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SEC Disclaimer

The Securities and Exchange Commission 
disclaims responsibility for any private 
publication or statement of any SEC 
employee or commissioner. This presentation 
expresses the author’s views and does not 
necessarily reflect those of the commission, 
the commissioners or other members of the 
staff.

Presenter
Presentation Notes
We are required to give this disclaimer before we speak to audiences.  We are not providing legal advice or investment advice today.  Instead, we’re talking about general principles of sound investing and avoiding fraud.  



Who is the SEC?

Presenter
Presentation Notes
First, let me introduce the Securities and Exchange Commission.



The SEC is …
• The nation’s primary regulator of public 

companies, stock markets and the 
investment industry.

• A federal agency with:
• 4,200 employees 
• 12 offices nationwide, including Fort 

Worth
• Extensive expertise with markets, 

investments and stopping scams

Presenter
Presentation Notes
The SEC are the primary regulator of investments in America, with extensive responsibility over public companies, stock exchanges, broker-dealers, investment advisers, mutual funds and even private offerings of securities.  We are a federal agency, headquartered in Washington with more than 4200 employees across 12 offices around the US.My office is the Fort Worth Regional Office, which has responsibility for Texas, Oklahoma, Arkansas and Kansas.The SEC and its employees have extensive expertise with investments and the investment industry, and we bring hundreds of enforcement cases in federal court each year to stop fraudulent and misleading investments.  



Spotting and Avoiding 
Investment Scams

Presenter
Presentation Notes
Let’s move to the real topic of today’s presentation, how to spot and avoid investment scams.



Source: Financial Fraud Research 
Center. Scams Schemes & Swindles: 
A Research Review of Consumer 
Financial Fraud (2011)

Financial Fraud Happens … 
A Lot!

Presenter
Presentation Notes
A survey by the FINRA Foundation found that 8 in 10 respondents were solicited to participate in a potentially fraudulent offer.  16% of all respondents invested money in response to at least one of the fraudulent offers.  And 11% of all respondents lost a significant amount of money after engaging with an offer.  The research also estimated that fraud costs Americans over $50 billion a year.Source: Financial Fraud Research Center. Scams Schemes & Swindles: A Research Review of Consumer Financial Fraud, 2011. https://www.saveandinvest.org/sites/default/files/Financial-Fraud-And-Fraud-Susceptibility-In-The-United-States.pdf 



What’s the Best Defense Against 
Investment Fraud?

KNOWLEDGE!

You are 80% less likely to engage with fraudsters 
and 40% less likely to be a victim if you:
• Understand the methods scammers use
• Recognize the specific scam you are 

targeted by
• Know where to find more information

Source: FINRA Investor Education Foundation

Presenter
Presentation Notes
So let’s say you are called or approached by someone to make an investment?  How do you protect yourself.Knowledge is the key!FINRA’s study found that those who armed themselves with knowledge about the methods scammers use and the type of scams that are out there are 80% less likely to even engage with the bad guys and, if they do engage, they are 40% less likely to fall for the scam.  So what we’re going to do today is arm you with some of that knowledge!



What We’re Going to Cover

• Common red flags and persuasion 
tactics

• Common investment scams
• Where to research both the financial 

professional and the investment 
product 



Red Flags of Fraud
• Unsolicited Offers

• Sounds too good to be true 

• Pressure to buy RIGHT NOW

• Unlicensed or unregistered salesperson 

• Lack of documentation, such as: 
- No public filings 
- No statements 
- No prospectus

Presenter
Presentation Notes
Let’s start with the red flags of fraud to keep an eye out for:Unsolicited offersInvestments that sound too good to be truePressure to invest quickly, before you’ve had a chance to think about the investmentThe person soliciting investment is not licensed or registered with the SEC or any stateNo documentation, like a prospectus, offering memorandum, or no statements or public filings.  Let’s talk about some of these red flags in greater detail.



Red Flag # 1: Unsolicited Offers

The salesperson or promoter approaches 
you, not the other way around
• Examples:

- Cold call
- Email
- Social media
- Radio and newsletters
- Direct mail
- Free dinner seminar

How to respond: Ignore them or hang up, and 
if you don’t, always do your own research!

