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Ponzi scheme
A form of fraud in which belief in the success of a 
non-existent enterprise is fostered by the payment 
of quick returns to the first investors from money 
invested by later investors.

1920 photo of Charles Ponzi, the eponymous originator of the scheme, while 
still working as a businessman in his office in Boston

WARNING – IF IT SOUNDS TOO GOOD TO BE TRUE 
THEN IN MOST CASES IT IS!!!
A Ponzi scheme is a form of fraud that lures investors 
and pays profits to earlier investors with funds from 
more recent investors. The scheme leads victims to 
believe that profits are coming from product sales or 
other means, and they remain unaware that other 
investors are the source of funds. A Ponzi scheme 
can maintain the illusion of a sustainable business as 
long as new investors contribute new funds, and as 
long as most of the investors do not demand full 
repayment and still believe in the non-existent assets 
they are purported to own.

The scheme is named after Charles Ponzi, who 
became notorious for using the technique in the 
1920s.

The idea had already been carried out from 1869 to 
1872 by Adele Spitzeder in Germany and by Sarah 
Howe in the US in the 1880s through the "Ladies' 
Deposit". Howe offered a solely female clientele an 
eight-percent monthly interest rate, and then stole 
the money that the women had invested. She was 
eventually discovered and served three years in 
prison. The Ponzi scheme was also previously 
described in novels; Charles Dickens' 1844 novel 
Martin Chuzzlewit and his 1857 novel Little Dorrit 
both feature such a scheme. Ponzi carried out this 
scheme and became well known throughout the 
United States because of the huge amount of money 
that he took in. His original scheme was based on the 
legitimate arbitrage of international reply coupons 
for postage stamps, but he soon began diverting new 
investors' money to make payments to earlier inves-
tors and to himself.

GREED = TRAGIC STORIES…
Having now been in the Financial Services industry 
for more than 22 years I have come across and heard 
of many a sad story with innocent investors losing 
their life savings or part thereof to financial fraud-
sters. The unfortunate part is that in most cases 
these fraudsters have come across as honest, trust-

Quinton Ralph, CFP ®
CEO
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worthy people who have managed to lure potential 
investors down the proverbial garden path. The 
surprising part is that even today with all the access 
to information and the many life lessons that the 
world has dished up, people still get caught out by 
these scams.

So, what causes investors to get caught up in these 
disastrous schemes? It’s a simple answer… GREED. 
Making money is not easy, and definitely does not 
happen overnight. It takes years and years of disci-
plined savings and allowing the magic of compound 
interest to do its magic. However, there are many 
people who do not want to get rich slowly or in some 
cases have become desperate as inflation has 
destroyed their life savings, putting them at the 
frightening risk of having their retirement savings 
run out before their life’s candle is exhausted.

Below are just some of the most recent and well doc-
umented Ponzi schemes:

Thomas Stringfellow, CEO of the Stringfellow 
Group
Moneyweb understands that Stringfellow raised a 
substantial amount of money from clients, purport-
edly to fund the Lorna Jane business. These clients 
were promised, and initially received, monthly 
dividends at a yield of 14% per annum. Earlier this 
year, however, clients wanting to have their capital 
paid out to them did not receive payment. Apart 
from the investments into Lorna Jane, Moneyweb 
understands that Stringfellow also received money 
from several clients to be invested into unregulated 
investment portfolios. It is unclear what the status of 
these investments are.

Martin Levick, the former CEO of investment 
house Genesis Capital
As a director and significant shareholder in both 
Genesis Capital (Pty) Ltd and Genesis Capital Part-
ners, Levick was perfectly placed in the business elite 
to convince those with money to invest with him. He 
claimed to be worth R1.3bn, with assets in his name 
and money in offshore bank accounts.
But towards the latter part of 2018, a number of indi-
viduals, who had long business and personal rela-
tionships with Levick, began calling in their loans or 
their investments. Levick negotiated payment agree-
ments with many of them, but in most cases the 
payments were allegedly not made as promised. The 
creditors claim that what followed was a series of 
alleged incidents of fraud committed to pay off 
preferred individuals.

