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EXPERT REPORT OF NEIL J WERTLIER
In the matter of

Peter S. Davis, as Receiver of DenSco Investment Corporation
V.
Clark Hill PLC, David G. Beauchamp and Jane Doe Beauchamp

Submitted on March 26, 2019

L INTRODUCTION

By letters dated June 15, 2017 and October 3, 2017, the law firm of Osborn Maledon, P.A.
(*Osbom Maledon™) retained me (through Wertlieb Law Corp, where I am principal) to serve as
an expert witness in the matter of Peter S. Davis, as Receiver of DenSco Investment Corporation
v. Clark Hill PLC, David G. Beauchamp and Jane Doe Beauchamp (this “Case”).!

This Expert Report of Neil J Wertlieb (this “Report”) contains my opinions, together with the
facts and analysis upon which my opinions are based and the reasons for my conclusions.

A. My Background and Qualifications

1 am the principal of Wertlieb Law Corp, where (among other things) I have served as an expert
witness in disputes involving business transactions and corporate governance, and in cases
involving attorney malpractice and attorney ethics. I also serve as a Special Deputy Trial
Counsel on behalf of the State Bar of the State of California, in which capacity I investigate and,
when appropriate, prosecute attorney misconduct in certain matters where the State Bar’s Office
of Chief Trial Counsel has determined that it may have a conflict of interest.

Prior to founding Wertlieb Law Corp in 2017, I was a partner at the law firm of Milbank, Tweed,
Hadley & McCloy LLP (“Milbank”), where for over two decades my practice focused on
corporate transactions, primarily securities offerings, acquisitions and restructurings. I have
represented clients in a wide variety of business matters, including formation and early round
financings, mergers and acquisitions, private placements and public offerings, international
securities offerings and other international transactions, fund formations, joint ventures, real
estate and hospitality matters, partnerships and limited liability companies, reorganizations and
restructurings, independent investigations, and general corporate and contractual matters.

I See Plaintiff’s Disclosure of Areas of Expert Testimony dated September 7, 2018 (“the
[Receiver] discloses the following areas of expert testimony he anticipates offering at trial: ...
The applicable standard of care, Defendants® departure from the standard of care and how that
departure caused injury to DenSco. Departure from the standard of care will encompass all
allegations in the Complaint, both legal malpractice and breaches of fiduciary duty, and will be
premised on all actions described in Plaintiff’s Rule 26.1 statement of facts. Expert testimony
may aiso address whether the departures from the standard of care are gross departures from the
standard of care.”).



I would estimate that in the course of my 34 years of practicing law, I have worked on securities
offerings that raised over $20 billion in proceeds. Such offerings have included: initial public
offerings and other securitics offerings registered with the Securities and Exchange Commission
(the “SEC”); international and intrastate securities offerings which have been outside of the
jurisdictional scope of federal securities regulation; and venture capital and early stage
financings, fund financings, real estate related financings, and private placements and other
offerings which have been exempt from SEC registration. My responsibilities in such offerings
included the following tasks: evaluating compliance with federal, state and foreign securities
regulations; preparing, reviewing and advising with respect to disclosures and SEC filings;
preparing, reviewing and advising with respect to other documentation, including subscription
agreements and investor suitability questionnaires; rendering legal opinions and conducting due
diligence; assessing the risks associated with non-compliance, conducting internal compliance
investigations, and advising with respect to rescission offers and other remedies; and other tasks
associated with the offer and sale of securities. I have also advised securities issuers and other
entities, as well as their directors, officers and managers, with respect to their fiduciary duty
obligations.

Prior to joining Milbank in 1995, 1 was the general counsel for a public telecommunications and
broadcast company. I also served as the General Counsel and a member of the Board of
Directors of the Los Angeles Kings Hockey Team. And before that, I worked for eight years at
the law firm of O’Melveny & Myers LLP, as a transactional associate in the firm’s Corporate
Department.

I am also an Adjunct Professor of Law at the UCLA School of Law where (since 2002) 1 teach a
transaction skills course, entitled “Life Cycle of a Business,” which focuses on business
transactions, negotiation, coniract drafting and attorney ethics. The course subjects include
fiduciary duties, securities offerings, disclosure documents and materiality.

I have been engaged by Harvard Law School Executive Education as Senior Advisor,
Milbank@Harvard. This professional development program provides Milbank associates with
immersive week-long programs to build leadership and business skills each year for four years,
as they progress from mid-level associates to senior associates. Led by Harvard Law and
Business School faculty, the program covers topics such as business, finance, accounting,
marketing, law, management skills, client relations and personal and professional development.
As Senior Advisor, I provide input, guidance and assistance in formulating the program and
connecting it to the practice of law.

I am a former Chairman of each of the following committees of the California State Bar: the
Executive Committee of the Business Law Section; the Corporations Committee; and the
Committee on Professional Responsibility and Conduct. I am currently the Chairman of the
Professional Responsibility and Ethics Committee of the Los Angeles County Bar Association. I
also served as a Judicial Extern for Justice Stanley Mosk on the California Supreme Court.

I am the general editor of the legal treatise Ballantine & Sterling: California Corporation Laws.
I have been recognized in The Legal 500 for my mergers and acquisitions work and was



recognized as one of the top 100 most influential lawyers in California (California Law Business,
October 30, 2000).

I received my law degree in 1984 from the UC Betkeley School of Law, and my undergraduate
degree in Management Science from the School of Business Administration also at the

University of California at Berkeley. I am admitted to practice law in California, New York and
Washington, D.C.

My qualifications are described in more detail in my curriculum vitae, a current copy of which is
attached as Exhibit A to this Report. A list of all cases in which I have testified as an expert at a
deposition, hearing or trial during the past four years is attached as Exhibit B to this Report.

B. Description of this Case

This Case was initiated by the filing of a Complaint on October 16, 2017, by Peter S. Davis, as
the court-appointed receiver (the “Receiver”) of DenSco Investment Corporation, an Arizona
corporation (“DenSco”), following the death of Denny Chittick, DenSco’s sole owner,
shareholder and operator. In the Complaint, the Receiver states two claims for relief against the
law firm of Clark Hill PLC (“Clark Hill”) and David G. Beauchamp (collectively, the
“Defendants™)?: (1) legal malpractice; and (2) aiding and abetting breach of fiduciary duties.
The claims arise from the legal representation of DenSco by the Defendants.

