Book Review - Harry Markopolos’ No One Would Listen
One of the latest additions to the IIA Singapore library is Harry Markopolos book, “No one would listen”. The copy we have in the library is even a copy signed by the author! This book tells the amazing story of a finance professional who used his professional criticism on the setup of Madoff’s firm. He has received public acclaim for uncovering and repeatedly tipping off the US Securities & Exchange Commission (SEC), over a period of nine years, about what would become the estimated $65 billion US Dollar ponzi scheme and conspiracy of Bernard Madoff. In 2000, Markopolos' bosses wanted to learn how they could match Madoff's double-digit returns. Markopolos was assigned to deconstruct Madoff's strategy to see if he could replicate it. Again and again, he could not simulate Madoff's returns, using information he had gathered about Madoff's trades in stocks and options.

He quickly realized that Madoff could not provide the constant returns he claimed with the strategy he was claiming to follow. For one, there weren’t enough derivatives traded to account for all the trades Madoff was supposed to put in. The trades Madoff was claiming to make were not settled through a third-party agent, so there was no independent check on the trade statements the clients received. Markopolos concluded that Madoff was either making use of the insider knowledge of client trades obtained in the brokerage unit, or it was simply a ponzi scheme.
He decided to take his finding to the Securities and Exchange Commission (SEC). A large part of the book is devoted to his frustrated dealing with the SEC and the lack of action taken by them (therefore the title of the book). There were a lot of internal rivalries between the New York office of the SEC and their Headquarters in Washington DC. The staff dealing with his complaint did not appear to understand the nature of the firm of Madoff and were not willing to investigate further.

Interesting to note as well was that there were people who already understood the profits were not legitimate. There were several cases of people who took out their money as well as large banks refusing to lend to Madoff as they didn’t trust his business model. Even so, there were also funds which were denied any due diligence by Madoff and still put in hundreds of million dollars.
So what are the lessons learned for internal auditors?

My assumption would be that operators of ponzi schemes will not be keen on hiring internal auditors, so it is unlikely we would encounter a ponzi scheme in our companies. The lesson learned here is that if it looks too good to be true, it probably is. If your simple questions cannot be answered satisfactorily, you shouldn’t be satisfied with their answers. 
If you want to dig further into this case, you can find some of the material investigated by the SEC online on: http://lp.wileypub.com/markopolos/index.html

Should you read the book?

Yes, of course. It is not the financial thriller which is promised on the cover. I didn’t particularly like the writing style of the author. There is a lot of repetition in his text and the frustration of his decade long quest is very clear in his exaggerations (his claims that a lot of illegal money was flowing into Madoff’s funds is very weak). Having said that, it is still a great story on the setup of this fraud, as well as the psyche of people. People wanted to believe it was true, even though the signs were pretty clear it was all fake. 
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