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> STALWARTS ROUNDTABLE
FASTER, HIGHER RETURNS: WITH PONZI SCHEMES, ALL
THAT GLITTERS IS NOT GOLD

At the 2018 M&A Advisor's Distressed Investing Summit in Palm Beach, an expert panel
convened to discuss the topic of Ponzi schemes. Tom Hals, a bureau chief with Reuters,
led the discussion. Participants included Chris Sontchi, a bankruptcy judge in the district
of Delaware; Joseph Luzinski, who works with Development Specialists, Inc., a turnaround
firm; Mark Carmel, a director at Longford Capital Management; and Cathy L. Reece, an
attorney at Fennemore Craig in Phoenix.

In this dynamic roundtable, discussion centered on the following topics:
* Ponzi schemes: why they still happen
* Legal issues in resolving them
* Funding for litigation
* Cryptocurrencies

In this report, we present the insights and reflections of the M&A stalwarts who
participated.We hope the report is informative and proves valuable for you. And, as
Presented by always, we encourage you to share your thoughts and predictions on the subject of
Ponzi schemes with us.
/ o David Fergusson
I President and Co-Chief Executive Officer
Development Specialists, Inc. The M&A Advisor
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Introduction
At the 2018 M&A Advisor's Distressed Investing Summit in Palm Beach, Tom Hals, a bureau
chief with Thomson Reuters, chaired a Stalwarts Roundtable discussion titled “Faster, Higher
Returns: With Ponzi Schemes, All That Glitters Is Not Gold.”
The panelists were as follows:
The Honorable Christopher S. Sontchi, a bankruptcy judge, the District of Delaware
Joseph Luzinski, senior managing director, Development Specialists, Inc.
Mark Carmel, a director, Longford Capital Management

« . Cathy L. Reece, director and chair — financial restructuring, bankruptcy & creditors’ rights,

Money is a

motivator, greed
IS @ motivator,
beating the
average returns is
a motivator, and
people continue
to get hooked. It's
a human nature
issue more than
any timing or
cultural issue
involved.”

- Joseph Luzinski

Presented by

I

Development Specialists, Inc.

Fennemore Craig

At the beginning of a Ponzi scheme, a promoter offers investors a high rate of return, usually
about 12 percent. Ponzi schemes run the gamut of frauds, from deceptive real estate and security
“investments,” to bitcoin and other cryptocurrencies, and even fake tickets to shows.

“Ponzi schemes are things dishonest people do to get other people’s money, and they change over
time,” said Delaware bankruptcy judge Chris Sontchi."Just when you think you have them figured
out, have it regulated, they'll shift to something else.”

The victims of these frauds are usually middle-age or elderly people who are promised very high
returns by unscrupulous schemers. Many of the targeted retirees live in warm-weather states such
as Florida and Arizona. Bernie Madoff famously defrauded Jewish retirees from a country club in
Palm Beach.

“We've seen a lot of Ponzi schemes directed at elderly people,” Judge Sontchi noted." These

are people who are worried about having money to survive their retirement, and everybody's
worried about running out of money. They're looking for some kind of return that's promised to
them so that they know they can have money available if they live to be eighty-five or eighty-eight
or ninety. And that makes them very vulnerable. They're also maybe not as connected with their
families anymore, or isolated, and they're easy to take advantage of.”

Joseph Luzinski, senior managing director with Development Specialists, Inc., a turnaround firm
based in Miami, said that in Florida, the combination of concentrated wealth and retirees has
created a perfect market for financial schemers to try to separate people from their money.
“Crafty people figure out ways to change the details, change the story, change the investment
parameters in such a way to make it appealing,” Luzinski said.

“Money is a motivator, greed is a motivator, beating the average returns is a motivator, and people
continue to get hooked. It's a human nature issue more than any timing or cultural issue involved.
Ultimately, Ponzi schemes all involve an element of what | would refer to as the whisper” Luzinski
continued.“You have to know somebody to get in.You have to want to get in. It's the country club,
it's the synagogue, it's the church. It gives you the appearance like you're special if [you] get invited
to participate.”
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How Ponzis Operate

Ponzi schemes rely on a constant flow of new investments to continue to provide returns to
older investors.When this flow runs out, the scheme falls apart. The scheme is named after
Charles Ponzi, who became notorious for using the technique in the 1920s, according to
Wikipedia.