C. Scope of Engagement

In the course of this engagement, ] have reviewed certain documents provided or made available
to me by, and have been in communication with, Osborn Maledon, the law firm representing
Peter S. Davis, as Receiver of DenSco in this Case. The documents which have been provided or
made available to me are listed on Exhibit C attached to this Report. In the event new
information becomes available to me, I reserve the right to modify my opinions and conclusions
accordingly.

At times during the course of this enigagement, I have utilized the services of Christa Chan-Pak,
who has acted an associate attorney at Wertlieb Law Corp during the preparation of this Report.

For purposes of this engagement, Wertlieb Law Corp charges Osborn Maledon an hourly rate of
$1,000 for my time. The compensation Wertlieb Law Cortp receives for the services provided in
formulating the opinions stated herein is not in any way contingent upon the conchusions I have
reached in, or on the final outcome of, this Case.

D, Summary of Gpinion

It is my opinion, as detailed below and based on the record that I have reviewed, that the
Defendants violated the applicable standard of care in their representation of DenSco.

2 Mr. Beauchamp’s wife, identified as Jane Doe Beauchamp, is also named as a defendant in the
Complaint.



1L SUMMARY OF FACTS
A, The Defendants and DenSco

Mr, Beauchamp started his legal career in 1981 and has practiced at no less than seven different
law firms, starting as an assoctate at Fennemore Craig.> Following Fennemore Craig, he moved
to Storey & Ross, then to Moya Bailer Bowers & Jones, then to Quarles & Brady, then to
Gammage & Burnham, then to Bryan Cave.* In September 2013, Mr. Beauchamp joined Clark
Hill,? where he is currentty a Member.® His primary practice areas are corporate law, securities,
venture capital and private equity transactions.”

Defendant Clark Hill is an international law firm. According to its website, it is “one of the
largest firms in the United States - with more than 650 attorneys and professionals in 25 offices,
spanning the United States as well as Dublin and Mexico City.”™

Denny Chittick formed DenSco in April 2001.° Prior to forming DenSco, Mr. Chittick worked at
Insight Enterpriscs, Inc. (“Insight™), a publicly traded company, for approximately 10 years.
When he left Insight, he began investing his own money, and subsequently established DenSco
where he invested his own money and solicited money from other investors.!®

DenSco made “high-interest loans with defined loan-to-value ratios to residential property
remodelers ... who purchase[d] houses through ... foreclosure sales all of which [were] secured
by real estate deeds of trust (“Trust Deeds”) recorded against Arizona residential properties.”!!
“From April, 2001, through June, 2011 {DenSco] engaged in 2622 loan transactions.”!? Mr.
Chittick was the sole shareholder, director, officer and employee of DenSco.!* Mr. Chittick
raised money from investors by issuing general obligation notes (the “Notes”) at variable interest
rates. The Notes were “secured by a general pledge of all assets owned by or later acquired by”

3 See page 33, line 21, Deposition of David G, Beauchamp on July 19 and 20, 2018 (“Deposition
of Mr. Beauchamp™).

4 See page 33, lines 9-17, Deposition of Mr. Beauchamp.

® See page 33, lines 17-18, Deposition of Mr. Beauchamp.

¢ See Clark Hill website, hitps:/www.clarkhill.com/people/david-g-beauchamp (retrieved March
2,2019).

7 See Clark Hill website, hitps://www.clarkhill.com/people/david-g-beauchamp (retrieved March
2,2019).

8 Clark Hill website, https://www clarkhill.com/pages/about (retrieved March 2, 2019).

? See page 1, Arizona Corporation Commission v. DenSco Investment Corporation (Case No.
CV 2016-014142), Preliminary Report of Peter S. Davis, as Receiver of DenSco Investment
Corporation, dated September 19, 2016,

10 See page 40, DenSco’s Confidential Private Offering Memorandum dated July 1, 2011 (the

“2011 POM™); printout of the “Company Management” page from the DenSco website dated
Jane 17, 2013.

' Page 1, 2011 POM.
12 Page 1, 2011 POM.
13 Pages 40-41, 2011 POM.



DenSco.'* DenSco’s largest assets were the Trust Deeds,!® which were intended to be secured
through first position trust deeds.!® '

Mr. Beauchamp began providing securities advice to DenSco in the early 2000s.17 As DenSco’s
securities lawyer, Mr. Beauchamp, among other things, drafted DenSco’s Private Offering
Memoranda (“POMs™)!2 and related investor documents.!? The POMs offered Notes according
to the terms set forth therein. In addition, Mr. Beanchamp advised DenSco on federal and state
securities laws, mortgage broker regulations and rules and regulations promulgated by state and
financial lending authorities.®

Mr. Beauchamp “advised DenSco regarding its Private Offering Memoranda, which DenSco
generally updated every two years. He helped draft the 2003, 2005, 2007, 2009 and 2011
POMs."2!

B. Events from Mid-2013 to Mid-2014
1. DenSco’s 2011 POM Expired
The 2011 POM provided for a two-year offering period.?? Thus, by its own terms, the 2011

POM expired on July 1, 2013. However, the Defendants never finalized and provided DenSco
with an update to the 2011 POM or a replacement POM.

14 Page (i), 2011 POM.

15 Page (i), 2011 POM.

16 Page 37,2011 POM.

17 Page 3, lines 2-3, Defendants’ Sixth Supplemental Rule 26.1 Disclosure Statement dated
March 12, 2019 (“Defendants’ DS”).

18 As discussed below, a private offering memorandum is a disclosure document used to solicit
investment in private securities transactions, A POM is provided to prospective investors to
provide such investors with information regarding the issuer and the securities it intends fo issue.
Generally, a POM describes the business, the investment opportunity, the associated risks, the
management team, historical performance and expected performance of the business. Disclosures
made in a POM are regulated under the federal securities laws by, among other laws and rules,
Rule 10b-5 promulgated under the Securities Exchange Act of 1934.

