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MOTIONs FOR SUMMARY 
JUDGMENT ON (1) JOINT AND 
SEVERAL LIABILITY AND (2) AIDING 
AND ABETTING 
 
(Oral Argument requested)  
 
  
(Assigned to the Honorable Daniel Martin) 
 

1. DenSco Investment Corporation (“DenSco”) is a company that was solely 

owned and managed by Denny Chittick.  DenSco began operations in 2001 and operated 

continually until Chittick’s suicide in late July 2016.  DenSco did not have any directors, 

officers, or employees other than Chittick.  DSOF Exh. 1, 2011 DenSco Private Offering 

Memorandum (Exh. 432) at BC_002921 and BC_002960; DSOF Exh. 2, Expert Report of 

Neil J. Wertlieb at p. 42 (describing DenSco as “One-Man Shop”).  
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2. DenSco focused on the “hard money lending” business in Arizona.  DenSco 

made high interest short-term loans to borrowers, who used DenSco’s funds to buy 

residential properties.  The purchasers generally improved the properties (with physical 

improvements or by placing renters in them) and then “flipped” them at a profit.   DenSco 

represented to its investors in its POMs that these loans were secured by first position deeds 

of trust on the properties purchased by the borrower, and that the company would maintain 

a diverse borrower base, with no more than 10-15% of DenSco concentrated with any one 

borrower.  DSOF Exh. 1, 2011 DenSco Private Offering Memorandum (Exh. 432) at 

BC_002924 and BC_002957. 

3. DenSco’s Receipt and Mortgage document expressly stated that DenSco was 

funding its loan to the borrower by delivering loan funds to the trustee.  DSOF Exh. 3, Sample 

DenSco Mortgage (Exh. 0027).   

4. It is standard practice in the “hard money lending” industry to fund loans 

requested by borrowers to a trustee.  DSOF Exh. 4, Reichmann Depo. Tr. at 20:14-21; DSOF 

Exh. 5, Gould Depo. Tr. at 79:24-80:14.  

5. DenSco’s business practice, however, was to lend money to borrowers by 

providing the funds directly to them, rather than to a trustee, thereby trusting the borrower to 

make proper use of the money.  DSOF Exh. 6, January 7, 2014 email from Chittick to 

Beauchamp at DIC0007135-7138; DSOF Exh. 7, Plaintiff’s Seventh Supplemental 

Disclosure Statement at ¶ 222.a. 

6. DenSco financed its business by raising money from investors.  DenSco issued 

general obligation notes at interest rates that varied depending on the maturity date.  The 

notes were not directly tied to or secured by any specific properties DenSco was financing, 

or by any other security.  DSOF Exh. 1, 2011 DenSco Private Offering Memorandum at 

BC_002945.  
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7. Almost all of DenSco’s investors were friends, family members or business 

acquaintances of Chittick.  DSOF Exh. 8, June 17, 2013 email from Beauchamp to R. Wang 

(Exh. 117).  

8. David Beauchamp is an attorney at Clark Hill PLC who represents clients in 

the areas of corporate law, securities, venture capital, and private equity.  DSOF Exh. 9, D. 

Beauchamp CV (Exh. 3).  He began providing securities advice to DenSco in the early 2000s, 

while he was a partner at the law firm Gammage & Burnham.   DSOF Exh. 10, Defendants’ 

Eighth Supplemental Disclosure Statement at p. 6.   Beauchamp did discrete work on behalf 

of DenSco over the years including: (1) drafting DenSco’s Private Offering Memoranda 

(“POM”) and related investors documents; (2) advising DenSco regarding Blue Sky laws 

and state and federal securities reporting and filing requirements; (3) advising DenSco as to 

the rules and regulations promulgated by state financial and lending authorities; and (4) 

advising DenSco regarding the applicability of mortgage broker regulations.  Id. at p. 4.  

9. The POMs were updated typically every two years in June based on 

information provided by Chittick.  DSOF Exh. 1, 2011 DenSco Private Offering 

Memorandum (Exh. 432) at BC_002913; DSOF Exh. 11, Beauchamp Depo. Tr. at 256:22 – 

257:3.  

10. One of DenSco’s most prolific borrowers was Yomtov “Scott” Menaged.  

DenSco began lending money to Menaged and various entities he controlled in 2007.  

According to Chittick, DenSco had lent Menaged “50 million dollars” between 2007 and 

January 7, 2014.  DSOF Exh. 6.  

11. In September 2012 another hard money lender, Active Funding Group, LLC 

(“AFG”), learned that Menaged had placed deeds of trust in favor of both AFG and DenSco 

on multiple properties, jeopardizing lien priorities.  AFG told Chittick about the issue.  DSOF 

Exh. 4, Reichman Depo. Tr. at 65:15-66:21, 69:3-5, 70:23-73:5; DSOF Exh. 12, September 

21, 2012 email from Chittick to Menaged (Exh. 487) at R-RFP-Response000916; DSOF 
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Exh. 13, September 21, 2012 emails between Reichman and Menaged (Exh. 488); DSOF 

Exh. 14, September 24, 2012 email from Chittick to Menaged (Exh. 491).  Chittick was 

unperturbed by the revelation.  DSOF Exh. 4, Reichman Depo. Tr. at 67-68. 

12. Chittick subsequently increased DenSco’s outstanding loan balance to 

Menaged and his entities six-fold by the end of 2013.  DenSco’s outstanding loan balance to 

Menaged increased from $4.65 million outstanding at the end of 2012 to $28.5 million 

outstanding at the end of 2013, such that loans to Menaged made up half of DenSco’s loan 

portfolio.  DSOF Exh. 15, Expert Report of David R. Perry at pp. 5, 9, 10. 

13. On January 7, 2014, Chittick sent Beauchamp an email stating, among other 

things, that “I’ve been lending to Scott Menaged through a few different LLC’s and his name 

since 2007.  [I]’ve lent him 50 million dollars and [I] have never had a problem with payment 

or issue that hasn’t been resolved.”  DSOF Exh. 6. 

14. At the time Chittick sent the January 7, 2014 email to Beauchamp, over $30 

million of the cumulative total of $50 million lent to Mr. Menaged had been lent in the last 

year, $28.5 million was outstanding as of December 31, 2013, and $12.7 million of the $28.5 

million outstanding had been lent more than six months ago and was in default. Exh. 15, 

Expert Report of David R. Perry at p. 10.  

15. In May 2013, DenSco was sued by a company named FREO Arizona, LLC 

(“Freo”).  The complaint named all persons and entities that had recorded an interest in the 

property as defendants, including DenSco.   The other defendants included, but were not 

limited to, Easy Investments, LLC – an entity controlled by Menaged – and AFG.  The 

lawsuit recited that Easy Investments had purchased a property at a trustee’s sale using a 

DenSco loan, but that the property had been purchased previously by Freo.  DSOF Exh. 16, 

Partial Freo Complaint and accompanying June 14, 2013 email from Chittick to Beauchamp 

(Exh. 111).   
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16. Chittick informed Beauchamp of the Freo lawsuit in early June 2013.  He sent 

Beauchamp the first four pages of the complaint and wrote: “I have a borrower, to which i’ve 

done a ton of business with, million in loans and hundreds of loans for several years, he’s 

getting sued along with me.  He bought a property at auction, was issued a trustee’s deed, I 

put a loan on it.  Evidently the trustee had already sold it before the auction and received 

money on it . . . .”  Chittick did not ask Beauchamp to take any action with respect to the 

Freo lawsuit, writing instead that he “just wanted [Beauchamp] to be aware of it.”  Chittick 

further informed Beauchamp that “Easy Investments, had his attorney working on it, I’m ok 

to piggy back with his attorney to fight it[.]”  Id. The Receiver alleges that the Freo lawsuit 

put Beauchamp on notice that there were systemic issues with DenSco’s lending procedures.  

DSOF Exh. 2, Expert Report of Neil J. Wertlieb at p. 50-51 (describing DenSco as “One-

Man Shop”). 

17. Chittick forwarded the email he sent to Beauchamp to Menaged and told 

Menaged that “I’m going to keep [Beauchamp] from running up any unessary [sic] bills, just 

talk to your guy and hadn [sic] if off ot [sic] him.”  DSOF Exh. 17, June 14, 2013 email from 

Chittick to Menaged at CH_REC_CHI_0060457.  

18. Beauchamp informed Chittick that the fact of the Freo lawsuit would have to 

be disclosed in a revised POM that Beauchamp was working on, to which Chittick responded 

“1 sentence should suffice!”  DSOF Exh. 18, June 14, 2013 email exchange between Chittick 

to Beauchamp (Exh. 113); DSOF Exh. 2 Expert Report of Neil J. Wertlieb at p. 10.   

19. DenSco’s POMs provided short explanations as to whether collateral was 

foreclosed on, or if loans did not yield a profit.  The POM would then provide an explanation 

as to how that particular loan loss affected the company.  DSOF Exh. 1, 2011 DenSco Private 

Offering Memorandum at BC_002956-BC_002959. 

20. A motion for summary judgment was granted in favor of Easy Investments on 

December 6, 2013.  SOF Exh. 19, Minute Entry (CV 2013-007663).  
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21. Beauchamp started updating the 2011 POM in May 2013, met with Chittick to 

discuss revisions, and continued to make edits to it through July 2013.  DSOF Exh. 20, May 

– July 2013 Bryan Cave invoices (Exhs. 132, 133, and 139).  Ultimately, Chittick failed to 

provide that the business and financial information needed to update the POM. DSOF Exh. 

11, Beauchamp Depo. Tr. at 74:16 – 75:2, 287:22-24, 289:18-22.  After Beauchamp left 

Bryan Cave and joined Clark Hill, Chittick requested that Beauchamp stop work on the 2013 

POM update in August 2013.  Id.  

22. In November 2013, Chittick again learned that multiple properties purchased 

with DenSco loans were not secured in the first position.  Menaged told Chittick that entities 

owned by him had double liened additional properties with loans from both DenSco and 

other hard money lenders, and that almost all of DenSco’s loans were at issue.  According to 

Menaged, his wife had become critically ill and he had turned the day-to-day operations of 

his companies over to his cousin.  The cousin requested loans for the same property from 

multiple lenders, and both lenders recorded deeds of trust.  The cousin then absconded with 

the funds lent to Menaged’s entities.  DSOF Exh. 38, Receiver’s Dec. 23, 2016 Status Report 

at p. 7-9; DSOF Exh. 6.  The Receiver refers to this as the “First Fraud.”  DSOF Exh. 38, 

Receiver’s Dec. 23, 2016 Status Report at 7-9. 

23. Menaged told other hard money lenders involved in the First Fraud similar 

stories.  DSOF Exh. 4, Reichmann Depo. Tr. at 142:3-13 (Menaged explained that he “had 

an employee . . . a Jamaican woman who was running part of his business, and he had her 

fired a couple of weeks ago, and that what he was able to determine, was that he thinks there 

may be a theft issue and that she was responsible for the theft . . . .”).  Reichman believed 

Menaged’s story and continued to believe he was a good businessman.  Id. at 42:1-14 and 

92:24-95:4. 

24. Without any attorney advice, Menaged and Chittick devised a plan in 

November and December 2013 to resolve the double liens.  DSOF Exh. 21, Expert Report 
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of David B. Weekly at ¶ 6 (“When Chittick learned about the double encumbering of loans, 

he and Menaged created a plan  in an attempt to resolve the issue.”); DSOF Exh. 2, Expert 

Report of Neil J. Wertlieb at p. 15 (“Mr. Chittick and Mr. Menaged Create the ‘Plan’”); 

DSOF Exh. 4, Reichmann Depo. Tr. 144:25 – 145:3 (Menaged told Reichmann that “Denny 

had agreed to become a partner with him in his wholesale business, so he would participate 

in profits from the wholesale business to reduce his exposure on the lending side.”).  

25. Chittick called Beauchamp on December 18, 2013 and mentioned that 

Menaged had double liened a few properties, but that the issue was being resolved.  He 

provided no further details regarding the scope and extent of the First Fraud.  DSOF Exh. 21, 

December 2013 Clark Hill invoice (Exh. 6); DSOF Exh. 22, Beauchamp’s response to 

Interrogatory No. 5.   

26. On January 6, 2014, Bob Miller, an attorney with the law firm Bryan Cave 

Leighton Pasiner (then known as Bryan Cave LLP), sent Chittick a letter on behalf of various 

lenders subject to the First Fraud (the “Bryan Cave Demand Letter”).  The letter asserted that 

the lenders had advanced purchase money loans directly to trustees to buy more than 50 

properties out of foreclosure, and had recorded deeds of trust to evidence their first position 

security interest.  DenSco, however, had likewise recorded mortgages evidencing its 

purchase money loans for the same properties.  DSOF Exh. 23 Bryan Cave Demand Letter 

(Exh. 942) at DIC0008607.   

27. The Bryan Cave Demand Letter (1) asserted that DenSco’s claimed interest 

was a “practical and legal impossibility since . . . only the Lenders provided the applicable 

trustee with certified funds supporting the Borrowers purchase money acquisition for each 

of the Properties,” (2) demanded that DenSco subordinate its alleged interests to their 

interests, and (3) threatened to bring claims for fraud and conspiracy to defraud, negligent 

misrepresentation, and wrongful recordation.   Id. 
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28. In a telephone call with Beauchamp the day the Bryan Cave demand letter was 

sent, Chittick explained that he and Menaged had “already fixed about 6 loans.”  DSOF Exh. 

24, January 6, 2014 notes of Beauchamp (Exh. 143). 

29. The next day, Chittick emailed Beauchamp and explained for the first time that 

the issue in the Bryan Cave Demand Letter had arisen because of Menaged’s cousin.  The 

email also explained that Chittick and Menaged had developed a plan to fix the problem and 

outlined the broad terms of the plan.  Chittick explained to Beauchamp that “Scott and I spent 

a great amount of time creating a plan to fix this.  Our plan is simple, sell off the properties 

and pay off both liens with interest and make everyone whole.”  The plan also involved both 

DenSco loaning Menaged an additional $1 million and Menaged “bringing in 4-5 million 

dollars over the next 120 days . . . .”  Chittick explained to Beauchamp that “i’ve been over 

this plan 100 times and the numbers and i truly believe this is the right avenue to fix the 

problem.  we have been proceeding with this plan since November and we’ve already cleared 

up about 10% of the total $’s in question.”  DSOF Exh. 6.  See also DSOF Exh. 25, Menaged 

Depo. Tr. at 134-135. Chittick’s email to Beauchamp on January 7, 2014 was the first time 

that Beauchamp was made aware of the First Fraud.  DSOF Exh. 7, Plaintiff’s Seventh 

Supplemental Disclosure Statement at ¶¶ 122, 128, 130.  

30. Chittick’s email also explained that DenSco’s general business practice was to 

lend money directly to borrowers to purchase properties, rather than funding the loan to the 

trustee.  DSOF Exh. 6.   

31. On January 9, 2014, Chittick sent Beauchamp an email that appears to question 

the need or value of providing loans funds directly to a trustee.   Beauchamp responded to 

Chittick that the process he was suggesting was “a procedure that does not work.”  DSOF 

Exh. 26, January 9, 2014 email exchange between Beauchamp to Chittick (Exh. 147).  

32. Beauchamp repeatedly advised Chittick that he needed to fund DenSco’s loans 

directly to a trustee to safeguard DenSco’s money and its preferred lien priority.  DSOF Exh. 
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11, Beauchamp Depo. Tr. at 358:18-19; 359-361; DSOF 25, Menaged Dep. Tr. at 239:1-9; 

DSOF Exh. 10, Defendants’ Eighth Supplemental Disclosure Statement at p. 27.     

33. On January 9, 2014, Beauchamp met with both Chittick and Menaged 

regarding the First Fraud.  In that meeting, Chittick and Menaged once again asserted that 

Menaged’s cousin was responsible for the double liening problem and that issues with 10% 

of the double liened properties had been resolved “in [the] last 45 days.”  DSOF Exh. 27, 

January 9, 2014 notes of Beauchamp (Exh. 145). 

34. Chittick had already started advancing money to Menaged pursuant to their 

workout plan before he ever alerted Clark Hill as to any issues.  DSOF Exh. 28, Receiver 

Analysis of $1 million workout loan.    

35. Beauchamp asked Chittick if he had vetted Menaged’s “cousin” story.  Chittick 

assured Beauchamp that he had.  DSOF Exh. 11, Beauchamp Depo. Tr. at 335:18-22. 

36. Beauchamp advised Chittick that the plan devised by Chittick and Menaged 

should be documented in writing.  DSOF Exh. 29, January 15, 2014 email from Beauchamp 

to Chittick (Exh. 175) (“We still need to get Scott to sign the Term sheet and then the 

Forbearance Agreement to protect DenSco as we proceed.”) and DSOF Exh. 30, February 7, 

2014 email from Beauchamp to Chittick (Exh. 343) (advising Chittick that he needs to have 

“a sworn set of facts that you can rely upon.”).  

37. Beauchamp also instructed Chittick to make oral disclosures about the First 

Fraud to any DenSco investors who had decided to make new or roll over investments.  

DSOF Exh. 11, Beauchamp Depo. Tr. at 78:15 – 79:6, 158:24 – 159:4, 159:14 – 160:7; 

172:7-21.  Such oral disclosures are permitted under Regulation D of the Securities Act of 

1933.  DSOF Exh. 31, Expert Report of Kevin Olson at p. 7-8; DSOF Exh. 2 at p. 38 

(“Disclosures that are provided to investors in a private placement offering are typically 

contained in a written document . . . .”) (emphasis added).   
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38. Chittick understood that he had an obligation to disclose the First Fraud.  He 

told Menaged on February 11, 2014 that DenSco had not “taken any new investors, so if I 

do, i have to disclose a loto [sic] to them, which is all about you!”  DSOF Exh. 32, February 

11, 2014 from Chittick to Menaged (Exh. 548).  

39. Beauchamp also reminded Chittick that DenSco had to fund loans to trustees 

directly, rather than the borrowers themselves.  DSOF Exh. 11, Beauchamp Depo. Tr. at 

358:18-19; 359-361; DSOF Menaged Dep. Tr. at 239:1-9.  Chittick averred that he 

understood that the procedure was incorrect and that he would fix it moving forward. DSOF 

Exh. 11, Beauchamp Depo. Tr. at 364:17-24.  Clark Hill believed that representation.  DSOF 

Exh. 33, Schenck Depo. Tr. at 106:22-107:3 (testifying that “[Clark Hill] did not know what 

Denny was going to . . . still go[] forward with his practices.”).  

40. A Term Sheet was executed by Menaged and Chittick on approximately 

January 17, 2014 that broadly outlined the plan devised by Menaged and Chittick.  The key 

points of the Term Sheet were that:  

a. Menaged agreed to pay off any shortfall on the loans as the double-encumbered 

properties were sold or refinanced by borrowing $1 million from a third party 

and liquidating assets worth $4-5 million;  

b. Menaged agreed to obtain a $10 million life insurance policy naming DenSco 

as the beneficiary;  

c. Menaged admitted that the DenSco loans were secured by deeds of trust that 

were intended to be in a first lien position; and  

d. DenSco agreed to loan up to $1 million to Menaged for purposes of purchasing 

and flipping or renting additional properties, with all profits used to pay off the 

loans on the double-encumbered properties.  

DSOF Exh. 34, Term Sheet (Exh. 192).  
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41. Prior to signing the Term Sheet, Beauchamp advised Chittick not to accept 

many of the terms in the Term Sheet recommended by Menaged because they were “not in 

your legal best interest.”  DSOF Exh. 35, January 16, 2014 email exchange between 

Beauchamp and Chittick at DIC0006221 – DIC0006222. 

42.  Notwithstanding Beauchamp’s advice to the contrary, DenSco executed the 

Term Sheet and Beauchamp began preparing a more formal Forbearance Agreement.  

Beauchamp believed the Forbearance Agreement would be completed before the end of 

January.  DSOF Exh. 36, January 21, 2014 email from Beauchamp to Chittick at 

DIC0006528 (“I am just very concerned about the payoffs getting so far ahead of the 

documentation.  I have authorized the preparation of the Forbearance Agreement and the 

related documents.  Under normal circumstances, this should be finalized and signed before 

your advance all of this additional money.  We plan to get the documents to you and Scott 

later this week.  Hopefully, we can get the documents signed later this week.”).  

43. Menaged retained Jeffrey Goulder at Stinson Morrison to negotiate the 

Forbearance Agreement on his behalf. DSOF Exh. 37, January 15, 2014 email exchange 

between Beauchamp and Chittick (Exh. 165) and January 13, 2014 email from Menaged to 

Beauchamp (Exh. 155) (“I am meeting with my attorney wed at 1030 am.  I will discuss with 

him about what to provide and what not to.  Me, you and Denny are on the same side here, I 

just know you can’t advise me legally so I asked to meet with my attorney.”). 

44. While negotiating the Forbearance Agreement,  Beauchamp repeatedly pushed 

back on edits requested by Menaged, his counsel, and Chittick, and reminded Chittick of 

DenSco’s fiduciary duties to its investors:  

a. February 4, 2014: “AT YOUR REQUEST, I DID NOT INCLUDE ANY 

HARSH OR SIGNIFICANTLY PRO-LENDER PROVISIONS. . . .  You 

can help and have helped Scott, but you cannot OBLIGATE DenSco to further 

help Scott, because that would breach your fiduciary duty to your investors.”  
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DSOF Exh. 40, February 4, 2014 email from Beauchamp to Chittick at 

DIC0006673.  

b. February 7, 2014: “this agreement needs to not only protect [Menaged] from 

having this agreement used as evidence of fraud against him in a litigation, the 

agreement needs to comply with Denny’s fiduciary obligations to his investors 

. . . .”  DSOF Exh. 41, February 7, 2014 email from Beauchamp to Goulder 

(Exh. 343). 

c. February 9, 2014: “you are limited in what risk or liability you can assume.  

Your fiduciary duty to your investors makes this a difficult balancing act.”  

DSOF Exh. 42, February 9, 2014 email from Beauchamp to Chittick at 

DIC0006708.  

d. February 14, 2014: “[Menaged’s attorney] clearly thinks he can force you to 

agree to accept a watered down agreement and give up substantial rights that 

you should not have to give up.  Unfortunately, it is not your money.  It is your 

investors’ money.  So you have a fiduciary duty.”  DSOF Exh. 43, February 

14, 2014 email from Beauchamp to Chittick (Exh. 75). 

e. February 25, 2014: “[Menaged’s attorney’s] demands and changes have pretty 

much killed your ability to sign the Forbearance Agreement, which I believe 

[Menaged’s attorney] wanted form the very beginning.”  DSOF Exh. 44, 

February 25, 2014 email from Beauchamp to Chittick (Exh. 360). 

f. March 13, 2014:  “In order to comply with the specific securities disclosure 

requirements, I left ____ (blank) the amount of time for Scott to be able to 

review and comment upon the proposed disclosure (suggest 48 hours) and I 

did not give him the right to disapprove and block what you can or cannot 

disclose.  DenSco and you as the promoter of DenSco’s offering have to make 

the decisions as to what is to be disclosed or not.  With respect to timing, we 
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are already very late in providing information to your investors about this 

problem and the resulting material changes from your business plan.  We 

cannot give Scott and his attorney any time to cause further delay in getting 

this Forbearance Agreement finished and the necessary disclosure prepared 

and circulated.” DSOF Exh. 45, March 13, 2014 email from Beauchamp to 

Chittick (Exh. 383). 

45. Beauchamp sought counsel from other Clark Hill lawyers regarding 

Menaged’s demands for protections in the event of a bankruptcy filing.  DSOF Exh. 46, 

February 20, 2014 email from Beauchamp to R. Gordon, K. Wakim and J. Applebaum (Exh. 

356). 

46. The Forbearance Agreement was also delayed several months because Chittick 

refused to provide Clark Hill with accurate information regarding the extent and scope of the 

First Fraud subject to the Forbearance Agreement, despite Clark Hill’s repeated requests for 

such information. For example, Clark Hill asked Chittick on February 3, 2014 to “list all of 

the properties affected by this double-funding with separate sublists showing the properties 

that have already been resolved” in a document that would be appended as Exhibit A to the 

Forbearance Agreement.  Chittick responded that he wouldn’t have a complete list for 

another three weeks, to which Clark Hill replied, “We need to know the list that existed when 

this problem was first recognized and you started to correct it in November and the changes 

since that time until the Forbearance Agreement is signed.”  DSOF Exh. 47, February 3, 2014 

email exchange between Beauchamp and Chittick (Exh. 329).  Chittick did not provide any 

detail regarding the balance of loans subject to the First Fraud until March 21, 2014.  DSOF 

Exh. 48, March 21, 2014 email from Chittick to Beauchamp (Exh. 392).  But even then, the 

detail provided by Chittick was incorrect and underestimated the true balance of loans subject 

to the Forberance Agreement.  DSOF Exh. 49, Authorization to Update Forbearance 

Agreement at DIC0005823; DSOF Exh. 11, Beauchamp Depo. Tr. at 177:22-178:1.   
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47. Throughout the negotiation of the Forbearance Agreement, Chittick and 

Menaged complained about lawyers and the edits Beauchamp was making to the Forbearance 

Agreement: 

a. February 3, 2014:  Chittick writes to Menaged regarding the efforts to draft a 

Forbearance Agreement, and asks if Menaged had “put a call in to [his 

attorney] to get him on the phone with [Beauchamp] and pound through” what 

Chittick refers to as “their language arts assignment”.  DSOF Exh. 50, February 

3, 2014 email from Chittick to Menaged at CH_REC_MEN_0027814.   

b. February 7, 2014: Regarding revisions to the draft Forbearance Agreement, 

Chittick states “after any changes we agree to and make, david will amek [sic] 

them them [sic].  I tell david to send it to jeff, you tell jeff, the terms are 

agreeable between us, and they can only fix the spelling!”  DSOF Exh. 51, 

February 7, 2014 email from Chittick to Menaged at 

CH_REC_MEN_0027218.  

c. February 14, 2014:  Chittick and Menaged complain amongst themselves that 

“these lawyers are trying to prevent progress” and increase their fees.  DSOF 

Exh. 52, February 14, 2014 email from Chittick to Menaged at 

CH_REC_MEN_0026600.  

d. February 15, 2014:  Chittick again emails Menaged regarding his frustration 

with Beauchamp for wanting to know what Menaged’s “points of contention” 

are with respect to the draft Forbearance Agreement.  Chittick complains that 

“attorneys’ sole purpose is to self perserverance [sic].”  DSOF Exh. 53, 

February 15, 2014 email from Chittick to Menaged at 

CH_REC_MEN_0026580.  

48. Menaged has confirmed that Chittick disliked lawyers and the fees associated 

with them.  DSOF Exh. 25, Menaged Depo. Tr. at 38:13-16. 
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49. Chittick repeatedly shared privileged communications between Beauchamp 

and DenSco with Menaged:  

a. February 4, 2014:  Chittick writes to Menaged that he “would forward you 

three emails dave sent me tonight, but the summary is basically, it’s become a 

battle,” to which Menaged responds “I will call you in an hour or so.”  DSOF 

Exh. 54, February 4, 2014 email from Chittick to Menaged at 

CH_REC_MEN_0027591.  

b. February 5, 2014: Chittick writes to Menaged that he had directed Beauchamp 

to “make some concenssions [sic] that you and I agreed to. . . .”  DSOF Exh. 

55, February 5, 2014 email from Chittick to Menaged at 

CH_REC_MEN_0027482.  

c. February 8, 2014: Chittick writes email to Menaged titled “david” and 

summarizes conversation between Beauchamp and Chittick.  DSOF Exh. 56, 

February 8, 2014 email from Chittick to Menaged at 

CH_REC_MEN_0027195.  

50. Menaged has confirmed that Chittick revealed protected communications from 

Beauchamp regularly.  DSOF Exh. 25, Menaged Depo. Tr. at 38:13-16. 

51. The Forbearance Agreement became effective on April 14, 2014.  Prior to 

signing the agreement, Menaged told Chittick that he had signed it “even though it is not 

anymore a true understanding of what we are doing. . . .  So lots of this is no longer valid or 

True [sic], but I signed it so at least you have it for and not to have Dave Change [sic] it again 

and again with every move we make.”  DSOF Exh. 57, April 3, 2014 email from Menaged 

to Chittick at CH_REC_CHI_0068720.   

52. The Forbearance Agreement addressed the following points: 

a. Menaged identified the facts that led to the double lien issue and the scope of 

the issue;  
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b. Menaged acknowledged his obligation to discharge the liens of the others 

lenders;  

c. Menaged and his entities agreed to pay off the double-encumbered loans by 

liquidating additional assets, renting or selling real estate, recovering stolen 

funds, and obtaining $4.2 million in outside financing;  

d. Menaged agreed to provide additional security and guarantees, including a $10 

million life insurance policy naming DenSco as beneficiary; and  

e. DenSco agreed to extend up to $6 million in additional financing to Menaged 

(and defer the collection of interest on defaulted loans) for purposes of 

purchasing and flipping or renting additional properties, with all profits used 

to pay off the loans on the double-encumbered properties.  

DSOF Exh. 58, Forbearance Agreement at DIC0008036. 

53. Chittick ultimately lent Menaged more than $14 million under the Forbearance 

Agreement.  DSOF Exh. 15, Expert Report of David R. Perry at p. 13. 

54. After the Forbearance Agreement was signed, an Authorization To Update the 

Forbearance Agreement was executed to correct the loan balance subject to the First Fraud.  

DSOF Exh. 59, April 18, 2014 email exchange between Beauchamp and Chittick (Exh. 97A 

and Exh. 98).   

55. Clark Hill also began to immediately update the 2011 POM.  Schenck emailed 

a draft of the 2014 POM to Beauchamp on May 14, 2014.  The draft included a description 

of the First Fraud and Forbearance Agreement.  DSOF Exh. 60 May 14, 2014 email from 

Schenck to Beauchamp with 2014 POM attached (Exh. 101).  The draft had numerous blanks 

that required information from DenSco, and included numerous comments and questions for 

Chittick.  Id.  

56. Beauchamp provided the draft 2014 POM to Chittick and requested that he at 

least approve the description of the double lien issue and the workout.  Chittick refused.  
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Beauchamp terminated DenSco as a securities client in May 2014 and stopped performing 

securities work for DenSco.  DSOF Exh. 11, Beauchamp Depo. Tr. at 121:20-122:4, 164:1-

14; DSOF Exh. 33, Schenck Depo Tr. at 111:5-112:12.  Chittick represented at that time that 

he was in the process of obtaining new counsel.  DSOF Exh. 11, Beauchamp Depo. Tr. at 

212:13-16.  

57. Clark Hill continued to do limited work related to the Authorization To Update 

the Forbearance Agreement in June 2014, necessitated by Chittick’s failure to provide 

accurate, up-to-date information regarding the double liened properties.  DSOF Exh. 59.   

58. Chittick and Menaged purposely delayed sending Clark Hill the necessary 

paperwork until mid-June.  DSOF Exh. 61, email exchanges between Beauchamp, Chittick 

and Menaged at CH_REC_CHI_0012589, CH_REC_CHI_0012644 and 

CH_REC_CHI_0012840. The update to the Forbearance Agreement was signed on June 18, 

2014.  DSOF Exh. 62, Authorization to Update Forbearance Documents (Exh. 410). 

59. Clark Hill did no further work on behalf of DenSco until 2016.  At that point, 

Chittick informed Beauchamp that DenSco had issued an updated POM.  DSOF Exh. 11, 

Beauchamp Depo. Tr. at 230:4-8.  

60. Beginning on January 22, 2014, while the Forbearance Agreement was being 

negotiated, Menaged began perpetrating another fraud on DenSco, known as the “Second 

Fraud” according to the Receiver.  DSOF Exh. 38, Receiver’s Dec. 23, 2016 Status Report 

at 7-9.  That Second Fraud gave rise to nearly all of the damages attributed to Clark Hill in 

this case.  DSOF Exh. 21, Expert Report of David B. Weekly at ¶ 44. 

61. Pursuant to the Second Fraud, DenSco would loan money to Menaged to 

purchase properties and Menaged would create fictitious documents that would give the 

impression that Menaged had purchased the properties.   Menaged would first utilize his 

banks (US Bank and Chase Bank) to obtain cashiers’ checks made out to various trustees, 

take pictures of those checks to prove to Chittick that they had been issued, and immediately 
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redeposit the funds back into his personal accounts.  Menaged would then falsify trustee sales 

receipts to makes it look like Menaged purchased the property. DSOF Exh. 63, Complaint 

(CV2019-011499).  Menaged procured more than 1,300 checks for $319 million dollars 

through this Second Fraud.  Id. at ¶¶ 63, 117.  The Receiver acknowledges in its lawsuit 

against the various banks that participated in the Second Fraud that “[b]ut for [the banks’] 

substantial assistance, Menaged could not have scammed DenSco out of tens-of-millions of 

dollars.”  Id. at Introduction.  

62. Menaged claims that Chittick knew that Menaged was not purchasing 

properties after January 9, 2014.  DSOF Exh. 25, Menaged Depo. Tr. at 152-153.  

63. Chittick committed suicide on July 28, 2016.  DSOF Exh. 64, Complaint (CV 

2017-013832). 

64. On December 9, 2016, the Receiver filed a Notice of Claim Against Estate of 

Denny J. Chittick that charged Chittick with responsibility for more than $45 million in 

losses DenSco experienced because of the frauds perpetrated by Menaged.  DSOF Exh. 65, 

Notice of Claim Against Estate of Denny J. Chittick.  The Receiver specifically alleged that 

Chittick was at fault for “aiding and abetting [Menaged] in his torts against DenSco,” 

defrauding DenSco and its investors, and committing “gross negligence” through his reckless 

lending practices. Id.  The Receiver also alleged that over time, Chittick had taken millions 

of dollars out of DenSco after he learned about the double-liening issue.  Id.    

65. The Receiver ultimately settled with the Chittick Estate for between $1.8 and 

$3.0 million.  DSOF Exh. 66, Petition to Approve Settlement Agreement Between Receiver, 

Shawna Chittick Heuer, Individually And As Personal Representative of Estate of Denny J. 

Chittick, Paul Theut As Guardian Ad Litem for Ty and Dillon Chittick and Ranasha Chittick 

at ¶ 37. 

66. Menaged was indicted in the United States District Court, District of Arizona, 

for Wire Fraud, Aggravated Identity Theft, Conspiracy to Defraud, and Forfeiture related to 
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the Second Fraud in October 2017.  DSOF Exh. 67, Indictment (CR-17-00680-PHX-

GMS(MHB)).  He ultimately pled guilty to Conspiracy to Commit Bank Fraud, Aggravated 

Identity Theft, and Money Laundering Conspiracy and was sentenced to 17 years in federal 

prison.  DSOF Exh. 68, Judgment In A Criminal Case (CR-17-00680-PHX-GMS(MHB)).  

As part of his plea, Menaged admitted that he “defrauded DenSco by embezzling millions of 

dollars without purchasing properties with the loans obtained from DenSco” by using 

“completely fabricated” documents.  DSOF Exh. 69, Plea Agreement (CR-17-00680-PHX-

GMS(MHB)).  Menaged also pled guilty to defrauding Wells Fargo and Synchrony Bank out 

of  $2.1 million, a fraud Menaged perpetrated “largely to obtain cash quickly after” his fraud 

against DenSco “no longer provided the defendant with a source of cash.”  Id. 

67. On or about August 4, 2017, Menaged and his wife consented to the entry of a 

nondischargeable civil judgment in favor of the Receiver for $31 million.  The Receiver 

agreed to reduce the amount Menaged and his wife owed DenSco by whatever it collected 

from other parties.  DSOF Exh. 70, Receiver’s Petition For Order Approving Settlement 

Agreement With Yomtov Scott Menaged and Francine Menaged at ¶ 33 and accompanying 

Judgment.  The Receiver also obtained a cooperation agreement from Menaged.  Id. 

68. The Receiver filed suit against Clark Hill on October 16, 2017 and alleged 

claims for legal malpractice and aiding and abetting Chittick’s breach of fiduciary duties. 

DSOF Exh. 64.  

69. The Receiver alleges that Clark Hill is jointly and severally liable with 

Menaged and Chittick for the damages resulting to DenSco under A.R.S. § 12-2506.  

Specifically, the Receiver asserts that Clark Hill is jointly and severally liable with Menaged 

and Chittick because: (1) “Clark Hill initially advised DenSco that it did not need to disclose 

material facts to investors while a forbearance agreement was drawn up”; (2) “Clark Hill 

negotiated and recommended a forbearance agreement between DenSco and Menaged that 

itself was a breach of fiduciary duty to DenSco’s investors” because it “subordinat[ed] 
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DenSco’s debt to other hard money lenders and was a fig leaf to fool investors that DenSco 

was working itself out of an overwhelming debt”; and (3) “Clark Hill sat quietly by and 

allowed DenSco over a year to work itself out of the Menaged fraud problem – telling 

Chittick that DenSco could do so without disclosing a thing to investors.”  Those enumerated 

acts constitute “multiple acts of aiding and abetting” according to the Plaintiff, making 

“Clark Hill jointly and severally liable with both Chittick and Menaged for damages” 

because the three “acted in concert to create an agreement that on its face and in practice 

subordinated Densco’s [sic] notes into junior positions.” DSOF Exh. 7, Plaintiff’s Seventh 

Supplemental Disclosure Statement at p. 125-26; DSOF Exh. 71, May 13, 2019 letter from 

Campbell to Bae.   

70. The Receiver alleges that Clark Hill aided and abetted Chittick breaching his 

fiduciary duties to DenSco in no less than 11 different ways Chittick.  DSOF Exh. 7, 

Plaintiff’s Seventh Supplemental Disclosure Statement at p. 115-19. 
 

DATED this 15th day of November, 2019. 
 

COPPERSMITH BROCKELMAN PLC 
  
 
By:  /s/ John E. DeWulf  

John E. DeWulf 
Marvin C. Ruth 
Vidula U. Patki 
2800 North Central Avenue, Suite 1900 
Phoenix, Arizona  85004 
Attorneys for Defendants 
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ORIGINAL E-FILED and served via 
AZTurboCourt and COPY 
of the foregoing mailed this  
15th day of November, 2019 to: 
 
 
Colin F. Campbell, Esq. 
Geoffrey M. T. Sturr, Esq. 
Joseph Roth, Esq. 
Joshua M. Whitaker, Esq. 
OSBORN MALEDON, P.A. 
2929 N. Central Ave., Suite 2100 
Phoenix, AZ  85012-2793 
ccampbell@omlaw.com 
gsturr@omlaw.com 
jroth@omlaw.com 
jwhitaker@omlaw.com 
Attorneys for Plaintiff 
 
 
/s/ Verna Colwell  

mailto:ccampbell@omlaw.com
mailto:gsturr@omlaw.com
mailto:jwhitaker@omlaw.com




;;; 

0 
EXH. NO. 40 fr' 
--i-1 - I?' 

Kelly S. Oglesby CR 50178 

Confidential Private Offering Memorandum 

DenSco Investment Corporation 

July 1, 2011 

lO 
688856.4 

BC_002912 



No: ______ _ Name of Payee: ___________ _ 

Confidential Private Offering Memomndnm 

DenSco Investment Corporation 

General Obligations Notes 

Minimum Purchase $50,000 

The General Obligation Notes (the "Notes") arc general obligations of DcnSco 

Investment Corporation, an Arizona corporation (the "Company''). The Notes, together with all 

other outstanding notes and all other advances or liabilities owed by the Company to any holder 

of an outstanding note will be secured by a general pledge of all assets owned by or later 

acquired by the Company. The Company's largest assets will be the Trust Deeds, as defined 

herein, acquired by the Company and the Notes will be superior in priority and liquidation 

preference to Notes subscribed for by officers and shareholders of the Company. Interest will be 

paid monthly, quarterly or at maturity. The Notes are not insured or guaranteed by any state or 

federal government entity or any insorance company, and the Company will not establish a 

sinking fund for the Notes. The Company generally may transfer, sell or substitute collateral for 

the Notes. The Company may modify the interest rate to be paid on subsequently issued Notes. 

The Company will use good fuitb efforts to prepay Notes upon receipt of written request, but the 

Company will not be obligated to do so. The Notes may be redeemed by the Company prior to 

maturity upon notice at a price equal to the principal amount of the Notes plus accrued interest to 

the date ofredemption. See "Description of Securities - Note Terms." Default may occur with 

respect to one Note and not another. The Notes may be purchased directly from the Company 

without commission. The Company intends to offer the Notes on a continuous basis until the 

earlier of (a) the sale of the maximum offering, or (b) two years from the date of this 

memorandum; provided, however, the Company reserves the right to amend, modify and/or 

terminate this offering if the Company changes its operations or method of offering in any 

material respect. See "Description of Securities" and "Plan of Distribution." 
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THE NOTES ARE SPECULATIVE AND INVESTMENT TN THE NOTES 

INVOLVES A HIGH DEGREE OF RISK. SEE "RISK FACTORS." 

THE NOTES OFFERED HEREBY HA VE NOT BEEN REGISTERED UNDER 

THE SECURITIES ACT OF 1933, AS AMENDED (THE "ACT"), OR APPLICABLE 

STATE SECURITIES LAWS, NOR HAS THE SECURITIES AND EXCHANGE 

COMMISSION OR ANY STATE REGULATORY AUTHORITY REVIEWED, 

APPROVED OR DISAPPROVED THE ACCURACY OR ADEQUACY OF THIS 

CONFIDENTIAL PRNATE OFFERING MEMORANDUM OR ENDORSED THE 

MERITS OF THE PLACEMENT OF NOTES. ANY REPRESENTATION TO THE 

CONTRARY IS UNLAWFUL. THE NOTES ARE OFFERED PURSUANT TO 

EXEMPTIONS PROVIDED BY SECTION 4(2) OF THE ACT, REGULATION D 

THEREUNDER, CERTAIN STATE SECURITIES LAWS AND CERTAIN RULES AND 

REGULATIONS PROMULGATED PURSUANT THERETO. THE NOTES MAY NOT 

BE TRANSFERRED IN THE ABSENCE OF AN EFFECTIVE REGISTRATION 

STATEMENT UNDER THE ACT AND ANY APPLICABLE STATE SECURITIES 

LAWS OR AN OPINION OF COUNSEL ACCEPTABLE TO THE COMPANY AND ITS 

COUNSEL THAT SUCH REGISTRATION IS NOT REQUIRED. 
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I Note 

Total Mi nimnm Offering 

Maximum [offering 
" 

Offering 

Price (1) 
-

$50,000 

$500,000 
·-

$50,000,000 

Underwriting Proceeds to the 

Commissions (2) Company(3) 
- " 

-0- $50,000 

-0- $475,000 
-

-0- $49,975,000 

(1) The Notes arc offered in $50,000 initial investment with additional increments with a 

minimum of at least $10,000. All subscriptions for Notes are subject to review and 

acceptance by the Company. 

(2) The Company's President, Denny J. Chittick, is making the private placement of the Notes 

on behalf of the Company. Mr. Chittick will not receive any sales commission in 

connection with the placement of the Notes. The Company reserves the right to pay costs 

and commission to a licensed broker-dealer with an approved custodian to facilitate 

procedures by investors using qualified funds (ie., IRA, SEP IRA, ROTH IRA and KEOGH 

Plans), up to one percent (1%) of the principal Note amount. 

(3) Offering expenses, estimated at $25,000, will be paid from the Company's general operating 

funds. 

688856.4 

DenSco Investment Corporation 

6132 W. Victoria Place 

Cliandler, Arizona 85226 

(c) 602--469-3001 

(f) 602-532-7737 

iii 

0 

0 

0 

BC_002915 



0 

lO 

THE NOTES ARE OFFERED ONLY TO PERSONS WHO ARE: (1) 

"ACCREDITED INVESTORS" WITHJN THE MEANING OF RULE 50l(a) OF 

REGULATION D PROMULGATED UNDER THE ACT AND APPLICABLE STATE 

SECVIDTIES LAW; (2) ABLE TO BEAR THE ECONOMIC RISK OF AN 

INVESTMENT IN THE NOTES, INCLUDING A LOSS OF THE ENTIRE 

INVESTMENT; AND (3) SUFFICIENTLY KNOWLEDGEABLE AND EXPERIENCED 

IN FINANCIAL AND BUSINESS MATTERS TO BE ABLE TO EVALUATE THE 

MERITS AND RISKS OF AN INVESTMENT IN THE NOTES EITHER ALONE OR 

WITH A PURCHASER REPRESENTATIVE. SEE ''INVESTOR SUITABILITY.'' THE 

NOTES ARE NOT OFFERED AND WILL NOT BE SOLD TO ANY PROSPECTIVE 

INVESTOR UNLESS SUCH INVESTOR HAS ESTABLISHED, TO THE 

SATISFACTION OF DENNY J, CHITTICK, THAT THE INVESTOR MEETS ALL OF 

THE FOREGOING CRITERIA. EACH INVESTOR MUST ACQUIRE THE NOTES 

FOR HIS, HER OR ITS OWN ACCOUNT, FOR INVESTMENT PURPOSES ONLY, 

AND WITHOUT ANY INTENTION OF DISTRIBUTING OR RESELLING ANY OF 

THE NOTES, EITHER IN WHOLE ORIN PART. 

THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM DOES NOT 

CONSTITUTE AN OFFER OR SOLICITATION TO ANYONE IN ANY JURISDICTION 

IN WBICH SUCH AN OFFER OR SOLICITATION IS NOT AUTHORIZED. IN 

ADDmON, TIDS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM 

CONSTITUTES AN OFFER ONLY TO THE PERSON WHOSE IDENTITY APPEARS 

IN THE APPROPRIATE SPACE PROVIDED ON THE COVER PAGE HEREOF, THE 

RIGHT TO PURCHASE NOTES AS DESCRIBED HEREIN IS NOT ASSIGNABLE, 

TO ENSURE COMPLIANCE WITH CIRCULAR 230 GOVERNING 

STANDARDS OF PRACTICE BEFORE THE INTERNAL REVENUE SERVICE, 

POTENTIAL JNVESTORS ARE HEREBY l'IOTIFIED THAT: (A) ANY DISCUSSION 

OF FEDERAL TAX ISSUES IN THIS MEMORANDUM IS NOT INTENDED OR 

WRI'ITEN TO BE USED, AND IT CANNOT BE USED BY A POTENTIAL INVESTOR, 

FOR THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED ON A 

POTENTIAL INVESTOR UNDER THE INTERNAL REVENUE CODE; (B) SUCH 

688856.4 iv 
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DISCUSSION IS WRITTEN TO SUPPORT THE PROMOTION OR MARKETING OF 

THE NOTES OFFERED HEREBY; AND (C) POTENTIAL INVESTORS SHOULD 

SEEK ADVICE BASED ON THEIR PARTICULAR CIRCUMSTANCES FROM AN 

INDEPENDENT TAX ADVISOR. 

CERTAIN "REPORTABLE TRANSACTIONS" REQUIRE THAT 

PARTICIPANTS AND CERTAIN OTHER PERSONS FJLE DISCLOSURE 

STATEMENTS WITH THE IRS, AND IMPOSE SIGNIFICANT PENALTIES FOR THE 

FAILURE TO DO SO. AN INVESTOR (AND EACH EMPLOYEE, REPRESENTATIVE, 

OR OTHER AGENT OF THE INVESTOR) MAY DISCWSE TO ANY AND ALL 

PERSONS, WITHOUT LIMITATION OF ANY KIND, THE TAX TREATMENT AND 

TAX STRUCTURE OF AN INVESTMENT IN THE NOTES AND ALL MATERIALS OF 

ANY KIND (INCLUDING OPINIONS OR OTHER TAX ANALYSES) THAT ARE 

PROVIDED TO THE INVESTOR RELATING TO SUCH TAX TREATMENT AND 

TAX STRUCTURE, EXCEPT TO THE EXTENT THAT SUCH DISCLOSURE IS 

RESTRICTED BY APPLICABLE SECURITIES LAWS. 

THE OBLIGATIONS AND REPRESENTATIONS OF THE PARTIES TO THIS 

TRANSACTION WILL BE SET FORTH ONLY TN THE DOCUMENTS DESCRIBED 

HEREIN. NO PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFORMATION OR 

TO MAKE ANY REPRESENTATIONS CONCERNJNG THE COMPAl'IY OTHER 

THAN AS CONTAINED IN THIS CONFIDENTIAL PRIVATE OFFERING 

MEMORANDUM, AND IF GIVEN OR MADE, SUCH OTHER INFORMATION OR 

REPRESENTATIONS MUST NOT BE RELIED UPON. THE DELIVERY OF THIS 

CONFIDENTIAL PRIVATE OFFERING MEMORANDUM DOES NOT IMPLY THAT 

THE INFORMATION SET FORTH TN IT IS CORRECT AS OF ANY TIME 

SUBSEQUENT TO THE DATE HEREOF. 

THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM HAS BEEN 

PREPARED SOLELY FOR THE BENEFIT OF CERTAIN INVESTORS TO WHOM IT 

HAS BEEN DIRECTED. A PROSPECTIVE INVESTOR, BY ACCEPTING DELIVERY 

OF THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM, AGREES TO 
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RETURN THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM AND ALL 

ENCLOSED DOCUMENTS TO THE COMPANY IF THE HOLDER DOES NOT 

UNDERTAKE TO PURCHASE ANY OF THE NOTES OFFERED HEREBY. 

PRIOR TO THE SALE OF ANY NOTES OFFERED HEREBY, THE COMPANY 

WILL MAiffi AVAILABLE TO EACH INVESTOR THE OPPORTUNJTY TO ASK 

QUESTIONS OF AND RECEIVE ANSWERS FROM MR. CHITTICK CONCERNING 

THE TERMS AND CONDITIONS OF THJS OFFERING AND TO OBTAIN 

ADDITIONAL INFORMATION NECESSARY TO VERIFY THE ACCURACY OF THE 

INFORMATION CONTAINED HEREIN, TO THE EXTENT THE COMPANY OR MR. 

CIDTTICK POSSESSES SUCH INFORMATION OR CAN ACQUIRE IT WITHOUT 

UNREASONABLE EFFORT OR EXPENSE. 

ANY REPRODUCTION OR DISTRIBUTION OF THE CONFIDENTIAL 

PRIVATE OFFERING MEMORANDUM IN WHOLE OR IN PART, OR THE 

DISCLOSOllE OF ANY OF ITS CONTENTS, WITHOUT THE PRIOR WRITTEN 

CONSENT OF MR. CHITTICK IS STRICTLY PROIDBITED. 

REFERENCE IS MADE TO THE SUBSCRIPTION AGREEMENT AND 

SUITABILITY QUESTIONNAIRE ATTACHED HERETO FOR COMPLETE 

INFORMATION CONCERNING THE RIGHTS AND OBLIGATIONS OF INVESTORS 

WHO PURCHASE THE NOTES OFFERED HEREBY. CERTAIN PROVISIONS OF 

AGREEMENTS AND DOCUMENTS ARE SUMMARIZED TN THIS CONFIDENTIAL 

PRIVATE OFFERING MEMORANDUM, AND THE SUMMARY IS QUALIFIED IN 

ITS ENTIRETY BY THE DETAILED INFORMATION OR AGREEMENT OR 

DOCUMENT APPEARING ELSEWHERE. IN CASE OF A CONFLICT BETWEEN 

THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM AND SUCH 

AGREEMENTS OR DOCUMENTS, THE AGREEMENT OR DOCUMENT, AS THE 

CASE MAY BE, SHALL GOVERN. REFERENCE IS MADE HEREBY TO THE 

COMPLETE TEXT OF ALL DOCUMENTS RELATING TO TRIS PLACEMENT 

THAT ARE DESCRIBED HEREIN. A COPY OF ALL DOCUMENTS AND 

AGREEMENTS SO DESCRIBED BUT NOT INCLUDED HEREIN WILL BE MADE 
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AVAILABLE TO A PROSPECTIVE INVESTOR AND ITS COUNSEL, ACCOUNTANT 

AND ADVISER(S) UPON REQUEST. 

PROSPECTIVE INVESTORS ARE NOT TO CONSTRUE THE CONTENTS OF 

THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM OR ANY PRIOR OR 

SUBSEQUENT COMMUNICATIONS FROM THE COMPANY OR MR. CHITTICK 

OR THEIR AFFILIATES AS LEGAL OR TAX ADVICE. EACH INVESTOR SHOULD 

CONSULT HIS, HER OR ITS OWN COUNSEL, ACCOUNTANT AND OTHER 

ADVISERS AS TO TAX MATTERS AND RELATED MATTERS CONCERNING AN 

INVESTMENT IN THE COMPANY'S NOTES. 

NOTWITHSTANDING ANYTHING CONTAINED IN THIS CONFIDENTIAL 

OFFERING MEMORANDUM TO THE CONTRARY, EXCEPT AS REASONABLY 

NECESSARY TO COMPLY WITH APPLICABLE SECURITIES LAWS, INVESTORS 

(AND EACH EMPLOYEE, REPRESENTATIVE OR OTHER AGENT OF THE 

INVESTORS) MAY NOT DISCLOSE TO ANY AND ALL PERSONS, WITHOUT 

LIMITATION OF ANY KIND, THE U.S. FEDERAL INCOME TAX TREATMENT AND 

TAX STRUCTURE OF THIS OFFERING AND ALL MATERIALS OF ANY KIND 

(INCLUDING OPINIONS OR OTHER TAX ANALYSES) THAT ARE PROVIDED TO 

THE INVESTORS RELATING TO SUCH TAX TREATMENT AND TAX STRUCTURE. 

FOR THIS PURPOSE, "TAX STRUCTURE" IS LIMITED TO FACTS RELEVANT TO 

THE U.S. FEDERAL INCOME TAX TREATMENT OF THIS OFFERING AND DOES 

NOT INCLUDE INFORMATION RELATING TO THE IDENTITY OF THE ISSUER, 

ITS AFFILIATES, AGENTS OR ADVISORS. 
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MEMORANDUM SUMMARY 

The fo Uowing summary should be read in conjunction with, and is qualified in its entirety 

by the more detailed information appearing elsewhere in this Confidential Private Offering 

Memorandum. 

The Company 

DenSco Investment Corporation, an Arizona corporation (the "Company"), is an Arizona 

corporation, which has been in operation since April, 2001. In the ten years of operation from 

April, 2001 through June, 2011, the Company has engaged in 2622 loan transactions. The 

Company has been and will continue to be engaged primarily in the business of making high

interest loans with defined loan-to-value ratios to residential property remodelers ("Foreclosure 

Specialists") who purchase houses through pre-foreclosure process and foreclosure sales, all of 

which are secured by real estate deeds of trust (''Trust Deeds'') recorded against Arizona 

residential properties, but the Company will not limit its efforts to this niche. In connection with 

its business, the Company will seek to maintain a diversity of builders, loan size, back-office 

commercial properties, medical offices, strip commercial centers, high-end specialty and custom 

residential properties and construction locations. The Company does not intend to exceed a 

maximum loan size of $1,000,000.00. The Company intends to maintain a loan-to-value ratio 

below 70% percent in the aggregate for all loans in the loan portfolio. 