Red flags can include companies with no CFO or licenses to operate. Cathy L. Reece, an attorney
at Fennemore Craig, said if a company is not licensed and regulated, don't invest."Confirm that
there is actually a product that you can market or sell. Have they provided you with sufficient
financial statements that are audited? Can you get them quickly?”

“Well, hindsight is always 20/20 in these matters, but the age-old adage [is] if it sounds too good

f‘lfa co_mpany to be true, it probably is,” Luzinski said.You need to be reasonable, and you also need to be
is not licensed focused. Putting a portion of your funds at risk is something that is more tolerable than putting
and regUlatEd, your entire estate or retirement account at risk.”
don't invest.
Confirm that A Ponzi scheme is a fraudulent investing scam promising high rates of return with little risk to
there is actuall\/ investors. The Ponzi scheme generates returns for older investors by acquiring new investors.
3 DFOdUCt that This is slimilar to a pyramid schem§ in that both are bas.ed on using new investors’ fLIm?s to pay
you can market the earlier backers. For both Ponzi schemes and pyramid schemes, eventually, there isn't enough
or <ell” money to go around, and the schemes unravel.
- Cathy Reece Bankruptcy Court
Ponzi schemes sometimes end when the operator vanishes, investments slow, or a whistle-blower
comes forward to expose the fraud, noted Reece, who works as an attorney in the mountain
states, where many elderly retirees live. The state or federal government steps in with the receiver
for a cease and desist of the activity, at least temporarily. Often, the company ends up filing
Chapter | I. Bankruptcy court offers the most remedies and procedures to take care of Ponzi-
related issues.
In some of these cases, the group only ends up in an argument, Reece explained. “The victims, the
creditors, the investors—they all start fighting with each other over what is going to be a limited
pot of money or limited amount of assets. Are the note holders truly secured or not? Was it
properly structured?”
“A reason a company that has been accused of a Ponzi scheme files bankruptcy is often to
maintain control of the company,” Sontchi said.“Because the retailers are breathing down their
Presented by necks, they aren't able to pay their bills anymore, they don't know what to do, so they run to
bankruptcy court.”
o “The first thing to do in the case of a Ponzi scheme is figure out whether it's actually a fraud,”
I Sontchi suggested. “After that, you have to find a way to restore trust among the victims, so that
Development Specialiss, Inc. they can trust that what happens at the end of the day will be fair for them.That often involves

replacing management with a trustee or some other mechanism to get the fraudsters out of
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control and put somebody who's actually trustworthy in control. Then, you can look forward to
a plan where you figure out how we get the money in the coffers back into the coffers of the
company and distributed in a fair way.”

This is a long process that requires patience and money. Lawyers should present their cases
honestly and be prepared to listen to the court. However, plaintiffs do not always have the
money required for litigation.

Oneof the things II:’IItIg(?tIorI':ljndm?L d Capital M litigation fi fi id that h
that's interesting arc Carmel, director of Longford Capital Management, a litigation finance firm, said that he

about redulations
Versus new
industries is the
idea that it's hard

looks for promising legal cases to invest in on a non-recourse basis.“So we put money in, we
don't take any control of the litigation.We don't control who the lawyers are, we don't control
what their strategy is, or if they settle and when they settle, but we provide them the capital they
need to pay for lawyers, to pay for experts, to pay for expenses of litigation. And sometimes,

we even pay for other aspects of the business, be they distributions to creditors or operating

to ﬁgure out how expenses, or to pursue other ventures.”

those new industries

and the new “We work with any statures,” Carmel said.""We do commercial litigation, but not in a class-
technologies are action context. So, we'll do general commercial litigation, we'll do antitrust and trade, and we'll
bemg used in wavs do intellectual property infringement. And then, my focus is on restructure and distressed

to take advantage investments, which is one of the reasons I'm here at the conference.”

of people, until

“So, most of the time people are coming to us as the lawyers that want to pursue the litigation,”

the\/ aCtua“\/ have he continued. They have a good case, but they don't have the money to bring it. And so, they'll
taken advantage of reach out to us. Sometimes they'll be creditors who were harmed or victims of the Ponzi
Deopte-” scheme, and they're basically looking to right the wrong that was done to them, and they want us
- Marc Carmel to finance the litigation.”