19 See pages 3-4, lines 25-1, Defendants’ DS.

20 Page 4, lines 2-4, Defendants’ DS,

2! Page 5, lines 7-8, Defendants’ DS; see, also, pages 256-257, lines 22-3, Deposition of Mr.
Beauchamp (Mr. Beauchamp testified that it was his practice to revise the POM every two years
based on a suggestion “made by a former SEC official, that given the nature of this industry, two
years would be an appropriate time. However, if something material happened before then, you
need to tell your client this has to be disclosed.”).

22 See page (i), 2011 POM (“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.™},



In early May 2013, Mr. Chittick prompted Mr. Beauchamp (who was then at Bryan Cave) to
begin work on an updated POM.?* On May 9, 2013, Mr. Beauchamp met with Mr. Chittick.
However, when Mr. Beauchamp learned that DenSco was close to issuing $50 million of
Notes,2* he ceased working on an updated POM.25 Because of his concern that DenSco was
approaching the maximum offering size, he began reaching out to his colleagues at Bryan Cave
for advice on federal and state laws.2® It appears that Mr. Beauchamp’s concerns were
misplaced, as no such legal issues existed.””

Ultimately, the Defendants never completed the updated disclosure.?®
2. The Freo Lawsuit (the First of Four “Red Flag” Warnings)

On June 14, 2013, Mr. Chittick emailed Mr. Beauchamp to alert him that a lawsuit bad been filed
against DenSco (the “Freo Lawsuit”), and included the first four pages of the complaint® Mr.
Chittick stated that DenSco was being sued along with one of its borrowers — a borrower that
DenSco “had done a ton of business with, millions in loans and hundreds of loans for several
years.”*® The borrower was Scott “Yomtov” Menaged, together with the businesses he operated
through two Arizona limited liability companies, Easy Investments, LLC and Arizona Home
Foreclosures, LLC.

23 See email dated May 1, 2013 from Mr. Chittick to Mr. Beauchamp (“it’s the year when we
have to do the update on the memorandum, when do you want to start?”).

% See DIC0003345, Mr. Beauchamp’s handwritten notes, dated May 9, 2013, that state “$50MM
(what is this a threshold for).”

25 See email dated June 25, 2013 from Mr. Beauchamp to Elizabeth Kearny Sipes, his then
colleague at Bryan Cave (*We stopped updating [the POM] when we were told that the
investments from the investors had jumped to approximately $47.5 million. Given that
significant increase I have been asking for help to determine what other federal or state laws
might be applicable. Bob Pederson out of NY has said that the Trust Indenture Act will not be
applicable so long as the client is under the Regulation D, Rule 506 exemption. The other big
issues have waited for your help to discern if we need to comply with the Investment Advisors
Act of 1940 and the Registered Investment Advisors requirements.” [italics added]).

26 Thid. .

27 See email dated July 1, 2013 from Ms. Sipes to Mr. Beauchamp (“I don’t believe DenSco
would ... need to register as an investment adviser.... It is also not necessary to count accredited
investors at this time. DenSco is offering the notes under [SEC Rule] 506 which permits an
unlimited number of accredited investors.”).

28 See page 53, lines 11-13, Deposition of Mr. Beauchamp (“We never ... issued a private
offering memorandum at Clark Hill for DenSco™); see, also, pages 178-179, lines 22-3 (“Q: So
you made a decision with Mr. Chittick that you would not disclose anything until we had a
private offering memorandum, irregardless of fiduciary duties? ... A. I did not have that
agreement with Mr. Chittick. Over time, that’s what evolved.”).

2 Bmail dated June 14, 2013 from Mr. Chittick to Mr. Beauchamp, copying Mr. Menaged
(*David; 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.”).
30 Ibid.



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.! 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.”*? Mr. Chittick readily
agreed.>® 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.>*
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.> Despitc this clear conflict of interest, and Mr. Chittick’s instruction that he speak with
Mr. Menaged’s attorney* — and Mr. Menaged’s offer to pay for his time*? — Mr, Beauchamp
apparently took no action with respect to the Freo Lawsuit. 3

The Freo Lawsuit was the first of what I consider to be four “red flag” warnings, as discussed
below.

3! See paragraph 20, Complaint dated May 24, 2013, Freo Arizona, LLC v. Easy Investments,
LLC, Active Funding Group, LLC, DenSco Investment Corporation, et al., brought'in 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.

3 Email response dated June 14, 2013 from M. 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 first position, and
... that it was of fundamental importance that DenSco safeguard the use 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 Plaintiff’s Fifth Disclosure Statement dated November 14,
2018 (“Plaintiff’s 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%66 Ibid (“Basy 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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3. Mr. Chittick’s Instruction (the Second of Four “Red Flag” Warnings)

Although Mt. Beauchamp did some work on an updated POM in July and August of 2013 (after
the 2011 POM had expired),3® he was also preoccupied with changing law firms.** In late
August 2013, he informed Mr. Chittick that he was leaving Bryan Cave for Clark Hill. 4!

In his deposition, Mr. Beauchamp asserted that the delay in updating the POM was caused by
Mr. Chittick, and that Mr. Chittick instructed Mr. Beauchamp to stop working on the POM in
August 2013 (“Mr. Chittick’s Instruction™).”? Based on the record I have reviewed, it appears
there is no evidence confirming Mr. Beauchamp’s assertion.*> While I do not find Mr,
Beauchamp’s assertion credible under the circumstances, for the reasons discussed below, any
such instruction from Mt. Chittick would not relieve Mr. Beauchamp of his obligation to take
some form of corrective action.

In September 2013, Mr. Beauchamp left Bryan Cave and moved to Clark Hill. An engagement
letter dated September 12, 2013 was signed by Mr. Beauchamp on behalf of Clark Hill, and by
Mr, Chittick on behalf of DenSco as a new client at Clark Hill. Mr. Beauchamp requested that
M. Chittick have certain DenSco files transferred from Bryan Cave to Clark Hill, including

3 See Bryan Cave invoice dated August 14, 2013 to DenSco for legal services rendered through
July 31, 2013 (Mr. Beauchamp billed 9.7 hours for work on the DenSco POM in July); Bryan
Cave invoice dated September 14, 2013 to DenSco for legal services rendered through August
31, 2013 (0.4 hours regarding subscription documents and procedures in August).

