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Where are Texas regulators in era of $65 billion Ponzi scams?

In late October 2006, Melissa Marie Ramon introduced people to a man she said was Scott Scrabanek of New York City, according to two who met him. Whether that is his real name is unresolved.
He was said to be CFO of a secretive Paris company called JaxTrece that made loans to nonprofit organizations. It seemed to be a lucrative business. Investors earned average annual returns as high as 51 percent, according to a company document.
Scrabanek appeared in Houston with Ramon, where he made a show of examining the ceiling and pipes of a potential office, the sources said. He was about 6 feet tall, slim, pale, in his 50s or 60s.
Curiously, in early October, Ramon sent an e-mail to an Austin actors group: She was seeking a male actor in his 50s or 60s with a New York accent to make an appearance at what she said was a Houston fundraising event. Another document filed in a lawsuit and said to have been found in Ramon’s computer describes Scrabanek’s back story down to his children’s names and his residence (the Time Warner building in New York City), and details his attitude: "typical Jewish New York” .
Some now wonder whether the man they met was actually an actor earning $500 an hour to play a part in what the Justice Department says was an investment scam that defrauded investors of millions of dollars.
The vogue term is a "mini-Madoff."

New York financier Bernard Madoff has become the poster boy of fraud for the depth, duration and audacity of his $65 billion Ponzi scheme.

But for every Madoff there may be hundreds of smaller investment sharks prowling the waters. The swindler who used fake oil wells to take in $65 million. A fraudster with a Malaysian latex-glove con that cost 7,000 investors $145 million. A deaf man accused of targeting the deaf in a $4.4 million scheme. An ex-con accused of diverting money to pay for a 29-foot cocktail cruising boat he called Summer Inn, while an investor lost money to pay for cancer treatment.

By virtue of its size, population and reputation as a go-go state rich in oil, Texas seems to be home to more than its share. Locally, from Mansfield to Mineral Wells, Colleyville to Cleburne, the scammers are ready with a warm smile and a heck of a deal.

It can take years for investors to realize that they’ve been burned.

Occasionally, authorities do spot and stop schemes before investors even know they’ve been had. Earlier this year, a Texas securities investigator went undercover to nab a company running ads promising investors big returns by cashing in on dead people’s life insurance.

But more often, regulators and the guys with the badges and guns play wait and see. Authorities react to complaints or tips after fraudsters have flown under the radar for years — like one Texas swindler whose oil well con lasted for eight years.

Investor Dean Antonakos of Augusta, Ga., lost at least $111,000 by putting money into Texas oil wells after being convinced that "new technology" could get dry holes flowing again. He was also lured by the ability to write off up to 85 percent of his investment from his taxes in the first year.

The salesman was smooth.

 “He had a voice that was kind of like one of these 'Hey how you doing Dean,’ and it was almost like I recognized the voice, but it took me a few minutes to figure out who it was," Antonakos said "This guy would get you on the phone.”
The guy said his name was Kevin Grimes, but that was probably not his real name, Antonakos said. "And I’d like to find him because I’d like to wring his neck."

Scams are as creative as they are endless: foreign-currency cons, commodities pool fraud, factoring, high-yield investment programs, fake CDs, zero-premium life insurance.

Investors seem to have a kennel full of watchdogs at their back: the Commodities Futures Trading Commission, the Office of the Comptroller of the Currency and the Texas Department of Insurance, to name some.

When it comes to investment frauds, the big dogs are supposed to be the federal Securities and Exchange Commission and the Texas State Securities Board within the state.

And the industry itself is supposed to stand watch through the self-regulating Financial Industry Regulatory Authority.

Nothing seems to run as smoothly as it should. Regulators have to fight through their own regulations. The state says it gives information to the regulatory authority and gets zilch in return. Cases are backlogged and resources are lacking, with the SEC staring at a recent plunge in enforcement workers as steep as a bad week on Wall Street.

"The SEC budget has been largely flat for a couple of years," spokesman John Nester said, though the agency’s budget has been increased for fiscal 2009.

