, to achieve their target 
returns. Some of these derivatives, such as swaps, are unlisted securities that depend on the swap 
issuer's ability to pay. Therefore, the leveraged ETFs that depend on such swaps rnay not be able 
to achieve their stated returns if a swap counterparty should default. 

Leveraged and inverse ETFs rnay be less tax efficient than other ETFs. It is possible for investors 
to have a tax liability, even in a year in which the leveraged or inverse ETF had a negative overall 
return. This outcorne can result from the fund managers "rebalancing" the investrnents each day 
with derivatives to maintain the ETF's multiple. Such rebalancing can produce realized taxable 
gains with no offsetting losses. As with any potential investment, an investor should consult with 
his or her tax advisor and carefully read the prospectus to understand the tax consequences of 
leveraged or inverse ETFs. 

"lAs of the writing of this Informed Investor edition, all leveraged and inverse ETFs employ a "daily reset". which means that their stated 
multiple will be valid only fer holding periods of one day. Some ETF sponsors, however, are currently applying to the SEC to issue leveraged or 
inverse ETFs that will have reset periods Icnger than one day, such as one week or one month. 

:: For example, if fund managers are unable to carry out their short-selling strategy they may not be able to offer shares that are sufficient to 
satisfy market demand. This could cause the ETF shares to trade at a premium to (or higher than) the fund's NAV. 
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NY-SE Euronext and its affiliates do not recommend or 
make any representation as to possible benefits from 
any securities, products, services or investments. 
Investors should undertake their own due diligence 
regarding their securities and investment practices. 
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What You Should Know About Exchange Traded Notes 
An Exchange Traded Note (ETN) is a relatively new type of investment vehicle that is unfamiliar 
to many investors. Before you decide to invest, there are some basic questions which you 
should consider in order to make an informed investment decision. 

What are Exchange Traded Notes? 

An Exchange Traded Note (ETN) is a common name for a senior unsecured debt obligation 
designed to track the total return of an underlying market incJex or otrler benchmark, minus 
investor fees. The creditworthiness of an ETN is itself not rated, but instead is based on the 
creditworthiness of the issuer. Thus, the issuer's credit rating is an important consideration for 
ETN investors. Typically, ETNs have a repurchase feature, providing qualified investors the election 
to redeem notes of at least a specified minimum denomination or value with the issuer on a daily 
or weekly basis at a predetermined price. The details of this feature are in Ule ETN prospectus. 
Individual investors, not qualified for redemption election, can purchase or sell their ETNs in the 
secondary market, sell at a specified issuer call event, or allow them to mature. 

ETNs can offer investment exposure to market sectors and asset classes that may be difficult to 
actlieve in a cost-effective way with other types of investments. ETNs can also act as an effective 
hedging tool. 

An ETN allows individual investors to buy an obligation, similar to a forward contract, which is 
traded on an Exchange. ETNs may be linked to a wide variety of assets. Today there are many 
types of ETNs linked to indexes and/or single reference assets based on a variety of products such 
as commodity futures (e.g., energy, grains, industrial metals, livestock, and petroleum), foreign 
currencies (e.g., Euro, yen), and equities (grouped by such categories as industry sector, strategy 
or geographic location). 

ETNs are similar to Exchange Traded Funds (ETFs) in that they are listed on an Exchange and can 
be bought and sold throughout the trading day. The issuer of an ETN is obligated to deliver the 
index or asset performance (less fees) in cash upon early repurchase or maturity. Early repurchase 
of an ETN generally may be initiated by an investor, wtlen tendering a sizeable minimum amount of 
securities as specified in the prospectus (either dollar value, such as two million dollars, or number 
of notes, such as 50,000 notes). Early repurchase may be elected on either a daily or weekly 
basis, as provided in the prospectus. It is also important to note that the early repurchase feature 
does not eliminate the credit risk associated with this type of investment. Early repurchase is not 
available to investors for less than the specified minimum. ETNs have a feature whereby notes that 
have been repurchased by the issuer can still be available as part of the continuous offering of the 
ETN. Continuous offering of each ETN is permitted but not required. It is important to review the 
relevant prospectus on this point, since this could have an impact on an ETN's liquidity. 

As of mid-2008, there were 76 ETNs listed on NYSE Area. 



Questions to Ask 

Here are some of the questions you should ask yourself, your registered 
representative, and/or investment adviser to determine if an ETN is 
an appropriate investment for you. You should examine the risks and 
benefits of ETNs, and how they would fit into your portfolio (taking into 
account your total portfolio and how much you would invest in ETNs). As 
with any other investment, you should understand the operation of the 
financial instrurnent. 

Q. What are the fees associated with ETNs? 

A. Fees associated with ETNs in the rnarket today range anywrlere 
from 0.30% to l.25%. The Issuer charges an annual fee that 
accrues through the terrn of the ETN. Fees may be described in the 
prospectus by such terrns as an "investor fee", "issuer fee", "expense 
ratio" or "tracking fee". As a result of this fee, the return of the ETN 
will be lower than that of the underlying index or exchange rate (for 
currency indexes). Referto the prospectus of an ETN for details on 
how annual fees are calculated for individual ETNs, as calculation 
methods vary. Even if the value of an index or other asset at maturity 
or upon early repurchase exceeds the initial index or asset level, you 
may receive less than the principal amount of the securities due to 
fees. Because ETNs trade like stocks, brokerage commissions and/ 
or transaction costs typically apply to ETN purchases and sales 
depending on your account type. Understanding the total cost of 
an investment in an ETN is important in order to make an informed 
decision. 

Q. How can I determine the value of an ETN on an intra-day basis? 

A. ETNs are debt securities that do not trade at, nor have a net asset 
value (NAV). The sales price of the ETN may be higher or lower than 
the relationship of the ETN to the index or asset value underlying it. 
The sales price of the ETN is based on the supply and demand in the 
marketplace. Sales price take into account all factors relevant to the 
establishment of any price, including but not limited to the perceived 
value and direction of the underlying index or asset class, the ETN's 
expected total return, the creditworthiness of the issuer, and liquidity 
in the marketplace. Generally, greater liquidity of the ETN and of the 
underlying index or asset class contributes to the narrowing of the 
spread between bids and offers in Ule marketplace and improves 
pricing. Many ETNs were created recently. We encourage you to 
examine the liquidity of the ETNs in which you have an interest. 
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Q. How is the total return of the ETN calculated? 

A. Many ETNs seek to track total return indexes or include an 
accumulation factor within the structure of the security. Total Return 
indexes and accumulation factors provide a method for dividends or 
collateral to be re-invested in the securities that do not distribute a 
periodic coupon. 

The method and calculation of total return cornponents will vary by 
ETN and will be different depending on the underlying asset class. 
This will be described in the calculation of payrnent section of the 
prospectus. For example, for equity-based ETNs, the index return 
is computed based on the dividend reinvestment. Cash dividends 
and special dividends are reinvested in all current index cornponent 
stocks based on the weight in the index as of ex-date of the dividend. 
For currency-based ETNs, the total return or accumulation factor is 
a daily accrual of interest in the hypothetical notional amount of the 
underlying currency index. For commodity-based ETNs, the total 
return is ttle rate of interest that could be earned on castl collateral 
while holding futures positions. 

Q. Does my ETN provide current income? 

A. Most ETNs do not provide for any periodic payrnents or cash 
distributions until sale or maturity. Those ETNs that do rnake periodic 
payrnents or cash distributions typically net out annual fees before 
making such payments. You should always consult the prospectus of 
your investment products to deterrnine what types of payrnents are 
made, if any, and how they are calculated. 

Q. There are so many Exchange Traded Notes to choose from. How 
do I find the right ETN for me? 

A. It is important to consult with your registered representative or 
investment adviser to select an ETN whose risks and exposure 
characteristics fit with your investment goals and portfolio. You should 
also read the prospectus or product description, and research the 
product (many issuers have a link to the ETN's prospectus on their 
website). As with all investment decisions, you should think carefully 
about how much of your capital you should invest in this product and 
how ETNs compare to the alternative investment choices. available 
to you. 



Q. What are the risks associated with investing in Exchange Traded Notes? 

A. There are several risks to evaluate when considering the purchase of an ETN. The risks are set 
forUl in the prospectus for each ETN. You are encouraged to review these risks with great care. 
Some of the relatively unique risks of ETNs are outlined below. 

ETNs are not funds and are not registered under the Investment Company Act of 1940. To date, 
ETNs are not secured debt and do not provide prinCipal protection unless stated specifically in 
the prospectus. The repayment of the prinCipal, interest (if any), and the payment of any returns 
at maturity or upon redemption are dependent on that issuer's ability to pay. In addition, the 
trading price of the ETN in the secondary market may be adversely impacted if the issuer's 
credit rating is downgraded. 

The index or asset class for performance replication in an ETN mayor may not be concentrated 
in a specific sector, asset class or country and may therefore carry specifiC risks. 

Some ETNs seek to track Hie leveraged long or leveraged srlOrt performance of an index. 
The price of leveraged ETNs will be more volatile than the actual fluctuation of value in the 
underlying index or asset class. There is also, due to leverage, a greater potential for loss of 
principal. Each note with leverage is tied to a specific periodic return which is defined within 
the terms of the instrument. The formula for determining returns on a leveraged note requires 
an understanding of the base period from which the return is being calculated. It is therefore 
important to review the prospectus to understand how the issuer of the note performs these 
calculations. For example, a leveraged ETN that is designed to give double exposure may be 
constructed to offer two times the performance of the index over a specific time period. 

An inverse leveraged ETN that aims to provide double short exposure, for example, may be 
constructed to provide two times the inverse performance of Hie index. For example, a double 
short ETN where the index goes down 50 percent would provide the investor with a return 
of 100 percent; similarly, if the index goes up 50 percent, the investment loss would be 100 
percent. Losses will not exceed, however, the amount of your investment. The extent of leverage 
and time period will vary from instrument to instrument and are stated in the prospectus. The 
prospectus also provides details about how investment losses are capped. 

In addition, ETNs containing components traded in foreign currencies are subject to foreign 
exchange risk, unless otherwise stated in the prospectus. Although the ETN may be 
denominated in U.S. dollars, the index components may be quoted in a foreign currency and 
therefore the return on the component will be affected by changes in the currency exchange 
rate. 

Other ETNs may have call features that allow the issuer to call the ETN at the issuer's discretion 
due to the occurrence of certain market events. A call right by an issuer may adversely affect 
the value of the notes. 

Investors should refer to the ETN 's prospectus to obtain a complete discussion of the risks 
involved when investing. 

NYSE Euronext and its affiliates do not recommend or make any representation as to possible benefits from any 
securities, products, services or investments. Investors should undertake their OW17 due diligence regarding their 
securities and investment practices. http://www.nysedata.com 
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What You Should Know 
about Equity Linked Notes 
and Index Linked Notes 

Equity Linked Notes and Index Linked Notes 
are investment vehicles that may not be 
familiar to many investors. Before you decide 
to invest in them, there are basic questions 
which you should consider in order to make an 
informed investment decision. 

What are Equity Linked Notes and Index 
Linked Notes? 

Equity Linked Notes (ELNs) and Index 
Linked Notes (ILNs) (collectively referred to 
as "notes") are unsecured debt securities that 
combine the risk and return characteristics of 
two or more individual investments. They do 
this by effectively combining a debt instrument 
(i.e., a note) together with another investment, 
such as an option, that is based on the 
performance of, or linked to, an underlying 
or reference asset. ELNs are linked to an 
underlying individual stock, exchange traded 
fund or basket of stocks, and ILNs are linked 
to an equity, currency or commodities index. 

Investing in an ELN or ILN is not equivalent to 
investing in the various components that are 
effectively combined to form the note. Ttlat is 
because ELNs and ILNs are debt instruments 
of their respective issuers. That is, they 
represent a promise to pay the investor based 
on a pre-determined formula that takes into 
account the performance of the underlying 
asset over a specified period of time. We will 
discuss below the various ways in which this 
differs from owning the underlying asset itself. 
In order to understand these investments, 
including the circumstances under which an 
investor would experience a gain or a loss, 
one must understand each of the components 
that make up ELNs or ILNs and the risk and 
return characteristics that result from Hleir 
combination. 
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What are the Financial Characteristics 
of ELNs and ILNs? 

The most obvious characteristic that 
distinguishes one ELN or ILN from another is 
the underlying asset - the underlying stock 
or index to which it is linked. In addition, 
depending on how the issuer chooses to 
structure its notes, ttle resulting security will 
possess different qualities that can affect its 
profit or loss potential, liquidity, tax treatment, 
income production, and other important 
investment characteristics. 

Issuers of ELNs and ILNs have created a 
wide range of securities including accelerated 
return notes, reverse convertibles, buffered 
notes, barrier notes, and many others. Each 
has its own set of potential risks and rewards, 
and investors should make sure that they fully 
understand them before investing. While this 
paper will not describe all the different types 
of ELNs and ILNs individually, most can be 
described according to the following general 
characteristics: 

Term - This is the length of time from 
issuance until maturity. Typically, ttle term for 
listed notes ranges from one to five years, but 
can extend as long as 30 years. 

Principal Protection - ELNs and ILNs may 
have principal protection, partial principal 
protection or no principal protection. With 
principal protection the issuer is promising to 
return at least the investor's original purchase 
price at the,end of the term, regardless of the 
level of the underlying asset. Such payment 
is still dependent on the issuer's ability to 
pay. The likelihood of an issuer's ability to pay 
is often expressed as its credit worthiness. 
Partial prinCipal protection provides a return of 
principal, up to a specified amount, at the end 
of the term even if the underlying asset has 
performed unfavorably. 

While principal-protected and partially
protected notes offer varying degrees 
of assurance that one will not lose one's 

investment, there is a cost for this protection. 
In excllange for full or partial principal 
protection, which limits loss, the investor can 
expect a smaller profit from the investment 
than if there were less protection. Principal
protected notes may have a cap on the 
maximum profit, or they may include a call 
feature, which can limit upside. 

Coupon - Most ELNs and ILNs do not pay 
interest, or a coupon, but instead will only 
pay the promised amount at the encj of the 
term. Certain ELNs and ILNs, such as reverse 
convertibles, do pay a periodiC coupon. 
A coupon payment for an ELN will not 
necessarily be related to a dividend payout for 
the underlying stock. 

Participation Rate - This describes the 
sensitivity of the ELN's or ILN 's value to 
changes in the value of the underlying asset 
at maturity. For example, a note may have a 
leveraged upside participation rate of 200% 
and 100% down. This means that the note 
will return twice the percentage return of the 
underlying asset if the underlying asset moves 
up, but it will result in a dollar-for-dollar loss if 
the underlying asset moves down. ELNs and 
ILNs typically have participation rates ranging 
from 100% to 500% up and 70% to 100% 
down. 

Cap - ELNs or ILNs may have a maximum 
percentage return, referred to as a cap. 
For example, an ELN linked to the stock of 
company XYZ has a stated cap of 24%. Let 
us further assume, for ttlis example, that the 
ELN has a one-year term to maturity with 
300% up and 100% down participation, with 
no principal protection. This means that if the 
value of company XYZ increases by 5% over 
the course of the term of the note, then the 
note will pay a 15% return at maturity to the 
investor (resulting from the 300% partiCipation 
rate and the 5% increase). However, if 
company XYZ increases by 10%, then the 
ELN will pay only 24%, because 30% (300% 
of 10% increase) is above the 24% cap. 
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Alternatively, if company XYZ were to decline, 
the cap would not apply, and the ELN would 
decline by the same percentage at maturity 
as company XYZ, because of the 100% down 
exposure. 

Callable or Non-Callable - In some cases the 
issuer reserves the right to redeem, or call, 
trle ELN or ILN prior to its maturity. When 
called, the note is cancelled and the investors 
receive a payment, as described in the pricing 
supplement. Often, investors would receive 
less upon a call than they would if they were 
allowed to hold the note until maturity. 

What Should I know about Reverse 
Convertible Notes? 

A reverse convertible note is a type of 
ELN that pays a regular coupon and provides 
for one of two possible payout outcomes at 
maturity. An investor will receive either 100% 
of par value, as long as the underlying stock 
does not decrease by more than a certain 
amount, known as the "knock-in" level. Or, if 
the knock-in level is reached anytime during 
the term of the note, then at maturity the 
investors will receive a specified number of 
shares of the underlying stock, instead of a 
payment of the note's par value. The value 
of the underlying shares received, in this 
case, would be less than the original amount 
invested. Reverse convertible notes generally 
do not include a principal protection feature. 
Thus, investors in reverse convertible notes 
generally believe that the underlying stock will 
not experience a significant decline during the 
term of the note. 

