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  “Radix malorum est cupiditas.” Greed is the root of all evil.

  —“The Pardoner’s Tale,” Chaucer

  “Rule number one: Never lose money. Rule number two: Never forget rule number one.”

  —Warren Buffett
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        Introduction

      
    

  

  Your life savings is at risk and there are plenty of people looking to steal it from you. Those include sophisticated and suave individuals whom you have trusted with your financial health: your financial advisor, stock broker, financial planner, accountant, lawyer and potentially many others. They hold themselves out as financial protectors.

  As this book shows, those trusted financial curators could have plans to steal your savings and make your money theirs.

  Since the immediate aftermath of the financial crisis when we published the first edition of Financial Serial Killers, the overall landscape for the financial safety of average Americans has turned bleaker.

  After the $50 billion Madoff financial scam, the $7 billion Stanford Financial rip off, and thousands of other multimillion-dollar Ponzi schemes, frauds and thefts, you would think that our leaders in Congress and the Securities and Exchange Commission would have tightened up the loopholes that allow the scammers to flourish. Or that the standards for being allowed to manage your money would have been heightened. We should have seen a full-court press by the financial industry to clean up its act and toss out the bad apples.

  But nothing like that happened. More than five years after the crash, the average American is still on his or her own to protect money and savings from the evil geniuses who are devising plans at this very moment to take it.

  We are still gravely concerned with the lack of change to market and regulatory structures that allow Financial Serial Killers to flourish.

  Think you are in good hands at a so-called brand name bank?

  Consider this news story that appeared recently on the front page of The New York Times. A Wells Fargo financial advisor pleaded guilty to stealing from client accounts. The advisor, likely not acting alone, traded stocks in his clients’ accounts. When the trade was profitable, the advisor canceled it in the customer’s accounts and moved it to his own personal Wells Fargo account, acting as though the profitable stock had been bought originally by him for his own account. As for the stock trades that lost money, he left those in the customers’ accounts.

  The advisor pulled this stunt literally hundreds of time for more than two years right out in broad daylight at Wells Fargo (The broker went to jail, and co-author Ajamie represents some of the Wells Fargo customers in a lawsuit that they have filed against the bank.).

  Banks and brokerage firms are supposed to have very rigorous checks and balances, compliance programs, software systems and other safeguards to protect your money. This really should be impossible today for such a Financial Serial Killer to flourish. But at Wells Fargo he did.

  The Wall Street Journal has brought to light the problem investors face with finding out the truth about their brokers. Broker profiles, housed on the website called BrokerCheck, which we describe later, are at times inaccurate and reveal far less information about a broker than an investor needs to know.

  One article revealed that there were more than 1,600 stockbrokers whose BrokerCheck records failed to disclose bankruptcy filings, criminal charges or other red flag in violations of regulations.

  Another report showed that stockbrokers who failed their first attempt at a basic exam to sell securities, known as a “Series 7” in the industry, are far more likely to have customer complaints on their records than those who passed with flying colors.

  Several years after the crash, investors continue to struggle with banks, brokers and the regulators who run BrokerCheck.

  A Financial Serial Killer even had a starring role in a recent hit movie.

  Martin Scorsese’s The Wolf of Wall Street showed how Jordan Belfort, a Finacial Serial Killer, thrived and lived the high life, all fueled by the little investor’s money. In this text, Belfort appears in Chapter 6 along with a broker who worked for him. We wrote about his breathtaking ability to manipulate investors long before the story was turned into a movie for all to witness his alcohol-drug-stripper-mansion-party lifestyle.

  Moviegoers were captivated but appalled to think that a guy who was hired and licensed to manage other people’s money was actually nothing more than a petty, self-indulgent maniac who blew their life savings on himself. We know that other such Financial Serial Killers, who steal to indulge their taste in cars, boats and other trappings of excess, are lurking in the financial landscape.

  We were not making the claim that all stock brokers or financial advisors lacked ethics or had evil intentions. Indeed, your local financial advisor is often the first to spot unethical or shady business practices of a local scam artist and will alert officials and securities regulators of those misdeeds. History has shown that brokers and advisors, including Belfort, can’t resist stealing your money.

  In this book, we lay the frauds and cons out for you in unadorned detail. After this read, you will be well prepared to spot—and avoid—the types of scams and con artists we portray in these pages. Financial Serial Killers clearly and simply highlights the warning signs you should heed to keep secure your retirement nest egg, home and kids’ money for education.

