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Introduction to  
INVESTMENT FRAUD

The Anabaptist community has repeatedly suffered 
serious financial losses through unregistered, unlawful 
investments offered by fellow Anabaptists. In some cases, 
these losses have inspired state and federal regulators to 
pursue criminal prosecution. Anabaptists tend to be 
vulnerable to illegal schemes because of the trusting, 
close-knit nature of our church community. We tend to 
simply accept what another church member says without 
verifying accuracy or legalities. This article seeks to raise 
awareness that will help prevent future harm to vulnerable 
members of the Anabaptist faith. Rather than repeating 
history, we encourage our communities to learn from 
history and avoid the tragedies of the past.  
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Section I
Guide to Identifying Illegal Investments 

It can be quite simple to identify unregistered or illegal investments 
within the Anabaptist community through the following questions 
and considerations:  

A. Ask whether they are registered. Ask whether the investments 
are registered with the Securities Department in your state. If 
they are registered, ask for documentation from the Securities 
Department that verifies the registration in your state. If they 
are not registered, ask them for documentation which clearly 
explains why and how they are not required to be registered 
in your state. 

B. Call the Securities Department in your state. A simple 
phone call can provide good answers to your questions about 
a particular investment offering. The Securities Department 
in your state can verify whether a particular individual or 
company is registered to offer investments in your state. Here 
are phone numbers for several states: 

• Pennsylvania: Dept. of Banking and Securities;  
(717) 783-4689

• Ohio: Division of Securities; (614) 644-7381 
• Indiana: Securities Division; (317) 232-6681

C. Ask whether the investment is secured. Many unlawful 
securities are unsecured. This means that your investment is 
not protected by a mortgage or lien filing on real estate or 
other collateral. 

D. Ask for audited financial statements. When someone offers 
you the chance to invest or when you read an investment 
advertisement, ask for a copy of their audited financial 
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statements. If the individual or company cannot provide 
audited financial statements from an independent CPA firm, 
that is often a red flag. The audited financial statements 
can also provide valuable information on the health of the 
company.  

E. Ask for a prospectus. A prospectus is a lengthy document 
that explains the details and risks of the investment. The 
prospectus should explain in detail how much total money 
is being raised, where the money will be spent, who will be 
overseeing the use of the money, and what risks are associated 
with the investment. 

F. Ask for a list of owners and directors. If the investment 
is being offered by a one-man operation, the risk may be 
significantly higher for Anabaptists who rely heavily on family 
and friends for financial counsel. 

G. Evaluate the interest rates. High rates of return are a red flag. 
Safe investments often do not need to offer high interest to 
attract investors. A Ponzi scheme is an investment that pays 
early investors from money invested by later investors. High 
interest rates are often used to entice investors to pour money 
into a failing company. 

H. Seek legal advice. A written opinion from a qualified 
attorney in your state can assist with evaluating the legality 
of an investment. 

Section II
Legal Requirements for Investments 

Everyone offering investments must comply with the securities 
laws in all states where the investments are being offered. For 
example, if someone is taking investments in Pennsylvania and 
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Ohio, they will need to comply with PA law, OH law, and federal 
law. Sometimes an individual or company offering investments 
will claim that they are exempted from registration laws. However, 
if the investment pool is big enough to be advertised in a 
publication or big enough that your friends have already invested 
in it, that investment is usually not exempt from registration. 

Some states allow someone to take a very limited number of 
investments without requiring full registration with the state. For 
example:

A. Pennsylvania provides a one-time, small issuer exemption for 
Pennsylvania businesses to sell investments from the date of 
the formation of the business.1 Other restrictions also apply 
such as a prohibition on general solicitation or internet 
advertising and limiting the number of people who can be 
offered the investments. 

B. Ohio provides an exemption for a company that sells equity 
in the company to up to ten persons per year. 2 Other 
restrictions also apply. 

C. Indiana provides an exemption for taking investments if “not 
more than twenty-five (25) purchasers are present in this 
state during any twelve (12) consecutive months[.]”3 Other 
restrictions also apply. 

Most Anabaptist investment pools operated by individuals or for-
profit companies are not exempted from securities registration 
laws. Further, some are required to file at the state or federal level 
in order to properly obtain an exemption.  