How is Owning an ELN or ILN Different 
from Owning the Underlying Asset? 

Although the value of an ELN or ILN will 
generally move up or down according to the 
movement of the stock or index to which it 
is linked (the underlying asset), the risk and 
return characteristics of the note can be quite 
different from those of the underlying asset. 
One must take these differences into account 
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before investing. Some of the differences 
include, but are not limited to, the following: 

• Dividends - When a company pays a 
dividend, shareholders-of-record receive that 
payment. However, owners of an ELN that 
is linked to a dividend paying stock will not 
receive the company-paid dividends. 

• Voting Rights - Owners of an ELN do not 
have voting rights in the stock or stocks that 
comprise the underlying asset during the 
term of the note as they are not shareholders 
in those companies. 

• Potentially Limited Upside - Just as 
principal protection can limit an investor's 
downside risk, a capped ELN or ILN can 
limit the potential upside profit. 

May I Sell My ELN or ILN Prior 
to Maturity? 

Although you may sell an ELN or ILN before 
its maturity date, these products are primarily 
intended as buy-and-hold investments. NYSE 
Arca lists over 200 products that can be 
bought or sold throughout the trading day, 
trlroUgtl a broker, just as one can buy and 
sell shares of stock. There is no assurance 
that these products will trade at their intrinsic 
valuation in the market place. like all 
securities, market depth and liquidity may also 
have a significant impact on the price at wtlich 
the note may be purchased or sold. See below 
for a further discussion of an ELN's or ILN's 
sales price in the secondary market. 

Are There Additional Risks in Owning 
an ELN or ILN? 

Investors in ELNs and ILNs are subject to 
risks similar to those of debt-holders as 
well as holders of the underlying assets. 
ELNs and ILNs are subject to general and 
product specific risks described fully in eactl 
prospectus, which may include, but are not 
limited to, the following: 

• An investment in an ELN or an ILN is backed 
by the issuer of the security and not by the 
underlying stock or index. In the event that 
Ule issuer is unable to pay the amount due 
at the note's maturity, then investors may 
lose all or part of their investment, even if the 
underlying asset achieves a favorable level 
upon maturity of the note. ELNs and ILNs 
are not FDIC insured. 

• The level of the underlying asset may 
decline, thus adversely affecting the value of 
the note that is linked to that stock or index. 

• An ELN or ILN that is linked to an 
international investment may involve risk of 
capital loss from unfavorable fluctuations 
in currency exchange rates, differences in 
generally accepted accounting principles, or 
economic or political instability. 

• ELNs and ILNs do not provide principal 
protection unless stated specifically in the 
prospectus. 

• ELNs or ILNs may have a call feature that 
allows the issuer to redeem the note prior to 
maturity thereby limiting upside potential. 

• There can be a lost opportunity cost if 
capped ELNs or ILNs are held to maturity 
and the underlying asset surpasses the cap. 

• ELNs and ILNs are debt securities that 
neither trade at, nor have, a net asset value 
(NAV). The sales price of the note may be 
higher or lower than the relationship of the 
note to its underlying asset and is based on 
the supply and demand in the marketplace. 
The sales price in the secondary market 
takes into account all factors that are relevant 
to the establishment of any price, including 
but not limited to the perceived value and 
direction of the underlying index or asset 
class, the note's expected total return at 
maturity, the creditworthiness of the issuer 
and liquidity in the marketplace. Generally, 
greater liquidity of the ELN or ILN and of the 
underlying index or asset class contributes 
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to the narrowing of the spread between bids 
and offers in the marketplace and improves 
pricing. 

• Under certain market conditions, payment 
at maturity for some reverse convertible 
ELNs may not be in cash but instead in 
the underlying stock to which the ELN was 
linked. In ttlis case, the investor would 
experience a loss. 

• The underwriter or distributor of ELNs and 
ILNs mayor may not be different from the 
issuer. Also, your financial advisor mayor 
may not be affiliated with the issuer. The 
issuer is the entity that promises to pay 
investors upon maturity of the note. 

Investors should refer to the prospectus and 
any supplemental material for a complete 
discussion of the potential risks, benefits 
and costs involved when investing in these 
products. 

What are the Costs and Fees Associated 
with Investing in ELNs and ILNs? 
The cost of purchasing an ELN or ILN 
depends on when the investment is made. 
Most are sold to investors when they are 
first issued (Le., as an IPO), and the fees are 
incorporated into the note's price and payout 
structure. The prospectus provides details on 
fees and how they are calculated. 

Investors who choose to buy an ELN or ILN 
in the secondary market will pay a brokerage 
commission, just as one would when buying 
shares of stock. Market forces of supply and 
demand will determine how much buyers will 
pay and sellers can receive when trading these 
products. 

I NYSE Regulation. 

Are There Special Tax Considerations 
when considering ELNs or ILNs? 

The prospectus will cover taxation and related 
issues in a general way, but investors should 
consult their accountants or tax advisors for 
guidance trlat is targeted to each investor's tax 
status and taxing jurisdiction. 

If I Choose to Invest in an ELN or ILN, 
How Should I Select One? 

The selection of an ELN or ILN should 
follow a careful evaluation of the risk and 
return characteristics of the investment 
while considering market conditions. Unlike 
some ottler investment products, ELNs and 
ILNs have a defined term, after which the 
investment terminates. Therefore, ttlese 
investments are best suited to those who have 
a market view for the term of the ELN or ILN 
under consideration. 

As with any investment decision, investors 
should think carefully about the amount of 
capital to be invested in an ELN or an ILN. 
Such a decision should be part of an overall 
asset allocation strategy. 

NYSE Euronext and its affiliates do not recommend 
or make any representation as to possible benefits 
from any securities, products, services or investments. 
Investors should undertake their own due diligence 
regarding their securities and investment practices. 
http://www.nysedata.com 
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ICK KAHLER can't explain the 
mysteries of string theory, speak 
Mandarin 'or quote long passages 
from the Odyssey, but after buying 
and selling hWldreds of properties 
for 30 years, he has a virtual Ph.D. 

in real estate. That's why the South Dakota native felt quite 
comfortable some years ago when he made what the rest of 
us might think of as an obscure investment, plunking down 
$7,500 to acquire a tax-lien certificate on a piece of property 
in his hometown of Rapid City. The certificate gave Kahler 
the right to the delinquent taxes on the property, plus inter
est, if the city collected them. He'd get the whole place if the 

. owner defaulted. County records included a photo of a sturdy 
looking house and showed there were no other 
liens or mortgages. 

Months later, the deed arrived in the 
mail, anq the property was his. So he decided 
to' drive over and check the place out. That's 
when he 'noticed something was amiss. There 
was no roof or windows, not even a front door 
to lmock on. In fact, there was no a house at all. 
Kahler had bought himself a vacant lot. The 
dwelling had burned down years before. . .' 

Kahler, now a financial adviser who manages $195 ffiil'? 
lion in client funds, recounts the story with a chuckle, but this 
particularfiop wasn'tjustfor any investment. He had planned 
to use this, actually, to help him retire. Indeed, while many 
Americans rely on their savings or 401(k) plans to see them 
through their golden years, high-end folks are falling in love 
with another option-something called the self-directed indi
vidual retirement account. 

in assets; today, it administers $6.1 billion. Similarly, another 
big player, Pensco Trust, in San Francisco, is handling $10.3 
billion in assets after acquiring another trust company to 
take advantage of industry expansion. Five years ago, it was 
$1.5 billion. 

But while numbers like that are certainly impressive, 
some experts are expressing serious reservations about the 
skyrocketing growth of self-directed IRAs (we'll call them 
SD-IRAs from now on-maybe it will catch on). That is be
cause many parts of this business aren't regulated.. Indeed, 
critics say it's called "self" for a reason. The accounts are ad
ministered by specialized custodians and trust banks rather 
than mrunstream banks and brokerages. The administrators 
make sure you've got all your paperwork in order and pro

vide annual valuations, but that's about it: 
They don't identify, recommend or vet in
vestments. That job is solely' up to the person 
whose name is on the account-in your case, 
that would be, uh, you. 

One option, of course, is to hire some
one with the expertise to do the due diligence 
when investing in alternative assets. Most 
of the people who successfully invest in SD
IRAs, however, seem to prefer to go it alone. 

Perhaps they possess specific expertise thanks to a lifelong 
career or hobby. Or maybe they're tight with an entrepre
neur or two, or three. Others just like learning new things 
and doing the homework. What these folks all have in com
mon is that they see the do-it-yourself approach to alter
native investing as a positive. It's a chance to achieve wide 
diversification, be truly hands-on and exploit opportunities 
to earn above-average returns. It's all about self-reliance. 

TI-IE II)]~A. IS TO I~'~EST IN i~~'·TIIING '''()lJ '\·j-\.N'r J-\.N]) 
lTS]~ J-\. SI:>ECIA.I~ II~r\. TI-Ic\.T ,\"~OI])S Ej-\'I~L'· T.AXATION 

The idea is simple enough: Invest in anything you want, 
but put the investment into a special IRA, so it isn't taxed un
til retirement. Suddenly, if you have enough wealth to get into 
alternative investing, the possibilities become almost lim
itless for setting up your future. lf dressage horses are your 
thing, go ahead and invest in them. Sunfiower farms? Sure. A 
heli-skiingbusiness?No problem. And it doesn't even have to 
be thrilling stuff. A lot of people are stakingtheir retirements, 
at least in part, on everything from self-storage facilities to 
rental properties. 

How many people are doing this isn't exactly known be
cause it's not formally tracked. The Securities and Exchange 
Commission last year estimated that about 2 percent of all 
lRAs are self-directed, which works out to more than $100 
billion. Clearly, it's seen some crazy growth. In 2005, Millen
nium Trust Co., an Oak Brook, Ill., firm that is one of largest 
custodians of self-directed lRAS, handled about $733 million 

Ralph Waldo Emerson would love it. 
As flexible as these accounts are, the law that created 

them back in 1974, the Employee Retirement Income Securi
ties Act, does exclude some types of investments. The rules 
enforced by the Internal Revenue Service mostly are intend
ed to prohibit self-dealing or stuffing an aCcoWlt with things 
that might be considered more than just an investment. Art 
and other collectabl~s such as antiques and stamps are no
nos. Life insurance, tangible personal property and booze
sorry, no Wine cellars-are also verboten. You can buy a yacht 
with an SD-IRA, but only if it's used in a legitimate charter 
business, and only if you keep your topsiders off it. Another 
important area that's out of bounds: your family. There's no 
helping the kids with a down payment on a house or cOusin 
Joey with his scheme to open a disco car wash. You also can't 
borrow from an SD -IRA or use the assets as collateral. Other
wise, feel free to get creative. 

·wSJ.MONEY 
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The recent growth in self-directed retirement accounts 
mirrors the broadening popularity of alternative invest
ments of all kinds. Institutional investors have been l!-sing 
alternatives for years, of course, often putting up to a quar
ter of their assets in private equity, hedge funds, real estate 
and private partnerships. In a study last year entitled "The 
Mainstreaming of Alternative Investments," McKinsey & 
Co. noted that the trend has been catching on in retail ac
counts, too, leading to an expansion of 14 percent a year in 
managed alternative assets "despite a very public flame out 
during the crisis" in 2008. Globally, alternative assets under 
management shot up to $6.5 trillion in 2011, from $2.9 tril
lion in 2005, the report says. 

To a degree, the trend has been fueled by disappointment 
with Wall Street's usual offerings. Joseph Mara, 62, a finan
cial adviser in Palm Beach, Fla., is a case in point. He got in
terested in alternatives after souring on stocks and bonds. He 
opened his first self· directed account in 2011 for a portion of 
his seven-figure retirements savings. "1 don't have to tell you' 
how disappointed we all have been with traditional assets in 
the past decade or so," Mara says. His first foray involved a 
Las Vegas-based fantasy camp that lets would-be musicians 
jam with real rock 'n' rollers like Dave Navarro, Jon Bon Jovi 
and Roger Daltrey. Mara says he pored over ~e camp's finan
cial statements carefully and did his own analysis of what it 
would take to expand the business before agreeing to invest 
$200,000. He now expects his private-partnership interest 
in the camp to yield 12 to 15 percent annually over its antici
pated five-year life span. At his age, he says, he can't tie up all 
of his dough in long-term deals. Yet he was so pleased with his 

tion. Even so, he's invested 70 percent of his own retirement 
savings into alternative assets in an SD-lRA. He started out 
buying real estate, but when a friend, a farmer in California, 
mentioned how difficult it was to get financing for dairy cows, 
Kotyan had an inspiration: He'd front cash for the cows using ' 
funds from his IRA; the farmer would lease them back with 
an option to buy after five years. Kotyan studied animal hus
bandry, the milk market and how to gain title on a cow, but 
let his buddy handle the heifers. "I did lie ?wake for the first 
month wondering, 'What have I gotten myself into?'" Kotyan 
says. But he says the arrangement worked well and the
pause for dramatic effect-moo-lab was marvelous: He ended 
up earning a 20 percent return tax-free. 

Kotyan also invested in competitive dressage horses. At 
first, ;'1 didn't even know what dressage meant," he says. But 
a horse handler at a farm in New Jersey told him a story that 
piqued his interest: Americans were willing to pay hefty pre

·miwns for high-quality competitors from Europe. Kotyan 
says he went to work investigating every aspect of the sport, 
in which horses and their riders perform a sort of equestrian 
ballet. "One of my first surprises was finding out that horses 
have passports with photos," he says. He teamed up with the 
horse handler, forming a private partnership that acquired 
successful dressage horses in Europe-with names like Whit
ney and Franziskana-and then brought them to the U.S. 
Elaborate measures had to be taken to prove the identity and 
health of the horses, including samples of blood and tissue. In 
essence, the two investors flipped horses, buying them in Eu
rope, importing them and then selling them for what turned 
out to be big profits in 2008 and 2009. While prices for dres-

·'1 DII) I ... I]~ 1-\"V.A.Ii.E rrI-IE l~IRST 1\10N rrI-I 'VOND]~I~ING, 
"YI-IAT lIA.'~E I GOTTEN l\J"\~SEI ... I;' INTO?'" 

first venture that he is now planning a second, a $100,000 in
vesbnent in a private company that offers corporate training 
and development. 

Howard Sontag, a former tax lawyer at Lazard Freres & 
Co. and now the chief executive of Sontag Advisory in New 
'Xork, says he steers affluent clients into self-directed ac
counts to take advantage of the tax benefits when they invest 
in high-yielding alternatives such as middle-market lever
aged-lo¥l funds, which can spin offhuge flows of cash-at re
turns of 10 percent or more-with minimum investments of 
$500,000 or so. Occasionally, wealthier clients from Wall 
Street firms use SD-lRAs to hold private-equity interests, 
which are often acquired at low valuations and can be illiquid 
for years. 

Then there are the truly unorthodox investors, like Ra
jeev Kotyan, 43, a partner in the financial firm NUA Advisors, 
in Lexington. Mass. As a money pro, Kotyan fully under
stands the appeal of something like a Standard & Poor's 500 
index fund as well as the importance of portfolio diversifica-

sage horses sometimes reach several hundred thousand dol
lars, Kotyan and his partner limited their downside risk by 
keeping their acquisitions below $40,000. The venture deliv
ered about a 35 percent return for his self-directed account. 

The fees paid to the custodians ofSD-IRAs are generally 
much steeper than in traditional accounts. Millennium Trust 
charges $50 to open an account, a $300 annual fee no mat
ter the size of the account, a $125 holding fe'e per asset or se
curity and a $250 transaction fee for real-estate investments 
bought for th.e accounts, according to T. Scott McCartan, the 
finn's chief executive. Not only does income from the assets 
remain in the account, but the expenses needed to maintain 
the assets-such as upkeep on rental properties, taxes and 
management fees-must come from the IRA too. As with any 
trust arrangement, investors aren't allowed to comingIe their 
personal furids with the trust's funds. That'll why advisers 
urge that investors keep a cash cushion in their accounts, par
ticularlywhen they invest in real estate. 