  You’ve worked your entire life to build up your savings. Or maybe someone else in your family built up this nest egg and then passed it along to you.

  Either way, this is your money. You need it for your medical care, your basic daily needs and your retirement. You must give serious thought to the person, bank, brokerage firm, insurance company or investment advisor who you will hire to manage it.

  Read the book. It’s a quick, concise step for you to take in order to protect your hard-earned wealth.

  Tom Ajamie & Bruce Kelly, Summer 2014


  [image: Half Title of Financial Serial Killers]


  CHAPTER

  ONE

  
    
      
      
    
    
      	[image: image]
      	
        Financial Serial Killers

      
    

  

  Sadly, Bernie Madoff is no different than hundreds, if not thousands, of common thieves that today blight the American landscape and put you and your life savings in danger.

  Yes, he stole and shifted around billions of dollars, perpetuating most likely the greatest fraud in American history. However, if one looks at his manner and methods, at how he actually did it, the conclusion is clear. Simply put, fraudsters like Bernie Madoff—we call them financial serial killers—won’t be found only on Wall Street. In fact, they operate in towns large and small across the United States.

  The seduction techniques used by Bernie Madoff to attract investors are the same well-worn tricks used over and over by financial schemers across the country. The financial con man always paints a picture of himself as someone who has a great deal of financial knowledge (certainly more than his victim) and a “proven” track record of having made a lot of money for others. He’ll likely show some piece of paper acknowledging his outsized investment gains. He’ll tell a tale of having spun riches for others. He’ll convince you of how he alone has, through his hard work, devised a “can’t fail” means of making money: be it some type of overlooked investment product, some type of hedging technique, or inside knowledge possessed by only him or his investment team.

  Personal relations are imperative to the success of the financial con man. He is a master at building them. He will bond with his victim, emphasizing their common interests. Did you both attend the same high school or college? Do you share the same religion or ethnic background? Did you, perhaps, belong to the same club or have kids at the same school? Or, by coincidence, did you both grow up in the same neighborhood?

  Maybe, if the con man is particularly lucky, you even know some of the same people. That is particularly wonderful, because people seem to believe that, if you and I know the same people then, well, we must share the same values and we can now trust one another. So what the financial serial killer eventually achieves is to cause you, the victim, to believe in him. To trust. To feel comfortable. To let down your guard. All this is done with such skill that even the smartest among us fails to do the most basic research into the man we will entrust to hold our life savings, our children’s college money, and the money we will use to buy our food and our medicine when we near the end of our life and are too old to work.

  It would be ridiculous for us to make blanket statements about a firm or an industry. This book is not saying that all stockbrokers lack ethics or are somehow evil. Our goal is to help investors separate the wheat from the chaff to help identify a broker or adviser who does have questionable business practices so you can find a good one.

  In fact, there are hundreds—and perhaps even thousands—of such financial serial killers lurking in the financial landscape right now. One group of securities regulators—FINRA—recently estimated there are fifteen thousand ex-stockbrokers barred from the industry. Until late 2009, information about brokers, even those who have been banned from selling securities because of criminal and outrageous behavior, was removed from public viewing after they had been out of the securities business for two years. This was the norm even though FINRA encouraged investors to use public Web sites to check out brokers. The federal government had the good sense to address the issue, and the records of such bad brokers are now permanently public. However, many brokers banned from the securities business have surfaced in the spate of recent frauds and Ponzi schemes that have cost investors billions of dollars.

  The FBI and Congress have finally taken notice. The 2008 stock market collapse exposed so many schemes that the FBI in 2009 began a new investment fraud investigation for every day of the year.

  “High yield investment fraud schemes have many variations, all of which are characterized by offers of low risk investments, guaranteeing an unusually high rate of return,” testified Kevin Perkins, assistant director of the FBI, before the Senate Judiciary Committee in December 2009. He explained that the crimes weren’t complicated. “Victims are enticed by the prospect of easy money and a fast turnaround.”

  The financial serial killer’s ability to make investors hand over their money is a key to fueling such frauds, Perkins noted: “The most common form of these frauds is the Ponzi scheme, which is named after early twentieth-century criminal Charles Ponzi. These schemes use money collected from new victims, rather than profits from an underlying business venture, to pay the high rates of return promised to earlier investors. This arrangement gives investors the impression there is a legitimate, money-making enterprise behind the fraudster’s story; but in reality, unwitting investors are the only source of funding.”