0 See pages 46-47, lines 22-1, Deposition of Mr. Beauchamp (“I don’t remember when I first
talked to Clark Hill ... but you are talking I believe the end of June -- to mid-August [2013] was
the time period where I explored different options and tried to deal with it.”).

41 See Mr. Beauchamp’s handwritten notes dated August 26, 2013 (“TCW Denny Chittick
(8/26/13) — left message — need to work on the latest version of POM that Denny has w/ the prior
experience charts — need to discuss timing + update. TCW Denny Chittick (8/26/13) — explained
delay w POM — need to get copy of Denny’s latest POM make changes to it — BC will be
sending a letter to Denny + letting Denny decide if he wants files kept at BC or move to CH™),

42 Page 289, lines 15-25, Deposition of Mr. Beauchamp (“Q. And you write, in your handwriting:
Explained delay with POM. Did you write that? A. Yes, I did. ... 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.”); page 290, lines 11-14 (“Q. But unequivocally, it’s your testimony under oath that by
August 26, 2013, he told you to stop working on the POM? A. That is correct.”). But see
Deposition of Mr. Hood, page 101, lines 17-22 (“Q. So would you agree with me that in
September 2013, while he is working at Clark Hill, Mr. Beauchamp is ordered by Mr. Chittick to
stop working on the POM? A, Well, that’s what appears to have been the case, according to Mr.
Beauchamp’s interrogatory answers, yes.” [italics added)).

3 See page 288, lines 5-7, Deposition of Mr. Beauchamp (“Q. And again, this wasn’t by letter or
email. You think this was a telephone conversation? A. That’s how Derny prefetred it.”).
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“2011 and 2013 Private Offering.”** Although he asserts that Mr. Chittick directed him to stop
all work on the POM just two weeks earlier,*> Mr. Beauchamp also completed a “New
Client/Matter Form” at Clark Hill to “Finish Private Offering Memorandum.”*

Despite taking on DenSco as a client in September 2013, the Defendants appear to have done no
work in updating the expired 2011 POM, nor made any effort to provide DenSco with a
replacement POM, for over three months. By mid-December 2013, Mr. Chittick apparently had
to prompt Mr. Beauchamp to resume work on an updated POM.*’

Mr. Chittick’s Instruction was the second of four “red flag” warnings, as discussed below.

4. The December 2013 Phone Call (thé Third of Four “Red Flag”
Warnings)

In December 2013, Mr. Chittick informed Mr. Beauchamp that certain properties DenSco had
lent against had other liens competing for priority (the “December 2013 Phone Call™): “In
December 2013, Mr. Chittick ... told Mr. Beauchamp over the phone that he had run into an
issue with some of his loans to Menaged, and specifically, that properties securing a few DenSco
loans were each subject to a second deed of trust competing for priority with DenSco’s deed of
trust.”*® When Mr. Beauchamp found out about the double lien issue, he advised Mr. Chittick to
document a “plan” with Mr. Menaged to resolve the double lien issue.** Based on the record I
have reviewed, and despite this potentially material problem with a borrower that Mr.
Beauchamp knew to be very important to DenSco’s business (and the very same borrower that

44 See email dated September 12, 2013 from Mr. Beauchamp to Mr. Chittick (“Denny: There
should not be a cost associated with transferring your files. However, to be safe, we should just
do the following: AZ Practice Review (contains previous research); Blue Sky Issues;
Garnishments; General Corporate; 2011 and 2013 Private Offering.”).

43 Page 289, lines 15-25, and page 290, lines 11-14, Deposition of Mr. Beauchamp.

46 See DIC0O008653, Clark Hill New Client/Matter Form signed by Mr. Beauchamp on
September 13, 2013.

47 Sec email dated December 18, 2013 from Mr, Chittick to Mr. Beauchamp (“Since you moved,
we’ve never finished the update on the memorandum.”). The Defendants attempt to contradict
the clear implication of this email by asserting that it was Mr. Beauchamp who reminded Mr.
Chittick. See Defendants’ DS, page 8 (“Mr. Beauchamp reminded Mr, Chittick that he still
needed to update DenSco’s private offering memorandum.”). While I do not find Defendants’
assertion credible under the circumstances, for the reasons discussed below, the Defendants were
still obligated to take some form of corrective action. '

48 Defendants’ DS, page 8.

4 Defendants’ DS, page 8 (“After briefly discussing the allegedly limited double lien issue, Mr.
Chittick emphasized to Mr. Beauchamp that Mr. Chittick wanted to avoid litigation with other
lenders. Mr. Chittick, however, did not request any advice or help. Rather, Mr, Chittick indicated
that he wanted to continue working on a plan with Menaged to resolve the double-lien issue.
Accordingly, Mr, Beauchamp suggested that Mr. Chittick and Menaged document their plan.”)
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was the apparent cause of the Freo Lawsuit),*® there was no discussion or effort to update the
POM to disclose this fact, nor does it appear that the Defendants did any investigation into the
matter.

The December 2013 Phone Call was the third of four “red flag™ warnings, as discussed below.

5. The Bryan Cave Demand Letter (the Fourth of Four “Red Flag”
‘Warnings)

On January 6, 2014, Mr. Beauchamyp received a copy of a demand letter sent by Bryan Cave to
DenSco (the “Bryan Cave Demand Letter”).>* The letter stated that Bryan Cave represented
certain lenders and lienholders that had loaned money to Easy Investments, LLC and/or Arizona
Home Foreclosures, LLC (both entities owned and controlled by Mr. Menaged), to enable such
borrowers to purchase various properties. The letter asserted that DenSco engaged in a practice
of recording a mortgage on those same properties on or around the same time that the Bryan
Cave lenders were recording their deeds of trust. The Bryan Cave Demand Letter demanded that
DenSco agree to sign subordination agreements in favor of such lenders and lienholders with
respect to the properties.