And some say the SEC hasn’t concentrated enough on off-market frauds that can cost investors everything.

The image Ramon projected was cool, friendly, intelligent. She claimed a Ph.D. in statistics from Rice University, according to state and federal documents; a former friend now suing her said that her shelves were lined with highlighted statistics textbooks.
At most, Ramon had a high-school education, but she is accused of suckering doctors, lawyers and securities traders out of more than $3 million over a three-year period.
Ramon, 33, said she had no such textbooks and never claimed a doctorate but said she did attend classes at Rice. An affidavit from a university official states that there are no records of her attendance.
Ramon wouldn’t say whether she graduated from high school or received a GED. In a deposition, she testified that she had received an alternative high-school diploma but couldn’t remember the school she got it from.
Ramon won’t admit to or deny anything, since she’s under indictment for wire and mail fraud and has been sued. 
Educated or not, many fraudsters are brilliant at what they do. One Texas con man won an advertising award for his sham marketing materials. Some send out turkeys and hams for Christmas. Others generate authentic-looking, if worthless, account statements.

One put it this way to a former federal official: Gain trust, and you gain the key to the vault.

Many rely on their aura of normalcy and word of mouth to bring in the next victim. Greed seals the deal.

One victim was convinced that an overseas currency scheme operated by a Mineral Wells grandfather would have turned his $15,000 into $10 million in just three years.

"What really baffled us is we believed he did have the connections to go overseas and get it done," said Stan Culp of Dolton, Ill.

As it is, the scheme stretched on for seven years.

Adding to the air of credibility, the Mineral Wells man, Ronald Keith Owens, required investors to sign a settlement and release agreements regarding their fund balances. When the Ponzi scheme began to run out of steam, Owens told investors that he was overseas straightening out the issue with a bank.

And they gave him more money.

In reality, the old crook was hiding out in a Fort Worth motel.

The good guys are no slouches, of course, but they are at a disadvantage in catching scammers because they have to follow the rules — and some are strange, aggravating and inane.

For instance, President Barack Obama’s new SEC chairwoman, Mary Schapiro, recently abolished a two-year "penalty pilot program" that required the SEC to slog through a special set of approvals before assessing penalties for securities fraud. The result: The staff was discouraged from seeking penalties in some fraud cases, Schapiro told Congress in March.

Texas Securities Commissioner Denise Voigt Crawford, president-elect of the North American Securities Administrators Association, said the SEC regional office in Fort Worth is the nation’s best but is hindered by a convoluted approval process.

"The way it’s been working, the SEC, before it brings an enforcement action, has to get approval at a number of different levels. And that approval process is a nightmare," Crawford said. "It greatly inhibits the ability of the regional offices of the SEC to bring cases."

Other rules block the SEC from information that could expedite investigations.

For instance, it isn’t allowed to see federal grand-jury materials. Harold Degenhardt, former director of the SEC’s Fort Worth office, would sometimes get calls from U.S. prosecutors asking for information but sharing none.

"It does hamstring us a little bit," he said. "I don’t want to overstate it, but a lot of times we would get that information much further down the road, whereas if we’d had it earlier on we could have done more with it."

The Internal Revenue Service, which nabs con artists through income-tax charges, doesn’t share with the SEC either, Degenhardt said.

And undercover work, like the covert actions taken by the Texas securities board, isn’t an option for SEC investigators.

Degenhardt said he’d sometimes spot a suspicious ad claiming high returns. But sending an investigator to an investor meeting would be pointless; the agent would have to stand up and say, "Hey, I’m from the SEC," Degenhardt said.

"You can imagine how that’s going to change the subject matter of the meeting," he said.