  “As the financial crisis expanded, drying up investment funds and causing investors to begin seeking returns of their principal, investment fraud schemes began to unravel.” The number of investment frauds was staggering, Perkins told Congress. In the fiscal year 2009, the FBI saw a 105 percent increase in new high-yield investment fraud investigations when compared to 2008 (314 versus 154, and many had losses exceeding $100 million). “Many of the Ponzi scheme investigations have an international nexus and have affected thousands of victims,” Perkins said.

  Yes these have indeed been rough years for Ponzi schemers. The recession unraveled nearly four times as many of the investment scams as fell apart in 2008, with “Ponzi” becoming a buzzword again thanks to the collapse of Madoff’s $50 billion plot.

  Tens of thousands of investors, some of them losing their life savings, watched more than $16.5 billion disappear like smoke in 2009, according to an Associated Press analysis of scams in all fifty states.

  While the dollar figure was lower than in 2008, that’s only because Madoff—who pleaded guilty in 2009 and is serving a 150-year prison sentence—was arrested in December 2008 and didn’t count toward 2009’s total.

  While enforcement efforts have ramped up in large part because of the discovery of Madoff’s fraud, the main reason so many Ponzi schemes have come to light is clear.

  “The financial meltdown has resulted in the exposure of numerous fraudulent schemes that otherwise might have gone undetected for a longer period of time,” said Lanny Breuer, assistant attorney general for the U.S. Justice Department’s criminal division, in an interview with the Associated Press.

  The financial serial killers pose as financial whizzes, sell investors bogus or unnecessary products that they claim are safe, or simply gin up investment returns. Like Madoff, the financial serial killer lives a swell life on stolen money.

  Investors are routinely left with their life savings wiped out and no way to get it back.

  Financial serial killers are smart.

  They exude confidence and credibility.

  They speak with self-assurance, hold themselves confidently, and seem to know their stuff. They are believable. Their credibility is often enhanced by their references. Getting the first “sucker” is the most difficult task, but once they have a respectable chump in their pack, it’s easier to get the others.

  They are often seen as “pillars of the community.”

  They are charming.

  They have the aura of success. A plush office, expensive home, and nice car are essential.

  Like Madoff, regarded by many industry veterans as a “broker’s broker,” financial serial killers operate and pose under any number of familiar guises. They have familiar or trust-invoking titles such as insurance agent or financial consultant. They sell themselves as the investor’s trusted financial adviser. Unlike Madoff, financial serial killers usually steal tens or hundreds of millions rather than billions of dollars. But the toll on or damage to a life cannot be counted in coin.

  According to the FBI, American investors were getting ripped off at a prodigious rate, often by people they consider dear, true friends or advisers. These dear “true friends” include investment advisers who kneel and pray with their clients, mortgage brokers who promise financial salvation with a fancy yet fake new product, and businessmen who seemingly rain money on their clients.

  Madoff’s scam should come as no surprise. Before Madoff confessed his crimes to his sons in December 2008, stories of financial serial killers who robbed investors of their life savings seemed more prevalent than ever. Even members of law enforcement were not immune to the scamsters’ charms.

  One recent victim of investment fraud was the police chief of Birdsboro, Pennsylvania, a town of about 5,000 citizens, where kids attend the public schools of the Daniel Boone School District. The chief, Theodore R. Roth, was one of 800 clients whose local mortgage broker had bamboozled clients into taking out loans for sums greater than they needed to borrow. The broker, Wesley A. Snyder, promised to invest that extra cash and pay off their mortgages through a complex proprietary system that no one but he could understand—just like Madoff.

  In the end, Snyder’s promise was a sham, and his clients lost more than $29 million. Snyder couldn’t put an end to the pain as he lost control of his plan. In fact, he made it worse. As the system failed, he, like Madoff, wound up creating a Ponzi scheme, using money from new investors to pay off the loans of other clients. “I feel like a schmuck,” the local police chief Roth said, days after the collapse of Snyder’s companies. “All these years in law enforcement, and I fall victim to this” (In certain instances in this book, the names of the players have been changed, but the stories are accurate and true.).

  Looking for a safe haven in times of economic turmoil, investors may be more prone than ever to trust in potential scams. It could be giving money to a member of their church who promises fabulous guaranteed returns or finally taking the plunge and investing with their best friend’s stock guru who claims to have a foolproof way of making money.