It is clear that, despite this very serious and material problem with a borrower that Mr.
Beauchamp knew to be very important to DenSco’s business (and the very same borrower that
was the apparent cause of both the Freo Lawsuit and the December 2013 Phone Call),*? there
was no effort made to update the POM to disclose this fact, nor does it appear that the
Defendants did any investigation into the matter. In fact, as discussed below, once the Bryan
Cave Demand Letter came to his attention, Mr. Beauchamp’s priority became drafting and
negotiating the Forbearance Agreement (as defined below),*® not updating the 2011 POM.

The Bryan Cave Demand Letter was the fourth of four “red flag” warnings, as discussed below.

6. The Defendants’ Efforts to Paper Over the Menaged Problem

50 Email dated June 14, 2013 from Mz. Chittick to Mr. Beauchamp, copying Mr. Menaged (“I’ve
done a ton of business with [Mr. Menaged], million in loans and hundreds of loans for several
years™).

5! Email dated January 6, 2014 from Mr. Chittick to Mr. Beauchamp, attaching letter dated
January 6, 2014 from Bryan Cave to DenSco, re: “Mortgage Recordation; Demand for
Subordination.”

52 Email dated June 14, 2013 from Mr. Chittick to Mr. Beauchamp, copying Mr. Menaged (“I've
done a ton of business with [Mr. Menaged], million in loans and hundreds of loans for several
years”).

%3 See page 59, lines 19-24, Deposition of Mr. Beanchamp (“I was giving him clear advice as far
as what to do, he would not let me independently confirm that he was giving that advice, which [
~ he said I've never lied to you, and on that basis, that was true, so we proceeded the priority was
the Forbearance Agreement at that time.” [italics added])

-13-



a. Mr. Beauchamp Learned of the Menaged Fraud and DenSco’s
Improper and Risky Lending Practices

The day after receiving the Bryan Cave Demand Letter, Mr. Beauchamp was told that Mr. -
Chittick had not been following proper funding procedures to ensure DenSco’s first lien position,
and instead “would wire the money to [Mr. Menaged’s] account and [Mr. Menaged, not DenSco]
would pay the trustee.”* Mr. Chittick explained his funding procedure, and also admitted that
he did the same thing with several other borrowers and with respect to every auction property.>
By funding directly to a borrower, rather than to a trustee or escrow company or in some other
manner so as to ensure that DenSco had a perfected first lien priority position on the property
securing its loan, DenSco was taking significant and unnecessary risk that it might notbe ina
first lien position with respect to such loans.’® In fact, because DenSco was funding directly to
borrowers in anticipation of a property acquisition, there was no way for DenSco to even ensure
that the loan proceeds were actually used for such purpose. Mr. Beauchamp was well aware of
the risks associated with this funding procedure as he had “provided advice to-DenSco regarding
proper loan documentation procedures since at least 2007.”57

54 Email dated January 7, 2014 from Mr. Chittick to Mr. Beauchamp, copying Mr. Menaged
(“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. ... Because of our long term relationship, when Scott needed money, I would wire
the money to hlS account and he would pay the trustee.”).

33 Ibid (“I do this same thing with several borrowers and bidding ¢o’s. As an example, he would
buy a property at auction for 100k it’s worth 145k, he would ask me for 80k, I would wirs it fo
him, he would pay the trustee with my 80k and his 20k and he would sign the RM, which I've
attached (all docs you have reviewed and have been reveiwed [sic] by a guy at your last law
firm, maybe two firms ago in 2007). I’ve attached them. I would record the RM the day he paid
for the property. Then once the trustee’s deed was recorded, which during the last few years has
been at times 6 weeks from the auction date to the recorded date, I then would record my DOT.
This is a practice that I have done for 14 years. It’s recognized by all the escrow co’s. Some title
agents won’t see anything before the trustee’s deed recording as a valid lien, some look at the
whole chain. For me to be covered, I would record the RM to muddy up title then record the
DOT afier the trustee’s deed to ensure my first position Yen. ... Again, this is what I do on every
single auction property no matter who is the borrower.” [italics added]). See, also, Plaintiff’s DS
§211.

56 Mr. Menaged testified in his Rule 2004 Examination conducted on behalf of the Receiver on
October 20, 2016 that: DenSco’s lending practices were not as uniform or carefisl as other
lenders (page 27); DenSco never declined a loan amount proposed by Mr. Menaged (page 38);
“There was never anything not approved” (page 53); DenSco would wire the funds directly to
Mr. Menaged (pages 43-44); DenSco would wire funds before receiving signed documents (page
54); DenSco did not require proof of insurance (page 56); “The only way that DenSco ended up
in this position is because he wired the money to the borrower, me, and did not pay the trustee
directly” (page 74); and “I guess in general terms, if was just a very laxed hard money lending
practice, very, very, laxed” (page 39 [italics added]).

57 Sce page 6, Defendants’ DS (*Mr. Beauchamp ... provided advice to DenSco regarding proper
loan documentation procedures since at least 2007. DenSco and Mr. Chittick were both advised,
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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.’®

Mir. 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,”°

b. Mr. Chittick and Mr, Menaged Create the “Plan”

Mir. 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 DenSco safeguard the use of its
investors’ funds in conjunction with properly recording liens, in order to ensure that DenSco 'S
loans were in first position.”).

58 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 trust deeds.”).

3% 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 % 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 9§ 215.

6 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, LLC.
The Beneficiary is Active Funding Group, LLC.); see, also, Exhibit 104 (Deed of Trust and
Assignment of Rents, recorded in the Official Records of Maricopa County Recorder April 2,

2013, for property located at “7089 W Andrew Lane Peoria, AZ 85383.” The Trustor is Easy
Investments LLC. The Beneficiary is DenSco.).
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Demand Letter, because doing so would be contrary to the disclosures made by Mr. Chittick to
DenSco’s investors.®! Further, Mr. Chittick claimed that DenSco could not litigate with the other

lenders over the priority issue because doing so would somehow limit its ability to collect high
interest on its loans.5?