The Company's office is currently located at 6132 W. Victoria Place, Chandler, Arizona 

85226. Its current telephone number is 602-469-3001. 

Securities: 

688856.4 

The Offering 

The Company is offering the first $500,000 in principal amount of Notes 

on an "all-or-none, best efforts basis" and on a ''best efforts" basis with 

respect to the remaining $49.5 million in principal amount of Notes. In 

addition to the Company's President's (Denny Chittick) initial capital 

contnbution to the Company, Mr. Chittick maintains a $1 million 

0 

0 

0 

BC_002921 



,--

0 

Co 

~o 

investment in the Company at all times. This investment takes the form of 

Notes. Therefore, depending on the maturity of the Notes currently held 

by Mr. Chittick, the minimum offering may be met with his investment 

only. The interest rates of the Notes will vary and will depend on the 

denomination of the Note and the term selected by the investor. The Notes 

are offered in denominations ranging from $50,000 to $1,000,000.00, 

increasing in additional increments with a minimum of $10,000. The 

Notes are paid "interest only" during their terms, with principal payable 

only at maturity. Investors may elect to have interest paid monthly, 

quarterly or at maturity. If interest is paid other than monthly, interest will 

compound monthly. The Notes are not transferable without obtaining the 

prior written consent of the Company. The Notes are general obligations 

of the Company and are not directly secured by any specific asset of the 

Company. At any particular point in time, the assets of the Company will 

consist primarily of Trust Deeds in an aggregate principal amount 

approximately equal to the amount of the outstanding Notes. Sec "Use of 

Proceeds" and "Description of Securities." 

Restricted Natnre of 

Securities: 

Risk Factors: 

688856A 

The Notes are uot registered and are restricted securities. This is a private 

placement intended to be exempt from the registration requirements under 

federal and applicable state securities laws, and may only be made 

personally by a principal of the Company to a qualified investor who 

intends to hold the investment to maturity. Sec "Description of 

Securities." 

An investment in the Notes involves a significant degree of risk. Only 

investors who can bear the economic risk of such an investment should 

purchase the Notes. See ''Risk Factors" and "Investor Suitability." 
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Use of Proceeds: The proceeds of the offering will be used as working capital primarily for 

lending secured by, and the purchase ot; Trust Deeds within the guidelines 

set by the Company. See "Use of Proceeds" and "Business." 

Plan ofDistribution: Notes may be purchased directly from the Company without commission. 

6888S6.4 

The Company intends to make a contitruous ofrering oftlte Notes until the 

earlier of two years from the date of this memorandum or upon the sale of 

the maximum offering of $50 million; provided, however, the Company 

reserves the right to amend, modify or terminate this offering if the 

Company changes its operatio11S or method of offering in any material 

respect. See ''Description of Securities" and "Plan ofDistribution." 
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BUSINESS 

The Company was incorporated in Arizona on April 30, 2001 and is engaged primarily in 

the business of funding Foreclosure Specialists, who purchase houses through the preforeclosure 

process, and at foreclosure sales and through a sale ofREO properties (Real Estate Owned by a 

financial institution after a foreclosure) or short sale transactions. 

Target Markets and Potential Fnture Markets 

The Company will target the funding and purchasing of Trnst Deeds to qualified 

purchasers of foreclosed homes and qualified builders of Arizona co=ercial and residential 

projects. The primary focus is to lend money to qualified borrowers who can fulfill their loan 

obligation on highly marketable real properties with sufficient equity. When purchasing Trnst 

Deeds, the Company intends to consider Trnst Deeds that the loan-to-value ratio does not 

exceed 70 percent (70%) and the current yield is 18 percent (18%) or greater. Most of these 

purchased loans will have short-term maturities (less than one year), and under certain 

circumstances, Company may charge a higher interest rate or pass through additional costs 

incurred on short-term loans. Most Trust Deeds will range in size from $25,000 to $500,000, 

and the largest loan size is not intended to exceed $1,000,000. Each loan will be secured by its 

underlying real property (or in rare instances, separate real properties) as well as by personal 

property involved in the construction projects and personal guaranties (as determined on a case 

by case basis). The loans are written to be repaid in six months and all loans are structured to 

require monthly interest payments. A majority of the loans are paid back within three months; 

however, some loans are allowed to be extended on a case by case basis. 

For lending to Foreclosure Specialists who purchase foreclosed homes prior to or at the 

foreclosure sale, the Company will target remodelers, contractors and other entities engaged in 

this niche real estate market, but the Company will not limit its efforts to this niche. The 

Company intends to have these Trnst Deeds have loan-to-value ratios, no greater than 70 percent 

but with an objective goal of 50 percent to 60 percent. The Company anticipates that the 

minimum loan size will continue to be $25,000, and the maximum loan size will continue to be 
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$1,000,000. The values of these homes are determined to be based on the value to which they 

will appraise at or sell for on the retail market. 

For lending on commercial projects, the Company will target established, reputable 

contractors and developers who are developing back-office commercial properties, medical and 

other professional offices, strip and pre-sold commercial centers, multi-uoit apartment 

complexes, build-outs and high-end specialty projects on Arizona land they own or have rights to 

purchase. The Company intends to have these Trust Deeds have loan-to-value ratios, no greater 

than 65 percent but with an objective goal of 50 percent to 60 percent. The maximnm loan size 

is intended to be $1,000,000, with subordinated participation from other lenders for larger 

projects, which will probably obligate the Company to act on behalf of the other participating 

lenders. The Company intends to directly (through an officer or employee) or indirectly 

(through a real estate consultant) perform due diligence to verify certain information in 

connection with funding a Trust Deed. The loan-to-value ratio is determined by calculating the 

reasonable market value of the propertY at the end of the construction project. 

For residential loans, the Company will seek reputable, licensed contractors who have 

pre-sold homes to build for qualified buyers. The Company also plans to finance builders' 

models, builders' "spec" homes and those projects that are highly marketable and have 

substantial builder equity. Most of these borrowers may qualify for conventional bank financing 

but they may use the Company because of the faster financing, competitive over all costs, better 

service and personal relationships with Mr. Chittick. The Company will not lend to natural 

persons for persona~ family or household purposes. 

The Company may elect to participate as an equity partner in some projects should the 

benefits warrant the risk. From time to time, a default occurs on a loan and the Company needs 

to conduct a Tmstee's Sale or accept a Deed In Lieu of Foreclosure on the real property securing 

a loan. As such, if the Trustee conducting the Trustee's Sale does not receive a bid in excess of 

the Company's credit bid (in the amount of the loao, accrued interest and costs) at the Trnstee's 

Sale, the Company becomes the owner of the subject real property. The Company intends to sell 

such properties as quickly as possible in an effort to minimize resulting costs and losses, and to 

maintain a diversified financing operation. However, the Company reserves the right to lease 
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any property obtained through a Trustee's Sale or a Deed in Lieu of Foreclosure until the 

Company determines that the property can be sold at a sufficient price. The Company may 

diversify its financing operations in the future to include other areas of finance. The Company 

does not anticipate entering any non-Arizona market without first attempting to contact the 

significant Note holders and discussing this market with them. 

Cash Flow 

The Company nses a proprietary cash flow-management model for balancing the terms of 

the Trust Deeds the Company makes to its borrowers with the terms of the Notes purchased by 

the Company's investors. The Company's objective is to have sufficient cash coming in from 

Trust Deed payoffs to be able to redeem all Notes as they come due and maintain reserves 

without any need to sell assets or issue new Notes to repay the earlier maturing Notes. See "Risk 

Factors - Proceeds From Subsequently Issued Notes May Be Used to Repay Earlier Maturing 

Notes." 

Limited Due Diligence 

To the extent Trust Deeds are purchased, Trust Deeds will be purchased through a 

network of consultants, mortgage brokers and title companies that the Company believes are 

reliable referral sources. Prior to purchasing a Trust Deed or funding a direct loan, tbe Company 

intends to have an officer, employee or an authorized representative conduct a due diligence 

review by interviewing its owner, verifying the documentation and performing limited credit 

investigations as are deemed appropriate by the Company and visiting the subject property in a 

timely manner. For purchases of foreclosed homes, the properties are inspected after purchase, 

before or during rehabilitation and after rehabilitation to insure the property is improved to a 

marketable condition. The Company will not make residential loans to natural persons for 

personal, fumily or honsehold purposes. 
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Funding and Pnrchase of Loans 

The Company reserves the right to approve or decline the funding of each direct loan or 

the purchase of each Trust Deed submitted for purchase. 

Collections 

The Company services the contracts it purchases and originates. If a customer misses a 

payment without making satisfactory arrangement prior to the due date, the Company's policy 

will be to contact the customer within three to five days and watch the account closely until the 

payment or satisfactory arrangement has been made. At the discretion of the Company, the 

Company's normal documents provide that a late charge of ten percent of the interest amount 

due is to be assessed on a delinquent payment that is not cured within five days. If payment on a 

Trust Deed is thirty (30) days delinquent, an accelerated default rate goes into effect and 

foreclosure proceedings may begin under the Deed of Trust; provided, however, the Company 

may elect not to begin foreclosure proceedings if the property secured by the loan is under 

contract for sale or is in the process of being refinanced, The goal of the Company is to recover 

the principal of a loan and any interest and or any late fees assessed. If the borrower is unable in 

a timely manner to sell or refinance the subject property, the Company may request that the 

borrower execute a Deed in Lieu of Foreclosure (a "Deed in Lieu") to the Company so that the 

Company will gain immediate control of the subject property rather then going through the 

ninety (90) day process and expense associated with a Trustee's Sale. Upon the Company 

gaining control of the property through a Deed in Lieu or a Trustee's Sale, the Company will 

decide either to market the subject property at retail, which may require ad~ional monies to 

improve the property to retail ready condition, or to wholesale the subject property "as is." The 

Company may also decide to rent the subject property as an investment property. If applicable, 

the management of the rental properties will be maintained by a professional management 

company chosen by the Company. 
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Regulation 

The financing of construction loans and other types of real estate transactions are 

regulated by various federal and state government agencies, iocludiog the Arizona Department of 

Financial Institutions. Arizona Revised Statues §§ 6-901 to 910, §§ 6-941 to 948 and 6-971 to 

985, and regulations issued thereunder, have specific mortgage broker and mortgage banker 

licensiog and operating requirements. The Company's management believes that it is not 

required to be licensed by the Arizona Department of Financial Institutions as a mortgage broker 

or a mortgage banker nor under certain federal laws, such as Truth-In-Lending Act or the Real 

Estate Settlement Procedures Act. The Company intends to take the necessary steps to ensure 

that the borrowers it lends to and the projects covered by such loans will not full within the 

requirements imposed by the furegoing agency and acts. 

The Company will not receive any points, commissions, bonuses, referral fees, loan 

origination fees or other similar fees io connection with its real estate loans. The Company will 

only receive periodic ioterest resulting from the application of the note rate of iluerest to the 

outstanding principal balance remaining unpaid from time to time. By limiting its compensation 

in this manner, the Company's management believes it does not need a license from the Arizona 

Department of Financial Institutions as either a mortgage loan broker or mortgage banker; 

provided, however, the Company reserves the right to work with and to pay a reasonable and 

customary mortgage broker fee to a licensed mortgage loan broker or mortgage banker for 

services in connection with its loans or to other third-party professionals in connection with due 

diligence for its loans. 

Certain federal laws and regulations, such as the Trnth-io-Lending Act, Real Estate 

Settlement Procedures Act and others contain specific requirements fur lenders seeking to make 

loans to certain types of borrowers, which may or may not be secured by certain types of 

residential real property. Most of these statutes and regulations apply to transactions only if the 

loans are made to natural persons for personal, family or household purposes. The Company 

will not lend to natural persons for these purposes. 
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If new regulations are issued by the U.S. Federal Housing Administration (the "FHA") or 

if a more strict inte!J)retation of the current FHA regulations is implemented in the future, such 

regulations could reduce the demand fur the Company's loans from Foreclosure Specialists 

which could impair the Company's ability to keep all of the proceeds from this offering fully 

invested in loans with borrowers. 

Other states in the West have instituted additional restrictions concerning loans secured 

by private real estate, which are commonly referred to as "predatory mortgage lending laws." 

Although Arizona has not passed a similar statute, such provisions may come into effect in 

Arizona either through law or regulation during this offering. The Company's management 

believes that its practices will not need to change in order to comply with any of the current 

proposals if they should go into effect. However, there can be no assurance that such will be the 

case. 

The Company's management believes that it is not required to register or be licensed as 

an investment adviser with the State of Arizona or with the U.S. Securities Exchange 

Commission ("SEC'') pursuant to the Investment Advisers Act of 1940 (the "Advisers Act''), as 

amended. The Advisers Act and the analogous Arizona law generally require all persons that arc 

engaged in the business of providing investment advice for compensation to register with the 

SEC or Arizona provided that such adviser is not exempt from registration. The Company's 

management believes that it is not engaged in the business of providing investment advice for 

compensation, and as such, is not required to register as an investment adviser with either the 

SEC and/or the State of Arizona. In addition, even if the Company were deemed to be engaged 

in the business of providing investment advice for compensation, the Company anticipates that it 

would exempt from registration as a "private investment adviser" under rules and regulations of 

the SEC and/or the State of Arizona given that the Company has fewer than the threshold 

number of clients that would trigger registration with the SEC and/or the State of Arizona. 

Under the Dodd-Frank Wall Street Refurm and Consumer Protection Act ("Dodd-Frank 

Act"), the "private investment adviser" exemption was eliminated and replaced by a number of 

other specific exemptions. As directed by the Dodd-Frank Act, the SEC is currently preparing 
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the final rules (the ''Rules") that will provide guidance as to the applicability of the additional 

specific exemptions that replace the "private investment adviser" exemption. The Company 

expects that the SEC will issue the Rules during this offering; however, until this occurs, the 

Company cannot determine whether it will be required to register as a result of the Dodd-Frank 

Act and the Rules promulgated thereunder. Should the Rules require the Company to register as 

an investment adviser, the Company intends to take the necessary steps to register as an 

investment adviser with the State of Arizona and/or the SEC within the time frame outlined in 

such Rules. 

Diversity of Risk 

The Company will attempt to maintain a diverse portfolio of Trust Deeds and loans by 

seeking a large borrowing base, participating in several local markets, acquiring Trust Deeds for 

any lending into residential and commercial projects, establishing loan-to-value guidelines and 

limitiog financing to short terms. Currently, the Company's base of borrowers exceed 150 

approved and qualified borrowers. It is the Company's plan that the base of borrowers 

eventually will exceed 250 qualified contractors and foreclosure specialists. The Company will 

maintaio loans throughout the Phoenix metropolitan area to reduce its risk to fluctuations in 

values and conditions in IDa1kets within the metropolitan area. The Company also believes that 

it can reduce risk by participation in various types of financing: Trust Deeds on foreclosed 

properties, residential Trust Deeds and lendiog from $50,000 tract homes and condominiums to 

$1,000,000 custom "spec" homes; and commercial investments for flex-office, back-office, 

medical/general office and retail. In addition, the Company intends to maiotain general loan-to

value guidelines that cun-ently range from 50 percent to 65 percent (but it is intended not to 

exceed 70%), to help protect the Company's portfolio of loans. Further, all loans are relatively 

short term. 

Because of these varying degrees of diversification, the relatively short duration of each 

of the loans, and management's knowledge of the Phoenix metropolitan area market, the 

Company's management anticipates that it will not experience a significant amount of losses; 

however, there can be no asstmmce that the Company will not experience such losses. Mr. 

Chittick, individually, has made or paiticipated in approximately 2800 loans secured by real 
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estate over the last fourteen (14) years. As of the date of this Memorandum, Mr. Chittick and the 

Company have collectively experienced 44 loan defaults that required initiating a Trustee's sale 

process, with seven of such loans being settled prior to the Trustee Sale auction, Various 

borrowers have conveyed seven properties to the Company pursuant to a Deed in Lieu. To the 

extent the Company deems necessary, the Company intends to use the services of outside real 

estate lending consultants to assist in evaluating any loan or tbe security fur the loan to reduce 

the risk of a loss of principal due to the defunlt of a real estate loan by a borrower and the 

resulting fureclosure upon the security fur the loan. 

The Company will make available to each prospective investor, prior to the 

consummation of the offering and sale of a Note to snch investor and such investor's 

representative and advisers, the opportunity to ask questions and receive answers concerning the 

terms and conditions of this offering and to obtain any additional information that the Company 

may possess or may be able to obtain without unreasonable effort or expense, and which may be 

necessary to verify the accuracy of the infurmation furnished to such prospective investor. 

Executive Offices 

The Company's office is currently located at 6132 W. Victoria Place, Chandler, Arizona 

85226. Its c1ment telephone number is 602-469-3001. 
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RISK FACTORS 

An ilrvestment in the Notes offered by the Company involves a significant degree of risk. 

The securities offered hereby should not be purchased by anyone who cannot tolerate significant 

risk, including the possibility of losing their total investment in the Notes. In analyzing a 

possible investment in the Notes, prospective investors should consider carefully the following 

factors, together with the information contained elsewhere in this Memorandum. 

Operating History 

In the Company's ten year operating history through June, 2011, the Company has 

completed in excess of 2622 loan transactions. However, even with these number of loans ove1· 

ten years, the evaluation of prior company performance set forth in Prior Performance is limited 

in tinie. Accordingly, there can be no assurance that the Company will be able to continue to 

operate and achieve these results on a going-forward basis, which could limit the Company's 

ability to repay the Notes as planned. 

Competition 

The Company is engaged in a highly competitive industry. The Company competes with 

banks, savings and loan institutions, credit unions, mortgage brokers, finance companies and 

other private investors that are established in the fmance business. Competition in the fmance 

business is based upon the lowest overall loan cost, which consists of interest rates, fees, closing 

costs, document fees, reputation, and availability of funds and the length of time it takes to 

approve a loan. The cost of funds to many of our competitors is typically lower than the 

Company's, allowing them to compete for borrowers on better terms, such as interest rates, 

which is a significant component of loan cost. The competition usually has lower costs on 

longer-te1m loans. The Company's higher cost ofcapital and lending rates may result, in part, in 

the Company acquiring Trust Deeds and lending to borrowers who are unable to obtain financing 

from these larger competitors. In some cases, these types of borrowers have weaker credit 

worthiness than other borrowers, which could expose the Company to a greater risk of 
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nonpayment of its loans by borrowers. See "Business-Target Markets and Potential Future 

Markets." 

Ability to Generate Sufficient Cash Flow to Service the Outstanding Notes 

The Company's ability to generate cash in amounts sufficient to pay interest on the Notes 

and to repay or otherwise refinance the Notes as they mature depends upon the Company's 

receipt of payments due under the loans that are in the Company's portfolio. The Company's 

financial performance and cash flow depends upon prevailing economic conditions and certain 

financial, business and other fuctors that are beyond the Company's control These fuctors 

include, among others, economic and competitive conditions, particularly in areas in which the 

borrowers operate their businesses, and general economic conditions that affect the financial 

strength of developers and real estate investors in the areas that the Company intends to make 

investments. In recent years the decline of real estate values has been the largest challenge 

racing the real estate finance industry. This development is so me thing new to the industry that 

typically sees a slow rising in values of properties or at least a stability of prices. The dramatic 

and prolonged decrease in values has forced the Company to change how it operates, which is 

requiring monthly interest payments under its loans rather then allowing the interest to 

compound. The Company has also shortened the maturity of loans to borrowers in some cases 

and is only extending the loans to a fuw borrowers under strict conditions. Accordingly, an 

investment in the Notes offered hereby itwolves substantial risk and Notes should not be 

purchased by anyone who cannot tolerate substantial risk, including the possibility oflosing their 

total investment in the Notes. There can be no assurance that the Company will be able to 

continue to operate and repay the Notes as planned. 

Decrease in Value of Collateral for the Loans in Company's Portfolio 

The Company is responsible for collecting payments from loan obligors and for 

foreclosing under an applicable Trust_Deed in the event of default by an obligor. Ifthc Company 

is forced to conduct a Trustee's Sale to obtain ownership and possession of a property securing a 

loan, the value of the property may have decreased between the time that the outstanding loan 
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was initially made to the time of repossession pursuant to a Deed in Lieu or a Trustee's Sale. 

Consequently, the Company's sale of such property may result in a loss as a result of the amount 

owed to the Company being in excess of the value received by the Company pursuant to a 

subsequent sale of the property. Accordingly, an investment in the Notes offered hereby 

involves substantial risk and Notes should not be purchased by anyone who cannot tolerate 

substantial risk, including the possibility oflosing their total investment in the Notes. There can 

be no assurance that the Company will be able to continue to operate and repay the Notes as 

planned. 

Expansion of Real Estate Loan Base 

After giving effect to this offering and the application of the net proceeds, the Company 

will have significant outstanding indebtedness. The Company's ability to make scheduled 

principal and interest payments on the Notes will depend upon the Company's ability to generate 

adequate revenues from its real estate lending operations. The Company has historically 

received approximately 18% effective interest on its real estate loans but minimal interest on its 

·cash accounts at its bank. Therefore, in order to pay the principal and interest due on the Notes, 

the Company will need to loan a significant amount of its capital to its real estate loan borrowers 

and reloan any repayment proceeds in a timely manner. As the Company receives the proceeds 

from this offering, the Company intends to expand its real estate loan base in order to keep its 

capital loaned to its real estate loan borrowers as opposed to being in its cash accounts at the 

bank. If the Company cannot continue to expand its real estate loan base, it may not generate 

enough revenues to service its debt obligations, including the Notes. Accordingly, the Company 

will continue to rely upon repeat borrowers, word of mouth referrals ancl the referral network of 

outside mortgage brokers and consultants that Mr. Chittick has developed. See "Business-Target 

Markets and Potential Future Markets." 

Demand for Real Estate Loans 

The Company's success depends, in part, upon its ability to continue to develop and 

achieve growth in its real estate lending operations and to manage this growth effectively. In 
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formulating and implementing its business plan, the Company relied on the judgment of its 

officer and consultants, and on their research and collective experience to determine customers, 

marketing strategy and procedure. The Company has not plaoned, conducted or contracted for 

any independent market studies concerning the anticipated demand for the Company's real estate 

lending services. Although the Company has reviewed general reports concerning the number of 

houses being built, houses for sale, jobs created and people relocating to Metropolitan Phoenix, 

the Company has not reviewed any specific analysis concerning the demand for its niche in real 

estate lending. Although Mr. Chittick and the Company have developed a network of qualified 

borrowers and referral sources of current borrowers and escrow officers, there can be no 

assurance that there will continue to be sufficient demand for loans by qualified borrowers. To 

· the extent that there is insufficient demand for loans by qualified borrowers, this could have an 

adverse effect on the anticipated demand for the Company's real estate lending services and limit 

the Company in its effurts to generate sufficient revenues to make scheduled interest and 

principal payments on the Notes needed for growth. See "Business-Target Markets and Potential 

Future Markets." 

Management of Rapid Growth 

The Company's success depends, to a large extent, on its ability to achieve growth in the 

number of loan applications and closings, the due diligence and servicing of these loans and the 

ability to manage this growth effectively. This growth will challenge the Company's 

management, resources and systems. As part of its business strategy, the Company iatends to 

pursue continued growth through its business contacts, marketing capabilities and marketing 

alliances. As the Company continoes to grow, the Company will need to expand its resources 

and systems to manage future growth, but there can be no assurance that the Company will 

continue to be able to grow in the future or to even manage this growth effectively. Failure to do 

so could materially and adversely affect the Company's business and financial performance. See 

"Business," and "Management." 
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No Sinking Fund Provision; No Separate Loan Loss Reserve; Lack of Governmental 
Jnsnrance 

The Notes represent general obligations of the Company and will not be subject to 

redemption through a sinking fund. Although the Company does not currently maintain a loan 

loss reserve fund, the Company's Management tries to maintain an allowance fur losses as part 

of the Company's general assets at a level that Management believes is adequate to absorb any 

anticipated losses. At this time, the Company reserves the right to maintain such reserve in the 

Company's discretion, but the Company has no plans to currently implement a separate loan loss 

reserve fund. As a result, the risk of loss on the N ates is greater than would be the case if the 

Notes were backed by a sinking fund or if the Company funded and maintained a separate loan 

loss reserve fund. Repayment of the Notes by the Company is not secored by any property 

owned by the Company or any third party. There will be no limitation on the amount of future 

indebtedness that the Company may issue, create or incur, and the Company will not be 

prohibited from permitting liens to be placed on or creating senior liens on its property for any 

purpose, including for the purpose of secnring payments or additional indebtedness. 

Furthermore, neither the Federal Deposit Insnrance Corporation nor any other state or federal 

govermnent agency insnres the Notes. See ''Description of Securities." 

Terms of Notes 

The Company expects to redeem the Notes as they matnre, including the initial principal 

balance of each Note and all accrued and unpaid interest. However, the Company has the right 

to redeem the Notes at any time prior to maturity upon 30 days' written notice to the Noteholder. 

In the case of early redemption, the Company bas the absolute discretion to select the Notes that 

it will redeem, and there is no requirement that Notes be redeemed from Noteholders on a pro 

rata or any other basis. Notes redeemed prior to maturity would prevent Noteholders of the 

Notes called for redemption from receiving the anticipated return on such Notes. See 

"Description of Securities." 
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Proceeds From Subsequently Issued Notes May Be Used to Repay Earlier Maturing Notes 

The Company may be dependent upon the proceeds of subsequently issued Notes to 

repay earlier maturing Notes. If sufficient proceeds from such subsequently issued Notes are not 

raised, the Company would rely on its cash reserves, its operating capital and proceeds from the 

sale of Trust Deeds to repay the earlier maturing Notes. Such funds may be insufficient to repay 

the earlier maturing Notes, in which event the Company may be unable to repay such Notes or 

the subsequently issued Notes. The ability of a Noteholder to obtain payment of principal and 

interest on a Note in these circumstances could be limited to the extremely unlikely event that the 

Noteholder gains control over and sell assets of the Company. See ''Use of Proceeds" and 

"Description of Securities." 

Variable Rates and Maturities of Notes 

Each Note bears a fixed rate of interest from the date of its issuance until maturity or 

early redemption. However, Notes issued subsequent to those purchased by an investor may be 

issued at higher or lower interest rates and shorte.r or longer maturities, depending upon market 

conditions and other factors. Notes outstanding at any given time will not be modified to reflect 

the terms and conditions of such subsequently issued Notes. Therefore, any particular investor 

risks investing in the Notes on terms less favorable than may be available at later dates to future 

investors. See ''Description of Securities." 

Management anticipates that the interest rate on each Note will be dete.rmined and agreed 

upon on the date of issuance, in significant part, by the demand for funds and the competitive 

cnviromnent in the foreseeable future by the Company. Since the interest rate the Company may 

charge for its loans to its customers is limited by competitive and other factors, the Company 

may not be able to increase the interest rates charged on its loans to compensate for increases in 

its funding rate to investors. Similarly, the Company may not be able to decrease the funding 

rate to its investors to compensate for decreases in the interest rates charged on its loans to its 

customers. Also, market forces could eliminate the interest rate difference between the interest 
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rate paid to Investors and the interest rate charged to the Company's customers. See 

"Description of Securities." 

Value of Company's Assets 

The Notes, together with all other outstanding Notes and all other advances or liabilities 

owed by the Company to any holder of au outstanding Note, will be unsecured as to any and all 

assets owned by or later acquired by the Company (the "Company's Assets"). There cau be no 

assurance that the proceeds of any sale of the Company's Assets pursuant to and following au 

Event of Default (as defined in ''Description of Securities") would be sufficient to repay the 

Notes. In addition, investors in the Notes will have no ability to cause a sale of Company assets. 

See "Use of Proceeds," "Business" and "Description of Securities." 

Collections and Foreclosures 

The Company is responsible for collecting payments from loan obligors and for 

foreclosing under the applicable Trust Deed in the event of defuult by an obligor. If the 

Company must complete a project repossessed by it, the Company may have to inject additional 

capital, which it may not be able to fully recover. Further, the completion time may be in excess 

of one year, causing a severe strain on the cash flow of the Company, depending upon the project 

size. The Company also is subject to strict state law requirements in the collection and 

repossession of its collateral securing each loan. Although the <;ompany will make every effort 

to comply with all applicable laws, any failure to comply may subject the Company to severe 

monetary damages or penalties and may result in administrative or judicial action against the 

Company. See "Business-Regulation." 

No Assurance of Conventional Financing for the Company's Operations 

In addition to Note proceeds, the Company may establish lines of credit or obtain various 

forms of financing from a financial institution or any other person or entity. The Company's 
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management believes that during the past few years, conventional financing fur speculative 

business enterprises, such as the Company's lending operations, has become more difficult to 

obtain. If regular, continued sale of the Notes is not successful, and the Company is not able to 

obtain sufficient financing from other sources, the Company may be forced to sell Trust Deeds 

and/or loans in its portfolio to pay maturing Notes as they come due. Mr. Chittick has provided 

liquidity to the Company through an equity Hoe of credit in the past and he intends to do so in the 

future. When Mr. Chittick advances funds to the Company from this equity line of credit, Mr. 

Chittick draws an interest rate of 12 % per annum from the Company. Funds advanced in this 

manner are generally only short term (3-5 days). If the Company were to require additional 

conventional financing, the lender will probably secure its loan through Mr. Chittick to the 

Company by requiring a lien on the Company's assets, including the Trust Deeds. The [ender's 

lien would have priority to any claims of any of the investors in the Notes, which puts these 

investors at risk. There can be no assurance the Company would be able to receive sufficient 

proceeds from the sale of the loans or Trust Deeds to repay any additional financing, if 

applicable, and to repay all of the outstanding Notes. See ''Use of Proceeds," "Business" and 

"Description of Secnrities." 

Regulation 

Becanse it will not make loans for personal, fumily or household purposes, the Company 

believes it has structured its operations to be exempt from various federal and state regulations, 

and particularly from regulations affecting lending and financial institutions. If it is determined 

that the Company has not structured its operations so that it is exempt from regulation, the 

Company could become subject to extensive regulation, including the Truth in Lending Act, the 

Homeownership and Equity Protection Act of 1994, the Equal Credit Opportunity Act, the Fair 

Credit Reporting Act, the Real Estate Settlement Procedures Act and the Home Mortgage 

Disclosure Act, as well as various state laws and regulations. Failure to comply with any of 

these requirements or any similsr state law requirement, may result in, among other results, 

demands for indemnification or repurchase, rescission rights, lawsuits, administrative 

enforcement actions and civil and criminal liability. In addition, there can be no assurance that 

existing regulations will not be revised to govern the activities of the Company as currently 
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structured. Compliance with existing or future regulation could be costly and could materially 

and adversely affect the operations of the Company. See "Business - Regulation," including the 

predatory mortgage lending discussion contained therein. 

FHA Regulations 

If new regulations are issued by the Federal Housing Administration or if a more strict 

interpretation of any of its regulations is implemented in the future, such regulations could 

reduce the demand for the Company's loans from prospective borrowers, which could impair the 

Company's ability to keep all of the proceeds ftom this offering fully invested. See ''Business -

Regulation." 

No Assurance of Successful Placement of the Notes 

The Notes arc being privately placed by the Company to qualified investors who intend 

to hold them for their own account until maturity. There is no underwriter, and there is no 

assurance that the Company will be successful in the continued placement of the Notes in a 

manner sufficient to satisfy its cash flow requirements to continue funding loans to its borrowers. 

See '1.Jse of Proceeds" and "Business." 

Absence of Public Market/ Non-Transferability of Notes 

The Notes have not been registered under the Act or any state securities law and, unless 

so registered, may not be offered or sold except pursuant to an exemption from, or in a 

transaction not subject to, the registration requirements of the Act and applicable state securities 

Jaws. The Company does not intend to register the Notes under the Act or any state securities 

law. In addition, the Notes are non-transferable without the prior written consent of the 

Company, which consent may be withheld in the Company's sole discretion. Accordingly, there 

is no public or private trading market for the Notes, and it is highly unlikely that a trading market 
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will develop. The Company has no obligation to make any effort to cause a trading market to 

develop and does not intend to take any actions to cause a trading market to develop. 

Accordingly, and because tbe restricted nature oftbe security prohibits tbe purchase oftbe Notes 

for any purpose otber tban holding to maturity, an investor in the Notes lllilst anticipate holding 

tbe Notes to maturity. Sec ''Description of Securities." 

Impact of Change in Economic Conditions 

An unforeseen change of general economic conditions, and particularly in Arizona and 

the southwestern United States, may adversely impact the Company's business and its ability to 

generate sufficient operating income to satisfy its debt obligations, including its obligations 

under the Notes as Ibey become due. The Company maintains tbe right to adjust tbe interest paid 

in subsequently offered Notes aud on tbe Notes offered hereby with 30 days' written notice. In 

the past, Arizona's real estate market has been cyclical and has experienced severe fluctuations. 

fuvestors should anticipate that these real estate markets might experience cyclical fluctuations in 

the futnre. The Company would adjust its operations in response to changing conditions, but 

tbere can be no assurance that the Company will be able to operate as planned during periods of 

such fluctuation or adjust its operations to avoid tbe impact of such changed conditions. See 

"Business-Target Markets and Potential Future Markets." 

Dependence on Key Personnel 

The Company is dependent on tbe continued services of Mr. Chittick The Company's 

ability to continue its lending operations would be significantly and adversely affected by tbe 

loss of Mr. Chittick if a qualified replacement could not be fuund without undue delay. 

Although Mr. Chittick occasionally uses the services of outside consultants who have assisted 

Mr. Chittick in limited absences, it is unlikely that an outside consultant would be able to 

perfurm Mr. Chittick's duties as successfully as Mr. Chittick has done. If Mr. Chittick is 

disabled or unavailable for a long period of time, Mr. Chittick has developed a contingency plan 

fur a consultant to wind down the Company's business, but there can be no assurance that such 
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plan will be successful. See ''Management-Contingency Plan in the Event of the Death or 

Disabilliy-of-Mr,-8bit-tick. n -- -

Management's Outside Interests and Conflicts of Interest 

Mr. Chittick may maintain some activity in personal investments outside of the Company 

and he may manage similar types of outside portfolios as those maintained by the Company. 

Some of the Company's outside consultants who occasionally assist Mr. Chittick also make 

iovestments in loans secured by deeds of trust. In addition, Mr. Chittick iovests in similar 

instruments on bis own behalf Since the Company plans to iovest in portfolios similar to those 

of some of its consultants and Mr. Chittick, and because of the past (and limited present) 

consultiog relationships between and among Mr. Chittick and some consultants, conflicts of 

interest exist and will contioue to exist between the Company and the outside interests of Mr. 

Chittick and some consultants. See "Management." 

No Protections From Investment Company Act Registration 

The Company is not registered, and does not intend to register, under the Investment 

Company Act of 1940 in reliance upon an exclusion from the definition of an iovestment 

company provided io Section 3(c)(5) thereof. As a result, the operation and conduct of the 

Company's business will be subject to substantially less federal and state regulation and 

supervision than a registered investment company. If the Company was subject to the 

Investment Company Act of 1940, the Company would be required to comply with significant, 

ongoing regulation which would have an adverse impact on its operations. This could occur if a 

significant proportion of the proceeds from the sale of the Notes were invested in short-term debt 

instruments for longer than a one-year period, The Company intends to take all reasonable steps 

to avoid such classification. See ''Busioess." 
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No Protections From Investment Advisers Act of 1940 or Analogons Arizona Law 

The Company is not registered or licensed, and does not intend to register or become 

licensed as an investment adviser with the State of Arizona or with the SEC pursuant to the 

Investment Advisers Act of 1940 because the Company's management believes that the 

Company is not engaged in tlle business of providing investment advice for compensation. 

Accordingly, the operation and conduct of the Company's business will be subject to less federal 

and state regulation and supervision than a registered investment adviser. If the Company was 

subject to the Investment Advisers Act of 1940 or the analogous Arizona law, the Company 

would be required to comply with significant, ongoing regulation which could cause the 

Company to incur additional costs, adversely impacting its operations. This could occnr if the 

Company were deemed to be engaged in the business of providing investment advice for 

compensation and the Company cannot avail itself of the private investment adviser exemption 

under Arizona law or the forthcoming exemptions under the Rnles to be promulgated by the SEC 

pursuant to the Dodd-Frank Act. The Company intends to take all reasonable steps to avoid such 

classification. Sec "Business." 

Control by and Benefits to Insiders 

Noteholders will not be able to influence the management of the Company because Mr. 

Chittick owns all of the outstauding shares of common stock of the Company. See 

'Management" and "Principal Shareholder." 
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Difficulties and Costs of Continuous Offering 

Until the maximum offering proceeds are attained or the Company terminates this 

offering, the Company expects to offer the Notes for placement on a continuing basis for two 

years from the date of this Memorandum unless the Company changes its operations or method 

of offering in any material respect prior to the expiration of the two year offering period. See 

''Plan of Distribution." In order to continue offering the Notes during this period, the Company 

will need to update this Memorandum from time to time. Keeping the information in the 

Memorandum current will cause the Company to incur additional costs. A failure to update this 

Memorandum as required could result in the Company being subject to a claim under Section 

l0b-5 of the Securities Act for employing a manipulative or deceptive device in the sale of 

securities, subjecting the Company, and possibly the management of the Company, to claims 

from regulators and investors. In addition, an investor might seek to have the sale of the Notes 

hereunder rescinded wbich would have a serious adverse effect on the Company's operations. 

Certain Charter Provisions 

Arizona law provides that Arizona corporations may include provisions in their articles of 

incorporation or bylaws relieving directors and officers of monetary liability fur breach of their 

fiduciary duty as director or officers, respectively, except for the liability of a director or officer 

resulting from: (i) any transaction from which the director derives an improper personal benefit; 

(ii) acts or omissions involving intentional misconduct or the absence of good faith; (ili) acts or 

omissions showing reckless disregard fur the director's or officer's duty; or (iv) the making of an 

illegal distnoution to shareholders or an illegal loan or guaranty. 

The Company's Articles oflncorporation provide that the Company's directors are not 

liable to the Company or its shareholders for monetary damages for the breach of their fiduciary 

duties to the fullest extent permitted by Arizona law. The Company's Bylaws provide that the 

Company may indemnify its directors and officers as to those liabilities and on terms and 

conditions permitted by Arizona law including the payment of expenses incurred by a director or 
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officer in advance of final disposition of the proceeding following the furnishing of certain 

written representations. 

Notes Are Unsecured General Obligations 

The Notes are unsecured obligations of the Company, and Noteholders will be general 

unsecured creditors of the Company. The Notes do not limit the Company's ability to obtain 

additional capital from other sources and do not limit the Company's ability to grant such other 

financing sources liens or other security :interests in the Company's assets and other property. If 

a bankruptcy proceeding is commenced by or against the Company, creditors of the Company 

who were granted a security interest in the Company's property will be entitled to repayment 

prior to any general unsecured creditors of the Company, including the Noteholders. The 

Company may also incur additional unsecured obligations, which could reduce the funds 

available for repayment of the Notes in a bankruptcy or other liquidation scenario. Title 11 of 

the United States Code (the Bankruptcy code'') also specifies that certain other creditors be 

entitled to repayment prior to general unsecured creditors. There can be no assurance that the 

Noteholders will receive any payments in respect of the Notes if the indebtedness of any secured 

creditors of the Company exceeds the value of such secured creditors' collateral 

Changes In Investment and Financing Polices Without Noteholder Approval 

The major business decisions and policies of the Company, including its investment and 

lending policies and other policies with respect to growth, operations, debt and distributions, will 

be determined by the Company's management. The Company's management will be able to 

amend or revise these and other policies, or approve transactions that deviate from these policies, 

from time to time without a vote of the Noteholders. Accordingly, the Noteholders will have no 

control over changes in strategies and policies of the Company, and such changes may not serve 

the interests of all the Noteholders and could materially and adversely affect the Company's 

financial condition or results of operations. 
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Issuance of Additional Debt and Equity Securities 

The Company will have authority to offer additional debt and equity securities fur cash, 

in exchange for property, services or otherwise. The Noteholders will have no preemptive right 

to acquire any such securities. Further, the Company is not subject to any agreement that limits 

or restricts the amount or the terms of additional debt that the Company may incur in the future. 

To the extent that the Company incurs debt and grants its creditors security interests in or other 

liens upon the Company's assets or other collateral, those other creditors would enjoy priority in 

right of payment compared to the Noteholders, up to the value realizable from such collateral. 

Concentration of Loans in Arizona 

The Company's portfolio of loans is concentrated in Arizona. Consequently, the 

Company's operations and financial condition are dependent upon general trends in the Arizona 

market in which such concentration exists and, more specifically, its respective real estate 

market. A decline in a market in which the Company has a concentration may adversely affect 

the values of properties securing the Company's loans, such that the principal balance of such 

loans may equal or exceed the value of the underlyicg properties, making the Company's ability 

to recover losses in the event of a borrower's default unlikely. In addition, uninsured disasters 

such as floods, terrorism, and acts of war may adversely impact the borrowers' ability to repay 

loans, which could have a material adverse effect on the Company's results of operations and 

fmancial condition. 

Possible Inadequacy of Allowances for Loan Losses 

The Company's allowance fur losses related to the loans is roaintainecl at a level 

considered adequate by management to absorb anticipated losses, based upon historical 

experience and upon management's assessment of the collectibility of loans in the Company's 

portfolio from time to time. The amoont of future losses is susceptible to changes in economic, 

operating and other conditions, including changes in interest rates that may be beyond the 
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Company's control and such losses may exceed current estimates. Although management 

believes that the Company's allowance for losses related to the loans is adequate to absorb any 

losses on existing loans that may become uncollectible, there can be no assurance that the 

allowance will prove sufficient to cover actual losses related to the Joans in the future. 

Broad Management Discretion as to Use of Proceeds 

The net proceeds to be received by the Company in connection with this offering will be 

used for working capital and general corporate purposes, including the funding of loans. 

Accordingly, management will have broad discretion with respect to the expenditure of such 

proceeds. Purchasers of the Notes will be entrusting their funds to the Company's management, 

upon whose judgment they must depend, with limited information conceming the specific 

working capital requirements and general corporate purposes to which the funds will ultimately 

be applied. See "Use of Proceeds." 

Company Is Exposed to Risks of Being a Lender 

The current economic downturn could severely disrupt the market for real estate loans 

and adversely affect the value of any outstanding real estate loans made by the Company, and in 

turn the Notes. Non-performing real estate loans may require substantial negotiations by the 

Company with the borrower in order for the Company to ultimately obtain the underlying 

property used as collateral for the loan. The Company may incur additional expenses to the 

extent it is required to negotiate with the borrower in order to obtain the underlying property. In 

the event the Company is unable to obtain the underlying property, because of the nnique and 

customized nature of a real estate loan, certain real estate loans may not be sold easily. One or 

more non-perfurming real estate loans secured by property that the Company is unable to obtain 

could have a negative affect on the performance of the Company and the return on your 

investment. 
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Governmental Action May Reduce Recoveries on Non-Performing Real Estate Loans 

In the event the Company decides to foreclose on a real estate loan, legislative or 

regulatory initiatives by federal, state or local legislative bodies or administrative agencies, if 

enacted or adopted, could delay foreclosure, provide new defenses to foreclosure or othetwise 

impair the ability of the Company to foreclose on a real estate loan in defuult. Various 

jurisdictions have considered or are currently considering such actions, and tbe nature or extent 

of the limitation on foreclosure that may be enacted cannot be predicted. Bankruptcy courts 

could, if this legislation is enacted, reduce the amount of the principal balance on a real estate 

loan, reduce the interest rate, extend the term to maturity or otherwise modify the t=s of a 

bankrupt borrower's real estate loao. 

Property Owners Fili11g for Bankruptcy May Adversely Affect the Compa11y and the Notes 

The filing of a petition in bankruptcy automatically stops or "stays" any actio:ns to 

enforce the t=s of a real estate loao. Further, the bankruptcy court may take other actio:ns that 

prevent the Company from foreclosing on the underlying property. A court may require 

modifications of the t=s of a real estate loan, inclnding reducing the amount of each mo:ntbly 

payment, changing the rate of interest and altering the payment schedule, thus allowing the 

borrower to keep the underlying property and thus preventing foreclosure by the Company 

and/or making the sale of the real estate less profitable. A court may also permit a borrower to 

cure a monetary default relating to a real estate loan by paying arrcarages within a reasonable 

period and reirtstating the original real estate loan payment schedule, even if a :final judgment of 

foreclosure has been entered in a state court. Any bankruptcy proceeding wil~ at a minimum, 

delay the Company in achieving its investment objectives and may adversely affect the 

Company's profitability. 

Violation of Various Federal, State and Local Laws May Result in Losses 

Violations of certain feder~ state or local laws and regulations relating to the protection 

of consumers, unfair and deceptive practices and debt collection practices may subject the 
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Company to damages and administrative enforcement. In the event that a real estate loan issued 

by the Company was not originated in compliance with applicable federal, state and local law, 

the Company may be subject to monetary penalties and could result in the borrowers rescinding 

the affected real estate loan. As a result, the Company may not be able to achieve its financial 

projections with respect to the particular underlying property. 

Delays in Liquidation Due to State and Local Laws 

Property foreclosure actions are regulated by state and local statutes and rules and are 

subject to many of the delays and expenses ofother lawsuits, sometimes requiring several years 

to complete. As a result, if the Company is not able to obtain the property voluntarily from the 

borrower, the Company may not be able to quickly foreclose on and subsequently sell a property 

securing a real estate loan. 

An Investment in the Notes May Not Be Consistent With Section 404 of ER.ISA 

Persons acting as fiduciaries on behalf of a qualified profit sharing, pension or other 

retirement trusts subject to the Employee Retirement Income Security Act of 1974 ("ER1SA") 

should satisfy themselves that an investment in the Notes is consistent with Section 404 of 

ER.ISA and that the investment is prudent, talcing into consideration cash flow and other 

objectives of the investor. 

There Can Be no Assurance of Confidentiality 

As part of the subscription process, investors will provide significant amounts of 

information about themselves to the Company. Pursuant to applicable laws, such ioformation 

may be made available to third parties that have dealings with the Company, and governmental 

authorities (including by means of securities law-reqnired information statements that are open to 

public inspection). Investors that are highly sensitive to such issues should consider talcing steps 
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to mitigate the impact upon them of such disclosures (such as by investing in the Notes through 

an intermediary entity). 

Legal Counsel to the Company and Its President Does Not Represent the Noteholders 

Each investor must acknowledge and agree in the Subscription Agreement that legal 

counsel representing the Company and its President does not represent, and shall not be deemed 

under the applicable codes of professional responsibility, to have represented or to be 

represeoting, any or all of the investors. 

Legal Counsel to the Company Will Represent the Interests Solely of the Company and Its 

President 

Documents relating to the purchase of Notes, including the Subscription Agreement to be 

completed by each investor, will be detailed and often technical in nature. Legal counsel to the 

Company will represent the interests solely of the Company and its President, and will not 

represent the interests of any investor. Accordingly, each prospective investor is urged to consult 

with its own legal counsel befure investing in the Company and the purchase of the Notes. 

Finally, in advising as to matters of law (including matters of law described in this 

Memorandum), legal counsel has relied, and will rely, upon representations of fact made by the 

Company's President. Such advice may be materially inacCllfllte or incomplete if any such 

representations are themselves inaccurate or incomplete, and legal counsel generally will not 

undertake independent investigation with regard to such representations. 

Federal Income Tax Risks 

The discussion entitled "Certain United States Federal Income Tax Considerations" 

includes a discussion of certain U.S. income tax risks involved in an investment in the Notes. 

The section does not discuss all aspects of U.S. federal income taxation that may be relevant to 

any particular investor and cannot address any investor's specific investment circumstances. In 
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addition, the section does not include a discussion of state, local or foreign tax laws. Each 

investor should consult its own tax advisor with respect to these and other tax consequences of 

an investment in the Notes. 
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FORWARD-LOOICTNG STATEMENTS 

This Confidential Private Offering Memorandum, including infurmation incorporated by 

reference in this Memorandum, contains forward-looking statements regarding the Company's 

plans, expectations, estimates and beliefs. Actual results could differ materially from those 

discussed in, or implied by, these forward-looking statements. When used in this Memorandum, 

the words "anticipate," "intend," "believe," "estimate," and other similar expressions generally 

identify forward-looking statements, which are found throughout this Memorandum whenever 

statements arc made that arc not historical facts. Accordingly, such forward-looking statements 

might not accurately predict future events or the actual performance of an investment in the 

Notes. In addition, you must disregard any projections and representations, written or oral, 

which do not conform to those contained in this Confidential Private Offering Memorandum. 
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USE OF PROCEEDS 

The Company intends to use the net proceeds received from the sale of the Notes, 

primarily for operating capilal, to purchase and fund Trust Deeds and to acquire interests in 

properties or notes, which the Company's management anticipates to be able to resell or collect 

as applicable. The proceeds from the sale ofNotes may be nsed to repay earlier maturing Notes; 

provided, however, the Company will limit the amount of money that may be raised for this 

purpose so that the Company will not become subject to the Investment Company Act of 1940. 

See ''Risk Factors - Proceeds From Subsequently Issued Notes May Be Used to Repay Earlier 

Maturing Notes." 

The Company may nse proceeds from this private placement for general business 

purposes, including rent, advertising, labor and administrative expenses, if needed, investment, 

expansion or the purchase of capital assets and to fund loans to borrowers and purchase Trust 

Deeds. However, the Company expects that no more than .OS percent of the proceeds of the 

offering will be allocated to general business purposes. The Company is not required to maintain 

reserves or to deposit any of the proceeds of the offering, into a reserve account, for the purpose 

of providing liquidity to service interest payments on, and redemption ot; the Notes as they 

mature. The Company does not intend to maintain reserves from the proceeds of the o±Toring in 

a cash reserve account. The remaining proceeds, net of cash reserves, if any, should be available 

to fund and purchase Trust Deeds. The Company is not required or obligated to give 

Noteholders notice of any changes in the Company's intended use ofproceeds of the offering. 

See uBusiness." 

The following table sets forth the Company's best estimates of the use of the minimum 

and maximum target gross proceeds from the sale of the Notes. 
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.Minimum Percent Target Percent 

A11tou11t of Amount of 

Raised Offering Raised Offering 

Gross Offering Proceeds $500,000 100% $50,000,000 100% 

Commissions & Costs (1) -0- 0% -0- 0% 

Cash Reserve (2) -0- 0% -0- 0% 

General Business (3) $25,000 5% $25,000 .05% 

Proceeds Available For Funding/ Purchase $475,000 95% $49,975,000 99.95% 
of Construction Loans (4) 

(1) The Company does not anticipate paying costs and commissions in excess of the costs 

associated with this offering. The Notes may be purchased directly from the Company 

without commission. Notes maturing more than two years also may be purchased by 

investors using qualified funds (ie., IRA, SEP IRA, ROTH IRA and Keogh Plans), through 

a licensed broker-dealer and with an approved custodian; provided, that such investments 

meet the investor suitability requirement. 

(2) Company intends (but is not required) to maintain cash reserves (or access to other funds) 

approximately equal to a minimum of one percent of the aggregate balance of Notes 

outstanding in its general accounts to provide funds to service interest payments and to 

facilitate redemption of the Notes. This amount will be calculated using a proprietary cash

flow management model. Interest accruing in the general accounts will belong to the 

Company. 

(3) Company anticipates that its current fucilities are adequate to fund real estate loans and to 

service the volume of contracts that would be purchased at the minimum level of proceeds. 

If its business is significantly increased, the Company may invest in additional personnel, 

computer equipment and fucilities capable of processing increased data. General business 

expenses may also include the offuring expenses. 
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(4) This use of the proceeds is only an estimate and the Company reserves the right to allocate 

the proceeds in a different manner consistent with the Confidential Private Offering 

Memorandum. 
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PRIOR PERFORMANCE 

Mr. Chittick organized the Company in April of 2001 to provide a short-term funding 

source for primarily real estate developers and foreclosure specialists. Mr. Chittick has arranged 

for the funding and administration of real estate loa11S since that time. [The chart set forth below 

indicates the Company's history in raising money from investors, the number ofloans made, the 

aggregate amount of such loans, the underlying values of the security for such loans and any 

problems with respect to such lo=.] 

Mr. Chittick initially capitalized the company with one million dollars of his personal 

funds. From Jnly 2001 through December 2001, an additional $500,000 was raised from 

investors. In 2002, an additional $930,000 was raised from investors. In 2003, an additional 

$1,550,000 was raised from existing and new investors. In 2004, the amount from both old and 

new investors increased to an additional $2,450,000. In 2005, an additional $2,670,000 was 

raised from existing and new investors. In 2006, an additional $2,800,000 was raised from 

existing and new investors. In 2007, an additional $2,400,000 was raised from existing and new 

investors. In 2008, an additional $3,000,000 was raised from existing and new investors. In 

2009, an additional $2,100,000 was raised from existing and new investors. In 2010, an 

additional $2,800,000 was raised from existing and new investors. From January 201 t to June, 

2011, an additional $4,700,000 was raised from existing and new investors. Mr. Chittick uses an 

equity line of credit to help facilitate cash flow for the Company. All of the money raised from 

investors has been through the sale of promissory notes like those being offered in this 

placement. Such notes were for terms of 6 to 60 months and have, to date, drawn interest at the 

rate of8 to 12% per annum. The Company has never defaulted on either interest or principal for 

any ofsnch notes. 

The money raised by the Company from investors has historically been divided into a 

large portfolio ofloans secured by marketable properties with varyiog values and locations in the 

Phoenix metro area. The Company is currently lending in approximately 20 cities in the Phoenix 

metro area, which includes Maricopa and Pinal Counties. The Company will have loans secured 

by properties in many of these cities simultaneously. The Company has endeavored to maintain 

a large and diverse base of borrowers as well as a diverse selection of properties as collateral for 
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its loans to the borrowers. However, in response to the more recent challenging conditions in the 

real estate market, the Company has focused on maintaining relationships with borrowers that 

have a proven track record with a good payment history and performance. The Company 

continues to strive to achieve a diverse borrower base by attempting to ensure that one borrower 

will not comprise more than 10 to 15 percent of the total portfolio. 

