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70 investors, including Christian
ministries and other nonprofits,
according to the SEC complaint.

The defendants told investors
that they were pooling
their money, then trying
to profit through arbitrage
— meaning exploiting
price differences on the
same or similar stocks,
bonds, derivatives and
other securities traded
on the public markets, the SEC’s
complaint says.

Investors were lured with prom-
ises of 120% annual retwrns with
no risk and with a portion of the
profits being donated to charity, the
SEC’s suit says.

Megafund is currently the sub-
ject of an inquiry by the Federal
Bureau of Investigation, according
to Michael Quilling, whom a Dallas
federal judge appointed at the SEC's
behest as receiver of Megafund in
order to oversee repayment of its
debts.

Attempts to secure commient from
Leitner and the FBI were unsuccess-
ful.

Megafund's problems were the
first major public-relations issue
that arose for IGI, as they raised the
question of whether IGI was tied into
abusiness that was being accused in
court of a swindling scheme.

“We became aware of (Mega-
fund’s problems) because our (bank)
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IGI downplaying links with Megafund

accounts were frozen by the SEC,”
says Paul Myer, IGI's president
and CEOQ. “They came in, looked at
certain records, got all the bank ac-
count records and, in a matter of
three days, said IGI was a party of
no interest” to the SEC’s probe.

Cash transfers

After the SEC's suit was an-
nounced last year, IGI publicly
distanced itself from Leitner. In an
August 2005 press release, it said he
had resigned as president of IGI in
April 2004, was not an officer, direc-
tor or shareholder of the business,
and did not supply consulting or
other services to it.

Megafund and IGI were separate
entities without significant busi-
ness ties, Myer said during a recent
interview at his office.

However, interviews and various
records indicate the two organiza-
tions did have some connections:

B Between July 14, 2004, and May
2,2005, IGIand Megafund conducted

_atotal of 17 cash transfers between

themselves, according to Quilling.
All told, according to data supplied
by Quilling, International Galler-
ies put a combined $206,400 into an
account controlled by Megafund,
while Megafund reciprocated by
injecting a total of $800,413 in two
International Galleries accounts.
That means International Galler-
ies wound up $594,013 to the good,
Quilling’s data shows.

& Although IGI has said Leitner
quit his job as its president in April
2004, old versions of the company’s
Web site (www.igi-art.com)stored at
Archive.org show Leitner was iden-
tified as IGI's CEO as late as Sept.
24, 2004. In January 2005, Leitner
‘was listed only as “founder,” with
Miyer bearing the titles of president
and CEO, the archived Web pages
say. That state of affairs remained
through March 23, 2005, the last date
for which stored versions of IGI's
site are available.

M Leitner’s name is listed as a per-
sonal guarantor for some $70,000 in
financing that IGI received from
SBC Capital Services in November
2004, according to an exhibit to an
Tlinois court filing.

Of these three links between the
entities, the cash transfers may
wind up being the most controver-
sial, as there is sharp disagreement
about who owes what to whom. The
cash payments are a big reason
Quilling contends in court filings
that Megafund holds “significant
claims” against IGL.

“Thaose are the (money transfers)
that we know of, that we have been
able to identify sofar,” Quilling says.
There “possibly” may be others that
haven't surfaced, according to Quill-
ing, who’s president of the Dallas
law firm Quilling Selander Cum-
miskey & Lownds PC.

Leitner has taken his Fifth
Amendment right to not be com-
pelled to present self-incriminating
testimony, according to SEC filings,
and Quilling has yet to ask Myer
about the transfers under oath.

Myer; for his part, says IGI'sbooks
show Megafund owing IGI about
$16,000. “IGI didn’'t wind up with
the money Megafund did,” says
Myer, who owns IGI through a hold-
ing company, MyerCo Inc. “What
(Quilling) really wants to know is if
Stan Leinert still owns the company
and (if Quilling) can come take the




assets out of it.”

1G] officials say the cash transfers
stem from the fact that although Leit-
ner resigned from IGI in April 2004,
he maintained an office at the com-
pany’s Addison offices until roughly
February 2005, during which time
Leitner was launching Megafund.