Mr. Chittick also shared with Mr. Beauchamp that he did not want to disclose the problem to
DenSco’s investors until the problem had been addressed and DenSco’s exposure had been
minimized.5* QOtherwise, DenSco would start to “unravel.”®* Mr. Chittick was concerned that
when investors learned of the situation, there would be a “run on the bank.”® Presumably, any
such disclosure would also be viewed as an acknowledgment that Mr. Chittick failed in his

responsibilities to properly manage DenSco’s mortgage loans and investor funds, and thus he fell
prey to Mr. Menaged’s fraud.

Instead, Mr. Chittick shared with Mr. Beauchamp that he and Mr. Menaged had come up with a
plan (the “Plan™) to get the other lenders paid off, which would keep them satisfied,% avoid

6! Email dated January 7, 2014 from Mr. Chittick to Mr. Beauchamp, copying Mr. Menaged (“I
know that I can’t sign the subordination because that goes against everything that I tell my
investors.”).

62 See pages 169-170, lines 25-9, Deposition of Mr. Beauchamp (“He had expressed that if we
ended up in litigation, that he would have limitations on his ability to collect the high interest on
his loans to his borrowers, so he would not be able to make the payments to his investors, which
would in fact cause it to unravel. He had a very specific thought that he was concerned with; and
that is why he wanted to be able to show: We have a plan to work this out. We have thought it
through. And that was his whole focus, get the forbearance done first.”).

63 See Exhibit 360, email dated February 25, 2014 from Mr. Chittick to Mr. Beauchamp (“what
both of us [Mr, Menaged and Mr. Chittick] are really concerned about is that when I tell my
investors the situation, they request their money back. I want to be able to say, this was a
problem, we’ve eliminated this much of the problem and this is what it left. I want to be able to
say what is left is as small as possible.”). See, also, pages 169-170, lines 25-9, Deposition of Mr,
Beauchamp.

64 See pages 169-170, lines 25-9, Deposition of Mr. Beauchamp.

85 See excerpt from DIC0009464, Chittick Investor Leiter dated July 28, 2016 (“Why I didn’t let
all of you know what was going on at any point? It was pure fear ... I have 100 investors, I had
no idea what everyone would do or want to do ... I also feared that there would be a classic run
on the bank.”),

66 See, e.g., email dated January 12, 2014 from Mr. Chittick to Mr. Menaged, copying Mr.
Beauchamp (“Greg [Reichman, Principal of Active Funding Group, LLC, an Arizona
corporation, the other lender with a deed of trust on the property that was the subject of the Freo
lawsuit] has confirmed with Scott and has told me, as long as he gets his interest and payoffs
come, he’s happy.™).
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litigation,5” and give M. Chittick time to minimize the damage caused by Mr. Menaged’s
fraud.58

Mr. Chittick’s Plan was to be memorialized in a forbearance agreement, which Mr. Beauchamp
spent over three months negotiating until it was finalized and executed on April 16, 2014 (the
“Forbearance Agreement”).%

Despite learning of the very serious issues raised by the Bryan Cave Demand Letter (which were
consistent with the problems Mr. Beauchamp learned about earlier in the Freo Lawsuit and the
December 2013 Phone Call), the material deficiencies in DenSco’s funding procedures, the
significant deficiencies in DenSco’s first lien positions, and the fraud petpetrated on DenSco, the
Defendants appear to have done no work in updating the 2011 POM, nor made any effort to
provide DenSco with a replacement POM, for the entire period of time that Mr. Beauchamp was
working on the Forbearance Agreement.

c. The Forbearance Agreement

%7 See, e.g., email dated January 7, 2014 from Mr. Chittick to Mr. Beauchamp, copying Mr.
Menaged (*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 curgently, 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”).

68 Thid (“The Plan: 1. All lenders will be paid their interest, except me, 1'm allowing interest to
accrue. 2. I'm extending him a million dollars against a home at 3%. 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. 4. He’s got a majority of these houses
rented, this brings in a lot of money every month, 5. The houses that he’s buying now and will be
flipping will bring in money every week starting next week or two. 6. As the houses become
vacant either because of ending the lease or the tenant leaves, scott [sic] will fix up the house and
sell it retail. This will drive the order in which the houses will be sold. 7. He owns dozens of
houses that only have one lien on them and have substantial equity in them, and he’ll be selling
these as the tenants vacate.”).

% Forbearance Agreement dated April 16, 2014 by and among Arizona Home Foreclosures,
LLC, Easy Investments, LLC (collectively defined therein as the “Borrower™), Mr. Menaged and
DenSco (as “Lender™).
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The magnitude of the problems with Mr, Menaged are readily apparent from the Forbearance
Agreement, which recited that as of April 16, 2014, “the total principal sum now due and
payable under the [scheduled] Loans, in aggregate, is $35,639,880.71.77°

Although the Forbearance Agreement required Mr, Menaged to “acknowledge and agree that the
Loans are in Default,””! the principal economic commitment made by Mr. Menaged was for the
Borrower to “use its good faith efforts” to pay off the other lenders, with “any balance to be paid
to [DenSco] to reduce the amount of [DenSco’s] Additional Loan ... to Borrower as provided

herem »72 As Mr. Menaged testified, he was unwilling to make an uncondltmnal commitment to
do so.”

On the other hand, the Forbearance Agreement imposed material obligations and economic
burdens on DenSco, including;

. DenSco agreed to forbear from collecting on the loans to Mr. Menaged and his affiliated
entities (the “Menaged Loans™), or otherwise exercising any of its rights or remedies
under the Loan Documents and applicable law, for so as long as Mr. Menaged and the
Borrower were in compliance with the Forbearance Agreement.’

. DenSco agreed to extend the maturity date on all of the Menaged Loans to February 1,
2015 and reserved the right to further extend the maturity date for another year.”™

70 Section 1, Forbearance Agreement. See also pages 9-10, lines 25-2, Defendants’ DS (“by the
end of 2013, more than half of [DenSco’s] loan portfolio was tied up with Menaged--well in
excess of the promised loan concentrations DenSco had set forth in its dlsclosures to investors™).
7l Section 2, Forbearance Agreement.

72 Sections 6(A) and 6(H), Forbearance Agreement [italics added]. The Forbearance Agreement
did provide DenSco with a separate corporate guaranty from Furniture King, LLC (see Section
6(D)); however, Mr. Beauchamp failed to cause a UCC-1 to be filed against the new guarantor,
and such entity ended up having no value. See email dated August 5, 2016 from Mr. Beauchamp
to DenSco’s Noteholders.