  Such beliefs could lead you into the hands of a financial serial killer. Such investment thieves proliferate in dark times, when some investors become more desperate than ever to increase their money.

  The danger to investors from financial serial killers won’t disappear anytime soon.

  Human gullibility is a burgeoning area of psychological research.

  “There are few areas where skepticism is more important than how one invests one’s life savings,” wrote Stephen Greenspan, a psychologist, in the Wall Street Journal. “Yet intelligent and educated people, some of them naïve about finance and others quite knowledgeable, have been ruined by schemes that turned out to be highly dubious and quite often fraudulent.”

  Greenspan should know. He invested with Bernie Madoff.
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  After more than sixty years of a happy and stable marriage, Lillian Wentz lost her husband, Luke, in 1997. This sad change came with an incredible burden. At the age of eighty-nine, Lillian was suddenly responsible for a treasure that she and her husband had owned for more than fifty years: Berkshire Hathaway stock that was worth $24 million.

  This is a story about financial serial killers sniffing out a family’s money and then disguising a scam as a financial transaction that appeared legitimate to its victims.

  Like many women of her generation who have lost their husbands, Lillian for the first time ever was in charge of the family finances. These new responsibilities ranged from simple tasks such as balancing a checkbook and paying the bills to the burden of safely guarding—and passing along—the family fortune. That’s a staggering responsibility for a woman who came of age during the Great Depression.

  This burden must have weighed heavily on Lillian’s mind. The fact that she was as rich as a duchess would very likely have been a shock to her. Lillian and Luke were the offspring of pioneers. Luke was born in Independence, Oklahoma, in 1907, and Lillian was born in Essex, Iowa, the same year.

  They worked hard their entire lives. After graduating from college in 1929—the eve of the Great Depression—Lillian returned home to work with her family picking cotton in the fields. She then landed a teaching job by chance: two teachers who had been hired by the local school were in a car accident and resigned. Lillian was offered the job. As a young schoolteacher she earned $100 per month and worked in a two-story red brick schoolhouse. When it rained, she rode the family horse, Lulu, to the school house to work.

  Despite their increasing wealth, Lillian and Luke never lived it up, but continued working the family farm where they settled early in their marriage. Luke’s dedication to the family business was acknowledged by his farming peers, and as he neared retirement he was honored as “Cotton Farmer of the Year.”

  By a stroke of good fortune they had grown to be wealthy. The Berkshire stock had been bought in 1946, when the company didn’t even exist but its forerunner did: Lillian and her husband Luke had paid $6,600 for 500 shares of the Hathaway Manufacturing Co., a textile company based in New Bedford, Massachusetts.

  In an age when families typically carry thousands of dollars of credit card debt, the balance sheet of Lillian’s assets and liabilities after Luke’s death is almost beyond belief. She was about as far in the black as any individual could be. She owed nothing on her home or car, and she never applied for a credit card. Her investment assets and personal assets had grown to more than $27 million. The eighty-nine-year-old Lillian was set to live comfortably, with absolutely no financial worries for the rest of her days.

  Yet, despite her incredible wealth—or perhaps because of it—Lillian was vulnerable. It would prove impossible for her to guard the family treasure alone. This is where family dynamics can cause people like Lillian to be vulnerable to attacks by financial con artists. Lillian’s son, Luke Jr., his wife, and their three sons respected her privacy. They believed they had no right to interfere with her business decisions, including that mountain of Berkshire Hathaway stock.

  In the months after her husband Luke’s death, Lillian began having difficulties. She was showing signs of senile dementia. She was losing track of things; she began storing her mail in the dishwasher. Her immediate family, out of respect, weren’t about to stick their noses into her business—even when it came to her savings.

  Many older women who lose their husbands or partners are overwhelmed by the responsibilities they must face alone for the first time, including the responsibility of the family’s wealth or estate, large or small. It’s only natural to turn to members of the extended family or community to help carry that load. Lillian, after her husband’s death, looked for that help. She turned to a distant cousin, who was a lawyer near the small Texas town where she and Luke had lived for over sixty years.

  Lillian wanted Cousin Bill to answer a simple question: what was the best way to protect and preserve this family fortune so she could hand that stock over some day to her son, his wife, and her three grandsons?

  This is a simple but extremely important lesson for investors to learn. They often fall prey to scams at a vulnerable point in their lives. So investors must be vigilant and watchful at times of grief or personal upheaval.