Proponents of SD -IRAs believe they benefit society be-
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Commission. "But you can put all sorts of junk cause they help lubricate entrepreneurial ac
tivity and provide more options for investors. 
Although corporate lobbyists might think 
otherwise, some experts say there's no good 
reason why tax law shOUld push retirement 
savings only into things like publicly traded 
stocks or mutual funds. That said. self-direct
ed accounts can be an attractive vehicle for 

~ 
in there. We have a lot of issues with them. 
One of the biggest is that people just assume 
that the custodian is looking out for them. The 
fraudsters love it." Regulators add that con 
artists sometimes deliberately push people 
to open SD-IRAs when selling them bogus 

LEASING COWS TO 
FARMERS IS ANOTHER 

OPTION . ONE. 
REQUIREMENT, KNOW 

THE MJlK MARKET. 

fraud because they are meant for long-term 
investments, and there's a tax penalty for early withdrawal. 
This can make investors in these accounts more passive as 
well as provide cover for "a fraud promoter to perpetrate a 
fraud longer," according to an investor alert issued by the SEC 
in 2011. What's more, because alternative assets often involve 
no prospectuses and are unregistered, there is little if any 
oversight by regulators-until it is too late and a con artist has 
made off with an investor's retirement money. Other poten
tial problems include price gouging and, of course, illiquidity. 
When investors need to sell some of these assets, there may 
not be a ready market for them. 

"By itself, the idea of a self-directed IRA is not a prob
lem," says Joseph Borg, director of the Alabama Securities 

investments because of the lack of scrutiny of 
the whole field. 

Such problems, however, haven't deterred investors like 
Dick Eschleman, a 73-year-old semiretired investor in So
noma, Calif. A decade ago, he got fed up with Wall Street and 
dumped all of the mutual funds in his IRA Instead, he began 
using the funds to make subprime loans on prefabricated 
houses. The switch, Eschleman says, enabled him to turn the 
$200,000 he started with in the account into nearly $1 mil
lion. Eschleman says his returns now average 15 percent a 
year-even after accounting for some loans that inevitably go 
bad. The activity has transformed his retirement and given 
him something to do that he enjoys and finds fulfilling. "When 
everything works out, and you check things out yourself, you 
can do very well," he says. 
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CONTACT US 

If you have questions, are aware of suspicious 
activities, or believe you have been defrauded, 
please let the CFTC know immediately. CaU the 
CFTC or visit www.cftc .govmpOrComplaint. 

PRECIOUS METALS 
FRAUD 



SIGNS OF A POSSIBLE FRAUDULENT 
SALES PITCH 

o Leadmg you to believe you can profit from cur· 
rent news already known to the public. 

"Since that mjne disaster, you are certain to 
earn bjg returns on your deposit. It 

o Made by people who call themselves "metals 
dealers" or "merchants." 

o Advertised on radio, televis!on, or online. 

o Conlacting you askmg for personal information 
suct; as your name, phone number, email or 
heme addreS5. 

o Calls received from a broker or salesman from 
the company to promole lhe precIous metals 
purchase. 

POSSIBLE PERSUASION TACTICS YOU MAY 
EXPERIENCE 

o Dangling the prospect of wealth and entiCing 
you with something you want, but can't have. 

~,his gold purchase is guaranteed to grow at 
double the rate of your current investments . .. 

o Trying to build credibility by claiming to be 
With a reputable firm or to have a sp-ecia! 
credential or experience. 

"8eiieve me, as a senior wce presIdent of XYl 
Metals Merchant Inc .. (would never se/l an 
investment that doesn't produce." 

o Leading you to believe that other savvy inves~ 
tors have already invested. 

"This is how Bob on your street got his start. 
{ know it's a lot of money. but I'm in and so is 
half out club." 

o Offering to de a small favor for you in return 
for a big fa'Jo!. 

"/'II giYe YOU a break on my commission if you 
buy now-flalf off . .. 

() Creating a false sense of urgency by claiming 
limited supply. 

"There Bfe onlY two units left and the Asian 
market is about to open, so I'd s;gn up today. ,. 

PREC10US MElALS SALES WARl\i!NG SIGNS! 

that does pct dentfv t~dkanc aJ 
or bank trat w It be ~Ing you ,oe 

SOQ tMt ca,nol p'eVlce a way to 
• t~'illicCl1Sl.f(>fro"'lI8«lVl!!!ll*Wnt llllCl'cy. 

• A salasp\%dr olle<wg mgill)' camp ,expurclJes 
.j>g tecllmqce$ fQ( un1JSual slltJ:;e;s, 

FREQUENT SALES ARRANGEMENT THAT MAY 
INDICATE PROBLEMS 

o Claiming you can make a lot of money With little nsk 
by purchasing through a "finanCIng agreement." 

o Structured SO you only pay a small percentage 
(bet'lJeen 15% and 25%) of the totai purchas.e price. 

o Full price paid by a loan, thal the company 
arranges, to finance the rest of your purchase. 

o Ciauns that the company wiil store the precious 
meta!s for you in a storage facility or "bank." 

FREQUENT PROBLEMS 

o Often do not use your money to purchase metals at 
any time. 

o Do not actually arrange for loan financing with an 
independent financial institutlOn, but charge you 
phony interest. 

o Do not store metal with an mdependent bank or 
storage facility, but charge yeu storage fees. 

o Fraudulently fait to pomt out that because you are 
not paying the full price for the metals, you will 
have to send the company addit!onal funds if prices 
change unfavorably. 

o Often use your funds to pay themselves comm!s
sians, leaving !Ittle for you. 

BEFORE INVESTING IN PRECIOUS METALS, 
ASK, ASK, AND ASK SOME MORE! 

o Contact the cnc at 866.366.2382 Of the Nat.onal 
Futures Association at vNIW.nfa.futures.or~icnet 
to check the company's registration status, business 
background, and disciplinary history. 

o Ask how the financial professional is qualified to 
provide you with this service. 

o Ask how the product meets your financial needs. 

o Ask how the financial professional is paid for his! 
her service. 



Hot Swap: Property Exchanges for 
Retiring Baby Boomers 
by: Donald Jay Korn 
Saturday, December 1, 2012 

The coming wave of baby boomer retirements is likely to trigger a related 
shift in the real estate market. As clients retire - and relocate - you may find 
yourself discussing what to do with a Snowbelt investment property held for 
many years, which a client doesn't want to manage from the Sunbelt. 

"We see a lot of that here," says Paul Auslander, chairman and CEO of 
American Financial Advisors in Orlando, Fla. "Many people in that situation 
are interested in a tax-deferred exchange, rather than paying tax on a sale." 
That, in turn, may draw more attention to property exchanges spelled out 
under Section 1 031 of the tax code. 

Even though property values have plunged in many areas from their 2006 
peaks, selling may still trigger a huge tax bill. Investment properties are 
depreciated each year for tax purposes - so long-held real estate might have 
scant basis, or none at all. Most or all of the sales proceeds may be subject to 
income tax, and prior depreciation might be recaptured at a relatively high 
tax rate. 

"The tax bill can be surprising," says William Jordan, who heads a wealth 
management firm in Laguna Hills, Calif. 

Here's how a so-called 1031 exchange might work: A retiring investor from 
Las Vegas sells his strip shopping center and lets an unrelated intermediary 
hold the proceeds. Then the seller arranges for the intermediary to buy a 
medical office for the investor in Dallas, using the money held from the 
previous sale. The double transactions let the investor avoid paying tax now; 
he might be able to hold the replacement property until he dies and the 
income tax obligation vanishes. 

"Deferring taxes by using a tax-free exchange allows 100% of the dollars to 
be reinvested," says Rob Studin, executive director of financial advisory 
services at Lincoln Financial Advisors in Birmingham, Ala. "Assuming 
some basis, an investor who sells and doesn't exchange might have 85% to 
90% to reinvest after tax. " 



Related Content 

Advisors Scramble to Meet Wealthiest Clients' Insurance Needs 
More Conversations With 4QI(k) Clients Critical, BofA S~y~ 
Morgan Stanl~J2ebuts Elder Care Referral Service 

KEY FACTORS 

Clients considering a 1031 exchange should consider many factors , from 
existing diversification to life expectancy, as well as taxes. But 
psychologically, the weakened real estate market may be the most important 
Issue. 

"First, investors must be comfortable selling now," says Chet Ju, co-owner 
(with his wife Shirley) of 1031 Investment Solutions in Natick, Mass. 
"Property values are down and a lot of investors don't want to sell at today's 
prices." 

The flip side, of course, is that today's seller also can be today's buyer, 
finding good value in a depressed real estate market. "The real estate market 
is better now, so there are opportunities for investors," Jordan says. "I told 
folks to get out of real estate in 2006, but now I'm a buyer, not a seller." 

Beyond soft property prices, Studin says planners need to go back to basics: 
"Does the client have sufficient liquidity? Because real estate is almost 
always a long-term investment. How big is the taxable gain in relation to the 
property? If it is a very low basis property, gravitating to an exchange makes 
more sense. Diversification is also an issue," he adds. "If the client is overly 
heavy in real estate, taking the tax hit to create some negative correlation 
may be appropriate." 

If a client is older or in bad health, deferring a gain via an exchange may 
make sense in order to pass along to heirs the higher basis value, according 
to Studin. If that Las Vegas investor has a short life expectancy, he might 
defer the gain via an exchange to a Texas property. At his death, assuming 
current tax law still applies, he can leave the Texas property to his children, 
who'll get the property's date-of-death value as their basis, avoiding deferred 
income tax. (Estate tax will still apply.) 



FOCUS ON ECONOMICS 

But ultimately, Studin says, the most important issue is whether the deals 
actually make fmancial sense. "If the economics are good, then it makes 
even more sense if I have extra dollars to invest, because I don't have to pay 
taxes now .... The tax deferral is a great bonus." Taxes shouldn't be that 
much of a consideration, however, if clients don't fmd the right reinvestment 
property. 

Studin tells of one client, age 83, who recently had an office building seized 
by her state under eminent domain. "She received $2 million for it," he says, 
"of which $1.4 million to $1.5 million will be taxable, because she had some 
basis in the property. The tax will be a significant amount so she'd like to 
defer it. At her age, there's a good chance her heirs will be able to inherit 
with a basis step-up." 

On the downside, the amount is a significant portion of her net worth, which 
Studin is reluctant to tie up in a single property. "If we could get 
diversification and find properties where the economics are favorable, I 
might suggest it. So far, though, I haven't found anything that works, so I 
may recommend that she pay the tax." 

One other issue that can be a problem for 1 031 exchanges: timing. To 
qualify for tax deferral, a seller must identify replacement properties, in 
writing, within 45 days of the sale. Up to three possible replacements can be 
named; more than three can be named if the total value is no more than twice 
the value of the sold property. Perhaps more difficult, the new property 
generally must be acquired within 180 days. 

"As a backup," Jordan says, "I'd suggest putting a professionally managed 
deal on the list, if an attractive one is available. Then, if buying a particular 
replacement property within the time limit isn't possible, the seller can defer 
the tax by buying into the multi-owner deal." 

TEAMING UP 

Such co-ownership ventures, actually private placement securities, are not 
just for deadline desperation. "Co-ownership offerings are especially 
attractive for real estate owners who have held the property for quite a while 
and no longer want to deal with the so-called Three T's - tenants and trash 
and toilets," Ju says. "The owners may be relocating, so they don't want to 
manage their old properties long distance, but they also don't want to be 
hands-on managers in their new area." 



These deals typically involve one or more high-value, institutional-grade 
parcels, such as retail space leased to a chain. The deal's sponsor is 
responsible for property management, and the deals are usually structured so 
that multiple owners are involved; often they're designed to attract investors 
pursuing a 1031 exchange. "They usually pay cash flow to investors," Ju 
says, "often in the 6% to 7.5% range these days." As with any type of 
sponsored deal, there are costs, so investors might see lower returns than if 
they dealt with the Three T's themselves. 

Multi-owner exchanges became popular about a decade ago, often with a 
tenancy-in-common structure. Now, Ju says, TICs have been largely 
replaced by Delaware statutory trusts. "The main reason relates to 
financing," he says. "Banks today don't want to do a credit check on each 
individual owner, as they had to do with a TIC offering. With a DST, the 
bank makes one loan, to the entity owning title to the property or 
properties. " 

To a property owner, the deals look similar: tax deferral, cash flow and 
passive management. However, as Ju points out, a DST investor has less 
control over the properties than in a TIC. "The trustee decides when to sell a 
property, for example," he says. With the TIC structure, investors have the 
right to vote on sales and refmancings. 

Ju concedes DST interests are illiquid, but says that's true for any property 
investment. "With a DST, at least, you may have 50 other owners who are 
familiar with the real estate," he says. "At the right price, one of those 
owners might be willing to buy an interest from someone who wants cash." 

Donald Jay Korn is a Financial Planning contributing writer in New York. 
He also writes regularly JorOn Wall Street. 



Ten Things to Know About 1031 
Exchanges 
Robert W Wood, 01.26.10, 03:00 PM EST 

Real estate swaps grow popular, but traps are many. 
Beware new rules on vacation homes. 

Tax nerds may be able to spout off Internal Revenue Code Sections, but 
most people never get beyond 401(k). (That's right, your workplace 
retirement savings plan is named after a section of the tax code.) 

Still, "Section 1031" is slowly making its way into daily conversation, 
bandied about by realtors, title companies, investors and soccer moms. Some 
people even insist on making it into a verb, a la FedEx ( FDX - news -
people ), as in: "Let's 1031 that building for another." (While Section 1 031 
isn't restricted to real estate, that's clearly where most of the discussion takes 
place.) 

So what is 1031? Broadly stated, a 1031 exchange (also called a like-kind 
exchange or a Starker) is a swap of one business or investment asset for 
another. Although most swaps are taxable as sales, if you come within 1031, 
you'll either have no tax or limited tax due at the time of the exchange. 



In effect, you can change the form of your investment without (as the IRS 
sees it) cashing out or recognizing a capital gain. That allows your 
investment to continue to grow tax deferred. There's no limit on how many 
times or how frequently you can do a 1 031. You can roll over the gain from 
one piece of investment real estate to another to another and another. 
Although you may have a profit on each swap, you avoid tax until you 
actually sell for cash many years later. Then you'll hopefully pay only one 
tax, and that at a long-term capital gain rate (currently 15%). 

Warning: Special rules apply when depreciable property is exchanged in a 
1031. It can trigger gain known as "depreciation recapture" that is taxed as 
ordinary income. In general, if you swap one building for another building, 
or one machine for another machine, you can avoid this recapture. But if you 
exchange improved land with a building for unimproved land without a 
building, the depreciation you've previously claimed on the building will be 
recaptured as ordinary income. 

Such complications are why you need professional help when you're doing a 
1031. Still, if you're considering a 1 031--or just curious--here are 10 things 
you should know. 

1. A 1031 isn't for personal use. 

The provision is only for investment and business property, so you can't 
swap your primary residence for another home. There are ways you can use 
a 1031 for swapping vacation homes, but this loophole is much narrower 
than it used to be. For more details, see No. 10. 

2. But some personal property qualifies. 

Most 1031 exchanges are of real estate. However, some exchanges of 
personal property (say a painting) can qualify. Note, however, that 
exchanges of corporate stock or partnership interests don't qualify. On the 
other hand, interests as a tenant in common (sometimes called TICs) in real 
estate do. 

3. "Like-kind" is broad. 

Most exchanges must merely be of "like-kind"--an enigmatic phrase that 
doesn't mean what you think it means. You can exchange an apartment 
building for raw land, or a ranch for a strip mall. The rules are surprisingly 



liberal. You can even exchange one business for another. But again, there 
are traps for the unwary. 

4. You can do a "delayed" exchange. 

Classically, an exchange involves a simple swap of one property for another 
between two people. But the odds of fmding someone with the exact 
property you want who wants the exact property you have are slim. For that 
reason the vast majority of exchanges are delayed, three party, or "Starker" 
exchanges (named for the flrst tax case that allowed them). In a delayed 
exchange, you need a middleman who holds the cash after you "sell" your 
property and uses it to "buy" the replacement property for you. This three 
party exchange is treated as a swap. 

5. You must designate replacement property. 

There are two key timing rules you must observe in a delayed exchange. The 
flrst relates to the designation of replacement property. Once the sale of your 
property occurs, the intermediary will receive the cash. You can't receive the 
cash or it will spoil the 1031 treatment. Also, within 45 days of the sale of 
your property you must designate replacement property in writing to the 
intermediary, specifying the property you want to acquire. 