Cryptocurrencies And Redulation

Recent technological innovations, including cryptocurrency, may be driving a number of Ponzi
schemes today. In fact, any new technology-based investment opportunity is also an opportunity
for someone to take advantage of unwitting victims.

“One of the things that’s interesting about regulations versus new industries is the idea that it's
hard to figure out how those new industries and the new technologies are being used in ways
to take advantage of people, until they actually have taken advantage of people,” Carmel said.
“So generally, when we have developments like cryptocurrency, which is so new, you don't know
exactly how people are abusing the rights that they have until after they've abused them. So, it's
unfortunate, because people are already victimized by the time you put the laws in place, but to
some extent you need to figure out how people took advantage of the situation to figure out
how to stop it in the future.”

Presented by

Developme mspmmg . Diane Abbott, UK Shadow Home Secretary, has referred to bitcoin as “just a gigantic Ponzi

scheme” and is emphasizing the need for the UK to regulate cryptocurrencies. Abbott said that if
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everyone took their bitcoin money and tried to buy a new car all at once the whole thing would
collapse.

“Regulations are guardrails—bookends, if you want to call it that,” Luzinski said, adding that
schemers are very adaptive at finding loopholes. He said he thinks of cryptocurrency as either a
penny stock-type scam, or a precious metals scam, meaning that it's amorphous.“Most of these
currencies are offshore or in obscure places. It's highly unregulated at the moment, and there’s
really no core asset backing it up. Investing in it is interesting, and maybe profitable, but [there’s]
risks associated with it; it's unregulated and there’s no place to go when the bottom drops out.”

“Until the SEC or a major national or international bank puts some parameters around it and
can say Yes, this is a legitimate investment vehicle, and we'll backstop it, we'll regulate it, we'll make
sure you have the full faith and credit of either the FDIC or some investment advisory authority
or something like that, it's subject to a wide variety of volatility and fluctuation.”

“The first thing to .

do in the case of Conclusion

a Ponzi scheme is At the end of June, Bank of America was accused in a lawsuit of providing more than 100
ﬁgure out whether accounts used to carry out a $102 million Ponzi scheme. According to Bloomberg, the class-

acton suit, Heinert v. Bank of America, NLA., was filed in U.S. District Court, Middle District of

it's actually a fraud.” , ,
Florida (Ocala) on behalf of people who lost money in the scheme.

- The Honorable

Christopher S. Sontchi The suit follows a recent complaint by the SEC that alleged that five men and three companies
defrauded more than 600 investors.

Bank of America is accused of failing to spot suspicious activity, which included deposits of
hundreds of thousands of dollars into accounts with relatively small, negative or nonexistent
balances, as well as transfers within the same week to other accounts or investors seeking to
cash out.

While the creators of the scheme promised they would put investor funds into profitable
companies, they instead spend $20 million from the investment pool to enrich themselves,
according to the SEC complaint. In addition, they made $38.5 million in “Ponzi-like payments"
and transferred most of the remaining funds away from the companies that were supposed to
receive It.

There are a dozen or more people or organizations charged with Ponzi schemes every month,

according to Kathy Phelps, who catalogues them on her blog, The Ponzi Scheme Blog. Phelps, the
author of “Ponzi-Proof Your Investments,” said,“People continue to be very trusting and not do
Presented by the level of due diligence. If you don't understand it after a five-minute conversation, don't invest

I

Development Specialists, Inc.

in it.

| Nov. 25,2017, MarketWatch
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Video Interviews

To watch exclusive M&A Advisor interviews with these industry experts on
“Faster, Higher Returns: With Ponzi Schemes, All That Glitters Is Not Gold,” click on

the following images:

g Mark Carmel

Director
Longford Capital Management

Joseph Luzinski
Senior Managing Director
Development Specialists, Inc.