Gary Porritt, former CEO of JSE-listed financial 
services group Tigon and Susan Bennet
Tigon-accused Sue Bennett must on May 20 put 
forward her version about using R150 million of 
investors’ money to buy millions of “worthless” 
shares in Shawcell, a listed company and subsidiary 
of the financial services group Tigon.
Bennett and her co-accused Gary Porritt are stand-
ing trial on more than 3 000 charges including fraud, 
racketeering and contravention of the Companies 
Act, Income Tax Act and the Securities Exchange Act. 
Porritt was the CEO of Tigon, which was a top 
performer on the JSE before its collapse in 2002 and 
Bennett was a director.

Cambist
Cambist was an online platform, that allowed you to 
buy someone else’s debt contract.
You could go onto Cambist, and purchase a debt con-
tract that’s secured by:
1. A garnishee order; and
2. Some kind of trust arrangement* (?)
*Seems like there is a trust that holds these debt 
contracts in reserve, and if for some reason your 
particular debt contract stops performing, then you 
can return it to the trust and exchange it for a 
performing one.
What was the scandal?
The lender, debt collector and lawyers were all basi-
cally the same person, all earning fees from the start 
of the loan up to when it is eventually sold on Camb-
ist. Cambist has since closed down, with authorities 
not being able to do much due to them not necessar-
ily contravening any bank acts etc. The FSB were 
investigating, but many have lost money.

Barry Tannenbaum, the grandson of the founder 
of one of the country’s biggest pharmaceutical 
firms, Adcock Ingram
Offered investors stratospheric returns of more than 
200 per cent a year by investing in the components 
used to make AIDS drugs. It was nothing more than a 
lie, which suckered the country’s business elite, 
including the former CEO of Pick n Pay, the one-time 
head of the Johannesburg Stock Exchange and the 
ex-boss of OK Bazaars.

Sharemax
Nine years ago Sharemax promoted itself as the larg-
est unlisted property investment company in Africa, 
with one corporate video inviting South Africans "to 
be a part of something we can believe in, put our 
trust on - a steadfast and dynamic asset with expand-
ing possibilities and real prospects for medium to 
long-term growth - offering you a collective share, 
growth and security." An estimated 40,000 people, 
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mostly retirees heeded the call to invest in the prop-
erty syndication company - pouring about R5 billion 
into Sharemax's schemes. The Villa shopping centre, 
now also known as The Sharemax Tombstone, was 
one of Sharemax's biggest group investment 
schemes.  Sharemax Investments collapsed in 2010 
after a registrar of banks investigation found that 
Sharemax’s funding model had contravened the 
Bank Act.

Bernie Madoff
The Federal Bureau of Investigation report and 
federal prosecutors' complaint says that during the 
first week of December 2008, Madoff confided to a 
senior employee, identified by Bloomberg News as 
one of his sons, that he said he was struggling to 
meet $7 billion in redemptions. For years, Madoff 
had simply deposited investors' money in his busi-
ness account at JPMorganChase and withdrew 
money from that account when they requested 
redemptions. He had scraped together just enough 
money to make a redemption payment on Novem-
ber 19. However, despite getting cash infusions from 
several long-time investors, by the week after 
Thanksgiving it was apparent that there was not 
enough money to even begin to meet the remaining 
requests. His Chase account had over $5.5 billion in 
mid-2008, but by late November was down to $234 
million—not even a fraction of the outstanding 
redemptions. On December 3, he told long-time 
assistant Frank DiPascali, who had overseen the 
fraudulent advisory business, that he was finished. 
On December 9, he told his brother about the fraud.
According to the sons, Madoff told Mark Madoff on 
the following day, December 9, that he planned to 
pay out $173 million in bonuses two months early. 
Madoff said that "he had recently made profits 
through business operations, and that now was a 
good time to distribute it." Mark told Andrew Madoff, 
and the next morning they went to their father's 
office and asked him how he could pay bonuses to 
his staff if he was having trouble paying clients. They 
then travelled to Madoff's apartment, where with 
Ruth Madoff nearby, Madoff told them he was 
"finished," that he had "absolutely nothing" left, and 
that his investment fund was "just one big lie" and 
"basically, a giant Ponzi scheme."