6. You can designate multiple replacement properties. 

There's long been debate about how many properties you can designate and 
what conditions you can impose. The IRS says you can designate three 
properties as the designated replacement property so long as you eventually 
close on one of them. Alternatively, you can designate more properties if 
you come within certain valuation tests. For example, you can designate an 
unlimited number of potential replacement properties as long as the fair 
market value of the replacement properties does not exceed 200% of the 
aggregate fair market value of all the exchanged properties. 

7. You must close within six months. 

The second timing rule in a delayed exchange relates to closing. You must 
close on the new property within 180 days of the sale of the old. Note that 
the two time periods run concurrently. That means you start counting when 
the sale of your property closes. If you designate replacement property 



exactly 45 days later, you'll have 135 days left to close on the replacement 
property. 

8. If you receive cash, it's taxed. 

You may have cash left over after the intermediary acquires the replacement 
property. If so, the intermediary will pay it to you at the end of the 180 days. 
That cash--known as "boot"--will be taxed as partial sales proceeds from the 
sale of your property, generally as a capital gain. 

9.You must consider mortgages and other debt. 

One of the main ways people get into trouble with these transactions is 
failing to consider loans. You must consider mortgage loans or other debt on 
the property you relinquish, and any debt on the replacement property. If 
you don't receive cash back but your liability goes down, that too will be 
treated as income to you just like cash. Suppose you had a mortgage of $1 
million on the old property, but your mortgage on the new property you 
receive in exchange is only $900,000. You have $100,000 of gain that is also 
classified as "boot," and it will be taxed. 

10. Using 1031 for a vacation house is tricky. 

You can sell your primary residence and, combined with your spouse, shield 
$500,000 in capital gain, so long as you've lived there for two years out of 
the past five. But this break isn't available for your second or vacation home. 
You might have heard tales of taxpayers who used a 1031 to swap one 
vacation home for another, perhaps even for a house where they want to 
retire. The 1031 delayed any recognition of gain. Later they moved into the 
new property, made it their primary residence and eventually planned to use 
the $500,000 capital gain exclusion. 

In 2004 Congress tightened that loophole. Yes, taxpayers can still turn 
vacation homes into rental properties and do 1031 exchanges. Example: You 
stop using your beach house, rent it out for six months or a year and then 
exchange it for other real estate. If you actually get a tenant and conduct 
yourself in a businesslike way, you've probably converted the house to 
investment property, which should make your 1031 exchange OK. But if 
you merely hold it out for rent but never actually have tenants, it's probably 
not. The facts will be key, as will the timing. The more time that elapses 
after you convert the property's use the better. Although there is no absolute 



standard, anything less than six months of bona fide rental use is probably 
not enough. A year would be better. 

If you want to use the property you swapped for as your new second or even 
primary home, you can't move in right away. In 2008 the IRS set forth a safe 
harbor rule under which it said it would not challenge whether a replacement 
dwelling qualified as investment property for purposes of a 1031 . To meet 
that safe harbor, in each of the two 12-month periods immediately after the 
exchange: (1) you must rent the dwelling unit to another person for a fair 
rental for 14 days or more; and (2) your own personal use of the dwelling 
unit cannot exceed the greater of 14 days or 10% of the number of days 
during the 12-month period that the dwelling unit is rented at a fair rental. 

Moreover, after successfully swapping one vacation/investment property for 
another, you can't immediately convert it to your primary home and take 
advantage of the $500,000 exclusion. Before the law was changed in 2004 
an investor might transfer one rental property in a 1031 exchange for another 
rental property, rent out the new rental property for a period of time, move 
into the property for a few years and then sell it, taking advantage of 
exclusion of gain from the sale of a principal residence. Now, if you acquire 
property in the 1031 exchange and later attempt to sell that property as your 
principal residence, the exclusion will not apply during the five-year period 
beginning with the date the property was acquired in the 1031 like-kind 
exchange. In other words, you'll have to wait a lot longer to use the primary 
residence capital gains tax break. 

Robert W. Wood is a tax lawyer with a nationwid(iJ2raqtice. The author of 
more than 30 books including Taxation of Damage Awards & Settlement 
Payments (4th Ed., 2009), he can be reached at wood@woodporter.com. 
This discussion is not intended as legal advice and cannot be relied upon for 
any purpose without the services of a qualified professional. 
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How to Identify and 
Avoid Investment Scams 

• What To Do Before Investing Your Money 

• What To Do While Your Money Is Invested 

• What To Do When Investment Concerns 
Arise 
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Before Investing Your Money 
• Be Skeptical 