73 See pages 117-119, lines 23-9, Mr. Menaged’s Rule 2004 Examination conducted on behalf of
the Receiver on Qctober 20, 2016 (“Q. And did -- so at the time, when you signed [the
Forbearance Agreement], did you believe that this was never going to happen? A. 1 said that I
would make my best effort to do so, and in front of Beauchamp and DenSco I did explain to him
- what they both told me, both of them told me was, ‘Hey, this is all really best efforts. You do
your best, but we’re going into this forbearance agreement. It’s protecting everyone. End of
story.” That’s all I really know about this forbearance agreement. Q. Okay. But these funds were
not delivered on these dates and times, right? A. Correct. Q. And the reason for that was why? A.
Like I said, it was best effort. My best effort couldn’t deliver those funds.”).

" Section 4, Forbearance Agreement.

75 Section 5, Forbearance Agreement.
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. DenSco committed to fund not less than an additional $6 million to the Borrower, most of
which would be nsed to pay off the other lenders.”

. DenSco agreed to defer the collection of interest on all Menaged Loans,”” and to waive its
right to charge default interest on all defaulted loans.™

. Contrary to the disclosures made in the 2011 POM, DenSco agreed to increase its loan-
to-value ratio to up to 120% for loans on the double lien properties (meaning that the debt
on such properties was materially in excess of the realizable value of such properties) 7

. DenSco committed, for the benefit of Mr. Menaged, to limit the information that DenSco
could disclose to its investors (including omitting the names of Mr. Menaged and his
entities), and granted Mr. Menaged the right to teview and comment on any disclosure
prior to it being released.®®

As a result, the benefit of the Forbearance Agreement to DenSco (as opposed to Mr. Menaged
and perhaps Mr. Chittick individually) is unclear.® In substance, because it had the effect of
subordinating DenSco’s recovery to the recovery of the other lenders (by conceding the priority
of the other lenders’ liens), the Forbearance Agreement was essentially the same as the
subordination agreements that Mr. Chittick rejected as being inconsistent with assurances made
to DenSco’s investors. By allowing the other lenders to be paid off before DenSco, Mr.
Chittick’s Plan, as effectuated by the Forbearance Agreement, had the effect of worsening
DenSco’s financial position by increasing the leverage on the double lien properties such that
there was insufficient residual equity value to repay DenSco’s loans in fuil.

It does not appear to be the case that execution of the Forbearance Agreement itself (as opposed
to the speculative benefits DenSco might possibly receive going forward, when and if so
received) would provide Mr. Chittick with the positive message he wanted to share with
investors that DenSco’s exposure had been minimized (especially since DenSco committed to
extend at least another $6 million to Mr. Menaged). In other words, because Mr. Chittick had

76 Sections 7(B) and 7(D), Forbearance Agreecment.

71 Section 7(C), Forbearance Agreement.

78 Section 7(E), Forbearance Agreement.

7 Section 7(A), Forbearance Agreement.

% Section 18, Forbearance Agreement (“With respect to the limitation on Lender’s disclosure to
its investors ... Lender agrees ... to limit such disclosure as much as legally possible™).

8! See page 92 of Mr. Menaged’s Rule 2004 Examination conducted on behalf of the Receiver on
October 20, 2016, in which his testimony suggests that Mr. Chittick proposed the Forbearance
Agreement in order to protect Mr, Chittick (“Q. ... Was it — you know, when you learn or when
you tell him that he’s in second position, how does this forbearance agreement come to light?
How does this get negotiated and drafted and prepared? A. He said to me that he was going to
contact his attorney and have an agreement drawn up to protect him. That’s how it came to
light.” fitalics added]). See, also, page 98 (“He needed, the attorney, he needed to draft the

agreement in a way that will prorect Denny from any kind of liability with the investors.” [italics
added]).
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explained to Mr, Beauchamp that he did not want to make disclosures until much of the double
lien problem had been resolved,®2 Mr. Beauchamp could not have reasonably believed that the
completion of the Forbearance Agreement itself would prompt Mr. Chittick to make appropriate
disclosures. In fact, the Defendants pursuit of the Forbearance Agreement had the effect of
further delaying and limiting required disclosures to DenSco’s investors.,

7. Defendants Allege They Withdrew from Representing DenSco in May
2014

Mr. Beauchamp claimed he was not aware that DenSco had been continuing to offer Notes until
after completion of the Forbearance Agreement, at the end of April or May 2014. Mr.
Beauchamp further claimed that the Defendants withdrew from the attorney-client relationship
with DenSco in May 2014 when Mr. Chittick refused to send updated disclosures to investors.®3

However, based on the record I have reviewed, and for the following reasons, it is clear that Mr,
Beauchamp was aware that DenSco was continuing to offer Notes without updated disclosures,
after the expiration of the 2011 POM, and despite his knowledge of the problems revealed in the
Freo Lawsuit, the December 2013 Phone Call and the Bryan Cave Demand Letter.

First, despite his initial delay in updating the 2011 POM due to unfounded legal concerns about
the size of the offering, there is no evidence that Mr. Beauchamp communicated to Mr. Chittick
to cease offering Notes until an updated POM could be provided to investors.?

82 See email dated February 25, 2014 from Mr. Chittick to Mr. Beauchamp (“ want to be able to
say, this was a problem, we ‘ve eliminated this much of the problem and this is what it left. I want
fo be able to say what is left is as small as possible.” [italics added]). See, also, Mr. Chittick’s
entry in his DenSco Journal on February 21, 2014 (“1 talked to Dave ... we talked about telling
my investors, we are going to put that off as long as possible so that we can improve the situation
as much as possible.”).

