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With the glut of recent Ponzi schemes involving the bilking of trusting investors out of millions of dollars, 
it seems that we as a society are continually plagued by investment scandals.  
 
Trust is a critical component of the adviser-investor relationship, which can take a long time to develop yet 
just an instant to destroy.  
 
However, thanks to the likes of Bernard Madoff and even Cleveland's own Joanne and Alan Schneider, 
investors have become more savvy in protecting themselves against nefarious investment practices.  
 
Moreover, lawmakers also have responded with proposed legislation to foster a safer investment 
environment. The most significant legislation in this regard is the Dodd-Frank Wall Street Reform and 
Consumer Protection Act, which was signed into law on July 21 by President Barack Obama.  
 
The Dodd-Frank Act is more than 2,300 pages long and touches almost every aspect of the U.S. financial 
services industry.   
 
Specific to preventing investment fraud, the Dodd-Frank Act creates the Consumer Financial Protection 
Bureau, which is empowered with broad authority to regulate retail financial products and services, and it 
includes numerous provisions designed to encourage whistle-blowing on conduct that violates securities 
laws.  
 
Under these provisions, the SEC will be required to pay a monetary reward between 10% and 30% of the 
amount recouped to anyone who provides original information to the SEC, when that information leads to a 
monetary sanction exceeding $1 million.  
 
Courts also have been intimately involved with addressing who should be liable for the investment frauds 
of the recent past.  
 
One of the most recent decisions out of the Southern District of New York suggests that responsibility for 
Ponzi schemes cannot be linked back to investment advisers who merely introduced the investor to those 
running the Ponzi scheme.  
 
In fact, the ruling states: “There is nothing inherently fraudulent about referring customers to an investment 
advisor for fees ... absent awareness or notice that Madoff's investment advisory business was a sham. In 
other words, one who conducts normal business activities while ignorant that those activities are furthering 
a fraud is not liable for securities fraud.”  
 
So, how can investors best protect their assets before getting entwined in a relationship with the wrong 
investment professional?  
 
First, they need to develop a level of familiarity with their adviser. An investor should find out where their 
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adviser's office is located, how long they have been in business and then meet with the adviser and his or 
her staff in person.  
 
They also should do their homework by examining all available background information. There are many 
public record databases that provide multiple sources of information in this regard, including public court 
dockets, the Better Business Bureau and the Financial Industry Regulatory Authority web site.  
 
Next, investors should carefully consider whether they want to relinquish custody of their assets. In this 
regard, investment professionals can either act as investment advisers or registered representatives.  
 
An investment adviser typically maintains custody of a client's assets and has discretion to trade assets 
pursuant to a limited power of attorney.  
 
Alternatively, a registered representative typically does not maintain custody of his or her client's assets and 
simply makes recommendations for clients to consider. Prior to initiating a relationship with their 
investment professional, investors should understand who has custody of their portfolio.  
 
It also is prudent for investors to insist upon receiving trade confirmations, as well as any monthly account 
statements.  
 
Every trade that is made in an investor's account generates a confirmation document. Investors should not 
agree to let these notices only go to their investment professional.  
 
Full disclosure is a two-way street, as financial advisers bear a legal obligation to act in their investor's best 
interests at all times.  
 
Investors need to be up front about their financial assets and liabilities and investment objectives and risk 
tolerance, just as advisers need to be truthful about their capabilities and matters that they are qualified to 
handle. All of these disclosures should, of course, be confirmed in writing.  
 
Key events and conversations also should be documented with clients through confirmation letters.  
 
In this regard, if a client declines to follow an adviser's recommendation, this should be confirmed in 
writing. Meetings also should be scheduled with clients on at least an annual basis to ensure the client and 
the investment professional are on the same page, and that there have been no changes to a client's risk 
tolerance or investment objectives.  
 
A successful investor-adviser relationship is built on open lines of communication and trust. The investor 
needs to perform due diligence at the onset to select the right adviser for their unique style and preference.  
 
The investment professional, on the other hand, must use all of their talent and skills to work on behalf of 
their clients' best interests. When a rift arises in the relationship, it is best to consult with qualified legal 
counsel.  
 
Mr. Dorman is an attorney in the Cleveland office of Reminger.  
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