• Ask Questions 

• Ask Follow-Up Questions 

• Get a Second Opinion 

• Research 

• Be Conservative 

• Get Documentation 



(i i Before Investing Your Money 
~~~ly W~\~4' Red Flags 

• Exclusivity 

• Guarantees 

• Asked to invest more money 

• Time pressure to invest 

• Writing a check out to an individual 



What To Do 
WHILE Your Money is Invested 



Critical Message 

• Vigilant 

• Observant 

• Informed 



Scenario One: 
Traditional Arrangement 

• Investor-Broker 
Arrangement 

• Full Service/ 
Retail 
Brokerage Firm 



Scenario One: 
Traditional Arrangement 

• Account statements? 

• On time? 

• Reasonable range? 

• Types of products? 

• Compare prior and 
current account 
balances. 

• Wilds swings may be 
indicative of 
speculative holdings. 



{';" .·"C\. Scenario Two: 
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\,,,, ~",l Non-Traditional Arrangement 

• "Investor-Lone 
Financial 
Advisor" 
Arrangement 

• Independent 
Fraudster 
Management Co. 



{" ." S' •• ''i Scenario Two: 
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t~s~w 3J'J\~~~~' Non-Traditional Arrangement 
• Can you Independently Verify: 

-Account Statements? 

-Investment Products? 

-Offering Documents? 

- Performance? 

-Fees? 



Sample Fraudulent Statement 
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Record-Keeping 

• It is imperative that you establish thorough 
recordi ng-keepi ng. 

• At a minimum, you should maintain= 
- Written agreements 

- Authorization forms 

- Account statements 



What To Do 
hen Investment Concerns Arise 



• Be suspicious of evasive answers 

• Be suspicious of a lack of communication 

• Be suspicious of a lack of important regular 
documentation-including tax forms 

• Be suspicious if you have trouble retrieving 
your principal, interest, or cashing out 
profits 
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Be suspicious of 
anything out of 

the ordinary 



Do Not Hesitate 

• CALL, CALL, CALL! 
AND 

Put your complaint in 
writing and mail it to 

the Division 

OR 

File an online 
complaint with the 

Division 



Do Not Panic 

"Thompson, you11 be fooling some of the people all of 
the time. Anderson, you11 be fooling all of the people 
some of the t ime. That way we don't miss anyone." 

• Investment Scams can 
be simple or complex 
and are constantly 
evolving 

• Even the most 
sophisticated Investors 
become caught up in 
investment scams 
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1. Top 10 Scams Targeting Seniors 

2. Investment Fraud Awareness Quiz 

3. Avoiding Investment Scams 

4. How to Avoid Becoming a Victim 

5. How to Spot a Con Artist 

6. Stopping Affinity Fraud 

7. 10 Tips to Protect Your Nest Egg 

8. Top Investor Threats 

9. Social Media and Investing Tips for Seniors 

10. Other Resources on Financial Scams 



Top 10 Scams Targeting Seniors 
BY NATIONAL COUNCIL ON AGING 

Financial scams targeting seniors have become so prevalent that they' re now considered 
"the crime of the 21st century." 

Why? Because seniors are thought to have a significant amount of money sitting in their 
accounts. 

Financial scams also often go unreported or can be difficult to prosecute, so they're 
considered a "low-risk" crime. However, they're devastating to many older adults and can 
leave them in a very vulnerable position with little time to recoup their losses. 

It's not just wealthy seniors who are targeted. Low-income older adults are also at risk of 
financial abuse. 

And it's not always strangers who perpetrate these crimes. Over 90% of all reported elder 
abuse is committed by an older person's own family members, most often their adult 
children, followed by grandchildren, nieces and nephews, and others. 

Review our list below, so you can identify a potential scam. 

1. Health CarelMedicarelHealth Insurance Fraud 

Every U.S. citizen or permanent resident over age 65 qualifies for Medicare, so there is 
rarely any need for a scam artist to research what private health insurance company older 
people have in order to scam them out of some money. 

In these types of scams, perpetrators may pose as a Medicare representative to get older 
people to give them their personal information, or they will provide bogus services for 
elderly people at makeshift mobile clinics, then use the personal information they provide 
to bill Medicare and pocket the money. 

2. Counterfeit Prescription Drugs 

Most commonly, counterfeit drug scams operate on the Internet, where seniors 
increasingly go to fmd better prices on specialized medications. 

This scam is growing in popularity-since 2000, the FDA has investigated an average of 
20 such cases per year, up from five a year in the 1990s. 



The danger is that besides paying money for something that will not help a person's 
medical condition, victims may purchase unsafe substances that can inflict even more 
harm. This scam can be as hard on the body as it is on the wallet. 

3. Funeral & Cemetery Scams 

The FBI warns about two types of funeral and cemetery fraud perpetrated on seniors. 

In one approach, scammers read obituaries and call or attend the funeral service of a 
complete stranger to take advantage of the grieving widow or widower. Claiming the 
deceased had an outstanding debt with them, scammers will try to extort money from 
relatives to settle the fake debts. 

Another tactic of disreputable funeral homes is to capitalize on family members' 
unfamiliarity with the considerable cost of funeral services to add unnecessary charges to 
the bill. 

In one common scam of this type, funeral directors will insist that a casket, usually one of 
the most expensive parts of funeral services, is necessary even when performing a direct 
cremation, which can be accomplished with a cardboard casket rather than an expensive 
display or burial casket. 

4. Fraudulent Anti-Aging Products 

In a society bombarded with images of the young and beautiful, it's not surprising that 
some older people feel the need to conceal their age in order to participate more fully in 
social circles and the workplace. After all, 60 is the new 40, right? 

It is in this spirit that many older Americans seek out new treatments and medications to 
maintain a youthful appearance, putting them at risk of scammers. 

Whether it's fake Botox like the one in Arizona that netted its distributors (who were 
convicted and j ailed in 2006) $1.5 million in barely a year, or completely bogus 
homeopathic remedies that do absolutely nothing, there is money in the anti-aging 
business. 

Botox scams are particularly unsettling, as renegade labs creating versions of the real 
thing may still be working with the root ingredient, botulism neurotoxin, which is one of 
the most toxic substances known to science. A bad batch can have health consequences 
far beyond wrinkles or drooping neck muscles. 



5. Telemarketing 

Perhaps the most common scheme is when scammers use fake telemarketing calls to prey 
on older people, who as a group make twice as many purchases over the phone than the 
national average. 

While the image of the lonely senior citizen with nobody to talk to may have something 
to do with this, it is far more likely that older people are more familiar with shopping 
over the phone, and therefore might not be fully aware of the risk. 

With no face-to-face interaction, and no paper trail, these scams are incredibly hard to 
trace. Also, once a successful deal has been made, the buyer's name is then shared with 
similar schemers looking for easy targets, sometimes defrauding the same person 
repeatedly. 

Examples of telemarketing fraud include: 

"The Pigeon Drop" 

The con artist tells the individual that he/she has found a large sum of money and is 
willing to split it if the person will make a "good faith" payment by withdrawing funds 
from hislher bank account. Often, a second con artist is involved, posing as a lawyer, 
banker, or some other trustworthy stranger. 

"The Fake Accident Ploy" 

The con artist gets the victim to wire or send money on the pretext that the person's child 
or another relative is in the hospital and needs the money. 

"Charity Scams" 

Money is solicited for fake charities. This often occurs after natural disasters. 

6. Internet Fraud 

While using the Internet is a great skill at any age, the slower speed of adoption among 
some older people makes them easier targets for automated Internet scams that are 
ubiquitous on the web and email programs. 

Pop-up browser windows simulating virus-scanning software will fool victims into either 
downloading a fake anti-virus program (at a substantial cost) or an actual virus that will 
open up whatever information is on the user's computer to scammers. 

Their unfamiliarity with the less visible aspects of browsing the web (frrewalls and built
in virus protection, for example) make seniors especially susceptible to such traps. 



One example includes: 

EmaillPhishing Scams 

A senior receives email messages that appear to be from a legitimate company or 
institution, asking them to "update" or "verify" their personal information. A senior 
receives emails that appear to be from the IRS about a tax refund. 

7. Investment Schemes 

Because many seniors fmd themselves planning for retirement and managing their 
savings once they finish working, a number of investment schemes have been targeted at 
seniors looking to safeguard their cash for their later years. 

From pyramid schemes like Bernie Madoffs (which counted a number of senior citizens 
among its victims) to fables of a Nigerian prince looking for a partner to claim 
inheritance money to complex fmancial products that many economists don't even 
understand, investment schemes have long been a successful way to take advantage of 
older people. 

8. HomeownerlReverse Mortgage Scams 

Scammers like to take advantage of the fact that many people above a certain age own 
their homes, a valuable asset that increases the potential dollar value of a certain scam. 

A particularly elaborate property tax scam in San Diego saw fraudsters sending 
personalized letters to different properties apparently on behalf of the County Assessor's 
Office. The letter, made to look official but displaying only public information, would 
identify the property's assessed value and offer the homeowner, for a fee of course, to 
arrange for a reassessment of the property's value and therefore the tax burden associated 
with it. 

Closely related, the reverse mortgage scam has mushroomed in recent years. With 
legitimate reverse mortgages increasing in frequency more than 1,300% between 1999 
and 2008, scammers are taking advantage of this new popularity. 

As opposed to official refmancing schemes, however, unsecured reverse mortgages can 
lead property owners to lose their homes when the perpetrators offer money or a free 
house somewhere else in exchange for the title to the property. 

9. Sweepstakes & Lottery Scams 

This simple scam is one that many are familiar with, and it capitalizes on the notion that 
"there's no such thing as a free lunch." 

Here, scammers inform their mark that they have won a lottery or sweepstakes of some 
kind and need to make some sort of payment to unlock the supposed prize. Often, seniors 



will be sent a check that they can deposit in their bank account, knowing that while it 
shows up in their account immediately, it will take a few days before the (fake) check is 
rejected. 

During that time, the criminals will quickly collect money for supposed fees or taxes on 
the prize, which they pocket while the victim has the "prize money" removed from his or 
her account as soon as the check bounces. 

10. The Grandparent Scam 

The Grandparent Scam is so simple and so devious because it uses one of older adults' 
most reliable assets, their hearts. 

Scarnmers will place a call to an older person and when the mark picks up, they will say 
something along the lines of: "Hi Grandma, do you know who this is?" When the 
unsuspecting grandparent guesses the name of the grandchild the scarnmer most sounds 
like, the scarnmer has established a fake identity without having done a lick of 
background research. 

Once "in," the fake grandchild will usually ask for money to solve some unexpected 
financial problem (overdue rent, payment for car repairs, etc.), to be paid via Western 
Union or MoneyGram, which don't always require identification to collect. 

At the same time, the scam artist will beg the grandparent "please don't tell my parents, 
they would kill me." 

While the sums from such a scam are likely to be in the hundreds, the very fact that no 
research is needed makes this a scam that can be perpetrated over and over at very little 
cost to the scarnmer. 
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Investment Fraud Awareness Quiz 

CSA/ACY 
Canad ian Secu rities 
Adm inistrators 

Autorites ell nad ie n nes 
en va luers mobil ieres 

NASAA 
NASAA-CSA Investment Fraud Awareness 
Quiz 
The North American Securities Administrators Association (NASAA) 

and the Canadian Securities Administrators have collaborated on a 

quiz to help you identify your vulnerability to fraud. Take our 12-

question quiz and learn what you can do to avoid becoming a victim 

of investment fraud. 



1. Which of the following phrases should raise your 

concern about an investment? 

a. High rate of return 

b. Risk-free 

c. Your investment is guaranteed against loss 

d. You must invest now 

e. All of the above 

2. Securities laws protect investors by requiring 

companies to: 

a. Show profits before they can sell stock 

b. Provide investors with specific information about the 

company 

c. Pay dividends 

d. Repay investors who have lost money 

3. In which situation are you taking the least amount of 

risk? 

a. Buying a Certificate of Deposit (CD), in United States, or a 

Guaranteed Investment Certificate (GIC), in Canada, from a 

bank 

b. Investing with someone you know through your church or 

community association 

c. Investing offshore 

d. Investing with someone who contacted you by phone 

4. A fellow book club member tells you about an 

investment opportunity that has earned returns of 20% 

during the past year. Your investments have been 

performing poorly and you're interested in earning higher 



returns. This person is your friend and you trust them. 

What should you do? 

a. Ask your friend for more information about the investment so 

that you can understand the risks before you make a decision 

b. Invest only a small amount to see how things go before 

making a larger investment 

c. Call your securities regulator to see if the investment has 

been registered or is properly exempted for sale 

d. a and c 

5. Which of the following should you rely upon when 

making an investment decision? 

a. Testimonials of other investors 

b. Advertisements and news stories in the media or on the 

Internet 

c. Technical data that you don't really understand 

d. Information filed with your securities regulator 

6. Ways to protect yourself from investment fraud include: 

a. Read all disclosure documents about an investment 

b. Seek advice from an independent and objective source 

c. Be skeptical and ask questions 

d. Never write the check/cheque for an investment in the name 

of your salesperson 

e. All of the above 

7. When dealing with a securities salesperson who is 

considered reputable, you should do all the following 

except: 



a. Request copies of opening account documentation to verify 

that your investment goals and objectives are stated correctly 

b. Open and review all correspondence and account 

statements when you receive them 

c. Verify your written account statements with information you 

can obtain online 

d. Allow the salesperson to manage your assets as they see fit 

because they are the expert 

e. Evaluate your salesperson's recommendations by doing your 

own independent research 

8 .. Which of the following are frequently used to defraud the 

public? 

a. Short-term promissory notes 

b. Prime bank investments 

c. Offshore investments to avoid taxes 

d. Nigerian advance fee letters 

e. All of the above 

9. The role of government securities regulators is to: 

a. Sell shares to investors 

b. Act as an association for securities dealers and advisers 

c. Regulate securities markets, the investment industry and 

protect investors 

d. All of the above 

10. You have been working closely with your securities 

salesperson for years. Recently your salesperson asked 

you to invest in a product that he/she is really excited 

about, however, the recommendation seems very different 



from financial products you have invested in previously. 

Which of the following should you do? 

a. Agree to make the investment because you have done 

business with your salesperson for years and trust them 

implicitly 

b. Check with your securities regulator to see if they have any 

information on the investment product 

c. Check with your securities regulator to see if the securities 

salesperson is authorized to sell the product in question 

d. Rely upon the written material the salesperson gives you 

e. a & d only f. b & conly 

11. An investment is likely to be legitimate if: 
a. The promotional materials and company website look 
professional 
b. The company has a prestigious office location 
c. Other investors are receiving quick up-front returns 
d. The company has an official-sounding name 
e. None of the above 

12. Who insures you against investment losses? 
a. No one; this is the risk you take when you invest 
b. My securities regulator 
c. The company selling the investment 
d. The Securities Investor Protection Corporation (SIPC) in 
United States or the Canadian Investor Protection Fund (CIPF) 
in Canada 



Answers: 
1. E 
2. B 
3. A 
4. D 
5. D 
6. E 
7. D 
8. E 
9. C 
10. F 
11. E 
12. A 

1. 
Unusually high rates of return should be viewed as a cause for 
concern about an investment and would indicate a high-risk 
investment. Investigate all risk-free promises. Guarantees should also 
raise concern. Legitimate investments are not guaranteed against 
loss. Suggesting that you must invest "now" is generally a high
pressure tactic used by swindlers to get the money before investors 
can change their minds or obtain more information. 

2. 
Securities regulation is based on a disclosure system - laws requiring 
companies to provide investors with specific information. This 
ensures that investors have access to the information they need in 
order to make sound investment decisions. Companies do not have 
to show profits nor pay dividends in order to sell stock to investors. 
Also, companies are not required to repay investors who have lost 
money by investing in their shares. 

3. 
Buying a CD or GIC is low risk, but you should investigate insurance 
levels in the event of the bank's failure. You should also consider 
inflation risk when dealing with low return investments. If you are 
going to invest with someone you know through your church or 
community association, you should ensure that both the person and 
the investment are properly registered/licensed with your securities 
regulator. You should thoroughly investigate before investing your 
hard-earned money. Investing offshore is not a guarantee of tax 
benefits. In addition, when you invest offshore, you are giving up 



some of the protections provided by your securities regulator. 
Investing with someone who calls you with an investment opportunity 
is also very risky. You should always be skeptical of telephone 
pitches. 

4. 
You should never make an investment based simply on word-of
mouth, even if the recommendation comes from a family member, 
friend or acquaintance. Fraudulent schemes are frequently 
perpetuated this way. The promise of quick, high returns should also 
alert you to a possible scam. As a general rule, risk and return are 
proportional; the higher the return, the higher the risk. Even if a 
company looks and sounds legitimate, you should always check it 
out. Therefore, ask for more information about the investment and 
call your securities regulator to see if the investment has been 
registered or exempted for sale. 

5. 
Information filed on an investment with your securities regulator can 
include disclosure documents, such as a prospectus or offering 
memorandum, and is meant to provide you with valuable information 
in order for you to make a wise investment decision. This is your best 
source of information about the history of the company and the risks 
associated with the investment. 

When shopping for investments, you should base your decisions on 
your own financial situation. If you don't understand an investment or 
if it feels too risky, don't invest in it. News stories may be factual, but 
may not provide investors with enough information on which to base 
an investment decision. Ads are not necessarily factual. Be aware 
that con artists use advertisements, technical language, fake 
testimonials, and news stories to make their schemes appear 
legitimate. 

6. 
Before making an investment, do your research and ensure that you 
understand what you are buying, the risks involved and if it is suitable 
for your personal financial situation. You can obtain written materials 
from your salesperson, go to the library, use the Internet, and/or get 
an opinion from another professional. Contact your securities 



regulator to ask about the salesperson's background and to verify 
proper licensing or registration of the investment and salesperson. 
Never transfer money in the name of a salesperson. Your 
check/cheque or fund transfer should always be directed to the 
company in which you are investing or to your brokerage/investment 
firm to settle your account. 

7. 
Registeredllicensed securities salespeople and their administrative 
staff can and do make errors. These errors and mistakes can be 
costly and need to be caught and corrected as soon as possible. 
More importantly, there have been instances where salespeople have 
intentionally abused their clients' trust through excessive trading in 
their accounts, selling them inappropriate financial products and 
outright fraud. Generally speaking, your salesperson should never 
buy or sell a security without first getting your approval. 

8. 
With the presence of con artists and the ever-increasing complexity of 
financial products and markets, today's investors need to be well 
informed. The above-mentioned items are all "scams" but represent 
only a small number of fraudulent investments that are currently 
being sold to unwitting investors. NASAA provides a current list of 
these scams that you can review at www.nasaa.org. Consumers 
need to maintain a heightened sense of caution when investing. 
Additionally, if the investment is something you are not familiar with, 
be sure to gather information and understand the product prior to 
investing . Consult with your securities regulator and review its 
website for additional investor education materials and information on 
scams. 

9. 
Securities regulators administer the laws in their jurisdiction. One of 
their key mandates is to protect investors by ensuring that the rules 
and regulations are followed. Securities regulators do not sell shares 
directly to the public, but oversee the companies that do. They do not 
represent the industry, but provide protection to investors through 
rules, regulations and educational programs. 