Jan Leitner, whom Stanley iden-
tified to others as his ex-wife, had
funded the genesis of IGIand was its
sole shareholder until Myer bought
out her interests in the spring of 2005,
according to Myer.

‘While Leitner had an office at IGI,
he ran up various expenses for which
Megafund owed IGLmoney, including
a car lease, according to IGl officials.
That, they say, is why Megafund was
paying them.

Never on the payroll

Robert Fridd, IGI's chief financial
officer, says two Megafund employees
were on the IGI payroll: an adminis-
trative type and a woman who was
supposed to handle Megafund’s ac-
counting.

“Since we hadn’t gotten set up with
ADP (which does human-resources
outsourcing), I just went ahead and
put (the accountant) on IGI's payroll
and charged her back” to Megafund,
hesays.

But the accounting person didn’t
work out, and so Fridd says he “kept
track of transactions” for Mega-
fund. He says he was never on the
Megafund payroll and did not charge
Megafund for his services “because I
really didn’t do all that much.”

He adds that he started “washing
his hands” of Megafund in March
2005, so it could function indepen-
dently and he didn’t have to deal with
it anymore. Myer adds that he began
pushing Fridd to “get away” from
Leitner in January of that year, ashe
didn’t want two companies operating
out of the same facility.

As for IGI's Web site listing Leit-
ner as its president and CEO in
September 2004, Myer says IGI was
growing like a weed that year, had a
number of to-doitemson its informa-
tion-technology infrastructure and
likely didn’t get around to removing
Leitner’s name from the Web page.

Myer also says he does not know
why Leitner's name wound up as per-
sonal guarantor for the SBC Capital
financing.

Brian Dougherty, an attorney with
Chicage-based O’Rourke Katten &
Moody, which represents SBC Capi-
tal, says his client supplied about
$70,000 to finance the purchase of
Web equipment by IGI. SBC Capital,
a unit of what is now AT&T, sued
IGI in December, claiming it is owed
$50,330, according to records.

Though IGI's contract with SBC
Capital has a signature that purport-
edly is Leitner’s, Dougherty says
Leitner told him after Christmas 2005
that someone had in fact signed his
name to the document without his
knowledge.

“He said he was going to get an at-
torney, but he never did,” Dougherty
says. Since then, SBC has obtained a
default order against Leitner, accord-
ing to court records.

When the SBC Capital deal was
being done he took the contract pro-
posal o Leitner and told him Jan Leit-
ner needed to doa personal guarantee,
since SBC required it and she was the
owner of the business, Myer says.

“So why it ended up with him on
it, I don't know,” he says. “Another
(vice president) was handling that.
Tdon't know why they left his name
on versus Jan's.”
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NOT A PRETTY PICTURE: Dallas artist JD Evans says |Gl sold 650 prints of his painting ‘Buffalo Soldiers; but he hasn't been paid since August.

IGI: Secondary market consisted mainly of IGI members
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rights to their originals fora 5%

royalty fee.

Though some members col-
" lected the art

themselves,

3 many others

¥ tried to resell
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of making a
profit. Myer
concedes that
the secondary market for IGI
artwork consisted largely of IGI
members, and that art prices in
that realm might not be matched
in the open market.

“Am I going to take a piece of
artthat’s increased in value in our
world from $200 to $2,000 and go
out into the world and get anyone
else to see a $2,000 value?” Myer
said. “They might jump at it at
for 8400, because they see it’s a
sold-out edition.”

OneBay, IGIgicléesare pricedat
anywhere from 99 cents to several
hundred dollars. Recently, a Dallas
seller setthe lowest startingbid at
99 cents for a piece called “Nostal-
gia” by Sergey Chernpmorets that
1GI had valued at $2,000. Another
seller, located in the Northwest,
is asking $275 for an IGI print by
artist Antoaneta Hillman.

“Unlimited
distributorships’

In his friend-of-the-court brief
in the two IGI lawsuits, FitzPat-
rick of Pyramid Scheme Alert
took issue with several of the
company’s business practices.
Among them were:

M IGT’s alleged claims that con-
sumers could earn large incomes
inart, even if they had noexperi-
ence in it. According to the brief,
1GI offered consumers “distribu-

torships” tore-sell the company’s
art based on the premise the com-
pany could better promote its art
tothe public than competitorslike
art galleries, Web sites and gift
shops could do for their wares.