  Enter Cousin Bill, the lawyer. Lillian’s husband Luke had trusted Bill so much that Luke had engaged Bill to write his will five years earlier. It was a simple, three-page will. At that time Bill learned how truly rich his Cousin Luke was. Perhaps greed got the better of him, as this was the beginning of Bill’s plot to get a piece of that fortune.

  Cousin Bill introduced Lillian to David Underhill and Mike Best, two unscrupulous insurance agents who quickly bamboozled the grieving widow into thinking she needed to sell the Berkshire stock. Lillian had met her very own financial serial killers.

  No matter the generation, many women live in fear for their financial health. Many depend on their spouse for the larger income. Many have given up their job to raise children, perhaps intending to return to work later. Others are raising children alone—single mothers whose ranks have swollen in recent years. One of the deepest fears held by these vulnerable women is that they may one day wake up destitute, their safety net gone, forced to rely on others for support. They seek out financial guides, preferably in the form of someone they know and can trust.

  That is what Lillian thought she had found. When Cousin Bill told Lillian that he could preserve the family wealth, she naturally opened up to him. She had found someone she could trust; who could be more reliable than a family member? And an educated one, with a law degree, at that.

  Here we see the natural opening where the con began. This is how their insidious fraud, which netted millions in fees and commissions for the agents and their benefactors at the giant insurance companies, took root and flourished.

  Cousin Bill offered his services and those of his law firm after Luke died, when Lillian sought legal advice on administering his estate. He told Lillian to come to the law firm so that they could discuss the couple’s Berkshire Hathaway stock, saving accounts, and other assets, which totaled $27 million.

  Lillian was still reeling from her husband’s death; still in the fog of shock that we all experience when a close family member, particularly a spouse, dies. At their first meeting at Bill’s law firm he introduced Lillian to two of his good friends, the insurance agents Best and Underhill. Within minutes the agents recognized their opportunity. This grieving confused widow, with her $24 million in Berkshire Hathaway stock, could land them millions in fees. First they needed to convince Lillian to dump the stock that her husband had held for almost half a century and use the cash proceeds to buy insurance.

  When an investor or someone with money like Lillian falls prey to a financial serial killer, the scam usually begins in what appears the most innocent of settings. Perhaps it’s over an afternoon cup of coffee at a professional-looking office, or over a steak dinner where the agent or adviser picks up the tab.

  That’s how Cousin Bill, along with his buddies Best and Underhill, operated.

  The salesmen had a simple but effective and enticing marketing plan. They advertised in local newspapers in Central Texas that they could save families thousands of dollars in estate taxes. DO YOU WANT YOUR ESTATE TO BE PAID OUT IN ESTATE TAXES TO THE GOVERNMENT, OR DO YOU WANT TO PASS YOUR LIFE SAVINGS TO YOUR CHILDREN? Read the newspaper ads.

  That’s a pitch that would catch almost anyone’s attention.

  There is often a clear and comforting social element to the plan of a financial serial killer. In this case, the ad invited the reader to a free steak dinner at the local Steak & Ale, where Bill, Best, and Underhill would give a complimentary seminar on tax savings. Older Texas residents flocked to the seminars. Who could pass up the opportunity to learn how to save thousands of dollars in estate taxes while enjoying a free steak?

  The seminars were mostly attended by seniors, who Underhill later referred to as his “over sixty-five-year-old targets.” These “targets” shared a profile. Many were landowners who had held family land for generations but wanted to monetize that asset and pass it on with a minimal tax burden to their children and grandchildren. In Texas, where the individual spirit burns strong, attendees were seeking ways to minimize their tax liabilities and maximize their estates.

  Best and Underhill never bought Lillian a steak dinner, but in late 1997, eleven months after her husband’s death, they convinced her that it was time to get rid of the Berkshire Hathaway stock.

  (Here are a few facts about Berkshire Hathaway. Financial experts regard it as simply the best-run and most diversified mutual fund in the world. It’s managed by one of the richest men in the world and the most successful investor ever, Warren Buffett. Buffett, in addition to running his stunningly successful business ventures, also dabbles in advising presidents about the economy in times of crisis.)

  “Forget about Buffett, the Oracle of Omaha,” Best and Underhill in essence told Lillian. Lillian’s estate-planning problems would be solved by purchasing costly doses of life insurance and annuities.