Everyone, Ramon says, tells the same story about her since the state issued an emergency cease-and-desist order in February 2007: that she claimed that she represented a company with $500 million under management and hundreds of investors that made loans to nonprofit organizations.
What’s clear from the federal indictment is that there were no thousands of investors; no hundreds of millions of dollars in assets.
Ramon’s side of the story is that she’s the victim.
She blames Shannon McAdams, her former consultant, for misleading investors.McAdams, who has an M.B.A. from Tulane University — verified by the Star-Telegram — says he was cleared of fraud by the state securities board. His name appears on none of the company’s documents.
Ramon also says she was performing services for clients, not handling investments. The actor she tried to hire? That was for a fundraiser that never happened, she said.
So why ask an emcee to pretend to be CFO of JaxTrece? "That’s what Shannon McAdams is claiming," Ramon says. She wouldn’t comment on whether she introduced Scrabanek to others in 2006.
Only Ramon has been indicted by a federal grand jury.
Ramon’s name is listed on company documents, which also say she has a Ph.D.
 
In the months after news of Madoff’s financial carnage broke and the SEC was rebuked for missing multiple red flags, the agency has been trotting out news releases on con artists, no matter how small their take.

Then in February, the SEC had another red-faced moment when it accused Texas billionaire R. Allen Stanford of running a fraud of "shocking magnitude" — an $8 billion Ponzi scheme involving CDs from Antigua. Once more the agency was taken to task for being slow in acting, despite warnings from whistle-blowers as early as 2003.

The SEC notes that it regulates securities, not banks, and says international litigation would have taken years.

"Certainly a case involving offshore entities unregulated by the SEC presents additional challenges," Nester said.

What’s more, the SEC doesn’t have criminal enforcement powers; that means it is limited to suing in civil courts and then relying on prosecutors to seek criminal charges.

Nester said the commission has taken no position on whether it needs such powers.

Critics say that federal officials didn’t want the SEC, which oversees more than 30,000 entities, to push hard on securities laws. By limiting resources, they made sure that the agency couldn’t be aggressive.

Between 2005 and 2007, the agency lost 10 percent of its enforcement work force as budgets remained flat or declined. Schapiro told Congress that the agency is investigating missed leads among the more than 700,000 tips it receives annually. The Government Accountability Office has reported that the agency lacks the tools to tackle the backlog of cases, some 10 years old. The SEC’s inspector general says the agency has taken the word of some defendants that they couldn’t repay some of their ill-gotten gains, instead of verifying their finances.

"They stripped the enforcement part of the business of any funding, and so they didn’t take any serious effort to stop any fraud," said Ralph Midkiff, a Houston attorney who won a $429 million award in a securities-fraud case. "Instead they became the friend of the broker. They viewed their primary mission to try and smooth the paperwork so that Wall Street could more easily sell securities. And it was a race to the bottom."
When Degenhardt began his nine-year stint with the SEC in Fort Worth, he said, "some of the bureaucrats in D.C., they would insist you’re doing too many off-market cases — prime bank, Ponzi-type cases down here."

Washington insisted that he needed to do more mainstream cases involving broker dealers and investment advisers. "I would point out to them that one size does not fit all," he said.

Nester, the SEC spokesman, said he had no basis to comment on Degenhardt’s experiences. He also said the commission recently hired a private firm to overhaul the way it processes complaints and tips.

The Fort Worth office, which watches over Texas, Oklahoma, Kansas and Louisiana, wouldn’t talk about whether it is adequately staffed to respond to tips and complaints or say what its budget is. It employs about 29 enforcement attorneys, six enforcement accountants and six trial/litigation attorneys.

But Degenhardt says he used to lose sleep when, juggling so many cases with a staff of 108, he would decide to let some possible con artists go about their business.And while Degenhardt, who left the SEC in 2005, was told that he could always call D.C. for extra staff, he said sometimes it would take two or three calls before someone would offer help.

"I can’t always tell you I always got results when I did," he said. "It’s a shame. The SEC’s job is so big and yet their person power is extremely limited. For what it has to do, it needs to be a bigger organization."

Things haven’t changed much. Today the Fort Worth office has 103 positions and "approximately" two fewer enforcement investigator positions, according to the SEC.

Some people began asking Ramon for their money back. One demanded meetings with her, but she kept avoiding him, according to a transcript of text messages in court documents. Finally he wrote asking for his money back — $2.1 million.
“Nope. We won’t do it like that," Ramon wrote. "We are doing things my way." 