“The multitude of (competing
distribution) channels limits the
power of any one channel ... in
promoting the goods,” FitzPatrick
wrote. And IGI's claims that its
members could sell large volumes
of art, whoseappeal is highly indi-
vidual, “are unsupported by any
experience in the field of distribu-
tion channels.”

B Too many distributorships.
FitzPatrick’s brief arguesthatart
grows in value through limited or
exclusive distribution, whereas
1GI “offers unlimited numbers of
distributorships and (encourages)
all its distributors to recruit”. as
many new ones as possible.

That, the brief says, means

each distributorship has fewer:

customers, more competition
and reduced prices and profits.
Encouraging distributors to
bring in unlimited numbers of
new ones “indicates that ‘profit’
is derived by other investors,”
instead of via art sales to cus-
tomers. “This is a halimark of
a pyramid scheme disguised as
a ‘direct-selling’ business,” the
brief argued.

Myer says nearly all direct-
sales companies, such as Avon
and Mary Kay, “have no territo-
ries and no limits or concentra-
tions of distributors.” Protitsthat
IGI distributors made are linked
10 sales of products and services
to consumers, and not to bring-
ing in new distributors, he says.

M IGI's compensation and fi-
nancial incentives. According
to FitzPatrick’s brief, IGI had a
hierarchy of ascending member-
ship levels based mainly on how

many members an individual
had recruited, rather than on
how much art they sold.

And, citing an analysis of
cash payouts garnered from the
company’s Web site, FitzPatrick’s
brief claimed that the top half
of members received 96% of the
payouts. “The median income of
the top 1% is over $68,000, (while)
the median average of the bottom.

% is $755.”

Bankruptcy records show that
during 2005, Myer received a
total of, $721.464 in commissions
through a complicated formula
based on art sales, recruiting of
new members, IGI's gross reve-
nue, and his ranking at the top of
the hierarchy of the company’s
salespeople.

“The incomes of the top are
coming directly from the invest
ment/purchases of those at the
bottom,” the brief says.

In an e-mail, Myer said he had
not seen FitzPatrick’s analysis.
“The harder and longer one
works at a program, the more
money one makes,” Myer wrote.
“We have numerous examples
of persons joining the program
and out-earning those who came
in earlier, simply because they
worked harder. The ability to ob-
tain that result is evidence of a
legally designed plan.”

The brief also noted that IGI's
founder, Stanley Leitner, and a
firm he controlled called Mega-
fund Corp. were sued last July
by the federal Securities and Ex-
change Commission. The SEC
said Megafund involved a “high-
yield investment program™ that
SEC court filings claim bilked in-
vestors out of $13.8 million. (See
related story on Page 16.)

Meanwhile, current and for-
mer IGI “members” offered vary-
ingopinions of their investments

in the company.

Hector Arroyo is one of several
1GI members who told the Busi-
ness Journal that IGI’s presenta-
tion and member testimonials
convinced them that the “op-
portunity to make money was
there.”

“They don't give you the de-
tails; what they do show is the
profits,” Arroyo said. “It makes
you greedy”

He purchased $5,000 in art but
was unableto sell it or toadd any
referrals. But he doesn’t fault IGI
entirely. “I'm not a salesman,”
Arroyo said.

Elvira Bernal, a high-level
member, said most of the people
she recruited were successful.
She continues to attend IGI up-
date meetings.

“What we liked the most was
that we weren'’t the only ones that
triumphed; many of the people
that we invited, the majority of
the people, triumphed,” she said.
“It didn’t matter that they didn't
speak English. ... The opportu-
nity was here for everyone.”

Genoveva Cervantes said she
turned a profit of about $24,000
by earning commissions based
on what her 28 recruits sold or
bought from about May 2004 to
October 2005. She is owed about
$1,000 in commissions and is a
listed creditor in the bankruptcy
proceeding.

While she was successfid, Cer-
vantes says seeing her less-capa-
ble friends struggling to recruit
and sell the art was difficult.

“They didn’t make any money,
and they can’t return their paint-
ings torecover their money,” Cer-
vantes said. “I saw them trying so
hard. I couldn’t do it again.”
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