PROMISES, PROMISES:

INVESTORS WARNED ABOUT RISKY, FRAUDULENT PROMISSORY NOTES

The topic of “promissory notes” is one our AGENCY deals with regularly and is something worth warning investors about. These notes are often sold by insurance agents promising high interest rates, but they are in fact very risky and often fraudulent. 

Securities regulators in more than 35 states have reported complaints or brought enforcement actions involving promissory notes.  The North American Securities Administrators Association (NASAA), which represents state and provincial securities regulators in the US, Canada and Mexico, included promissory notes on a list of "Top Ten Investment Scams."

Recently interest rates have seen record lows which is good for the economy, but it makes it hard on people who depend on interest income such as senior citizens. Unfortunately, this makes them tempting targets for crooks because an offer to earn greater returns can be very tempting.

As part of a nationwide trend, promissory notes are being sold by life insurance agents who are lured by high commissions.  These agents may actually know nothing about the promoters of the investments beyond what they’re told.  They also may not realize that they must have a securities license to sell promissory notes.  Some notes are issued on behalf of companies that don’t even exist.

In a typical promissory note scenario, a life insurance agent who sold a policy calls with an intriguing investment opportunity.  A "well-established" company is looking to expand its business and needs to raise capital. Instead of borrowing money from a traditional lender, such as a bank, it is offering investors an opportunity to purchase "promissory notes."  The notes are being advertised as maturing in nine months and as having an annual interest rate of 10% or more. Agents are pressuring clients to cash in their life insurance policies and "roll" them into these notes.

These investments are likely to be obligations of fraudulent institutions that either abscond with the clients’ money when the notes mature or use a Ponzi-style scheme to pay Peter with new money from Paul.

(EXAMPLE)

What’s the attraction of promissory notes?  

Well some investors don’t want exposure to the risk of the general securities market and are turned off by traditional insurance products.  They’re attracted to this type of investment for its supposed safety and higher rate of return.  Investors often get "real" promissory note certificates complete with official legal-sounding language and gold embossed seals.

Unlike boiler-room cold callers who solicit clients by telephone and usually have no prior relationship with them, insurance agents (some of whom are not licensed) know their customers well. 

Before investing in any promissory note, our office encourages (state residents) to call the (Agency) Investor Protection Hotline at (toll-free number) or the (Agency) website at (web site). When calling: 

· Check to see that the notes are properly registered or legally exempt from registration.  If you can’t verify that the notes are registered or exempt from registration, hold onto your money. 

· Check if the person selling the securities is licensed/registered and whether they have had disciplinary action taken against them.
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