All real estate loans funded by the Company have been and are intended to be secured 

through first position trust deeds. The loan to value ratio of the Company's overall portfolio has 

averaged less than 70% and the Company intends to maintain a loan to value ratio of 50% to 

65%. 

Year Loans Loan Value Value of loans Loans Loans Repaid Value of Homes 
Funded Repaid Value Repaid 

2001 37 $3,378,000.00 $6,393,000.00 15 $1,452,000.00 $2,431,000.00 
2002 69 $5,685,000.00 $878,000.00 66 $5,267,000.00 $9,076,300.00 
2003 124 $1,753,500.00 106 $963,500.00 $14,488,500.00 

$11,673,000.0 
0 

2004 185 170 $17,951,700.00 $26,939,500.00 
$19,907,000.0 $30,422,600.0 

a a 
2005 236 232 $31,001,940.00 $45,111,500.00 

$34,955,700.0 $50,487,300.0 
0 0 

2006 215 212 $35,301,250.00 $53,057,200.00 
$34,468,100.0 $52,784,000.0 

0 0 
2007 272 257 $41,424,815.00 $65,482,800.00 

$42,579,634.0 $65,931,500.0 
a 0 

2008 304 257 $34,578,755.00 $56,369,400.00 
$38,864,660.0 $63,671,300.0 

0 0 
2009 412 349 $39,416,824.00 $67,713,100.00 

$41,114,707.0 $72,078,020.0 
0 0 

2010 390 355 $37,175,201.00 $61,666,170.00 
$37,973,097.0 $63,771,350.0 

0 a 
•201 378 '300 $29,883,992.00 $51,004,900.00 

1 $36,187,995.0 $62,240,600.0 
0 0 

$274,416,977.00 $453,340,370.00 

688856.4 37 

0 

0 

0 
BC_002957 



0 

~-0 

$306,786,893. $470,411,170. 
00 00 

2622 2019 
"Through June 30, 2011 

From 2001-2005, all interest due from all loans was collected. 

In 2006, one loan that was foreclosed on, and successfully resold, did not pay all the 

interest due. However, the small uncollected amount was absorbed by the Company. 

In 2007, one condominium loan, two house loans, and one lsnd loan were foreclosed. 

While the condominium and houses were sold with minimal principal loss, nmch of the interest 

was collected on all four loans. One laud loan was written off. The loss was absorbed by the 

Company. 

In 2008, one condominium and six homes were sold with nrinimal principal loss; much of 

tbe interest was collected on all the loans. The loss was absorbed by the Company. There were 

15 more homes that were either foreclosed on or ownership was acquired through the deed in 

lieu process. These houses are presently either for sale on the retail market, or have been rented 

and are for sale on the investor market. 

In 2009, one condonrinium and 12 homes were sold with principle loss; much of the 

interest was collected on all the loans. The loss was absorbed by tbe Company. The Company 

also acquired a 12-plex that was a construction loan. This i;J being rented and managed by a 

property management firm. 

In 2010, one house was sold for a loss. It was acquired through foreclosure in 2009; the 

loss was absorbed by the Company. 

In 2011, three homes were sold for a loss. The losses were absorbed by the Company. 

There were three homes that were sold for a gain and all interest was paid in full. One house is 

presently in escrow, which will close in July, to which a gain will be made. 
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The Company presently has three condominiums, 12 houses and a 12-plex that are all 

being rented. A professional management company has been retained to manage these properties. 

All of these properties are listed to be sold. The rent received is at or slight negative to the cost of 

capital for the Company. It was Management's decision to retain these properties rather than sell 

them and take a loss. Now that the market has shown some signs of strengthening, it is believed 

that these properties can be sold fur minimal loss to the Company. 

The Company has one condominium and one lot are currently for sale. The lot is 

currently be negotiated to be rented by a construction company at the cost of capital The goal is 

sell both of these properties as soon as possible. 

Since inception through June 30, 2011, the Company has participated in 2622 loans, with 

an average loan amount of $116,000, with the highest single loan being $800,000 and lowest 

being $12,000. The aggregate amount of loans funded is $306,786,893 with property values 

totaling $470,411,170. The total amount of loans that have funded and closed is $274,416,977 

with home values equaling $453,340,340. These loans have borne interest rates of 18% per 

annum. The interest rate paid to noteholders has ranged from 8% to 12% per annum through 

snch date. Each and every Noteholder has been paid the interest and principle due to that 

Noteholder in accordance with the respective terms of the Noteholder's Notes. Despite any 

losses incurred by the Company from its borrowers, no Noteholder has sustained any diminished 

return or loss on their investment in a Note from the Company. 
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MANAGEMENT 

Directors and Executive Officers 

The Director and Executive Officer of the Company are: Denny J. Chittick, 4_, President, 

Vice President, Treasurer, and Secretary, 

Denny J. Chittick worked at Insight Enterprises, Inc, a publicly traded company, for 

nearly 10 years, holding many different positions from finance, accounting, operations and held 

the position of Sr. Vice President and CIO when he left the company in 1997. Since leaving 

Insight, he has been involved in several different companies, including a software company, 

internet company and finance company. Mr. Chittick holds a degree in Finance from Arizona 

State University. 

Real Estate Consultant 

The Company will have only one employee, which will require the Company to use 

outside consultants on a periodic basis to provide various services. These consultants may be 

retained to assist with any necessary due diligence in connection with these loans and, to the 

extent necessary, to assist with the closing of a loan. 

Employees 

With the assistance of outside consultants on an as-needed basis, Mr. Chittick intends to 

operate the Company as its primary employee, analyzing, negotiating, originating, purchasing 

and servicing Trust Deeds by himself. As the portfolio of contracts increases, the Company may 

add additional personnel 
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Contingency Plan in the Event of Death or Disability of Mr. Chittick 

In the event that Mr. Chittick is unable to perform his duties to continue the operation of 

the Company in any capacity, Mr. Chittick has a written agreement with Robert Koehler, an 

owner of RLS Capital, Inc. to provide or arrange for any necessary services for the Company. 

Robert has twelve (12) years of experience supporting real estate loan portfolios similar to the 

portfolio of the Company. Robert holds a real estate license in Arizona and has worked as a loan 

officer in the residential and co=ercial transactions and has conducted due diligence effort for 

thousands of private purchase of notes and trust deeds. Robert is respected as a member of the 

Arizona real estate investment co=unity by investors, borrowers, mortgage brokers, escrow 

officers and real estate agents. As part of this contingency plan, Robert is a signatory on the 

Company's bank account. On a weekly basis, Robert receives an updated spreadsheet of all 

properties currently being used as collateral for a loan. On a monthly basis, Robert receives a 

spreadsheet of all the investors and what is owed to each of them, and receives the monthly 

statements for all investors. Pursuant to the agreement with Robert, upon Robert's receipt of 

instructions from Denny Chittick, or from other designated individuals, or upon medical 

confirmation that Mr. Chittick is unable to continue to perform his duties as President of the 

Company for an extended period of time, Robert will act to close down the Company's business 

by collecting all of the monies due on the Trust Deeds and Robert will return all of the principal 

and interest owed to the investors pursuant to the Notes. 

Management Compensation 

As the sole shareholder, Mr. Chittick receives a salary consistent with IRS guidelines. 

Salary adjustments are made at year-end in order for Mr. Chittick to fund his 40l(K) and to pay 

his income taxes. Year-end profits are taxed to Mr. Chittick pursuant to the U.S. Internal 

Revenue Code rules applicable to Subchapter S corporations. Therefore, year-end profits may be 

distributed to Mr. Chittick. In addition, Mr. Chittick is paid interest on Notes funded by Mr. 

Chittick in the same manner as the other investors. See "Management - Management 

Compensation." As the Company expands its lending operations and increases the workload of 
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Mr. Chittick, he reserves the right to receive an increased salary so long as there is no current 

default under the N ates. 

Ownership Compensation 

The Company receives its revenue primarily from interest earned on trust deeds, rents on 

properties owned by the Company, interest on cash reserve accounts, and interest earned on 

iovestments made by the Company after subtracting interest paid on its debts. The amount of 

profits, and therefore, compensation to Mr. Chittick, will be dependent upon the amount ofNotes 

sold, Trust Deeds acquired, loans made and the terms of such loans. After payment of its 

principal and interest obligations under the Notes, the Company distributes the balance to Mr. 

Chittick; provided, however, the Company may (but is not required to) retain earnings in the 

Company up to a level of "reserve" or "retained earnings" goals that the Company deems 

adequate. Subject to the need to adjust these goals due to special liquidity needs due to plans to 

repay Notes or to fund future Trust Deeds, the Company anticipates that it will be able to achieve 

and maintain adequate reserve goals to meet the Company's obligations. 

Mr. Chittick may have significant investments in the Notes, for which the Company will 

pay him monthly interest on the same basis as other Noteholders which investment amount will 

be subordinated to all other Notes placed pursuant to this Memorandum. (Mr. Chittick currently 

has invested approximately $2,200,000 in Notes, but this amount varies from $1.9 million to 

$3.2 million.) See "Description of Securities." The Company intends to pay to Mr. Chittick all 

retained earnings in excess of any reserves deemed necessary or desirable by Mr. Chittick to 

meet the Company's obligations. 
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PRINCIPAL SHAREHOLDER 

The following table sets forth the beneficial ownership of shares of the Company's 

outstanding co=on stock. 

Name and Address 

Denny J. Chittick 

6132 W. Victoria Place 

Chandler, AZ 85226 

Number of Shares Percent 

500,000 100% 

The Company is authorized to issue up to 25,000,000 shares of co=on stock, but has no 

intent to issue additional co=on stock at this time. 
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 

Ownership 

Based on his 100 percent ownership of the Company's co=on stock, Denoy J. Chittick 

maintains the exclusive ability to elect directors, appoint officers and manage the operations of 

the Company. 

Competing Businesses 

During the four years prior to forming the Company, Denoy Chittick personally iovested 

in companies and io real estate loans that are substantially similar to the Company's iovestments 

io Trust Deeds. In addition to his activities on behalf of the Company, Mr. Chittick reserves the 

right to continue his personal iovestments in real estate and iostrnments similar to Trust Deeds, 

which are considered competing businesses of the Company. See "Risk Factors -Management's 

Outside Interests and Conflicts oflnterest." 
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DESCRIPTION OF SECURITIES 

The Company is offering up to $50 million in Notes. The minimum denomination is 

$50,000, and the maximum denomination is $1,000,000 in a single note. An investor may 

purchase more than $1,000,000 in Notes, but it will be distributed over different Notes. 

Denominations increase from the minimum to the maximum in additional increments with a 

minimum incremental increase of $10,000. Until the maximum offering proceeds are attained or 

the Company terminates this offering, the Company expects to offer the Notes for placement on 

a continuing basis for two years from the date of this Memorandum. Absent an earlier 

termination, the offering will continue for so long as the Company bas not changed its operations 

or method of offering in any material respect. If the Company changes its operations or method 

of offering in any material respect, the Company will update the Memorandum as necessary to 

provide correct information to investors. The Company may experience difficulties in 

conducting a continuous offering of Notes. See "Risk Factors - Difficulties and Costs of 

Continuous Offering." 

The Notes are general obligations of the Company and are superior in priority and 

liquidation preference to any Notes payable to Mr. Chittick. Mr. Chittick has agreed to 

subordinate any Notes to which he subscribes to Notes with similar maturities placed with other 

investors. Although the Company has never defuultcd with respect to a Note, including any 

regular interest payment or the principal and interest due upon the maturity of the Note, if the 

Company should ever be in default with respect to any Note, Mr. Chittick will subordinate any 

Notes he may hold until the defuult is cured and Mr. Chittick will also defer any compensation 

until the defuult is cured. While Mr. Chittick bas agreed and will act as set forth above in this 

Memorandum, such agreement is not evidenced in a separate writing signed by Mr. Chittick. 

The Notes will bear interest at the rates stated for the term selected. The investor may 

elect to have interest paid monthly, quarterly or accrue and be paid at maturity. If the investor 

elects to have interest paid at maturity or quarterly, the interest will accrue monthly and earn 

compounded interest. Interest is payable on the last day of each period to the investors of the 

Notes at the principal office of the Company in Chandler, Arizona. At the option of the 
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Company, interest payments may be paid by check mailed to the address of the investor entitled 

thereto as it appears on the Subscription Agreement for the Notes. An investor may request in 

writing to the Company that a deposit be made to a designated bank or investment account. 

The Notes are not transferable without the prior written consent of the Company, which 

the Company may withhold in its sole discretion. The Company anticipates withholding its 

consent if the transfer could jeopardize the Company's exemption under Regulation D or any 

applicable state blue-sky law or the Company's exclusion from the definition of an investment 

company under the Investment Company Act of 1940. 

The Notes are unsecured and are not insured or guaranteed by any state or federal 

government entity or any insurance company. In event of default, an investor could look only to 

the Trust Deeds or other assets of the Company fur repayment. 

As unsecured, general obligations of the- Company, the Notes will not have any specific 

collateral The Company's Assets include all of the Company's right, title and interest in Trust 

Deeds owned by the Company, to gethcr with all payments and instruments received thereto, real 

estate owned by the Company as a result of a deed-in-lieu of foreclosure due to a borrower 

default, and all proceeds of the conversion of any of the foregoing into cash or other liquid 

property. So long as the Company is not in default on the Notes, the Company is permitted to 

freely transfer, sell or substitute, in the normal course of business, any Trust Deeds it owns, 

subject to general restrictions concerning transfers of property; provided, however, the Company 

may transfer, sell or substitute one or more Trust Deeds if such transfer, sale or substitution is 

done in connection with a plan to cure a default. 

On an annual basis, the Company will retain an independent accounting firm to prepare 

the 1099's to be issued by the Company to the investors and to prepare the tax return fur the 

Company. On an annual basis and upon written reqnest from an investor, the Company will 

certify to the requesting investor(s) that the aggregate outstanding principal amount of all cash 

accounts, other property and Trust Deeds is at least equal to the principal amount of outstanding 

Notes as of the date of the request. 
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Toe Company may, in its discretion, modify the interest rate paid on subsequently issued 

Notes or the term of such Notes. Any such modification of the interest rate or term will not 

affect Notes then issued and outstanding. 

Notes are initially being offered at the fullowiog rates and maturities: 

Note Terms (2) (3) 

Note Amount (1) 6 Months 1 Year 2 Years to 5 Years 

$50,000 and up 8% (4) 12% (4) 

(!) Note amouots arc issued in varied denominations from $50,000 to $1,000,000, and in 

additional increases with a minimum of $10,000. For qualified funds, the Company will 

accept minimum contributions in such amounts as reasonably determined by the Company. 

(2) Although the Company intends to use its good fuith efforts to accommodate written requests 

from an investor to prepay any Note prior to maturity and the Company has in fuct been able 

to satisfy such requests in a timely manner with interest paid in full, the Company has no 

obligation to do so and the investor has no right to require the Company to redeem the Note 

prior to maturity. Upon the Company's election to honor an investor's request to prepay any 

Note prior to maturity, the Company reserves the right to adjust any interest payable to the 

investor to the interest rate that would have been payable for the actual outstanding term of 

the Note. 

(3) The Notes may be redeemed by the Company at any time prior to maturity upon 30 days 

written notice to the investor at a price equal to the principal amount of the Note plus 

accrued interest to the date ofredemption. 

(4) The Company also reserves the right, in its sole discretion, to adjust the interest paid on 

outstanding Notes on 30 days written notice to Notcholders. 
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The Company has the right to sell, encumber, mortgage, create a lien on or otherwise 

dispose of any or all of its property, or in any manner secure an indebtedness so that such 

indebtedness shall have a claim against the assets of the Company securing such indebtedness, 

all without the consent of the investors of the outstanding Notes provided no Notes are in default. 

Any security interest granted in any of the Company's assets to secure indebtedness will be 

superior in priority to the general claim of a Noteholder. 

Default may occur with respect to one Note and not another. The Company shall be in 

default of a particular Note if any of the following events ("Event of Default") occurs with 

respect to that Note: (a) default for 30 days in any payment of interest on a Note when due; 

(b) default fur 15 days in any payment of principal on a Note when due after maturity; (c) a filing 

for protection by the Company under Chapters 11 or 7 of the U.S. Bankruptcy Code or a filing 

for the Company under the U.S. Baokrnptcy Code by creditors of the Company which filing is 

not dismissed within 90 days of the filing date; or ( d) default for 90 days after receiving 

appropriate notice of a breach of any other covenant applicable to a Note. Notwithstanding the 

events listed above, Mr. Chittick may defer any payment of interest or principal due to Mr. 

Chittick or an entity controlled by him on any of the Notes subscnbed to personally by Mr. 

Chittick without creating an Event ofDefuult. 

The Company may not consolidate with or merge into any corporation, or transfer 

substantially all of its assets to any person, unless the successor corporation or transferee 

assumes the Company's obligations on the Notes. The Company has no present intention of 

merging with another company or consolidating with another company or transferring its assets. 
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PLAN OF DISTRIBUTION 

The Notes may be purchased directly ftom the Compauy without commission. Notes 

maturing in two through five years also may be purchased with qualified monies (such as IRA, 

SEP IRA, ROTH IRA and KEOGH plans) through a licensed broker-dealer and with au 

approved custodian; provided, that such investments meet the investor suitability requirements. 

Transaction costs fur Notes purchased with qualified funds will be paid by the Company up to 

one percent of the Note's face amouut. The principal amouut of the Note will be equal to the 

amouut paid by the investor, and interest would be calculated on that amount. 

The Notes are not registered with the SEC or any other state or federal regulatory agency. 

No state or federal agency has made any finding or determination as to the fairness of this 

ol:Toring for investment, the adequacy or accuracy of the disclosures, or any recommendation or 

endorsement of the Notes. 

The offering and sale of the Notes is intended to be exempt from registration under the 

Act by virtue of one or more of the following exemptions provided by: (i) Section 4(2) of the 

Act; and (ii) Regulation D promulgated uuder the Act. See "Investor Suitability." In accordance 

therewith, substantial restrictions are placed on the offering and purchase of the Notes, including, 

but not limited to, the following: 

(1) The transaction may not include any public offering. The offer to sell Notes must be 

directly commuuicated to the investor by an officer of the Company and at no time may the 

Company advertise or solicit by means of any leaflet, public promotional meeting, 

newspaper or magazine article, radio or television advertisement or any other form of 

general advertising or general promotion. 

(2) The Notes may be purchased only for the investor's own accouut, for investment purposes 

only and not with a view to distribution, assignment, hypothecation, resale or to 

fractionalization in whole or in part. 

(3) An investor must meet certain suitability requirements, which are set forth under "Investor 

Suitability." 
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( 4) The Company must have furnished and made available for inspection all documents and 

information that the investor has reasonably requested relating to an investment in the 

Company, including its Articles of Incorporation, stock records and financial acccunt 

records. 
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DETERMINATION OF OFFERING PRICE 

The rate of return fur the Notes offered hereby will be set fi:om time to time by 

management of the Company to approximate a rate ofreturn competitive with similar securities 

of other companies engaged in the finance industry. The Company has been in operation since 

April 2001. There is no market for the Company's securities and none is expected to develop. 

Accordingly, the rate of return on any Note bears no relation to the results of the Company, to 

any market price for the Company's securities, to the level ofrisk involved, or to any recognized 

measure of valuation or return on investment. 
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CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS 

The following is a general discussion of certain U.S. federal tax considerations and 

consequences that may be relevant to a decision to acquire, own and dispose of Notes by an 

initial holder thereof This su=ary only applies to Notes held as capital assets (generally, 

property held for investment) within the meaning of Section 1221 of the Internal Revenue Code 

of 1986, as amended (the "Code''). Except as set forth below, this summary does not address all 

of the tax consequences that may be relevant to a particular Noteholder and it is not iotended to 

be applicable to Noteholders that are subject to special tax rules, such as financial institutions, 

insurance companies, real estate investment trusts, regulated investment companies, granter 

trusts, U.S. expatriates, partnerships or other pass-through entities, tax-exempt organizations or 

dealers or traders in securities or currencies, or to Noteholders that will hold Notes as part of a 

position in a straddle or as part ofahedgiog, conversion or integrated transaction for U.S. federal 

iocome tax purposes or that have a functional currency other than the U.S. dollar. Moreover, 

except as set forth below, this summary does not address the U.S. federal estate and gift tax law, 

the tax laws of any .state, local or foreign govemroent or alternative minimum tax consequences 

of the acquisition, ownership or other disposition of Notes and does not address the U.S. federal 

income tax treatment ofNoteholders that do not acquire Notes as part of the initial distribution at 

their initial issue price. Each prospective investor should consult its tax advisor, attorney and 

accountant with respect to the U.S. federal, state, local and foreign tax consequences of 

acquiring, holding and disposing ofNotes. 

This summary is based on current provisions of the Code, as amended, existing and 

proposed U.S. Treasury Regulations, current admioistrative pronouocements and judicial 

decisions, each as available and in effect on the date hereof All of the foregoing are subject to 

change, possibly with retroactive cffec~ or differing interpretations which could affect the tax 

consequences described herein. No advance tax ruling bas been sought or obtained from the 

Internal Revenue Service regarding the tax consequences of the transactions described herein. 

This discussion does not address tax considerations arising under the laws of any particular state, 

local or foreign jurisdiction. 
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PROSPECTIVE INVESTORS ARE URGED TO CONSULT THEIR TAX 

ADVISORS, ATTORNEYS AND ACCOUNTANTS REGARDING THE U.S. FEDERAL 

INCOME TAX CONSEQUENCES OF THE ACQUISITION, OWNERSHIP AND 

DISPOSITION OF THE NOTES IN LIGHT OF THEIR PARTICULAR SITUATIONS, 

AS WELL AS ANY TAX CONSEQUENCES THAT MAY ARISE UNDER THE LAWS 

OF ANY FOREIGN, STATE, LOCAL OR OTHER TAXING JURISDICTION. 

For purposes of this summary, a "U.S. Holder" is a beneficial owner of Notes who for 

U.S. federal income tax purposes is (i) a citizen or resident (or is treated as a resident for U.S. 

federal income tax purposes) of the United States; (ii') a cc:rporation created or organized in or 

under the laws of the United States or any State or political subdivision thereof; (iii) an estate the 

income of which is subject to U.S. federal income taxation regardless of its source; or (iv) a trust 

(1) that validly elects to be treated as a U.S. person for U.S. federal income tax purposes or (2) 

(a) the administration over which a U.S. court can exercise primary supervision and (b) all of the 

substantial decisions of which one or more U.S. persons have the authority to control. A "Non

U.S. Holder" is a beneficial owner of Notes who for U.S. federal income tax purposes is (i) a 

non-resident alien individual; (ii) a foreign co:rporation; or (iii) a foreign estate or trust the 

fiduciary of which is a nonresident alien. 

If a partnership ( or any other entity treated as a partnership for U.S. federal income tax 

pUrposes) holds Notes, the tax treatment of a partner in such partnership will generally depend on 

the status of the partner and the activities of the partnership. Such partner should consult its own 

tax advisor as to its consequences of holding and disposing of the Notes. 
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U.S. Holders 

Interest 

Except as set furth below, interest paid on a Note generally wiII be includible in a U.S. 

Holder's gross income as ordinary interest income at the time it is paid or accrued in accordance 

with the U.S. Holder's usual method of tax accounting for U.S. federal income tax purposes. 

Market Discount 

A holder of Notes may in very limited circumstances, transfer their Notes to third parties. 

If the Company authorizes such a transfer, Notes sold ou a secondary market after their original 

issue for a price lower than their stated redemption price at maturity are generally said to be 

acquired at market discount. Code Section 1278 defines "mark.et discount" as the excess, if any, 

of the stated redemption price at maturity of the Note, over the purchaser's initial adjusted basis 

in the Note. If; however, the market discount with reSPect to a Note is less than 114th of one 

percent (.0025) of the stated redemption price at maturity of the Note multiplied by the number 

of complete years to maturity from the date the subsequent purchaser has acquired the Note, then 

the market discount is considered to be zero. Notes acquired by holders at original issue and 

Notes maturing not more than one year from the date of issue are not subject to the market 

discount rules. 

Gain on the sale, redemption or other djgposition of a Note, including full or partial 

redemption thereof, having "market discount" will be treated as interest income to the extent the 

gain does not exceed the accrued market discount on the Note at the time of the disposition. A 

holder may elect to include market discount in taxable income fur the taxable years to which it is 

attributable. The amount included is treated as interest income. If this election is made, the rule 

requiring interest income treatment of all or a portion of the gain upon disposition is 

inapplicable. Once the election is made to include market discount in income currently, it carmot 

be revoked without the consent of the IRS. The election applies to all market discount notes 

acquired by the holder on or after the first day of the first taxable year to which such election 

applies. 
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Sale, Exchange or Disposition of Notes 

A U.S. Holder's adjusted tax basis in a Note generally will equal the cost of the Note to 

such U.S. Holder, increased by any original issue discount ("OID'') or market discount 

previously included by the holder in income with respect to the Note. Upon the sale, exchange 

or other disposition of a Note, a U.S. Holder will recognize taxable gain or loss equal to the 

difference, if any, between the amount realized on the sale, exchange or other disposition (less an 

amount equal to the accrued but unpaid interest which will be taxable as ordinary income) and 

such U.S. Holder's adjusted tax basis in the Note. Any such gain or loss generally will be capital 

gain or loss. In the case of a noncorporate U.S. Holder, capital gains derived in respect of a Note 

that is held as a capital asset and that is held fur more than one year are eligible for reduced 

income tax rates and may be deemed a long-term capital gain. The deductibility of capital losses 

is subject to limitations. 

Non-U.S. Holders 

Interest 

Subject to the discussion below under the heading "U.S. Backup Withholding and 

Information Reportiog," payments of principal ot; and interest on (including any OID), a Note to 

(i) a controlled foreign corporation, as such term is defined in Section 957 of the Code, which is 

related to the Company, directly or indirectly, through stock ownership, (:h) a person owning, 

actually or constructively, securities representing al least more than 50% of the total combined 

outstanding voting power of all classes of the Company's voting stock and (iii) banks which 

acquire snch Note in consideration of an extension of credit made pursuant to a loan agreement 

entered into in the ordinary course of business, will not be subject to any U.S. withholding tax 

provided that the beneficial owner of the Note provides certification completed in compliance 

with applicable statutory and regulatory requirements, which requirements are discussed below 

under the heading "U.S. Backup Withholding and Information Reporting," or an exemption is 

otherwise established. 

If a Non-U.S. Holder cannot satisfy the requirements above, payments of interest made to 

a Non-U.S. Holder will be subject to a U.S. withholding tax equal to 30% of the gross payments 
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made to the Non-U.S. Holder unless the Non-U.S. Holder provides the Company or the 

Company's paying agent, as the case may be, with a properly executed (1) IRS Form W-SBEN 

claiming an exemption from or reduction in withholding under the benefit of an applicable 

income tax treaty or (2) IRS Form W-SECI stating that interest paid on the note is not subject to 

withholding tax because it is effectively connected with the beneficial owner's conduct of a trade 

or business in the United States. Alternative documentation may be applicable in certain 

situations. 

If a Non-U.S. Holder is engaged in a trade or business in the United States and interest on 

a note is effectively connected with the conduct of such trade or business, the Non-U.S. Holder, 

although exempt from withholding as discussed above (provided the certification requirements 

described above are satisfied), will be subject to U.S. federal income tax on such interest 

(including OID) on a net income basis in the same manner as if the Non-U.S. Holder were a U.S. 

Holder. In addition, if such Non-U.S. Holder is a foreign corporation, it may be subject to a 

branch profits tax equal to 30% (or lesser rate nnder an applicable income tax treaty) of such 

amount, subject to adjustments. 

Sale, Exchange or Other Disposition of Notes 

Subject to the discussion below under the heading "U.S. Backup Withholding and 

Infurmation Reporting," any gain realized by a Non-U.S. Holder upon the sale, exchange or 

other disposition of a Note generally will not be subject to U.S. federal income tax or 

withholding tax, unless (i) such gain is effectively connected with the conduct by such Non-U.S. 

Holder of a trade or business in the United States or (it') in the case of any gain realized by an 

individual Non-U.S. Holder, such Non-U.S. Holder is present in the United States fur 183 days 

or more in the taxable year of such sale, exchange or disposition and certain other conditions are 

met. Special rules may apply upon the sale, exchange or disposition of a Note to certain Non

U.S. Holders, such as "controlled fureign corporations," "passive fureign investment 

companies," "fureign personal holding companies" and certain expatriates, that are subject to 

special treatment under the Code. Such entities and individuals should consult their own tax 

advisors to determine the U.S. federal, state, local and other tax consequences that may be 

relevant to them. 
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U.S. Federal Estate Taxes 

A Note that is held by an individual who at the time of death is not a citizen or resident 

(as specially defmed for United States federal estate tax purposes) of the United States will not 

generally be subject to U.S. federal estate tax as a result of such individual's death, provided that 

such individual is not a shareholder owning actually or constructively more than 10% of the total 

combined voting power of all classes of our stock entitled to vote and, at the time of such 

individual's death, payments of interest with respect to such note would not have been 

effectively connected with the conduct by sach individual of a trade or business in the United 

States. 

U.S. Backup Withholding and Information Reporting 

U.S. Holders 

Information reporting requirements will apply to certain payments of principal and 

interest and the accrual of OID, if any, on an obligation and to proceeds of the sale, exchange or 

other disposition of an obligation, to certain U.S. Holders. This obligation, however, does not 

apply with respect to certain U.S. Holders including, corporations, tax-exempt organizations, 

qualified pension and profit sharing trusts and individual retirement accounts. In general, the 

Company is required to file with the IRS each year a Form 1099 information return reporting the 

amount of interest that was paid or that is considered earned by a U.S. Holder with respect to the 

Notes held during each calendar year, and a U.S. Holder is required to report such amount as 

income on its federal income tax return for that year. A U.S. backup withholding tax currently at 

a rate of 28% will apply to such payments if a U.S. Holder fails to provide a correct taxpayer 

identification number or certification of other tax-exempt status or fails to report in full dividend 

and interest income. Any amount withheW under the backup withholding rules is allowable as a 

credit against the taxpayer's U.S. federal income tax liability, provided that the required 

information is furnished to the IRS. 

688856.4 57 

0 

0 

0 

BC_002977 



~o 

(Q 
'-... 

No11-U.S. Holders 

Infonnation reporting will generally apply to payments of interest on a Note to a Non

U.S. Holder and the amount of tax, if any, withheld with respect to such payments. Copies of the 

infurmation returns reporting such interest payments and any withholding may also be made 

available to the tax authorities in the country in which the Non-U.S. Holder resides under the 

provisions ofan applicable income tax treaty. Payments of principal and interest on any Notes to 

Non-U.S. Holders will not be subject to any U.S. backup withholding tax if the beneficial owner 

of the Note (or a financial institution holding the note on behalf of the beneficial owner in the 

ordinary course of its trade or business) provides an approp1iate certification to the payor and the 

payor does not have actual knowledge or reason to know, that the certification is incorrect. 

Payments of principal and interest on Notes not excluded from U.S. backup withholding tax 

discussed above generally will be subject to United States withholding tax at a rate of 28%, 

except where an applicable United States income tax treaty provides for the rcdnction or 

elimination of such withholding tax. 

In addition, information reporting and, depending on the circumstances, backup 

withholding, will apply to the proceeds of the sale of a Note within the United States or 

conducted through United States-related financial intermediaries unless the beneficial owner 

provides the payor with an appropriate certification as to its non-U.S. status and the payor does 

not have actual knowledge or reason to know that the certification is incorrect. 

Any amounts withheld under the backup withholding rules will be allowed as a refund or 

credit against a Non-U.S. Holder's U.S. federal income tax liability provided the required 

information is furnished to the Internal Revenue Service. 

THE ABOVE SUMMARY IS NOT INTENDED TO CONSTITUTE A 

COMPLETE ANALYSIS OF ALL TAX CONSEQUENCES RELATING TO THE 

ACQUISITION, OWNERSHIP, DISPOSIDON OR RETIREMENT OF THE NOTES. 

PROSPECTIVE INVESTORS OF NOTES SHOULD CONSULT THEIR OWN TAX 

ADVISORS, ATTORNEYS AND ACCOUNTANTS CONCERNING THE TAX 

CONSEQUENCES OF THEIR PARTICULAR SITUATIONS. 
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INVESTOR SUITABILITY 

General 

An investment in the Notes involves significant risks and is suitable only fur persons of 

adequate financial means who have no need for liquidity with respect to this investment and who 

can bear the economic risk of a complete loss of their investment. This private placement is 

made in reliance on exemptions from the registration requirements of the Act and applicable 

state securities laws and regulations. 

The suitability standards discussed below represent minimum suitability standards for 

prospective investors. The satisfaction of such standards by a prospective investor does not 

necessarily mean that the Notes are a suitable investment for such prospective investor. 

Prospective investors are encouraged to consult their personal financial advisors to determine 

whether an investment in the Notes is appropriate. The Company may reject subscriptions, in 

whole or in part, in its absolute discretion. 

The Company will require each investor to represent in writing, among other things, that 

(i) by reason of the investor's business or financial experience, or that of the investor's 

professional advisor, the investor is capable of evaluating the merits and risks of an investment in 

the Notes and of protecting its own interest in connection with the transaction, (ii) the investor is 

acquiring the Notes for its own account for investment only and not with a view toward the 

resale or distribution thereof, (iii) the investor is aware that the Notes have not been registered 

under the Act or any state securities laws and that there is no market for the Notes, (iv) such 

investor meets the suitability requirements set forth below and (v) they have read and taken full 

cognizance of the Risk Factors and other information set forth in this Confidential Private 

Offering Memorandum. 
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Suitability Requirements 

Except as set forth below, each investor must represent in writing that it: (a) is 

"sophisticated" in so fur as it is sufficiently knowledgeable and experienced in financial and 

business matters to be able to evaluate the merits and risks of an investment in the Notes either 

alone or with a purchaser representative; (b) is able to bear the economic risk of an investment in 

the Notes, including a loss of the entire investment; and (c) qualifies as an "accredited investor," 

as such term is defined in Rule 50l(a) of Regulation D under the Act and must demonstrate the 

basis for such qualification. To be an accredited investor, an investor must full within any of the 

following categories at the time of sale ofNotes to that investor: 

(1) A bank as defined in Section 3(a)(2) of the Act or a savings and loan association or other 

institution as defined in Section 3(a)(S)(A) of the Act whether acting in its individual or 

fiduciary capacity; a broker or dealer registered pursuant to Section 15 of the Securities 

Exchange Act of 1934; an insurance company as defined in Section 2(13) of the Act; an 

investment company registered under the Investment Company Act of 1940 or a business 

development company as defined in Section 2(a)(48) of that Act; a Small Business 

Investment Company licensed by the United States Small Business Administration under 

Section 30l(c) or (d) of the Small Business Investment Act of 1958; a plan established and 

maintained by a state, its political subdivisions, or any agency or instrumentality of a state or 

its political subdivisions, for the benefit of its employees, if such plan has total assets in 

excess of $5,000,000; an employee benefit plan within the meaning of the Employee 

Retirement Income Security Act of 1974, if the investment decision is made by a plan 

fiduciary, as defined in Section 3(21) of such act, which is either a bank, savings and loan 

association, insurance company, or registered investment adviser, or if the employee benefit 

plan has total assets in excess of $5,000,000 or, if a self-directed plan, with investment 

decisions made solely by persons that are accredited investors; 

(2) A private business development company as defined in Section 202(a) (22) of the 

Investment Advisers Act of 1940; 

(3) An organization described in Section 50l(c)(3) of the Internal Revenue Code, corporation, 

:Massachusetts or similar business trust or partnership, not formed for the specific purpose of 

acquiring the Notes, with total assets in excess of $5,000,000; 
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( 4) Any director, executive officer, or general partner of the Company, or any director, 

executive officer, or general partner of a general partner of the Company; 

(5) Any natural person whose individual net worth, or joint net worth with that person's spouse, 

at the time of such person's purchase of the Notes exceeds $1,000,000 (excluding the value 

of such person's primary residence); 

(6) Any natural person who had an individual income in excess of$200,000 in each of the two 

most recent years or joint income with that person's spouse in excess of$300,000 in each of 

those years and has a reasonable expectation of reaching the same income level in the 

current year; 

(7) Any trust with total assets in excess of $5,000,000 not funned fur the specific pmpose of 

acquiring the Notes, whose purchase is directed by a sophisticated person as described in 

Rule 506(b)(2)(ii) ofR.egulationD; and 

(8) An entity in which all of the equity owners arc accredited investors (as defined above). 

As used in this Memorandum, the term "net worth" means the excess of total assets over 

total liabilities. In determining income ru.1 investor should add to the investor's adjusted gross 

income any amounts attributable to tax exempt income received, losses claimed as limited 

partner in any limited partnership, deductions claimed fur depletion, contributions to an IRA, 

KEOGH, SEP IRA or ROTH IRA retirement plan, alimony payments, and any amount by which 

income from long-term capital gains has been reduced in arriving at adjusted gross income. 
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The complaint in the Freo Lawsuit alleged that Mr. Menaged had secured two mortgages on one 
property: "Easy [Investments] attempted to encumber the property with deeds of trust to Active 
[Funding Group, LLC, an Arizona limited company, the other lender] and DenSco."31 Mr.. 
Beauchamp recognized that the Freo Lawsuit was material to DenSco's investors, and .. 
immediately told Mr. Chittick, "we will need to disclose this in POM."32 Mr. Chittick readily 
agreed. 33 The Freo Lawsuit put Mr. Beauchamp on notice that DenSco' s 2011 POM may be · 
materially misleading because, if the allegations in the complaint were correct, DenSco was not 
following the methodology and procedures stated in the 2011 POM for funding its loans.34 

Based on the record I have reviewed in this Case, it appears that such disclosure was never made 
to DenSco' s investors nor included in any draft updates to the 2011 POM prepared ·by the 
Defendants. 

Mr. Chittick also informed Mr. Beauchamp that Mr. Menaged's attorney was working on the 
defense of the Freo Lawsuit, and that Mr. Chittick intended to "piggy back;' on his borrower;s 
defense. 35 Despite this clear conflict of interest, and Mr. Chittick' s instruction that he speak with 
Mr. Menaged's attomey36 - and Mr. Menaged's offer to pay for his time37 - Mr. Beauchamp 
apparently took no action with respect to the Freo Lawsuit. 38 · 

The Freo Lawsuit was the first of what I consider to be four "red flag" warnings, as discussed 
below. 

31 See paragraph 20, Complaint dated May 24, 2013, Freo Arizona, LLC v. Easy Investments, 
LLC, Active Funding Group, LLC, DenSco Investment Corporation, et al., broughtin The 
Superior Court for the State of Arizona in and for the County of Maricopa. 
32 Email dated June 14, 2013 from Mr. Beauchamp to Mr. Chittick. 
33 Email response dated June 14, 2013 from Mr. Chittick to Mr. Beauchamp ("ok 1 sentence 
should suffice!"). 
34 See page 6, Defendants' DS ("DenSco and Mr. Chittick were both advised, and understood, ... 
that DenSco was representing to its investors that DenSco's loans would be in fust position, and 
... that it was of fundamental importance that DenSco safeguard the u.se of its investors' funds in 
conjunction with properly recording liens, in order to ensure that DenSco's loans were in first 
position."). See also paragraph 121 of Plaintiffs Fifth Disclosure Statement dated November 14, 
2018 ("Plaintiffs DS") ("It was apparent from the Freo complaint that Chittick had not · 
conducted any due diligence before loaning money to Easy Investments to acquire this particular 
home, since the property had been sold, according to public records, five days before a trustee's 
sale."). · · 
35 Email dated June 14, 2013 from Mr. Chittick to Mr. Beauchamp, copying Mr. Menaged 
("Easy Investments, has his attorney working on it, I'm ok to piggy back with his attorney· to 
fight it."). 
36 See Ibid ("Easy Investments [sic] willing to pay the legal fees to fight it. I just wanted you to 
be aware of it, and talk to his attorney. Contact info is below."). 
37 Reply email dated June 14, 2013 from Mr. Menaged ("David Please bill me for your services 
and utilize my attorney for anything you may need."). 
38 Mr. Beauchamp testified that he did not speak to the borrower's attorney, Mr. Goulder, at this 
time. See page 240, lines 9-19, Deposition of Mr. Beauchamp. 
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These improper and risky funding procedures were not disclosed in the 2011 POM. In fact, the 
2011 POM incorrectly stated that DenSco’s loans were funded so as to ensure first lien positions 
on such properties.

Mr. Menaged fabricated a story to explain the double lien issue - a story which we now know to 
be false. As told by Mr. Menaged, because he was distracted with his wife’s illness, he turned 
over certain business operations to his “cousin.” The cousin would obtain a loan from DenSco, 
which DenSco wired directly, and the cousin would also obtain a loan from another lender, 
which lender would wire funds directly to the trustee. The cousin would file deeds of trust on 
behalf of both lenders, and then ultimately absconded with DenSco’s funds.^®

In fact, there was no such cousin. A simple search of records available on the County of 
Maricopa website showed that it was Mr. Menaged who executed those deeds of trust in the 
presence of a notary, and not any “cousin.

58

»60

Mr. Chittick and Mr. Menaged Create the “Planb.

Mr. Chittick shared with Mr. Beauchamp that he thought his options were limited. Mr. Chittick 
claimed that DenSco could not sign the subordination agreements demanded by the Bryan Cave

and understood, (a) that DenSco should fund loans through a trustee, title company or other 
fiduciary, (b) that DenSco was representing to its investors that DenSco’s loans would be in first 
position, and (c) that it was of fundamental importance that DenSeo safeguard the use of its 
investors’ funds in conjunction with properly reeording liens, in order to ensure that DenSco’s 
loans were in first position.”).

See, e.g., page 37, 2011 POM (“All real estate loans funded by the Company have been and
are intended to be secured through first position tmst deeds.”).

See email dated January 7, 2014 from Mr. Chittick to Mr. Beauchamp, copying Mr. Menaged 
(“Sometime last year, [Mr. Menaged’s] wife became ill with cancer. His cousin was working 
with him and took on a stronger day to day role as scott [sic] was distracted with his wife. Scott 
always was the one that determined what properties to buy, how much etc. his cousin doing 
paperwork, checks and management of the day to day. At some point his cousin decided to take 
advantage of our relationship and started to steal money. Scott would request a loan from me, his 
cousin would request a loan from another borrower (I would say there are as many as ’A dozen 
different lenders in total.) ... What his cousin was doing was receiving the funds from me, then 
requesting them from the other lenders. These other lenders would cut a cashiers [sic] check for 
the agreed upon loan amount and then take it to the trustee and receive the receipt. ... The cousin 
absconded with the funds.”). See, also. Plaintiff s DS f 215.

See, e.g.. Exhibit 103 (Deed of Trust and Security Agreement with Assignment of Rents, 
recorded in the Official Records of Maricopa County Recorder March 25, 2013, for property 
located at “7089 W Andrew Lane Peoria, AZ 85383.” The Trustor is Easy Investments, EEC. 
The Beneficiary is Active Funding Group, EEC.); see, also. Exhibit 104 (Deed of Trust and 
Assignment of Rents, recorded in the Offieial Records of Maricopa County Recorder April 2, 
2013, for property located at “7089 W Andrew Lane Peoria, AZ 85383.” The Trustor is Easy 
Investments, EEC. The Beneficiary is DenSco.).

58

59

60
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Opportunity Act, the Fair Credit Reporting Act, the Real Estate Settlement Procedures Act, and 
the Home Mortgage Disclosure Act,*'’^ and similar state laws and regulations. To the extent 
applicable, such activities would require monitoring, periodic reporting and other documentation, 
and compliance generally. 166

DenSco was Handling High Volumes of Investor Money

At its core, DenSco was soliciting money from investors, which would be transferred to 
borrowers as mortgage loans. Such borrowers would pay interest and principal back to DenSco, 
which in turn would then use such funds to pay interest and principal back to its investors (with 
DenSco profiting from the arbitrage due to the difference in such interest rates). Rather than 
providing goods or services, DenSco was in the business of handling large sums of money. As 
of the date of the 2011 POM, DenSco had funded over $300 million in loans.*®"^ As a result, 
DenSco was acting in a fiduciary capacity with its investors, and would have required prudent 
internal controls, careful accounting and secure money management.

DenSco was a “One-Man Shop”

Based on the record I have reviewed, it is clear that DenSco had only a single shareholder, 
director, officer and employee: namely, Denny Chittick.
DenSco operated, as well as the volume of its business, would have necessitated active 
involvement by the management team at DenSco. Having only one member in its management 
team (its sole employee), would suggest that DenSco’s ability to manage its business operations 
and compliance obligations was severely constrained.

2.

3.

168 The regulatory environment in which

165 See page 19, 2011 POM.
Although DenSco may have concluded that it was not subject to such regulation and 

licensing, it was still required to take action to avoid the application of such regulation and 
licensing to its lending activities. See page 8, 2011 POM (“The Company’s management 
believes that it is not required to be licensed by the Arizona Department of Financial Institutions 
as a mortgage broker or mortgage banlcer nor under certain federal laws, such as Truth-In
Lending Act or the Real Estate Settlement Procedures Act. The Company intends to take the 
necessary steps to ensure that the borrowers it lends to and the projects covered by such loans 
will not fall within the requirements imposed by the foregoing agency and acts.”); page 19, 2011 
POM (“If it is determined that the Company has not structured its operations so that it is exempt 
from regulation, the Company could become subject to extensive regulation” [italics added]).

Page 39, 2011 POM (“Since inception through June 30, 2011, the Company has participated 
in 2622 loans, with an average loan amount of $116,000, with the highest single loan being 
$800,000 and the lowest being $12,000. The aggregate amount of loans funded is $306,786,893 
with property values totaling $470,411,170.” [italics added]).

Page 40, 2011 POM (“The Director and Executive Officer of the Company are [sic]: Denny J. 
Chittick, 4_, President, Vice President, Treasurer, and Secretary. ... With the assistance of 
outside consultants on an as-needed basis, Mr. Chittick intends to operate the Company as its 
primary employee, analyzing, negotiating, originating, purchasing and servicing Trust Deeds by 
himself” [italics added]).
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As a result, the applieable standard of care dictates that the Defendants should have: (a) engaged 
in extraordinary monitoring and counseling with respect to DenSco; (b) maintained clear 
documentation of advice provided and actions taken; and, most importantly, (c) been prepared to 
recognize, and quickly act in response to, “red flag” warnings or indications of any problems 
(such as those described below). In my opinion, failure to do so would constitute a violation of 
the Defendants’ duties under the Rules of Professional Conduct, including but not limited to 
Rules 1.1 (Competence), 1.3 (Diligence) and 1.13 (Organization as Client) of the Arizona Rules 
of Professional Conduct and the ABA Model Rules.

The Four Red Flag Warnings that DenSco Needed Immediate and Focused 
Attention and Protection

B.

The Freo Lawsuit1.

The Freo Lawsuit put Mr. Beauchamp on notice of allegations that one of DenSco’s major 
borrowers, Mr. Menaged and his affiliated entities, was taking money from DenSco and another 
third-party lender to purchase the same property and provide both lenders with a deed of trust on 
that same property - thereby potentially having the effect of subordinating DenSco’s interest in 
the property to that of the other lender (and diminishing the value of DenSco’s interest).

Mr. Beauchamp knew, or should have known, that DenSco’s interests (as lender) and Mr. 
Menaged’s interests (as borrower) were not aligned in the Freo Lawsuit and that, as a result, 
DenSco needed to have independent legal counsel, and not simply “piggy back” on Mr. 
Menaged’s defense. Despite this clear conflict of interest, and Mr. Chittick’s instruction that 
he Speak with Mr. Menaged’s attomey,^°^ Mr. Beauchamp took no action with respect to the 
Freo Lawsuit.^®^

201

Had Mr. Beauchamp investigated the allegations in the complaint in the Freo Lawsuit, “he 
would have found within minutes, by reviewing records available through the Maricopa 
County Recorder’s website relating to the property described in the Freo lawsuit: (i) a 
Deed of Trust and Security Agreement With Assignment of Rents given by Easy 
Investments in favor of Active Funding Group, that Menaged had signed on March 25,
2013; and (ii) a Deed of Trust and Assignment of Rents given by Easy Investments in favor of 
DenSco, that Menaged had signed on April 2, 2013. Both signatures were witnessed by the same 
notary public. ’>204

20’ Email dated June 14, 2013 from Mr. Chittick to Mr. Beauchamp, copying Mr. Menaged 
(“Easy Investments, has his attorney working on it. I’m ok to piggy back with his attorney to 
fight it.”).

See Ibid (“Easy Investments [sic] willing to pay the legal fees to fight it. I just wanted you to 
be aware of it, and talk to his attorney. Contact info is below.”).

Mr. Beauchamp testified that he did not speak to the borrower’s attorney, Mr. Goulder, at that 
time. See page 240, lines 9-19, Deposition of Mr. Beauchamp.
204 Plaintiffs DSf 129.
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upon becoming aware of the Freo Lawsuit, Mr. Beauchamp should have advised Mr. Chittick of 
the following action items, and should have assisted him in the completion of these action items:

• investigate the policies and procedures, and the trustworthiness, of Mr. Menaged and his 
affiliated entities;

• investigate where the excess funds from two different mortgage loans went;

• suspend making any further loans to Mr. Menaged and all entities managed by Menaged;

• review all other outstanding loans to Mr. Menaged and his affiliated entities to confirm 
that DenSco was the only lender on the property with a first lien deed of trust;

• review and reevaluate DenSco ’ s internal procedures to ensure that it was not vulnerable 
to the type of double lien issue alleged in the Freo Lawsuit;

• contact the other lender to investigate the allegations; and

• evaluate the accuracy of the disclosures made in the 2011 POM, and update and correct 
them as may be necessary.

Based on the record I have reviewed, Mr. Beauchamp provided no such advice or assistance 
following the Freo Lawsuit. In fact, from mid-June 2013 when Mr. Beauchamp first learned of 
the significant allegations in the Freo Lawsuit,^®^ until at least January of the following year, Mr. 
Beauchamp took no such action to protect his client, DenSco.206

205 See email dated June 14, 2013 fi-om Mr. Beauchamp to Mr. Chittick (“we will need to 
disclose this in POM”).

If, instead, the Defendants had investigated and done proper due diligence with respect to the 
red flag warning raised by the Freo Lawsuit at or around the time that Mr. Beauchamp 
transitioned from Bryan Cave to Clark Hill, they would have discovered the magnitude of the 
damage caused by the Menaged fraud and Mr. Chittick’s failure to follow proper funding 
procedures. Because of the materially inaccurate and incomplete disclosures made in the expired 
2011 POM, upon such discovery the Defendants should have then instructed DenSco to 
immediately cease the offer and sale of all Notes. Any Rule lOb-5 compliant disclosures at that 
time would be required to disclose, among other things, DenSco’s failures with respect to its first 
lien positions, loan-to-value ratios, and diversity of its borrowers, and the cause of such failures 
(including Mr. Chittick’s negligence), as well as its exposure to civil and criminal consequences 
for securities fi-aud (including the possible right of all Noteholders to demand rescission). 
Because such disclosures would by necessity be so negative (especially in comparison to the 
disclosures contained in the 2011 POM), it appears to me unlikely that the sophisticated 
accredited investors targeted by DenSco would have been inclined to continue to invest in Notes. 
Further, because DenSco’s business model was based on soliciting and investing money 
provided by Noteholders, and because many of the double lien properties were overleveraged, in 
my opinion the proper advice to be given to DenSco at that time would have been to conduct an

206
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I reserve the right to supplement, update or amend my opinions as new information becomes 
available or is brought to my attention.

March 26, 2019
Neil J Wertlieb
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Q. How does the successful bidder know that you

will make the loan on the bid at the trustee sale?

A. They never know.

Q. They just take the chance that you will be

willing to fund, because they know something about your

business?

A. No, they don't know anything about our business.

They just assume that we are in the business of deploying

debt capital to professional investors, and if we don't,

someone else will.  So, you know, we are -- we want to

make the loan, so we are in the business to make these

loans, and I have been doing it for 25 years so we are

fairly well-known.

Q. When you fund a borrower at a trustee sale, to

whom do you provide the funds?

A. Well, the borrower is the customer, but we don't

ever let the borrower take control of any funds.  So just

so I understand your question correctly, your question is

where do we send the funds, the payment funds?

Q. Yes.

A. To the trustee.

Q. On any of the loans that you have done at AFG,

do you ever fund the loan directly to the borrower as

opposed to through a third party, like a trustee, an

escrow agent, title company, anything like that?
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Q. And do you recall around September 21, 2012,

learning that Menaged had borrowed money either through

his entities or directly from both Active Funding and

DenSco, so there were two loans on at least three

properties?

A. I remember during that time discovering that

there were multiple deeds of trust.  I want to be sure

that I understand your characterization and what you said

so that I can give you a precise answer.

You said Menaged borrowed money against, from

multiple lenders against multiple properties.  I never

knew that.  I knew there were deeds of trust that were

more than one deed of trust on particular properties that

my company had loans on.  That I discovered.

Q. All right.  So let me follow up on the way you

have described it.

You knew as of September 21, 2012, that Active 

Funding had a deed of trust on a loan to Scott Menaged -- 

A. His company.

Q. -- to his company, where DenSco also had a loan

and a deed of trust on that property for a loan to

Menaged?

A. I discovered that, yes.

Q. Okay.  How did you discover it?

A. Reviewing the chain of title.
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Q. Was there something that prompted you to do that

or do you just do that as a part of your business?

A. I do it on occasion.

Q. And did you discover in this timeframe that the

DenSco loan was in first position versus the Active

Funding loan or second position, or could you tell from

the chain of title?

A. The only thing you can tell from the chain of

title is recordation timeframe.  My position is the DenSco

loans were never in first position.  I only made first

position loans and my capital was deployed in first

position.

Q. And your position was based on the recordation

of the filing of the document or was it something else?

A. My legal position, and in most -- in most

circumstances, the recordation timeframe.

Q. Okay.  And specifically as of September 2012,

did you believe that on these three properties where there

were competing deeds of trust, that Active Funding had the

superior position to DenSco?

A. Always.

Q. Okay.  Was it a surprise to you that Scott

Menaged had borrowed money from DenSco on -- where he

secured those loans with the property that also secured

your loans?
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both AFG and DenSco? 

A. I did learn that, yes.

Q. Did you ever learn how many properties in the

fall of 2012 were in that situation?

A. I think it was roughly 12.

Q. So let me go back to the conversation.

You had a conversation with Denny Chittick you 

have shared with us where both of you have decided to go 

back to Scott Menaged to try to figure out how there could 

be two deeds of trust from both lenders, right? 

A. Well, I knew how there could be.  I wanted to

find out why.  You record one.  I could record one on your

house tonight.

