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 86   How to end up in your children’s backyard (by AndroGriessel)  
 

 

It never ceases to amaze me how people want to give me “carte blanche” regarding their investments 

after only one meeting. Even though it is nice to find a place of trust so soon, it is still worrying, since this 

type of blind trust  is abused more often than we wish to see, and sometimes comes with tragic 

consequences. 

 

If it wasn’t evident from the number around this guy’s neck that this is a mug shot, you would hardly have 

guessed that this well-dressed man with his neat hairdo, is the one and only Charles Ponzi; the father of 

Ponzi schemes. He wasn’t the first con artist, but his scheme was large 

enough so that in 1920, they started naming similar illegal schemes after 

him. 

 

The most recent Ponzi scheme that hit local investors (especially in the 

Western Cape) was that of Herman Pretorius (Abante Capital). This 

scheme, from what I understand, has been running for almost 10 years. 

Bernie Maddoff in America (greatest Ponzi scheme yet) continued for 

almost 40 years. So, what exactly is a Ponzi scheme, how does it work, and 

why do people fall for it time and time again? 

 

A Ponzi scheme is so-called when the underlying investment or business 

does not realise the returns that they pay to their investors. Returns to clients are thus paid from their 

own capital and/or the capital from other investors . Such a scheme can run for a considerable time, 

especially if investors don’t need a monthly income and all returns are reinvested.  Consider the example 

where I invest R1 Million in a scheme that promises to return 20% per year. Even if I collect my R 200 000 

return at the end of every year, the operator of the scheme could easily have hidden the money in a 

suitcase under his bed and pay my R200 000 every year.  Even without the inflow of more capital from 

new investors, he would have been able to put up the “show” of a very good investment for a full 5 years. 

  

It is important to mention that many Ponzi schemes (and other investment schemes that ultimately fail) 

START as a valid, legitimate investment. The problem comes in when promises are made to investors that 

cannot be kept; the operator of such a scheme then uses the funds of new investors to pay an income to 
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the existing investors, hoping to solve the “problem” in another way, instead of admitting their failure to 

achieve the expected or promised returns. The problem with this kind of behaviour is that it is a point of no 

return, since the first step out of line is already an illegal one. However, for the rest of this article, I want to 

focus on the type of scheme where people are intentionally “conned” out of their investments.  

 

So what are the “red flags” that you need to look out for when you consider an investment? 

 

1) Consistent returns that are considerably higher tha n the risk-free return:  

Risk-free return is the return that you can expect to receive from a moneymarket investment or 

short-term government bonds. Theoretically not even these are totally risk-free, but it’s certainly 

the closest you can get to it. At the moment, in South Africa, that rate is about 6%. Therefore, if 

you find an investment that guarantees  or consistently  returns double or more the risk free return 

(without interruption), it needs to set some alarm bells off in your mind. It is however, not always 

the super high returns that should sound the alarm, but the consistency of relatively high 

returns  that should make you uneasy. Guarantees are also one of the big traps. Remember, a 

guarantee doesn’t mean anything if the entity behind the guarantee collapses. If the guarantee is 

not backed by the South African Reserve Bank, the Government or a large listed company (that 

you can verify), you can actually consider the guarantee void. 

 

2) Vague descriptions and exotic strategies:  

One of the characteristics of these investments is that investors often don’t understand what they 

have invested in. It was definitely the case with Abante Capital. Herman Pretorius and his 

henchmen marketed their scheme mainly in the countryside to people who did not understand the 

difference between a moneymarket account and a fixed deposit, let alone “relative arbitrage 

trading”. There is no way that the investors understood how t heir abnormal returns were 

generated, and I want to be bold in saying that not  even the advisers that advised their 

clients to invest understood what the investment wa s all about.  I could certainly not get my 

head around it. The first time that I dealt with Abante (back then it was MatWorldwide or Mat 

Securities) was in 2004 when a client, who had invested with them directly, asked me to meet with 

them. I returned, none the wiser, and explained to my client that I could not understand their 

investment strategy, and would therefore not recommend it to my clients, nor invest in it myself. A 

few years later, I asked a much more educated friend of mine, Daniël Malan (fund manager at 

RE:CM) to phone the guys again in an attempt to get a better understanding of what it is they did. 

His words were short and sweet...stay away! Warren Buffet is also quite clear on this point: If 

someone cannot explain an investment to you in one or 2 short sentences... run in the opposite 

direction. 
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3) Non-regulated products:  

Although regulations cannot necessarily protect you from losses, you can reasonably reduce your 

risk by investing in FSB-regulated products only. Off course it doesn’t mean that all unregulated 

investments are illegal, or bad investments, but by investing in a regulated, liquid investment 

(where an active listed market exists for trading),  the chances of ending in a tragedy are 

significantly reduced. If the investment that you consider does not fall under any regulation, it 

should sound your alarm and make you ask significantly more questions before you invest. 

 

4) The illusion of exclusivity or prestige : 

These type of schemes generally have an “aura” of exclusivity. Unfortunately this tactic often 

appeals to our more educated friends and/or people who take their social status very seriously (if 

the shoe fits, wear it ☺). It often goes hand in hand with: 

• High minimum investment amounts. 

• A statement on a website (as was the case with Abante) that the investment is not for everyone, 

but for a very sophisticated investor only. 

• New investors are accepted on a personal referral basis only. 

• If a client withdraws his capital, he is not allowed to reinvest (big red flag). 

• Limited offer for a certain time period or a special rate of return for a limited time only. 

• Sometimes famous people (usually sport personalities) are used to endorse the investment, or to 

act as the official face of the company. 

 

For the inexperienced investor, all of the above may seem like positive signs, but these are red 

flags...take my word for it. 

