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To: Members of the Senate Finance and Claims Committee
From: Montana State Auditor John Morrison

Date: March 10, 2005

Re: Support of SB 239 —Securities Investor Education Fund

The Montana State Auditor's office supports SB 239, carried by Senator Mike Wheat.

SB 239 creates an investor education fund managed by the Securities Department. The fund,
which is funded by a portion of the fees paid to the department, would be available to provide for
investor education on fraud prevention, finding a legitimate and licensed investment advisor or
salesperson, and other securities issues.

Assisting Securities Clients

A senior advocate contacted us on behalf of a retired nurse. The nurse had invested her entire

retirement with a securities salesperson. The

salesperson convinced her to move her money from | John Tarr, former investigator at the Securities
safe, insured investments into promissory notes he Department states “I am the guy who had to
was personally issuing. Ultimately, the salesperson | ?ell seniors that they would not get their money
illegally converted her more than $150,000 in back. Iwould rather spend time telling people
retirement savings to his personal use. When he don’t put your money into something you
failed to repay the money as promised, the retired haven’t checked out - investigate before you
nurse was forced to take out both a second and invest. Iwould rather spend 10 minutes talking
third mortgage on her home, was unable to take to people about these types of things, than
care of her medical needs and literally could not put | spend years on putting an investigation

food on her table. Our office investigated the matter | Zogether.”

and ultimately gained restitution for the retired
nurse. We were able to arrange for his brokerage firm to pay off the second and third mortgages
and have an agreement with the salesperson to make monthly payments to the victim.

Juanita Periman was among 38 people, including 7 widows, who were victims of a deceitful
securities salesperson. The salesperson took control of Juanita’'s IRA, as well as the accounts of
the other victims, and began a scheme of unauthorized, excessive trading in risky stocks. This
scheme netted the salesperson hundreds of thousands of dollars in commissions. In a six month
period, nearly half of Juanita’s retirement account was lost. When Juanita discovered the
wrongdoing, she did not know who to contact. Her sister, who works at a local credit union,
thankfully told her to contact our office. After an investigation, we suspended and ultimately
revoked the salesperson’s license, got restitution for the 38 victims in the amount of $1.5 million and

took action against the firm.
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As wonderful as these stories turned out, there are thousands of Montanans, many who are elderly,
that don’t know what to look for or where to turn when a fraudulent offer comes to their door. Sadly,
by the time people discover they’'ve been scammed, the money and the perpetrator are often long
gone. Fraud prevention is the only solution to preventing an action before it occurs.

Investor Education Needs

With more than 60% of households with at least one investment in securities, criminals have seized
the opportunity to defraud investors. Consumers and law enforcement must be given the
information needed to spot fraudulent schemes. Some topics that would be covered in the investor
education provided by SB 239 inciude:

. Types of fraudulent schemes (such as pyramid schemes)
. How to spot such fraudulent investments, and who to contact if you are suspicious
. How to check to make sure you have a legitimate broker/financial advisor

Many other states have investor protection funds specific to securities including:

+ Utah + North Carolina + New Mexico
+* Tennessee + Delaware + Wisconsin
+ lllinois + lowa +« Kansas
+ Oklahoma
Proponents

Consumer groups, law enforcement and the securities industry support SB 238.
Investment Company Institute

. American Association of Retire Persons

. Montana Senior Citizens Association

. Montana Sheriffs and Peace Officers

. Montana County Attorneys’ Association

. Montana Police Protective Association
Funding

SB 239 would be funded from the fees already collected by the Montana Securities Department,
fees that are paid by the securities industry itself for the purpose of protecting investors and
ensuring the integrity of the securities markets. There is no increase in fees.

Department budget in comparison to revenues generated for Montana general fund

STATE AUDITOR REVENUES AND EXPENSES

OTotal Expenses ||
M Total Revenue

MILLIONS

FYQ1 FY02 FY03 FY04 FY05 FY06 FY07
FISCAL YEARS
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