10. 
It is important to ask for and obtain written details of the investment 
recommendations you receive before you make any decisions. This 
could include a prospectus, an offering memorandum, research 
reports and other information. You should also contact your securities 
regulators for information relating to the registration or exemption 
status of the securities product in addition to checking to see if your 
salesperson is registeredllicensed to sell the investment product. You 
should always assess your investment objectives before making an 
investment in this, or any other product, to determine the risks 
involved, even if the recommendation comes from someone that you 
have done business with for many years. 

11. 
You should not judge the legitimacy of an investment by the following: 
the look of the written promotional materials you receive; where the 
company's office is located; its website whether other investors 
received quick up-front returns; or the name of the company. All of 
these things may be done to lure investors into a scheme. Do your 
homework. Obtain information about the company from reputable 
sources such as the EDGAR website for U.S. public securities filings 
(YVWV\o'~§~9.-.:.RQ_y.L.~Qga[) and call your securities regulator before you 
invest. 

12. 
Any investment involves some degree of risk. You should know what 
degree of risk you are willing to take in order to meet your financial 
goals and objectives. Securities regulators protect investors by 
ensuring that securities laws and rules are abided by, but they do not 
insure investments. Be aware that there have been many problems 
with companies that falsely inform investors that their investments are 
guaranteed or insured. SIPC (www.siQc.org) in United States does 
not insure investments or cover declines in investment value or 
fraudulent sales. SIPC and CIPF provide coverage in limited 
circumstances and with set dollar limits in the event of insolvency of a 
member brokerage firm. Investigate before you invest since you 
alone are bearing the risk involved with your investments. 
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Avoiding Investment Scams 
The current financial crisis has not only battered the portfolios of many investors, it 
has also placed a spotlight on investment fraud. In turbulent economic times, ongoing 
schemes tend to unravel as wary investors begin demanding their cash. And the 
opportunity for new fraud can rise, as fraudsters look for any hook to exploit those who 
hope to recover their losses. 

FINRA is issuing this Alert to warn investors about classic types of investment fraud 
and to help investors spot and avoid the types of persuasion tactics fraudsters use. We 
also describe key red flags and provide tools to help you avoid fraud . Our Scam Meter 
(wwwfinra.org/ meters/scam) can help you assess whether an opportunity is too good 
to be true, and our Risk Meter (wwwfinra.org/meters/risk) reveals whether you share 
characteristics and behavior traits that have been shown to make some investors 
vulnerable to investment fraud . 

Types of Investment Scams 
Investment scams can take many forms-and fraudsters can turn on a dime when 
it comes to developing new pitches or come-ons for the latest fraud. But while the 
wrapper or hook might change, the most common securities frauds tend to fall into the 
following general schemes: 

>- Pyramid Schemes-where fraudsters claim that they can turn a small investment 
into large profits within a short period oftime-but in reality, participants make 
money solely by recruiting new participants into the program. The fraudsters behind 
these schemes typically go to great lengths to make their programs appear to be 
legitimate multi-level marketing schemes. Pyramid schemes eventually fall apart 
when it becomes impossible to recruit new participants, which can happen quickly. 
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Investor Alert 

> Ponzi Schemes-in which a central fraudster or "hub" collects money from new investors and uses it to pay 
purported returns to earlier-stage investors-rather than investing or managing the money as promised . 
The scam is named after Charles Ponzi, a 1920s-era con criminal who persuaded thousands to invest in a complex 
price arbitrage scheme involving postage stamps. Like pyramid schemes, Ponzi schemes require a steady stream 
of incoming cash to stay afloat. But unlike pyramid schemes, investors in a Ponzi scheme typically do not have to 
recruit new investors to earn a share of "profits." Ponzi schemes tend to collapse when the fraudster at the hub can 
no longer attract new investors or when too many investors attempt to get their money out-for example, during 
turbulent economic times. 

NEW INVESTORS 

1. The hub promises 
high financial 
returns to new 
investors that 
aren't available 
through traditional 
investments. 

$$$Q$$$ 

PONZI HUB OPERATOR 

2. Then, the hub 
collects money 
from additional 
new investors. 

3. Instead of investing 
the money, the 
hub pays so-called 
"returns" to earlier 
investors from 
the new investors' 
money. 

EARLIER INVESTORS 

4. The fraud 
perpetuates itself 
as long as the hub 
finds new investors. 

> Pump-and-Dump- in which a fraudster deliberately buys shares of a very low-priced stock of a small, th inly traded 
company and then spreads false information to drum up interest in the stock and increase its stock price. Believing 
they're getting a good deal on a promising stock, investors create buying demand at increasingly higher prices. The 
fraudster then dumps his shares at the high price and vanishes, leaving many people caught with worthless shares 
of stock. Pump-and-dumps traditionally were carried out by cold callers operating out of boiler rooms, or through 
fax or online newsletters. Now, the most common vehicles are spam emails or text messages. 

> Advance Fee Fraud - which plays on an investor's hope that he or she will be able to reverse a previous investment 
mistake involving the purchase of a low-priced stock. The scam generally begins with an offer to pay you an 
enticingly high price for worthless stock in your portfolio. To take the deal, you must send a fee in advance to pay 
for the service. But if you do so, you never see that money-or a ny of the money from the dea 1-again . 

> Offshore Scams-which come from another country and target u.s. investors. Offshore scams can take a variety 
offorms, including those listed above. Many involve "Regulation S," a rule that exempts u.s. companies from 
registering securities with the Securities and Exchange Commission (SEC) that are sold exclusively outside the u.s. 
to foreign or "offshore" investors. Fraudsters can manipulate these types of offerings by reselling Reg S stock to u.s. 
investors in violation of the rule. Whatever form an offshore scam takes, it can be difficult for u.s. law enforcement 
agencies to investigate fraud or rectify harm to investors when the fraudsters act from outside the u.s. 

2 Avoiding Investment Scams 



Psychology of a Sca m 
The common thread that binds these different types 
offraud is the psychology behind the pitch. We've all 
heard the timeless admonition "If it sounds too good to 
be true, it probably is" -which is great advice, but the 
trick is figuring out w hen "good" becomes "too good ." 
There's no bright line. Investment fraudsters make their 
living by making sure the deals they tout appear both 
good and true. 

In a 2006 study funded by the FINRA Investor Education 
Foundation, the Consumer Fraud Research Group 
examined hundreds of undercover audiotapes of 
fraudsters pitching investments scam. The tapes revealed 
that fraudsters are masters of persuasion, tailoring 
their pitches to match the psychological profiles of 
their targets. They look for an Achilles' heel by asking 
seemingly benign questions-about your health, family, 
political views, hobbies or prior employers. Once they 
know which buttons to push, they'll bombard you with 
a flurry of influence tactics, which can leave even the 
savviest person in a haze. Some of the most common 
tactics include: 

> The "Phantom Riches" Tactic-dangling the prospect 
of wealth, enticing you with somethingyou want 
but can 't have. "These gas wells are guaranteed to 
produce $6,800 a month in income." 

> The "Source Credibility" Tactic-trying to build 
credibility by claiming to be a reputable authority 
or expert. "Believe me, as a senior vice president 
ofXYZ Firm, I would never sell an investment that 
doesn't produce." 

> The "Social Consensus" Tactic-Ieadingyou to believe 
that other savvy investors have already invested. 
"This is how_ got his start. I know it's a lot of 
money, but I'm in-and so is my mom and half 
her church -and it's worth every dime." 

> The "Reciprocity" Tactic-offering to do a small 
favor for you in retu rn for a big favor. "I'll give you a 
break on my commission if you buy now-half off." 

> The "Scarcity" Tactic-creating a false sense of 
urgency by claiming limited supply. "There are 
only two units left, so I'd sign today if I were you ." 
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If these tactics look familiar, it's because legitimate 
marketers use them, too. However, when we are 
not prepared to resist them, these tactics can work 
subliminally. Little wonder that victims often say to 
regulators after they have been scammed, "I don't 
know what I was thinking," or "it really caught me off 
guard." That's why an important part of resisting these 
common persuasion tactics is to understand them before 
encou nteri ng them. 

Red Flags of Fraud 
To stay on guard and avoid becoming drawn into a scam, 
look for the warning signs of investment fraud : 

> Guarantees: Be suspect of anyone who guarantees 
that an investment will perform a certain way. All 
investments carry some degree of risk. 

> Unregistered products: Many investment scams 
involve unlicensed individuals selling unregistered 
securities-ranging from stocks, bonds, notes, hedge 
funds, oil or gas deals, or fictitious instruments, such 
as prime bank investments. 

> Overly consistent returns: Any investment that 
consistently goes up month after month -or that 
provides remarkably steady returns regardless of 
market conditions-should raise suspicions, especially 
during turbulent times. Even the most stable 
investments can experience hiccups once 
in a while. 

> Complex strategies: Avoid anyone who credits a 
highly complex investing technique for unusual 
success. Legitimate professionals should be able 
to explain clearly what they are doing. It is critical that 
you fully understand any investment you're seriously 
considering-including what it is, whatthe risks are 
and how the investment makes money. 

> Missing documentation: If someone tries to sell 
you a secu rity with no docu mentation -that is, no 
prospectus in the case of a stock or mutual fund, and 
no offering circular in the case of a bond-he or she 
may be selling unregistered securities. The same is 
true of stocks without stock symbols. 
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> Account discrepancies: Unauthorized trades, 
missing funds or other problems with your account 
statements could be the result of a genuine 
error-or they could indicate churning or fraud . 
Keep an eye on your account statements to make 
sure account activity is consistent with your 
instructions, and be sure you know who holds 
your assets. For instance, is the investment adviser 
also the custodian of your assets? Or is there an 
independent third-party custodian? It can be easier 
for fraud to occur if an adviser is also the custodian 
of the assets and keeper of the accounts. 

> A pushy salesperson: No reputable investment 
professional should push you to make an 
immediate decision about an investment, or tell you 
that you've got to "act now." If someone pressu res 
you to decide on a stock sale or purchase, steer 
clear. Even if no fraud is taking place, this type of 
pressuring is inappropriate. 

You can also use our Scam Meter to help spot red flags 
of investment fraud . 

Who Gets Victimized? 
Almost anyone who invests is a potential fraud target, 
though you can reduce your vulnerability if you know 
what to guard against. A 2007 survey by the FINRA 
Foundation examined how known investment fraud 
victims differed from non-victims. Among its key 
findings, the survey identified several investment fraud 
risk factors, including: 

o Owning high-risk investments, including penny 
stocks, promissory notes, futures, options or private 
investments in foreign currency; 

e Relying on friends, family, co-workers for advice (for 
example, one-third of the national sample-but 
70 percent of victims-made an investment based 
primarily on advice from relative or friend) ; 

e Being open to new investment information (for 
example, three times as many victims went to a 
free investment seminar than the national sample); 
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o Failing to check the background of an investment 
or broker (for example, 1 in 8 victims failed to check 
whether an investment professional had a criminal 
background, and 1 in 7 did not check their licensing 
or registration) ; and 

e Inability to spot persuasion tactics used by 
fra udsters. 

You can use our Risk Meter to assess whether you 
share any characteri stics and behavior traits that have 
been shown to make some investors vulnerable to 
investment fraud. 

How Can I Protect Myself? 
In addition to paying attention to the red flags offraud 
and learning to spot and avoid the persuasion tactics 
fraudsters use, it is critical that you ask questions about 
investments and the people who pitch them-and then 
verify the answers. 

Here's how: 

> Check Out Investment Professionals- Always 
ask whether the promoter of an investment 
opportunity is licensed to sell you the investment
and confirm which regulator issued that license, 
and if and when the license has ever been revoked 
or suspended. A legitimate securities salesperson 
must be properly licensed, and his or her firm 
must be registered with FINRA, the SEC or a 
state securities regulator- depending on the 
type of business the firm conducts. An insurance 
agent must be licensed by the state insurance 
commissioner where he or she does business. 

continued 
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How Can I Protect Myself? (continued) 

Be sure to independently verify the salesperson's or promoter's answers as follows : 

~ For a broker or brokerage firm, use FINRA BrokerCheck at wwwfinra.org/ brokercheck or call toll -free : 
(800) 289-9999. BrokerCheck allows you to confirm not only licensing and registration, but also 
whether an individual orfirm has a history of complaints or regulatory problems. 

~ For an investment adviser, use the SEC's Investment Adviser Public Disclosure website at 
wwwadviserinfo.sec.govorcalltoll-free: (800) SEC-0330. 

~ For an insurance agent, check w ith your state insurance department. You will f ind contact information 
through the National Association of Insurance Commissioners (NAIC) at www.naic.org or call toll-free: 
(866) 470-NAIC. 

~ For all sellers, be sure to call your state securities regulator. You can find that number in the government 
section of your local phone book or by contacting the North American Securities Administrators 
Association at wwwnasaa.org or (202) 737-0900 for the state's n umber. 

~ Check Out Investments-Ask whether the investment is registered and, if so, with which regulator. Most 
investors will want to buy securities products that are registered with the SEC or with state regulators. 
With very few exceptions, companies must register their securities before they can sell shares to the public. 

You can find out whether a product is registered with the SEC by using the EDGAR database 
(wwwsec.gov/edgar.shtml). You can also use our Scam Meter to help you determine whether an 
investment you are thinking about might be a scam. 

A Word About Registration: 

• 

Smart Thinking: Investors should always 
~ ask whether a security is registered with 

the SEC-and if not, why not. Not all 
securities offerings must be registered with the 
SEC-such as those issued by municipal, state 
and federal governments. 

The SEC also provides exemptions for certain 
intrastate offerings and small public and private 
offerings under a rule known as Regulation D. 
www.sec.gov/answers/regd.htm 

Keep in mind that registration with the SEC 
does not guarantee that an investment will be a 
good one or immune to fraud. Likewise, lack of 
registration does not mean the investment lacks 
legitimacy. The critical difference is the extreme 
level of risk you assume when you invest in a 
company about which little or no information is 
publicly available. SEC registration carries a number 
of advantages for investors, including disclosure 
offinancial and other information that can help 
investors assess whether to invest in 
a company's securities. 
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If a Problem Occurs 
If you believe you have been defrauded or 
treated unfairly by a securities professional or 
firm, please send us a written complaint. If 
you suspect that someone you know has been 
taken in by a scam, be sure to give us that tip. 

Here's how: 

Online: 

File a Complaint (for you) 
wwwfinra.org/ complaint 

Send a Tip (for others) 
wwwfinra.org/fileatip 

Mail or Fax: 

FINRA Complaints and Tips 
9509 Key West Avenue 
Rockville, MD 20850 
Fax: (866) 397-3290 

Additional Resources 
Risk Meter: wwwfinra.org/ meters/ risk 

Scam Meter: wwwfinra.org/meters/ scam 

Avoid Identity Theft and Fraud: wwwfinra.org/ 
I nvestors/ ProtedYou rself/ A void I n vestmentFra ud 

To receive the latest Investor Alerts and other 
important investor information sign up for 
Investor News at wwwfinra.org. 

1735 K Street, NW 
Washington , DC 20006-1506 
www.finra.org 

© 2011 FINRA. All rights reserved. 
11_ 0117.4-04/ 11 
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• Investor Resou rces 

FINRA Investor Information-Investor Alerts, tools and much more to 
help you invest smarter and safer. 

• I nvestor Alerts 
• Smart Saving for College 
• Fund Analyzer 

Website : wwwfinra.org/ investor 
Phone: (202) 728-6964 

• Smart Bond Investing 
• Smart 401(k) Investing 
• Financial Calculators 

FINRA Market Data-Data on equities, options, mutual funds and a 
wide range of bonds, including real -time corporate bond prices and 
FINRA-Bloomberg Bond Indices. 

Website : wwwfinra.org/ marketdata 

FINRA BrokerCheck-Check the background of a broker or brokerage 
firm. 

Website : wwwfinra.org/ brokercheck 
Toll -free : (800) 289-9999 

FINRA Investor Complaint Center- If you feel you 've been treated 
unfairly. 

FINRA Investor Complaint Center 
9509 Key West Avenue 
Rockville, MD 20850-3329 

Website : wwwfinra.org/ complaint 
Fax: (866) 397-3290 

FINRA Dispute Resolution-If you seek to recover damages. 

FINRA Dispute Resolution 
One Liberty Plaza 
165 Broadway, 27th Floor 
New York, NY 10006 

Website : wwwfinra.org/ArbitrationMediation 
Phone: (212) 858-4400 
Fax: (212) 858-4429 

FINRA 
FINRA, the Financial Industry Regulatory Authority, is an independent 
regulatory organization empowered by the federal government 
to ensure that America's 90 million investors are protected. Our 
independent regulation plays a critical role in America 's financial 
system -at no cost to taxpayers. We register brokers and brokerage 
firms, write and enforce rules governing their activities, examine firms 
for compliance, and foster market transparency and educate investors. 
For more information, visit wwwfinra.org. 
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How to Avoid Becoming a Victim 
Avoiding being hurt by a con artist is as easy as doing your homework -
before you invest. 

· Contact your state or provincial securities regulator to see if the 

investment vehicle and the person selling it are registered. Your state 

or provincial securities regulator will also be able to tell you if the 

salesperson has a disciplinary history, that is, whether any civil, 

criminal or administrative proceedings have been brought against him 

or her. 

· Contact your local Better Business Bureau to see if any complaints 

have been filed against the venture's promoters or principals. 

· Deal only with fmancial advisers, broker-dealers or financial 

institutions having a proven track record. 

· Ask for written information on the investment product and the 

business. Such information, including fmancial data on the company 

and the risks involved in the investment, is contained in a prospectus. 

Read it carefully. 

· Don't take everything you hear or read at face value. Ask 

questions if you don't understand, and do some sleuthing for yourself. 

If you need help in evaluating the investment, go to someone 

independent whom you can trust such as an attorney or an accountant. 

· Steer clear of investments touted with no downside or risk. 
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How to Spot a Con Artist 

in securities is risky enough without worrying 

about whether your salesperson is going to fleece you. To be an informed 

investor, you must know what danger signs to look for. Some are subtle, and 

some are easier to spot. 

Rule 1: Con Artists Like To Blend In 

Con artists know that being themselves hurts business. Effective con artists 

must disguise their true motives. Whether your first contact with the con 

artist is through an unsolicited telephone call or a stranger ringing your 

doorbell or sending you an email, the con artist takes great pains to look and 

sound familiar. Often, con artists like to blend in with others in your group 

whether that group be political, community (such as the local senior center), 

religious or other. They quickly get to know a lot of people in the group so 

they can count on this common bond to spread the word about their 

questionable investments and reel in unsuspecting investors. 



Rule 2: Con Artists Dress For Success 

Even though con artists would like you to believe that they are "just plain 

folk," they are smart enough to realize that this alone will not sway you to 

part with your money. They work very hard to come across as smooth, 

professional and successful. Con artists may dress like they are wealthy and 

work out of impressive looking offices. If your only contact is by mail, the 

office may bear a prestigious sounding address. Often, this is nothing more 

than a mail drop. Your best bet is to look behind the surface and do some 

serious investigating before you part with your money. 

Rule 3: Con Artists Often Push Poorly Understood or Little-Known 

Products 

Today, a variety of institutions, from banks to brokerage firms to fmancial 

planners, offer a wide range of fmancial products. With such a confusing 

mix to choose from, it is no wonder that many people turn to financial 

advisers for guidance. Con artists know this and stand ready to assume full 

responsibility for your investment decisions. Don't let them! When it comes 

to your money, think things through for yourself after getting all the facts. 

Never give someone control over your purse strings just because you think 

you are too old, young or financially inexperienced. If you really need help, 

only deal with financial advisers, broker-dealers or fmancial institutions with 