How to avoid Ponzi and Pyramid schemes:
Though related, investment Ponzi schemes shouldn’t 
be confused with so-called pyramid schemes involv-
ing bogus multi-level marketing business opportuni-
ties. In both cases, money from new participants 
often is used to pay those who joined early on. And 
eventually both fall apart as the operation grows to 
unsustainable levels. But the pyramid focuses on 

recruiting participants to sell a product, while the 
Ponzi concentrates on attracting new investors. 

Here's how to protect yourself:

1. Be Sceptical
If someone tries to sell you on an investment that 
has huge and/or immediate returns for little or no 
risk, it could well involve some sort of fraud. For 
example, Bernie Madoff provided investors with con-
sistent return of 1-1.5% per month for 10 years 
before everything fell apart. Be extra-cautious if the 
returns are being generated by something you never 
heard of or in a way that's impossible to follow.

2. Be Suspicious of Unsolicited Offers
Someone contacting you unexpectedly, perhaps 
inviting you to an investment seminar, is often a red 
flag. Investment scams often target elderly people, 
or those close to or in retirement.

3. Check Out the Seller
Research a broker, financial advisor, brokerage com-
pany and investment advisor firm. Verify that the 
professional is licensed and look for any negative 
information. 

4. Verify the Investment Is Registered
Ponzi schemes often involve unregistered invest-
ments, says the Securities and Exchange Commis-
sion (SEC). Start by asking the person offering the 
investment: If the investment isn’t registered, ask 
why (not all investments must be registered). 

5. Understand That Investment
Never put money into an investment you don’t fully 
understand. There are many online resources to 
help you learn how to invest and how to evaluate 
opportunities for risk and potential gain. Don't write 
a check to – or open an account with – anyone who 
won’t fully answer your questions or who tries to 
discourage questions by saying the investment is 
using secret, proprietary or too-complex-for-laymen 
strategies. 

6. Report Wrongdoing
If you think an investment is a Ponzi scheme or any 
other type of scam, or you’ve been victimized, file a 
complaint with the FSCA. One sign that you’ve put 
your money into a Ponzi scheme is that you’re 
unable to obtain promised payments or cash out. 
Some scammers offer investors even higher returns 
to discourage them from departing.

7. Deposit funds directly into reputable Co’s bank 
account
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Never ever make third party payments or deposit 
your funds into a private individual’s personal or 
business account. Always transfer or deposit your 
funds directly into the Investment House.

8. Stick with the tried and tested
If you are investing your life savings or any funds 
which are dear to you then stick with the names and 
brands that have successfully been in business for a 
length of time. Why on earth would you hand your 
hard-earned money over to someone or an entity 
that does not have a proven long-term track 
record….

The Bottom Line
It’s vital that you know whom you are dealing with 
and that you understand any investment before 
handing over your money. Be doubly careful if some-
one contacts you unsolicited about an investment. If 
anything seems off to you, report it to the authorities 
and let them figure out whether it’s legitimate or not.
Sure, you may miss out on the opportunity of a 
lifetime. But probably not. As the adage says, "If it 
sounds too good to be true, it probably is."

source: investopedia, wikipedia, moneyweb

Gareth van der Merwe, CFP ®
DIRECTOR & FIDUCIARY SPECIALIST

With Resolute Wealth Management being completely 
independent, our Private Wealth Managers always 
have their client’s best interests at heart when 
providing advice. We therefore don’t deal with only 1 
service provider, but rather look at all service provid-
ers and recommend the product which best suits our 
client and their needs.

