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Gordon Sm th thought investing in four dianonds for $12,000 was a sure-fire
noney- maki ng strategy.

"'l got a call at work one day and it sounded |ike a good investnent,'' says
Smith, a retired Toronto high school principal. He asked that his real name not
be used.

Smith was led to believe the dianmonds could |ater be sold for many tines
their value. But a few weeks ago, he went to a local jeweller who told himthe
stones are worth $1,900, at best. When Smith tried to call his dealer, he was

gone. The police doubt he'll ever be caught.

"'l feel enmbarrassed and angry,'' Smith says. ''l just want to get ny hands
on the s.o0.b.""

He's not al one. Genstone investnent scans have becone a billion-dollar-a-

year industry in Canada claimng thousands of victims. Like Smth, nost victins
buy what turn out to be al nbst worthless stones on hopes their investrment will
bring huge returns.

"'1'"ve talked to lots of people who have lost their hones or life savings,'
says Rob Mclnnes, who heads Jewell ers Vigilance Canada Inc., a group set up five

years ago to help fight the scans. "'l just talked to a guy yesterday who | ost
US$450, 000."'

Mcl nnes' one-roomoffice in Toronto is filled with files of letters from
peopl e who' ve been ripped off, sone for as nuch as $1 million. ''The average is

$10, 000, '" he says.

One family even | ost $60, 000 raised by their conmunity to help pay for an
operation for their daughter. The couple were led to believe the noney could be
tripled by investing in gens.

Toronto has becone a sort of world headquarters for bogus deal ers who
tel emarket the stones across Canada and around the world. Deal ers even trade
lists of previous buyers. In fact, Smth has already been approached by a
conpany that offered to sell his stones, for a fee.

The Financial Post tried calling Smith's deal er and about a dozen ot her
deal ers. The calls were not returned.

"' The probl em has nmushrooned,'' says Det. Mke Holland, the only nenber of
the Metro Toronto police force that handl es genstone fraud. The nunber of bogus
gem conpani es has junped to 160 from 10 in the past few years, he adds.

"' And any decent operation can easily make US$1 million a nmonth. These guys
are vanpires.'

Unl i ke ot her confidence schenes, many gem scanms occur over nonths and
sonetines years. One Ontario man dealt with a conpany for nearly five years. By
the time the dealer fled, the man was out a total of $450, 000.



Most scans start with a tel ephone call offering information on gens to a
potential investor. The stones offered are usually col ored stones such as
sapphires, emeral ds and rubies. Dianpbnds aren't normally included because their
value is easier to deternmi ne independently.

The deal er then sends out a gl ossy grading report on the
stones which sonetines includes endorsenments from non-existent organi zations.
Sone reports also carry articles from newspapers and trade nagazi nes that
di scuss the val ue of the gemtrade.

Once a stone has been bought, the dealer generally sends it in a plastic
case with instructions that the seal is not to be broken. That, genol ogi sts say,
prevents the stone from being properly appraised.

The investor is later told a buyer for his or her genms has been found but
the deal can't close unless the investor adds one nore stone to his or her
portfolio. After the investor pays for that stone, the dealer usually calls to
say the buyer's offer fell through

Sonetimes investors are also told to pay taxes or customduties that don't
exist. For exanple, one man in Flin Flon, Mn., paid US$14,000 for what he was
told was a U S. duty to get the stone across the border. He found out after his
cheque was cashed that there is no such duty.

The investor is then left with stones worth a fraction of what he or she
paid. Wiat's worse, alnmost no one will buy them

"' They are goods nobody wants,'' says Harold Winstein, a Toronto
genol ogi st. He has about 70 stones from peopl e who bought them from bogus gem
deal ers. One stone, a blue topaz, was bought for $6,600. Winstein said he'll be
lucky to get $300 for it.

"'In total, they paid about $250,000 for these stones. | may get $20,000, if
| can sell them 1've had sonme for six years. | just can't sell them'

Wi nstein and others say nost of the people taken in by the scans are
prof essi onal s who have little understanding of the gem market. And, police say
it is alnost inmpossible to catch the deal ers.

Deal ers use toll-free tel ephone nunbers and nail-forwardi ng services to
di sgui se their addresses. But even when they are tracked down it's hard to
convict them By selling outside Toronto, the deal ers nake it expensive for
local police to bring in witnesses and victins for trials.

"'For us to arrest any of these guys we nust have a good case in court,’
Hol | and says. ''That neans bringing in wtnesses from California, France, Norway
- you nanme it. And we don't have the resources to do it."'

But some people such as Kirk Backer are starting to fight back

Backer is a business consultant in Wodstock, Ont. Last sunmer, one of his
clients told himhe'd spent al nbst $500,000 on gens that were worth far |less; he
pai d $70,000 for one stone that turned out to be worth $300. Furious, Backer
went to Toronto to track down the deal er

'"'He had this dingy office that |ooked |ike a storefront, Backer says. ''lI
told him!| wanted the noney for the stones. He gave ne $40,000 and said he'd
have the rest the next day.'

When Backer returned the next day, the office was enpty.
"'1 didn't expect himto be there. W were lucky to get anything.'

Now Backer is hel ping other people take on the dealers. He's al ready been
approached by 14 people for help.

Canadi an and Anerican genol ogi sts have al so started sharing i nformation on
scans in their area to alert consuners. And, police in Canada and the U S. are
sharing nmore information.



None of which will help people such as Backer's client. ''The stress is very
hard,'' says one victim asking that his name not be used. ''I| really don't
trust anyone any nore."''