  Underhill’s version of financial planning shows spectacular disregard for anything other than the products by which he made his career and a handsome living. The man loved—and still loves—life insurance as much as some people in Texas love the Dallas Cowboys.

  But Underhill played his game seven days a week, not just on Sundays. He sold insurance with the drive of a quarterback running his offense for a game-winning touchdown.

  Underhill’s partner, Best, shared much of his zeal, but appeared less fervent. An agent for almost twenty years for a company called Catholic Life Insurance, Best moved to San Antonio in 1990 where he met his new next-door neighbor, Underhill.

  After the introduction from Cousin Bill, the two insurance agents set their plot in motion, and landed millions in commissions and fees from Lillian. This is how they did it.

  First, Underhill and Best convinced Lillian (who was later deemed senile by one of the same insurance companies who sold her policies) that her heirs would pay a whopping amount of estate taxes on her treasured Berkshire stock unless she sold it.

  To avoid the tax, she needed to buy insurance and annuities and put the new investment in something called a family limited partnership.

  Underhill and Best had one thing right: family limited partnerships are prudent vehicles for wealthy people to delay paying estate taxes. They work this way: if a family member dies, the other partners—in this case her son Luke Jr.—owes the tax, but can pay it at some later date.

  What they did not tell her was that she simply could have paid a law firm about $10,000 to create such a partnership, and then transfer every single share of the Berkshire stock into the new entity. Problem solved, at a reasonable price.

  An essential element of the con artist’s image is sounding like they have the answer—a true silver bullet—to a person’s financial problem. Often the agent will create a sense of urgency to speed the transaction.

  Now the two insurance agents stressed the urgency of the matter, and reassured Lillian they possessed the specialized knowledge necessary to avoid these debilitating estate taxes. Best and Underhill convinced Lillian that without their estate plan, the inheritance taxes due upon her death and her son’s death would wipe out the majority of the Wentz family estate.

  That, quite simply, was a lie. The scheme was devious: the two agents created a poorly managed family limited partnership and forced Lillian into a completely unnecessary transaction that cost her millions.

  To the financial serial killer, each transaction can be justified. The agents never doubted their decision to sell the stock. “We were trying to still pass the complete estate as close as possible intact to the family,” Underhill said in a court deposition four years after Lillian’s death.

  Selling Lillian more than $20 million in insurance and annuities was so important to Best and Underhill that they videotaped a home movie with their biggest and most important client to prove that she was competent and in good health. Some insurance companies require such a video to observe and evaluate a prospective policyholder.

  Knowing that Lillian was eighty-nine years old, and possibly in frail health, the insurance companies wanted a videotaped interview of her. They wanted to decide for themselves whether she was in good shape. Best, accompanied by Cousin Bill, visited Lillian to conduct the interview.

  That videotape provides a window into the smooth, slick technique of the insurance con man.

  Physically, Lillian, wearing pearl earrings and the bright blue dress that she wears to church, looks fine. Her hair is done up. She beams when Best and Bill arrive to see her. Bill holds the camera as Best introduces Lillian in the small breakfast room of her modest country home, which was valued at $55,000, or 0.2 percent of her total assets.

  “We have the honor of being in Mrs. Wentz’s home,” Best tells the camera. “We want to show our underwriters what a lovely lady Mrs. Wentz is.”

  Lillian tells Best the story about her husband acquiring the Berkshire stock in the 1940s, before Warren Buffett took the helm. She reminds him that the stock is her most important treasure and that she wants to pass it on to her grandchildren. During their discussion, Best nods and chuckles for the camera, feigning interest in her personal mementos and family history. Lillian believes him; she comes from a small town and lacks the guile of the insurance salesman. “Okay, okay,” Best keeps repeating, as she hands him papers and newspaper clippings. “Okay, okay. I bet you had the loveliest house in town.”

  Lillian is so pleased to have visitors. The recorded scene is so warm that you can almost smell the cookies baking in the oven.

  One interesting thing about the videotape: it’s clearly been edited. It’s chopped up. It appears that Best took the liberty of cutting out portions of the tape. Were those the moments where Lillian wandered off in conversation and forgot what she was saying? Where her old age was apparent? Where she couldn’t remember simple facts about her life? Where her dementia, from which one doctor said she was suffering, became apparent? We will never know.