Presenter
Presentation Notes
Red Flag No. 1 -- an unsolicited offer to invest that can come out of the blue, usually from someone you don’t know or someone you’ve met but don’t know much about. Sometimes these come in the form of cold calls, but they can also come through emails or texts, or direct messages or posts on social media.You may also hear a radio ad or a paid radio spot.  Many of the Saturday and Sunday morning financial shows are essentially paid advertisements intended to draw investors in.An oldie but a goodie is an invitation to a free lunch or dinner seminar.  The promoters hope that you’ll feel obligated to invest because they’ve given you a nice steak dinner for free.  But as we all know, there is no such thing as free.In any of these cases, you should tread carefully when you didn’t seek out the investment or the salesperson. Do your homework if you’re tempted by the offer, or better yet, walk away.The best scenario is when you do your own research and reach out to an investment professional of your own choosing.



• Common warning signs:
• Promises high returns with little or no risk.
• Guaranteed returns.
• “It’s the Chance of a Lifetime!”
• Compare promised returns with returns on 

well-known stock indexes. 
• Invokes celebrities’ names

Claims like these are hallmarks of extreme risk or 
outright fraud!

Red Flag #2: It Sounds Too Good 
to be True

Presenter
Presentation Notes
Red Flag No. 2 – the opportunity sounds too good to be true.  We all know that things that sound too good to be true usually aren’t true.You can spot these pretty quickly.  Usually, the promoter or salesperson tells you that there’s a chance for high profits but little or no risk of loss.They’ll tell you your principal is guaranteed and there’s only high upside.Another common tactic is to make it sound like this investment is the chance of a life time that will unlock your dreams.  That it’s a way to pay off your debt, or buy an RV or vacation house, or pay for your grandkid’s college.  Sometimes, they’ll compare the investment to well-known indices like the Dow or Nasdaq composite or the S&P 500, and they’ll always tell you that their investment outperformed those indexes.  Why?  Because they want you to think your own mutual funds and ETF investments in these indexes are inadequate.You’ll also hear references to famous investors like Warren Buffett or Bill Gates, together with claims that they or their organizations are hot on this investment or industry.  Usually that’s not true and the promoters are simply trying to make you think that, if one of these famous investors is interested in this investment, then you should be too.But the bottom line is that, when you hear or see these kinds of warning signs, it’s a pretty sure bet that the investment is extremely risky and probably fraudulent.



Red Flag #3: Pressure to Buy … 
RIGHT NOW!

Common scare tactic that relies on FOMO
• “If you don’t act now, it will disappear!”
• “If you don’t act now, someone else will get it!”
• “What is there to think about? Don’t you like 

making money?”

Don’t rush into an investment before you have a 
chance to think about and investigate it!

Presenter
Presentation Notes
Red flag Number 3 – you’ve got to make a decision quickly.This is a big red flag because legitimate investments do not require immediate action, and legitimate salespeople and investment advisers know how important it is that you have fair time to consider any investment opportunity.Promoters use this tactic because they count on people having FOMO – Fear of Missing Out.  The fear some people have that an opportunity to make a profitable investment is fleeting and will go away quickly, or that their friends will think less of them if they don’t take the chance.So promoters say things like – you don’t have to think about this because this is a one-time deal, only available today!Or, look if you don’t want the chance of a lifetime, I’ll give it to someone else who knows a good deal when they see it.Or, what’s there to think about?  Don’t you like making money?If you hear anything like this, hang up and walk away because that investment is not honest.  



Cold Call Scene from “Boiler 
Room”



Did you catch the Red Flags?

Presenter
Presentation Notes
Hopefully you spotted the red flags in that clip.  The salesman called him out of the blue.  They didn’t even know each other.The salesman promised really high profits and a can’t miss opportunity.The salesman pressured the doctor to buy right away, or else he was taking the opportunity to other doctors.That’s a classic use of FOMO – fear of missing out.The salesman also used some other tricks, which you can see on this slide, like scarcity – he would only allow him to buy 2000 shares, which baited the doctor into wondering why he couldn’t buy more.He also used social consensus – that many others were already getting rich from this opportunity.  That’s a lot to pay attention to if you’re the investor.  So what should you do in these circumstances?  Let’s look at this example of how to turn away a cold caller.



Responding to a Sales Pitch

Play video

Source: FINRA Investor Education Foundation

Presenter
Presentation Notes
So how should you respond if someone comes out of the blue and gives you a high-pressure sales pitch?We have two videos produced by FINRA: one shows what you should not do; and the other shows how to appropriately handle this.

http://www.youtube.com/embed/9PtCxXTUhJg?rel=0&autoplay=1


Who was in control here?

Presenter
Presentation Notes
What did we see in that video?  Who was in control, the salesman or the investor, Mr. Rucker?  Clearly it was Mr. Rucker.  He asked the right questions, showed that he knew the rules and wouldn’t be fooled, and wouldn’t take no for an answer.  Ultimately, Mr Rucker shut the salesman down.  Do you think that salesman ever called Mr. Rucker back?  I bet not.  Probably crossed him off his list.  We want to you to be like Mr. Rucker.