Cathy L. Reece
Director and Chair

Financial Restructuring
Bankruptcy & Creditors’ Rights
Fennemore Craig
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Symposium Session Video

To watch the Stalwarts Roundtable discussion titled “Faster, Higher Returns: With
Ponzi Schemes, All That Glitters Is Not Gold.” click on the image below:

s Faster, Higher Returns:
hsomson A0 ReANIZAT With Ponzi Schemes, All
That Glitters Is Not Gold

Presented by

st

Development Specialists, Inc.


https://www.dsi.biz/
https://youtu.be/u2L0A-Gl8iI

NINN

THE M&A ADVISOR

FASTER, HIGHER RETURNS: WITH PONZI SCHEMES, ALL THAT GLITTERS IS NOT GOLD

Mark Carmel
Director
Longford Capital Management

Tom Hals
Delaware Bureau Chief
Thomson Reuters
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Joseph Luzinski

Senior Managing Director
Development Specialists, Inc.

Contributors’ Profiles

Marc J. Carmel is a Director of Longford Capital Management, LP Marc is responsible for investment
sourcing, underwriting, and monitoring litigation finance investments for Longford Capital, with an
emphasis on claims controlled by distressed companies and estate fiduciaries, including committees,
receivers, trustees, and assignees. Marc is an accomplished attorney with nearly 20 years of
experience leading representations in restructurings and bankruptcies involving companies in varied
industries. Prior to joining Longford Capital, Marc was Of Counsel at Paul Hastings LLP and Partner
at Kirkland & Ellis LLP in their bankruptcy and restructuring practices. Marc counseled distressed
companies in out-of-court and in-court restructurings throughout the United States, advised private
equity funds and strategic companies in acquiring assets of distressed companies as well as minimizing
exposure to affiliates facing distress, and represented other constituencies involved in restructuring
matters. Marc is a frequent speaker and author on restructuring and bankruptcy topics, including
litigation finance. Marc is a Co-Chair of a Subcommittee for the American Bar Association Business
Bankruptcy Committee and a member of the American Bankruptcy Institute and Turnaround
Management Association. Marc earned his J.D. from Harvard Law School and his Masters of
Accounting and B.B.A. from University of Michigan.

Tom Hals is the Delaware Bureau Chief for Thomson Reuters, the world's largest multimedia news
agency. He oversees the company's bankruptcy reporting, from live courtroom coverage of major
cases such as Caesars and Peabody Energy to features, new analysis and a daily a subscription
newsletter. Tom also covers Delaware state courts and major corporate litigation involving activist
investors, hostile takeovers and busted buyouts. Prior to taking up his current position in 2009, Tom
worked as editor and reporter in New Orleans, Philadelphia, New York, London and Tokyo during his
20-year career in financial news.

Joseph Luzinski is a Senior Managing Director of Development Specialists, Inc., a management
consulting firm specializing in turnarounds, workouts and distressed matters. Over a 30 year career
in the workout business, Joe has served as financial advisor and turnaround expert, on behalf of

debtors, creditors, equity sponsors and other parties in interest. Joe has served in a multitude of
capacities including Director, Officer, CEO, CFO, CRO and in fiduciary roles as Chapter | | trustee,
Chapter 7 trustee, Post Confirmation trustee, Receiver and Assignee while administering complex
bankruptcy and receivership estates. Over his workout career Joe has been involved in numerous
matters involving banking, finance, real estate, aviation, retail, franchising, food service, manufacturing,
media, law firms, wealthy individuals, fraud and ponzi scheme matters.
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Cathy L. Reece