proven track records. 

Rule 4: Con Artists Bring Out The Worst In You 

Skilled con artists can bring out your worst traits, particularly greed, fear, 

and insecurity. Con artists know that promises of huge returns with no risk 



will get your attention. They hope that it will get your money too. Fear 

comes into play when the con artist warns you that complaining about a 

failed investment to the government may result in your spoiling it for others 

or "rocking the boat." Con artists try to make you feel inadequate if you 

don't believe them or ask too many questions. If you find yourself making 

investment-related decisions based only on your emotions, watch out! 

Rule 5: Con Artists Are Fair Weather Friends 

Before you invest, con artists are very friendly. They take a personal interest 

in you out of the blue. They call back when they promised they would. Each 

time, they tell you even more good things about the investment. You may 

feel you're being pressured into investing. You are. Despite his or her kind 

words, the con artist will do anything in his or her power to make a sale. Too 

often, however, once you have invested your money, contact with the con 

artist dwindles and then stops altogether. If you cannot get answers to your 

questions after handing over your cash, there is a good chance someone else 

is getting rich off of your investment. 

Rule 6: For Every Silver Lining, There Is A Cloud 

Every investment involves risk. But to hear the con artist explain it, the 

investment may be too good to be true. Trust your inner voice if you hear 

claims like these: 

• "I just got a hot tip from an inside source that this stock will go 

through the roof." 

• "Your return is guaranteed. There's no way you can lose money." 



• "Gotta get in on the ground floor now or you'll be left out in the cold. 

In fact, we'll send a messenger over tomorrow to pick up your check." 

(Con artists often use this device to avoid federal mail fraud charges.) 

• "This deal is so great, I invested in it myself." 

• "If this doesn't perform as Ijust said, we'll refund your money no 

questions asked." 

• "Everyone else that invested in this did very well." 

Be especially careful if the salesperson downplays any downside or denies 

that risk exists. Con artists usually are not very good at answering important 

questions. Watch out if the salesperson is reluctant to provide information on 

the following: 

• The background, educational history and work experience of the 

deal's promoters, principals or general partners; 

• Information on whether your investment monies will be segregated 

from other funds available to the business; 

• Written information on the business' financial condition, such as a 

balance sheet and bank references; 

• The prior track record of the business and its principals; 

• The salesperson's name, where he or she is calling from, who he or 

she works for, his or her background and what commission or other 

compensation he or she will receive; 

• The salesperson's connection with the venture and any affiliates 

• In addition, be wary if the salesperson doesn't ask you questions about 

your past investment experience and your ability to withstand risk. 

Even if the salesperson does ask a few related questions, take heed if 

you get the sense that he or she is merely going through the motions. 



Rule 7: Don't be afraid to "sleep on it." 

If you are promised high, guaranteed profits and given no written 

explanation concerning the investment vehicle, the promoter's background 

or the risks involved, walk away. Never invest in anything based on the 

enthusiasm or charisma of the salesperson - they may have more to gain by 

taking your money than you know. 





When a friend,family member, or co
worker encourages you to invest your 
money in an opportunity guaranteed 

to pay a return of 1 0% or more per 
year, what will you do? 



The SEC's Office of Investor Education and Advocacy believes 
it is important to raise awareness regarding investment 
scams that target groups. In this guide, you will learn key 
strategies for protecting yourself and your community from 
the potentially devastating impact of affinity fraud. 

AFFINITY FRAU D 

Affinity fraud refers to investment scams that prey upon 
members of identifiable groups, often religious or eth
nic communities. The fraudsters who promote affin-
ity scams frequently are - or pretend to be - members 
of the group. They often enlist respected leaders from 
within the group to spread the word about the scheme, 
by convincing those people that a fraudulent investment 
is legitimate and worthwhile. Many times, those leaders 
become unwitting victims of the fraudster's ruse. 

T hese scams exploit the trust and friendship that 
exist in groups of people who have something in 
common. Because of the tight-knit structure of 
many groups, it can be difficult for regulators or law 
enforcement officials to detect an affinity scam. Vic
tims often fail to notify authorities or pursue their 

legal remedies, and instead try to work things out 
within the group. This is particularly true where the 
fraudsters have used respected community or religious 
leaders to convince others to join the investment. 

COMMONTRAITS, COMMONTACTICS 

Many affinity scams involve "Ponzi" or pyramid schemes, 
where new investor money is used to make payments to 
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earlier investors to give the false illusion that the invest

ment is successful. This ploy is used to trick new investors 
to invest in the scheme and to lull existing investors into 
believing their investments are safe and secure. In reality, the 
fraudster almost always steals investor money for personal 
use. Both types of schemes depend on an unending supply 
of new investors. When the inevitable occurs, and the sup
ply of investors dries up, the whole scheme collapses and 

investors discover that most or all of their money is gone. 

TARGETS OF AFFINITY FRAUD 

Affinity frauds can target any group that takes pride in 
their shared characteristics. The SEC has investigated 
and taken quick action against affinity frauds targeting a 
wide spectrum of groups, including: 

• Ethnic communities; 

• Religious groups; 

• Professional groups; 

• Members of the military; and 

• Seniors. 

HOWTO AVOID AFFINITY FRAUD 

Many victims of affinity fraud simply trust the judg
ment of a friend, family member, or co-worker. Others 
research the investment opportunity by talking with the 
promoters or others who have invested in the scheme. 

But the key to avoiding affinity fraud or any invest
ment fraud is using independent information to 
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evaluate financial opportunities. We see too many inves
tors who might have avoided trouble and losses if they 
had asked questions from the start and verified the 
answers with reliable information from sources outside 
of their family, community, or group. 

Before you hand over your money for an investment 
opportunity, consider these questions: 

Is the seller licensed? 
Smart investors check out the background of anyone 
promoting an investment opportunity - even before 
learning about opportunity itself. Why? Research shows 
that con-artists are experts at the art of persuasion, often 
using a variety of influence tactics tailored to the vul
nerabilities of their victims. Even a little information 
about your family, interests, or job can help a skilled 
con-artist swindle your money. 

Fortunately, it's easy to find information that can help 

you protect your investment dollars. Federal and state 
securities laws require investment professionals and their 
firms to be licensed or registered, and to make impor
tant information public. Be sure to ask anyone promot
ing an investment opportunity if he or she is licensed 
and then check out the answer with an independent 
source. Just one phone call or visit to a web site may 
save you from sending your money to a con artist, a bad 
financial professional, or disreputable firm. 

To check out the background of an investment pro
fessional, visit www.investor.gov or call the SEC's toll
free investor assistance line at (800) 732-0330. 
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Examples of Common Persuasion Tactics 

The "Phantom Riches" Tactic-dangling the prospect 
of wealth, enticing you with something you want but 
can't have. "These gas wells are guaranteed to produce 
$6,800 a month in income." 

The "Source Credibility" Tactic-trying to build 
credibility by claiming to be with a reputable firm or to 
have a special credential or experience. "Believe me, 
as a senior vice president of XYZ Firm, I would never 
sell an investment that doesn't produce." 

The "Social Consensus" Tactic-leading you to 
believe that other savvy investors have already in
vested. "This is how _ got his start. I know it's a lot 
of money, but I'm in-and so is my mom and half her 
church-and it's worth every dime." 

The "Reciprocity" Tactic-offering to do a small 
favor for you in return for a big favor. "1'11 give you a 
break on my commission if you buy now-half off." 

The "Scarcity" Tactic-creating a false sense of 
urgency by claiming limited supply. "There are only two 
units left, so I'd sign today if I were you." 

Source: FINRA Investor Education Foundation 

6 I STOPPING AFFINITY FRAUD IN YOUR COMMUNITY 



Is the investment registered? 
Smart investors always check whether an investment is reg
istered with the SEC by using the SEC's EDGAR database 
or contacting the SEC's toll-free investor assistance line. 

Any offer or sale of securities must be registered, or 
exempt from registration. Registration is important 
because it provides investors with access to key infor
mation about the company's management, products, 

services, and finances. 
The mere fact that a company registers or flies 

reports with the SEC does not make the company a 
"good" investment or immune to fraud. Conversely, the 

fact that a company does not flie reports with the SEC 
does not mean the company lacks legitimacy. The criti
cal difference is that you assume more risk when you 
invest in a company about which little or no informa

tion is publicly available. 
If an investment is not registered with the SEC, find 

out if it is registered with your state securities regulator. 
If you can't find any record that it is registered with the 
SEC or your state, or that it's exempt from registration, 
call or write your state's securities regulator or the SEC 
immediately with all the details.You may have come 
face to face with a scam. 

HOW DOTHE RISKS COMPARE WITHTHE 
POTENTIAL REWARDS? 

The potential for greater returns typically comes 
with greater risk. Understanding this crucial trade
off between risk and reward can help you separate 
legitimate opportunities from unlawful schemes. 
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"Too Good To Be True" 
Investment Opportunities 

If you're not sure if an investment opportunity is "too 
good to be true," consider these rules of thumb: 

Low risk generally means low yield. If you are 
offered a "no risk" investment opportunity, compare 
its potential return with a financial choice that is truly 
guaranteed, such as a federally insured savings ac
count. If the potential return of the investment oppor
tunity is significantly higher, it could be fraudulent or 
contain risks you haven't considered. 

High yields typically involve high risk. The stock 
market, which has produced large investment gains 
as well as huge losses from year to year, has provided 
an average annual return of approximately ten percent 
since the Great Depression. Any investment opportu
nity that claims you'll get substantially more could be 
highly risky. 

Promises of consistent double-digit returns are 
consistently frauds. Investments seeking high returns 
tend to be volatile. For example, it's actually quite rare 
for the stock market to return its historical ten-percent 
average in any given year; larger gains or losses are 
more common. 
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Investments with greater risk may offer higher poten

tial returns, but they may expose you to greater invest
ment losses. Keep in mind every investment carries 

some degree of risk and no legitimate investment offers 

the best of both worlds. 

Many investment frauds are pitched as high return 

opportunities with little or no risk. Ignore these oppor
tunities or, better yet, report them to the SEC. 

DO I UNDERSTAND THE INVESTMENT? 

Many successful investors follow this rule of thumb: 

Never invest in something you don't understand. Some
times, even the simplest sounding products or invest

ment opportunities can be pretty complex. Always read 
an investment's prospectus or disclosure statement care
fully. If you can't understand the investment and how it 

will help you make money, ask a trusted financial pro
fessional for help. If you are still confused, you should 

think twice about investing. 

WHERETO GO FOR HELP 

Whether checking out an investment professional, 

researching an investment, or learning about new 
products or scams, unbiased information can be a great 
advantage when it comes to investing wisely. Make a 
habit of using the information and tools on securities 
regulators' websites. If you have a question or concern 
about an investment, please contact the SEC, FINRA, 

or your state securities regulator for help. 
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u. S. Securities and Exchange Commission 
Office of Investor Education and Advocacy 
100 F Street, N.E. 
Washington, D.C. 20549-0213 
Telephone: (800) 732-0330 
Fax: (202) 772-9295 
Web: www.investor.gov 
Online complaint form: www.sec.gov/complaint.shtml 

Financial Industry Regulatory Authority (FINRA) 
FINRA Complaints and Tips 
9509 Key West Avenue 
Rockville, MD 20850 
Telephone: (301) 590-6500 
Fax: (866) 397-3290 
Web: www.finra.org/investor 
Online complaint form: www.finra.org/ complaint 

North American Securities Administrators Association 
750 First Street, N.E., Suite 1140 
Washington, D. C. 20002 
Telephone: (202) 737-0900 Fax: (202) 783-3571 
Web: www.nasaa.org 
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10 Tips to Protect Your Nest Egg 
First the bad news: As an older investor you are a top target for con artists. 
The files of state securities agencies are filled with tragic examples of senior 
investors who have been cheated out of savings, windfall insurance 
payments, and even the equity in their own homes. 

Now the good news: You can avoid becoming a victim by following 10 self
defense tips developed for seniors by NASAA. 

1. Don't be a "courtesy victim." 
2. Check out strangers touting "strange" deals. 
3. Always stay in charge of your money. 
4. Don't judge a book by its cover. 
S. Watch out for salespeople who prey on your fears. 
6. Don't make a tragedy worse with rash fmancial decisions. 
7. Monitor your investments and ask tough questions. 
8. Look for trouble retrieving your principal or cashing out profits. 
9. Don't let embarrassment or fear keep your from reporting investment 
fraud or abuse. 
lO. Beware of "reload" scams. 

1. Don't be a courtesy victim. Con artists will not hesitate to exploit your 
good manners. Save your good manners for friends and family members, not 
strangers looking for a quick buck! 

2. Check out strangers touting strange deals. Trusting strangers is a 
mistake anyone can make when it comes to their personal fmances. Say "no" 
to any investment professional who presses you to make an immediate 
decision, giving you no opportunity to check out the salesperson, firm and 
the investment opportunity itself. Extensive background information on 
investment salespeople and firms is available from the Central Registration 
Depository (CRD) files available from your state or provincial securities 



agency. Contact information for your state or provincial securities regulator 
is available here. 

3. Always stay in charge of your money. Beware of anyone who suggests 
investing your money into something you don't understand or who urges 
that you leave everything in his or her hands. 

4. Don't judge a book by its cover. Successful con artists sound and look 
extremely professional and have the ability to make even the flimsiest 
investment deal sound as safe and sound as putting money in the bank. The 
sound of a voice, particularly on the phone, has no bearing on the soundness 
of an investment opportunity. 

5. Watch out for salespeople who prey on your fears. Con artists know 
that you worry about either outliving your savings or seeing all of your 
financial resources vanish overnight as the result of a catastrophic event, 
such as a costly hospitalization. Fear can cloud your good judgment. An 
investment that is right for you will make sense because you understand it 
and feel comfortable with the risk involved. 

6. Don't make a tragedy worse with rash financial decisions. The death 
or hospitalization of a spouse has many sad consequences - fmancial fraud 
shouldn't be one of them. Ask a con artist to describe his ideal victim and 
you are likely to hear the following two words: "elderly widow." If you find 
yourself suddenly in charge of your own fmances, get the facts before you 
make any decisions. Local libraries and universities may offer classes and 
information on investing. Talk to friends, family, trade organizations, and 
state or provincial securities regulators for advice on locating a fmancial 
professional and checking their background. An insurance settlement may 
help with expenses but it also makes you an ideal target for fraud. Arm 
yourself with information and your confidence will send con men running. 

7. Monitor your investments and ask tough questions. Don't compound 
the mistake of trusting an unscrupulous investment professional or outright 
con artist by failing to keep an eye on the progress of your investment. Insist 
on regular written reports. Look for signs of excessive or unauthorized 
trading of your funds. Don't let a false sense of friendship or trust keep you 
from demanding a routine statement of your accounts. 

8. Look for trouble retrieving your principal or cashing out profits. If a 
stockbroker, fmancial planner or other individual with whom you have 



invested stalls you when you want to pull out your principal or profits, you 
have uncovered someone who wants to cheat you. Some kinds of 
investments have certain periods when you cannot withdraw your funds, but 
you must be made aware of these kinds of restrictions before you invest. 

9. Don't let embarrassment or fear keep you from reporting investment 
fraud or abuse. Con artists know that you might hesitate to report that you 
have been victimized in fmancial schemes out of embarrassment or fear. 
Con artists prey on your sensitivities and, in fact, count on these fears 
preventing or delaying the point at which authorities are notified of a scam. 
Every day that you delay reporting fraud or abuse is one more day that the 
con artist is spending your money and fmding new victims. 

10. Beware of "reload" scams. If you are already the victim of an 
investment scam, don't compound the damage by letting con artists "reload" 
and take a "second bite" of your assets. Con artists know you have a fmite 
amount of money. Faced with a loss of funds, some seniors who have been 
victimized once will go along with another scheme in which the con artists 
promise to make good on the original funds lost ... and possibly even 
generate new returns beyond those originally promised. Though the desire to 
make up lost fmancial ground is understandable, all too often the result is 
that you lose whatever savings you had left in the wake of the initial scam. 



~ NORTH AMERICAN SECURITIES ADMINISTRATORS ASSOCIATION 

NASAA 

Top Investor Threats 
"A con artist will use every trick in the book to take advantage of 
unsuspecting investors, including exploiting well-intended laws, in order to 
fatten their wallets. " 
- NASAA Past-President Jack E. Herstein 

NASAA Top Investor Threats 

The following list of the Top 10 fmancial products and practices that 
threaten to trap unwary investors was compiled by the securities regulators 
in NASAA' s Enforcement Section. 

New Threats 

Crowdfunding and Internet Offers. The 2012 JOBS Act makes significant 
changes to the methods startup businesses and entrepreneurs may employ to 
bring their ventures to the investing market, and investors must be wary of 
the attendant risks. Also, many more rules and mechanisms must be put into 
place for those changes to actually take effect. For example, the relaxed 
rules governing registration of relatively small securities deals, public 
solicitation for private funds, and disclosure of information to investors over 
the Internet are not yet written. So, the JOBS Act provisions related to 
crowdfunding, a much-publicized method for startups seeking capital, are 
not yet available - and will not be until sometime in 2013 - to legitimate 
businesses. Even when the relaxed rules and registration exemptions are 
effective, they will not make investments in small businesses less risky -
just more prevalent. And the JOBS Act provisions do not eliminate fraud, an 
unfortunate common feature of Internet securities activity. 

Many states and provinces report a recent increase in active investigations or 
recent enforcement actions involving Internet fraud, and JOBS Act-triggered 
activity is likely to elongate this trend. Investors must remember that small 
startups are among the riskiest of investment categories under the best of 



situations. The crowdfunding and Internet investing marketplaces in North 
America will develop and undergo major changes in the next year, and 
investors should monitor this emerging capital formation community with a 
wary eye. 

Inappropriate Advice or Practices from Investment Advisers. The 
Bernie Madoff case opened a number of eyes and ears to the problems that 
could exist undetected in an investment advisory firm. Investment advisers 
are licensed to give specific investment advice and owe their clients a 
fiduciary duty, unlike brokers that may merely effect suitable securities 
transactions for their clients. The regulatory environment for investment 
advisers is shifting, and Madoffhas led to increased scrutiny from both state 
regulators and the u.s. Securities and Exchange Commission. The 2010 
Dodd-Frank Act laid the groundwork for a major regulatory shift, 
transferring thousands of mid-sized investment advisers to primary 
supervision by state regulators, rather than the SEC. The states have already 
begun working with these mid-sized investment advisers, assisting them in 
complying with state registration requirements and applying already robust 
examination programs. 

State enforcement actions increased as well: in 2011, state actions against 
investment adviser firms nearly doubled over the previous year, and focused 
both on compliance in the firms' general business practices and advice to 
clients. As the states implement regular examination schedules and analyze 
investment advisers that have not been audited in many years, more 
problems are likely to be discovered. The increased frequency of exams will 
benefit investors, however, as state regulators will work to ensure that 