1 10 Pa. Code § 203.187. 
2  Ohio Rev. Code 1707.03(O). “The total number of purchasers in this state of all securities issued or 
sold by the issuer in reliance upon this exemption during the period of one year ending with the date of 
the sale [shall not] exceed ten.”
3  Ind. Code 23-19-2-2(14). 
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Section III
Definitions 

The U.S. Supreme Court has broadly defined a “security” as an 
investment of money in a common enterprise where the investor 
expects to profit from another party’s use of the money.1 Equity 
securities and debt securities are two of the most common types 
of investments used in the Anabaptist community. 

In an equity security, an investor receives an ownership share 
in a common enterprise. For example, in exchange for $10,000, 
the investor is given a 5% ownership in the company. In a debt 
security, the investor receives a promise to repay the investment 
with interest. For example, in exchange for $10,000, the investor 
is promised repayment within three years at 5% interest. Debt 
securities may be either secured or unsecured by collateral. 

Private loans can also be defined as illegal investments 
depending on their nature. The U.S. Supreme Court has ruled 
that every promissory note is presumed to be a security unless 
proven otherwise. In the Reves case, 2  the Court stated that, 
“Congress’ purpose in enacting the securities laws was to regulate 
investments, in whatever form they are made and by whatever 
name they are called.” Simply using a name other than “security” 
or “investment” is not enough to escape investment laws.  

1  SEC v. Howey Co., 328 U.S. 293, 298-299 (1946): “For purposes of the Securities Act, an investment 
contract …means a contract, transaction, or scheme whereby a person invests his money in a common 
enterprise and is led to expect profits solely from the efforts of the promoter or a third party[.]”
2  Reves v. Ernst & Young, 494 U.S. 56 (1990). In order to raise money to support its general business 
operations, the Farmers Cooperative of Arkansas and Oklahoma (Co-Op) sold uncollateralized and 
uninsured promissory notes payable on demand by the holder. Offered to both Co-Op members and 
nonmembers and marketed as an “Investment Program,” the notes paid a variable interest rate higher 
than that of local financial institutions. After the Co-Op filed for bankruptcy, petitioners, holders of the 
notes, filed suit in the District Court against the Co-Op’s auditor, The suit alleges that Ernst & Young 
were in violation of state securities laws and the 1934 Securities Exchange Act. Reves triumphed at trial 
for both federal and state claims, securing a $6.1 million dollar judgment.
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Determining whether a private loan constitutes a security can 
depend on a variety of factors. For example: (a) if the purpose of 
the private loan is to finance substantial investments, (b) if the 
volume of private loans received by one borrower is high, or (c) 
if the private loan creates a reasonable expectation in the lender 
that the money is an investment, it is more likely to be defined as 
an investment which is subject to securities laws.1 

Section IV
Examples and Scenarios 

A. Building Company, which has successfully invested in real 
estate, earns money flipping houses. Building Company 
recruits numerous friends and church members to invest in 
house-flipping without registering the securities. This scenario 
is likely an illegal debt securities offering.  

B. Borrower has a chicken farm. Borrower takes $30,000 from 
investor and tells him that it will be used to build a new barn 
that costs $30,000. Borrower instead uses the money to buy 
a boat. This is a fraudulent transaction based on borrower 
misrepresenting the use and necessity of funds. Regardless of 
whether the private loan is exempted from securities laws, 
there is no exemption for fraud. 

C. A nonprofit charity’s board of directors invests $100,000 into 
an investment pool that is not exempted or registered with 
the state. After losing the investment, the board of directors 
may be liable for breaching their fiduciary responsibilities by 
not caring properly for the charity’s funds. 

1  See Exchange Nat. Bank of Chicago v. Touche Ross & Co., 544 F.2d 1126, 1138 (CA2 1976). 



Section V
Conclusion

This article is not intended to constitute legal or tax advice of 
any kind, but merely to raise awareness of some of the possible 
ways fraud can arise even in our plain communities. If we do not 
learn from the mistakes in our history, we will continue to repeat 
them. In all areas of finance and life, let us heed the words of I 
Corinthians 4:2: “Moreover it is required in stewards, that a man 
be found faithful.” Let us encourage each other and care for one 
another as we work to improve in this area.
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