Q. Fair answer.

So what did you do to find out why? 

A. I called Scott and said, "I'd like to discuss

this with you.  What's going on?"  Actually, I think I

emailed him, and I said, "Hey, I discovered this.  What's

going on?"  And he responded in one of these emails,

"That's impossible."  In other words, I was mis -- his

response was I must be mistaken.

Q. Right.

So he was originally denying to you that that 

could be the case, that there would be two deeds of trust, 

one from DenSco, one from AFG on the same property.   
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A. He said it was impossible.  Those were his

words.

Q. Okay.  

A. I think it's in one of these emails.  I remember

an email like that.

Q. It is.  It is.  And we are going to find it

here.

So let's look at 488.  It's a multipage 

document.  So it looks like the first email, it's at the 

very end of that document, 488, is an email from you to 

Scott Menaged dated September 19.   

Do you see that? 

A. I'm sorry.  The second page from the back?

Q. Yeah.  It's page 4 and 5 of that document.

A. Okay.  I'm on page 4.

Q. So this is -- I'm now noticing that Exhibit 487

actually is dated September 21, but your series of emails

with Mr. Menaged start on September 19.

Do you see that? 

A. Yep, I do.

Q. Okay.  

A. Yes.  I should say yes.  Sorry.

Q. And it looks like you are talking generally

about monies being owed various properties.  

And then it looks like on the third page at the 
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bottom, you say to Veronica on September 21, 2012, "If you 

get a moment can you please look up a few properties," and 

then you identify the three properties.  And then you say:  

We are trying to figure out what occurred with those 

assets and from the books of it -- from the looks of it we 

they were traded back and forth in terms of the financing 

between Active Funding Group and DenSco, but releases were 

never filed.  Let me know where you believe they are 

currently financed please.   

And then Menaged says back, he says, "Be back 

Monday and will look into it buddy." 

Did I read that correctly? 

A. Which page are you on?

Q. "Look into buddy," on the third page, about

halfway up.

A. I see it.  Have a nice weekend.

Q. All right.  And then you send an email that

starts on the second page at the bottom, "It looks like

these three deals of yours were double pledged to both AFG

and DenSco," then you identify the properties.

A. I think you are going in reverse, because that

was sent, and then he responded.  Or maybe you are not.

It's hard to read it this way.

Q. As I read it, I think that the original email is

in the very back. 
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A. From the back to the front?  Okay.

Q. And then it goes forwards to the most current on

the first page.

A. Yes.  I see it.

Q. Okay.  So if we look at the bottom of that,

again, of page 3.  Is that where we were?

MR. ABRAHAM:  Page 2.

MR. DeWULF:  Page 2.

Q. At the bottom of page 2, September 21, you say:

OK.  It's an important matter.  It looks like these three

deals of yours were double pledged to both AFG and DenSco,

and you identify the properties.  From reading the chain

there are DOTs recorded from both companies.  We are

senior on all 3 deals and Denny's DOT is recorded behind

ours.  Do you remember these at all and what happened with

them?  Thank you.

And then, to refer to your earlier testimony, 

Menaged says, "Don't remember them but it's impossible," 

correct? 

A. Yes, it says that.

Q. And then you respond, higher up on that page 2,

"Not impossible.  I'm looking at the chains of title

sitting in front of me.  Both DenSco and AFG have loans on

those properties.  Veronica told me that DenSco has been

paid off and she was waiting for releases.  I just spoke
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to Denny.  He indicated that he has not paid off.  Please

get this squared away as it is troubling."  

And then Menaged says, "For a small fee I can do 

your accounting if you want." 

A. Right.

Q. And then you write back, "Very funny.  All the

other loans are the same, all appear to be double pledged.

You probably used our money to fund those silly furniture

stores."  So let me stop you there.

So you are referring to Menaged having a 

furniture business, right? 

A. He had four of them.

Q. Yeah.  And this is just a joke that he is

misusing the money for his furniture business, right?

A. Yes, it was a joke.

Q. Okay.  And then he responds, "Hahaha!!!!  Ok if

you say so...We will clear up Monday."  And then you say,

"Good, safe travels."

So at this point in time, you have checked with 

the chain of title, you figured out that there are double 

pledging between the loans of AFG and DenSco.   

And what happens next in the communication, do 

you recall?  Does he get back to you and tell you what he 

has discovered? 

A. He did get back to me, yes.
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And I said, "Okay.  When are you going to be 

sure?"   

And he said, "Well, I had an employee," I think 

he said it was a Jamaican woman who was running a part of 

his business, and he had fired her a couple of weeks ago, 

and that what he was able to determine, since we talked 

the day before, was that he thinks there may be a theft 

issue and that she was responsible for the theft and that 

she had stolen money out of his accounts, money out of his 

father's accounts, and he thought that she was responsible 

for these multiple deeds of trust, but he wasn't 

completely sure yet, but he was going to work -- continue 

to work on it and then update me. 

Q. Anything -- did you say anything in response?

A. I said, "Yeah, work on it."  I created urgency.

I was agitated and I wanted him to know that I was

agitated, not happy.

Q. All right.

A. I mean, I wasn't yelling and screaming.  I don't

do that.  I don't think it's productive in a business

discussion, but my instructions were:  You need to find

out what's going on and I need to know what's going on,

and you need to -- this is on you.  Figure it out.

Q. Okay.  And so in the sequence, how much time

passed before you talked to him again?
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that the employee was supposedly this Jamaican woman that

had been fired a little while ago?

A. No.  I just said employee crime.

Q. And do you know whether, when you had this

discussion with Denny Chittick you have just described,

whether Denny had gotten, Denny Chittick had gotten any

further detail from Scott Menaged since you had last

spoken to him?

A. He told me he was meeting with him either that

day or the next day.

Q. So then you had another conversation with Scott

Menaged after the one you have just described with Denny

Chittick?

A. Yes.

Q. And what can you recall about that discussion?

A. He said he hired a private investigator to

locate this woman and that she had moved back to Jamaica,

and that he was still attempting to determine the full

extent of it, and that he had met with Denny and that he

had come to a framework with Denny of how to work out of

it.

Q. Did he explain what the framework was?

A. Generally.

Q. What did he tell you?

A. He said Denny had agreed to become a partner
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with him in his wholesale business, so he would

participate in profits from the wholesale business to

reduce his exposure on the lending side.

He said Denny was going to provide him with 

100 percent financing for everything he purchased at 

trustee sale so that he wouldn't have a cash crunch.  And 

he said that Denny was going to provide him with an 

unsecured credit line, so in case he got tight on cash, he 

would have a cushion, but he didn't think he would get 

tight on cash because he had sufficient liquidity to work 

through this, to work through it until everything was paid 

off. 

Q. I didn't follow what you just said.

Who had sufficient liquidity? 

A. Scott had indicated that Denny had given him --

made a pledge of an unsecured credit line if he needed it,

but he didn't think he would need it because he had

sufficient liquidity, to bridge gaps if he needed it.

Q. Did he tell you how long, what the size of the

unsecured credit line was?

A. No.

Q. Anything else you can recall from that

conversation?

A. Yeah.  I told him I wanted to see him.  I said,

"You got to come in here.  I want to talk to you.  I'm not
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BE IT KNOWN that the foregoing proceeding was 
taken before me; that the witness before testifying was 
duly sworn by me to testify to the whole truth; that the 
questions propounded to the witness and the answers of the 
witness thereto were taken down by me in shorthand and 
thereafter reduced to typewriting under my direction; that 
the foregoing is a true and correct transcript of all 
proceedings had upon the taking of said deposition, all 
done to the best of my skill and ability. 

 
I CERTIFY that I am in no way related to any of 

the parties hereto nor am I in any way interested in the 
outcome hereof. 
 
 

[X]  Review and signature was requested. 
[ ]  Review and signature was waived. 
[ ]  Review and signature was not requested. 

 
 

I CERTIFY that I have complied with the ethical 
obligations in ACJA Sections 7-206(F)(3) and 
7-206-(J)(1)(g)(1) and (2). 
 
 
                                              5/7/2019 
_______________________________________     _____________ 
Kelly Sue Oglesby                               Date 
Arizona Certified Reporter No. 50178 
 
 

I CERTIFY that JD Reporting, Inc. has complied 
with the ethical obligations in ACJA Sections 
7-206(J)(1)(g)(1) and (6). 
 
 
                                              5/7/2019 
_______________________________________     _____________ 
JD REPORTING, INC.                              Date 
Arizona Registered Reporting Firm R1012 
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percent of the purchase price.  Still putting us at 70

percent loan-to-value or better.

There were cases that people paid a hundred

cents on the dollar and we said:  We'll only loan you 70

percent to hold the loan-to-value of the property.

So you come up with a decision:  Yes, we will

lend you $70,000.  You purchased it for $100,000, you've

already put down $10,000, so we need you to get a

cashier's check to the trustee for $20,000, we will make

a cashier's check to the trustee for $70,000.

You come into our office, sign our documents,

give us your check, and we would have our runner go pay

the, you know, trustee and get a receipt that it's been

paid for.  And so we knew that we were the only ones

paying for the property.

And I can't even remember at what point Denny

used one of my runners in the company to do it versus

after 2012, when he disassociated himself with our

office, you know, personnel and staff, you know, to do

some of those things.  How he did it after that, I don't

know, even though the conversation's come up in this

case, you know, to suggest how he, you know, did it.

But I didn't know at the time.

Q. In terms of the mechanics of DenSco loaning

money to a successful bidder at a trustee's sale, was it
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CERTIFIED REPORTER'S CERTIFICATE 

     BE IT KNOWN that the foregoing proceeding was taken 
before me; that the witness before testifying was duly 
sworn by me to testify to the whole truth; that the 
questions propounded to the witness and the answers of 
the witness thereto were taken down by me in shorthand 
and thereafter reduced to typewriting under my 
direction; that the foregoing pages is a true and 
correct transcript of all proceedings had upon the 
taking of said proceeding, all done to the best of my 
skill and ability. 
 
     I CERTIFY that I am not related to, nor employed 
by, any of the parties hereto, nor am I in any way 
interested in the outcome thereof.   
 
            [XX] Review and signature was requested. 
            [  ] Review and signature was waived. 
            [  ] Review and signature was not requested. 
 
          I CERTIFY that I have complied with the 
ethical obligations in ACJA Sections 7-206(F)(3) and  
7-206(J)(1)(g)(1) and (2). 
 

__________________________       _____________________ 
Annette Satterlee, RPR, CRR              Date 
AZ CR No. 50179 

 

     I CERTIFY that JD Reporting, Inc., has complied 
with the ethical obligations in ACJA 7-260(J)(1)(g)(1) 
through (6). 

 

 
__________________________       _____________________ 
JD Reporting, Inc.                        Date 
Registered Reporting Firm R1012 
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Stringer Lindsay

From Beauchamp David

Sent Thursday January 09 2014 921 AM
To Stringer Lindsay

Subject Fw the details

Attachments RM Easy Investments.doc DOT Easy Investments.doc Note Easy Investment.doc HUD

Pratt 90k.pdf

Please print this for me and reserve conf room from 10 to noon today with whiteboard

Thanks

David Beauchamp

CLARK HILL PLC

14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254

480.684.1126 direct 480.684.1166 fax 602.319.5602 cell

dbeauchampclarkhill.com www.clarkhill.com

From Denny Chittick

Sent Tuesday January 07 2014 0149 PM

To Beauchamp David

Cc Yomtov Menaged smena98754@aol.com
Subject the details

thought would give you something to read so that you are up to

date and you can have questions for us when we arrive im

bringing Scott with me

Ive been lending to Scott Menaged through few different LLCs

and his name since 2007 ive lent him 50 million dollars and have

never had problem with payment or issue that hasnt been

resolved

Sometime last year his wife became ill with cancer his cousin was

working with him and took on stronger day to day role as scott

was distracted with his wife Scott always was the one that

determined what properties to buy how much etc his cousin was

doing paperwork checks and management of the day to day At

some point his cousin decided to take advantage of our relationship

and started to steal money Scott would request loan from me his
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cousin would request loan from another borrower would say
there are as many as 1/2 dozen different lenders in total
Because of our long term relationship when Scott needed money
would wire the money to his account and he would pay the trustee

do this same thing with several borrowers and bidding cos As an

example He would buy property at auction for 100k its worth

145k he would ask me for 80k would wire it to him he would pay
the trustee with my 80k and his 20k and he would sign the RM
which ive attached all docs you have reviewed and have been
reveiwed by guy at your last law firm maybe two firms ago in

2007 ive attached them would record the RM the day he paid
for the property then once the trustees deed was recorded which

during the last few years has been at times weeks from the

auction date to the recorded date then would record my DOT this

is practice that have done its recognized by all the

escrow cos Some title agents wont see anything before the

trustees deed recording as valid lien some look at the whole

chain for me to be covered would record the RM to muddy up
title then record the DOT after the trustees deed to ensure my first

position lien when the loan is paid off always send release for

both liens when say that some title officers request it and some
dont it seems to matter of opinion rather than hard and fast

law/requirement/demand/ or something of that nature Again this is

what do on every single auction property no matter who is the

borrower

What is cousin was doing was receiving the funds from me then

requesting them from the other lenders these other lenders would

cut cashiers check for the agreed upon loan amount and then

take it to the trustee and receive the receipt they would then record

DOT immediately then after the trustees deed is recorded they

would re-record their DOT Sometimes would record my RM first

sometimes they would then after the trustees deed sometimes

would record my DOT first sometimes they would
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The cousin absconded with the funds Scott figured this out in mid
November He came to me and told me what was happening he
said he had talked to the other lenders and they agreed that this

was mess and as long as they got their interest and were being
paid off they wouldnt foreclose sue or anything else

Scott and spent great amount of time creating plan to fix this

Our plan is simple sell off the properties and pay off both liens with

interest and make everyone whole Because many of the houses
were bought in the first half of last year they are upside down but
not nearly as bad as you would think if Scott paid 100k lent 80k
and another lender lent 80k the house is now worth 140k its

upside down 20k However there are some houses that are more
upside down than this Cornirup with the short fall on au thee
houses is challenge but we believe its doable our plan is

combination of injecting capital and extending cheaper money
along with continuing the business as hes run it for years by
flipping homes which will generate profits

The Plan

all lenders will be paid their interest except me im allowing my
interest to accrue

im extending him million dollars against home at 3%
he is bringing in 4-5 million dollars over the next 120 days from

liquidating some assets as well as getting some money back that

the cousin stole and other sources
hes got majority of these houses rented this brings in lot of

money every month
the houses that hes buying now and will be flipping will bring in

money every week starting next week or two
as the houses become vacant either because of ending the lease

or the tenant leaves scott will fix up the house and sell it retail this

will drive the order in which the houses will be sold
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he also owns dozens of houses that only have one lien on them

and have substantial equity in them and hell be selling these as

the tenants vacate

ive been over this plan 100 times and the numbers and truly

believe this is the right avenue to fix the problem we have been

proceeding with this plan since November and weve already

cleared up about 10% of the total $s in question thats in the

slowest part of the selling season We feel once things pick up

seasonally we can speed this up

the gentleman that handed me the paperwork believes because he

physically paid the trustee that he is in first position but agrees its

messy he wants me to subordinate to him no matter who recorded

first we have paid off one of his loans youll see onlhtslistPratt

paid in full ive attached the hud-1 and you see that it shows me in

first position versus his belief now thats one title agents opinion

understand thats not settling legal dispute on whos in first or

second

know that cant sign the subordination because that goes against

everything that tell my investors plus can tell you there are

several other lenders waiting to see what do if sign with this

group they want to have me sign one for them too

What we need is an agreement that as long as the other lenders

are being paid their interest and payoffs continue to come we
have 12 more houses in escrow currently all planned to close in

the next 30 days that no one initiates foreclosure for obvious

reasons which will give us time to execute our plan

let me know any questions so that when we meet we can be

productive as possible

thx
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DenSco Investment Corp
www.denscoinvestment.com

602-469-3001

602-532-7737
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Colin F. Campbell, No. 004955 
Geoffrey M. T. Sturr, No. 014063 
Joseph N. Roth, No. 025725 
Joshua M. Whitaker, No. 032724 
Osborn Maledon, P.A.
2929 N. Central Avenue, Suite 2100 
Phoenix, Arizona 85012-2793 
(602) 640-9000

mpbell@omlaw.eom 
gsturr@onilaw.com 
jroth@omlaw.com 
jwhitaker@omlaw.com

1

2

3

4

5 cca

6

7
Attorneys for Plaintiff

8

9
IN THE SUPERIOR COURT OF THE STATE OF ARIZONA10

IN AND FOR THE COUNTY OF MARICOPA11

Peter S. Davis, as Receiver of DenSco 
Investment Corporation, an Arizona 
corporation.

No. CV20I7-0I383212

U 13
p4 PLAINTIFF’S SEVENTH 

DISCLOSURE STATEMENTQ Plaintiff,O 14m
15 vs.1/3 (Assigned to the 

Honorable Daniel Martin)Clark Hill PEC, a Michigan limited 
liability company; Davi 
and Jane Doe Beauchamp, husband anc 
wife.

16
. Beauchamp

17

18
Defendants.

19

20 Pursuant to Rule 26.1(a), Plaintiff Peter S. Davis, as the court-appointed receiver 

of DenSco Investment Corporation (the “Receiver”), makes the following disclosures. 

Changes from the Receiver’s Sixth Disclosure Statement are identified in the mark-up 

attached as Appendix G.

On August 18, 2016, the Receiver was appointed to serve as the Receiver for 

DenSco Investment Corporation (“DenSco”) under an order entered by the Maricopa 

County Superior Court in Arizona Corporation Commission v. DenSco Investment 

Corporation, CV2016-014142 (the “Receivership Court”). After the Receiver and his
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During June 2013, Beauchamp Learned That Representations 
Made In the 2011 POM About DenSco’s Lending Practices 
Were Materially Misleading But Failed to Conduct Any 
Investigation of DenSco’s Lending Practices.

Beauchamp received an email from Chittick on June 14, 2013.

Chittick’s email, which was copied to Yomtov “Scott” Menaged, said, in 

part: “I have a borrower, to which I’ve done a ton of business with, million[s] in loans

and hundreds of loans for several years[.] [H]e’s getting sued along with me---- Easy

Investments[] has his attorney working on it[.] [I]’m okay to piggy back with his 

attorney to fight it[.] Easy Investments [is] willing to pay the legal fees to fight it. I 

just wanted you to be aware of it, and talk to his attorney, [whose] contact info is 

below.

4.1

2

3
112.

4
113.
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99
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114. Chittick’s email included a forwarded email from Menaged which 

provided contact information for his attorney, Jeffrey J. Goulder.

115. Copies of a summons, the first four pages of a complaint, a certificate of 

compulsory arbitration, and a lis pendens were attached to the email.

116. Menaged responded to the email by telling Beauchamp in an email to 

bill me for your services and utilize my attorney for anything you may need.

117. The complaint and other documents Beauchamp received identified by 

street address and legal description the foreclosed home at issue in the lawsuit; they 

also identified the names of the former owners.

118. After reviewing these documents, Beauchamp sent an email to Chittick on 

June 14, 2013 which said ''We will need to disclose this in POM.'' (Emphasis added.)

119. Bryan Cave’s billing records reflect that Beauchamp billed DenSco for 30 

minutes of time on June 14, 2013 devoted to “[e]mail to D. Chittick regarding need to 

disclose pending litigation in Private Offering Memorandum; review email from D. 

Chittick; review requirements.
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120. The complaint had been filed in Maricopa County Superior Court by Freo 

Arizona, LLC against DenSco; Easy Investments, EEC; Active Funding Group, EEC; 

Ocwen Loan Servicing, LLC; and another defendant.

121. According to the excerpt of the complaint that Beauchamp received,

A home in Peoria, Arizona was to be sold at a trustee’s sale.

Freo claimed to have purchased the home on March 18, 2013,

before the date of the scheduled trustee’s sale, by paying Ocwen Loan Servicing 

the payoff amount for the mortgage, and that the sale was documented in a 

warranty deed that had been recorded with the Maricopa County Recorder’s 

Office.

1

2

3

4

5 a.

b.6

7

8

9

10
Ocwen failed to timely instruct the Trustee to cancel the trustee’s11 c.

sale.12
On March 22, 2013, Easy Investments acquired the property at a 

trustee’s sale, and then “attempted to encumber the property with deeds of trust 

to Active [Funding Group] and DenSco.'' (Emphasis added.)

Freo filed its lawsuit to establish that it owned the property free 

and clear of liens asserted by Active Funding Group and DenSco.

122. The Freo complaint put Beauchamp on notice that DenSco’s 2011 POM 

was materially misleading because DenSco was not following the “proper method and 

procedures for funding a loan” which, according to Beauchamp’s interrogatory 

answers, were described in the 2011 POM as including ‘“due diligence to verify certain 

information in connection with funding a Trust Deed’” and “‘conduct[ing] a due 

diligence review by . . . verifying the documentation.

123. It was apparent from the Freo complaint that Chittick had not conducted 

any due diligence before loaning money to Easy Investments to acquire this particular 

home, since the property had been sold, according to public records, five days before a 

trustee’s sale. Under such circumstances, the loan funded by DenSco could not have

d.13

14

15

16 e.

17

18

19

20

21

22
95523

24

25

26

27

28

25



been a loan “intended to be secured through [a] first position trust deed[],” as DenSco 

had represented in the 2011 POM.

124. It was also apparent from the Freo complaint that Chittick had not 

exercised appropriate care in loaning money to Easy Investments, since Freo alleged 

that Easy Investments had “attempted to encumber the property with deeds of trust to 

Active [Funding Group] and DenSco.” That allegation called into question both the 

due diligence Chittick had employed in selecting Easy Investments as a borrower and 

the practices Chittick followed in funding loans made by DenSco.

125. Although the files Beauchamp maintained and Bryan Cave’s billing 

records reflect that the only actions Beauchamp took after receiving Chittick’s June 14, 

2013 email were to spend 30 minutes to “review email from D. Chittick” and to send

[ejmail to D. Chittick regarding need to disclose pending litigation in Private Offering 

Memorandum,” Beauchamp claims in Defendants’ initial disclosure statement (at 6-7) 

that he did more than that.

126. Beauchamp claims that after reviewing the Freo complaint, he “advised 

Mr. Chittick . . . that Mr. Chittick needed to fund DenSco’s loans directly to the trustee 

or escrow company conducting the sale, rather than provide loan funds directly to the 

borrower, to ensure that DenSco’s deed of trust was protected.” This is an admission 

by Beauehamp that he knew in June 2013 that the 2011 POM was materially 

misleading.
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127. Beauchamp goes on to say in Defendants’ initial disclosure statement that 

Mr. Chittick explained to Mr. Beauchamp that this was an isolated incident with a

borrower, Menaged, whom Mr. Chittick described in his email as someone he had 

‘done a ton of business with . .. hundreds of loans for several years ....

128. If a j ury believes that B eauehamp actually had this discussion with 

Chittick, despite the absenee of any email, note or billing record to support 

Beauchamp’s claim, it should conclude that Beauehamp decided not to take any steps to 

investigate Chittick’s admission that DenSco had lax lending practices. The jury may
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also conclude that Beauchamp was preoccupied with his efforts to find a new law firm 

and did not take the time to do so.

An investigation into DenSco’s lending practices was needed beeause: 

the volume of DenSco’s lending that Chittick was managing by 

himself (a missed red flag when the 2011 POM was prepared) had signifieantly 

increased since 2011;

1

2

129.3

4 a.

5

6

as Beauchamp had noted in his email exchanges with Bryan Cave 

attorneys, DenSeo had gone from $16 to $18 million of investor funds in 2011 to 

approximately $47 million in 2013, and Beauehamp knew that the additional 

investor funds would be utilized to make new loans;

the allegations in the Freo lawsuit evidenced a lack of due 

diligence on DenSco’s part in deciding to fund the loan in question;

the allegations in the Freo lawsuit called into question whether 

Menaged, whom Chittick described as one of DenSco’s major borrowers, was a 

reliable and trustworthy person.

Chittick’s admission that he had given funds directly to Easy 

Investments necessarily meant DenSco was not complying with the terms of the 

Receipt and Mortgage which, as Beauchamp has noted in his interrogatory 

answers, “stated that the check purchasing the property was made to the 

Trustee.
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Beauchamp knew on June 17, 2013, when he downloaded and 

reviewed DenSco’s website, that DenSco was representing to existing and 

potential investors that it followed “Lending Guidelines” under which it would 

be in “First Position ONLY!

Beauchamp laiew that DenSco would be actively selling 

promissory notes in the latter half of 2013, since he knew, and told his Bryan 

Cave colleagues on June 20, 2013, that “[ajccording to [Chittick’s] note
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schedule, [DenSeo] has approximately 60 investor notes that are seheduled to 

expire in the next 6 months (and to probably be rolled over into new notes).

Beauchamp knew that DenSeo was aetively selling promissory 

notes based on the 2011 POM. On June 27, 2013, for example, Chittiek told him 

by email “Oh ya I just took in another 1.1 million yesterday.

Beauchamp did not conduct an investigation of the allegations in the Freo 

lawsuit regarding DenSeo’s lending praetiees, or of DenSco’s lending praetices 

generally, in June 2013 (before the 2011 POM expired on July 1, 2013) or at any time 

thereafter.

1
992

h.3

4
995

130.6

7

8

9

131. If Beauchamp had investigated the allegations in the Freo eomplaint, he 

would have found within minutes, by reviewing reeords available through the Marieopa 

County Recorder’s website relating to the property described in the Freo lawsuit: (i) a 

Deed of Trust and Seeurity Agreement With Assignment of Rents given by Easy 

Investments in favor of Aetive Funding Group, which Menaged had signed on 

Mareh 25, 2013; and (ii) a Deed of Trust and Assignment of Rents given by Easy 

Investments in favor of DenSeo, which Menaged had signed on April 2, 2013. Both 

signatures were witnessed by the same notary public.

132. Those doeuments eonfirmed the allegation in the Freo complaint that 

DenSeo was not in first position on a loan it had made to Easy Investments.

133. Those documents also showed that Menaged had purposefully borrowed 

money, first from Active Funding and then from DenSeo, using the same property as 

seeurity, since he had personally signed both the Active Funding deed of trust and the 

DenSeo deed of trust before a notary.

134. Had Beauchamp questioned Chittiek about his lending relationship with 

Menaged, he would have learned that Chittiek had, by mid-2013, caused DenSeo to 

make loans to entities eontrolled by Menaged such that the representation in the 2011 

POM regarding loan eoneentrations (that DenSeo would “attempt[] to ensure that one
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221. Chittick attached to his email a form of Mortgage, Deed of Trust, and 

Note Secured by Deed of Trust that he routinely used in making loans to Menaged, 

which Chittick described as “docs you have reviewed and have been reviewed by a guy 

at your last law firm, maybe two firms ago in 2007.

222. Chittick’s email confmned what was evident from the demand letter, and 

brought home the red flags Beauchamp had missed when he prepared the 2011 POM 

and when he reviewed the Freo lawsuit six months earlier:

Chittick had been grossly negligent in managing DenSco’s loan 

portfolio, by not complying with the terms of the Mortgage, whieh called for 

DenSco to issue a eheck payable to the Trustee, and instead wiring money to 

Menaged, trusting Menaged to actually use those funds to pay a Trustee.

Chittick’s admitted practice of giving DenSco’s funds directly to 

Menaged, rather than paying them directly to a Trustee through a check made 

payable to the Trustee, made the statements in the 2011 POM about DenSco’s 

lending practices materially misleading.

223. Chittick’s reference to “does you have reviewed and have been reviewed 

by a guy at your last law firm, maybe two firms ago in 2007” suggested that Chittick 

might blame Beauchamp for the problems DenSco now faced because of DenSeo’s use 

of those doeuments.

224. Chittick’s email went on to say that Menaged had told him in November 

2013 that DenSco had been defrauded by Menaged’s “cousin,” who allegedly worked 

with Menaged in managing Easy Investments and Arizona Home Foreelosures. 

Menaged claimed that his “cousin” had “receiv[ed] the funds from [DenSco], then 

request[ed] them from . . . other lenders [who] cut a cashiers eheck for the agreed upon 

loan amount. . . [took] it to the trustee and . . . then reeord[ed] a [deed of trust] 

immediately.

225. Chittick explained that “sometimes” DenSco had recorded its mortgage 

before another lender’s deed of trust was recorded, but in other cases it had not.
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on March 15, 2019, the Receiver’s counsel produced to 

Defendants’ counsel documents numbered RECEIVER_ 004488-004896.

on April 4, 2019, the Receiver’s counsel produced to 

Defendants’ counsel documents numbered RECEIVER_ 004897-005186.

on April 16, 2019, the Receiver’s counsel produced to 

Defendants’ documents numbered RECEIVER_ 005187-005188.

on May 2, 2019, the Receiver’s counsel produced to 

Defendants’ counsel documents numbered RECEIVER_ 005189-005195.

on May 8, 2019, the Receiver’s counsel produced to 

Defendants’ counsel a document numbered RECEIVER_ 005196.

on June 4, 2019, the Receiver’s counsel produced to 

Defendants’ counsel documents numbered RECEIVER_ 005197-005542.

on July 2, 2019, the Receiver’s counsel produced to 

Defendants’ counsel documents numbered RECEIVER_005543-005545.

on July 11, 2019, the Receiver’s counsel produced to 

Defendants’ counsel documents numbered RECEIVER_005546-005627.
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16
on September 6, 2019, The Receiver’s counsel produced to 

Defendants’ counsel documents numbered RECE1VER 005628-005676. 
/3’^ay of September, 2019.
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DATED this19

OSBORN MALEDON, P.A.20
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22 ByT Colin F.
Geoffrey M. T. Sturr
Joseph N. Roth
Joshua M. Whitaker
2929 N. Central Avenue, Suite 2100
Phoenix, Arizona 85012-2793
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1 COPY of the foregoing served by mail 
this day of September 2019, to:2

John E. DeWulf 
Marvin C. Ruth 
VidulaU. Patki 
Coppersmith Brockelman PLC 
2800 N Central Ave., Suite 1900 
Phoenix, AZ 85004 
j dewulf@eblawy ers. com 
mruth@cblawy ers. com 
vpatki@cblawy ers. com
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1 John E. De Wulf (006850) 
Marvin C. Ruth (024220) 

2 Vidula U. Patki (030742) 
COPPERSMITH BROCKELMAN PLC 

3 2800 North Central Avenue, Suite 1900 
Phoenix, Arizona 85004 

4 T: ( 602) 224-0999 
F: (602) 224-0620 

5 jdewulf@cblawyers.com 
mruth@cblawyers.com 

6 vpatki@cblawyers.com 

7 Attorneys for Defendants 

8 

9 

10 -. 

SUPERIOR COURT OF ARIZONA 

COUNTY OF MARICOPA 

11 Peter S. Davis, as Receiver ofDenSco 
Investment Corporation, an Arizona 

12 corporation, 

13 Plaintiff, 

14 V. 

15 Clark Hill PLC, a Michigan limited liability 
company; David G. Beauchamp and Jane 

16 Doe Beauchamp, husband and wife, 

17 Defendants. 

No. CV20I 7-013832 

DEFENDANTS' EIGHTH 
SUPPLEMENTAL RULE 26.1 
DISCLOSURE STATEMENT 

18 Defendants Clark Hill PLC, David G. Beauchamp and Jane Doe Beauchamp 

19 ( collectively, "Defendants") supplement their initial disclosure statement according to 

20 Arizona Rule of Civil Procedure 26.1. Defendants reserve the right to amend or supplement 

21 this disclosure statement as discovery progresses. 

22 This case is in process and thus the content of this disclosure statement is preliminary 

23 and subject to supplementation, amendment, explanation, change and amplification. Because 

24 discovery is continuing, there may be information, documents, and materials related to the 

25 various allegations and defenses set forth in the pleadings of which Defendants are presently 

26 unaware. Defendants note that they do not currently have access to all potentially relevant 

{00445667.5 } 



I Until mid-2013, Mr. Beauchamp's work as DenSco's securities counsel included, 

2 among other things, drafting DenSco's Private Offering Memoranda and related investor 

3 documents; advising DenSco regarding Blue Sky laws and state and federal securities 

4 reporting and filing requirements; advising DenSco as to the rules and regulations 

5 promulgated by state financial and lending authorities; and advising DenSco regarding the 

6 applicability of mortgage broker regulations. At times, it would also involve answering 

7 DenSco's questions regarding its Reg D filings and obligations. Although Mr. Beauchamp 

8 helped DenSco file its first set of Reg D documents in 2003, Mr. Chittick told Mr. 

9 Beauchamp thereafter that he did not want to pay a lawyer to review and file the Reg D 

IO documents, and that Mr. Chittick would take on that responsibility himself. That was not a 

11 surprising request, as Mr. Chittick repeatedly instructed Mr. Beauchamp to keep legal fees 

12 to a minimum. Consequently, although Mr. Beauchamp's paralegal initially helped Mr. 

13 Chittick understand the filing process and obtain access to the EDGAR filing site, in 

14 accordance with his client's wishes Mr. Beauchamp did not review DenSco's Reg D filings. 

15 The scope of Mr. Beauchamp's representation of DenSco and its president was 

16 narrow. Further, the relationship was friendly, but professional. Mr. Beauchamp did not go 

17 to dinner or vacation with Mr. Chittick or his family. They did not play golf or otherwise 

18 socialize together. 

19 Over the years, Mr. Chittick showed himself to be a trustworthy and savvy 

20 businessman, and a good client. He appeared to be devoted to his business and investors, 

21 many of whom were friends and family. Despite often complaining about the cost of legal 

22 services, Mr. Chittick appeared to follow Mr. Beauchamp's advice and provided information 

23 when asked for it, at least until the later years of the representation. It has since become clear 

24 that Mr. Chittick did not follow certain advice Mr. Beauchamp and his firms provided, and 

25 that Mr. Chitick did not always provide complete and accurate information to his attorneys, 

26 particularly in 2013 and 2014. Further, Mr. Beauchamp understood that DenSco utilized an 
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1 hard money lending would not have been atypical given the real estate market at the time, 

2 and DenSco had provided assurances that it had adequate internal procedures to manage its 

3 business. 

4 In addition, Mr. Beauchamp and his prior law firms, including Gammage & Burnham, 

5 provided advice to DenSco regarding proper loan documentation and procedures since at 

6 least 2007. DenSco and Mr. Chittick were both advised, and understood, (a) that DenSco 

7 should fund loans through a trustee, title company or other fiduciary, (b) that DenSco was 

8 representing to its investors that DenSco's loans would be in first position, and (c) that it was 

9 of fundamental importance that DenSco safeguard the use of its investors' funds in 

10 conjunction with properly recording liens, in order to ensure that DenSco's loans were in 

11 first position. 

12 In early summer 2013, Mr. Beauchamp advised DenSco that it needed to update its 

13 2011 POM given the passage of time and changes in the scope of DenSco's fund raising. 

14 Mr. Chittick was well aware based on historical practice and his work with other hard money 

15 lenders, including Mr. Gould and Mr. Koehler, that it was necessary to keep investors up to 

16 date with regular disclosures. In particular, based on Mr. Chittick's representations to Mr. 

17 Beauchamp, DenSco either had or would soon eclipse the $50 million maximum offering set 

18 forth in the 2011 POM. Consequently, Mr. Beauchamp began drafting revisions to the 2011 

19 POM, which included updates to the maximum offering and updates on DenSco's 

20 performance to date, among other revisions. Mr. Beauchamp, however, was never able to 

21 finalize the 2013 POM. Although Mr. Beauchamp asked for updated investment, loan and 

22 financial information regarding DenSco, Mr. Chittick stalled on providing the information, 

23 preferring to wait until after he scaled down the amount outstanding to investors. Mr. 

24 Beauchamp repeatedly advised DenSco that an update was necessary irrespective of 

25 DenSco' s plans regarding the outstanding amount of its offerings, and opened a file at Clark 

26 Hill to complete the update, but Mr. Chittick continued to delay. 
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G. Menaged continues to perpetrate fraud on DenSco, which only grows in 
scale. 

During the time that he represented it regarding securities matters, Mr. Beauchamp (a) 

repeatedly advised DenSco that it had to make full disclosure to its investors and then 

terminated his relationship as securities counsel for DenSco when DenSco refused, (b) 

explained that DenSco would need to retain new counsel after Mr. Beauchamp withdrew to 

provide proper disclosures and monitor the forbearance, and (c) repeatedly reminded Mr. 

Chittick that he needed to fund loans directly to a trustee or escrow company, rather than to 

the borrower. Mr. Chittick ignored Mr. Beauchamp's advice, his own lending documents, and 

the knowledge gained through years of working in the hard money lending business, including 

experience and knowledge gained from working with Scott Gould and Robert Koehler, as well 

as prior warnings among hard money lenders regarding double liening and best practices. It is 

unclear if DenSco ever engaged or even talked to new counsel. It appears Mr. Chittick never 

issued an updated POM, a fact which could not have gone unnoticed by DenSco' s sophisticated 

accredited investors, who had gotten used to regular updates from DenSco ( and to receiving 

generous returns indicative of the inherent risk in their investments), not only through updated 

POMs, but through monthly newsletters and periodic investor meetings. It is quite clear that 

despite the double liening· issue which arose as a direct result of Mr. Chittick's careless practice 

of funding loan money directly to Menaged (as well as to his other borrowers, a practice other 

hard money lenders have testified is contrary to common knowledge in the industry regarding 

the proper way to lend money while ensuring a valid first position lien and securing investors' 

funds), Mr. Chittick continued to loan funds directly to Menaged in direct contravention of 

common sense and Mr. Beauchamp's repeated advice to fund loans directly to a trustee or 

escrow company. As discovery has made clear, Mr. Chittick's approach to lending was much 

more reckless than he represented to his investors or that he disclosed to his attorney. 

Nevertheless, the brazen scope ofMenaged's efforts to defraud DenSco through use of copies 
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8 

9 

52. All timesheets or invoices produced by Plaintiff, including timesheets and 

invoices reflecting Plaintiffs' experts (RECEIVER_005546-5627), Peter Davis', 

and Ryan Anderson's work. 

53. All documents placed in the Receiver's Depository. 

54. All documents posted to the Receiver's website at 

https://denscoreceiverl .godaddysites.com/home.html 

5 5. All documents filed or to be filed in any proceeding brought by the Receiver, and 

all documents produced in any such proceeding. 

56. All correspondence between counsel in the above captioned proceeding, 

including the communications produced herewith. 

57. All documents recorded with the Maricopa County Recorder's office regarding 

DenSco and other lender liens on properties purchased by Menaged or his 

entities, including documents produced herewith. 

10 

11 

12 

13 

14 Defendants reserves the right to supplement the list of documents that may be relevant 

15 as information becomes available. 

16 X. 

17 

INSURANCE AGREEMENTS. 

Defendants produced the insurance policies in effect during the relevant time period 

18 and the November 10, 2017 correspondence from Mendes & Mount, LLP, all of which are 

19 stamped "Confidential Materials." 

20 

21 

22 

23 

24 

25 

26 
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part, he did follow, or I -- through April/May 2014, I

believed he was following the legal advice, but not

necessarily the recommendations.

Q. Mr. Beauchamp, if I read your 26.1 statement

correctly, you are blaming Mr. Chittick for what happened

in this case.  True?

MR. DeWULF:  Object to form.

THE WITNESS:  I thought I indicated that

Mr. Menaged was the primary person and who exercised

control over Mr. Chittick in ways I never understood.  

 Q.   (BY MR. CAMPBELL)  Sir, you state, do you not, 

you believe that Mr. Chittick instructed you not to finish 

the private offering memorandum in the year 2013, correct?   

MR. DeWULF:  Would you read that back, please.

(The requested portion of the record was read.) 

THE WITNESS:  I did state he instructed me, and

that was based upon a conversation where he had to provide

specific answers to information that we needed right then

in order to finish the private offering memorandum.  He

said he did not have time, and I said then you are saying

to put it on hold?  And he said, yes, put it on hold.

 Q.   (BY MR. CAMPBELL)  All right.  And that was 

against your advice.  True? 

A. Yes, that -- my advice was to get it done, but

we could not get it done without that information, and he
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explained it was an impossibility to get that information

together at that point.

Q. In your 26.1 statement you state that you told

Mr. Chittick not to work with Mr. Menaged.  He wasn't to

be trusted.  True?

A. True.

Q. He ignored your advice.  True?

A. I believe that was more of a recommendation,

because it wasn't legal advice with respect to that.  It

was a recommendation based upon how I had seen Mr. Menaged

act with Mr. Chittick and how I had seen Mr. Chittick act

with Mr. Menaged, that there was some type of mental

control there.  That's not the right term, but it was a

deference that clearly worked to DenSco's disadvantage.

Q. All right.  Turn to page 14 of your Rule 26.1

statement, line 3.  You state under oath, "Nevertheless,

Mr. Beauchamp at one point became concerned enough at

Menaged's intransigence and the apparent influence he held

over Mr. Chittick, that he reached out to third parties in

late January 2014 to inquire about Menaged.  Those third

parties informed him that Menaged was generally someone to

be distrusted and not someone to do business with.

Mr. Beauchamp attempted to persuade Mr. Chittick of this

during several heated conversations, but Mr. Chittick

ignored these admonitions, explaining that while Menaged
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according to what we know, right? 

A. Correct.

Q. In the real world is there ever a time where a

lawyer has to go out and see if there is more facts?

MR. DeWULF:  Object to form.

THE WITNESS:  It really would have to depend

upon a lot of circumstances.

 Q.   (BY MR. CAMPBELL)  All right.  I think we were 

talking about times that Mr. Chittick ignored your advice.  

On your Rule 26.1 statement, again on page 14.  Well, let 

me go about it this way.   

You told Mr. Chittick again and again that he 

needed to immediately disclose to the investors what had 

happened with respect to Mr. Menaged, right? 

A. I told Mr. Chittick that he was required to tell

his investors what had happened with Menaged.  I stated he

could not take any money from any new client, he could not

take any rollover money from an existing client, without

giving them full disclosure.

I thought we had a reasonable period of time,

and typically a Forbearance Agreement is something that's

done in two, three weeks, to advise all of his existing

investors, because these were long-term notes from his

investors.  

And -- and that was -- you know, the original 
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plan was to get the forbearance finalized, and that's what 

Mr. Chittick was insisting upon before we did the full 

written disclosure.  But he had assured me he wasn't 

taking any new money or any rollover money, which was 

deemed new under the circumstances, from any investor 

without telling them exactly what was going on.   

And a couple of times he asked for a clean 

version, not a redlined version, of, you know, can I send 

this to, you know, an investor so that they can see this 

description or what's going on and -- of the Forbearance 

Agreement so they know what's going on.   

I do not know who he had intended to provide it 

to, but he did ask the question, and the only concern I 

had with that is that he had a confidentiality 

understanding with Menaged about sharing it with third 

parties, and I told him that, but I said you do need to 

provide, you know, the information and in terms of what is 

going on. 

Q. Mr. Beauchamp, I am confused.  Maybe you can

clarify some things for me.

Are you telling me you were aware, while you

were representing Mr. Chittick, that he was continuing to

raise money from new investors and from rollover investors

after January 9th, 2014?

A. I became aware of that during the process.  I
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fact an owner raising money for your -- for a client that

it owns, your firm uses or it did use the exact same or

very, very similar language that we have, that it's a

potential conflict of interest.

That is accepted practice and was discussed at 

several CLE seminars I was attended -- I attended, and it 

discussed that it could be asserted later it was a 

conflict of interest, disclose it as a risk factor, 

because you are going through the individual for the 

company, and if somebody tries to bifurcate what you did 

with 20/20 hindsight, they could claim there was a 

conflict of interest. 

 Q.   (BY MR. CAMPBELL)  Mr. Beauchamp, we are on this 

path because I want to know who your client is. 

A. I have --

Q. And I get more confused the more I hear you.

Did you ever represent Mr. Chittick personally, 

yes or no? 

A. No, I did not.

Q. Did you ever consider there was a conflict of

interest between Mr. Chittick and DenSco?

A. Only when he refused to do the disclosure that

we provided to him in May 2014 to disclose the Forbearance

Agreement to its investors.

Q. And that's when you terminated, right?
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A. That is correct.

Q. But you were never Mr. Chittick's attorney.

True?

A. That is correct.

Q. Well, then let's turn to Exhibit 295.

MR. DeWULF:  Say it again?  Two what?

MR. CAMPBELL:  295.

 Q.   (BY MR. CAMPBELL)  So Exhibit 295, there is a 

couple pages here, these are -- these are all your 

handwritten notes, correct? 

A. I don't see any handwritten notes at the

beginning, and I don't think I have ever seen this

document before.

Q. Wait a minute.  Are you on 295?

A. Oh, I'm sorry.  Now I am.  Sorry.

Q. These are your handwriting, right?

I didn't think it was a hard question.  Is this 

your handwriting? 

A. Yes, this is.  I'm reading it.  Sorry.

Q. So --

A. But there is more than just one quick page,

so...

Q. I didn't ask you to read it.  Can you identify

your handwriting?

A. And I am trying to look at multiple pages to do
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short-term loans.  That's not recommended business 

procedure, but it's not breaching any law. 

With respect to not providing the necessary

disclosure, if in fact an officer is not doing it, your

responsibility is go to the board of directors.  When

there isn't a board of directors, there is a sole director

who happens to be the same person not advising you, if it

is a closely held company, I believe, again, I would have

to defer to ethics counsel on this, but you have to notify

the owners of the closely held company, because it's an

identifiable list.

In May 2014, I don't believe we had any list 

because I had never seen the completed subscription 

agreements.  Denny refused to provide their names and 

email addresses to me, and there was no way we could do 

anything other than taking an ad in the newspaper, which 

is an ethical problem.   

I know we debated this with ethics counsel long 

and hard as to what we could -- 

MR. DeWULF:  David, don't talk about

attorney/client privilege, but you can go ahead and answer

if you can.

THE WITNESS:  Okay.

 Q.   (BY MR. CAMPBELL)  Are you done? 

Mr. Beauchamp, we will come back to it.  Turn to
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Q. Fair to say that Mr. Chittick did not want to

disclose his problems to the investors?

MR. DeWULF:  Object to form.

THE WITNESS:  Do you want to restate the

question?

 Q.   (BY MR. CAMPBELL)  No. 

Fair to say --  

A. At what time?

Q. When you were dealing -- sir, you terminated

your representation of Mr. Chittick and DenSco because he

would not disclose to the investors the fraud that

Mr. Menaged had committed on him.  True?

MR. DeWULF:  Object to form.

THE WITNESS:  That -- that -- that is true.

 Q.   (BY MR. CAMPBELL)  And from the very first time 

this problem arose, let's take your meeting of 

January 9th, 2014, January 9th, 2014, Mr. Chittick did not 

want to disclose this problem to his investors? 

MR. DeWULF:  Would you read that back, please.

(The requested portion of the record was read.) 

MR. DeWULF:  Object to form.

THE WITNESS:  I'm not -- I'm not sure how to

answer it without getting inside Denny's mind.

On January 9th, 2014, when I told him he had to 

disclose this before taking any new money, he balked at 
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it.  I explained it again is a material issue, and he said 

okay.  At -- I left that meeting that he understood his 

obligation and that he would do it for any new money 

brought in or any rollover money.   

MR. CAMPBELL:  Can you read me back his answer

again.

(The requested portion of the record was read.) 

 Q.   (BY MR. CAMPBELL)  Again, you were aware after 

that meeting that he was going to take new monies and take 

new rollover monies, but somehow he was going to disclose 

it? 

MR. DeWULF:  Object to form.

 Q.   (BY MR. CAMPBELL)  Do you want me to read your 

answer back to you? 

A. No, I heard it read.

At the January 9th meeting, I explained to him 

that he is frozen right now.  He needs to -- we need to 

get a handle on this and get it resolved.  And he 

indicated that he had other obligations with other 

borrowers and he had some notes that were coming due and 

to roll over.   

And I said you can't take that money, the 

rollover money without doing full disclosure.  He goes 

what about if I borrow on my line of credit and deal with 

it?  And I said are they looking to you or to the fund?  
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And he said to me.  And I -- well, you can borrow, you 

know, on your own and reloan it to the fund because you do 

know the facts, but you can't take any, and that's the 

bottom line.   

And based upon his previous experience with 

Insight and having been through this process many, many 

times, he understood his obligation. 

Q. Okay.  Just so I'm clear, to your knowledge,

Mr. Chittick was not raising any money after your meeting

with him; he froze raising any new money?

A. That -- that was my advice to him.  And

initially, January 9th, I didn't think he was going to be

doing that, other than borrowing on his line of credit and

reloaning it to the company or possibly borrowing

personally from some of the other heavy-wheeled investors

in reloaning the money to the company.

Q. You know today, Mr. Beauchamp, that he never

stopped raising money.  True?

MR. DeWULF:  Object to form.

THE WITNESS:  I have no personal knowledge, but

it is such common knowledge from everybody in the Court, I

accept that.

 Q.   (BY MR. CAMPBELL)  All right.  Did you ever read 

the receiver's report in this case? 

A. A long, long time ago, yes.
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A. I told Denny we would -- that we were in the

process of revising the POM.  We will get you the

applicable sections dealing with what you have to disclose

to your investors, describing the Forbearance Agreement,

and the questions that we need to finish the POM.  If we

can't get the information necessary to finish the POM,

then we have to do an amendment with regarding to the

Forbearance Agreement.

"Well, no, I want to wait on that for a while," 

et cetera, et cetera, was his response.  Again, I'm 

paraphrasing, please understand.  It's been a while and it 

was a rather difficult conversation.  And I said:  We will 

give it to you, but we expect that we have to make sure 

that this is done and provided to your investors. 

Q. Okay.  But, Mr. Beauchamp, these breaches of

fiduciary duty, these violations of the securities law are

taking place every single day.

You understood that, right? 

MR. DeWULF:  Object to form.

THE WITNESS:  I didn't understand it was every

single day.  He had so much money rolling in with payoffs

of previous loans and things of that nature, I -- he told

me it -- he was dealing with his line of credit to cover

the shortfalls and everything:  Oh, maybe a few times I

have accepted rollovers, whatever.
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THE WITNESS:  As he indicated there, he wanted

to have a solution to show them as opposed to just

sounding an alarm, like:  Oh, my God, this happened.  That

was his expression.

 Q.   (BY MR. CAMPBELL)  All right. 

A. The -- proceed.

Q. On January 9th when you learned that Mr. Menaged

had defrauded DenSco, DenSco's duties were to inform the

investors as soon as possible.  True?

MR. DeWULF:  Object to form.

THE WITNESS:  DenSco had a twofold obligation.

The first was he could -- was not supposed to 

take any new investment in to the company or any rollover 

investment without doing up-to-date disclosure to those 

investors.   

The second obligation, to the extent the 

investors were already locked into two-year notes that 

hadn't come up for renewal or anything yet, he needed to 

get the information to them as quickly as reasonably 

possible, I believe, is what -- is what I have read in 

that case. 

 Q.   (BY MR. CAMPBELL)  I want you to focus on 

fiduciary duty.  Okay?   

DenSco has a fiduciary duty to disclose material 

facts to its investor.  True? 
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is a list of all loans affected by the double escrow.  

They total over $100 million.   

Do you think that's a material fact that an 

investor should know? 

MR. DeWULF:  Object to form.

 Q.   (BY MR. CAMPBELL)  On a fiduciary duty?   

A. I would like to see what you are referring to as

to over $100 million.  The -- what I thought was provided

to me showed that -- and, again, I'm going off memory

here, and it's not a good thing to do.  The -- what was

provided after the April 16th signature on the Forbearance

Agreement, it was 30-some million in loans, which

absolutely I had a long conversation with Denny after

that.

 Q.   (BY MR. CAMPBELL)  When did you learn it was 

$136 million in loans? 

MR. DeWULF:  Object to form.

THE WITNESS:  I didn't say 136 million.

 Q.   (BY MR. CAMPBELL)  What was the number you said? 

A. 30-some million.

Q. When did you learn that?

A. When that list was provided after, the couple

days after the April 16th Forbearance Agreement was

provided.  Before that, there was all kinds of numbers

being thrown around, and Denny always said:  I can get the
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final numbers.  It's much lower than that.

Q. Mr. Beauchamp, will you at least admit that when

you learned the $30 million, that it crossed your mind

that DenSco had a fiduciary duty to tell its investors

that?

MR. DeWULF:  Object to form.

THE WITNESS:  And I did have that conversation

with Denny, and we started on the revised POM shortly

thereafter to get it to the investors with as accurate

information as possible.

 Q.   (BY MR. CAMPBELL)  Apart from the POM, you don't 

believe there was a fiduciary duty that DenSco had to do 

it right then? 

MR. DeWULF:  Object to form.

THE WITNESS:  That's not how Denny Chittick had

ever communicated to his investors.  He used newsletters

and he used the POM.  And I never prepared or had anything

to do with the newsletters, and I wanted to make sure this

was properly described so we wanted it to go in a private

offering memorandum so that it was truthful, accurate, and

properly disclosed the risk.

 Q.   (BY MR. CAMPBELL)  So you made a decision with 

Mr. Chittick that you would not disclose anything until we 

had a private offering memorandum, irregardless of any 

fiduciary duties? 
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a partially done product.  Let us know who your new

counsel is and we will email it to them so they can finish

it, but it was -- 

Q. He never -- 

A. It was value of service delivered.

Q. He never ever, ever gave you the name of new

counsel to mail it to, did he?

A. No, he did not.

Q. And you continued to work for him in June

knowing he hadn't given you the name of any new counsel to

work on it, correct?

MR. DeWULF:  Object to form.

THE WITNESS:  In May he said he was meeting and

talking to other counsel, and -- and that -- that he was

going to be making a transition, and I had no reason to

doubt that at all.

 Q.   (BY MR. CAMPBELL)  Mr. Beauchamp, in Exhibit 12, 

the time you bill in June of 2014 after you terminated 

but, continue working for Mr. Chittick, this work is done 

on the workout lien issues, right? 

A. That -- that is correct.

Q. And as I -- if I understand your prior testimony

correctly, and if I'm wrong, correct me, the whole POM was

waiting for you to finish on the workout lien issues?

MR. DeWULF:  Object to form.
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are not involved with that.  I still would like to know

who your new securities counsel is, but I can't be

involved in any way with any securities work for you.

Q. Before you took him on as a client and billed

him, did you ask him if he had ever complied with your

advice and issued a new private offering memorandum?

A. I had asked him if he had done full disclosure

to his investors and he said yes.

Q. Did you ask to look at the private offering

memorandum?

A. No, I did not, but his demeanor when he answered

that first question, indicated that would have been a -- a

request leading to an argument, so I did not ask for it.