  The videotaped visit ends with Lillian taking Best into her living room to show him her photo albums. She recounts her happy memories from fifty and sixty years ago. She reminisces about her youth, the Depression, her first job as a schoolteacher, and her early married years. She is so eager to share these memories with her visitor Best.

  Best comes across in the videotape as impatient, bored, and obviously ready to leave. He wants to go home. The sale has been made. He’s convinced Lillian to sell her stock and buy insurance from him.

  Despite the tape, the insurance companies had ample notice of Lillian’s poor mental status. Indeed, her “poor memory, poor hearing and problem [with] comprehension” were stated on her application to one giant company and documented on the medical examiner’s report.

  Best concludes his interview by laying on the charm. “For a lady that’s going to be ninety years old in a couple of days, you look about ten or twenty years younger than that,” Best tells Lillian. She laughs.

  Any investment professional knows that life insurance is essentially worthless to an elderly rich person. Life insurance is meant to provide money to the surviving heirs of the policyholder. Lillian already had over $24 million in Berkshire Hathaway stock to pass on to her heirs; she hardly needed life insurance. In Lillian’s case, the premiums on the life insurance policies were so extraordinary, they simply didn’t make sense.

  The two agents pocketed more than $2 million in fees and commissions.

  Best and Underhill did not leave Lillian or her heirs penniless. What they did, however, was to force an unnecessary sale of a shining asset, Berkshire Hathaway stock. Their scheme caused Lillian to make a needless financial transaction that cost her estate, and her heirs, millions of dollars in fees and losses.

  The fact that the two agents were so eager to make the $20.5 million sale does not come as a surprise. With firms routinely sponsoring sales contests, big producing agents or stockbrokers are routinely awarded prizes such as plaques, watches, and even vacations. According to Underhill, a top-selling agent, life insurance companies actually have a side business making the awards: “Like most insurance companies, [Standard] owns plaque companies, so we get lots of plaques,” he said in his deposition. “I mean, I’ve got boxes of them.”

  Life insurance and annuities are one of the highest commission paying financial products. With huge upfront commissions and trailing annual commissions in excess of 6 percent, these products far surpass the commissions paid to brokers who sell stocks or bonds.

  The insurance companies should have heard alarm bells and sirens go off in 1997 when Underhill and Best submitted Lillian’s policy applications. Most companies prohibit the sale of insurance products to anyone over seventy or eighty, fully recognizing that older people will pay ridiculously high premiums. The sale of such products to the elderly is also prohibited because older people are considered more susceptible to sales frauds. Because of Lillian’s age, the insurance companies had to grant special exemptions for the policies, overriding the prohibition of selling insurance to people over eighty years old.

  Because Lillian’s life insurance policies were so incredibly large, no one underwriter would take on the entire case. Best and Underhill hustled to cobble together a plan to spread the policies among a number of companies since no one firm would underwrite a life insurance policy of more than $20 million. These were not fly-by-night companies, but some of the oldest and most influential financial institutions in the United States. In the case of one firm, Lillian’s policy was the largest individual life insurance transaction it had ever made.

  In 2001, Lillian’s son, Luke Jr., died, and about six months later she passed away. Her three grandsons discovered the family treasure had been lifted, and events had been put into motion where their family wealth was working for insurance agents and companies—not for them. The family sued to recover their lost treasure.

  Like many financial frauds, this was a transaction solely for the purpose of a transaction. A transaction took place not to benefit Lillian, but to enrich the agents. The trial, with the Wentz family suing Best, Underhill, and a number of insurance companies, began in January 2006. It was nine years since Lillian’s husband Luke died, and almost five years since she had passed when the trial began. So the case was pursued at trial by Lillian’s heirs: her daughter-in-law and three adult grandsons.

  The Wentz family charged that the insurance agents and carriers gave terrible advice and that the insurance products and annuities were not necessary for the estate plan. The defense argued that the sale of stock was appropriate considering Lillian’s age and the fact it made up 85 percent to 90 percent of her wealth. Also, the defense argued that the estate plan did what it was supposed to do, since Lillian and Luke Jr.’s heirs wound up receiving $21 million, and the estate taxes were significantly reduced.

  Jury selection began on a Monday morning. The sixty prospective jurors filed into the large ceremonial courtroom and took their seats on the wooden benches. Both sides—the lawyers for Lillian Wentz’s family and the insurance company lawyers—surveyed the potential jurors, trying to size them up, before asking them questions to learn which of them could be fair and unbiased.