Director and Chair

Financial Restructuring
Bankruptcy & Creditors’ Rights
Fennemore Craig

The Honorable

Christopher S. Sontchi

Bankruptcy Judge
District of Delaware

Cathy L. Reece is a Director and Chair-Financial Restructuring, Bankruptcy & Creditors’ Rights
Fennemore Craig. Cathy chairs the financial restructuring, bankruptcy and creditors’ rights practice
group. She has broad experience in every aspect of corporate workouts and bankruptcies, and
also works with clients structuring complex transactions and purchasing distressed assets. Cathy
has held a variety of leadership positions at state and national associations related to bankruptcy,
commercial finance and corporate renewal. Cathy’s areas of expertiese are financial restructuring,
bankruptcy & creditors’ rights; aviation, aerospace and autonomous systems; business litigation; real
estate finance and lending; and commercial and real estate finance. Cathy earned her J.D. From
Arizona State University, Sandra Day O'Connor College of Law and her bachelor of Music, with
high distinction, University of Arizona.

The Honorable Christopher S. Sontchi was appointed as a United States Bankruptcy Judge for
the District of Delaware in 2006 and is a frequent speaker in the United States and abroad on
issues relating to corporate reorganizations. He is a Lecturer in Law at The University of Chicago
Law School. He is also a member of the International Insolvency Institute, Judicial Insolvency
Network, National Conference of Bankruptcy Judges, American Bankruptcy Institute, Turnaround
Management Association where he serves on the Board of Trustees, and INSOL International.
Judge Sontchi was a member of the Committee on Financial Contracts, Derivatives and Safe
Harbors of the American Bankruptcy Institute’s Commission to Study the Reform of Chapter

|| and has testified before Congress on the safe harbors for financial contracts. He has also
published articles on valuation, asset sales and safe harbors. Judge Sontchi attended the University
of North Carolina at Chapel Hill where he was elected to Phi Beta Kappa and obtained a B.A.
with distinction in Political Science. He received his J.D. from The University of Chicago Law
School, after which he returned to his native Delaware to serve as a law clerk in the Delaware

Supreme Court.
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About the Sponsor

Development Specialists, Inc.
Development Specialists, Inc. (DSI): DSl is a leading provider ofmanagement consulting and
financial advisory services, including turnaroundconsulting, fiduciary roles, financial restructure,
I® litigation support, wind-downoversight and forensic accounting services. Clients include business
owners,corporate boards of directors, financial services institutions, secured lenders,bondholders,
Development Specialists, Inc unsecured creditors and creditor committees. For more than 30 years, DSI hasbeen guided by a
single objective: Maximizing value for all stakeholders. With its highly skilledand diverse team of
professionals, offices throughout the United States and in Europe, and anunparalleled range of
experience, DSI not only achieves that objective, but has also built a solidreputation as an industry

leader: For more log on to: www.dsi.biz.
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About the Publisher

The M&A Advisor

The M&A Advisor was founded in 1998 to offer insights and intelligence on M&A activities. Over
the past twenty years we have established a premier network of M&A, Turnaround and Finance
professionals. Today we have the privilege of presenting, recognizing the achievements of and
facilitating connections among between the industry's top performers throughout the world with a
comprehensive range of services. These include:

M&A Advisor Summits and Forums. Exclusive gatherings of global “thought leaders.”

M&A Market Intel. Comprehensive research, analysis and reporting on the industry.

M&A.TV. Reporting on the key industry events and interviewing the newsmakers.

M&A Advisor Awards. Recognizing and rewarding the excellence of the leading firms and professionals.
M&A Connects. Advanced business development for key influencers and decision makers.

M&A Deals. The global deal-making platform for M&A professionals.

M&A Links. The industry’s largest network of M&A, financing and turnaround professionals.

Upcoming Events

Distressed Investing Summit and Awards Gala — Palm Beach, FL — March 27/28,2019

Global Corporate Growth Forum and International M&A Awards — New York, NY — June 5,2019
Emerging Leaders Forum and Awards Gala — New York, NY — September 17,2019

Corporate Growth Forum and Corporate Development Awards Gala — London, UK — October, 2019
M&A Advisor Summit and Awards Gala — New York, NY — November 19,2019

For additional information about The M&A Advisor's leadership services, contact Liuda Pisareva at

Ipisareva@maadvisor.com.