investors have access to investment advisers who meet their fiduciary duty 
and cure discovered deficiencies. 

Scam Artists Using Self-Directed IRAs to Mask Fraud. Scam artists, 
forever on the lookout for new ways to entice investors, are using self
directed IRAs to increase the appeal of their fraudulent schemes. State 
securities regulators have investigated numerous cases where a self-directed 
IRA was used in an attempt to lend credibility to a bogus venture. Fraud 
promoters pushing a Ponzi scheme or other investment fraud can 
misrepresent the responsibilities of self-directed IRA custodians to deceive 
investors into believing that their investments are legitimate or protected 
against losses. While .a scam artist may suggest that self-directed IRA 
custodians analyze and validate investments, those custodians only hold the 



assets in a self-directed IRA and generally do not evaluate the quality or 
legitimacy of any investment. 

Fraudsters also exploit the tax-deferred characteristics of self-directed IRAs, 
and know that the financial penalty for early withdrawal may cause investors 
to be more passive or to keep funds in a fraudulent scheme longer than those 
who invest through other means. Self-directed IRAs also allow investors to 
hold alternative investments such as real estate, mortgages, tax liens, 
precious metals, and private placement securities; financial and other 
information necessary to make a prudent investment decision may not be as 
readily available for these alternative investments. While self-directed IRAs 
can be a legitimate way to hold retirement assets, investors should be 
mindful of potential fraudulent schemes when considering investments for 
their self-directed IRA. Custodians and trustees of self-directed IRAs may 
have limited duties to investors, and generally will not evaluate the quality 
or legitimacy of an investment or its promoters. 

EB-5 Investment-for-Visa Schemes. The Immigrant Investor Program, also 
known as EB-5, is an immigration program linked to job-creation that is 
growing in popularity, but investors must beware of promoters who falsely 
claim that an investment in their venture is safer or guaranteed due to an 
influx of foreign cash. The EB-5 immigration category is a 20-year-old 
program that grants a U.S. visa to foreign nationals who invest a minimum 
of $500,000 into a new commercial enterprise (The equivalent Canadian 
Immigrant Investor Program (IIP), requires a C$800,000 investment). This 
job-creation effort has attracted investors from around the world, and as with 
any investment approach, increased interest has been accompanied with new 
challenges. All investments with an EB-5 component are subject to 
traditional securities laws, and investors need to be alert to the foreign
funding feature. 

Unscrupulous promoters may seek to prop up the plausibility of their scheme 
by highlighting a connection with a federal jobs program. Similarly, 
investors may be intrigued by the prospect of big funding from investors in 
China or other foreign countries with traditional or growing economic 
power. In a recent case, the developer of a failed artificial sweetener factory 
planned for a small Missouri town sought Chinese investors through the EB-
5 program, and made that a key component in pitching and then selling the 
underlying government bonds issued for the project. While the existence of 
Chinese funding may have seemed promising to the city issuing the bonds 



and the investors who bought them, the developer defaulted on the fIrst bond 
payment, leaving the city and investors out millions of dollars. Investors 
considering any enterprise with an EB-5 or lIP feature should make sure to 
obtain full information on every component of the venture, including all 
funding sources and the background of all promoters. 

Persistent Threats 

Gold and Precious Metals. The hype surrounding gold, silver and other 
precious metals continues despite both the fact that these investments are 
just as vulnerable to risk as others, and signs that some precious metal 
markets are declining or increasingly turbulent. The promise of continuing 
increases in value pitched by high-profIle celebrities on television, radio or 
the Internet too often lure unsuspecting investors into any number of scams. 
Often, scams begin with an unsolicited communication such as an email or 
telephone call offering to sell investors gold coins, bullion, bars or other 
forms of the precious metal that the promoter will hold in safekeeping for 
the investor. Far too often, the gold simply does not exist. 

Increases in the value of precious metals during the recession have led 
unwary consumers to believe that the value will perpetually increase. Like 
any risky investment, there are no guarantees. In fact, gold declined by 15 
percent between March and June of2012 (a drop in value of more than $200 
per ounce), settling at its lowest point since July of 20 11. 

Risky Oil and Gas Drilling Programs. Investors considering alternatives to 
traditional securities may be attracted to the lucrative returns often 
associated with investments in oil and gas drilling programs. These 
investments also may appeal to those who are frustrated with the volatility of 
the stock market or skeptical of the culture of Wall Street. Unfortunately, 
energy investments often prove to be a poor substitute for traditional 
retirement planning. Investments in oil and gas drilling programs typically 
involve a high degree of risk and are suitable only for investors who can 
bear the loss of the entirety of their principal. Moreover, some promoters 
will conceal these risks, using high pressure sales tactics and deceptive 
marketing practices to peddle worthless investments in oil wells to the 
investing public. 

In a recent survey of the states, oil and gas fraud was ranked as the fourth 
most common product or practice leading to investigations and enforcement 



actions. There are active investigations into suspect oil and gas investment 
programs in over two dozen states and in every region of the U.S. and 
Canada. Investors should therefore conduct thorough due diligence and 
appraise their own tolerance for considerable risk when considering the 
purchase of interests in oil and gas programs. 

Promissory Notes. Promissory notes are often promoted as a safe and 
secure way for investors to earn returns in excess of those prevailing on 
conventional investments. Promoters flaunt high returns from private loan 
agreements, interim short term fmancing or startup capital opportunities. 
Investors must be wary of promises of security and liquidity in these 
promissory notes, which are very often false or overstated. Investments of 
this nature are highly speculative and the risk of total loss of the funds 
invested is high. But issuers often use notes and prior relationships with 
investors to downplay the true nature and risk of these investments. Sales of 
promissory notes are very often the favored investment vehicle for Ponzi 
schemes. In a recent survey, 20 states identified promissory notes as one of 
the top five most common products or features in fraudulent schemes, and 
notes are a commonly reported violation to Canadian regulators. Promissory 
notes, for the most part, are securities and are subj ect to state and provincial 
regulation. As with all investment opportunities, investors are encouraged to 
do their due diligence, ask questions and check with state or provincial 
regulators. 

Real Estate Investment Schemes. As news of a possible bottom being 
reached in the U.S. housing market has spread, the popularity of investment 
offerings involving distressed real estate has continued to increase. While 
legitimate real estate investments can be an important component of a 
diversified portfolio, investors should be aware that schemes related to 
buying, renovating, flipping or pooling distressed properties also are popular 
with con artists. In a recent survey of the states, real estate fraud was ranked 
as the third most common product or practice leading to investigations and 
enforcement actions. 

Even with legitimate real estate investments, there are substantial risks with 
properties that are bank-owned, pending short-sale, or in foreclosure. And 
the field is littered with non-legitimate scam artists intent on fleecing 
middle-class investors. In October 2011, Utah regulators took action against 
a man that solicited $4 million from investors to purchase and refurbish 
properties and provide a "diversified portfolio" of hard-money loans. 



Investors were given personal guarantees and promised minimum returns of 
18 percent per year in an investment with risk that was "literally zero," but 
in reality, the funds were directed to a single, highly leveraged development 
project that went bust. As with all investments, careful vetting and due 
diligence is a must with real estate investments. 

Regulation D Rule 506 Private Offerings. In the most recent survey of 
state securities regulators, fraudulent private placement offerings were 
ranked as the most common product or scheme leading to investigations and 
enforcement actions. These offerings also are commonly referred to as 
Regulation D Rule 506 offerings (the exemption in federal securities laws 
that allows private placements to be sold to investors without registration). 
By defmition these are limited investment offerings that are highly illiquid, 
generally lack transparency and have little regulatory oversight. While 
Regulation D Rule 506 offerings are used by many legitimate companies to 
raise capital, these investment offerings are high-risk and may not be 
suitable for many individual investors. The 2012 JOBS Act significantly 
relaxed the restrictions on the manner in which Regulation D Rule 506 
offerings can be marketed to the general public, eliminating the previous ban 
on general solicitations (advertising). Once the rules implementing this 
change are fmalized by the SEC, investors will begin to see a variety of 
advertisements related to private placement offerings, even though only a 
very small percentage of the population will be eligible to invest. 

Unlicensed Salesmen Giving Liquidation Recommendations. As in years 
past, the liquidation of securities by insurance-licensed firms or agents who 
are not registered to sell securities is a significant source of complaints and 
inquiries for the states. Fifteen states pursued actions against insurance 
companies or agents in 2011, with the most common issue being liquidation 
of traditional securities holdings to fund annuity purchases. With losses in 
their retirement funds due to market fluctuations, senior investors are often 
enticed to shift their investments from traditional securities to annuities sold 
with the promise of guaranteed income and a mechanism for easy transfer of 
the value of the annuity to beneficiaries upon death. While annuities may be 
appropriate retirement products for some, they are not suitable for all 
investors and the liquidation of securities holdings is not always the best 
approach to funding an annuity purchase. 

Insurance agents who are not also licensed securities professionals do not 
have the training and have not demonstrated the expertise necessary to 



determine the suitability of liquidating securities products to fund the 
purchase of an insurance product. A specific license is required before 
anyone can recommend the purchase or sale of securities. Being licensed as 
an insurance agent is not a substitute for a securities license. Investors 
should demand to see proof that a salesperson is licensed to make a 
recommendation to sell securities before agreeing to any transaction 
involving securities. 



Investor Bulletin: 
Social Media and Investing-Tips for Seniors 

The SEC's Office of Investor Education and 
Advocacy is issuing this Investor Bulletin to 
provide seniors who use social media with a 
few tips to help them do so more safely and 
to help them avoid investment fraud. 

More and more older Americans are using 
social media every day, including to help 
guide investment decisions. Whether it 
is to research particular stocks, to find 
background information on financial 
professionals, to gather up-to-date news, 
or to discuss the markets with others, 
social media - web-based platforms that 
allow interactive communication, such 
as Facebook, YouTube, Twitter, LinkedIn, 
bulletin boards, and chat rooms - has 
become an important investing tool. 
While social media can provide many 
benefits, it also presents opportunities for 
fraudsters targeting older Americans. As a 
result, seniors need to proceed with caution 
when using social media as part of their 
investment process. The following tips can 
help. 

Investor Assistance (800) 732-0330 

Tips to Help Avoid Investment 
Fraud Online 

The key to avoiding investment scams on 
the Internet is to be an educated investor. 
Below are five tips to help seniors avoid 
securities fraud: 

1. Look out for (IRed Flags" 

Wherever you come across a 
recommendation for an investment on the 
Internet, the following "red flags" should 
cause you to use caution in making an 
investment decision: 
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It sounds too good to be true. 
Any investment that sounds too 
good to be true probably is. Be 
extremely wary of claims on the 
Internet that an investment will 
make "INCREDIBLE GAINS" 
or is a "BREAKOUT STOCK 
PI CK." Claims like these are 
hallmarks of extreme risk or 
outright fraud. 

• U " The promise of guaranteed 
returns with little or no risk. 
Every investment entails some 
level of risk, which is reflected 
in the rate of return you can 
expect to receive. Most fraudsters 
spend a lot of time trying to 
convince investors 
that extremely 
high returns are 
"guaranteed" or that the 
investment "can't miss." 
Don't believe it. 

Offers to invest outside the 
United States. You should 
carefully examine any unsolicited 
offer to invest outside of the 
United States. Many fraudsters set 
up operations outside the United 
States to make it more difficult for 
regulators to stop their fraudulent 
activity and recover their victims' 
money. 

Investor Assistance (800) 732-0330 

Pressure to buy RIGHT NOW. 
Don't be pressured or rushed 
into buying an investment before 
you have a chance to think 
about - and investigate - the 
"opportunity." Be especially 
skeptical of investments that are 
pitched as "once-in-a-lifetime" 
opportunities. 

2. Be Wary of Unsolicited Offers 

Investment fraud criminals look 
for victims, including seniors, on 

the Internet. If you see a 
new post on your wall, a 

tweet mentioning you, a direct 
message, an e-mail, or any other 

unsolicited - meaning you didn't ask 
for it and don't know the sender -
communication regarding a so-called 
investment opportunity, you should 
exercise extreme caution. An unsolicited 
sales pitch may be part of a fraudulent 
investment scheme. 

3. Look out for uAffinity Fraud" 

An investment pitch made through 
an online group of which you are a 
member, or on a chat room or bulletin 
board catering to an interest you have, 
may be an affinity fraud. Affinity fraud 
refers to investment scams that prey 
upon members of identifiable groups, 
often seniors, religious or ethnic 
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communities, professional groups, or 
combinations of those groups. Even 
if you know the person making the 
investment offer, be sure to check out 
everything - no matter how trustworthy 
the person seems who brings the 
investment to your attention. Remember, 
the person making you the offer may not 
know that the investment is a scam. 

4. Be Thoughtful About Privacy 
and Security Settings 

Seniors who use social media as a tool 
for investing should be mindful of the 
various features on these web sites that 
can help protect privacy. Understand 
that unless you guard personal 
information, it may be available not only 
to your friends, but for anyone with access 
to the Internet - including fraudsters. 
For more information on privacy 
and security settings, as well as other 
guidance regarding setting up on-line 
accounts with an eye toward avoiding 
investment fraud, see our Investor 
Bulletin Social Media and Investing: 
Understanding Your Accounts. 

Investor Assistance (800) 732-0330 

5. Ask Questions and Check Out 
the Answers 

Be skeptical. Never judge a person's 
integrity, or the merits of an investment, 
without doing thorough research on 
both the person selling the investment 
and the investment itself. Investigate 
the investment thoroughly and check 
the truth of every statement you are 
told about the investment. You can 
check out many investments using 
the SEC's EDGAR filing system or 
through your state's securities regulator. 
You can check out registered brokers 
at the Financial Industry Regulatory 
Authority's (FINRA) BrokerCheck 
website and registered investment 
advisers at the SEC's Investment Adviser 
Public Disclosure website. See our 
publication Ask Questions for more 
about information you should gather 
before making an investment. 

A Few Common Investment 
Scams Using Social Media and 
the Internet 

While fraudsters are constantly changing 
the way they approach victims on the 
Internet, there are a number of common 
scams of which you should be aware. Here 
are a few examples of the types of schemes 
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you should be on the lookout for when 
using social media: 

" " Pump-and-Oumps and Market 
Manipulations 

"Pump-and-dump" schemes involve 
the promoting of a company's stock 
(typically small, so-called "microcap" 
companies) through false and misleading 
statements to the marketplace, in order 
to sell the cheaply purchased stock at a 
higher price. These false claims could 
be made on social media such as 
Facebook and Twitter, as well 
as on bulletin boards and chat 
rooms. 

Fraud Using 

"Research Opinions," 
Online Investment 
Newsletters, and Spam 
Blasts 

While legitimate online newsletters 
may contain useful information about 
investing, others are merely tools for 
fraud. Some companies pay online 
newsletters to "tout" or recommend 
their stocks. Touting isn't illegal as long 
as the newsletters disclose who paid 
them, how much they're getting paid, 
and the form of the payment, usually 
cash or stock. But fraudsters often lie 
about the payments they receive and 

Investor Assistance (800) 732-0330 

their track records in recommending 
stocks. To learn more, read our tips for 
checking out newsletters. 

High Yield Investment Programs 

The Internet is awash in so-called 
"high-yield investment programs" 
or "HYIPs." These are unregistered 
investments typically run by unlicensed 
individuals - and they are often frauds. 
The hallmark of an HYIP scam is the 
promise of incredible returns (30 or 40 
percent - or more) at little or no risk to 

{ 
the investor. 

Internet-Based Offerings 

Offering frauds come in many 
different forms. Generally speaking, 
an offering fraud involves a security of 
some sort that is offered to the public, 
where the terms of the offer, such as 

the likelihood of a return, are materially 
misrepresented. 

What Seniors Should Know 
About Professional Designations 

Some financial professionals use social 
media to attract new clients. These 
financial professionals may use designations 
such as "senior specialist" or "retirement 
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advisor" to imply that they are experts 
at helping seniors with financial issues. 
Seniors should be aware that some of 
these titles require little or no training or 
education. 

In some cases, a financial professional may 
need to study and pass several rigorous 
exams-after working in a designated field 
for several years-to receive a particular 
designation. In other cases, it may be 
relatively easy in terms of time and effort to 
receive a "senior" designation, even for an 
individual with no relevant experience. 
If you want to find out more about a 
particular professional designation, check 
out the "Understanding Investment 
Professional Designations" page on 
FINRA's website. Please keep in mind that 
the SEC does not endorse any professional 
designation. Furthermore, we encourage 
you to always look beyond a financial 
professional's designation and determine 
whether he or she can provide the type of 
financial services or product you need. You 
should thoroughly evaluate the background 
of anyone with whom you intend to do 
business-before you hand over your hard
earned cash. 

Where can I go for help? 

Never be afraid to complain or ask 
questions. If you suspect fraud or a 

Investor Assistance (800) 732-0330 

questionable practice and the explanations 
you receive are not satisfactory, do not 
let embarrassment or concern that you 
will be judged incapable of handling your 
own affairs prevent you from filing a 
complaint. Seniors who learn of investing 
opportunities from social media should 
always be on the lookout for fraud. If 
you have a question or concern about 
an investment, or you think you have 
encountered fraud, please contact the SEC, 
FINRA, or your state securities regulator 
to report the fraud and to get assistance. 

U.S. Securities and Exchange Commission 
Office of Investor Education and Advocacy 
100 F Street, NE 
Washington, DC 20549-0213 
Telephone: (800) 732-0330 
Fax: (202) 772-9295 
www.sec.gov 

Financial Industry Regulatory Authority 
(FINRA) 
FINRA Complaints and Tips 
9509 Key West Avenue 
Rockville, MD 20850 
Telephone: (301) 590-6500 
Fax: (866) 397-3290 

North American Securities Administrators 
Association (NASAA) 
750 First Street, NE 
Suite 1140 
Washington, DC 20002 
Telephone: (202) 737-0900 

www.investor.gov 
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Related Information 

For additional educational information for 
investors generally, see the SEC's website for 
individual investors, Investor.gov. For additional 
information about securities fraud, see: 

Guide for Seniors: Protect Yourself 
Against Investment Fraud 

Social Media and Investing - Avoiding 
Fraud 

Social Media and Investing -
Understanding Your Accounts 

NASAA Informed Investor Advisory: 
Social Networking 

Operation Broken Trust 

Avoiding Fraud 

Stopping Affinity Fraud in Your 
Community 

FINRA Warns Investors of Social 
Media-Linked Ponzi Schemes. High
Yield Investment Programs 

The Office of Investor Education and 
Advocacy has provided this information as 
a service to investors. It is neither a legal 
interpretation nor a statement of SEC 
policy. If you have questions concerning 
the meaning or application of a particular 
law or rule, please consult with an attorney 
who specializes in securities law. 



Other Resources on Financial Scams 

1) The FBI Web Site on Scams 
http://www . fbi. gov /scams-safety/fraud 

National White Collar Crime Center (NW3C) 
White paper on advance fee scams. 
http://www.nw3c.orgldocs/whitepapers/advance fee fraud se 
ptemQYl 201002E4QB1D11A1.pgtisfvrsn 9 

2) The North American Association of Security Administrator 
(NAASA) web site on Investor Education 
http://www.nasaa.orgl2815/nasaa-fraud-center/ 

3) The Securities and Exchange Commission Web Site 
hrtp_:/ (}YY1W .sec.gQY/ 

4) The Financial Industry Regulatory Authority Web Site 
http:/ ~WFYV. finra.o~g/ 




	Cover
	intro
	panel1
	panel2
	appendix1_2
	panel3
	appendix3
	bcover