LONG-TERM ASSURANCE – 
TAILORED TO SUIT YOUR NEEDS 

This is no different when it comes to long-term assur-
ance. As the different insurers, such as Hollard, 
Momentum, PPS, Brightrock (Sanlam), Old Mutual, 
Liberty Life, etc. offer the basic products, including 
Life, Disability, Critical Illness, and Income replace-
ment, it is always important to keep in mind the addi-
tional benefits which they may include at no extra 
cost, or at an additional cost, but may allow the cover 
to be better suited to your needs and provide a 
better level of cover to ensure you and/or your bene-
ficiaries are properly looked after. These include the 
following:
 •Funeral benefit
 •Child critical illness cover
 •Education Protector
 •Immediate expense benefit
 •Profit share account
 •Premium waiver
 •Retrenchment protection
 •Last dying spouse cover 
 •Bond cover
 •Life cover – Payable on a monthly basis

The last 2 products, namely Bond cover and Life 
cover, which is payable on a monthly basis, are insur-
ance products which are relatively new, or unknown 
by the market, and are worth elaborating a bit 
further on. 

Bond Cover 
Most of us have been through the process of taking 
out a bond, or a loan to pay off a relatively expensive 
asset. In order to protect their assets, the bank usual-
ly requires that some form of collateral or life assur-
ance is provided, and at this stage the retail bank will 
offer life cover, usually at a very high premium. How-
ever, most insurance institutions will offer life cover 
with a cover value which either stays level, or increas-
es over time, but is this really necessary when the 
debt you are providing protection for is decreasing. 

Certain assurance houses have identified the need 
for a new product in order to help persons requiring 
cover to get exactly the cover they need, and in turn 
assisting them in saving on their ongoing monthly 
premiums, which in turn assists them to build their 
wealth. They have therefore introduced cover which 
is specifically designed to decrease as your debt 
decreases, and because everyone and their debt is 
different, so the cover can be tailored to suit your 
needs, including over what period the cover will 
decrease, at what rate it decreases, and how this 
decrease will effect the monthly premium. There-
fore, once your debt is settled, your monthly premi-
ums should come to an end, unless you take out 
additional cover.
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JAMES FERREIRA, CFP ®
PRIVATE WEALTH MANAGER
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AWARD-WINNING FUNDS – THE BENEFITS 

OF A ROBUST INVESTMENT PROCESS

 

It is important to note that this cover should purely 
be identified to settle the specific debt on death, and 
be in  addition to your Life cover identified to provide 
liquidity to look after a dependent, or even cover 
deathbed costs when you are no longer around to do 
so. This cover should increase by at least an inflation 
linked rate to ensure the cover retains its value and is 
not destroyed by inflation.

Life cover – Payable on a monthly basis
Although a person may plan ahead and ensure there 
is a lump sum available to look after their depend-
ents in their absence, this may cause additional 
problems if there is no one to assist the dependent 
to act responsibly with the lump sum they receive, 
and they may land up blowing through the lump sum 
at a far quicker rate than anticipated.

But once again certain insurance houses have identi-
fied this as a gap in the market and provided a solu-
tion to solve the problem. You can now take out life 
cover which pays a lump sum, which is the traditional 
cover, or more recently, cover which pays an income 
on a monthly basis to your nominated beneficiary up 
to a pre-determined age, to ensure your dependents 
will have a monthly income, and may be better 
protected not only from others, but if the depend-
ents are not “money wise”, better protected from 
themselves. This can again be set to suit a person’s 
requirements, and can be an amount which stays 
level, or increases at a pre-determined percentage, 
and can be set over a specific time period. This 
provides increased piece of mind to the person seek-
ing insurance that their dependents will be looked 
after not only at the time of their death, but well into 
the future.

If you would like additional information on any of the 
products mentioned above, or need assistance with 
your long-term assurance needs, do not hesitate to 
contact us at Resolute Wealth and we will be happy 
to assist you in putting together a bespoke plan 
which suits your needs.

South African investors deciding to invest their 
money face an incredibly difficult decision in choos-
ing where to allocate their hard-earned capital. In 
South Africa, we have over 1,500-unit trusts that are 
limited to investing in just over 160 shares listed on 
the JSE. How do you choose the correct fund when 
there are so many options, let alone trying to under-
stand the various investment strategies each fund 
follows, the varying levels of analysis capabilities, and 
each fund manager’s own ideas and philosophies 
that are integrated into the running of their fund?