 

5) Big egos and larger than life personalities:  

A single dominant figure is often (but not always) not a good sign. When a certain person is very 

prominant in the business of the promotor, especially if he has a flamboyant and sophisticated 

appearance, your Ponzi-warning-bells should ring a little louder. 

 

6) No way to verify numbers externally:  

With unit trusts or any other listed investment, you can pick up the nearest newspaper to see 

what your investment is worth. With property, you can see that the building is still standing or the 

piece of land is still there, and you can request a valuation (for what it’s worth). You will not be 

able to get a reliable external valuation of your investment in a Ponzi sheme, almost without 

exception. Your investment statement containing the value and return would be generated by the 

company itself. Please know that this piece of paper is not worth the price of paper it is printed 

on. You can give me R100 000 today and I can print you a statement on my computer at home 
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that says that the value is R110 000 after one month, and the next month I can type another 

statement promising that your investment has grown to R120 000 etc. It doesn’t mean anything if 

it cannot be confirmed externally. A lack of transparency was a major red flag with Abante. 

 

How do you get sucked into such a scheme?  

The typical sequence of events for most people who are caught in a Ponzi-trap, is as follows: 

 

� You hear about this “fantastic” investment from a friend at a “braai”. Your first thought is (and you 

say it out loud too) that if something sounds to good to be true, then it usually happens to be so. 

 

� Along the grapevine, you hear about someone else who has had the same great experience with 

this investment, and/or the same friend from the “braai” is still boasting about it a few 

months/years down the line. You wonder if there isn’t more to this investment. Your own 

investments are growing at a snail’s pace, and your friend(s) receive double or more than what 

your investments deliver. The above- mentioned process may repeat itself once more, but 

ultimately you succumb to your curiosity and agree to meet someone from the firm to explain the 

investment to you, or you attend a presentation (usually very flashy and impressive). 

 

� The “make-believe” story behind a Ponzi scheme, that convinces you in the end that it may just 

be possible for them legally and ethically to generate your unusually high returns, differs from 

scheme to scheme. Somewhere there would be something that might be plausible to which you 

can relate. It may have something to do with new technology where the guys are at the forefront, 

or a trading strategy that you do not understand, but sounds possible. You are usually given 

references from other happy clients (whom you can gladly call about their experience), who have 

been invested in the firm for about 2 or 3 years. 

 

� Even though there is a little voice in the back of your head that does not want to keep quiet, you 

decide that a little investment (that you can afford to lose ) wouldn’t do any harm. Just to test it.  

You invest this amount for a period of a few months or a year, after which you withdraw your 

funds to see if you actually get it back. The company would most likely pay you the right amount 

in exactly the agreed time. This is the “tipping point”, and usually where things can seriously go 

wrong for you. 

 

� Because you have completed the whole investment cycle in your perception, you believe that it 

has to be a credible investment. The return is so outstanding that you don’t see the point in your 

other investments anymore.  This is the point where a lot of people commit a large portion of their 

total capital to the scheme.  The principle of diversification is thrown overboar d since you 
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have discovered (or so you think) the silver bullet of investments. Certain people go so far as to 

borrow funds against other assets and invest the full amount in the scheme. 

 

And THAT people... is how you end up on the street or in a small room in your children’s backyard! 

There are quite a few people who managed to “dodge the bullet” with Abante. These are the people who 

withdrew their capital before the house of cards collapsed, or who have withdrawn their original capital  

and only reinvested their profits. The lesson is significantly less enduring for them than for the people who 

have invested at the end, have never withdrawn or who have invested funds that have been borrowed. It 

is likely that these people will stick their toes (or heads) in this shark-infested water of dubious investment 

schemes again sometime in the future. My advice to you is: Don’t do it!   It’s like playing Russian Roulette. 

There is no way to know whether the next pull of the trigger (the immediate future of the scheme) is the 

one containing the bullet.  And if you repeatedly pull the trigger (invest in this scheme for long enough) 

you WILL eventually lose everything. The greatest frustration that I (and some of my colleuges in the 

industry) have experienced over the last couple of years, has been the almost cheeky attitude with which 

some clients made us understand that the Allan Gray’s and Coronation’s of this world simply could not 

keep up with the returns that they achieved at Abante.  However, they have lost sight of one very 

important point, namely RETURN OF capital. 

 

People often miss the meaning of risk.   It refers to the risk of permanent loss of capital.  Investments 

are not only about return ON capital, but also return OF capital. It is also true for legitimate but risky 

investments where investors receive a high return that only lasts for a short period, compared to that of a 

more defensive strategy. The fact that you are ahead after 10 km of a marathon (maybe you are way 

ahead), doesn’t mean that you are going to win. You might not even finish the race. Please see my 

example below to illustrate this point. 

 

Suppose you receive the following returns over the next 5 years: 

20%, 20%, 20%, 20% and -60%. Then your aggregated return (simple math) is 20% (that is 80% - 60%). 

But you end up with less capital than what you started with.   An investment of R 1 million would be 

worth only R829 440 after 5 years (feel free to test). Someone who received a terrible 4% per annum 

would end up with R1 216 653.  This is almost 50% more than the over-zealous investor in my first 

example. The irony is that the investor in example 1 would most likely have received a return of 4% for 

three or four years before he invested in the scheme  with unusually high returns, just in time to see his 

capital halved or maybe completely lost. Keep the story of the tortoise and the hare in mind. 

 

For interest sake, and retrospective entertainment: please see my email to Julius Cobbett from Moneyweb 

(the journalist who eventually uncovered the scam) in May earlier this year. 
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Feel free to contact the author at andro@proverte.co.zaor my colleague Samuel Rossouw at 

samuel@proverte.co.za if you have any questions or comments. 

 

“Finance is often poetically just; it punishes the reckless with special fervor.” – Roger Lowenstein  

 

The End 

 

 


