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pyramid scheme

What is it?
A form of fraud that promises participants payment or services for recruiting others 
into what is presented as a legitimate business. it is based on recruiting people 
rather than selling products. 

A successful pyramid scheme combines a fake, but seemingly credible, business 
with a simple money-making formula that only benefits the originator. 

how it works
The fraudster or originator of the scheme makes only one payment. To start 
earning, others need to be recruited who will also make a payment. The new 
participants recruit others, and so on. As each new recruit makes a payment, the 
originator gets a cut. 

As the “business” expands, the originator and participants at the top of the pyramid 
make more money. The people at the bottom of the pyramid usually lose money. 
To enhance credibility, the schemes usually produce fake referrals, testimonials 
and information. 

how to avoid being a victim
•	 Be	wary	of	any	proposed	opportunities	that	ask	you	to	invest	your	

money and pursue other investors. 
•	 Research	the	business	or	person	before	investing.	

pyramid and ponzi schemes are similar, 
but there is one important difference: 
in a ponzi scheme, the victim is only 
asked to invest in something, while in a 
pyramid scheme, the victim is also asked 
to recruit other “investors” 
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case study: pyramid scheme

The FIC received reports from a bank about a company that was 
transacting in suspicious and unusual patterns. The company 
imported household goods from another country, which were then 
sold on behalf of investors. The investors would receive interest 
on their investment. Investors were encouraged to recruit other 
investors in the scheme to ensure the growth of the business.

The business account received large and frequent cash deposits 
from various third parties. Funds from this account were either 
cashed or transferred to the investment account of an investment 
company sharing the same name.

In one of their pamphlets, the company claimed that their system 
was not an investment opportunity falling under banking laws; 
it was a merchandise trade system offering profit returns to its 
investors. However, the banking law clearly states that deposit-
taking institutions must have a banking license. 

The FIC discovered that many individuals and entities were involved 
in this country-wide scheme, and the company was also operating in 
a neighbouring country. Deposits into the investment company were 
made using names as references, but were substituted with codes 
at a later stage. Few transfers were made to investors, although 
investors were promised between 200 percent and 400 percent 
interest after 13 months. More than 90 linked entities were identified. 

The main subject continuously reinvented herself by moving 
operations to different provinces and opening different companies 
for the pyramid scheme. 

An international information request revealed that she had opened 
a foreign bank account for a wanted felon.

The case continues to be investigated. 
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accounting firm may be held liable over scam2 
An excerpt from IOL News
12 January 2012 

A local accounting firm may be held liable for losses suffered 
by people who collectively invested R55 million in what has now 
been exposed as a pyramid scheme run by disgraced Durban 
attorney NAME REMOVED. 

NAME REMOVED, an executive consultant at law firm Garlicke 
and Bousfield, committed suicide in late 2010, admitting to 
his fraud in a note he penned before shooting himself at his 
Morningside home. 

His death exposed the firm to claims totalling R55m from some of 
the “investors” in what NAME REMOVED promoted as a bridging 
finance scheme. 

The law firm filed third party claims against accountants PKF 
(Durban) Incorporated, saying its liability should also be tested in 
court because it operated five bank accounts NAME REMOVED 
had used in his schemes and never told the law firm about this. 
Durban High Court Judge Trevor Gorven has agreed and now PKF 
will be joined as a defendant in the seven matters relating to the 
fraud pending before the court…. 

2 http://www.iol.co.za/news/accounting-firm-may-be-held-liable-over-
scam-1.1211413