Why Model Portfolios?
Through our partnership with Morningstar, we have 
built our model portfolios through a detailed and 
robust process, driven by the objective of blending 
top fund managers who we believe, given their strat-
egies and processes, will deliver the best outcomes 
to our clients over the long-term. Blending different 
fund managers sets out to achieve one simple goal – 
to offer our clients good investment returns, at lower 
levels of risk than the market.

Together we have established a range of investment 
portfolios that will facilitate the active management 
of our clients’ portfolios. This follows a strict process 
whereby investments are managed by an Investment 
Committee of specialists with proven track records. 
In their selection of unit trusts, the investment com-
mittee aims to achieve an appropriate degree of 
diversification while combining the investment 
expertise of quality investment managers. 
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A noticeable theme throughout or model portfolios 
is that we have invested in large, respectable, top 
performing funds such as Allan Gray, Investec and 
Coronation. These funds have long-term track 
records of great performance and have been select-
ed because they each complement one another with 
their varying investment styles. 

Raging Bull Awards
The Raging Bull Awards is an annual awards ceremo-
ny where fund managers compete for a variety of 
awards which highlight the top performing fund 
managers and funds available to local investors. The 
ceremony celebrates the top performers across a 
range of sectors and acknowledges investment man-
agers in terms of top outright performers, best 
risk-adjusted performers and the best unit trust 
management companies. The first Raging Bull 
Awards ceremony was held in 1997, with top 
performers awarded to the most consistent 
performers over three years.

Below are some of the 2018 winners in their respec-
tive categories, all of  which feature in our model 
portfolios which is reassuring to the investment com-
mittee that the processes we have in place for man-
aging our clients’ funds are proving to be successful.

South African Management Company of the Year: 
1st place: Allan Gray
2nd place: PSG
3rd place: Coronation 

Offshore Management Company of the Year: 
Investec and Nedgroup Investments (tie for first 
place) 

Straight performance over three years 
1. Best South African Equity General Fund: Fairtree 
Equity Prescient Fund
2. Best South African Interest-Bearing Fund: Fairtree 
Flexible Income Plus Prescient Fund 
3. Best (SA Domiciled) Global Equity General Fund: 
Allan Gray-Orbis Global Equity Feeder Fund 
4. Best (FSB Approved) Offshore Global Equity Fund: 
Orbis Global Equity Fund 

Summary
We strive to always put our clients first and we are 
confident that our investment process ensures that 
our clients are not only in the best performing funds 
available to them, but that they are always being 
looked after through the investment committee’s 
active approach to fund management and fund 
selection.

MESSAGE FROM OUR PARTNER 
MORNINGSTAR

VICTORIA REUVERS
DIRECTOR & SENIOR PORTFOLIO 

MANAGER

SA INVESTORS TO STAY THE COURSE 
WHEN FEELING THE SLUMP

For the best part of five years, investors could be 
excused for thinking they’ve been hitting the replay 
button on a bad repeat of bleak market conditions. 
While global markets have rallied, especially in the 
US, South African investors have sadly missed out.

Victoria Reuvers of Morningstar Investment Manage-
ment SA. “Stay the course, ride the storm and don’t 
feel tempted to make changes for the sake of trying 
to fix things,” advises Victoria Reuvers of Morningstar 
Investment Management SA. After prolonged peri-
ods of low returns, we often find ourselves being 
tempted to ‘do something’, to make a change and to 
fix what’s not working. However, this can be precisely 
how wealth is destroyed over time.

Victoria Reuvers of Morningstar Investment Manage-
ment SA. “Stay the course, ride the storm and don’t 
feel tempted to make changes for the sake of trying 
to fix things,” advises Victoria Reuvers of Morningstar 
Investment Management SA. After prolonged peri-
ods of low returns, we often find ourselves being 
tempted to ‘do something’, to make a change and to 
fix what’s not working. However, this can be precisely 
how wealth is destroyed over time.