Q. So you went to -- back to using him as a client,

even though you didn't know whether he was violating or

not violating the securities law?

MR. DeWULF:  Object to form.

THE WITNESS:  Based on his representations to

me, he had new counsel and he was in fact in compliance

with the securities laws.  My matter for him was just

supposed to be a couple thousand dollars, completely

separate, dealing with an audit that I previously handled

for him.

 Q.   (BY MR. CAMPBELL)  You realize that if he is 

regulated by the Arizona financial department, they 
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BE IT KNOWN that the foregoing proceeding was 
taken before me; that the witness before testifying was 
duly sworn by me to testify to the whole truth; that the 
questions propounded to the witness and the answers of the 
witness thereto were taken down by me in shorthand and 
thereafter reduced to typewriting under my direction; that 
the foregoing is a true and correct transcript of all 
proceedings had upon the taking of said deposition, all 
done to the best of my skill and ability. 

 
I CERTIFY that I am in no way related to any of 

the parties hereto nor am I in any way interested in the 
outcome hereof. 
 
 

[X]  Review and signature was requested. 
[ ]  Review and signature was waived. 
[ ]  Review and signature was not requested. 

 
 

I CERTIFY that I have complied with the ethical 
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MR. CAMPBELL:  105A.

 Q.   (BY MR. CAMPBELL)  Are you at 105A? 

A. Yes.

Q. All right.  So 105A is an email string between

you and Mr. Chittick, and I want you to go to the page

Bates stamped 3694.  It's going to the second page.  And

you will see at the very bottom, Mr. Chittick emails you

on May 1st, 2013.  

Do you see that? 

A. Yes.

Q. And if you turn the page, he is emailing you and

he is asking you, "It's the year we have to do the update

on the memorandum, when do you want to start?"

Do you see that? 

A. Yes.

Q. And do you remember getting this email from

Mr. Chittick?

A. I remember him -- yes.

Q. All right.  And do you remember this is what

started off the time to revise the POM process?

A. Correct.

Q. I'm just wondering, why -- why do you -- why is

it your practice to revise the POM every two years?

A. That -- that was a suggestion made by a former

SEC official, that given the nature of this industry, two
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years would be an appropriate time.  However, if something

material happened before then, you need to tell your

client this has to be disclosed.

Q. All right.  So just to clarify, you understood

that if there was a material fact, material to the

investors, that took place between these two-year

benchmarks, you couldn't wait to disclose it; it had to be

disclosed when you learned about it, right?

MR. DeWULF:  Object to form.

 Q.   (BY MR. CAMPBELL)  Again, if you can answer it 

yes or no, tell me.  If you cannot answer it yes or no -- 

A. I cannot answer it yes or no based on the

framing of the question.

Q. All right.  Now, I wanted to look at how you

respond to Mr. Chittick.  And you -- this is on May 1st,

2013.  And this is -- this is before the FREO lawsuit, by

the way.

You email him back and you say, "the first part 

is to identify anything that might be relevant to a 

potential investor that has happened to the company or the 

industry in the last couple of years.  If possible, please 

review your current offering memorandum and highlight (or 

flag) any business practices or issues that have changed 

or are not exactly as things are being done currently."  

And then you go forward about talking about a time to get 
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A. I believe Monday was Labor Day, and I traveled

to Detroit that day for orientation and computer training.

Q. All right.  If you turn to Exhibit No. 139, 139

is the Bryan Cave invoice for your time in August at Bryan

Cave, correct?

A. Yes.

Q. Now, I don't know.  Would you have reviewed

this?  It's dated in September.

A. No.

Q. All right.  You will see the only time entry you

have in August is for .4 tenths of an hour, reviewing and

responding to emails concerning Reg D.  

Do you see that? 

A. Yes.

Q. You don't show any telephone call with

Mr. Chittick with respect to that August billing

statement, right?

A. No, not on -- on that bill, no.  That is -- I

thought I saw notes of another conversation in there,

though.

Q. When did Mr. Chittick tell you to stop work?

A. It was early in August.  I don't remember the

specifics.  It was clearly before I announced any

decision.

Q. Well, it must have been after August 6, 2013,
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Q. And then what do you read after that?

A. "Need to discuss timing & update."  Later that

day he called me back and --

Q. Hold on.  Let's stay on that one.

I didn't see anything in that August 26 message 

you left him that he had instructed you to stop work. 

MR. DeWULF:  Object to form.

 Q.   (BY MR. CAMPBELL)  You are -- you are leaving 

him a message to get information from him, right? 

A. To get it to the file, because he said it was

done, and he never sent it to me after saying it was done.

Q. All right.  And then you had a telephone call

with him later that day?

A. Yeah.  And he --

Q. And you write, in your handwriting:  Explained

delay with POM.

Did you write that? 

A. Yes, I did.  And that was -- that was a

reference, again, to his -- I believe it was a reference,

again, to his decision to put it on hold for the time

being, because he wasn't able to focus on it and get us

the information.

Q. You weren't explaining your delay on the POM,

Mr. Beauchamp?

A. No.
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facts and understand this, so -- because we need to

disclose this to your investors.

Q. All right.  Have you told me now everything,

based on your independent recollection, you can recall?

A. Yeah, based on what I recall right now off the

top of my head.

Q. All right.  Let's turn to Exhibit No. 145.

And these are your handwritten notes of your 

meeting with Chittick and Menaged on January 9th, 2014, 

right? 

A. Yes.

Q. Let's see what you wrote down.  You have a note

saying "put cousin in charge."

Do you see that? 

A. Yes.

Q. Did you ever do anything to investigate this

cousin's story?

A. Chittick said he had investigated it.  At one

point in time I asked how he had investigated it, and he

referenced telecompanies or something, people that he had

checked with to verify it, and it seemed very logical, but

I did not go beyond that.

Q. Did you ever get the recorded documents filed

with the County Recorder with respect to the properties to

see whether Mr. Menaged has signed all the deeds of trust?
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to any email, between January 1, 2014, and the time you 

terminated your representation of DenSco, where you 

advised Mr. Chittick by email not to fund the loan by 

giving, wiring money to Menaged, but hand deliver a check 

to the trustee, correct? 

MR. DeWULF:  Object to form.

THE WITNESS:  I'm not familiar with every email

that went out, so I cannot say yes or no that there is --

so you are right, I cannot point to an email off the top

of my head.

 Q.   (BY MR. CAMPBELL)  In the preparation for your 

deposition today and in reviewing documents for your 

deposition, did you see a single email that you can recall 

from January 1, 2014, until the time you terminated, where 

you sent an email saying "Don't wire the money to the 

borrower.  Hand deliver it to the trustee"? 

MR. DeWULF:  Object to form.

THE WITNESS:  I -- I don't recall an email, but

we had numerous conversations on that point.

 Q.   (BY MR. CAMPBELL)  I want you to put that book 

back up and bring down Volume 2. 

MR. DeWULF:  Volume 2?

MR. CAMPBELL:  Volume 2, Exhibit 61.

 Q.   (BY MR. CAMPBELL)  All right.  Are you on 

Exhibit 61? 
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A. Yes.

Q. So Exhibit 61 is some sort of appointment

calendar.

Is this -- do you have within Clark Hill an 

appointment calendar where you can post meetings? 

A. There -- I have never seen this format, but,

yes, there is a way to do that.

Q. All right.  So you say this looks -- this is

Mr. Anderson.  It's on January 29th, 2014.  The subject is

David B, rev, which I assume is reviewed DenSco loan

documents and procedures re closing and 1st lien position,

title company.

I was just going to ask, do you have any 

recollection of meeting with Mr. Anderson at any time to 

talk about DenSco loan document and procedures re closing 

and 1st lien position? 

A. I don't have a recollection of a meeting, but I

have recollection of talking to him.

Q. Okay.  Give me a recollection of what your

discussion was with Mr. Anderson regarding DenSco loan

docs and procedures re closing and 1st lien position,

title co.

A. He had reviewed Bob Miller's letter, and I

indicated that the client was not accepting my advice as

to what he -- how he had to do, and he asked for an
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independent view.  That's why I got you involved with no

background information.  And we need to, you know, confirm

to the client what is the procedure.  And he said:  Well,

he has got to go through the trustee or the title company.

I said:  Then you need to tell him that.

Q. All right.  So you told Mr. Anderson that he had

to tell Mr. Chittick that the proper procedure was to give

the money to the trustee, not to wire it to the borrower?

A. Denny wanted independent confirmation.  He

didn't want it from me.  And the best way to deal with

that was to either have -- you know, to have Bob deal with

Denny directly so Denny wouldn't accuse me of filtering

it.

Q. I understand, but I'm just trying -- you know,

when we have multiple --

A. I understand.

Q. When you have multiple team members on a case,

different people have different responsibilities.  And I

hear you saying that it was Mr. Anderson's responsibility

to get back to Mr. Chittick and let him know that he is

independently confirming that he is not to send the money

to the borrower, he is to bring the check to the trustee?

MR. DeWULF:  Object to form.

THE WITNESS:  It -- it was either that he needed

to coordinate with Daniel to get back to him, but I had to
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be out of the loop.  This needs to be a way, outside my

hands.

 Q.   (BY MR. CAMPBELL)  All right.  I understand, but 

Mr. Chittick had asked for advice from Clark Hill about 

this procedure of funding?  

A. Correct.

Q. Clark Hill said "We will give you advice,"

correct?

A. Well, I had provided advice and he wanted a

second opinion, yeah.

Q. And Clark Hill said "We will give you a second

opinion," right?

A. Correct.

Q. And the person that was going to give

Mr. Chittick a second opinion was going to be

Mr. Anderson?

MR. DeWULF:  Object to form.

THE WITNESS:  It was going to be some

combination of Mr. Anderson and Mr. Schenck.

 Q.   (BY MR. CAMPBELL)  All right.  So either 

Mr. Anderson or Mr. Schenck was going to give the advice 

back to Mr. Chittick, am I correct, but you are out of the 

loop? 

A. On this issue, yes.

Q. All right.  In preparation for your deposition,
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MR. DeWULF:  Object to form.

THE WITNESS:  It references the escrow letter,

the title company in terms of that, and how he closed

other loans for other clients for me.  He always used the

escrow letter to convey with the money going, you are

receiving on behalf of the lender.  That is how Bob

Anderson operated.

What was the balance of the question?  I'm 

sorry. 

 Q.   (BY MR. CAMPBELL)  Mr. Anderson in his 

deposition said that this document had nothing to do with 

how you fund the loan.   

Are you disagreeing with that? 

MR. DeWULF:  Object to the form.

THE WITNESS:  If -- if he provided this, this

could have been a separate request from the client.

 Q.   (BY MR. CAMPBELL)  Do you have any recollection 

whether you did anything to confirm that either 

Mr. Anderson or Mr. Schenck actually gave legal advice to 

Mr. Chittick about how to fund the loan? 

A. I -- I did talk with Denny, and he said -- he

didn't indicate where it came from, but:  I understand the

objections to the procedure to funding and I'm going to

modify my procedures.

So at that point I thought he had gotten the 
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BE IT KNOWN that the foregoing proceeding was 
taken before me; that the witness before testifying was 
duly sworn by me to testify to the whole truth; that the 
questions propounded to the witness and the answers of the 
witness thereto were taken down by me in shorthand and 
thereafter reduced to typewriting under my direction; that 
the foregoing is a true and correct transcript of all 
proceedings had upon the taking of said deposition, all 
done to the best of my skill and ability. 

 
I CERTIFY that I am in no way related to any of 

the parties hereto nor am I in any way interested in the 
outcome hereof. 
 
 

[X]  Review and signature was requested. 
[ ]  Review and signature was waived. 
[ ]  Review and signature was not requested. 

 
 

I CERTIFY that I have complied with the ethical 
obligations in ACJA Sections 7-206(F)(3) and 
7-206-(J)(1)(g)(1) and (2). 
 
 
                                              8/2/2018 
_______________________________________     _____________ 
Kelly Sue Oglesby                               Date 
Arizona Certified Reporter No. 50178 
 
 

I CERTIFY that JD Reporting, Inc. has complied 
with the ethical obligations in ACJA Sections 
7-206(J)(1)(g)(1) and (6). 
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Arizona Registered Reporting Firm R1012 
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• If DenSco's accountant had followed up on warning signs in information provided to him in 
connection with the preparation of DenSco' s 2013 income tax returns, (i) Mr. Chittick may 
have been unable to hide the adverse financial effects of Mr. Menaged' s frauds on DenSco's 
financial position for years and (ii) DenSco's losses from Mr. Menaged's frauds may have 
been substantially lower. 

• Mr. Chittick made inappropriate accounting entries from around December 2013 onwards to 
hide the financial effects of Mr. Menaged ' s frauds on DenSco's financial position. 

Receiver's Economic Damage Claims 

• The economic damage claims in the Receiver's disclosure statement are substantially 
overstated for several reasons. 

• The economic damages resulting from the Alleged Actions, if any, are not liquidated or a sum 
certain. 

• Numerous assumptions are needed to estimate how, if at all, the losses suffered by DenSco 
and/or its Investors would have differed from the realized amounts if Defendants had acted 
differently. 

3. Mr. Menaged's Frauds 

3.1 DenSco's Loans to Mr. Menaged 

DenSco made its first loan to Mr. Menaged in November 2007.8 Appendix C charts the dollar 
value of DenSco's outstanding loans to Mr. Menaged as of the end of each month through June 
2016. Appendix D charts DenSco's outstanding loans to Mr. Menaged as a percentage of its 
portfolio as of the end of each month through June 2016. 9 Appendices C and D show: 

• There was a major change in DenSco's loan exposure to Mr. Menaged starting around the 
beginning of 2013. 

• DenSco' s outstanding loans to Mr. Menaged increased in 2013 from approximately $5 million 
at the beginning of the year to almost $30 million at the end of the year. 

• DenSco's outstanding loans to Mr. Menaged further increased in 2014 and 2015 to almost $45 
million. 

9 
DenSco QuickBooks data. 
DenSco QuickBooks data. The vast majority ofDenSco' s portfolio comprised loans to Borrowers. DenSco also 
held foreclosed properties and other assets at various times that were grouped together with the loans in DenSco' s 
accounting records but segregated on DenSco' s income tax returns. 
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"The DenSco records analyzed to date indicate that on December 13, 2013, DenSco 
began to loan Menaged additional funds to repay the third party lenders. The 
Receiver determined that when Menaged sold a property for Less than the total of 
the DenSco loan and the third party Loan, DenSco began paying the deficit and 
allocated the overage to other properties that had not yet sold or classified the 
additional loans as 'workout' loans." 

"As of the date of the receivership, DenSco's books and records report two (2) 
unsecured receivables due from Menaged, including $13,336,807.24 classified as 
'Work Out 5 Million' and $1,002,532.55 classified as 'Work Out 1 Million,' for a 
total of $14,339,339.79. The Loans recorded in these workout loan categories relate 
to overages on properties that date back to August 2012 and the First Fraud through 
November 2013. All prior DenSco loans that may have been double-encumbered 
before August 2012 were paid off in full without causing any additional losses." 

Second Fraud 

"In January 2014, Menaged began requesting loans from DenSco for properties that 
neither Menaged nor his entities actually purchased at trustees' sales or otherwise. 
Based on analyses of various emails between Chittick and Menaged, the Receiver 
understands that after the First Fraud, Chittick began requiring Menaged to provide 
DenSco with copies of the cashier's checks issued to the trustees as well as copies 
of the receipts received from the trustee for the purchase of a property at a trustee's 
sale. This was presumably done to ensure that DenSco was the senior lienholder 
on all of its loans to Menaged, even though DenSco continued to wire funds to Easy 
or AHF instead of directly to the trustees. However, Menaged began providing 
Chittick with falsified trustee's sale receipts and copies of checks that were never 
actually given to the trustees. Instead, most of the cashier's checks were deposited 
back to Easy or AHF bank accounts. The Receiver refers to this fraud scheme 
perpetrated by Menaged as the 'Second Fraud."' 

"On average, Menaged paid off the fraudulent loans plus 18% accrued interest 
within approximately three (3) weeks. Because Menaged was paying interest on 
these loans but was not actually making any money from the purchase and sale of 
real estate, the number and frequency of the fraudulent loans increased over time, 
which dramatically increased the principal loan balance due to DenSco. The 
records analyzed to date indicate that Menaged essentially obtained new loans from 
DenSco in order to repay DenSco the principal and interest due on the older loans. 

As of the date of the receivership, DenSco's balance sheet reported eighty-four (84) 
loans totaling $28,332,300.00 due from Menaged for properties that neither 
Menaged nor his entities actually purchased." 
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• DenSco's financial condition as of January 9, 2014 was even worse than its financial condition 
as of November 27, 2013. 

• DenSco was likely facing losses as of January 9, 2014 that could not be solved through a few 
years ' profits and cash flow on the performing portion of its portfolio. 

• DenSco likely had a substantial negative net worth on a fair value basis and was insolvent as 
of January 9, 2014. 

4.5 Mr. Chittick's Investments and Withdrawals 

Appendix N details the net funds invested and withdrawn by Mr. Chittick by month and 
cumulatively from December 2013 to June 2016. The analysis underlying Appendix N considers 
funds invested and/or withdrawn by Mr. Chittick in multiple ways (e.g., equity investments and 
distributions, note purchases and withdrawals, note interest payments, wage payments and 
retirement contribution payments). For example, if Mr. Chittick received wages of $0.2 million 
and made net note purchases of $0.2 million in the same month, there would be no net funds 
invested or withdrawn in that month. Appendix N shows: 

• Mr. Chittick made net withdrawals of over $2.5 million from DenSco between December 1, 
2013 and June 30, 201~ on a cumulative basis. 

• The three months in which Mr. Chittick made the highest net withdrawals from DenSco were 
April 2014, December 2014 and April 2015 . 

Mr. Chittick's net withdrawals of over $2.5 million from DenSco after November 30, 2013 
compounded DenSco's problems. 

4.6 Zone of Insolvency 

An article entitled "Fiduciary Duties & the 'Zone' of Insolvency" published in The Bankruptcy 
Strategist states: 

"Despite the serious implication of expanding the scope of the fiduciary duties to 
creditors into the pre-insolvency status of a corporation, courts have given 
surprisingly little guidance on defining the 'zone' of insolvency. 

In other contexts, courts have historically utilized two definitions of insolvency: the 
so-called equity definition and the balance sheet definition. Under the equity 
insolvency definition, a corporation is insolvent when it is unable to pay its debts 
as they become due in the ordinary course of business. See, e.g., Shakey 's, Inc. v. 
Caple, 855 F. Supp. 1035, 1042-43 (E.D. Ark. 1994); Parkway/Lamar Partners, 
L.P. v. Tom Thumb Stores, Inc., 877 S.W.2d 848, 850 (Tex. Ct. App. 1994), 
rehearing overruled (July 12, 1994), writ denied (Dec. 1, 1994). 
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Sterling may update this analysis if further information is provided and/or additional analysis is 
performed. 

David R. Perry 
For the Firm 

Date 
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CLERK OF THE COURT
HON. SALLY SCHNEIDER DUNCAN J. Kiraly/C. Castro

Deputy

FREO ARIZONA L L C RICHARD L COBB

v.

EASY INVESTMENTS L L C, et al. STEFAN M PALYS

BRADFORD E KLEIN
KIM R LEPORE

MINUTE ENTRY

Courtroom 702 - Central Court Building

9:57 a.m. This is the time set for oral Argument on summary judgment. Plaintiff Freo 
Arizona, LLC is represented by counsel, Joseph J. Glenn. Defendants Easy Investment, LLC and 
Active Funding Group, LLC are represented by counsel, Stefan M. Palys and Jeffrey J. Goulder. 
Defendant Ocwen Loan Servicing, LLC is represented by counsel, Kim R. Lepore. 

Court Reporter, Robin Bobbie, is present and a record of the proceedings is also made by 
audio and/or videotape.

Arguments are presented on Plaintiff’s Motion for Partial Summary Judgment, filed on 
July 11, 2013, and Defendants Easy Investments, LLC and Active Funding Group, LLC’s Cross-
Motion for Summary Judgment against Freo Arizona, LLC, filed on September 4, 2013.

For the reasons stated on the record,

THE COURT FINDS that A.R.S. §33-811(C) operates to prevent Plaintiff Freo Arizona, 
LLC from reviving defenses when it failed to timely seek an injunction. Accordingly,

IT IS ORDERED denying Plaintiff’s Motion for Partial Summary Judgment.
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IT IS FURTHER ORDERED granting Defendants Easy Investments, LLC and Active 
Funding Group, LLC’s Cross-Motion for Summary Judgment against Freo Arizona, LLC.

Arguments are presented on Defendants Easy Investments, LLC and Active Funding 
Group, LLC’s Motion for Partial Summary Judgment Against Ocwen Loan Servicing, LLC, filed 
on September 4, 2013. 

For the reasons set forth on the record, 

THE COURT FINDS that Defendant Ocwen Loan Servicing, LLC had a duty and 
breached that duty. Accordingly,

IT IS ORDERED granting Defendants Easy Investments, LLC and Active Funding 
Group, LLC’s Motion for Partial Summary Judgment Against Ocwen Loan Servicing, LLC, filed 
on September 4, 2013, on liability under the tort of another doctrine and denying the Motion as 
to damages. 

IT IS FURTHER ORDERED denying Defendants Active Funding Group, LLC’s Motion 
for Partial Summary Judgment, filed on November 8, 2013.

IT IS FURTHER ORDERED that counsel shall submit a form of Judgment for the 
Court’s consideration and signature by December 13, 2013. 

IT IS FURTHER ORDERED as follows:

Counsel and/or the parties shall meet in person to discuss all of the matters set forth in 
Ariz. R. Civ. P. Rule 16(b). Counsel and/or the parties shall prepare and file with the Court, no 
later than 5:00 p.m. on December 20, 2013, a Joint Proposed Scheduling Order, for discovery, 
motion and disclosure deadlines.

If the parties agree to the dates, they should prepare an Order in the form attached 
hereto, containing the provisions which are applicable to their case.  

The Joint Proposed Scheduling Order shall include specific dates (“June 5, 2012”, rather 
than “45 days prior to trial”).  Please do not incorporate a firm trial date in the proposed Order.
This Court will set a firm trial date only after discovery has been completed and the parties have 
in good faith participated in a mediation or settlement conference. 
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If counsel and/or the parties are unable to agree on any of the items that are to be 
included in the Order, the reasons for their inability to agree shall be set forth in their proposed 
Order.

Once the initial Joint Pretrial Scheduling Memorandum is submitted, the Court will 
review the Proposed Scheduling Order and schedule a telephonic pretrial status/scheduling 
conference (via separate minute entry). At the telephonic pretrial status/scheduling
conference, if the parties have completed discovery and are ready for trial, the Court will 
set a firm date for the Final Trial Management Conference and trial. If the parties are not 
ready for trial, the matter may be placed on the Court’s calendar for dismissal. 

If, at any time, the parties believe a telephonic or in-person pretrial conference is
necessary or warranted, they should address the reasons in the Joint Proposed Scheduling Order.

Notice Regarding Substantive Motions: The Court will not accept omnibus motions, 
responses and replies. All motions, responses and replies shall be filed on individual claims and 
counts separately. Counsel shall not combine any motion with a responsive pleading. If omnibus 
motions are filed, the Court reserves the right to reject the motions. No motion shall exceed the 
page limitation without prior Court approval.

If a Joint Proposed Scheduling Order is not timely submitted as ordered, the Court will 
place the matter on the Court’s calendar for dismissal.

IT IS ORDERED if a Notice of Settlement is filed the Court will dismiss the case with 
prejudice within thirty (30) days from the receipt of the Notice of Settlement. 

IT IS FURTHER ORDERED if there is a pending status conference scheduled with the 
Court, and the parties have settled the case, the parties must file a Motion to Vacate Telephonic 
Pretrial Status/Scheduling Conference within three (3) business days prior to the Court 
appearance or, in the alternative, shall be prepared to place a Rule 80(d) Agreement on the 
record.

10:33 a.m. Matter concludes. 

ALERT:  The Arizona Supreme Court Administrative Order 2011-140 directs the Clerk's 
Office not to accept paper filings from attorneys in civil cases.  Civil cases must still be initiated 
on paper; however, subsequent documents must be eFiled through AZTurboCourt unless an 
exception defined in the Administrative Order applies.
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PROPOSED SCHEDULING ORDER
Ariz. R. Civ. P. Rule 16(b)   

The Court having received the parties Joint Pretrial Scheduling Memorandum,

IT IS ORDERED entering the following schedule for disclosure as set forth unless the 
parties obtain written modifications by the Court:

1. The parties shall mutually and simultaneously disclose areas of expert testimony by 5:00 
p.m. on __________. [OR]

a. Plaintiffs shall disclose areas of expert testimony by 5:00 p.m. on __________.

b. Defendants shall disclose areas of expert testimony by 5:00 p.m. on __________.

2. The parties shall mutually and simultaneously disclose the identity and opinions of their 
expert witnesses by 5:00 p.m. __________. [OR]

a. Plaintiffs shall disclose the identity and opinions of their expert witnesses by 5:00 
p.m. on __________.

b. Defendants shall disclose the identity and opinions of their expert witnesses by
5:00 p.m. on __________.

3. Any and all discovery requests shall be served by 5:00 p.m. on __________.

4. The parties shall disclose all non-expert testimony by 5:00 p.m. on __________. [OR]

a. Plaintiffs shall disclose areas of non-expert testimony by 5:00 p.m. on 
__________.

b. Defendants shall disclose areas of non-expert testimony by 5:00 p.m. on 
__________.

5. The parties shall mutually and simultaneously disclose their rebuttal expert witnesses and 
opinions by 5:00 p.m. on __________.

6. All discovery shall be completed by 5:00 p.m. on __________.
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7. The parties shall have exchanged up-to-date final Rule 26.1 Supplemental Disclosure 
Statements by 5:00 p.m. on __________. This Order does not replace the parties’ 
obligation to seasonably disclose on an on-going basis under Rule 26.1 as information 
becomes available.

8. The parties shall file dispositive motions no later than 5:00 p.m. on __________.

9. Settlement conference (choose one):

The parties shall participate in private mediation by (120 days out).

[OR]

IT IS ORDERED the parties shall participate in a Settlement Conference. This case is 
referred to the Court's Office of Alternative Dispute Resolution for the appointment of a Judge 
Pro Tempore to conduct a Settlement Conference.   Counsel and/or the parties will receive a 
minute entry from ADR appointing the Judge Pro Tempore.   Counsel and any "pro per" parties 
will contact the appointed Judge Pro Tempore to arrange the date, time and location for the 
Settlement Conference.  The Judge Pro Tempore is requested to conduct a Settlement 
Conference no later than (120 days out). The Office of Alternative Dispute Resolution will not 
do the scheduling of the Settlement Conference so please do not contact that office. 

If counsel prefer to use a private mediator to conduct the Settlement Conference, a 
Stipulation and Order re: Alternative to ADR must be presented to the Court no later than 
5:00 p.m. on (90 days out).

All counsel and their clients, non-lawyer representatives and insurance adjusters 
who have full and complete authority to settle the case, shall personally appear at the 
settlement conference and participate in good faith even if no settlement is expected.  
Sanctions may be imposed for failure to participate.

 
10. No expert witnesses, expert opinions, lay witnesses, or exhibits shall be used at trial other 

than those disclosed in a timely manner, except for good cause shown or written 
agreement of the parties.

11. Should any discovery disputes arise, counsel, prior to filing discovery motions, shall meet 
and confer pursuant to Rule 37, Ariz. R. Civ. P.

12. The dates set forth in this Order are FIRM dates and will not be extended or modified 
absent good cause.  Lack of preparation will not ordinarily be considered good cause.
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13. This case is removed from the Inactive Calendar and all requirements of Rule 38.1, Ariz. 
R. Civ. P., are waived unless and until otherwise ordered by the Court.

14. A Telephonic Pretrial Status/Scheduling Conference is set for __________, at _____ 
a.m./p.m. for the purpose of setting a trial date if the case has not settled. Time allotted: 
15 minutes. Counsel shall have their trial calendars available.  Counsel for Plaintiff shall 
initiate the conference call by first arranging the presence of all other counsel on the 
conference call and by calling this division at: (602)506-9042 promptly at the scheduled 
time. The call should be placed from a land-line telephone in an area with no background 
noise as this will prevent the parties from hearing the proceedings in the courtroom.  The 
call may not be placed from a vehicle.  Please do not call from a cellular telephone.  

NOTE:  This Court utilizes FTR for an electronic record of the proceedings.  However, 
any party may request the presence of a court reporter by contacting the division three (3) court 
business days before the scheduled hearing.

Dated: __________

HON. SALLY SCHNEIDER DUNCAN
JUDICIAL OFFICER OF THE SUPERIOR COURT
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Peter S. Davis, as Receiver of DenSco 
Investment Corporation, an Arizona 

Corporation,

Plaintiff,

V.

Clark Hill PLC, a Michigan limited liability 
Company; David G. Beauchamp and Jane 

Doe Beauchamp, husband and wife.

Defendants.

in the Superior Court of the State of Arizona 
In and For the County of Maricopa

Case No. CV2017-013832

Expert Report of:

David B. Weekly 
Fenix Financial Forensics LLC

April 4, 2019



Peter S. Davis, as Receiver of DenSco Investment Corporation
V.

Clark Hill PLC, et al. 
(Case No. CV2017-013832)

Expert Report of David B. Weekly 
April 4, 2019

Background^

DenSco Investment Corporation ("DenSco") is an Arizona corporation that began operating in April 
2001. DenSco's primary business was making short-term, high-interest loans to foreclosure 
specialists, usually through a trustee's sale. Denny Chittick ("Chittick") was DenSco's sole 
shareholder and only employee.

David G. Beauchamp ("Beauchamp") is an attorney who advised DenSco on general business, 
securities transactions and other legal matters. He worked at several law firms while advising 
DenSco, including Clark Hill from September 2013 through 2016.

DenSco issued promissory notes to private investors under Private Offering Memoranda (POM) 
prepared by Beauchamp in 2003, 2005, 2007, 2009 and 2011. Each POM expired two years after 
issuance. The 2011 POM expired July 1, 2013, and no new POM was ever finalized after that date.

Yomotov "Scott" Menaged ("Menaged") borrowed money from DenSco to purchase foreclosed 
homes at trustees' sales. Menaged operated several companies, including Easy Investments, LLC and 
Arizona Home Foreclosures, LLC.

In November 2013, Chittick learned from Menaged that a number of his DenSco loans were double 
encumbered, making it uncertain whether DenSco had sufficient collateral value in these loans. 
Menaged informed Chittick his cousin perpetrated a fraud against Menaged and absconded with the 
funds DenSco lent to him. When Chittick learned about the double encumbering of loans, he and 
Menaged created a plan in an attempt to resolve the issue.

On January 6, 2014, Chittick learned from an attorney at Bryan Cave, there were over 50 properties 
with deeds of trust with a first position security interest in which DenSco also had recorded 
mortgages. On January 7, 2014, Chittick outlined his plan in an email to Beauchamp. Chittick and 
Menaged met with Beauchamp on January 9, 2014 to discuss the plan, which led to the development 
of a Forbearance Agreement dated April 16, 2014.

On July 28, 2016, Chittick committed suicide, and on August 18, 2016, Peter S. Davis was appointed 
the Receiver of DenSco ("Receiver"). The Receiver reviewed DenSco's files and other books and 

records and concluded DenSco had claims against Beauchamp and Clark Hill (collectively referred to 

herein as "Defendants").

1.

2.

3.

4.

5.

6.

7.
as

^ Statements in the Background section are sourced from the Complaint and various Disclosure Statements or other 
documents provided to F3. These statements are made to provide a brief overview of this matter and are not intended to be 

exact summary of facts or to provide any legal determinations or conclusions.
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39. On November 6, 2014, Chittick's corporate journal noted Bank of America requested DenSco to close 
its accounts. On November 18, 2014, Chittick opened a new account at First Bank. Bank of America 
records show all account activity stopped for DenSco on November 21, 2014. Beginning December 
1, 2014, Chittick's corporate journal noted he and Menaged stopped the Netting Process and 
resumed exchanging transactions via bank wires. This process continued until July 8, 2015. Chittick's 
corporate journal noted on July 7, 2015, "I'm so low on cash, we are going to have to go back to 
wiring the difference instead of the whole thing.

40. On November 4, 2015, the wire activity between DenSco and Menaged stopped.Chittick did not 
mention this change in his corporate journal, but our review of DenSco's bank records confirmed the 
wire activity did not continue. On November 23, 2015, Chittick noted, "the ins and outs to [Scott] 
are so one sided my way this month." Chittick was referring to a new process where no cash 
changed hands related to his transactions with Menaged. After November 4, 2015 DenSco's records 
reflected 809 "loans" were originated totaling approximately $255.4 million and Menaged "paid" 
DenSco approximately $260.2 million, even though no cash changed hands.

41. Exhibit D summarizes the transaction activity between DenSco and Menaged from January 22, 2014 
through June 21, 2016. During this time period DenSco's QuickBooks reflects 2,718 loans were 
originated with Menaged totaling $735.5 million. With minimal exception, all of these loans were 
fictitious.

"10

Summary ofFS's Analysis and Calculations of DenSco's Non-Workout Loan Damages

42. The first Non-Workout Loan was made by DenSco on January 22, 2014, approximately two weeks 
after Chittick and Menaged met with Beauchamp. Between January 22, 2014 and November 4,
2015, DenSco bank records show hundreds of wire transfers between DenSco's and Menaged's bank 
accounts related to originations and pay-offs of Non-Workout Loans. Since there were no cash 
transactions between DenSco and Menaged after November 4, 2015, our calculation of losses was 
based on transactions recorded on DenSco's books between January 22, 2014 and November 4,
2015 where actual cash transactions were traced to bank statements and reconciled with entries 
made by Chittick in DenSco's books.

43. To calculate damages related to the Non-Workout Loans, we analyzed Menaged transactions using; 
1) the Receiver Reports and various loan activity schedules prepared by the Receiver's staff; 2) 
DenSco's QuickBooks; 3) Bank of America and First Bank account statements; 4) Chittick's corporate 
journal; and 5) relevant communications from Chittick's email file. We also reconciled our analysis 
with what the Receiver did to ensure we had considered all Non-Workout Loan transactions in 
DenSco's books and bank statements.

44. Table 3 summarizes the principal amount of all Menaged Non-Workout Loans reduced by principal 
pay-offs recorded by DenSco. In addition, DenSco collected and recorded $5,053,796 of interest

Chittick corporate journal (RECEIVER_000114).
There was one minor transaction totaling $12,600 that was reflected in the DenSco bank account on 2/4/2016 and 

3/18/2016, but all regular activity ceased on 11/4/2015.

10
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payments on paid off loans. We reduced the net unpaid principal amount by the interest payments 
to determine the net financial loss (Cash In minus Cash Out) for Non-Workout Loans.

Table 3: Non-Workout Loans Transaction Summary

Number [1]Timeframe AmountDescription
Loans Originated:
Non-Workout Loans-Fully Repaid 
Non-Workout Loans-Not Fully Repaid

1,229 $ 
680 $

290,179,835
189,959,906

1/22/14 - 7/7/15 
10/7/14 -11/4/15

1,909 $ 480,139,741Subtotai Loans Originated 
Payoffs Received:
Non-Workout Loans-Fully Repaid 
Non-Workout Loans-Not Fully Repaid 

Subtotal Payoffs Received

1,229 $
589 $

(290,179,835)1/22/14 - 7/7/15 
10/7/14 -11/4/15 (160,458,706)

(450,638,541)1,818 $

$ 29,501,200
(5,065,100)
24,436,100

Net Unpaid Principal 
Less: interest Payments/Adjustments 
Non-Work Out Loan Losses, net $

[1] - The number column represents individual properties. DenSco combined multiple properties and 
grouped loan originations and principal and interest pay-offs when recording transactions.

45. Exhibit E is a summary of amounts paid by DenSco to Managed for fictitious property loans (Cash 
Out) minus the principal and interest amounts Menaged returned to DenSco from these same 
monies (Cash In). We traced each transaction to DenSco bank accounts and reviewed other receipts 
of cash to ensure amounts received from Menaged have been properly considered or offset against 
DenSco's Non-Workout Loan losses.

Recoveries net of Costs ond Expenses

46. When Plaintiff was appointed as Receiver, he set-up a new bank account and began recording all 
DenSco transactions in a new set of books. The Receiver Status Report dated March 11, 2019 
("March 2019 Status Report") identifies "Menaged-Related Recoveries" and "Menaged-Related 
Disbursements" as of March 11, 2019. The March 2019 Status Report discloses the Plaintiff has 
recovered $667,585 from Menaged related enterprises. Plaintiff has also incurred $875,581 of costs 
and expenses to recover these amounts, which consists of $292,809 of direct costs and $582,772 of 
Receiver allocated costs and expenses.

47. The March 2019 Status Report describes settlements with Menaged and the Chittick Estate along 
with potential claims against Financial Institutions, Active Funding Group, LLC and Property of Joseph 
Menaged. We understand that these settlements and claims could impact the damages we have 
computed. We express no opinion in this report regarding apportionment of damages. However,

will amend this report if necessary, for any net recoveries or other costs and expenses that may 
impact our calculations.
we
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52. The report has been prepared only for the purposes stated herein and shall not be used for any 
other purpose. Neither this report nor any portions thereof shall be disseminated to third parties by 
any means without the prior written consent and approval of F3.

Respectfully submitted,

David B. Weekly
Senior Managing Director
Fenix Financial Forensics LLC
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Thus Densco is taking the position in recorded documents that it provided

purchase money loan to the Borrower with respect to each of the Properties
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Densco Investment Corporation

Attn Mr DennyJ Chittick

6132 Victoria Place

Chandler AZ 85226

Mortgage Recordation Demand For Subordination

Dear Mr Chittick

This law firm represents Azben Limited LLC Azben Geared Equity LLC

seared Equity and 50780 LLC in connection with their disputes with you and

your company Dos6 Investment Corporation Densco As you know Geared

-Eq_d780 LLC previously made various loans to Arizona Home
Foreclosures LLC and/or Easy Investments LLC collectively the Borrower
Sell Wholesale Funding LLC SWF also made certain loans to Borrower which

were collaterally assigned to Azben Azben Geared Equity and 50780 LLC will be

collectively referred to herein as the Lienholders Geared Equity 50780 LLC and

SWF will be collectively referred to herein as the Lenders

This demand letter addresses the Lienholders loans to the Borrower and the real

property collateral described on Exhibit attached hereto the Loans and the

Properties respectively The Lenders made each of the Loans to the Borrower

for the specific purpose
of providing purchase money financing so the Borrower

would have sufficient funds to acquire the Properties through trustee sales conducted

under Arizona law The Lenders in each and every instance deliberately advanced

the 1oan proceeds pursuant to certified funds delivered directly to the trustee and

Cc eyed receipt from the trustee confirming delivery of such funds The Lenders

in each and every instance also promptly recorded deeds of trust confirming senior

lieu position on each of the Properties

The Lienholders recently learned that your company Densco engaged in practice

of ecording mortgage on each of the Properties on or around the same time as

the Lenders were recording their senior deeds of trust In each and every instance

Denscos recorded mortgage states that Densco provided purchase money funding

and that Denscos loans are evidenced by check payable to the trustee for each of

the Properties

D1C0008607



Bryan Cave LLP

Mr DennyJ Chittick

January 2014

Page

Presumably Densco is taking the position that its alleged loan is senior to the liens of the Lienholders

with
respect to each of the Properties Of course this is practical and legal impossibility since in

each and every instance only the Lenders provided the applicable trustee with certified funds

supporting the Borrowers purchase money acquisition for each of the Properties and with respect to

the loans made by SWF Azben stands in the shoes of SWF as the senior purchae money lender

This demand letter provides Densco with an opportunity to immediately clarify
its position and rectify

this situation Because of the seriousness of this situation the Lenders are presenting their position as

formal demand on you and Densco The demand is as follows

Included herein are two forms of subordination agreement one form document applies to the

Azben loans and the other form applies to the loans of Geared Equity and 50780 LLC The
Lienholders hereby demand that Densco agree to complete and deliver this exact form of

subordination agreement for each of the Properties to my office so that these completed
subordination agreements may be recorded and delivered to the Borrower If Densco does not

immediately so agree in writing and complete this entire subordination delivery process by no later

than five business days from the date of this demand letter then the Lenders will immediately

commence litigation against Densco and the other parties involved in this situation

Please give this matter your immediate and undivided attention While the Uenholders will be

asserting all of the claims they have against the parties involved in this situation absent the timely

completion of this subordination process the most obvious claims the Lienholders will assert are

fraud and conspiracy to defraud ii negligent misrepresentation and iii wrongful recordation

pursuant to A.R.S 33-420 The Lienholders reserve all of their rights and remedies against Densco

you and all other parties and no such rights or remedies are waived modified or impaired in any way

pursuant to this demand letter or otherwise

Sincerely

Robert Miller

FOR THE FIRM

RJMse
Enclosure

Property addresses and other form information will need to be included in each subordination agreement My
firm will only commence preparing subordination agreement for each loan when written confirmation is provided that

Densco has unconditionally agreed to execute each subordination agreement in the form enclosed herein subordination

agreement is reqwred For each and
every

loan even though several of the ioans have been paid in full and even though in

several instances it is very clear the Densco mortgage was recorded after the Lenders deed of trust was recorded the

Lenders are entitled to total and permanent clarity on all of these issues now

752649.3
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Bryan Cave LIP
Mr Denny Chittick

January 2014
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cc VIA FEDERAL EXPRESS w/encs

Kurt Johnson Associates PC
23005 15th Avenue

Suite

Phoenix AZ 85027

Statutory Agent for Densco

Azben Limited LLC w/o encs
Geared Equity LLC w/o encs

50780 LLC w/o encs
Sell Wholesale Funding LLC w/encs

75264c.3
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Exhibit

Azben Limited LLC Loans

Loan Street Address

5445 Sheila Li 7134 Phoenix Paid in Full

5448 Palmer St 3826 Gilbert

5506 Palm St 2681 Gilbert

5514 Horsetail Trail 1751 Phoenix Paid in Full

5594 Maui Ln 13920W Surprise

5597 66th Dr 10020 Glendale

5619 Millbrae Ln 2895 Gilbert

5620 Wood Or 1502 Phoenix

5621 170th Ln 16010 Surprise

5629 Wayland Dr 23687 Buckeye

5631 Lobo Aye 10125 Mesa

5641 LDublin St 516 Chandler

5644 Sunsites Or 18915 Surprise

5645 Cortland 3043 Mesa

5648 Yale 1355 Mesa

5660 Kent Aye 3425 Gilbert Paid in Full

5667 101st Or 2027 Tolleson

5672 Peck Or 8987 Glendale

5679 Colonial Dr 977 Gilbert

5680 220th Ln 1040 Buckeye

5684 Tyson St 4232 Gilbert Paid in Full

5685 Navajo St 16739 Goodyear

5690 Milburn 2716 Mesa

5691 Hassett 126 Mesa

5693 Ogelsby Aye 11603W Youngstown

5694 Cristine Ln 15829 Surprise Paid in Full

5695 85th Or 1629 Tolleson

5719 PugetAve 18146W Waddell

5720 Caribbean Ln 14869 Surprise

5722 RoseGardenLn3014W Phoenix

5724 Valley View Dr 4119 Laveen

5728 Gelding Or 4906 Glendale

5729 Maldonado Or 3247 Phoenix

5730 Anderson Or 3830 Glendale

5742 OlIa Aye 9832 Mesa

5754 Whyman St 25510W Buckeye

5755 233rd Ln 1697 Buckeye

5757 Bent Tree Or 2507 Phoenix

5760 Arcadia Aye 10836 Mesa

5761 Sundance Way 523 Chandler

752649.3 AI
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Geared Equity LLC Loans

Loan Street Address

13-6091 10440W Hammond Lane Tolleson
13-6094 39817 Messner Way Anthem Way
13-6104 Via Montoya Drive Phoenix
13-6105 11509 Pratt Ave Mesa Paid in Full
13-61 13 707 Potter Drive Phoenix Property under review with Trustee

for possible rescission of sale13-6114 14904 Port Royale Lane Surprise
13-6118 4728 Carson Road Laveen
13-6122 978 85th Place Scottsdale
13-6123 6358 StPaul Mesa

50780 LLC Loans

Loan Street Address

13-1020 8l16E.QnzaAvenue Mesa
13-1 051 11634W Adams Street Avondale
13-1052 25863 Saint James Avenue Buckeye

752649.3
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RECORDING REQUESTED
BY AND WHEN RECORDED
MAIL TO

AZBEN LIMITED LL.C
1223 Clearview Avenue
Suite 103

Mesa Arizona 85209

Space Above This Line for Recorders Use Only

SUBORDINATION AGREEMENT

NOTICE THIS SUBORDINATION AGREEMENT THIS AGREEMENT RESULTS IN YOUR
SECURITY INTEREST IN THE PROPERTY BECOMING SUBJECT TO AND OF
LOWER PRIORITY THAN THE LIEN OF SOME OTHER OR LATER SECURITY
INSTRUMENT

THIS SUBORDINATION AGREEMENT Agreement made this _____ day of January 2014 by SELL
WHOLESALE FUNDING LLC an Arizona limited liability company hereinafter referred to as Senior

Creditor whose mailing address is 4105 20th Street 210 Phoenix Arizona 85016 and DENSCO
INVESTMENT CORPORATION an Arizona corporation hereinafter referred to as Junior Creditor
whose mailing address is 6132 Victoria Place Chandler Arizona 85226

WITNESSETH

THAT WHEREAS Arizona Home Foreclosures LLC an Arizona limited liability company hereinafter

referred to as Owner is the owner of the land hereinafter described on Exhibit attached hereto

and made part hereof the or the Property and

WHEREAS Owner as mortgagor executed Mortgage Junior Mortgage dated September 16

2013 to and for the benefit of Junior Creditor as mortgagee and recorded on September 17 2013 at

832 a.m as Instrument No 2013-0832534 in the Records of Maricopa County Arizona Records
purporting to encumber the Land which Junior Mortgage purportedly secures payment of the sum of

$140000.00 Junior Liabilities which might come due under or pursuant to purported loan made by

Junior Creditor to Owner in such purported amount referenced in said Junior Mortgage When used

herein the term Junior Mortgage shall not only mean and refer to the Junior Mortgage stated above but

also to any re-recordation thereof and ii that certain Deed of Trust and Assignment of Rents of even

date with the Junior Mortgage Junior Deed of Trust made by Owner as trustor to First American

Title as trustee to and for the benefit of Junior Creditor as beneficiary which Junior Deed of Trust was
recorded September 27 2013 as Instrument No 2013-0863555 in the Records and

WHEREAS Owner as trustor also executed that certain Deed of Trust and Assignment of Rents

Senior Deed of Trust dated September 16 2013 to Fidelity National Title as trustee to and for the

benefit of Senior Creditor as beneficiary which Senior Deed of Trust secures payment of Promissory

Note of Owner to Senior Creditor in the original stated principal amount of $144080.00 Purchase

Page of
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Money Note recorded September 17 2013 at 950 am as Instrument No 2013-0833010 in theRecords Proceeds from the Purchase Money Note were used to pay and represent purchase money ofand for the Property The beneficial interest in the Senior Deed of Trust was thereafter
collaterallyassigned by Senior Creditor to Azben Limited LL.C an Arizona limited

liability company hereinafterreferred to as Azben by Collateral Assignment of Beneficial Interest Under Single Deed of Trustdated September 16 2013 and recorded on September 17 2013 as Instrument No 2013-0833044 in theRecords and subsequently re-recorded on October 25 2013 as Instrument No 2013-0940922 in theRecords to correct the recited date of original recordation of such document When used herein the termSenior Deed of Trust shall not only mean and refer to the Senior Deed of Trust but also to the rerecordation thereof on October 2013 as Instrument No 2013-0885110 in the Records Capitalizedterms not otherwise defined herein shall have the meanings given them in the Senior Deed of Trust and

WHEREAS Senior Creditor and Junior Creditor have further agreed that the Junior Liabilities secured bythe Junior Mortgage are and shall be subordinated to the Purchase Money Note and to other sums dueand owing thereunder and under the Senior Deed of Trust collectively the Senior Liabilities all inaccordance with the terms hereof and

WHEREAS Senior Creditor and Junior Creditor have further agreed that the Senior Deed of Trustsecuring the Purchase Money Note and representing purchase money for the Land is lien or chargeupon the Land prior and superior to the lien or charge of the Junior Mortgage ii that Junior Creditor willspecifically and unconditionally subordinate the lien or charge of the Junior Mortgage to the lien or chargeof the Senior Deed of Trust and
iii that the Junior Liabilities secured by the Junior Mortgage aresubordinated to the Senior Liabilities all as more fully set forth herein below and

WHEREAS it is to the mutual benefit of the parties hereto that Senior Creditor not take any formalaction which would entail time and expense and in which Senior Creditor would prevail to establish thefirst and prior nature of the lien of the Senior Deed of Trust ii institute immediate action for foreclosure ofthe Senior Deed of Trust which might result in proceeds insufficient to defray both the Senior Liabilitiesand the Junior Liabilities it being understood that Senior Creditors forbearance in this regard is limited toOwners default Owners Recording Default under the Senior Deed of Trust occasioned by theexistence of the Junior Deed of Trust and not to any other current or future defaults under the SeniorDeed of Trust including without limitation failure to pay at maturity or to perform any other terms andconditions of the Senior Deed of Trust or the Purchase Money Note ther Defaults and
iiipresently enforce the right of Senior Creditor to charge interest at the default rate under the Senior Deedof Trust it being understood that such forbearance is limited to the effect of Owners Recording Defaultand not to any Other Defaults which would be in

priority to the Junior Liabilities and Junior Creditor is
willing to agree that the Senior Deed of Trust securing the Purchase Money Note shall constitute lien orcharge upon the Land which is unconditionally prior and superior to the lien or charge of the Junior
Mortgage

NOW THEREFORE in consideration of the mutual benefits accruing to the parties hereto and othervaluable consideration the receipt and sufficiency of which consideration is hereby acknowledged and inorder to induce Senior Creditor to forbear from taking formal actions to establish the lien priority of theSenior Deed of Trust to not institute any foreclosure actions on account of Owners Recording Defaultand not presently enforce interest at the default rate due on the Purchase Money Note on account ofOwners Recording Default it is hereby declared understood and agreed as follows

That the Senior Deed of Trust securing the Senior Liabilities and any renewals or extensions
thereof shall unconditionally be and remain at all times lien or charge on the Land therein described
prior and superior to the lien or charge of the Junior Mortgage

That this Agreement shall be the whole and only agreement with regard to the subordination ofthe lien or charge of the Junior Mortgage to the lien or charge of the Senior Deed of Trust

Page of
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That Senior Creditor may amend the Senior Deed of Trust or the Purchase Money Note in anymanner without the prior written consent of Junior Creditor No renewal modification or extension of time
of payment of the Senior Liabilities and no release or surrender of any security for the Senior Liabilities
or the obligations of any endorsers sureties or guarantors thereof or release from the terms of this or anyother subordination agreement of any claims subordinated and no delay or omission in exercising any
right or power on account of or in connection with the Senior Liabilities or under this Agreement shall in
any manner impair or affect the rights and duties of Senior Creditor or Junior Creditor Senior Creditor in
its uncontrolled discretion may waive or release any right or option accorded Senior Creditor under
this Agreement without the consent Junior Creditor and without otherwise in any way affecting the
obligations Junior Creditor hereunder Junior Creditor hereby waives notice of the creation existence
renewal modification or extension of the time of payment of the Senior Liabilities

That Junior Creditor may not amend the Junior Mortgage in any manner that would materially and
adversely affect the Senior Liabilities or the Property including without limitation increasing the face
amount of the Junior Liabilities increasing the interest rate or any payment obligations under the Junior
Liabilities or expanding Junior Creditors security interests and liens under the Junior Loan relating to the
Property without the prior written consent of the Senior Creditor Junior Creditor shall give Senior
Creditor written notice as well as copies of any such amendments within five business days after such
documents have been executed by Junior Creditor

That Junior Creditor shall send to Senior Creditor written copy of any notices given to Owner
regarding any default under the Junior Mortgage or Junior Liabilities or ii any event with the givingof such notice or the passage of time without cure would result in default under the Junior Mortgage or
Junior Liabilities Junior Creditor agrees that all such notices to Senior Creditor shall be sent
contemporaneously with the sending of such notices to Owner Senior Creditor shaH send to Junior
Creditor written copy of any notices given to Owner regarding any default under any of the
Purchase Money Note or the Senior Deed of Trust or ii any event with the giving of such notice or the
passage of time without cure would result in default or Event of Default under either the Purchase
Money Note or the Senior Deed of Trust Senior Creditor agrees that all such notices to Junior Creditor
shall be sent contemporaneously with the sending of such notices to Owner Senior Creditor and Junior
Creditor shall each have the right but not the obligation to cure any default by Owner under the Junior
Mortgage on one hand or the Purchase Money Note or the Senior Deed of Trust on the other hand and
respectively In addition at any time and from time to time Junior Creditor at its option shall have the
right to fully repay the Purchase Money Note in full together with accrued but unpaid interest and all of
Senior Lenders costs and fees thereunder in which case Junior Creditor shall be entitled to all of the
rights and benefits of Senior Lender thereunder

Notwithstanding any lien now held or hereafter acquired by the Junior Creditor the Senior
Creditor may take possession of sell dispose of and otherwise deal with all or any part of the Property
and may enforce any right or remedy available to it with respect to the Owner or the Property all without
notice to or the consent of the Junior Creditor except as specifically required by applicable law or this

Agreement The Senior Creditor shall have no duty to preserve protect care for insure take possession
of collect dispose of or otherwise realize upon any of the Property except in accordance with applicable
law including the Arizona Uniform Commercial Code and in no event shall the Senior Creditor be
deemed the Junior Creditors agent with respect to the Property All proceeds received by the Senior
Creditor with respect to the Property or any portion thereof may be applied first to pay or reimburse the
Senior Creditor for all costs and expenses including reasonable attorneys fees incurred by the Senior
Creditor in connection with the collection of such proceeds and second to any Senior Liabilities secured
by the Senior Deed of Trust in any order that it may choose or as otherwise required by the Purchase
Money Note or applicable law and third to the Junior Liabilities

That until the Senior Liabilities are paid in full Junior Creditor agrees except as expressly set
forth herein to not take any action or exercise any remedies under the Junior Deed of Trust or with
respect of the Junior Liability or to cause Owner to voluntarily or involuntarily seek relief from its creditors
appointment of receiver liquidator or trustee for all or major part of its assets or file pleading or
answer in any proceeding admithng insolvency bankruptcy or inability of pay its debts as they mature
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That if there occurs any casualty to the buildings or improvements constructed on the