Common Scams Targeting
Senior Investors

Presenter
Presentation Notes
Now that we’ve identified the common red flags you should look for, let’s identify the types of scams that are often used to target senior investors.



Ponzi Schemes

• Scammer pays existing investors with 
funds from new investors

• Often promises high returns with little or no 
risk, or overly consistent returns

• Secretive, complex strategies
• Unregistered sellers and investments

Presenter
Presentation Notes
We’ll start with Ponzi schemes.A Ponzi scheme may look – at first glance – like a legitimate investment, but many of these scams promise unrealistically high or consistent returns. The scammer may be using money from new investors to pay promised returns to earlier investors, and may or may not be investing anything in an actual venture.The sellers and the investments themselves are often unregistered, and the investment may be complex or hard to understand.



Affinity Fraud

• Scams may target members of groups
• Fraudsters often are members of the group 

or pretend to be
• Always check the background of anyone 

making an investment offer even if you 
know the person

• Remember: the person telling you about 
the investment might have been scammed

Plays “Big Frank” audio from public service campaign

Presenter
Presentation Notes
Closely related to Ponzi schemes are what we call affinity frauds.  These are schemes where a member of your same cultural, racial, ethnic or religious community seeks you out, hoping to use the “affinity” between you as a way to scam you. The idea is that, because you are both in the same group, you can trust each other and let your guard down.  Think about it.  When you see a television commercial featuring an actor of your own generation, aren’t you more willing to listen to that person than someone much younger?  The affinity suggests shared experiences and common beliefs and goals, so you want to trust that person more.But don’t fall for it.  Be skeptical and apply the same rules – you need to check the background of any seller before you invest, even if they go to your place of worship or live in your neighborhood, or share a common background.  (Play audio file for Big Frank radio ad.) �You should always research the investment and investment professional.  






Penny Stock Scams

• Involve the hyping (“pump”) of a company’s 
stock through false or misleading 
statements 

• Typically involve “penny-stock” or 
“microcap” companies

• Pitch to buy stock quickly
• Once fraudsters “dump” their shares at the 

pumped-up price, the price falls and 
investors lose their money

Presenter
Presentation Notes
Another kind of investment scam involves what are called ‘penny stocks or microcap stocks.  These are the cheapest of stocks and are often used in a scam called a pump and dump.  Penny stock companies typically have no earnings, assets or business operations, and they don’t trade on big stock exchanges like the New York Stock Exchange or the Nasdaq, but instead are traded over the counter or OTC.The pitch for these investments usually involves telling you that it’s a chance to get in on the ground floor of a company that’s just getting ready to do something big.  A good recent example of this is COVID-19.  There were numerous false promotions about companies that supposedly were working on treatments for COVID, or had developed equipment used to treat COVID.  Unwary investors who didn’t take the time to look at these companies to see that they didn’t have any assets or revenues, or that just a few months ago were engaged in a completely different business, got burned by investing in these companies. Because what happens is that the promoters will hype (“pump”) a stock to attract investors, and as investors buy the stock, the stock price goes up. That’s when the promoters sell – or “dump” – their shares.  When the promoters dump their shares, the share price plummets, and most investors are left with worthless stock that they can’t sell because there’s no market for it.My general advice is to avoid penny stock investments unless you have a very high tolerance for losing all of your investment.



Advance Fee Fraud

• Scammer asks for a payment up front 
before the deal can be completed

• Advance payment may be described as a 
fee, tax, commission, or incidental expense 
that may be repaid later

• Fraudsters try to fool investors with official-
sounding websites and emails

Presenter
Presentation Notes
The last scheme we’ll cover is the Advance Fee scheme.  Ever been told you won a contest or a lottery, but you just have to pay the taxes beforehand?  Or that you have to pay a “processing fee” to unlock the riches?These are examples of “advance fee fraud,” where the scam artist tries to convince you to make some payment (whether a tax, a fee, a commission, or some incidental expense) before you can get your winnings.Of course, there are never any winnings once you pay.  All that happens is that you pay your hard earned money and never hear from the promoter again.  Don’t fall for official-looking emails or websites, either.  Remember: if it sounds too good to be true, it probably is.



Researching the Salesperson
and the Investment

Presenter
Presentation Notes
Now let’s say you’ve been approached by someone about an investment, but you’ve followed the rules and said you’ve got to research it and them first.  Where do you go to find this information.



