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MEDIA RELEASE

CFA Institute offers 10 tips on avoiding investment fraud

e In the wake of the recent Madoff Ponzi scheme, investors need to be wary of investment
fraud

February 2, 2009 — The recent Ponzi scheme admittedly perpetrated by hedge fund manager Bernard
Madoff has heightened our awareness of investment scams. Many investors may feel that they are
immune from investment fraud because most of Madoff's investors were institutions or extremely
wealthy individuals. But investment fraud comes in many forms and can touch all types of investors. CFA
Institute, the global association for investment professionals, offers 10 tips to help investors reduce their
chances of being devastated by investment fraud.

1. Understand clearly the investment strategy — “Some investment opportunities appear alluring
simply because they are described in impressive, complicated terms,” said Stephen Horan, CFA, head of
private wealth management content at CFA Institute. “Investment strategies and financial products
should be clear and understandable. The nature of the risks involved can vary widely and should be well
understood. Even the venerable Peter Lynch advised people to invest only in what they understood —
advice he abided by in his successful career. If you don’t understand it, stay away."

2. Match investment strategy to reported performance — One of the red flags in the Madoff affair is
that reported performance was too consistently good. Other investment scams, popular on the internet,
purport to use ultra-safe “prime bank” financial instruments from the world’s largest banks. E-mails that
promise double-digit returns are incongruent with the safe investment strategies they purport to offer.
Also, find out if the firm has its reported performance numbers independently audited, who audits them,
and whether these figures comply with Global Investment Performance Standards, a set of ethical
principles for calculating and reporting investment results.

3. Watch for e-mail solicitations and Internet fraud — The internet is a low-cost way for scammers to
reach millions of people. Horan says that “unsolicited e-mail messages offering you investment
opportunities that sound too good to be true probably are. Online bulletin boards and electronic
investment newsletters are also fertile ground to disseminate false information on thinly traded stocks
for a pump-and-dump scheme. Treat information from unknown sources on the internet with great
suspicion.”

4. Be wary of “sure things," quick returns, and special access — Legitimate investment professionals
do not promise sure bets. Legitimate get-rich-quick schemes simply do not exist. Scammers often make
the implausible combination of safety and high returns seem plausible by granting you “special access”
based on your relationship with a mutual acquaintance or affiliation with a specific religion or ethnic
group. Also, understand clearly the terms by which you can redeem shares or exit the investment. When
can it be done and what are the fees? Ponzi schemes become unsustainable when investors pull out
their money.
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5. Understand what, if any, regulatory oversight exists — Fraud may be less prevalent in regulated
settings, like mutual funds. Hedge funds are less regulated than mutual funds. Horan said that investors
should also “be careful of offshore investments, as well. Many are legitimate, but many others have
different regulation, and it is far more difficult to locate and recover your money overseas should
something go wrong.”

6. Assess the operational risk and infrastructure — Any investment management operation should
have a physical infrastructure for trading and administration. Ask to see them and inquire about the
firm’s processes and controls. It is important that a firm have separate, independent operations for asset
management, trading, and custody to provide checks and balances against fraud. Many investment firms
adopt the CFA Institute Centre’s Asset Manager Code of Conduct, which outlines their ethical and
professional responsibilities.

7. Ask about independent audits and who performs them — “Investors should ask for audited financial
statements of the organisation,” said Horan. “An auditor should be independent, reputable, and
congruent with the size and scope of the investment operation.”

8. Assess the personnel — Ultimately, the reliability of any operation is predicated on the integrity and
competence of its people. So find out who makes investment decisions and who implements the
investment strategy. They should be separate people with relevant experience, education, and training.
Look for recognised professional credentials, like the Chartered Financial Analyst (CFA) designation.
CFA charterholders agree to abide by the CFA Institute Code of Ethics and Standards of Professional
Conduct, which requires professionals to place the interests of their clients ahead of their own. Credible
investment professionals speak knowledgably and comfortably about their professional standards.

9. Perform a background check — Horan believes that investors can easily become their own private
investigators. “The Financial Industry Regulatory Authority (FINRA) allows investors to check the
background of securities firms and registered securities representatives it oversees in the U.S. If a
brokerage firm or broker is not listed, find out why. If they are, make sure their record is clear. Most
registered investment advisors (RIAs) must file registrations with the U.S. SEC. Again, make sure they are
not subjects of investigation, and be wary if you are pressured to make an investment decision before
you have time to investigate.”

10. Limit your exposure — “One of the surest ways to avoid the catastrophe associated with investment
fraud is to limit the amount you invest,” said Horan. “Diversification is one of the most fundamental and
enduring investment principles. Investors often expose themselves to unnecessary risks by concentrating
their funds in one or two securities. By limiting your exposure to five to 10 percent of your assets, the
principle of diversification can protect you if an investment turns out to be fraudulent.

Horan advised that “although these tips cannot guarantee that you will avoid investment fraud, they will
increase the likelihood that you will make smart choices. Also, by asking the right questions and arming
yourself with relevant information, you become one of the informed investors who are more difficult prey
for scam artists.”
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For more information please contact:

Sally Barwell or Brodie Neader
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CFA Institute

CFA Institute is the global association for the investment profession. It administers the CFA® and CIPM curriculum
and exam programs worldwide; publishes research; conducts professional development programs; and sets
voluntary, ethics-based professional and performance-reporting standards for the investment industry. CFA
Institute has more than 100,000 members, who include the world’s 86,700 CFA charterholders, in 133 countries and
territories, as well as 136 affiliated professional societies in 57 countries and territories. More information may be
found at www.cfainstitute.org.

About CFA Society of Sydney

CFA Society of Sydney (CFA Sydney) is a member society of CFA Institute. It was established in 1996 and has over
895 members, of whom 90 percent hold the CFA designation. CFA Sydney is a member-focused organisation, run
by a group of dedicated volunteers elected by the members. The society is an association of local investment
professionals engaged in a wide variety of roles, including portfolio management, security analysis, corporate
finance, and investment advice. CFA Sydney aims to promote the highest ethical and professional standards within
the investment industry. It encourages professional development through the CFA program and continuing
education,; it facilitates the exchange of information and ideas within the local investment community and beyond,;
and it works to further the recognition of the CFA designation and what it stands for. As one of 135 CFA Institute
member societies, it also connects members with a global network of investment professionals. Visit
www.cfas.org.au for further information.
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