Property that is covered by insurance or any portion of the Property is condemned or taken under

power of eminent domain Senior Creditor shalt have the sole right without any involvement or rights of

Junior Creditor to adjust collect and compromise in its sole discretion all insurance proceeds and

compensation and awards issued on account of such action

10 That the Recitals set forth above are incorporated by reference into the body of the Subordination

Agreement as if fully re-written herein

11 No addition to or modification of any term or provision of this Agreement shall be effective unless

set forth in writing and signed by both Senior Creditor and Junior Creditor

12 That each of Senior Creditor and Junior Creditor and attorneys for each such party have

participated ri the drafting and preparation of this Agreement Therefore the provisions of this

Agreement shalt not be construed in favor of or against either Senior Creditor or Junior Creditor but shalt

be construed as if both Senior Creditor and Junior Creditor equally prepared this Agreement

13 That this Agreement may be executed in counterparts each of which shall constitute an original
but all of which together shall constitute single agreement The signature page of any counterpart may
be detached therefrom without impairing the legal effect of the signatures thereon provided such

signature page is attached to any other counterpart identical thereto except having additional signature

pages executed by the other party

14 That the laws of the State of Arizona applicable to contracts to be performed wholly within

Arizona shall govern this Agreement

NOTICE THIS SUBORDINATION AGREEMENT CONTAINS PROVISION WHICH ALLOWS
THE PERSON OBLIGATED ON YOUR REAL PROPERTY SECURITY TO OBTAIN
SPECIFIC CONSIDERATION PORTION OF WHICH MAY BE EXPENDED UTILIZED

AND/OR APPLIED FOR OTHER PURPOSES THAN THE IMPROVEMENT OF THE
LAND

ALL SIGNATURES MUST BE ACKNOWLEDGED

IT IS RECOMMENDED THAT PRIOR TO THE EXECUTION OF THIS SUBORDINATION
AGREEMENT THE PARTIES CONSULT WITH THEIR ATTORNEYS WITH RESPECT

THERETO

Remainder of page intentionally blank
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SENIOR CREDITOR

SELL WHOLESALE FUNDING LLC an Arizona limited liability company

By
Printed Name ___________________________

Title ____________________________________

STATE OF ARIZONA

ss

County of Maricopa

On ________________ before me the undersigned Notary Public personally appeared ____________ the

__________ of SELL WHOLESALE FUNDING LLC an Arizona limited liability company personally known to

me or proved to me on the basis of satisfactory evidence to be the persons whose names is/are

subscribed to the within instrument and acknowledged to me that he/she/they executed the same in

his/her/their authorized capacityies and that his/her/their signatures on the instrument the persons or the

entity upon behalf of which the persons acted executed the instrument

WITNESS my hand and official seal

My Commission Notary Public

Expires
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JUNIOR CREDITOR

DENSCO INVESTMENT CORPORATION an Arizona corporation

By ____________________________________
Denny Chittick President

STATE OF ARIZONA

ss

County of Maricopa

On _______________ before me the undersigned Notary Public personally appeared Denny Chittick

President of DENSCO INVESTMENT CORPORATION an Arizona corporation personally known to me or
proved to me on the basis of satisfactory evidence to be the persons whose names is/are subscribed to the

within instrument and acknowledged to me that he/she/they executed the same in his/her/their authorized

capacityies and that his/her/their signatures on the instrument the persons or the entity upon behalf of

which the persons acted executed the instrument

WITNESS my hand and official seal

My Commission Notary Public

Expires
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AZBEN CONSENT

The undersigned AZBEN LIMITED LLC an Arizona limited liability company hereby consents to the

foregoing Subordination Agreement between Sell Wholesale Funding LLC an Arizona limited liability

company as senior creditor and Densco Investment Corporation an Arizona corporation as junior

creditor pertaining to the Land more particularly described on Exhibit attached hereto

AZBEN LIMITED L.L.C an Arizona limited liability company

By __________________________________
Broc Hiatt Manager

STATE OF ARIZONA

ss

County of Maricopa

On _______________ before me the undersigned Notary Public personally appeared Broc Hiatt

Manager of AZBEN LIMITED L.L.C an Arizona limited liability company personally known to me or
proved to me on the basis of satisfactory evidence to be the persons whose names is/are subscribed

to the within instrument and acknowledged to me that he/she/they executed the same in his/her/their

authorized capacityies and that his/her/their signatures on the instrument the persons or the entity

upon behalf of which the persons acted executed the instrument

WITNESS my hand and official seal

My Commission Notary Public

Expires
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EXHIBIT

Description of Property

Lot 176 of SUBDIVISION LINDSAY AND WARNER according to the Plat of Record in

the Office of the County Recorder of Maricopa County Arizona recorded in Book 610 of

Maps Page 17

APN 309-25-432
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RECORDING REQUESTED
BY AND WHEN RECORDED
MAIL TO

GEARED EQUITY LLC
6828 Camelback Rd
Scottsdale Arizona 85251

Space Above This Line for Recorders Use Only

SUBORDINATION AGREEMENT

NOTICE THIS SUBORDINATION AGREEMENT THIS AGREEMENT RESULTS IN YOUR
SECURITY INTEREST IN THE PROPERTY BECOMING SUBJECT TO AND OF
LOWER PRIORITY THAN THE LIEN OF SOME OTHER OR LATER SECURITY
INSTRUMENT

THIS SUBORDINATION AGREEMENT Agreement made this _____ day of January 2014 by
GEARED EQUITY LLC an Arizona limited liability company hereinafter referred to as Senior
Creditor whose mailing address is 6828 Camelback Rd Phoenix Arizona 85251 and DENSCO
INVESTMENT CORPORATION an Arizona corporation hereinafter referred to as Junior Creditor
whose mailing address is 6132 Victoria Place Chandler Arizona 85226

WITNESSETH

THAT WHEREAS Arizona Home Foreclosures LLC an Arizona limited
liability company hereinafter

referred to as Owner is the owner of the land hereinafter described on Exhibit attached hereto

and made part hereof the Land or the Property and

WHEREAS Owner as mortgagor executed Mortgage Junior Mortgage dated August 2013 to

and for the benefit of Junior Creditor as mortgagee and recorded on August 2013 at 1246 p.m as
Instrument No 2013-0717135 in the Records of Maricopa County Arizona Records purporting to

encumber the Land which Junior Mortgage purportedly secures payment of the sum of $150000.00

Junior Liabilities which might come due under or pursuant to purported loan made by Junior

Creditor to Owner in such purported amount referenced in said Junior Mortgage When used herein the

term Junior Mortgage shall not only mean and refer to the Junior Mortgage stated above but also to

any re-recordation thereof and ii that certain Deed of Trust and Assignment of Rents of even date with

the Junior Mortgage Junior Deed of Trust made by Owner as trustor to Trustee Corps as trustee

to and for the benefit of Junior Creditor as beneficiary which Junior Deed of Trust was recorded August
21 2013 as Instrument No 2013-0760511 in the Records and

WHEREAS Owner as trustor also executed that certain Deed of Trust and Assignment of Rents

Senior Deed of Trust dated August 2013 to Thomas Wilmer Esq as trustee to and for the

benefit of Senior Creditor as beneficiary which Senior Deed of Trust secures payment of Promissory
Note of Owner to Senior Creditor in the original stated principal amount of $152800.00 Purchase
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Money Note recorded August 2013 at 1242 pm as Instrument No 2013-0721399 in the Records

Proceeds from the Purchase Money Note were used to pay and represent purchase money of and for

the Property When used herein the term Senior Deed of Trust shall not only mean and refer to the

Senior Deed of Trust but also to the re-recordation thereof on August 22 2013 as Instrument No 2013-

0765233 in the Records Capitalized terms not otherwise defined herein shall have the meanings given

them in the Senior Deed of Trust and

WHEREAS Senior Creditor and Junior Creditor have further agreed that the Junior Liabilities secured by

the Junior Mortgage are and shall be subordinated to the Purchase Money Note and to other sums due

and owing thereunder and under the Senior Deed of Trust collectively the Senior Liabilities all in

accordance with the terms hereof and

WHEREAS Senior Creditor and Junior Creditor have further agreed that the Senior Deed of Trust

securing the Purchase Money Note and representing purchase money for the Land is lien or charge

upon the Land prior and superior to the lien or charge of the Junior Mortgage ii that Junior Creditor will

specifically and unconditionally subordinate the lien or charge of the Junior Mortgage to the lien or charge

of the Senior Deed of Trust and iii that the Junior Liabilities secured by the Junior Mortgage are

subordinated to the Senior Liabilities all as more fully set forth herein below and

WHEREAS it is to the mutual benefit of the parties hereto that Senior Creditor not take any formal

action which would entail time and expense and in which Senior Creditor would prevail to establish the

first and prior nature of the lien of the Senior Deed of Trust ii institute immediate action for foreclosure of

the Senior Deed of Trust which might result in proceeds insufficient to defray both the Senior Liabilities

and the Junior Liabilities it being understood that Senior Creditors forbearance in this regard is limited to

Owners default Owners Recordina Default under the Senior Deed of Trust occasioned by the

existence of the Junior Deed of Trust and not to any other current or future defaults under the Senior

Deed of Trust including without limitation failure to pay at maturity or to perform any other terms and

conditions of the Senior Deed of Trust or the Purchase Money Note Other Defaults and iii

presently enforce the right of Senior Creditor to charge interest at the default rate under the Senior Deed

of Trust it being understood that such forbearance is limited to the effect of Owners Recording Default

and not to any Other Defaults which would be in priority to the Junior Liabilities and Junior Creditor is

willing to agree that the Senior Deed of Trust securing the Purchase Money Note shall constitute lien or

charge upon the Land which is unconditionally prior and superior to the lien or charge of the Junior

Mortgage

NOW THEREFORE in consideration of the mutual benefits accruing to the parties hereto and other

valuable consideration the receipt and sufficiency of which consideration is hereby acknowledged and in

order to induce Senior Creditor to forbear from taking formal actions to establish the lien priority of the

Senior Deed of Trust to not institute any foreclosure actions on account of Owners Recording Default

and not presently enforce interest at the default rate due on the Purchase Money Note on account of

Owners Recording Default it is hereby declared understood and agreed as follows

That the Senior Deed of Trust securing the Senior Liabilities and any renewals or extensions

thereof shall unconditionally be and remain at all times lien or charge on the Land therein described

prior and superior to the lien or charge of the Junior Mortgage

That this Agreement shall be the whole and only agreement with regard to the subordination of

the lien or charge of the Junior Mortgage to the lien or charge of the Senior Deed of Trust

That Senior Creditor may amend the Senior Deed of Trust or the Purchase Money Note in any

manner without the prior written consent of Junior Creditor No renewal modification or extension of time

of payment of the Senior Liabilities and no release or surrender of any security for the Senior Liabilities

or the obligations of any endorsers sureties or guarantors thereof or release from the terms of this or any

other subordination agreement of any claims subordinated and no delay or omission in exercising any

right or power on account of or in connection with the Senior Liabilities or under this Agreement shall in
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any manner impair or affect the rights and duties of Senior Creditor or Junior Creditor Senior Creditor in

its uncontrolled discretion may waive or release any right or option accorded Senior Creditor under

this Agreement without the consent Junior Creditor and without otherwise in any way affecting the

obligations Junior Creditor hereunder Junior Creditor hereby waives notice of the creation existence

renewal modification or extension of the time of payment of the Senior Liabilities

That Junior Creditor may not amend the Junior Mortgage in any manner that would materially and

adversely affect the Senior Liabilities or the Property including without limitation increasing the face

amount of the Junior Liabilities increasing the interest rate or any payment obligations under the Junior

Liabilities or expanding Junior Creditors security interests and liens under the Junior Loan relating to the

Property without the prior written consent of the Senior Creditor Junior Creditor shall give Senior

Creditor written notice as well as copies of any such amendments within five business days after such

documents have been executed by Junior Creditor

That Junior Creditor shall send to Senior Creditor written copy of any notices given to Owner

regarding any default under the Junior Mortgage or Junior Liabilities or ii any event with the giving

of such notice or the passage of time without cure would result in default under the Junior Mortgage or

Junior Liabilities Junior Creditor agrees that all such notices to Senior Creditor shall be sent

contemporaneously with the sending of such notices to Owner Senior Creditor shall send to Junior

Creditor written copy of any notices given to Owner regarding any default under any of the

Purchase Money Note or the Senior Deed of Trust or ii any event with the giving of such notice or the

passage of time without cure would result in default or Event of Default under either the Purchase

Money Note or the Senior Deed of Trust Senior Creditor agrees that all such notices to Junior Creditor

shall be sent contemporaneously with the sending of such notices to Owner Senior Creditor and Junior

Creditor shall each have the right but not the obligation to cure any default by Owner under the Junior

Mortgage on one hand or the Purchase Money Note or the Senior Deed of Trust on the other hand and

respectively In addition at any time and from time to time Junior Creditor at its option shall have the

right to fully repay the Purchase Money Note in full together with accrued but unpaid interest and all of

Senior Lenders costs and fees thereunder in which case Junior Creditor shall be entitled to all of the

rights and benefits of Senior Lender thereunder

Notwithstanding any lien now held or hereafter acquired by the Junior Creditor the Senior

Creditor may take possession of sell dispose of and otherwise deal with all or any part of the Property

and may enforce any right or remedy available to it with respect to the Owner or the Property all without

notice to or the consent of the Junior Creditor except as specifically required by applicable law or this

Agreement The Senior Creditor shall have no duty to preserve protect care for insure take possession

of collect dispose of or otherwise realize upon any of the Property except in accordance with applicable

law including the Arizona Uniform Commercial Code and in no event shall the Senior Creditor be

deemed the Junior Creditors agent with respect to the Property All proceeds received by the Senior

Creditor with respect to the Property or any portion thereof may be applied first to pay or reimburse the

Senior Creditor for all costs and expenses including reasonable attorneys fees incurred by the Senior

Creditor in connection with the collection of such proceeds and second to any Senior Liabilities secured

by the Senior Deed of Trust in any order that it may choose or as otherwise required by the Purchase

Money Note or applicable law and third to the Junior Liabilities

That until the Senior Liabilities are paid in full Junior Creditor agrees except as expressly set

forth herein to not take any action or exercise any remedies under the Junior Deed of Trust or with

respect of the Junior Liability or to cause Owner to voluntarily or involuntarily seek relief from its creditors

appointment of receiver liquidator or trustee for all or major part of its assets or file pleading or

answer in any proceeding admitting insolvency bankruptcy or inability of pay its debts as they mature

That if there occurs any casualty to the buildings or improvements constructed on the

Property that is covered by insurance or any portion of the Property is condemned or taken under

power of eminent domain Senior Creditor shall have the sole right without any involvement or rights of

Junior Creditor to adjust collect and compromise in its sole discretion all insurance proceeds and

compensation and awards issued on account of such action
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10 That the Recitals set forth above are incorporated by reference into the body of the Subordination

Agreement as if fully re-written herein

11 No addition to or modification of any term or provision of this Agreement shall be effective unless

set forth in writing and signed by both Senior Creditor and Junior Creditor

12 That each of Senior Creditor and Junior Creditor and attorneys for each such party have

participated in the drafting and preparation of this Agreement Therefore the provisions of this

Agreement shall not be construed in favor of or against either Senior Creditor or Junior Creditor but shall

be construed as if both Senior Creditor and Junior Creditor equally prepared this Agreement

13 That this Agreement may be executed in counterparts each of which shall constitute an original

but all of which together shall constitute single agreement The signature page of any counterpart may
be detached therefrom without impairing the legal effect of the signatures thereon provided such

signature page is attached to any other counterpart identical thereto except having additional signature

pages executed by the other party

14 That the laws of the State of Arizona applicable to contracts to be performed wholly within

Arizona shall govern this Agreement

NOTICE THIS SUBORDINATION AGREEMENT CONTAINS PROVISION WHICH ALLOWS
THE PERSON OBLIGATED ON YOUR REAL PROPERTY SECURITY TO OBTAIN
SPECIFIC CONSIDERATION PORTION OF WHICH MAY BE EXPENDED UTILIZED

AND/OR APPLIED FOR OTHER PURPOSES THAN THE IMPROVEMENT OF THE
LAND

ALL SIGNATURES MUST BE ACKNOWLEDGED

IT IS RECOMMENDED THAT PRIOR TO THE EXECUTION OF THIS SUBORDINATION
AGREEMENT THE PARTIES CONSULT WITH THEIR ATTORNEYS WITH RESPECT

THERE TO

Remainder of page intentionally blank
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SENIOR CREDITOR

GEARED EQUITY LLC an Arizona limited liability company

By __________________________________
Printed Name ____________________________
Title _____________________________________

STATE OF ARIZONA

ss

County of Maricopa

On _______________ before me the undersigned Notary Public personally appeared ___________ the

__________ of GEARED EQUITY LLC an Arizona limited liability company personally known to me or
proved to me on the basis of satisfactory evidence to be the persons whose names is/are subscribed to the

within instrument and acknowledged to me that he/she/they executed the same in his/her/their authorized

capacityies and that his/her/their signatures on the instrument the persons or the entity upon behalf of

which the persons acted executed the instrument

WITNESS my hand and official seal

My Commission Notary Public

Expires
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JUNIOR CREDITOR

DENSCO INVESTMENT CORPORATION an Arizona corporation

By
Denny Chittick President

STATE OF ARIZONA

ss

County of Maricopa

On ________________ before me the undersigned Notary Public personally appeared Denny Chittick

President of DENSCO INVESTMENT CORPORATION an Arizona corporation personally known to me or

proved to me on the basis of satisfactory evidence to be the persons whose names is/are subscribed to the

within instrument and acknowledged to me that he/she/they executed the same in his/her/their authorized

capacityies and that his/her/their signatures on the instrument the persons or the entity upon behalf of

which the persons acted executed the instrument

WITNESS my hand and official seal

My Commission Notary Public

Expires
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EXHIBIT

Description of Property

Lot 218 of Anthem Unit 55 According to the Plat of Record in the Office of the County
Recorder of Maricopa County Arizona Recorded in Book 665 of Maps Page 30
EXCEPT therefrom all coal oil gas and other mineral deposits as reserved in the patent

to the land

APN 211-93-218
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                SUPERIOR COURT OF ARIZONA

                   COUNTY OF MARICOPA

PETER S. DAVIS, as Receiver of      ) 
DenSco Investment Corporation, an   )
Arizona corporation,                )
                                    ) 
          Plaintiff,                )        
                                    )
vs.                                 ) NO. CV2017-013832 
                                    )
CLARK HILL, PLC, a Michigan limited ) ***CONFIDENTIAL***
liability company; DAVID G.         )
BEAUCHAMP and JANE DOE BEAUCHAMP,   )
husband and wife,                   )
                                    )
          Defendants.               ) 

 ****************************************************** 

                   ORAL DEPOSITION OF

                  YOMTOV SCOTT MENAGED 

                   SEPTEMBER 23, 2019 

                      Volume 1 OF 2

  *****************************************************

               ORAL DEPOSITION of YOMTOV SCOTT MENAGED, 

produced as a witness at the instance of the Defendants 

and duly sworn, was taken in the above-styled and 

numbered cause on September 23, 2019, from 9:09 a.m. to 

3:42 p.m., at the La Tuna Federal Correction 

Institution, Anthony, Texas, pursuant to the Arizona 

Rules of Civil Procedure.

                                           Reported by:

                       Rhonda McCay, CSR, CCR, RPR, CLR
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1      Q.  So I know there are emails.  I'm trying to 

2 minimize because I think you have a pretty good memory 

3 of all the documents I brought along because -- I think 

4 some of these things we can cover like this. 

5               But there are emails that reference the 

6 fact that both of you are kind of fed up with lawyers 

7 and legal fees.  Do you recall that?  

8      A.  I do, yes.

9      Q.  I mean, he seemed to kind of view the lawyer as 

10 kind of a necessary evil or annoyance.  Is that what you 

11 were seeing?

12               MR. STURR:  Form.  

13      A.  I think he wasn't happy about paying the bills.  

14 What his thoughts were about what they could bring to 

15 the table or not, I can't tell you.  What I can tell you 

16 is I know he wasn't happy when he got the bill.

17      Q.  (BY MR. DeWULF)  I think you shared in this 

18 exam you gave earlier about the fact that, at some point 

19 in time, he was probably embarrassed -- that is, Denny 

20 Chittick was embarrassed about the state of things at 

21 DenSco; and therefore, he was reluctant to tell people 

22 things.  

23               MR. STURR:  Form, foundation.  

24      Q.  (BY MR. DeWULF)  Does that square with your 

25 memory?
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1 2013, that you and Denny Chittick had an agreement going 

2 forward as to how to address -- the lenders who had 

3 hired litigation counsel and Active Funding Group?

4      A.  Yes.

5      Q.  All right.  And had he, Denny Chittick, already 

6 advanced you roughly a million dollars or so towards 

7 this solution that you had agreed to?

8      A.  I don't remember, but it sounds about right 

9 from reading something.  I feel like I read this 

10 somewhere.

11      Q.  So, I guess, saying more broadly, by the 

12 time -- by the end of 2013, DenSco had already started 

13 performing under this agreement that you had reached 

14 with Denny Chittick to address all these competing liens 

15 from competing lenders?

16               MR. STURR:  Object to the form.  

17      A.  Prior to the term sheet, we already went into 

18 this agreement, yes.

19      Q.  (BY MR. DeWULF)  So you met with David 

20 Beauchamp on January 9, 2014.  Do you recall that?

21      A.  I recall the meeting with him, yes.

22      Q.  And it was you and Denny Chittick and David 

23 Beauchamp, right?

24      A.  The first meeting, that's correct.

25      Q.  Using that as kind of a point in time, do you 
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1 believe that by that time, you and Denny Chittick had 

2 already reached an agreement as to how you were going to 

3 address all of these problems with these competing 

4 loans, and that you were now in a position to put it in 

5 a written document?

6      A.  Yes.

7      Q.  And do you remember, by the time that you met 

8 with David Beauchamp, that DenSco had already started 

9 and Mr. Chittick had already started performing under 

10 the understanding you had with him?

11      A.  That's correct.

12      Q.  So I think that there were two meetings that 

13 you had with David Beauchamp, the lawyer.  There is the 

14 one that I just described, which was January 9, 2014.  

15 And you may not know that specific date, but you do 

16 recall that there was a meeting in early January of 2014 

17 where you and Denny Chittick kind of explained the 

18 situation for David Beauchamp.  

19      A.  I remember it, yes.

20      Q.  Okay.  And then I think there was one other 

21 meeting that you had with David Beauchamp, and that was 

22 in -- that was when you had your counsel, Jeff Goulder 

23 with you, David Beauchamp was there, Denny Chittick was 

24 there, and you were there.  Do you recall that?

25      A.  I do.
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1      Q.  Do you remember what the purpose of the letter 

2 was?

3      A.  To settle with the receiver.

4      Q.  So you were -- if you look at Roman numeral II 

5 that appears on the third page, Mr. Menaged, it is a -- 

6 it's a statement of Denny Chittick being aware of your 

7 business practices.  By that, it means he was aware of, 

8 I think, primarily in this case, the second fraud issues 

9 of purchases not actually occurring for property for 

10 loans with DenSco.  

11               Let me step back.  That's not really the 

12 question.  I want to provide some background. 

13               Do you think Denny Chittick ever was able 

14 to determine that, regarding the second fraud where the 

15 banks worked with you on cashier's checks and 

16 redepositing -- do you think he ever determined that 

17 you, in fact, were not buying properties with the monies 

18 that DenSco was wiring to you?  

19      A.  Yes.  

20      Q.  When do you think he figured that out?

21      A.  I'd have to see when he changed his loan 

22 documents.  I refused to continue to sign the same loan 

23 documents saying that I was purchasing these properties.  

24 I told him upfront.  He changed all the loan documents.  

25      Q.  How did he change the loan documents?
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1      A.  He changed all the wording to say that they're 

2 offers to purchase.  Basically, I have no liability to 

3 purchase these properties.

4      Q.  Okay.  How do you think he learned that you 

5 weren't actually buying properties with the monies that 

6 DenSco was wiring to you?

7      A.  Because I told him.

8      Q.  Okay.  But you don't remember when that 

9 occurred?

10      A.  No.

11      Q.  Do you think it would have been after the 

12 forbearance agreement was signed?

13      A.  It had to be after the forbearance agreement 

14 was signed because whatever you consider as fraud 2 was 

15 not happening until after -- until after we discussed 

16 everything with your client.

17      Q.  In January of 2014?

18      A.  Whenever that meeting was.  That first meeting.

19      Q.  So you think after -- let's take that date as 

20 January 9 -- I don't think that's in dispute, January 9 

21 of 2014 -- that it was after that meeting that you think 

22 you started the -- what's been called the second fraud 

23 involving the banks?

24      A.  Yes.

25      Q.  Fairly soon after that?
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1      Q.  And also the Active Funding Group problems 

2 competing with DenSco, right?  

3      A.  Yes.

4      Q.  And then you negotiate this forbearance 

5 agreement that -- I think you start negotiating in early 

6 2014, but you don't actually sign it for the first time 

7 until April of 2014.  Do you recall that?  

8      A.  That's probably about right.

9      Q.  Do you know why it took so long to get that 

10 thing done?

11      A.  Everybody was going back and forth on changes, 

12 wording.  It was frustrating.  Denny, I remember -- 

13 that's all I really remember.

14      Q.  So it appears that, because there are all these 

15 back and forths, these emails -- there's emails between 

16 you and Denny Chittick.  There's emails between the 

17 lawyers, et cetera.  Do you remember that sometimes 

18 Denny Chittick would share with you what his lawyer was 

19 telling him?

20      A.  That Denny would share with me what David 

21 Beauchamp -- all the time.

22      Q.  Did he ever send to you any of the written 

23 communications from Mr. Beauchamp?

24      A.  I'm pretty sure, yes.  I actually remember 

25 that.  
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1                   C E R T I F I C A T E

2

3 STATE OF TEXAS     )

4 COUNTY OF EL PASO  )

5

6

7

8          I, Rhonda McCay, Certified Shorthand Reporter in 

9 and for the State of Texas, State of New Mexico and 

10 Registered Professional Reporter, hereby certify that 

11 this transcript is a true record of the said 

12 proceedings, and that said transcription is done to the 

13 best of my ability.

14          GIVEN UNDER MY HAND AND SEAL OF OFFICE on this   

15 1st day of October, 2019.

16

17

18                     ____________________________
                    Rhonda McCay, CSR, CCR, RPR

19                     Texas Certification Number 4457 
                    Date Of Expiration:  1/31/2021

20                     REPORTERS INK, LLC 
                    Firm Registration Number 420

21                     221 N. Kansas, Suite 1101
                    El Paso, Texas 79901

22                     Ph.:  915.544.1515

23          

24          

25          
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                SUPERIOR COURT OF ARIZONA

                   COUNTY OF MARICOPA

PETER S. DAVIS, as Receiver of      ) 
DenSco Investment Corporation, an   )
Arizona corporation,                )
                                    ) 
          Plaintiff,                )        
                                    )
vs.                                 ) NO. CV2017-013832 
                                    )
CLARK HILL, PLC, a Michigan limited ) ***CONFIDENTIAL***
liability company; DAVID G.         )
BEAUCHAMP and JANE DOE BEAUCHAMP,   )
husband and wife,                   )
                                    )
          Defendants.               ) 
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                   ORAL DEPOSITION OF

                  YOMTOV SCOTT MENAGED 

                   SEPTEMBER 24, 2019 

                      Volume 2 OF 2
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               ORAL DEPOSITION of YOMTOV SCOTT MENAGED, 

produced as a witness at the instance of the Defendants 

and duly sworn, was taken in the above-styled and 

numbered cause on September 24, 2019, from 8:17 a.m. to 

3:42 p.m., at the La Tuna Federal Correction 

Institution, Anthony, Texas, pursuant to the Arizona 

Rules of Civil Procedure.

                                           Reported by:

                       Rhonda McCay, CSR, CCR, RPR, CLR





























Geoffrey M. T. Sturr
O S B O R N 

M A L E D O N gsturr@omlaw.com Direct Line 602.640.9377

2929 North Central Avenue 
21st Floor
Phoenix, Arizona 85012

Telephone
Facsimile
omlaw.com

602.640.9000
602.640.9050A PROFESSIONAL ASSOCIATION 

ATTORNEYS AT LAW

January 17, 2018

Via U.S. & Electronic Mail

John E. DeWulf, Esq.
Coppersmith Brockelman PEC 
2800 N. Central Avenue, Suite 1900 
Phoenix, AZ 85004

Re: Davis V. Clark Hill, et ak, CV2017-013832 
Calculation of Prejudgment Interest

Dear John:

As you know, the Receiver’s complaint requests, as an element of damages, prejudgment 
interest. Rule 68, regarding offers of judgment, also provides as a sanction for not doing better 
than the offer of judgment, prejudgment interest on both liquidated and unliquidated claims.

Prejudgment interest is sought on three different types of loans that were outstanding on 
Denny Chittick’s death, as summarized in the Receiver’s December 23, 2016 report: (i) a $5 
million workout loan made to Scott Menaged as part of the Forbearance Agreement; (ii) a $1 
million workout loan made to Menaged as part of the Forbearance Agreement; and (in) non
workout loans that DenSco made to Menaged after DenSco learned of Menaged’s fraud in 
November 2013. As alleged in the complaint, the losses DenSco suffered on those loans were 
the proximate result of Clark Hill’s conduct. Prejudgment interest is also sought on Clark Hill 
legal fees paid by DenSco.

The purpose of this letter is to provide Clark Hill with information to assess its exposure 
for prejudgment interest.

1. $5 million “workout loan” to Menaged

Under the Forbearance Agreement that Clark Hill drafted and advised DenSco to sign, 
DenSco agreed to loan Menaged up to $5 million for use in connection with the sale or 
refinancing of any property listed in Exhibit A to the Agreement. The principal balance of that 
loan as of December 23, 2016 was $13,336,807.24. See Receiver’s Report, December 23, 2016, 
at page 9. We enclose, as Appendix A, a schedule showing how that balance was calculated. 
The schedule reflects that Menaged drew on this loan as early as February 2014, and made a last

mailto:gsturr@omlaw.com
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draw on August 18, 2015. As of October 5, 2015, the principal balance of the line of credit was 
$13,656,807.24, and remained at this amount until Chittick’s death in July 2016.

The rate of prejudgment interest in this case is 10%. A.R.S. § 44-1201(A), (F). Thus, a 
yearly calculation of prejudgment interest on DenSco’s $13,656,807.24 loss is $1,365,680.72.

2. $1 million “workout loan” to Menaged

The Forbearance Agreement also obligated DenSco to make a “new loan” to Menaged of 
up to $1 million as part of the “workout” that Clark Hill blessed and documented. The principal 
balance of that loan as of December 23, 2016 was $1,002,532.55. See Receiver’s Report, 
December 23, 2016, at page 9. We enclose, as Appendix B, a schedule showing how that 
balance was calculated. The schedule reflects that Menaged drew on this loan as early as 
December 13, 2013 and last drew on this loan on April 30, 2014, when the principal balance was 
$1,002,532.55. It remained at that amount until Chittick’s July 2016 death.

A yearly calculation of prejudgment interest on DenSco’s $1,002,532.55 loss is
$100,253.25.

3. Non-workout loans

As set forth in the Receiver’s December 23, 2016 report (at page 10), as of August 2016, 
when the Receiver was appointed, DenSco suffered losses of at least $28,332,300 because of 
loans made to Menaged outside of the “work out” loans contemplated by the Forbearance 
Agreement that were not secured. We enclose, as Appendix C, a schedule showing how that 
amount was calculated.

A yearly calculation of prejudgment interest on DenSco’s $28,332,300.00 loss is
$2,833,230.00.

4. Payments to Clark Hill for Attorneys’ Fees

As of June 24, 2016, Clark Hill received payment from DenSco for legal fees in the 
amount of $163,702.45. The Receiver seeks in the complaint the return of all those fees on the 
grounds that they were received after Clark Hill had committed a serious breach of fiduciary 
duty. The last fee payment was on June 24, 2016.

A yearly calculation of prejudgment interest on the Receiver’s attorney fee disgorgement 
claim is $16,370.25.

5. Conclusion

The date on which prejudgment interest began accruing will be decided by the Court. We 
submit that the Court could conclude that prejudgment interest began accruing on the loan losses 
as early as the date the Forbearance Agreement was signed in April 2014. Alternatively, the
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Court could conclude that prejudgment interest on the loan losses began accruing in August 
2016, when Clark Hill received Chittick’s pre-suicide writings that blamed Clark Hill for those 
losses. Clark Hill received a second notice of its exposure for prejudgment interest on the loan 
losses when the Receiver issued his December 23, 2016 report. At the latest, prejudgment 
interest has been accruing since October 17, 2017, when Clark Hill received a copy of the 
Complaint.

Clark Hill’s exposure for prejudgment interest is significant. As set forth above, Clark 
Hill faces yearly prejudgment interest of $4,315,534.22 that has been accruing and will continue 
to accrue to the date a judgment is satisfied. The Receiver reserves the right to revise or 
otherwise adjust that number as information acquired through disclosure and discovery is 
analyzed. The Receiver nevertheless assumes that Clark Hill possesses adequate information to 
assess its exposure for prejudgment interest.

Yours very truly,

MA'
Geoffrey M. T. Sturr

GMTS:dh
Enclosures

Colin F. Campbell, Esq.cc:
7433114
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Simon Consulting, LLC
Arizona Corporation Commission v. DenSco Investment Corporation

DenSco Investment Corporation
$5 Million Workout Loan - As of 07/28/16 (Date of Denny Chittick's Death)

Loan AmountCity, ZipLoan Date Loan No. Property Address
100,000.00

(100,000.00)
95.864.00 
79,380.98
41.382.56
79.252.00
88.896.00 
69,082.27 
67,353.16
78.538.63
68.127.63 
63,861.07 
92,372.15

181,653.80
(1,715.65)

112,625.27
38,414.70
63,544.61

120,000.00
18,235.26

170.000. 00
14.619.56 
20,000.00 
60,000.00

3,805.73
21.082.34
27.783.84
37.589.85 

184,645.10
25,930.11

120.000. 00 
35,000.00 
21,468.83

170.000. 00 
(4,182.39) 
4,547.94

131,720.03
110.000. 00 
32,360.22

120,000.00
7,794.45

190.000. 00
39.258.34 

107,140.72
93.442.35 
56,530.13

100.000. 00 
368.83

200,000.00
1,651.22

02/28/14 Workout Pay Gregg's Interest
Principal Payment 
2105 S 108th Ave

03/05/14
03/07/14
03/07/14
03/07/14
03/07/14
03/07/14
03/07/14
03/07/14
03/10/14
03/14/14
03/14/14
03/14/14
03/21/14
03/26/14
03/28/14
03/31/14
03/31/14
04/04/14
04/04/14
04/04/14
04/04/14
04/10/14
04/14/14
04/14/14
04/14/14
04/14/14
04/14/14
04/21/14
04/24/14
04/25/14
04/25/14
04/25/14
04/28/14
04/28/14
04/28/14
04/30/14
05/02/14
05/02/14
05/09/14
05/09/14
05/12/14
05/12/14
05/12/14
05/12/14
05/13/14
05/15/14
05/15/14
05/16/14
05/16/14

Workout
4505 Avondale, AZ 85323 

Tolleson, AZ 85353 
Mesa, AZ 85210 
Surprise, AZ 85379 
Laveen, AZ 85339 
Glendale, AZ 85306 
Buckeye, AZ 85326 
Glendale, AZ 85308 
Buckeye, AZ 85326 
Waddell, AZ 85355 
Buckeye, AZ 85326 
Phoenix, AZ 85044

4554 2027 S 101st Dr 
1942 S Emerson #252 
14869 W Caribbean Ln 
4119 W Valley View Dr 
4906 W Gelding Dr 
1697 S 233rd Ln 
4119 W Grovers Ave 
1040 S 220th Ln 
18146 W Puget Ave 
23846 W Gibson Ln 
15456 S 47th Place 
Principal Payment 
6024 E Wethersfield Rd 
13920 W Maui Ln 
1820 S 106th Ln 
25852 S Beech Creek dr 
25852 S Beech Creek dr 
707 E Potter Dr 
707 E Potter Dr 
16739 W Navajo St 
4745 W Golden Ln 
4745 W Golden Ln 
3154 W Via Montoya Dr 
635 S St Paul 
9832 E Olla Ave 
1427 W Windsorig Dr 
14904 W Port Royale Ln 
320 S 70th St #9 
320 S 70th St #9 
320 S 70th St #9 
7089 W Andrew Ln 
7089 W Andrew Ln 
7089 W Andrew Ln 
4705 N Brookview Terrace 
19296 W Adams St 
19296 W Adams St 
23851 WWier Ave 
23851 W Wier Ave 
18131 W Ruth Ave 
18131 W Ruth Ave 
17661 W Marconi Ave 
14365 W Verde Ln 
12602 N 60th St 
9423 W McRae Way 
9423 W McRae Way 
2210 S Keene St 
2210 S Keene St

4607
4645
4652
4656
4711
4690
4578
4644
4671
4503

Workout
4446 Scottsdale, AZ 85254 

Surprise, AZ 85379 
Tolleson, AZ 85353 
Sun Lakes, AZ 85248 
Sun Lakes, AZ 85248 
Phoenix, AZ 85024 
Phoenix, AZ 85024 
Goodyear, AZ 85338 
Glendale, AZ 85302 
Glendale, AZ 85302 
Phoenix, AZ 85027 
Mesa, AZ 85206 
Mesa, AZ 85212 
Phoenix, AZ 85045 
Surprise, AZ 85379 
Mesa, AZ 85208 
Mesa, AZ 85208 
Mesa, AZ 85208 
Peoria, AZ 85383 
Peoria, AZ 85383 
Peoria, AZ 85383 
Litchfield, AZ 85340 
Buckeye, AZ 85326 
Buckeye, AZ 85326 
Buckeye, AZ 85326 
Buckeye, AZ 85326 
Waddell, AZ 85355 
Waddell, AZ 85355 
Surprise, AZ 85388 
Goodyear, AZ 85338 
Scottsdale, AZ 85254 
Peoria, AZ 85382 
Peoria, AZ 85382 
Mesa, AZ 85209 
Mesa, AZ 85209

4483
4722
4431
4431
4604
4604
4589
4287
4287
4585
4665
4688
4459
4611
3926
3926
3926
4180
4180
4180
4636
4313
4313
4519
4519
4152
4152
4689
4703
4669
4383
4383
4434
4434
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Simon Consulting, LLC
Arizona Corporation Commission v. DenSco Investment Corporation

DenSco Investment Corporation
$5 Million Workout Loan - As of 07/28/16 (Date of Denny Chittick's Death)

Loan AmountLoan Date Loan No. Property Address City, Zip
Phoenix, AZ 85032 
Gilbert, AZ 85296 
Gilbert, AZ 85296 
Phoenix, AZ 85043 
Phoenix, AZ 85043 

15550 N Frank Lloyd Wright #1005 Scottsdale, AZ 85260
Tempo, AZ 85283 
Tempe, AZ 85283 
Gilbert, AZ 85298 
Gilbert, AZ 85298 
Phoenix, AZ 85048 
Surprise, AZ 85375 
Surprise, AZ 85375 
Surprise, AZ 85379 
Surprise, AZ 85379 
Phoenix, AZ 85027 
Fountain Hills, AZ 85268 
Surprise, AZ 85388 
Surprise, AZ 85388 
Glendale, AZ 85308 
Mesa, AZ 85209 
Mesa, AZ 85209 
Scottsdale, AZ 85255 
Scottsdale, AZ 85255

198,683.57
140.000. 00

12.676.24
90.000. 00
59.347.52 

176,884.68
170.000. 00 

2,053.55
240.000. 00 
28,487.82
96.956.75

140.000. 00
27.152.96

120.000. 00
35.887.76 
67,811.64

191,311.29
100.000. 00 

6,475.40
73.946.52 

160,000.00
10,543.58

250.000. 00 
98,873.28 
(5,988.38) 
40,000.00

130.000. 00
29.014.25
65.501.97

150.000. 00 
45,997.87

6,173.44
110.000. 00 
26,196.70 
24,182.08

120,000.00
19,039.20

(21,324.12)
84.030.98 
(7,977.69)

120,421.77
(23,088.43)
244,822.86
(78,786.68)
68,759.48

230,000.00
83,002.32
89,534.80

(24,052.70)
90,794.60

12602 N 60th St05/16/14
05/22/14
05/22/14
05/30/14
05/30/14
06/02/14
06/09/14
06/09/14
06/11/14
06/11/14
06/20/14
06/27/14
06/27/14
06/30/14
06/30/14
06/30/14
07/14/14
07/17/14
07/17/14
07/18/14
07/22/14
07/22/14
07/31/14
07/31/14
07/31/14
08/06/14
08/11/14
08/11/14
08/15/14
08/19/14
08/19/14
08/19/14
08/20/14
08/20/14
08/20/14
08/21/14
08/21/14
08/22/14
08/26/14
08/27/14
08/29/14
08/29/14
09/02/14
09/04/14
09/05/14
09/09/14
09/09/14
09/09/14
09/11/14
09/12/14

4618
2182 E Arabian Dr 
2182 E Arabian Dr 
7204 W Warner St 
7204 W Warner St

4386
4386
3927
3927
4546

5414 S Heather Dr4430
5414 S Heather Dr
2968 E Lynx Way
2968 E Lynx Way
17016 S 27th Place
17540 N Estrella Vista Dr
17540 N Estrella Vista Dr
14556 N 154th Ln
14556 N 154th Ln
1750 W Potter Dr
15143 E Aspen Dr
16527 W Post Dr
16527 W Post Dr
3740 W Villa Theresa Dr
2733 S Ananea St
2733 S Ananea St
20802 N Grayhawk Dr #1076
20802 N Grayhawk Dr #1076
Principal Payment
31008 W Columbus Ave
13512 W Marshall Ave
13512 W Marshall Ave
22261 W Moonlight Path
4529 E Sharon Dr
4529 E Sharon Dr
4529 E Sharon Dr
9451 E Becker Ln #B1057
9451 E Becker Ln #B1057
9451 E Becker Ln #B1057
1080 E Redwood Dr
1080 E Redwood Dr
Principal Payment
842 E Sheffield Ave
Principal Payment
3237 W Pleasant Ln
Principal Payment
5335 S Monte Vista St
Principal Payment
5916 W Fetlock TrI
5357 S Ranger Trail
5357 S Ranger Trail
5357 S Ranger Trail
Principal Payment
25209 S Saddletree Dr

4430
4397
4397
4544
4417
4417
4136
4136
4530
4624
4495
4495
4619
4454
4454
3610
3610

Workout
Buckeye, AZ 85326 
Litchfield, AZ 85340 
Litchfield, AZ 85340 
Buckeye, AZ 85326 
Phoenix, AZ 85032 
Phoenix, AZ 85032 
Phoenix, AZ 85032 
Scottsdale, AZ 85260 
Scottsdale, AZ 85260 
Scottsdale, AZ 85260 
Chandler, AZ 85286 
Chandler, AZ 85286

4541
4481
4481
4061
4003
4003
4003
3933
3933
3933
3975
3975

Workout
Gilbert, AZ 852964643

Workout
4381

Workout
4411

Workout
4732

Phoenix, AZ 85041

Chandler, AZ 85249

Phoenix, AZ 85085 
Gilbert, AZ 85296 
Gilbert, AZ 85296 
Gilbert, AZ 85296

4077
4077
4077

Workout
Sun Lakes, AZ 852484393
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Simon Consulting, LLC
Arizona Corporation Commission v. DenSco Investment Corporation

DenSco Investment Corporation
$5 Million Workout Loan - As of 07/28/16 (Date of Denny Chittick's Death)

Loan AmountCity, ZipLoan Date Loan No. Property Address
(16,173.61)
100,000.00
27.343.88 

220,000.00
48,302.06

(13,530.08)
150.000. 00
40.000. 00 
41,382.45 

(21,865.60) 
(12,657.65) 
144,173.16 
(83,424.68) 
(31,032.87) 
(31,141.49)
120.000. 00 
39,258.48 

(46,170.85)
80.000. 00
30.000. 00

4.251.94 
(45,740.42)
150.000. 00
45.000. 00
21.171.88 

(70,506.79) 
(45,105.06) 
(70,262.92)
210.000. 00 

48,679.35 
40,580.05 

(23,130.04) 
(15,191.31)

(9,595.56)
100.000. 00 
47,909.82

200,000.00
92,084.39
33,524.54

140.000. 00 
70,971.79
6,135.67

130.000. 00 
45,000.00

76.68
100.000. 00
48.280.94 
11,276.45

110,000.00
38,065.50

Workout Principal Payment09/12/14
7389 W Tierra Buena Ln Peoria, AZ 85382 

Peoria, AZ 85382 
Chandler, AZ 85226 
Chandler, AZ 85226

09/19/14
09/19/14
09/23/14
09/23/14
09/24/14
09/26/14
09/26/14
09/26/14
09/26/14
09/29/14
10/02/14
10/03/14
10/10/14
10/17/14
10/24/14
10/24/14
10/24/14
10/30/14
10/30/14
10/30/14
10/31/14
11/07/14
11/07/14
11/07/14
11/07/14
11/15/14
11/21/14
11/24/14
11/24/14
12/03/14
12/03/14
12/12/14
12/19/14
12/22/14
12/22/14
12/24/14
12/24/14
12/24/14
12/31/14
12/31/14
12/31/14
01/02/15
01/02/15
01/02/15
01/02/15
01/02/15
01/02/15
01/08/15
01/08/15

4228
7389 W Tierra Buena Ln 
311 N Kenneth PI 
311 N Kenneth PI 
Principal Payment 
18356 W Mission Ln 
18356 W Mission Ln 
18356 W Mission Ln 
Principal Payment 
Principal Payment 
3326 E Oriole Dr 
Principal Payment 
Principal Payment 
Principal Payment 
10721 WLaurelwood Ln 
10721 WLaurelwood Ln 
Principal Payment 
12802 W Willow Ave 
12802 W Willow Ave 
12802 W Willow Ave 
Principal Payment 
10769 W Runion Dr 
10769 W Runion Dr 
10769 W Runion Dr 
Principal Payment 
Principal Payment 
Principal Payment 
1431 E Bridgeport Pkwy 
1431 E Bridgeport Pkwy 
10440 W Hammond Ln 
Principal Payment 
Principal Payment 
Principal Payment 
2210 W Marco Polo Rd 
2210 W Marco Polo Rd 
2402 E Yucca St 
2402 E Yucca St 
2402 E Yucca St 
1892 E Ellis Dr 
1892 E Ellis Dr 
1892 E Ellis Dr 
11106 W Dana Ln 
11106 W Dana Ln 
11106 W Dana Ln 
11571 WHopi St 
11571 WHopi St 
11571 WHopi St 
2216 W Plata Cir 
2216 W Plata Cir

4228
3997
3997

Workout
3987
3987
3987

Workout
Workout

4409
Workout
Workout
Workout

3882
3882

Workout

Waddell, AZ 85355 
Waddell, AZ 85355 
Waddell, AZ 85355

Gilbert, AZ 85297

Avondale, AZ 85323 
Avondale, AZ 85323

El Mirage, AZ 85335 
El Mirage, AZ 85335 
El Mirage, AZ 85335

4020
4020
4020

Workout
Sun City, AZ 85373 
Sun City, AZ 85373 
Sun City, AZ 85373

4627
4627
4627

Workout
Workout
Workout

4122
4122
4482

Workout
Workout
Workout

Gilbert, AZ 85295 
Gilbert, AZ 85295 
Tolleson, AZ 85353

Phoenix, AZ 85027 
Phoenix, AZ 85027 
Phoenix, AZ 85028 
Phoenix, AZ 85028 
Phoenix, AZ 85028 
Tempe, AZ 85282 
Tempe, AZ 85282 
Tempe, AZ 85282 
Avondale, AZ 85323 
Avondale, AZ 85323 
Avondale, AZ 85323 
Avondale, AZ 85323 
Avondale, AZ 85323 
Avondale, AZ 85323 
Mesa, AZ 85202 
Mesa, AZ 85202

4129
4129
3976
3976
3976
3913
3913
3913
4027
4027
4027
4034
4034
4034
4501
4501
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Simon Consulting, LLC
Arizona Corporation Commission v. DenSco Investment Corporation

DenSco Investment Corporation
$5 Million Workout Loan - As of 07/28/16 (Date of Denny Chittick's Death)

Loan AmountCity, ZipLoan Date Loan No. Property Address
13,299.35
82,187.05
80,000.00
27,110.31

100,000.00
35,000.00
22.074.26 

100,000.00
32.146.84

150.000. 00
44.051.84 

5,964.96
200.000. 00

32.778.52 
160,000.00
69,213.96
21,933.38

120,000.00
3,078.09

120,000.00
40.000. 00 

8,624.70
120,000.00

4,096.29
48,537.08

100,000.00
32.332.52

140.000. 00 
51,882.91
80.000. 00 
7,917.44

87,823.21
100.000. 00 
40,000.00
12.879.27

130.000. 00 
68,254.24 
26,707.15 
92,551.37 
79,053.14 
92,956.23

120.000. 00 
46,867.99

4,828.34
99,262.30

(86,000.00)
120,000.00
70.000. 00 
28,296.67
60.000. 00

2216 W Plata Cir Mesa, AZ 85202 
Glendale, AZ 85303

01/08/15 4501
7703 W Lamar Rd
15677 W Ripple Cir
15677 W Ripple Cir
3150 E Beardsley Rd #1076
3150 E Beardsley Rd #1076
3150 E Beardsley Rd #1076
11744 W Hadley St
11744 W Hadley St
3740 E Sexton St
3740 E Sexton St
3740 E Sexton St
1561 E Mia Ln
1561 E Mia Ln
9016 S 41st Ln
9016 S 41st Ln
9016 S 41st Ln
114 E Valley View Dr
114 E Valley View Dr
7575 E Indian Bend Rd #2123
7575 E Indian Bend Rd #2123
7575 E Indian Bend Rd #2123
9521 E Posada Ave
9521 E Posada Ave
23949 W Hadley St
3154 W Foothill Dr
3154 W Foothill Dr
436 N 159th Ave
436 N 159th Ave
3354 W Monona Dr
3354 W Monona Dr
6346 W Valencia Dr
3333 W Apollo Rd
3333 W Apollo Rd
3333 W Apollo Rd
12827 W Desert Mirage Dr
12827 W Desert Mirage Dr
12827 W Desert Mirage Dr
8224 S 74th Ave
11530 W Flores Dr
8742 W Pioneer St
7771 W Marlette Ave
7771 W Marlette Ave
7771 W Marlette Ave
839 S Chatsworth Cir
Principal Payment
1500 N Markdale #1
1500 N Markdale #1
1500 N Markdale#!
6332 W Sonora St

01/30/15
02/06/15
02/06/15
02/20/15
02/20/15
02/20/15
02/24/15
02/24/15
03/02/15
03/02/15
03/02/15
03/05/15
03/05/15
03/12/15
03/12/15
03/12/15
03/16/15
03/16/15
03/26/15
03/26/15
03/26/15
04/01/15
04/01/15
04/08/15
04/15/15
04/15/15
05/01/15
05/01/15
05/15/15
05/15/15
05/27/15
05/28/15
05/28/15
05/28/15
05/29/15
05/29/15
05/29/15
05/29/15
05/29/15
06/01/15
06/02/15
06/02/15
06/02/15
06/10/15
06/17/15
06/26/15
06/26/15
06/26/15
06/26/15

4289
Goodyear, AZ 85338 
Goodyear, AZ 85338 
Phoenix, AZ 85050 
Phoenix, AZ 85050 
Phoenix, AZ 85050 
Avondale, AZ 85323 
Avondale, AZ 85323 
Gilbert, AZ 85295 
Gilbert, AZ 85295 
Gilbert, AZ 85295 
Gilbert, AZ 85298 
Gilbert, AZ 85298 
Laveen, AZ 85339 
Laveen, AZ 85339 
Laveen, AZ 85339 
Phoenix, AZ 85042 
Phoenix, AZ 85042 
Scottsdale, AZ 85250 
Scottsdale, AZ 85250 
Scottsdale, AZ 85250 
Mesa, AZ 85212 
Mesa, AZ 85212 
Buckeye, AZ 85326 
Phoenix, AZ 85027 
Phoenix, AZ 85027 
Goodyear, AZ 85338 
Goodyear, AZ 85338 
Phoenix, AZ 85027 
Phoenix, AZ 85027 
Laveen, AZ 85339 
Phoenix, AZ 85041 
Phoenix, AZ 85041 
Phoenix, AZ 85041 
Peoria, AZ 85383 
Peoria, AZ 85383 
Peoria, AZ 85383 
Laveen, AZ 85339 
El Mirage, AZ 85335 
Tolleson, AZ 85353 
Glendale, AZ 85303 
Glendale, AZ 85303 
Glendale, AZ 85303 
Mesa, AZ 85208

4227
4227
4038
4038
4038
4342
4342
3914
3914
3914
4509
4509
3994
3994
3994
4625
4625
4004
4004
4004
4410
4410
4035
4352
4352
4229
4229
4322
4322
4438
4069
4069
4069
4109
4109
4109
4422
4508
4637
3977
3977
3977
4540

Workout
3957 Mesa, AZ 85201 

Mesa, AZ 85201 
Mesa, AZ 85201 
Phoenix, AZ 85043

3957
3957
4116
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Simon Consulting, LLC
Arizona Corporation Commission v. DenSco Investment Corporation

DenSco Investment Corporation
$5 Million Workout Loan - As of 07/28/16 (Date of Denny Chittick's Death)

Loan AmountCity, ZipLoan Date Loan No. Property Address
Phoenix, AZ 85043 
Phoenix, AZ 85024 
Phoenix, AZ 85024 
Chandler, AZ 85286 
Chandler, AZ 85286 
Chandler, AZ 85286 
Chandler, AZ 85286 
Chandler, AZ 85286 
Tolleson, AZ 85353 
Glendale, AZ 85304 
Glendale, AZ 85304 
Buckeye, AZ 85326 
Buckeye, AZ 85326 
Buckeye, AZ 85326 
Mesa, AZ 85204 
Mesa, AZ 85204

33,689.72
130.000. 00 
62,670.91

230.000. 00 
103,078.80

2,820.14
7,179.86

24,977.14
82,401.40

100.000. 00 
19,606.50

110,000.00
40.000. 00 

8,056.39
90.000. 00 
30,104.35 

(80,000.00)
(100,000.00)