Check Any Investment 
Professional

Check on Investor.gov:
• License/registration
• Employment history
• Important disclosures

Presenter
Presentation Notes
The easiest place to go is Investor.gov.  There, you can easily search for an investment professional by name or firm.Typing their name into the “Check Out Your Investment Professional” box on our website will show you whether they are licensed and registered. You can also see their employment history, including which firms they have worked for and how many years of experience they have, and if they seem to be jumping from firm to firm, which can also be a red flag. You’ll also be able to see important disclosures. Let’s learn more about what to check for and what the disclosures include.



Key Things to Check For
3 key things to look for when you search an 
Investment Professional on Investor.gov:
1. If “Registered” appears in green, that person is 

licensed by a regulatory authority
2. If “Previously Registered” appears in gray, that 

person was registered in the past but currently 
isn't

3. If “Disclosure Reported” appears in red, that 
person has had a complaint, sanction or judgment 
filed against them. You should click “Get Full 
Report” for the details before proceeding

Presenter
Presentation Notes
These are the things you should check for when you search an investment professional on Investor.gov.  Look for confirmation that the person is registered and licensed.  That will appear in green, if they are.  If it’s grey, then their license or registration has expired and you’ll want to find out why.A key thing to look at is whether they have any disclosures of customer complaints or disciplinary actions.  If “Disclosure Reported” appears in red, that person has had a complaint, sanction or judgment filed against them. You should click “Get Full Report” for the details before proceeding. Even if there are no disclosures, the full report is where you can see a history of their employment in the securities industry.(Note: There are professionals who do not provide investment advice or sell securities who are required to register with other governmental entities.  Usually these are insurance agents, who can only sell you non-security insurance products like fixed annuities and equity indexed annuities.   But if they try to sell you a security, including variable annuities, they have to be licensed with the SEC or FINRA, and they would show up in a search at Investor.gov.  



Disclosure Events

Presenter
Presentation Notes
Here’s an illustration of what we would see when we click “Get the Full Report.” In this example, we see multiple disclosures. Disclosure events include certain criminal charges and convictions; formal investigations and disciplinary actions initiated by regulators; customer disputes and arbitrations; and financial disclosures, such as bankruptcies. We would also be able to see their registration history, which is a history of which firms they have worked for, including how long they worked for each firm.



Confusing Credentials
Some salespeople use titles that sound 
impressive, but really aren’t.

• E.g., Senior Specialist; Elder Care 
Asset Protection Specialist; Accredited 
Retirement Adviser 

• Usually have little or no training 
requirement and little oversight

• Check them out at 
finra.org/professional-designations

Presenter
Presentation Notes
One other thing about salespeople.  They like to use credentials that suggest that they are specialists for retirement or seniors.  Sometimes, they are.  If someone is a Certified Financial Planner or CFP, they have very specific educational and testing requirements and owe fiduciary duties to their clients.  You can check out if someone is a CFP by going to the CFP Board’s website.But often, these titles have little or no meaning.  Some, like Elder Care Asset Protection Specialist have sketchy requirements and little or no oversight by any credentialing body.  Others, like Senior Specialist, are basically made up designations.If confronted by one of these titles or credentials, check them out here at finra’s website.



Research Investments

Check EDGAR:
Is the product registered 
with the SEC?
• Scams often involve                    

unregistered companies and 
offerings

• EDGAR has important 
information about companies

Presenter
Presentation Notes
In addition to doing your due diligence on the investment professional, you can also research the particular investment you are considering. We have a tool called EDGAR that allows you to research publicly-traded companies, mutual funds and variable annuities.  EDGAR is SEC’s the online database of corporate filings.You can learn important information from the filings that these companies are required to make to the SEC.This is also critical because a lot of scams involve unregistered companies – ones you won’t find on EDGAR.



EDGAR

Presenter
Presentation Notes
EDGAR looks like this, and once you type in the name of the company, you can see filings including: the company’s registration statement, its periodic disclosures with the SEC, stock holdings of officers and directors, and the company’s audited financials.And remember that we have a tutorial on how to quickly research a company’s operations and financial information right here.  [click again]



Where Can You Find Help?



Investor.gov homepage

Presenter
Presentation Notes
This is the Investor.gov homepage. 



Investor.gov/Seniors

Presenter
Presentation Notes
Under Additional Resources, you will find our Seniors page.It has relevant articles, resources, and information for seniors.



Thank you!

U.S. Securities and 
Exchange Commission

Presenter
Presentation Notes
That’s all I have for today.  Thank you for your time and attention.
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