  On the right side of the lawyers’ tables at the front of the courtroom sat four Wentz family members, two of their lawyers, and one paralegal. On the left sat more than twenty-five lawyers representing the six insurance companies. This army of lawyers, all dressed in the traditional navy blue or gray legal uniforms, looked overwhelmingly large compared to the tiny legal force assembled by the Wentz family. By all visual measures, this was not going to be a balanced fight.

  Questioning of the prospective jurors took place over two days. The Wentz family lawyers were allowed to question the jury panel about their backgrounds, knowledge of insurance, and attitudes toward financial planning. Each group of insurance company lawyers was allowed to do the same. The purpose of this exercise was to try to find twelve jurors who could be fair when hearing the facts of the dispute.

  At the end of the questioning by the Wentz family lawyers, one woman seated toward the middle of the assembled group raised her hand. She had a statement she needed to make to the Judge. “Your Honor, I must tell you tell you honestly that I cannot be a fair juror in this case.”

  “Why?” the judge asked.

  “Sir, when I sit here, and I see a mother and her sons sitting on one side of the room and then I look to the other side of the room and I see all those insurance company lawyers, I feel so sorry for her and the fact that she has to try to fight all these big insurance companies.”

  That woman’s sentiments rang loudly in the courtroom. That was the beginning of the end of the fight.

  During the next break in the proceedings, the insurance companies began to cave. One insurance company lawyer strode quickly toward the Wentz lawyer, slapped his palms down on the table, and demanded, “We want to settle, and do it now.”

  Within twenty minutes, a multi-million dollar settlement was negotiated with that company. Once the other companies learned about that settlement, their lawyers began pushing one another aside to try to settle next; no one wanted to be left alone to face the wrath of this jury. Over the next thirty-six hours the Wentz lawyers and the insurance company lawyers held marathon negotiation sessions that resulted in a multi-million dollar payment to the Wentz family.

  Postscript

  The financial serial killer is never satisfied.

  In 2008, a stockbroker from the Midwest called the Wentz family lawyer with questions about Underhill, two years after the lawyer had successfully recovered for the Wentz family its losses. Underhill was making a pitch to the broker’s clients—the same pitch that he made to Lillian. He wanted his new targets, a retired couple, to sell $3 million of stock that they had held for years and buy life insurance and annuities. The family’s stockbroker thought this was an unnecessary transaction that would benefit the insurance agent more than his clients. After talking to the Wentz family lawyer, the broker persuaded his clients not to follow Underhill’s advice.

  The Wentz family lawyer was dumbfounded. Hadn’t Underhill learned his lesson? Apparently not. Therein lies another insight: the pathological con man can’t stop selling. He’s an unstoppable bullet train, and he will let no one, and nothing, get in his way.

  
    Lessons & Takeaways

    •   What is your family treasure? It’s probably not a $24 million pot of gold like Lillian’s, but it still has great value. Do you understand how to pass your estate, be it a piece of property, a chunk of stock, or your retirement account, to the next generation?

    •   Money can bring out the worst in people. Be careful. Even family members can turn against family members.

    •   People are very vulnerable at times of death of close ones, be they spouses, children, parents, lovers, or friends. Be careful of making any immediate decisions, particularly if the professional giving advice is pressuring you to make a decision.

    •   Con artists can be reputable members or pillars of the community. When it comes to your money, carefully question to whom you give it.



OEBPS/Images/title.jpg
Inside the World of Wall Street
Money Hustlers, Swindlers, and Con Men

TOM AJAMIE axo BRUCE KELLY

A Herman Graf Book
Skyhorse Publishing





OEBPS/Fonts/MinionPro-Bold.otf


OEBPS/Images/iii-2.jpg





OEBPS/Images/img.jpg





OEBPS/Images/cover.jpg
“From Ponzi to Madoff, this book unmasks the secrets
of financial swindlers and tells you why people find it so
hard to resist these charming rogues.”

—BLOOMBERG NEWS

FINANCIAL
SERIAL KILLERS

Inside the World of Wall Street Money
Hustlers, Swindlers, and Con Men

BRUCE KELLY





OEBPS/Fonts/MinionPro-BoldIt.otf


OEBPS/Images/half.jpg





OEBPS/Images/iii-1.jpg





OEBPS/Fonts/MinionPro-Regular.otf


OEBPS/Fonts/MinionPro-It.otf