(2.400.00) 
(100,000.00)

(1.800.00) 
(100,000.00)

(50,000.00)

06/26/15 4116 6332 W Sonora St
06/30/15
06/30/15
07/15/15
07/15/15
07/15/15
07/15/15
07/15/15
07/16/15
07/30/15
07/30/15
08/11/15
08/11/15
08/11/15
08/18/15
08/18/15
09/08/15
09/14/15
09/17/15
09/21/15
09/21/15
09/28/15
10/05/15

4308 711 E Potter Dr 
711 E Potter Dr 
2367 E Balsam Dr 
2367 E Balsam Dr 
2367 E Balsam Dr 
2367 E Balsam Dr 
2367 E Balsam Dr 
10025 W Williams St 
5420 W Sunnyside Dr 
5420 W Sunnyside Dr 
23827 W Gibson Ln 
23827 W Gibson Ln 
23827 W Gibson Ln 
2360 E Carmel Ave 
2360 E Carmel Ave 
Principal Payment 
Principal Payment 
Principal Payment 
Principal Payment 
Principal Payment 
Principal Payment 
Principal Payment

4308
3998
3998
3998
3998
3998
4500
3959
3959
4343
4343
4343
4093
4093

Workout
Workout
Workout
Workout
Workout
Workout
Workout

13,656,807.24

Transactions Excluded from Calculation:
38.224.00
30.266.00
11.510.00 

(400,000.00)
(320,000.00)

13,336,807.24
13,336,807.24

Clark Hill, PLC 
Clark Hill, PLC 
Clark Hill, PLC
Interest income reallocated to principal

Workout
Workout
Workout
Workout

03/06/14
04/15/14
05/15/14
12/31/15

Subtotal; 
Adjusted Total: 

$5 Million Workout Loan Balance Per QB:
Difference:
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Simon Consulting, LLC
Arizona Corporation Commission v. DenSco Investment Corporation

DenSco Investment Corporation
$I Million Workout Loan - As of 07/28/16 (Date of Denny Chittick's Death)

Loan AmountCity, ZipLoan Date Loan No. Property Address
12/13/13 
12/27/13 
01/02/14 
01/02/14 
01/15/14 
01/16/14 
01/16/14 
01/16/14 
01/17/14 
01/17/14 
01/17/14 
01/17/14 
04/29/14 
04/30/14

11509 E Pratt Ave Mesa, 85212 
Phoenix, 85050 
Gilbert, 85295 
Scottsdale, 85254 
Chandler, 85225 
Surprise, 85388 
Glendale, 85308 
Buckeye, 85326 
Avondale, 85323 
Buckeye, 85326 
Surprise, 85379 
Mesa, 85212 
Gilbert, 85295 
Peoria, 85345

90,000.00
59,332.07

121,866.92
149,641.24
57,589.04
66.798.72 
57,724.34 
51,057.68
54.718.72 
44,801.81 
62,346.80 
99,290.55 
34,836.09 
52,528.57

4584
3150 E Beardsley Rd #1030 
1262 E Clifton Ave 
12614 N 62nd Street 
516 W Dublin St 
16010 N 170th Ln 
18425 N 56th Lane 
23687 W Wayland Dr 
11634 W Adams St 
25863 W St James Ave 
14904 W Port Royal e Ln 
7752 E Obispo Ave 
2681 SPalm St 
8742 W Grovers Ave

4545
4233
4626
4532
4513
4516
4524
4573
4574
4611
4628
4307
4729

1,002,532.55TOTAL:
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Simon Consulting, LLC
Arizona Corporation Commission v. DenSco Investment Corporation

DenSco Investment Corporation
Non-Workout Loans to Yomtov Scott Menaged, et al. - As of 07/28/16 (Date of Denny Chittick's Death)

City, Zip Loan AmountLoan Date Loan No. Property Address
160,000.00
50,000.00

200,200.00
201.300.00

1.556.800.00
589.500.00
407.800.00
488.400.00
268.500.00
237.400.00
271.100.00
234.400.00
348.500.00
386.900.00
412.300.00
399.100.00
278.300.00
251.800.00
243.100.00
149.300.00
296.500.00

1.554.300.00
302.500.00
346.800.00
349.500.00
328.400.00
751.800.00
319.600.00
277.500.00
305.100.00
294.400.00
259.400.00
178.500.00
149.100.00
178.100.00
169.100.00
198.300.00
298.500.00
187.400.00
213.800.00
354.400.00
241.100.00
284.500.00
634.200.00
179.800.00
170.700.00
315.800.00
309.400.00
299.700.00
409.500.00
257.400.00
297.300.00

10125 ELoboAve Mesa, 85209 
Mesa, 85209 
Cave Creek, 85331 
Surprise, 85375 
Scottsdale, 85260 
Mesa, 85207 
Peoria, 85382 
Phoenix, 85083 
Mesa, 85207 
Phoenix, 85022 
Sun Lakes, 85248 
Phoenix, 85041 
Goodyear, 85395 
Goodyear, 85395 
Goodyear, 85338 
Chandler, 85225 
Chandler, 85226 
Mesa, 85209 
Gilbert, 85298 
Phoenix, 85029 
Mesa, 85209 
Paradise Valley, 85253 
Phoenix, 85024 
Scottsdale, 85259 
Scottsdale, 85259 
Phoenix, 85083 
Scottsdale, 85255 
Chandler, 85286 
Surprise, 85374 
Phoenix, 85016 
Phoenix, 85028 
Phoenix, 85020 
Phoenix, 85053 
Phoenix, 85024 
Glendale, 85308 
Surprise, 85374 
Glendale, 58308 
Fountain Hills, 85268 
Chandler, 85226 
Phoenix, 85013 
New River, 85087 
New River, 85087 
Peoria, 85382 
Phoenix, 85016 
Phoenix, 85029 
Phoenix, 85051 
Gilbert, 85297 
Scottsdale, 85255 
Litchfield Park, 85340 
Scottsdale, 85255 
Mesa, 85212 
Surprise, 85374

08/14/13
01/22/14
05/20/16
05/23/16
05/25/16
05/26/16
05/26/16
05/26/16
05/27/16
05/27/16
05/27/16
05/27/16
05/31/16
05/31/16
05/31/16
05/31/16
05/31/16
06/01/16
06/01/16
06/01/16
06/01/16
06/02/16
06/03/16
06/03/16
06/03/16
06/06/16
06/06/16
06/06/16
06/06/16
06/07/16
06/07/16
06/07/16
06/07/16
06/07/16
06/07/16
06/08/16
06/08/16
06/08/16
06/08/16
06/08/16
06/08/16
06/09/16
06/09/16
06/09/16
06/09/16
06/09/16
06/10/16
06/10/16
06/10/16
06/10/16
06/10/16
06/13/16

4523-1
4523-2 10125 ELoboAve 

6013 E Egret St 
14883 W Bloomfield Rd 
9343 E Bahia Dr 
9029 E McDowell Rd 
25173 N 73rd Lane 
5710 W Desperado Way 
7431 E Nora St 
13834 N Burning Tree PI 
10418 E Champagne Dr 
4106 W Saint KateriRd 
14850 W Robson CirN 
4377 N 157th Lane 
11329 S Orion Dr 
914 W Whitten St 
5922 W Gail Dr 
9904 E Keats Ave 
851 E Aberdeen Dr 
1610 W Joan de Arc Ave 
7140 E Medina Ave 
7531 N Silvercrest Way 
2320 E Avenida Del Sol 
13300 E Via Linda #2056 
13503 E Charter Oak Dr 
6615 W Via DonaRd 
9267 E Desert Arroyos 
1134 W Mulberry Dr 
15126 W Rounder Dr 
4808 N 24th Street #421 
2513 E Mescal St 
8845 N 4th Street 
3029 W Marconi Ave 
1126 E Utopia Rd 
3901 W Angela Dr 
14749 W Lucas Ln 
4780 W Piute Ave 
14414 N Centruy Dr 
3830 W Laredo St 
225 W Denton Ln 
43629 N 20th Street 
45905 N 33rd Avenue 
12696 N 77th Avenue 
6112 N 31st Court 
4150 W Willow Ave 
8108 N 33rd Drive 
2854 E Baars Crt 
10586 E Morning Star Dr 
640 E Bird Ln 
7542 E Glenn Moore Rd 
11509 E Rambelwood Ave 
19713 N Rim Rd

8005
8008
8016
8017
8018
8019
8021
8022
8023
8025
8026
8027
8028
8029
8030
8032
8034
8035
8036
8039
8040
8041
8042
8044
8045
8046
8047
8048
8049
8050
8051
8052
8053
8054
8055
8056
8057
8058
8059
8060
8061
8062
8063
8064
8065
8066
8067
8068
8069
8071
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Simon Consulting, LLC
Arizona Corporation Commission v. DenSco Investment Corporation

DenSco Investment Corporation
Non-Workout Loans to Yomtov Scott Menaged, et al. - As of 07/28/16 (Date of Denny Chittick's Death)

City, Zip Loan AmountLoan Date Loan No. Property Address
06/13/16 
06/13/16 
06/13/16 
06/13/16 
06/13/16 
06/14/16 
06/14/16 
06/14/16 
06/14/16 
06/14/16 
06/15/16 
06/15/16 
06/15/16 
06/15/16 
06/15/16 
06/15/16 
06/16/16 
06/17/16 
06/17/16 
06/17/16 
06/17/16 
06/17/16 
06/17/16 
06/20/16 
06/20/16 
06/20/16 
06/20/16 
06/20/16 
06/20/16 
06/21/16 
06/21/16 
06/21/16 
06/21/16

Surprise, 85379 
Glbert, 85234 
Wittmann, 85361 
Avondale, 85323 
Gilbert, 85233 
Fountain Hills, 85268 
Scottsdale, 85254 
Peoria, 85383 
Phoenix, 85045 
Phoenix, 85023 
Gilbert, 85297 
Phoenix, 85041 
Gilbert, 85296 
Mesa, 85203 
Scottsdale, 85257 
Phoenix, 85042 
Paradise Valley, 85253 
Mesa, 85202 
Glendale, 85310 
Buckeye, 85326 
Surprise, 85379 
Paradise Valley, 85253 
Mesa, 85212 
Peoria, 85383 
Chandler, 85224 
Litchfield Park, 85340 
Avondale, 85323 
Phoenix, 85041 
Phoenix, 85041 
Phoenix, 85051 
Phoenix, 85019 
Scottsdale, 85255 
Glendale, 85304

264.100.00
256.700.00
213.200.00
246.800.00
223.100.00
389.700.00
364.200.00
471.100.00
254.700.00
163.800.00
347.900.00
181.600.00 
280,100.00
178.300.00
246.500.00
175.100.00 

1,661,200.00
200.900.00
370.100.00
253.300.00
249.700.00
113.800.00
251.200.00
418.800.00
411.200.00
179.600.00
174.500.00
221.300.00
176.800.00
141.800.00
136.800.00 

1,113,600.00
153.700.00

8072 11843 N 151st Drive
8073 3221 E Campbell Rd 

28318 N 246th Drive 
2127 N 124th Drive 
1334 W Sunset Crt 
15023 N Escondido Dr 
6021 E Sweetwater Ave 
7130 W Soflwind Dr 
16421 S 17th Drive 
2343 W Port Au Prince Ln 
4561 S Ranger Crt 
6436 S 23rd Avenue 
375 E Sagebrush St 
1951 E Ivy St 
6932 E Loma Land Dr 
1843 E Donner Dr 
7712 N Moonlight LN 
2733 W Ocaso Cir 
7164 W Planada Ln 
21083 WWycliff Crt 
14342 W Evans Dr 
10301 N 70th Street #234 
9035 E Oro Ave 
28566 N 124th Drive 
700 N Dobson RD #52 
12805 W Redondo Dr 
2113 N 119th Drive 
9225 S Leilan Ln 
2131 W Vineyard Rd 
3541 W Vogel Ave 
6313 N 40th Drive 
7960 E Hanover Way 
5109 W Mercer Ln

8074
8075
8076
8077
8078
8079
8080
8081
8084
8085
8086
8087
8088
8089
8090
8091
8092
8093
8094
8095
8096
8097
8098
8099
8100
8101
8102
8103
8104
8105
8106

TOTAL: 28,332,300.00
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1 John E. De Wulf (006850) 
Marvin C. Ruth (024220) 

2 Vidula U. Patki (030742) 
COPPERSMITH BROCKELMAN PLC 

3 2800 North Central Avenue, Suite 1900 
Phoenix, Arizona 85004 

4 T: (602) 224-0999 
F: (602) 224-0620 

5 jdewulf@cblawyers.com 
mruth cblaw ers.com 

6 vpatki cblawyers.com 

7 Attorneys for Defendants 

8 

9 

10 

SUPERIOR COURT OF ARIZONA 

COUNTY OF MARICOPA 

11 Peter S. Davis, as Receiver ofDenSco No. CV2017-013832 
Investment Corporation, an Arizona 

12 corporation, 
DEFENDANTS' DISCLOSURE OF 

13 Plaintiff, EXPERT WITNESS KEVIN OLSON 

14 v. (Commercial Case) 

15 Clark Hill PLC, a Michigan limited liability (Assigned to the Honorable Daniel Martin) 
company; David G. Beauchamp and Jane 

16 Doe Beauchamp, husband and wife, 

Defendants. 17 

18 Pursuant to the Court's May 16, 2018 Scheduling Order, Defendants Clark Hill PLC 

19 and David G. Beauchamp, hereby disclose the attached report of Kevin Olson. 

20 

21 

22 

23 

24 

25 

26 
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DATED this 5th day of April, 2019. 

By:=------c-----,,-9~~~~~::::::_ _ _ __ _ 
Jo . e 

rvin C. R 
Vidula U. Patki 
2800 North Central Avenue, Suite 1900 
Phoenix, Arizona 85004 
Attorneys for Defendants 
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4 Colin F. Campbell, Esq. 
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EXPERT REPORT OF KEVIN OLSON 

April 5, 2019 

Re: Peter S. Davis v. Clark Hill, et al. 

1. Introduction and Qualifications 

I was admitted to practice in Arizona in October 1980 after graduating from Yale Law 

School in May 1980. I began working at Lewis and Roca in Phoenix, Arizona, in June 1980 and 

practiced law there, first as an associate and then as a partner, from the date of my admission 

until I left to join Steptoe & Johnson LLP in October 1997. I have practiced law as a partner at 

Steptoe from October 1997 through the present date . 

At Lewis and Roca, a significant part of my practice from the mid-1980s until I left in 

1997 was advising clients in connection with securities offerings, including offerings qualified 

under SEC Regulation D. In that period I estimate I advised clients in connection with 3 to 6 

offerings per year. 

I remain active in both the Securities Law section and the Business Law section of the 

State Bar of Arizona. I was involved in the leadership of each section, and became chair of each 

section, at separate times during the 1980s and 1990s. As a member of the leadership council 

and as chair of the Securities Law section, I was actively involved in efforts to improve and 

simplify Arizona 1s securities laws, including its analog to Regulation D. 

When I joined Steptoe in 1998, I continued to advise clients with respect to private 

offerings (including Regulation D offerings), as well as advising larger companies focused on 

bank and other institutional financing or on public securities markets. While my work in private 

offerings has lessened over time, I am familiar with the SECs rules and practices relating to 

Regulation D since even companies that are primarily focused on bank and institutional 

financing will periodically find a Regulation D offering a preferable method for raising capital. 

regularly review all SEC releases related to the securities markets, including releases related to 

Regulation D and the private offering markets. I also have regularly attended Securities Law 

(00428134.2) 1 



o income with spouse for the last 2 years, and reasonably expected for the 

current year, of $300,000 per year; 

• Directors, executive officers, and general partners of the issuer; 

• Banks and other private development companies; 

• Certain entities (including trusts and corporations} with assets over $5 million; and 

• Other entities if all of their owners are accredited investors. 

4.5. Advantages of Offerings to Accredited Investors 

Under Regulation D, Rule 506{c}, an offering that is limited to accredited investors (and 

satisfies the other conditions to Rule 506(c), which are not relevant to this report} is not 

required to provide substantive information in any particular format. Consequently, the 

information can be conveyed verbally or in writing. In contrast, if an offering is made that 

includes non-accredited investors, Rule 506(b} requires disclosure of information in writing, to 

the extent material, that is equivalent to what is required in a registration statement the issuer 

would be eligible to use for a public offering. 

The lack of specific written information requirements for offerings to accredited 

investors is because of the SEC's decision that accredited investors have the assets, income, 

knowledge, experience and leverage necessary to insist on the information they deem relevant, 

such that the SEC does not have to prescribe what information is required. 

The framework Regulation D has established for private offerings allows issuers to 

conduct offerings to accredited investors at a much lower cost than to non-accredited investors 

or in a public offering. The framework loosens the requirements as to how material 

information must be disclosed to investors. In a public offering, or an offering that includes 

non-accredited investors, the issuer must provide specific written disclosure of information 

about the issuer, its business, and its financial condition. The preparation of such documents 

requires the involvement of, and due diligence by, accountants, lawyers, and other experts. 

Private offerings to non-accredited investors are substantially less costly than public offerings, 

{00428134.2 ) 7 



but the specific written disclosure that is required makes them much more expensive than 

private offerings that are limited to accredited investors. 

Offerings limited to accredited investors can be completed at a much lower cost 

because the assistance required from accountants, lawyers and experts is much less. Further, 

the lack of a requirement to prepare specific written disclosure reduces the diligence required 

of such professionals. As a result, if an issuer is confident that it has connections with an 

adequate number of accredited investors, a private offering to non-accredited investors is the 

preferred method for raising lesser amounts. 

4.6. Requirement for Adequate Disclosure 

The lack of specific written disclosure requirements in an offering to accredited 

investors does not make such offerings a free for all in which issuers are free to withhold 

relevant information. It only means that the issuer is free to work with investors to provide all 

material information in a manner that is appropriate under the circumstances. Issuers still have 

an obligation to disclose material information that is accurate and to disclose all information 

necessary to make the disclosures that are made not misleading. 

Many issuers make basic disclosures to accredited investors in a written private offering 

memorandum ("POM"), supplemented by other written or oral disclosures. In many offerings 

the most important information is disclosed in diligence meetings between the issuer's 

management and investors. If prepared, the POM provides the initial outline of high-level 

information but is expected to be supplemented by other written and oral disclosures. The 

supplemental disclosures often focus on material developments since the date of the POM and 

some issuers decide not to use a POM at all in favor of providing information based on the 

questions of their investors. 

5. The DenSco Offerings 

From the start of its capital raising efforts, DenSco's offerings were conducted as private 

offerings and were made solely to accredited investors. They were intended to qualify under 

Regulation D, Rule 506(c) and appear to have so qualified. 

(00428134.2} 8 



Beauchamp's actions as a securities and transactional lawyer representing DenSco are as 

follows: 

• Mr. Beauchamp's advice to DenSco that it should enter into a forbearance agreement 

with Menaged and his entities was appropriate and fully met the standard of care. 

• Mr. Beauchamp's advice about the proper terms and scope of the forbearance agreement 

was consistent with ordinary practice in the area and fully met the standard of care. 

• Mr. Beauchamp advice about lending, procedures, and documentation was consistent 

with ord inary practice in the area and met the standard of care. 

• Mr. Beauchamp properly advised DenSco about nature, timing, and necessity of 

disclosures of material information to investors (including new and rollover investors) and 

his advice in this respect was consistent with the law and regulations and the met the 

standard of care. 

• Mr. Beauchamp met the standard of care in advising DenSco about its fiduciary duties to 

its investors. 

• Mr. Beauchamp properly performed unrelated legal work for DenSco even after he 

terminated his representation of DenSco with respect to securities matters, including the 

final work on the forbearance agreement and the later advice regarding Arizona 

Department of Financial Institution regulations. His 

applicable standard of care. 

Dated: ~4... 1) 'J,pJ°t 
Kevin Olson 

30 
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DANIEL ALLEN SCHENCK, 6/19/2018                           

he was going to heed it.  And that's just it.

Q. If he was wiring money to the borrower --

A. Okay.

Q. -- that would be a very material fact for an

investor.  True?

A. I can't say that.

Q. You can't say that?

How did the first fraud take place? 

MR. DeWULF:  Object to form.

THE WITNESS:  Well, there was a problem with the

way that he was sending the money to him.

 Q.   (BY MR. CAMPBELL)  He was wiring the money to 

the borrower, correct? 

A. Right.

Q. And that allowed Mr. Menaged or his cousin to

hold the money, fund the property from another lender --

A. Uh-huh.

Q. -- and steal the money that he got from

DenSco --

MR. DeWULF:  Object to form.

 Q.   (BY MR. CAMPBELL)  -- right? 

A. That sound like the scenario that happened, but,

again, I don't know all the facts on it.  But I -- I guess

my concern with the way you have worded the question is

it's assuming that we knew that Denny was not going to
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DANIEL ALLEN SCHENCK, 6/19/2018                           

change his practices and that he was still going to

continue to do it that way, and we did not know what Denny

was going to do still going forward with his practices.

Q. How do you draft a private offering memorandum

without knowing that?

A. Well, that's when this is a draft and we are

identifying some of the first issues that needed to be

identified.  But then we are going to have to go, you

know, confirm with the client if it's still accurate.

Q. Turn to Exhibit No. 4 again.  This is the

Rule 26.1 statement from your law firm.

A. Okay.

Q. Turn to page 14.  You will see on line 19 --

A. Yes.

Q. -- it starts, and let me see if I can quote this

correctly:  Mr. Beauchamp and his associate, Daniel

Schenck, began drafting the updated POM in April and May

2014.  Specifically, the draft 2014 POM would have:

Provided a description of the Forbearance Agreement

(including all the parties' funding obligations), the

reason it was necessary, its effect on DenSco's books;

updated DenSco's goals for intended loan-to-value ratios;

updated the descriptions regarding DenSco's loan funding

and securitization procedures; updated the number of loan

defaults triggering foreclosure; and amended the
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DANIEL ALLEN SCHENCK, 6/19/2018                           

private offering memorandum you drafted?

A. As I sit here today, I don't know.  And part of

it could have been I didn't know if the practices were

changing or not.  Again, this was a first draft.

Q. Did Mr. Beauchamp ever come to you and tell you

he had terminated DenSco as a client?

A. Yes.

Q. When did he do that?

A. It probably was within a week or a couple weeks

at least -- I'm trying to frame up -- after this initial

draft was, I think gave it to David, and then I think he

then was working with Denny on, you know, starting to fill

it in more and to update it with the correct information

and such.  It was around that time period.

Q. So you think -- we know from your billing

records that you gave it to Mr. Beauchamp on May 14th, so

you think within one week, by May 21st, Mr. Beauchamp came

to you and said we are terminating DenSco as a client?

MR. DeWULF:  I think that's a

mischaracterization of what he said, Counsel.  I'll object

to form.

MR. CAMPBELL:  Let him say -- he can correct me

if I'm wrong.

THE WITNESS:  Okay.  I would say it was probably

within days or weeks after that.  I don't -- I can't
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DANIEL ALLEN SCHENCK, 6/19/2018                           

pinpoint when it was.

 Q.   (BY MR. CAMPBELL)  Days or weeks? 

A. Yeah.

Q. How many times have you terminated a client?

A. Me?  Only a handful of times.

Q. How many times has a partner come to you and

said we are terminating a client, cease work?

A. Just a handful of times.

Q. What are Clark Hill's procedures when a client

is terminated?

A. I don't know that there are actually set

procedures on -- firm-wide on how to do that.

Q. Do you terminate work?

A. Since this, I have done a couple of that, yeah.

Q. So once Mr. Beauchamp came and talked to you,

you did no further work on the case?

A. No, I don't think that would be accurate.

Q. How can you terminate a client and do no further

work for them and then continue working for them?

A. Well, I think on this particular situation, I

think we understood that we were no longer representing

them and going to continue this, but that it would be

handed off to another counsel.

So we were trying essentially to put it in the 

best shape possible so that the new counsel that was going 
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DANIEL ALLEN SCHENCK, 6/19/2018                           

BE IT KNOWN that the foregoing proceeding was 
taken before me; that the witness before testifying was 
duly sworn by me to testify to the whole truth; that the 
questions propounded to the witness and the answers of the 
witness thereto were taken down by me in shorthand and 
thereafter reduced to typewriting under my direction; that 
the foregoing is a true and correct transcript of all 
proceedings had upon the taking of said deposition, all 
done to the best of my skill and ability. 

 
I CERTIFY that I am in no way related to any of 

the parties hereto nor am I in any way interested in the 
outcome hereof. 
 
 

[ ]  Review and signature was requested. 
[ ]  Review and signature was waived. 
[X]  Review and signature was not requested. 

 
 

I CERTIFY that I have complied with the ethical 
obligations in ACJA Sections 7-206(F)(3) and 
7-206-(J)(1)(g)(1) and (2). 
 
 
                                              7/3/2018 
_______________________________________     _____________ 
Kelly Sue Oglesby                               Date 
Arizona Certified Reporter No. 50178 
 
 

I CERTIFY that JD Reporting, Inc. has complied 
with the ethical obligations in ACJA Sections 
7-206(J)(1)(g)(1) and (6). 
 
 
                                              7/3/2018 
_______________________________________     _____________ 
JD REPORTING, INC.                              Date 
Arizona Registered Reporting Firm R1012 
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Beauchamp David

From Beauchamp David

Sent Thursday January 16 2014 257 PM
To dcmoney@yahoo.com
Cc Schenck Daniel Beauchamp David

Subject Re Revised Term Sheet

Denny

See Millers email and my response Do your loan documents require Borrower to have your Deed of Trust in first

position If so Borrower is in default and Scott needs to admit it Otherwise you will be fighting Millers clients and

other lenders on your own

Best David

David Beauchamp

CLARK HILL PLC

14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254

480.684.1126 direct 480.684.1166 fax 602.319.5602 cell

dbeauchamp@clarkhill.com www.clarkhill.com

From Denny Chittick

Sent Thursday January 16 2014 0247 PM
To Beauchamp David Schenck Daniel

Subject Re Revised Term Sheet

then how can we put some sort of admission in to it without causing
him any more issues

DenSco Investment Corp
www.denscoinvestment.com

602-469-3001

602-532-7737

From Beauchamp David DBeauchamp@ClarkHill.com
To dcmoney@yahoo.com dcmoney@yahoo.com Schenck Daniel DSchenckClarkHill.com
Cc Beauchamp David DBeauchamp@ClarkHill.com
Sent Thursday January 16 2014 242 PM
Subject Re Revised Term Sheet

D1C0006221



Denny

What am saying is that the whole consideration to DenSco and protection to you is for Scott to

acknowledge he is in default In exchange DenSco agrees not to take certain actions and to provide

funding to Borrowers to assist Borrower to resolve these disputes

Please see email from Bob Miller that will forward next Without Scotts admission here you are left

on your own to deal with Millers clients You have given Scott so much and you only asked for this one
thing think it is not in your legal best interest to agree to all of your commitments in this term sheet

without getting this admission from Scott

Best David

David Beauchamp
CLARK HILL PLC
14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254

480.684.1126 direct 1480.684.1166 fax 602.319.5602 cell
dbeauchamp@clarkhill.com www.clarkhill.com

From Denny Chittick

Sent Thursday January 16 2014 0226 PM
To Schenck Daniel

Cc Beauchamp David

Subject Re Revised Term Sheet

so are you telling me that the way this is worded now you
wouldnt want me to sign it if Scott does

DenSco Investment Corp
www.denscoinvestment.com

602-469-3001

602-532-7737

From Schenck Daniel DSchenck@ClarkHjll.com
To dcmoney@yahoo.com dcmoney@yahoo.com
Cc Beauchamp David DBeauchamp@ClarkHill.com
Sent Thursday January 16 2014 203 PM
Subject Revised Term Sheet

Denny

Attached is the revised Term Sheet with the changes that Scott requested and that

David discussed with you As requested we revised the language so that the

Borrower is not expressing its intent on which lender was supposed to be in first

position As David mentioned we dont recommend that you accept these changes

D1C0006222



because it still leaves open the question of whether Scott intended for DenSco to be in

the first position Ideally Scott would make the acknowledgment which would be an

admission of default should DenSco be determined to not be in first position but Scott

would be protected by the terms of the forbearance agreement Please contact us

should you have any questions regarding this issue

Best

Daniel Schenck
CLARK HILL PLC
480.684.1118 directl 480.684.1179 fax
Licensed in Arizona California Utah and Nevada

dschenckäctarkhill.com bio www.clarkhill.com

Original Message
From Beauchamp David

Sent Thursday January 16 2014 144 PM
To Schenck Daniel

Subject Fw

Dan

Please

David Beauchamp
CLARK HILL PLC
14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 directI480.684.1166 fax 1602.319.5602 cell
dbeauchampclarkhill.com www.clarkhill.com

Original Message
From Scott Menaged
Sent Thursday January 16 2014 0106 PM
To Beauchamp David Denny dcmoneycäyahoo.com

Dave

Per Jeff can sign the term sheet as long as par and are changed

The verbage in both paragraphs need to change to state Densco believes he should

be in first position Not that am saying he should be in first position or me stating who
should be in what position

Par is the same thing just verbage issue Both lenders believe they should be in

first position cant sign something saying who is supposed to be in what position

As long as this is agreed upon please resend me the docs and will execute today

Confidentiality agreement is fine for me to sign as is

D1C0006223



Clearly we need to have an executed confidentiality agreement before providing the

term sheet to them

Thanks

Scott

Sent from my iPhone

LEGAL NOTICE This e-mail is for the exclusive use of the intended recipients and

may contain privileged and confidential information If you are not an intended

recipient please notify the sender delete the e-mail from your computer and do not

copy or disclose it to anyone else Your receipt of this message is not intended to

waive any applicable privilege Neither this e-mail nor any attachments establish an

attorney-client relationship constitute an electronic signature or provide consent to

contract electronically unless expressly so stated by Clark Hill attorney in the body
of this e-mail or an attachment

FEDERAL TAX ADVICE DISCLAIMER Under Treasury Regulations we are

informing you that to the extent this message includes any federal tax advice this

message is not intended or written by the sender to be used and cannot be used for

the purpose of avoiding federal tax penalties

LEGAL NOTIcE This e-mail is for the exclusive use of the intended recipients and may contain privileged and
confidential information If you are not an intended recipient please notify the sender delete the e-mail from your
computer and do not copy or disclose it to anyone else Your receipt of this message is not intended to waive

any applicable privilege Neither this e-mail nor any attachments establish an attorney-client relationship
constitute an electronic signature or provide consent to contract electronically unless expressly so stated by
clark Hill attorney in the body of this e-mail or an attachment

FEDERAL TAX ADVICE DISCLAIMER Under Treasury Regulations we are informing you that to the

extent this message includes any federal tax advice this message is not intended or written by the sender to be

used and cannot be used for the purpose of avoiding federal tax penalties

D1C0006224





Beauchamp David

From Beauchamp David

Sent Tuesday January 21 2014 157 PM
To Denny Chittick

Subject RE update

Denny

If knew the attorney that they are now using could try to confirm the timing If you or Scott talk to Dan or the others

please try to get name

understand the fine line that you are taking am just very concerned about the payoffs getting so far ahead of the

documentation have authorized the preparation of the Forbearance Agreement and the related documents Under

normal circumstances this should be finalized and signed before you advance all of this additional money We plan to

get the documents to you and Scott later this week Hopefully we can get the documents signed later this week

Best David

David Beauchamp

CLARK HILL PLC

14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 direct 480.684.1166 fax 602.319.5602 cell
dbeauchampcäclarkhilI.com www.clarkhill.com

From Denny Chittick dcmoney@yahoo.com
Sent Tuesday January 21 2014 150 PM
To Beauchamp David

Subject Re update

we talked about that she can run title for me and just tell me that

im clear shes also working with us to get the payoffs so well see
how it works out understand the risk im trying to walk fine line

between doing it right and doing it quickly know how to do it right

just dont know how fast have to do it to keep them at bey can
do million this week which will cut it in 1/2 with payoffs coming
in through the end of the month should be able to have them

completely paid off with in another weeks knocking some off

little at time just dont know if theyll give us that time..

DenSco Investment Corp
www.denscoinvestment.com

D1C0006528



602-469-3001

602-532-7737

From Beauchamp David DBeauchamp@ClarkHilLcom
To Denny Chittick dcmoney@yahoo.com
Sent Tuesday January21 2014 142 PM
Subject RE update

Denny

If you do this outside escrow you will probably not be eligible for title insurance Under the

circumstances title insurance would be good to have to deal with the lien issues You might want to

ask Debbie what procedure you could use to expedite the pay-offs and still have her company be able

to issue title insurance

Would it make sense to split up the payoffs of these loans into two or three different escrows and title

agencies

Best David

David Beauchamp

CLARK HILL PLC

14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 directJ 480.684.1166 fax 1602.319.5602 cell
dbeauchampSclarkhjll.com www.clarkhill.com

From Denny Chittick

Sent Tuesday January21 2014 1242 PM
To Beauchamp David

Subject update

we are going to pay off tomorrow title cant work fast

enough the earliest we can do more through title is friday

based on what debbie is saying we may need to get payoff

directly from them and just exchange checks and releases

outside of title

dc

DenSco Investment Corp
www.denscoinvestment.com

602-469-3001

602-532-7737

LEGAL NOTICE This e-mail is for the exclusive use of the intended recipients and may contain privileged and
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confidential information If you are not an intended recipient please notify the sender delete the e-mail from yourcomputer and do not copy or disclose it to anyone else Your receipt of this message is not intended to waive
any applicable privilege Neither this e-mail nor any attachments establish an attorney-client relationshipconstitute an electronic signature or provide consent to contract electronically unless expressly so stated byClark Hill attorney in the body of this e-mail or an attachment

FEDERAL TAX ADVICE DISCLAIMER Under Treasury Regulations we are informing you that to the
extent this message includes any federal tax advice this message is not intended or written by the sender to beused and cannot be used for the purpose of avoiding federal tax penalties
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Te 7r
Beauchamp David

From
Beauchamp David

Sent
Tuesday February 04 2014 902 PM

To
Denny

Subject RE Attached Redline of Forbearance Agreement

Denny

Before we all get into room you and need to make sure that we have clear understanding of what you can do andwhat you cannot do without going back to all of your investors for approval We have deal that works for you and
your investors and is fair to Scott Now Jeff is trying to better the deal for Scott but you already have been more than
generous trying to help Scott out of Scotts problem Again this goes back to Jeff not acknowledging that this is Scotts
problem and instead insisting that this is your problem because you did not make sure that Scott handled the loans
properly and that you did not take the necessary actions so that DenSco had first lien on each of the properties As
Jeff said to me why did Denny do it this way pay Scott directly and why did DenSco not get title insurance if Dennywanted to be in first position Those are not questions to clarify point but rather to change the underlying
understanding of who created this problem Jeff is trying to have you think that you have significant responsibility for
creating this problem as opposed to this being created by Scotts cousin working for Scott Hopefully my poor attemptsto explain the difference in perspective are sufficient for you to understand it

Over the last ten years have prepared far in excess of 100 if not closer to 200 forbearance agreements for various
institutional and private lenders There are certain standard issues that have evolved over the yearsUNDERSTAND THAT AT YOUR REQUEST DID NOT INCLUDE ANY HARSH OR SIGNIFICANTLY PRO-LENDER
PROVISIONS Accordingly there is nothing included to give and trade over small issues already did not includethem These changes from Jeff are cutting muscle and bone that are needed to protect you

For example did you agree to NOT have Scott pay your attorneys fees If so that will be the first time that have ever
seen the legal fees for the preparation of Forbearance Agreement to not be paid by the Borrower

have also never seen forbearance not include cross-default provision to other obligations of the Borrower to the
lender

have also never seen some of the other changes that Jeff inserted For example the changes require you to defend
yourself against any other lender which has conflicting lien one of Scotts properties even though Scotts office
created this problem by having two lenders loan on the same property In forbearance the Borrower takes full

responsibility for the problems created and what needs to be done to resolve the problem Jeff is trying to make youfeel that you are guilty so you have to assume significant responsibility in the agreement to share in Scotts problembut nobody stole the money from you You can help and have helped Scott but you cannot OBLIGATE DenSco to further
help Scott because that would breach your fiduciary duty to your investors

Best David

David Beauchamp

CLARK HILL PLC

14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 directI 480.684.1166 faxJ 602.319.5602 cell
dbeauchamDäcIarkhillm www.clarkhill.com

From Denny
Sent Tuesday February 04 2014 830 PM

D1C0006673



To Béauchamp David

Subject Re Attached Redline of Forbearance Agreement

This is degrading in to quagmire to which never would have imagined will talk to Scott and it looks like we will haveto get in room and beat this whole thing out

Sent from my iPad

On Feb 2014 at 727 PM Beauchamp David DBeauchamDClarkHill corn wrote

Den fly

cannot promise you that this redline captures all of the changes but it seems to have all of the changesthat have identified by comparing Jeffs version of the agreement to the version that sent

Please review this and let me know when you might have time to discuss these changes and what didyou discuss with Scott

With respect to the language concerning the first lien you and had discussed including that afterlooked at the mortgage document that contained that express obligation You had said to leave it inbut Jeff has taken that language out and only left in the delayed interest payment Unfortunately Jeffhas previously said that he could defeat any default claim based on no current interest paymentsbecause you had offered to defer interest when
this problem Again Jeff is

trying to take advantage of you because you are trying to help Scott Since Scott was only concernedabout referencing DenScos rights to first lien position due to potential litigation being filed by Dans
group against Scott that should no longer be an issue

Although have asked for this and we have discussed this several times we still do not have an actual
copy of any of the loan documents for any of the loans that you made to Scott that are the subject ofthis problem This is really important for many different reasons but key reason is the guarantee atthe bottom of the note that Scott signed

Best David

David Beauchamp

CLARK HILL PLC

14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 direct 1480.684.1166 fax 1602.319.5602 cell
dbeaucharnDjcIarkjll www.cJarkifl corn

From phXcanoncolorcIarkhill corn Phxcanoncolorclarkh III camSent Tuesday February 04 2014 652 PM
To Schenck Daniel Beauchamp David
Subject Attached Image

LEGAL NOTICE This e-mail is for the exclusive use of the intended recipients and may containprivileged and confidential information If you are not an intended recipient please notify the senderdelete the e-mail from your computer and do not copy or disclose it to anyone else Your receipt of thismessage is not intended to waive any applicable privilege Neither this e-mail nor any attachmentsestablish an attorney-client relationship constitute an electronic signature or provide consent to contractelectronically unless expressly so stated by Clark Hill attorney in the body of this e-mail or anattachment
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FEDERAL TAX ADVICE DISCLAIMER Under Treasury Regulations we are informing you that tothe extent this message includes any federal tax advice this message is not intended or written by thesender to be used and cannot be used for the purpose of avoiding federal tax penalties
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Beauchamp David

From Beauchamp David

Sent
Sunday February 09 2014 913 PM

To dcmoney@yahoo.com
Cc Beauchamp David

Subject Re Status

Denny

Your point is understood If possible please recognize and understand that you will use the document even if you and
Scott never refer to it again It has to have the necessary and essential terms to protect you from potential litigation
from investors and third parties

Best David

David Beauchamp
CLARK HILL PLC

14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 direct 480.684.1166 fax 602.319.5602 cell

dbeauchamp@clarkhillcom www.clarkhill.com

From Denny Chittick

Sent Sunday February 09 2014 0905 PM
To Beauchamp David

Subject Re Status

trust that we are in balance and have even more confidence that
scott andi can solve this problem with out issue and we never have
to use the document that weve worked so long on getting
completed

DenSco Investment Corp
www.denscoinvestment corn

602-469-3001

602-532-7737

From Beauchamp David DBeauchamp@ClarkHjII corn
To dcmoneyyahoo.com dcmoney@yahoo.com
Cc Beauchamp David DBeauchamp@CJarkHiJl corn

D1C0006707



Sent sunday February 2014 856 PM
Subject Re Status

Denny

Please understand that you are limited in what risk or liability you can assume Your fiduciary duty toyour investors makes this difficult balancing act

All the best David

David Beauchamp
CLARK HILL PLC
14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 direct 1480.684.1166 fax 1602.319.5602 cell
dbeaucharnp@clarkhill corn www.clarkhijl.com

From Denny Chittick
corn

Sent Sunday February 09 2014 0845 PM
To Beauchamp David

Subject Re Status

hope that we can get it resolved without leavinga huge
liability or risk on the table thats all scott said
dc

DenSco Investment Corp
www.densco investment corn

602-469-3001

602-532-7737

From Beauchamp David DBeaucharnp@ClarkHijf cornTo dcmoneyyahoo.corn dcmoneyyahoo cornCc Beauchamp David DBeaucharnp@ClarkHijj corn
Sent Sunday February 2014 843 PM
Subject Re Status

Denny

How can we be finally making progress when my litigation partner said gave away the storeOther than the business points that Jeff tried to change do not see what else we can give upin the Agreement

Did Scott share any other information

Best David

D1C0006708



DavidG Beauchamp
CLARK HILL PLC
14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 direct 1480.684.1166 fax 1602.319.5602 cell
dbeauchamp@clarkhilj.com www.clarkhill corn

From Denny Chittick
corn

Sent Sunday February 09 2014 0834 PM
To Beauchamp David

Subject Re Status

heard from scott jeff read it all scott said was jeff said
now we are making progress

scott has meeting with jeff tomrorow morning

thought that was good
dc

DenSco Investment Corp
www denscoinvestrnent corn

602-469-3001

602-532-7737

From Beauchamp David DBeauchamp@ClarkHill cornTo dcrnoney@yahoo.com dcrnoneyyahoo.com
Cc Beauchamp David DBeaucharnp@ClarkH ill corn
Sent Sunday February 2014 828 PM
Subject Status

Denny

Anything happen this weekend

Best David

David Beauchamp
CLARK HILL PLC
14850 Scottsdale Rd Suite 500 Phoenix Arizona 85254
480.684.1126 direct 1480.684.1166 fax 1602.319.5602 cell
dbeauchanipcIarkhiJI corn www.clarkhjllcorn

D1C0006709



LEGAL NOTICE This e-mail is for the exclusive use of the intended
recipients and may contain privileged and confidential information If you are
not an intended recipient please notify the sender delete the e-mail from your
computer and do not copy or disclose it to anyone else Your receipt of this

message is not intended to waive any applicable privilege Neither this e-mail
nor any attachments establish an attorney-client relationship constitute an
electronic signature or provide consent to contract electronically unless
expressly so stated by Clark Hill attorney in the body of this e-mail or an
attachment

FEDERAL TAX ADVICE DISCLAIMER Under Treasury Regulations we
are informing you that to the extent this message includes any federal tax
advice this message is not intended or written by the sender to be used and
cannot be used for the purpose of avoiding federal tax penalties

LEGAL NOTICE This e-mail is for the exclusive use of the intended recipients and may contain
privileged and confidential information If you are not an intended recipient please notify the senderdelete the e-mail from your computer and do not copy or disclose it to anyone else Your receipt of this
message is not intended to waive any applicable privilege Neither this e-mail nor any attachmentsestablish an attorney-client relationship constute-a erontc signature or provtdeonserit to contract
electronically unless expressly so stated by Clark Hill attorney in the body of this e-mail or an
attachment

FEDERAL TAX ADVICE DISCLAIMER Under Treasury Regulations we are informing you that tothe extent this message includes any federal tax advice this message is not intended or written by thesender to be used and cannot be used for the purpose of avoiding federal tax penalties

LEGAL NOTICE This e-mail is for the exclusive use of the intended recipients and may contain privileged andconfidential information If you are not an intended recipient please notify the sender delete the e-mail from yourcomputer and do not copy or disclose it to anyone else Your receipt of this message is not intended to waive
any applicable privilege Neither this e-mail nor any attachments establish an attorney-client relationshipconstitute an electronic signature or provide consent to contract electronically unless expressly so stated byClark Hill attorney in the body of this e-mail or an attachment

FEDERAL TAX ADVICE DISCLAIMER Under Treasury Regulations we are informing you that to theextent this message includes any federal tax advice this message is not intended or written by the sender to beused and cannot be used for the purpose of avoiding federal tax penalties

D1C000671















































AUTHORIZATION TO UPDATE FORBEARANCE DOCUMENTS

This Authorization to Update Forbearance Documents the Authorization is entered into on

the dates set forth below and to be effective the day of April 2014 by and among Arizona

Home Foreclosures LLC an Arizona limited liability company AHF Easy Investments

LLC an Arizona limited liability company El Furniture King LLC an Arizona limited

liability Company FK Yomtov Scott Menaged Scott Francine Menaged
Francine and DenSco Investment Corporation an Arizona corporation DenSco

Recitals

WHEREAS AHF El FK Scott and DenSco are the parties to certain

Forbearance Agreement executed on April 16 2014 the Forbearance Agreement together

with other documents executed in connection with the Forbearance Agreement collectively the

Forbearance Documents

WHEREAS having recognized that April 14 2014 was stated in various pages

of the Forbearance Documents where they should have stated April 16 2014 and certain other

inconsistencies with respect to the amounts due under the financings the parties desire to make
the necessary corrections

WHEREAS Clark Hill PLC Clark Hill has been previously authorized by
each of the parties to make the necessary corrections to the Forbearance Documents and as

referenced on the attached Exhibit The replacement pages were previously circulated and

approved by all parties

WHEREAS the parties now wish to authorize and direct Clark Hill to insert the

replacement pages as set forth below

NOW THEREFORE in consideration of these premises and for other good and

valuable consideration the receipt and sufficiency of which is hereby acknowledged the parties

hereby agree as follows

Recitals The Recitals set forth above and Exhibit attached hereto are

incorporated into this Agreement

Forbearance Agreement Recognizing that April 14 2014 was stated in one

page of the Forbearance Agreement where it should have stated April 16 2014 AHF El
FK Scott and DenSco desire to make the necessary correction The corrected version of page
of the Forbearance Agreement FA-1 with April 16 2014 stated in the first paragraph as the

execution date of the Forbearance Agreement has been circulated and approved The corrected

version of page of the Forbearance Agreement FA-3 with new first sentence in Section

which includes an undated figure of 35.639X071 as the princinal sum now due and payable

under the Loans as of close of business on April 16 2014 has been circulated and annroved

AHF El FK Scott and DenSco each hereby authorize and approve of the following

200831969.2200834969.1 43820/1 70082
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Clark Hill is instructed to substitute FA- and FA-3 into the corresponding

pagenaes of the executed original of the Forbearance Agreement and

The Forbearance Agreement with the inclusion of FA- and FA-3 will be

deemed the original

Scott Guaranty Scott is party to certain Guaranty Agreement executed on

April 16 2014 the Scott Guaranty in favor of DenSco Recognizing that April 14 2014
was stated in one page of the Scott Guaranty where it should have stated April 16 2014
Scott desire to make the necessary correction The corrected version of page of the Scott

Guaranty SG-1 with April 16 2014 stated in the first paragraph as the execution date of the

Scott Guaranty has been circulated and approved Scott hereby authorizes and approves of the

following

Clark Hill is instructed to substitute SG- into the corresponding page of

the executed original of the Scott Guaranty and

The Scott Guaranty with the inclusion of SG-1 will be deemed the

original

Furniture King Guaranty FK is party to certain Guaranty Agreement
executed on April 16 2014 the Furniture King Guaranty in favor of DenSco
Recognizing that April 14 2014 was stated in one page of the Furniture King Guaranty
where it should have stated April 16 2014 FK desire to make the necessary correction The

corrected version of page of the Furniture King Guaranty FKG-1 with April 16 2014
stated in the first paragraph as the execution date of the Furniture King Guaranty has been

circulated and approved FK hereby authorizes and approves of the following

Clark Hill is instructed to substitute FKG-1 into the corresponding page of

the executed original of the Furniture King Guaranty and

The Furniture King Guaranty with the inclusion of FKG-1 will be deemed

the original

Additional Loan AHF El and Scott are the parties as the Borrowers to

certain Secured Line of Credit Promissory Note executed on April 16 2014 with Principal

Amount of $1000000.00 payable to DenSco the Additional Loan Note Recognizing that

April 14 2014 was stated in three pages of the Additional Loan Note where it should have

stated April 16 2014 AHF El and Scott desire to make the necessary corrections The

corrected version of page of the Additional Loan Note ALN-1 with April 16 2014 stated

in the top right as the date of the Additional Loan Note has been circulated and approved The

corrected version of page of the Additional Loan Note ALN-2 with April 16 2014 stated

in the Forbearance Agreement section as the date of the Forbearance Agreement has been

circulated and approved The corrected version of page of the Additional Loan Note

ALN-3 with Nine Hundred Fifteen Thousand One Hundred Sixty-Seven AND S9/100

DOLLARS S915.1 67.X71 stated in Section as the amount of funds previously advanced to

Borrowers nursuant to the terms of the Additional Loan Note as of close of business on April

200831969.2200W4969.3 43820/170082
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16 2014 has been circulated and approved Tn addition the corrected version of page of the

Additional Loan Note ALN-5 with April 16 2014 stated in Section as the date of both

the Furniture King Guaranty and the Security Agreement defined herein has been circulated and

approved AHF El Scott and DenSco each hereby authorize and approve of the following

Clark Hill is instructed to substitute ALN- ALN-2 ALN-3 and ALN-5
into the corresponding pages of the executed original of the Additional

Loan Note and

The Additional Loan Note with the inclusion of ALN-1 ALN-2 ALN-3
and ALN-5 will be deemed the original

Additional Funds Loan AHF El FK and Scott are the parties as the

Borrowers to certain Secured Line of Credit Promissory Note executed on April 16 2014
with Principal Amount of $5000000.00 payable to DenSco the Additional Funds Loan
Note Recognizing that April 14 2014 was stated in three pages of the Additional Funds
Loan Note where it should have stated April 16 2014 AHF El FK and Scott desire to make
the necessary corrections The corrected version of page of the Additional Funds Loan Note

AFLN-1 with April 16 2014 stated in the top right as the date of the Additional Funds
Loan Note has been circulated and approved The corrected version of page of the Additional

Funds Loan Note AFLN-2 with iLApril 16 2014 stated in the Forbearance Agreement
section as the date of the Forbearance Agreement. and ii with One Million Seven Hundred

Eighty Thousand Two Hundred Thirty-Nine AND 76/100 DOLLARS Si .780.239.76V stated in

Section as the amount of funds previously advanced to Borrowers pursuant to the terms of the

Additional Funds Loan Note as of close of business on Anril 16 2014 has been circulated and

approved In addition the corrected version of page of the Additional Funds Loan Note

AFLN-4 with April 16 2014 stated in Section as the date of the Security Agreement has

been circulated and approved AHF El FK Scott and DenSco each hereby authorize and

approve of the following

Clark Hill is instructed to substitute AFLN- AFLN-2 and AFLN-4 into

the corresponding pages of the executed original of the Additional Funds

Loan Note and

The Additional Funds Loan Note with the inclusion of AFLN- AFLN-2
and AFLN-4 will be deemed the original

Security Agreement FK is the Debtor in that certain Security Agreement
executed on April 16 2014 in favor of DenSco as the Secured Party the Security
Agreement Recognizing that April 14 2014 was stated in two pages of the Security

Agreement where it should have stated April 16 2014 FK desires to make the necessary
corrections The corrected version of page of the Security Agreement SA-1 with April 16
2014 stated at the top of the page as the date of the Security Agreement and in the Obligations
Secured section as the date of the Forbearance Agreement has been circulated and approved In

addition the corrected version of page of the Security Agreement SA-2 with April 16
2014 stated in the Obligations Secured section as the date of both the Additional Funds Loan

200831969.22008349693 43820/170082
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Note and the Additional Loan Note has been circulated and approved FK and DenSco each

hereby authorize and approve of the following

Clark Hill is instructed to substitute SA- and SA-2 into the corresponding

pages of the executed original of the Security Agreement and

The Security Agreement with the inclusion of SA- and SA-2 will be

deemed the original

Representation and Disclaimer Agreement Scott and Francine are the parties

to certain Representation and Disclaimer Agreement in favor of DenSco the Disclaimer
executed on April 16 2014 Recognizing that the April 14 2014 was stated in one page of
the Disclaimer where it should have stated April 16 2014 Scott and Francine desire to make
the necessary correction The corrected version of page of the Disclaimer D-1 with April
16 2014 stated in the first paragraph as the execution date of the Disclaimer has been circulated

and approved Scott and Francine each hereby authorize and approve of the following

Clark Hill is instructed to substitute D-l into the corresponding page of the

executed original of the Disclaimer and

The Disclaimer with the inclusion of D- will be deemed the original

Consent Each of the parties hereto agree to and consent to all of the changes to

the Forbearance Documents as detailed in this Authorization and acknowledge and agree that

such changes do not constitute either individually or in the aggregate the basis to challenge the

enforcement of any of the Forbearance Documents

10 Counterparts This Authorization maybe executed in several counterparts each

of which counterpart shall be deemed an original instrument and all of which together shall

constitute single Authorization The failure of any party hereto to execute this Authorization

or any counterpart hereof shall not relieve the other signatories from their obligations hereunder

on following page

200831969.22008349693 43820/170082
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IN WITNESS WHEREOF the undersigned parties have executed this Authorization on
the dates set forth below and to be effective April 16 2014

AHF Scott

ARIZONA HOME FORECLOSURES LLC

Yomtov Scott Menaged
By__________________________ Dated _________________

Yomtov Scott Menaged
Its Member

Dated ___________________ Francine

El Francine Menaged
Dated

_____________________
EASY INVESTMENTS LLC

By__________________________ DenSco
Yomtov Scott Menaged

Its Member DENSCO INVESTMENT CORPORATION
Dated

_____________________

By______________________
Denny Chittick

FK Its President

Dated ____________________
FURNITURE KiNG LLC

By_______________________
Yomotov Scott Menaged

Its Manager

Dated
_____________________

20083 1969.22008349691 43820/170082
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Signature Page of Authorization to Update Forbearance Documents
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EXHIBIT

Errata Sheet

Forbearance Agreement

Page 1-changed reference to Anril 14 2014 to Anril 16 2014 in the first naragraph

Page 3-replace first sentence in Section to include updated figure of 535.639.880.71 as

the nrincinal sum now due and payable under the Loans as of close of business

on April 16 2014

Guaranty Agreement Scott Menaed
Page 1-changed reference to Anril 14 2014 to April 16 2014 in the first paragraph

Guaranty Agreement Furniture King LLC
Page 1-changed reference to April 14 2014 to April 16 2014 in the first paragraph

Secured Line of Credit Promissory Note $1M
Page 1-changed date at the top right of the page from April 14 2014 to April 16 2014

