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The Office of the Montana State
Auditor, Commissioner of Securities
and Insurance (CSI)

Our primary mission: to protect
Montana'’s consumers through
insurance and securities regulation.

We are committed to ensuring
fairness, transparency, and access in
the securities and insurance industries.

{HTice of the Montana State Auditor

TSI

mmmmmmmmmmmm [ Secarises i lesurance

(2




Common Securities Issues

e Pyramid Schemes

e Ponzi Schemes

e Fake Investments:
O Promissory Notes
O Natural Resources
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e Unsuitable Investments

O Annuities

e Churning / Unauthorized

Trading
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ldentifying A Pyramid Scheme

Is there a product?

Pyramid schemes usually don’t have
products or services.

A pyramid scheme consists of
signing people up under you to
create a pyramid like structure.
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Pyramid Scheme vs Multilevel Marketing

(PYRAMID SCHEME)

Pyramid Scheme:
You only make money by recruiting
people.

MONICA J. LINDEEN

COMMISSIONER of SECURITIES & INSURANCE
- OFFICE of THE MONTANA STATE AUDITOR

|

Multilevel Marketing:
You make money by selling a product or
service.




Pyramid Schemes Protection

| thought they were
my friends, until they
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Before investing in any sales
plan or operation that offers
the opportunity to make
money from the recruitment
of new participants, call the
CSl to see if the company has
made the required filing.

Toll-free (800) 332-6148




Ponzi Scheme
“THE CRAZE THAT'S SWEEPING THE RATION™
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Recent Schemes Affecting Montanans

Bernard Madoff Richard Reynolds
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Ponzi Protection

Before investing or
- getting involved in any
 MONEY TOWoORK | Program call the CSlto
i i see if the person
proposing the
investment is licensed.

Call (800) 332-6148
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What’s A Promissory Note?

1, Jane Doe, residing at 111
Maple Dr., LOS Angeles, CA

90435, hereby promise to pay
back, in full, the borrowed

amount of $1800 plus interest

[ 432
to John Smith at 5
Applewond st Los Angeles, CA

90456.

* Promissory notes are a written
promise to pay a specified
amount to a specific entity at a
specific time or upon demand,
with or without interest.

* Promissory notes are a security
so individuals issuing the notes
must ensure the transaction
complies with securities laws.
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Promissory Note Scams

Rel. Bond No. RA 218 314 818 US-DRH
NEGOTIABLE
BONDED PROMISSORY NOTE
Date: July 23, 2008

On this Tweniy- Third day of July NB[D:nnny ardip P higg¥5oti
Pay to Payee $8,200.36 USD. Payabl unngmmiupnn Mitment ofhis
endorsed on or after July 23, 2009 AD. This g
instrument upon Presentment,

As an operation of law, Payee tacitly copgi¥ils and aglies
instrument for satisfying Payee's,

Private Discharging and Indem:
USPS TRACKING NUMBER:

Offset Bond#. DRH111207T1-
USPS TRACKING NUMBER: |
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Notes marketed broadly to individual
investors often turn out to be scams.

Legitimate corporate and other types
of promissory notes are not usually
sold to the general public.

The higher the interest rate - the
greater the risk.
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Promissory Note Protection

Oh, I m Sorry e Promissory notes are illiquid and are

often unsecured without any collateral

I thought you backing the investment.
meant What e The promissory note and the person

offering the promissory note must be

y()u plf‘omised registered or exempt from registration.

e (Call the CSI to make sure the
] e. investment complies with the law.

Mnhiotes App
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Natural Resource Scams
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Natural Resource Protection

BE &=

CARELEI‘SSSNESS

DANGEROUS

Like traditional
investments, natural
resource investments
can only be offered by a
registered person.

Investigate the
investment opportunity
and call the CSI.
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Unsuitable Investment

The law requires stockbrokers and financial
planners to only recommend to clients
investments that are appropriate based on a
client’s:

=  Age

= |evel of sophistication,

= |iquidity needs,

= risk tolerance,

* investment objectives, and

= otherfactors known to the broker.
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Unsuitable Investment Protection

One size
does NOT fit all
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e C(Clearly articulate your investment objectives

e Ask for and read materials about the investments
e (Callthe CSIif you have questions

MONICA J. LINDEEN

COMMISSIONER of SECURITIES & INSURANCE
- OFFICE of THE MONTANA STATE AUDITOR




Annuities

Annuities guarantee a fixed or
variable payment to the investor
at some future time, usually at
retirement.

* Annuities are intended to be long
. term investments that have an
accumulation phase before any
distribution is to take place and
they often have high set-up costs
and high early withdrawal
penalties.
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Annuity Fraud Prevention

>
Z_
D

MONICA J. LINDEEN

COMMISSIONER of SECURITIES & INSURANCE
- OFFICE of THE MONTANA STATE AUDITOR

Understand the time commitment, set-
up costs and early withdrawal fees.

Annuities are often sold at publicly
advertised “free lunch seminars”and are
sold for estate planning or tax avoidance.

Annuities are rarely appropriate for an
older investor due to their time
commitment.

Be wary of any recommendation to sell
early or transfer; this may be an effort to
get commissions for the broker.
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Churning and Unauthorized

Trading

e Churning is excessive trading by
a broker in a client’s account that
provides little to no benefit to the
client while generating
commissions for the broker.

e Unauthorized trading is trading
in a client’s account without first
obtaining the client’s approval for
the trade.
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PERFORMANCE
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Churning & Unauthorized

Trading Protection

e Your broker must call you before
any trade can occur in your
account.

e Open all mail from your broker
and make sure you approved all
trades on your statement.

e Askyouraccountant if the
activity in your brokerage
account is benefiting you.
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Office of the Montana State Auditor,

Commissioner of Securities and Insurance

Monica J. Lindeen, State Auditor
Commissioner of Securities & Insurance,
Office of the Montana State Auditor

Main: 406-444-2040
Toll Free: 800-332-6148
Web: csimt.gov

Lynne Egan, Deputy Securities Commissioner
406.444.4388
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