Nobody wants to get rich slowly

Equities deliver real returns to patient investors. 
“While nobody wants to get rich slowly,  the irony is 
that it pays to stay the course,” says Reuvers. If an 
investor had been exposed to the South African 
equity market from 1 January 1995 to 30 April 2019,
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they would have generated an annual return of 
14.2%. This period includes tough market conditions, 
including the emerging market crisis in 1998, the 
tech bubble of the early 2000s and the global finan-
cial crisis in 2008/09 – plus the last five years during 
which the local equity market has been relatively flat. 
After inflation is accounted for, this is an annualised 
real return of just over 8% per annum in 23 years. 
“The numbers are clear; don’t worry about the noise, 
think long-term,” advises Reuvers.

In spite of the evidence, the temptation exists to 
attempt to time the market – that is, pick an entry 
and/or exit points. “We believe that trying to time the 
market is a fruitless exercise,” says Reuvers. “Often, 
the best time to invest is when things feel most 
uncomfortable.” If you had tried to time the market 
over the past 23 years and missed just the best 100 
days of the total 5,934 trading days, your return 
would have been  -2.2% per annum, instead of 14.2% 
per annum for the full period.

It’s clear, staying the course works. Yet, despite the 
compelling evidence, there has been a material 
move by investors out of equities and into more con-
servative money market and fixed income products. 
Indeed, these asset classes provide a comfortable 
return profile with more predictable returns, and 
they have rewarded investors with positive returns 
over the past few years.

Has this been an appropriate course of action? Time 
will tell, of course, but Morningstar wouldn’t rule out 
a comeback for the unit trust industry, especially 
given that the largest casualty has been the multi 
asset/balanced funds which used to take the lion’s 
share of industry flows. “Despite disappointing 
performance from local risk assets and balanced 
funds in the recent past, we believe that investors 
with a medium- to long-term horizon need exposure 
to these assets to generate inflation-beating 
returns,” says Reuvers. She explains that investors 
run the risk of not achieving their financial goals if 
they move between different asset classes based on 
short-term performance.

Looking forward – the bigger picture

As we enter the mid-year mark in 2019, perhaps the 
core message is that beaten-up assets can do 
surprisingly well going forward. Many forget the 
important role that starting valuations play when 
judging the ability of assets to generate above-aver-
age future returns. So, where does that leave us? “In 
the short term, it’s anyone’s guess – we’ve never 
claimed to have a crystal ball- , although we can see 
some interesting opportunities presenting them-
selves when looking purely at valuations,” says Reu-
vers. 

Value. The economy is not the market. What matters 
most is to not overpay for a stream of long-term cash 
flows. Many domestically-focused businesses remain 
out of favour due to the persistent gloomy economic 
outlook in South Africa. With the possibility of policy 
reform geared towards the goal of economic growth, 
investment managers are aware (albeit with caution) 
of any unlock that could potentially materialise from 
purchasing these assets below fair value.

Risk. Risk is the permanent loss of capital. In buoyant 
market conditions, don’t be distracted by any 
euphoric claims or the general feeling of calm. Morn-
ingstar’s process is aimed at unlocking value from 
unloved areas by focusing on what we can control – 
incorporating a disciplined long-term valuation-driv-
en approach.

Diversification. Reuvers advises that, “While value 
exists in certain areas of our market, we are con-
scious of staying true to our disciplined investment 
process, thereby minimising the ill-effects that 
behavioural biases can have on investor outcomes. 
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“We contend that for a nation to try to tax itself 
into prosperity is like a man standing in a bucket 

and trying to lift himself up by the handle.”
 

Winston Churchill

Our asset allocation framework provides a tried and 
tested method for building portfolios that is not 
reliant on one market outcome. Our view is that a 
diversified portfolio tilted towards asset classes with 
higher future expected returns, within appropriate 
risk constraints, provides the best chance of deliver-
ing outcomes in line with our investors’ objectives.”

There’s no doubt that the current market conditions 
are unsettling for some. “It is at these moments that 
we would discourage investors from making changes 
that could harm their ability to reach their financial 
goals. It is often during these difficult times that we 
have the greatest opportunity to add value for our 
clients, acting rationally when others struggle to do 
so,” Reuvers adds.

                    
 

                    
 