Page 2-changed reference to April 14 2014 to April 16 2014 under the Forbearance

Agreement paragraph

Page 3- replaced the last sentence in Section to include updated figure of S915.1 67.89

as the amount of funds previously advanced to Borrowers pursuant to the

terms of the Additional Loan Note as of close of business on Anril 16 2014

Page 5-changed reference to date April 14 2014 to April 16 2014 in the first paragraph

Secured Line of Credit Promissory Note $5M

Page 1-changed reference to date at the top right of the page from April 14 2014 to

April 16 2014

Page 2- changed reference to April 14 2014 to April 16 2014 under the Forbearance

Agreement paragraph

renlaced the last sentence in Section to include updated figure of

1.780.239.76 as the amount of funds previously advanced to Borrowers

pursuant to the terms of the Additional Funds Loan Note as of

close of business on April 16 2014

Page 4-changed April 14 2014 to April 16 2014 under Section Security and Guaranty

Cuaranty Agreement Furniture King LLC
Page changed reference to April 14 2014 to April 16 2014 in the first paragraph

Security Agreement

Page -changed date from April 14 2014 to April 16 2014

-changed reference to April 14 2014 to April 16 2014 in the Obligations
Secured section

Page 2-changed both references to April 14 2014 to April 16 2014 in the first paragraph

Forbearance .orccmcnt

200831969.2200834969.1 43820/170082
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Page changed reference to April 14 2014 to April 16 2014 in the first paragraph

Cuaranty Agreement Scott Menaged
Page changed reference to April 14 2014 to April 16 2014 in the first paragraph

Representation and Disclaimer Agreement
Page 1-changed reference to April 14 2014 to April 16 2014 in the first paragraph
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FORBEARANCE AGREEMENT

THIS FORBEARANCE AGREEMENT Agreement is executed on April 14
2014 by and among Arizona Home Foreclosures LLC an Arizona limited liability company
whose address is 7320 Bell Road Glendale Arizona 85308 AHF Easy Investments

LLC an Arizona limited liability company whose address is 7320 Bell Road Glendale

Arizona 85308 El AHF and El are collectively referred to as the Borrower Yomtov
Scott Menaged an individual whose address is 10510 East Sunnyside Drive Scottsdale

Arizona 85259 Guarantor Furniture King LLC an Arizona limited liability Company
whose address is 303 Central Avenue Suite 603 Phoenix AZ 85012 New Guarantor
and DenSco Investment Corporation an Arizona corporation whose address is 6132 Victoria

Place Chandler Arizona 85226 Lender the Borrower the Guarantor the New Guarantor

and Lender are each considered Party hereunder and are collectively referred to as the

Parties Any capitalized term not defined in this Agreement shall have the meaning set forth

in the Deeds of Trust as later defined

Recitals

The following recitals of fact are material part of this Agreement

Borrower is indebted to Lender under the terms of certain Loans the Loans
which are listed on the attached Exhibit which is incorporated into this Agreement by this

reference and each are evidenced by Note Secured by Deed of Trust each Note and

collectively the Notes all of which were executed by Borrower in favor of Lender the
Notes and by Mortgage or Receipt and Mortgage each Mortgage and

collectively the Mortgages and each such Note and Mortgage was executed by Borrower
and delivered to Lender as condition precedent to and immediatelyprior to the funding of the

applicable Loan

Guarantor guaranteed the payment and performance of each of the Loans the
Guaranty executed by Guarantor in favor of Lender

Each of the Loans are further evidenced and/or secured by various documents and

instruments including but not limited to certain Deed of Trust and Assignment of Rents each
Deed of Trust and collectively the Deeds of Trust executed by Borrower at the funding

of the Loan in favor of Lender and recorded in conjunction with the Trustees Deed conveying
the real property to Borrower The Deeds of Trust constitute lien on the respective real

properties described therein individually Property and collectively the Properties and
referenced in Exhibit The Notes the Mortgages the Deeds of Trust the Guaranty the other

documents described above and all other documents and instruments evidencing and/or

securing the Loans as originally written or previously modified and all amendments and

renewals thereof and replacements therefor are referred to collectively herein as the Loans
Documents

Each of the Mortgages provides Borrower hereby grants to Lender or assignee

first prior and superior equitable lien and mortgage against the Real Property to secure

payment of the Loan... Borrower has delivered to Lender promissorynote and deed of trust
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and Borrower agrees that the deed of trust that the deed of trust shall be recorded against the
Real Property as first prior and superior lien and encumbrance simultaneously with the

recording of the Trustees Deed

Each Deed of Trust provides as follows

TO PROTECT THE SECURITY OF THIS DEED OF TRUST
BORROWER AGREES

Borrower shall promptly discharge any lien in which has priority over this Deed of
Trust unless Borrower agrees in writing to the payment of the obligation secured by the lien

in manner acceptable to Lender contests in good faith the lien by or defends against
enforcement of the lien in legal proceedings which in Lenders opinion operate to prevent the

enforcement of lien or secures from the holder of the lien an agreement satisfactory to

Lender subordinating the lien to this Deed of Trust If Lender determines that any part of the

Property is subject to lien which may attain priority over this Deed of Trust Lender may give
Borrower notice identifying the lien Borrower shall satisfy the lien or take one or more
actions set forth within 10 days of the beginning of the notice

Each Note provides as follows

Default shall occur .. or vi upon the occurrence of any default under any
obligation of Maker to Holder Further at Holders option after Default all remaining unpaid
principal and accrued interest shall become due and payable immediately without notice other
than any declaration prescribed in applicable sections of the agreements under which such events
of default arose presentment demand or protest all of which hereby are waived Default
shall have the meaning set forth in the Note

On or about November 27 2013 Guarantor met with Denny Chittick of Lender to

inform Lender that certain of the Properties had also been used though Guarantor acknowledged
no fault as security for one or more loans from one or more other lenders individually the

Other Lender and collectively the Other Lenders and the Loans from Lender may not be
in the first lien position on each respective Property

At the November 27 meeting Guarantor acknowledged to Lender that Borrower
had an obligation to discharge the liens of the Other Lenders or to take such other actions to

satisfy Section of each Deed of Trust within 10 days as referenced above Further Borrower
and Guarantor acknowledged that the meeting satisfied Lenders obligation to provide notice to

Borrower and Guarantor of an action leading to Default pursuant to each of the Loan
Documents

The Loans are now in Default as defined in the Note and Lender has provided
Borrower with any and all notice required under each of the Loans Documents concerning such

Default
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Borrower has requested that Lender forbear in the pursuit of Lenders remedies

and Lender is willing to forbear such pursuit but only so long as and on the conditions that

Borrower Guarantor and New Guarantor acknowledge the existing Defaults under the Loans
all liens security interests rights and remedies of Lender under the Loans Documents continue

in full force and effect and Borrower Guarantor and New Guarantor fulfill all conditions and

comply with all terms and provisions set forth in this Agreement and furnish all other documents
and perform all other acts necessary to give effect to the agreements hereinafter set forth

NOW THEREFORE in consideration of these premises and for other good and

valuable consideration the receipt and sufficiency of which is hereby acknowledged the Parties

hereby agree as follows

Loans Balance The total sum now due and payable under the Loans in

aggregate is approximately $39116888 consisting of $37133019 in principal $1983869 in

accrued interest through and including March 2014 $1100100 advanced by Lender in

payment of costs and expenses as permitted under the Loans Documents and approximately

$38000 in costs and expenses incurred by Lender for collection and enforcement of the Loans
Interest continues to accrue under the Loans at the rate of 18% per annum as provided in the

Notes as opposed to the Default Interest rate set forth in the Notes

Acknow1edment of Default Borrower Guarantor and New Guarantor hereby

acknowledge and agree that the Loans are in Default that any necessary or required notices have

been provided by Lender and all applicable cure periods have expired and that as result of

such Default Lender now has the right to pursue foreclosure and any and all other rights and

remedies permitted to Lender under the Loans Documents and/or under applicable law

Continued Effect of Loans Documents Borrower Guarantor and New
Guarantor further acknowledge and confirm that the Loans Documents have been duly

authorized executed and delivered to Lender and are valid binding and enforceable against

Borrower and Guarantor in accordance with their respective terms and that to the collective

knowledge of Borrower Guarantor and New Guarantor all liens and security interests created in

favor of Lender under the Loans Documents have been validly created and duly perfected as

encumbrances upon all Properties and collateral of Borrower Guarantor or New Guarantor as

described in the Loans Documents and as modified by this Agreement Upoliesatisfactiono.f
the lien of the applicable Other Lender with respect to Property the lien and security interest

created in favor of Lender under the Loans Documents will be deemed to be validly created and

duly perfected as an encumbrance upon the respective Property and collateral of Borrower
Guarantor or New Guarantor as described in the Loans Documents Further Borrower shall

cause to be provided to Lender Lenders title insurance policy issued by nationally-

recognized title company reasonably acceptable to Lender insuring that Lenders encumbrance
in such Property as evidenced by the respective Deed of Trust shall constitute valid and

enforceable first and prior lien to any other encumbrance on the respective Property

Forbearance by Lender on Conditions Effect of Breach Lender hereby agrees
to forbear pursuit of its rights and remedies under the Loans Documents and/or under applicable
law but only so long as and on the conditions that Borrower Guarantor and New Guarantor pay
all sums perform all covenants and agreements and do all acts and things required of them
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hereunder If Borrower Guarantor or New Guarantor fail to pay any sum or to perform any

covenant agreement or obligation owed to Lender under any of the Loans Documents as

modified by this Agreement Lender may cease such forbearance and may immediately
commence and pursue any or all rights and remedies Lender may have under the Loans

Documents and/or under applicable law as to any or all of the collateral or security for the Loans
all in such order and manner as Lender may elect from time to time in its sole discretion and

without notice of any kind to Borrower Guarantor New Guarantor or any other person as if this

Section had never been agreed to by Lender Lenders agreement herein to forego immediate

pursuit of its rights and remedies constitutes postponement and forbearance only and does not

in any event constitute waiver of any such rights or remedies

No Effect on Existing DefauIt Extension of Maturity Neither the execution

and delivery of this Agreement or any other document or instrument required hereunder nor the

consummation of the transactions and agreements set forth in this Agreement shall in any
maimer rescind or cure any existing Default under the Loans Documents reinstate the Loans to

current status or constitute an accord and satisfaction of the Loans Notwithstanding this

provision the maturity date of all of the Loans and the payment of the entire principal sum and
all accrued interest costs expenses disbursements and fees due under the terms and provisions
of this Agreement the Notes and all other sums payable under the Loans Documents is hereby
extended to February 2015 and shall be due in any event without notice or demand provided

however Lender at its sole discretion may further extend the maturity date of all of the Loans to

February 2016 so long as Borrower Guarantor and New Guarantor have complied and are in

material compliance with the terms of this Agreement

Borrowers Actions Lenders continued performance of the terms of this

Agreement is conditioned upon each of the following obligations being fulfilled

Borrower agrees to use its good faith efforts to liquidate other assets which is

expected to generate approximately $4 to $5 million US Dollars ii apply all net proceeds from

the rental of Borrowers other real estate assets or the net proceeds from the acquisition and

disposition of other real estate or other assets by Borrower and iii apply all funds received

from Borrowers continued good faith efforts to recover any other asset that can be recovered

from the missing proceeds from the multiple Loans that were advanced from Lender and Other

Lenders with respect to certain properties as referenced above Any additional funds obtained

and or made available to Borrower pursuant to this subsection shall be made available to and

used by Borrower in connection with the resolution of the lien disputes between Lender and

Other Lenders as referenced above and any balance to be paid to Lender to reduce the amount
of Lenders Additional Loan or the Additional Funds Loan to Borrower as provided herein

Borrower agrees to provide Lender and maintain in effect life insurance policy
from nationally-recognized life insurance carrier Lincoln Benefit Life Insurance subsidiary
of Allstate Insurance Co shall be deemed acceptable to Lender in the amount of $10000000
insuring the life of Guarantor with Lender named as the sole beneficiary until all obligations

pursuant to the Agreement have been fully satisfied

Borrower agrees to provide Lender with separate personal guaranty from

Guarantor guaranteeing all of Borrowers obligations under the Loans Documents and this
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Agreement and such Guaranty shall be in commercially reasonable form for lender loaning

similar aggregate amount of money to borrower as Lender is loaning in the aggregate to

Borrower Further Borrower agrees to provide re-affirmation and consent from Guarantor to

restate and re-affirm his personal obligations as set forth in his outstanding personal guarantees

of Lenders Loans to Borrower so that the terms and provisions of this Agreement will not cause

or create any waiver of such guarantees but rather will ratify and guarantee all of the Borrowers

obligations as such obligations may be increased by the actions of Lender and Borrower

pursuant to the terms and provisions of this Agreement

Borrower agrees to provide Lender with separate corporate guaranty from New
Guarantor guaranteeing all of Borrowers obligations under the Loans Documents this

Agreement and the Additional Loan defined herein to be secured by lien against all of New
Guarantors inventory accounts and assets

Except for Lender Borrower agrees to continue to pay the interest due to the

Other Lenders for loans secured by any of the Properties and any other similarly situated lender

on timely basis and to keep each of such loans current and in compliance with their respective

terms

Borrower has arranged for private outside financing the Outside Funds
which is to be provided to Borrower in the approximate amounts and on the following

prospective schedule approximately $1000000 on or before March 20 2014 ii
approximately $1000000 on or before May 26 2014 iii approximately $1000000 on or

before July 15 2014 and iv approximately $1200000 on or before September 15 2014 Such

Outside Funds shall be used exclusively for the pay-off of the Other Lenders and any other

similarly situated lender to pay interest payments to similarly situated lenders to pay repair

and/rehab expenses associated with the collateral for the Loans or to make any other payment
that in Borrowers reasonable judgment is for the mutual benefit of Borrower and Lender Any
balance remaining shall be paid to Lender to reduce the amount of Lenders Additional Loan to

Borrower as provided herein

Borrower has agreed to inform Lender of all of the terms of Borrowers
transactions to obtain the Outside Funds and the security provided for such Outside Funds

Lender agrees to keep such information on confidential basis provided however Lender will

be able to provide such terms and information to its investors legal counsel accountants and

other applicable professionals on confidential basis

During the term of this Agreement Borrower Guarantor and New Guarantor

agree to use good faith efforts to satisfy and pay-off any and all financial obligations secured by
liens in favor of the applicable Other Lender with respect to Property The Borrower and

Lender shall cooperate to agree upon sequencing schedule which will need to be adjusted on

reasonable basis to satisfy and release the liens of the Other Lenders on the applicable

Properties Borrower agrees to use its Good Faith Efforts to cause the liens of the Other Lenders

to be satisfied and released on or before nine months from the execution of this Agreement
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Borrower Guarantor New Guarantor and Lender acknowledge and agree that this

Agreement shall not constitute nor create joint venture or partnership arrangement between or

among Lender and any of the Borrower or Guarantor

If Borrower Guarantor or New Guarantor fail to pay any sum or to perform any

covenant agreement or obligation owed to Lender under any of the Loans Documents as

modified by this Agreement Borrower agrees to provide any additional collateral Additional

Security to Lender as may be requested by Lender to secure Borrowers existing obligations

to Lender and to secure the additional obligations that Lender is agreeing to provide pursuant to

this Agreement

Execution delivery and filing or recording with all costs thereof paid by

Borrower of all documents and instruments required to create the required liens on the

respective Properties as required by the Loans Documents or to create security interest in any
Additional Collateral

As more fully set forth in Section 12 Borrower agrees to reimburse all costs and

expenses including without limitation attorneys fees incurred by Lender in connection with this

Agreement or the effect of this Agreement on Lenders business and with its investors

Lenders Actions Subject to the full compliance of Borrower Guarantor and

New Guarantor to each of their respective obligations as detailed in this Agreement the Lender

will perform the following obligations

Lender has increased the Loan amount applicable to certain of the Properties

referenced in Exhibit up to 120% of the loan-to-value LTV ratio of the value of the

respective Properties as determined by Lender The additional funds advanced to Borrower

have been used to pay off the Other Lender and release its security interest in that Property

In connection with the sale of Property to an independent third party or new third

party financing of any of the Properties referenced in Exhibit Lender agrees to work

reasonably with Borrower Guarantor and New Guarantor to provide additional funds to

Borrower to pay off the respective Loans of the Other Lender and Lender secured by lien

against the applicable Property so that the respective security interests in the respective Property

will be released at the Closing of the sale or new financing of the Property The additional funds

provided by Lender to Borrower in connection with such third party sale or new third party

financing of such Properties shall be evidenced by new loan to Borrower Guarantor and New
Guarantor jointly and severally in an amount up to $5.0 Million US Dollars which loan is to

provide for multiple advances earn 18% interest with monthly principal and interest payments

calculated pursuant to formula consisting of all outstanding interest and 3% of outstanding

principal and all unpaid interest and outstanding principal shall be all due and payable on or

before February 2016 the Additional Funds Loan The Additional Funds Loan will

include Default Interest Rate of 29% Upon the sale or refinance of the Property securing the

Additional Loan pursuant to Section the outstanding principal balance of the Additional

Funds Loan shall be paid down so that the outstanding principal balance is reduced to an amount

of $4.0 Million US Dollars or less and the promissory note evidencing the Additional Funds

Loan shall be modified to reduce the maximum outstanding principal to $4.0 Million US Dollars
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The promissorynote to evidence the Additional Funds Loan shall be in commercially reasonable

form for lender loaning similaraggregate amount of money on partially unsecured basis to

borrower as Lender is loaning in the aggregate to Borrower Guarantor and New Guarantor

Full Payment of the Additional Funds Loan shall be secured by lien against the inventory and

assets of the New Guarantor which shall be evidenced by security agreement and financing

statement in commercially reasonable form to secure lender loaning similar aggregate amount
of money to borrower as Lender is loaning in the aggregate to Borrower pursuant to the

Additional Funds Loan If Borrower Guarantor or New Guarantor fail to pay any sum or to

perform any covenant agreements or obligation owed to Lender under the Additional Funds

Loan this Agreement or any of the Loans Documents as modified by this Agreement Borrower
and Guarantor agree to work with Lender to provide any additional collateral available

Additional Funds Collateral to Lender as may be requested by Lender to secure the

obligations pursuant to the Additional Funds Loan for the benefit of Lender

Lender will defer but not waive the collection of interest from the Borrower on
the Loans to the Borrower during the process to fund the amount due to the Other Lenders and

all deferred interest on the Notes from Borrower shall be paid to Lender on or before the payoff

of the respective Note

Lender has provided new loan to Borrower and Guarantor jointly and severally
in the amount up to $1 Million US Dollars which loan is to provide for multiple advances and

currently accrues 3% annual interest which interest shall be calculated based upon and

periodically adjusted as necessary to equal the interest costs to Denny Chittick on his line of
credit from Bank of America plus 1A% with monthly principal and interest payments calculated

pursuant to formula consisting of all outstanding interest and 3% of outstanding principal

balance all unpaid interest and outstanding principal shall be all due and payable on or before

February 2016 and such loan shall be secured by first lien position against certain real

property in Scottsdale AZ the Additional Loan The Additional Loan will include Default

Interest Rate of 29% The promissory note to evidence the Additional Funds Loan shall be in

commercially reasonable form for lender loaning similar aggregate amount of money on

partially unsecured basis to borrower as Lender is loaning in the aggregate to Borrower and

Guarantor Upon the sale or refinancing of such Property Borrower and Guarantor will arrange
for the Additional Loan to be secured by lien against certain real property or properties with

the properties and the lien position to be approved by Lender in its sole discretion and the

obligation is to be personally guaranteed by New Guarantor Further upon the sale or refinance

of such Property Borrower Guarantor and Lender shall modify the Additional Funds Loan to

reduce the maximum outstanding balance to $4.0 Million US Dollars

Provided that Borrower Guarantor and New Guarantor each complies with all of

its respective obligations under this Agreement Lender will waive the right to charge the Default

Interest rate which is permitted pursuant to the terms of the Loans Documents If any of

Borrower Guarantor or New Guarantor fails to comply with its respective obligations under this

Agreement Borrower shall then be liable for Default Interest at the Default Interest rate set forth

in the Loan Documents on all outstanding Notes

Upon the complete and full satisfaction by Borrower Guarantor and New
Guarantor the Borrower Entities of each and every obligation term condition and
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requirement of the Borrower Entities set forth in and pursuant to this Agreement the Loans

Documents and/or any other document executed in connection with this Agreement and/or the

Loans Documents Lender Borrower Guarantor and New Guarantor agree to and will execute

mutual release and covenant not to sue or pursue the Borrower and/or Guarantor in any legal

action based upon the facts set forth in the Recitals to this Agreement

Grace and Cure Periods If Borrower Guarantor or New Guarantor fail to

comply with any non-monetary obligation undertaken by it through this Agreement or any of the

Loans Documents or any of the documents executed in connection with this Agreement

collectively the Forbearance Documents the Borrower Entities shall be in default of this

Agreement if none of the Borrower Entities fails to satisfy the non-monetary obligation within

ten 10 business days of receiving email or telephonic notice from Lender No such notice shall

be required if any of the Borrower Entities fail to comply with any monetary obligation in favor

of Lender under the Forbearance Documents Except for the non-monetary notice required

above all other notice provisions of the Forbearance Documents requiring any other notice to

Borrower or Borrower Entities or any other person as condition precedent to the existence of

any breach default or event of default or to any acceleration or other remedial action by Lender

permitting or granting any grace period after the giving ot receipt of any notice for the cure of

any breach default or event of default under the Forbearance Documents prior to acceleration or

other remedial action by Lender are hereby deleted and all Forbearance Documents are hereby

modified accordingly

No Knowled2e of Claims and Defenses a2ainst Lender As material part of

the consideration for Lenders execution of this Agreement Borrower Guarantor and New
Guarantor each hereby represent and warrant to Lender and its officers directors shareholders

and its affiliates that neither the Borrower nor Guarantor are aware of any liabilities obligations

actions claims causes of action suits proceedings damages demands costs and expenses

whatsoever that would give rise to or be the basis for or to create an obligation owed by Lender

to Borrower or Guarantor except as set forth in this Agreement collectively Potential

Claims or any action failure to act facts or circumstances that could give rise to or be the

basis for or to create Potential Claim including but not limited to any of the foregoing relating

to the making administration or enforcement of the Loans Without limiting the foregoing

Borrower and Guarantor hereby unconditionally and irrevocably waive any and all defenses and

claims existing or arising or based on facts or circumstances actually or allegedly existing or

arising prior to or on the date of this Agreement which might otherwise limit their unconditional

joint and several liability for all sums due under the Loans as set forth in this Agreement

10 Further Documents Borrower Guarantor and New Guarantor each hereby

agree to execute any and all further documents and instruments required by Lender and to do all

other acts and things necessary to give effect to the terms and provisions of this Agreement
and/or to create and perfect all liens and security interests granted to Lender under the Loans

Documents or required under this Agreement

11 Authorization of Agreement The execution and delivery of this Agreement has

been duly authorized by all necessary corporate or partnership action of Borrower Guarantor as
applicable and New Guarantor and the individuals executing this Agreement on behalf of
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Borrower Guarantor and/or New Guarantor have been duly authorized and empowered to bind

Borrower Guarantor and/or New Guarantor by such execution

12 Costs and Expenses Borrower hereby agrees to pay on demand any and all fees

costs and expenses including but not limited to attorneys fees incurred by Lender in connection

with the negotiation preparation filing and/or recording of this Agreement and all other

documents and instruments required to give effect to this Agreement and/or to create and perfect

the liens security interests assignments and/or pledges contemplated hereunder or under the

Loans Documents and such disclosure to Lenders investors as necessary to provide an updated

disclosure concerning Borrowers Default and the terms of this Forbearance Agreement

provided however the legal fees incurred in connection with this subsection to prepare and

implement this Agreement and the necessary initial updated disclosure to Lenders investors in

connection with Borrowers Default and the terms of this Forbearance Agreement shall be

limited by total and cumulative cap of $80000 the issuance to Lender of any and all title

reports amendments and title insurance any investigation fees and/or other fees and costs

incurred by Lender in connection with this Agreement and/or the Loans Documents or the effect

of this Agreement on Lenders business and with its investors the default of Borrower in

connection with the Loans Documents or the existing and/or any future lien disputes with any of

the Other Lenders or any other similarly situated lenders and/or the collection of the Loans

and/or the enforcement of this Agreement and/or the Loans Documents and/or any other

document executed in connection with this Agreement and/or the Loans Documents The Parties

acknowledge that the cumulative cap of $80000 is only applicable to legal fees incurred

pursuant to subsection above Guarantor and New Guarantor shall each be liable for all of their

respective foregoing costs and expenses pursuant to their respective guarantees Lender shall

have no liability whatsoever for any of the foregoing

13 Time of the Essence Time is of the essence of all agreements and obligations

contained herein

14 Construction of Agreement If any provision of this Agreement conflicts with

any provision of any Loans Documents the applicable provision of this Agreement shall control

As used herein words of masculine feminine or neuter gender shall mean and include

the correlative words of the other genders and words importing the singular number shall mean
and include the plural number and vice versa

The titles and captions in this Agreement are used for convenience of reference only and

do not define limit or control the scope intent or effect of any provisions of this Agreement

No inference in favor of or against any Party shall be drawn from the fact that such

Party has drafted all or any portion of this Agreement any other document required hereunder or

in connection with any Loans Documents

All parties were advised to and were given the opportunity to consult with independent

counsel before executing this Agreement and the Forbearance Documents

15 Ratification and A2reements by Guarantor Guarantor hereby acknowledges

and consents to the terms of this Agreement agrees to be bound by all terms and provisions
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hereof and of any and all documents and instruments executed by Borrower in connection with

and/or as contemplated in this Agreement acknowledges and confirms that Guarantor is and

shall remain liable for all indebtedness and obligations now or hereafter owed by Borrower to

Lender in connection with the Loans pursuant to this Agreement and the Loans Documents or

otherwise agrees that Guarantors said liability shall not be released reduced or otherwise

affected by the execution of this Agreement by any changes in the effect of the Loans

Documents under the terms of this Agreement by Lenders receipt of any additional collateral

for the Loans by the consummation of any transactions relating hereto or by any other existing

fact or circumstance ratifies the Guaranty as security for the Loans and confirms that the

Guaranty remains in full force and effect

16 Entire A2reement No Oral Agreements Concerning Loans The Recitals set

forth at the beginning of this Agreement are incorporated into this Agreement as material part

of this Agreement This Agreement constitutes the entire agreement of the parties concerning

the subject matter hereof which agreement shall not be varied by any alleged or actual oral

statements or parol evidence whatsoever Lender has not promised or agreed in any manner to

extend the maturity of the Loans to restructure the Loans or any security therefor to modify any
terms of the Loans Documents or the effect thereof to forbear in the commencement exercise or

pursuit of any right or remedy Lender has under the Loans Documents or applicable law to

release or adversely affect any lien or security interest previously or concurrently granted in

favor of Lender or to forego the benefit of any term provision or condition of the Loans

Documents except as may be otherwise specifically provided in this Agreement and subject in

all instances to strict compliance by Borrower Guarantor and New Guarantor with all terms and

conditions of this Agreement Except as specifically provided in this Agreement and so long as

each of the Borrower Entities are in compliance with the terms of this Agreement Lender has

not agreed or become obligated whether by negotiating or executing this Agreement or

otherwise to make any new Loans or to extend any new credit to Borrower Guarantor or New
Guarantor under any circumstances

17 Ratification of Workout The Parties acknowledge and agree that the terms and

conditions of this Agreement are part of but not the entire body of mutual workout arrangement

between the parties for resolution of dispute regarding the Loans Borrower Guarantor and

New Guarantor each hereby ratify consent to and agree to all of Lenders actions from

November 27 2013 to the date first stated above regarding and/or related to the claims of the

Other Lenders alleging that the encumbrances for their loans were in first priority for the subject

Properties with the actions of the Lender including without limitation Lender lending Borrower

an additional amount of approximately $5000000 in the aggregate with said funds being used

towards satisfaction of certain loans from the Other Lenders Borrower Guarantor and New
Guarantor each ratify and agree that the Lenders loans for said Properties have increased by the

amounts that Lender paid toward satisfaction of the respective Other Lenders loans for the

subject Properties and Lenders Loans will continue to increase by the amount that Lender will

advance to Borrower or pay toward for the satisfaction of the respective Other Lenders Loans

or in connection with Lenders rights or obligations pursuant to the Loans Documents as

modified by this Agreement

18 Confidentiality In connection with or based upon the facts underlying this

Agreement the Parties agree not to assist suggest notify or recommend that third parties
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investigate or pursue any requests for information claims or litigation relating to any of the

Parties their officers directors shareholders owners employees consultants attorneys agents

successors affiliates subsidiaries parents heirs representatives and assigns Each Party shall

refrain from making any disparaging or negative statements or comments about the other Parties

to any third parties including any derogatory statements or criticism Except as set forth below
the Parties further agree that the material terms of the Agreement and the material facts

underlying the Agreement are intended to remain confidential and ii they agree not to disclose

or cause others to disclose to anyone the material terms stated in this Agreement or the material

facts underlying this Agreement provided however these disclosure limitations set forth in

and ii above are subject to the following exceptions except as such facts are set forth in the

applicable public records or except as may be required to be disclosed to any governmental

agency or authority with applicable jurisdiction after notice to the other Party and an

opportunity to object to such required disclosure or except as may be disclosed to such

Partys outside professionals or except as may be necessary for Lender to disclose to Lenders

current or future investors which disclosure is intended to be limited as described below With

respect to the limitation on Lenders disclosure to its investors as referenced above Lender

agrees to use its good faith efforts to limit such disclosure as much as legally possible pursuant to

the applicable SEC Regulation disclosure rules which limitation is intended to have Lender

only describe the multiple Loans secured by the same Properties which created the Loans

Defaults the work-out plan pursuant to this Agreement in connection with the steps to be

taken to resolve the Loans Defaults the work-out plan shall also include disclosing the

previous additional advances that Lender has made and the additional advances that are intended

to be made by Lender to Borrower pursuant to this Agreement in connection with increases in

the loan amount of certain specific Loans up to 120% of the LTV of the applicable Property

being used as security for that Loan the additional advances pursuant to both the Additional

Loan and the Additional Funds Loan and the cumulative effect that all of such additional

advances to Borrower will have on Lenders business plan that Lender has previously disclosed

to its investors in Lenders private offering documents and which Lender committed to follow

including the overall LIV loan ratios for all of Lenders outstanding loans to its borrowers in the

aggregate and the concentration of all of Lenders outstanding loans among all of its

borrowers Further Lender will use its good faith efforts not to include the names of Borrower

Guarantor or New Guarantor in Lenders disclosure material Lender will also provide

Borrower with copy of the applicable disclosure prior to dissemination to Lenders investors

and allow Borrower to have 48 hours to review and comment upon such disclosure

19 Countervarts This Agreement may be executed in several counterparts each of

which counterpart shall be deemed an original instrument and all of which together shall

constitute single Agreement The failure of any party hereto to execute this Agreement or any

counterpart hereof shall not relieve the other signatories from their obligations hereunder

20 Notices All notices consents approvals and requests required or permitted

hereunder shall be given in writing and shall be effective for all purposes if hand delivered or

sent by certified or registered United States mail postage prepaid return receipt requested or

expedited prepaid delivery service either commercial or United States Postal Service with

proof of attempted delivery or by email addressed as follows or at such other address and

person as shall be designated from time to time by any party hereto as the case may be in

written notice to the other parties hereto in the manner provided for in this Paragraph
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Arizona Home Foreclosures LLC Easy Investments LLC
7320 West Bell Road 7320 West Bell Road

Glendale AZ 85308 Glendale AZ 85308

Attention Scott Menaged Attention Scott Menaged
Email smena98754@aol.com Email smena98754@aol.com

Yomotov Scott Menaged Furniture King LLC
7320 west Bell Road 303 North Central Avenue Suite 603

Glendale AZ 85308 Phoenix AZ 85012

Email smena98754@aol.com Attention Scott Menaged
Email smena98754@aol.com

DenSco Investment Corporation

6132 West Victoria Place

Chandler AZ 85226

Attention Denny Chittick

Email dcmoney@yahoo.com

21 Choice of Law THJS AGREEMENT SHALL BE GOVERNED BY AND
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF ARIZONA
WITHOUT GIVING EFFECT TO CONFLICT OF LAWS PRINCIPLES

22 Severability If any provision of this Agreement is found to be void invalid or

unenforceable by court of competent jurisdiction that finding shall only affect the provisions

found to be void invalid or unenforceable and shall not affect the other of this Agreement and

they shall remain in full force and effect

23 Event of Default The failure to pay any amount due under this Note when due
or any occurrence of failure to cure any non-monetary default under any of the Forbearance

Documents or any other Loan Documents after the appropriate notice required in Section of

this Agreement shall be deemed to be an event of default Event of Default hereunder

24 Remedies Upon the occurrence of an Event of Default and at any time

thereafter then at the option of the Lender and with notice only as specifically required in this

Agreement the entire balance of principal together with all accrued interest thereon and all other

amounts payable by the Borrower Entities under the Forbearance Documents shall without

demand or notice immediately become due and payable Upon the occurrence of an Event of

Default and so long as such Event of Default shall continue the entire balance of principal

hereof together with all accrued interest thereon all other amounts due under the Forbearance

Documents and any judgment for such principal interest and other amounts shall bear interest

at the Default Interest Rate as provided in the Additional Funds Loan No delay or omission on
the part of the Lender hereof in exercising any right under any of the Forbearance Documents

hereof shall operate as waiver of such right

25 Waiver The Borrower Entities hereby waive diligence demand for payment
presentment for payment protest notice of nonpayment notice of protest notice of intent to

accelerate notice of acceleration notice of dishonor and notice of nonpayment and all other

notices or demands of any kind except notices specifically provided for in the Forbearance

Documents and expressly agree that without in any way affecting the liability of any of the
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Borrower Entities the Lender hereof may extend any maturity date or the time for payment of

any payment due under any of the Forbearance Agreements otherwise modify the Forbearance

Documents accept additional security release any person liable and release any security The
Borrower Entities waive to the full extent permitted by law the right to plead any and all

statutes of limitations as defense

27 Integration This Agreement contains the complete understanding and

agreement of the Borrower Entities and Lender and supersedes all prior representations

warranties agreements arrangements understandings and negotiations

28 Binding Effect This Agreement will be binding upon and inure to the benefit

of the Lender the Borrower Entities and their respective successors and assigns Borrowers

may not delegate their obligations under the Forbearance Documents

PAGE TO FOLLOW
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IN WITNESS WHEREOF the undersigned Parties have executed this Agreement on
the date first above written

Borrower

ARIZONA HOME FORECJOSURES LLC

Yomtov SEott Menaged
Its Member

SY

INVESTMEIS
Yomtov Scott Menaged

Its Member

Guarantor/__
Yomtov Scott Menaged

New Guarantor

Its Manager

Lender

Its President

20013142820 43820/170082
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EXHIBIT

LENDER LOANS AND ENCUMBERED PROPERTIES
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ACKNOWLEDGMENTS

STATE OF ARIZONA
SS

COUNTY OF MARICOPA

On this IL day of //R 2014 before me appeared Yomotov Scott Menaged to me
personally known who being by me duly sworn did say that he is the manager of ARIZONA
HOME FORECLOSURES LLC an Arizona limited liability company the Company and

said Yomotov Scott Menaged acknowledged to me that the Company is named as both AHF
and Borrower in the foregoing instrument and that as the manager of the Company he did

execute the foregoing instrument for and on behalf of the Company and that he did so as his and

the Companys free act and deed

IN WITNESS WHEREOF have hereunto subscribed my name and affixed my
official seal the day and year last above written _____

Notary Public

My Commission Expires

I-tO

Acknowledgments for Forbearance Agreement AHF
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ACKNOWLEDGMENTS

STATE OF ARIZONA
SS

COUNTY OF MARICOPA

On this day of 2014 before me appeared Yomotov Scott Menaged to me
personally known who being by me duly sworn did say that he is the manager of EASY
INVESTMENTS LLC an Arizona limited liability company the Company and said

Yomotov Scott Menaged acknowledged to me that the Company is named as both El and

Borrower in the foregoing instrument and that as the manager of the Company he did execute

the foregoing instrument for and on behalf of the Company and that he did so as his and the

Companys free act and deed

IN WITNESS WHEREOF have hereunto subscribed my name affixed my
above written

kiiJ NOTARY PUBUCAZONA

MYnXPfreS Notary Public

My Commission Expires

1-IO-ot2

Acknowledgments for Forbearance Agreement EI
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ACKNOWLEDGMENTS

STATE OF ARIZONA
SS

COUNTY OF MARICOPA

On this ____ day of AG.iL 2014 before me appeared Yomtov Scott Menaged to me
personally known who being by me duly sworn and said Yomotov Scott Menaged
acknowledged to me that he is named as the Guarantor in the foregoing instrument and that he

did execute the foregoing instrument and that he did so as his free act and deed

IN WITNESS WHEREOF have hereunto subscribed my name and fixed my
official seal the day and

tear last above written

41J JOSE RURRULL
NOTARY PUBUC ARIZONA

Notary Public
Januatyio 2018

My Commission Expires

o/-fo- zo

Acknowledgments for Forbearance Agreement Menaged
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ACKNOWLEDGMENTS

STATE OF ARIZONA
SS

COUNTY OF MARICOPA

On this K/i day of M1iL- 2014 before me appeared Yomotov Scott Menaged to me
personally known who being by me duly sworn did say that he is the manager of FURNITURE
KING LLC an Arizona limited liability company the Company and said Yomotov Scott
Menaged acknowledged to me that the Company is named as the New Guarantor in the

foregoing instrument and that as the manager of the Company he did execute the foregoing

instrument for and on behalf of the Company and that he did so as his and the Companys free

act and deed

IN WITNESS WHEREOF have hereunto subscribed my name and affixed my
official seal the day and year last above written

JOSE SURRULL
NOTARY PUBLIC ARIZONA _________________________________

MyommJsIoriEes
Notary Public

Za1

Acknowledgments for Forbearance Agreement Furniture King
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ACKNOWLEDGMENTS

STATE OF ARIZONA
SS

COUNTY OF MARICOPA

On this jbday of 4fttL- 2014 before me appeared Denny Chittick to me personally

known who being by me duly sworn did say that he is the President of DENSCO
INVESTMENT CORPORATION an Arizona corporation the Corporation and said

Denny Chittick acknowledged to me that the Corporation is named as the Lender in the

foregoing instrument and that as the President of the Corporation he did execute the foregoing

instrument for and on behalf of the Corporation and that he did so as his and the Corporations

free act and deed

IN WITNESS WHEREOF have hereunto subscribed my
official seal the day and year last above written

My Commission xpire

200131428.20 43820/170082
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Colin F. Campbell
OSBORN 

M A L E D O N
ccampbell@omlaw.com Direct Line 602.640.9343

2929 North Central Avenue 
21st Floor
Phoenix, Arizona 85012

Telephone
Facsimile
omlaw.com

602.640.9000
602.640.9050A PROFESSIONAL ASSOCIATION 

ATTORNEYS AT LAW

May 13, 2019

VIA EMAIL (soiin.bae@mendes.coml
AND FIRST-CLASS MAIL

SoJin Bae
MENDES 8c MOUNT LLP 
750 Seventh Avenue 
New York, New York 10019

Davis V. Clark Hill, etal, Maricopa County Superior Court No. CV2017-013832 
Rule 408 Policy Limits Demand

Re:

Dear Ms. Bae:

This firm represents the plaintiff, Peter S. Davis, as the Receiver of DenSco Investment 
Corporation, in the above-referenced action. Clark Hill disclosed more than a year ago that Clark 
Hill is insured by various underwriters represented by your firm and for whom Mendes & Mount 
serves as monitoring counsel. Insuranee professionals say bad claims do not get better with time. 
This case is proof. Clark Hill is dealing with bad witnesses, worse facts, a substantial amount of 
compensatory damages, and a high likelihood of an angry jury ready to send a message with 
punitive damages.

The Complaint was filed in October 2017. Plaintiff has taken substantial discovery, 
deposing all relevant Clark Hill lawyers involved in the case, and receiving voluminous emails 
and notes from Clark Hill. Things looked bad for Clark Hill before discovery and the outlook 
has only become worse after discovery. This letter assumes the underwriters are familiar with 
the underlying facts of the case set out in Plaintiffs various Rule 26.1 disclosure statements and 
Plaintiffs pending motion for determination of a prima facie case on punitive damages.

(A) David Beauchamp and Ed Hood

To imderstand Clark Hill’s exposure to substantial damages, you and your colleagues and 
those monitoring the claim for the respective underwriters should watch the complete video 
deposition of David Beauchamp. Mr. Beauchamp is a terrible witness for Clark Hill. He drafted 
Clark Hill’s disclosure statements under Arizona’s unique disclosure Rule 26.1 with counsel. 
Mr. Beauchamp and Mr. Hood (Clark Hill’s in-house general counsel) both verified the 
statement of facts in these disclosures. Mr. Beauchamp also answered written interrogatories 
under oath. Mr. Beauchamp’s complete testimony, encompassing his written verified 
statements, his interrogatory answers and his testimony under oath, is riddled with contradictions 
and statements that contemporaneous documents do not back up. Over two days, he repeatedly 
contradicted himself, made up statements on the fly, and spun a flimsy story that will not hold up 
and will only anger a jury. Here is just one example: Mr. Beauchamp admitted that Denny

mailto:ccampbell@omlaw.com
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Chittick did not want to disclose material facts to investors as it would cause a “run on the bank” 
and destroy the business. At the same material time, however, Mr. Beauchamp also testified that 
Chittick told him he was making oral disclosures of the same material facts to investors as he 
continued to raise monies. These two contradictory statements of fact by Mr. Beauchamp cannot 
simultaneously exist in the same universe.

Under Arizona rules, Mr. Beauchamp’s deposition can be used for any purpose during his 
examination in front of the jury. In the first few days of trial, Clark Hill’s main witness will be 
thoroughly discredited.

Clark Hill, through Mr. Hood, has embraced Mr. Beauchamp, word for word. The firm 
will rise or fall with him. This is not a case about a rogue lawyer; the firm stands behind Mr. 
Beauchamp’s defense one hundred percent. Mr. Beauchamp’s testimony will be followed by 
Mr. Hood’s embrace of Mr. Beauchamp. In our assessment, an Arizona jury will not only find 
Clark Hill liable, but will be incensed by what they see as Clark Hill’s wrongful and outrageous 
conduct.

Conflicts of Interest(B)

Clark Hill’s problems in this case include multiple conflicts of interest and actions Clark 
Hill took despite those conflicts. A jury will readily see that the actions Clark Hill took at the 
outset of the representation (September 2013 through May 2014) were intended to protect 
Chittick and Clark Hill, not Clark Hill’s client DenSco. A jury will also readily see, and be 
outraged by, the actions Clark Hill took after Chittick’s July 2016 death, to protect its own 
interests.

From the very beginning of the case, a conflict of interest was evident between DenSco, 
Clark Hill’s client, and Denny Chittick, DenSco’s president. DenSco owed a fiduciary duty to its 
investors, a fact admitted numerous times by Clark Hill. These fiduciary duties included a duty 
of disclosure, honesty, loyalty and fidelity. Denny Chittick, DenSco’s president, did not want to 
follow these fiduciary duties and disclose material facts to DenSco’s investors for fear diselosure 
would create a “run on the bank” and put DenSco out of business. Faced with this conflict 
between what was in DenSco’s interests (follow its fiduciary duties) and what was in Chittick’s 
interests (don’t follow fiduciary duties), Clark Hill consistently advanced Denny Chittick’s 
interests at the expense of DenSco and the fiduciary duty it owed its investors. For example, 
Clark Hill initially put off disclosure to investors until a forbearance agreement could be 
completed, whieh took four months. Millions of dollars were invested in that time.

In advancing Denny Chittick’s interests, Clark Hill also advanced its own interests. If 
DenSco failed, Clark Hill’s inexplicable failure to finish the 2013 POM shortly after DenSco 
retained Clark Hill in September 2013, or Clark Hill’s sitting silently by while Chittick said 
(according to David Beauchamp) to delay and hold off doing any work on the POM, most 
certainly would have resulted in a lawsuit for liability against Clark Hill. Clark Hill repeatedly 
told Denny Chittick to follow its advice to protect himself from a lawsuit from DenSco’s
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investors. An Arizona jury will easily see that Clark Hill was also trying to protect itself from 
DenSco’s investors.

Clark Hill has engaged in a coverup of massive proportions. Clark Hill contends it 
terminated its relationship with DenSco in May 2014 when Denny Chittick allegedly refused to 
issue a new POM. As set out below, nothing is further from the truth. Clark Hill did not prepare 
a materially accurate POM, as it now claims. The document it drafted was an empty shell, with 
no meaningful disclosure of key facts, such as the Freo lawsuit, the double-encumbrance 
problem, Chittick’s gross mismanagement, and the circumstances leading to, and terms of, the 
forbearance agreement. Clark Hill then “put its pencil down” and gave Denny Chittick over a 
year to fix DenSco’s problems, and told him he could do so before eventually issuing a POM. 
The termination story was made up after Denny Chittick’s death to hide the fact that Clark Hill 
simply went silent hoping that Denny Chittick could work out DenSco’s problems and save both 
himself and Clark Hill.

When Chittick committed suicide, Clark Hill not only invented the termination story, in a 
more amazing act of hubris, Clark Hill opened a file to represent DenSco in its windup and wrote 
letters to the investors that they should not hire a receiver because a receiver would reduce 
recovery of monies for the investors. To be sure, a receiver, would pursue Clark Hill for its 
actions in this case; which is exactly what happened once a receiver was appointed and Clark 
Hill’s conduct came to light.

When representing DenSco, Clark Hill did not disclose to the receiver or the Securities 
Division of the Arizona Corporation Commission its involvement in Mr. Menaged’s first fraud. 
Clark Hill even worked with lawyers representing the Estate of Denny Chittick (David 
Beauchamp’s former law partners, to whom Beauchamp had referred the Estate) to create a non
existent and fake “attorney client privilege” over the DenSco documents to slow down the 
receiver. Clark Hill filed an affidavit supporting the argument that Clark Hill’s client was both 
DenSco and Chittick personally. Mr. Beauchamp testified in his deposition that this was a 
misrepresentation to the Court, but not an “intentional” one.

As you and the underwriters know, attorneys who act for their own interests and who are 
disloyal to their client because of conflicts of interest do not fare well with juries.

Aiding and Abetting Breaches of Fiduciary Duty and Punitive Damages

Bad and discredited witnesses and conflicts of interest will damage Clark Hill. The bare 
facts are just as damning. Discovery has confirmed the allegations in the Complaint and 
revealed both an overwhelming case of professional negligence and a damning pattern of Clark 
Hill misconduct by aiding and abetting a continuing breach of fiduciary duty by Mr. Chittick, the 
President of DenSco.

(C)

Clark Hill aided and abetted (and amplified) Mr. Chittick’s breaches of fiduciary duty by, 
among other things, assisting him in causing DenSco to continuously raise funds from investors.
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without disclosing highly material facts, helping document a “work ouf ’ agreement that was not 
in DenSco’s interests, and advising DenSco to continue its egregiously lax lending relationship 
with Scott Menaged, resulting in damages to DenSco in excess of $24,000,000. Plaintiff 
disclosed as its expert witness Neil Wertlieb, who opines that Clark Hill’s malpractice is not 
limited to one or two unfortunate mistakes but instead is an all-encompassing “reckless” and 
“irresponsible” failure by Mr. Beauchamp and Clark Hill to adhere to the standard of care in 
nearly every facet of their representation of DenSco. That conduct provides overwhelming 
evidence that Clark Hill substantially assisted Denny Chittick in breaching his fiduciary duties.

As detailed in Plaintiffs Fifth Rule 26.1 Disclosure Statement, and in Plaintiffs Motion 
for Determination of a Prima Facie Case for Punitive Damages, the beginning of Clark Hill’s 
misconduct starts from the first day of Mr. Beauchamp’s employment with Clark Hill on 
September 1, 2013. Mr. Beauchamp opened a Clark Hill file to prepare an updated Private 
Offering Memorandum for DenSco. At the time, DenSco’s July 2011 POM had expired by its 
own terms two months earlier. Mr. Beauchamp knew this, as he prepared the expired 2011 
POM. Mr. Beauchamp also knew that the existing 2011 POM lacked crucial facts any investor 
should know, such as the Freo lawsuit. Despite the urgent need to draft an updated and accurate 
POM, when Mr. Beauchamp opened his Clark Hill file he testified that he also agreed not to do 
any work on it because Mr. Chittick told him not to. Worse, Mr. Beauchamp did not advise Mr. 
Chittick that DenSco could not, under any circumstances, take investor money unless and until it 
issued a new POM. Mr. Beauchamp loiew at the time that one-half of DenSco’s investors were 
“rolling over” their investments in the second half of 2013. Thus, from the outset of Clark Hill’s 
representation, the firm was aiding and abetting Mr. Chittick’s breaches of fiduciary duty.

Had Clark Hill and Mr. Beauchamp met the standard of care, they would have advised 
DenSco in September 2013 to seek bankruptcy protection and liquidate (since it could not raise 
capital given its financial condition and previous material misrepresentations in what was 
effectively a eontinuous offering) or would have withdrawn from the representation if DenSco 
refused to follow that adviee. They failed to do so and chose instead to continue negligently 
advising DenSeo and providing substantial assistance to Mr. Chittick’s breaches of fiduciary 
duty.

Clark Hill kept on aiding and abetting Mr. Chittick’s continuing breaches of his fiduciary 
duties even after the details of Mr. Chittick’s lax lending practice and Menaged’s misuse of 
money were revealed again (first in summer 2013), and again (in a Deeember 2013 phone eall), 
and again (in a January 2014 demand letter), and again (in a January 2014 face-to-faee meeting). 
The aiding and abetting did not stop until Clark Hill was finally replaeed with the appointment of 
a Receiver for DenSco years later.

Several facts stand out as extraordinary:

The length of the aiding and abetting. It started in September 2013 and 
ended with the appointment of a Reeeiver years later in August 2016.

(1)
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The depth of the aiding and abetting. Clark Hill’s misconduct is no mere 
sin of omission. Clark Hill prepared a forbearance agreement that not only violated the 
expired POM, but was a thinly veiled attempt to make DenSco appear to be something 
other than it was, an insolvent entity unable to pay its debts.

The complete participation by Clark Hill in a cover-up of Chittick’s 
breaches of fiduciary duty. The Receiver will prove that Clark Hill never terminated its 
representation of DenSco; rather, Clark Hill stood back and gave Chittick time to dig 
himself out of a hole (without telling investors about the hole). Why? To protect its own 
interests.

(2)

(3)

The effort to represent DenSco after Mr. Chittick’s death so that Clark Hill 
could discourage the appointment of a receiver, and keep its misconduct hidden. Mr. 
Beauchamp admitted he made a false representation to the Court, but he didn’t “intend”

(4)

to.

The false statements made by Clark Hill in its own Rule 26.1 disclosures 
to cover up what they did. Any competent internal investigation of this case by general 
counsel would have disclosed the myriad problems existing in Mr. Beauchamp’s 
statement and conduct. We cannot fathom why Clark Hill verified the Rule 26.1 
disclosure that Mr. Beauchamp prepared; that is something that Clark Hill’s general 
counsel will have to explain to the jury.

Joint and Several Liability

Based on its disclosures, Clark Hill’s strategy is to hope that the jury will blame other 
non-parties under Arizona’s comparative fault statute. However, even this all-eggs-in-one- 
basket strategy is likely to backfire because Arizona law provides that a defendant is 
“responsible for the fault of another person,” including non-parties, if both the defendant and the 
other person at fault acted in concert. Ariz. Rev. Stat. § 12-2506(D)(1). That is, Clark Hill will 
be jointly and severally liable if it “enter[ed] into a conscious agreement to pursue a common 
plan or design to commit an intentional tort.” § 12-2506(F)(1).

Clark Hill has admitted that DenSco owed fiduciary duties to its investors, and that Clark 
Hill was aware that DenSco owed these fiduciary duties. Aiding and abetting a breach of 
fiduciary duty is an intentional tort. Part of Plaintiffs theory of the case is that Clark Hill 
initially advised DenSco that it did not need to disclose material facts to investors while a 
forbearance agreement was drawn up. Then, Clark Hill negotiated and recommended a 
forbearance agreement between DenSco and Menaged that itself was a breach of fiduciary duty 
to DenSco’s investors. The forbearance agreement violated the terms of the 2011 Private 
Offering Memorandum by subordinating DenSco’s debt to other hard money lenders and was a 
fig leaf to fool investors that DenSco was working itself out of an overwhelming debt. Then, 
Clark Hill sat quietly by and allowed DenSco over a year to work itself out of the Menaged fraud 
problem—^telling Chittick that DenSco could do so without disclosing a thing to investors.

(5)

(D)
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Plaintiff will argue that by its multiple acts of aiding and abetting a breach of fiduciary 
duty that DenSco owed to its investors, Clark Hill is jointly and severally liable with both 
Chittick and Menaged for damages.

Policy Limits Demand

Clark Hill, by reason of its conduet, is at risk for a substantial compensatory and punitive 
damages elaim. Our expert has pegged compensatory damages at $24,000,000. In a prior jury 
trial involving a breach of fiduciary duty claim on which Osborn Maledon was plaintiffs 
counsel, the jury awarded punitive damages for breaeh of fiduciary duty slightly in excess of a 
2:1 ratio on compensatory damages. We will seek an even higher ratio in this case given the 
grave nature of the fault.

An Arizona jury will find that Clark Hill had conflicts of interest, is not truthful about 
what happened in this case, and that the lack of candor starts in the general eounsef s offiee and 
goes all the way down to the line attorney on the ease, Mr. Beauchamp. Both have signed 
verifieations and testified in this ease with answers that a jury will see are demonstrably false.

Given the multi-million dollar profits Clark Hill has publicly published to the national 
bar, the substantial amount of eompensatory damages, and the aggravated nature of Clark Hill’s 
eonduet in the case, the Receiver has coneluded that Clark Hill will face liability in exeess of its 
insurance coverage. Even if Clark Hill reduces liability by its non-party at fault defenses, and 
putting aside that it is aeting in eoneert and is jointly and severally liable, the punitive damage 
elaim will bring damages over the policy limits. The Receiver hereby makes a policy limits 
demand on all of Clark Hill’s coverage, from its first layer to its last, up to the remaining limits 
of the $30,000,000 policies at issue.

This policy limit demand settlement offer expires at midnight on July 1, 2019.

(E)

Smcerely,

Colin F.X^mp^

CFC/klm
8064798

John E. DeWulfce:
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