8 See page 81, lines 1-8, Deposition of Mr. Beauchamp (“I was not aware that he was taking any
new money from new investors or rollovers ... until the end of April or May [2014] which
forced us to give him the disclosure ... for the Forbearance Agreement and say ... we have to
finish this thing ... we need to send this to everybody before you proceed. ... And he did not do
it so we quit.”); Defendants’ DS, page 23 (“In May 2014, ... Mr, Beauchamp informed Mr.
Chittick that Beauchamp and Clark Hill could not and would not represent DenSco any longer.”).
8 1 note, however, that Mr. Beauchamp asserted in his deposition testimony that he told Mr.
Chittick that “he could not take any money from any new client [and]; he could not take any
rollover money from an existing client, without giving them full disclosure.” See page 78, lines
16-19, Deposition of Mr. Beauchamp. For the reasons stated herein, I do not find this assertion
credible. However, even if true, such statement appears to simply be paying lip service to proper
advice. See also Deposition of Mr. Hood, pages 83-84, lines 24-10 (“Q. Mr. Beauchamp never
gave that advice prior to January 9th, 2014.... Clark Hill verified he gave the advice starting on
January 9, 2014, and thereafter. True? ... THE WITNESS: ... I think that was right at the time
that this issue was presented to Mr, Beauchamp.”), pages 85-86, lines 21-5 (“Q. All right. In
December 2013, Mr. Beauchamp did not tell Mr. Chittick he had to stop lending money. True?
... THE WITNESS: I - - T don’t believe that he told Mr, Chittick that, no. Q. And in December

=20 -



Second, Mr. Beauchamp knew that between June and December 2013, DenSco had 60 Notes that
were scheduled to mature and that, consistent with Mr, Chittick’s practice, a significant portion
of those outstanding Notes would be rolled over into the issnance of new Notes.

Third, several days affer receipt of the Bryan Cave Demand Letter and Mr. Chittick’s’
explanation of his funding procedures, the Menaged fraud, and his Plan to address the problem,
Mr. Chittick specifically informed Mr. Beauchamp that he was soliciting new investors. On
January 12, 2014, Mt. Chittick emailed Mr. Beauchamp, stating that he had “spent the day
contacting every investor that [had] told [him] they want{ed] to give [him] more money,” and
that he expected to raise between $5 million and $6 million from the sale of Notes.¥ Mr.
Chittick further inquired whether such actions were acceptable to Mr. Beauchamp: “that’s my
plan, shoot holes in it.*¥” Mr. Beauchamp responded that same day, and not only did he fail to
“shoot holes it” (e.g., by instructing Mr. Chittick to not sell Notes without updated and corrected
disclosures), he congratulated Mr. Chittick for his ability to “raise that amount of money that
quickly.”88

Fourth, shortly after receipt of the Bryan Cave Demand Letter, Mr. Chittick made a statement to
such effect in the corporate journal that he maintained (the “DenSco Journal”). On January 10,
2014, he wrote in the DenSco Journal: “I can raise money according to Dave,”®®

2013, he didn’t tell Mr. Chittick that he couldn’t take any rollover monies. True? ... THE
WITNESS: I - - I don’t believe s0.”).

85 See email dated June 20, 2013 from Mr, Beauchamp to several colleagues at Bryan Cave
(“According to his note schedule, Denny has approximately 60 investor notes that are scheduled
to expire in the next 6 months (and to probably be rolled over into new notes)”). See also
Plaintiff’s DS { 18 (“Beauchamp knew that the vast majority of DenSco’s investors purchased
two-year promissory notes. For example, Beauchamp’s notes reflect that Chittick told him during
a May 3, 2007 meeting that 90% of the promissory notes DenSco had issued to investors were
two-year notes.”); Plaintiff’s DS § 19 (“Beauchamp also knew that the vast majority of DenSco’s
investors did not redeem their promissory notes when those notes matured, and instead ‘rolled
over’ their investments by executing a subscription agreement and buying a new promissory note
when a previous promissory note matured. As Beauchamp wrote in a2 June 15, 2007 e-mail to
Richard Carney, who was then doing ‘Blue Sky’ work for DenSco, ‘DenSco has regular sales of
roll-over investments’ and an ‘ongoing roll-over of the existing investors every 6 months or
50.”).

8 Email dated January 12, 2014 from Mr. Chittick to Mr. Beauchamp (“I*ve spent the day
contacting every investor that has told me they want to give me more money... I feel like if all
goes well, I'll have my money in total of ... 5-6 million in this time frame. ... that’'s my plan,
shoot holes in it.” [italics added]).

87 Thid.

8 Email response dated January 12, 2014 from Mr. Beauchamp to Mr, Chittick (“You should
feel very honored that you could raise that amount of money that quickly.”).

# See, also, Mr. Chittick’s entry in the DenSco Journal on February 21, 2014 (“1 talked to Dave
... we talked about telling my investors, we are going to put that off as long as possible so that
we can improve the situation as much as possible.”).
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Fifth, although Mr. Beauchamp claimed that he believed Mr. Chittick provided full disclosure to
every investor about the fraud,” that is implausible based on the record I have reviewed. Mr,
Beauchamp knew that Mr. Chittick did not want to make any disclosures until the Plan had been
implemented and the damage contained. Further, although the Defendants assert to the
contrary,”’ Mr. Beauchamp knew that there was no proper disclosure mechanism other than
pursuant to a new or supplemental POM, and Mr. Beauchamp had neither provided nor reviewed
any such documentation — oral disclosures by Mr, Chittick would have been insufficient (as Mr.
Beauchamp acknowledged in his deposition).”> Mr. Beauchamp’s claim that Mr. Chittick had
provided full disclosure about the fraud is also inconsistent with the purporied rationale for
withdrawing from the representation of DenSco. In other words, had Mr. Chittick on his own in
fact prepared and actually made such disclosures (as Mr. Beauchamp asserted he believed at the
time, according to his deposition testimony), then presumably Mr. Beauchamp would have no
reason for withdrawing based on Mr. Chittick’s supposed failure to have done so.

Sixth, it does not appear that the Defendants in fact provided DenSco with the necessary
disclosures that they claim Mr. Chittick refused to send to investors. Although the Defendants
prepared a draft markup of the 2011 POM (the “Draft 2014 POM™),*? that draft — which failed to
even mention the Menaged fraud — did not contain adequate disclosure of the problems that
DenSco had suffered, nor of its failures to comply with the commitments made in the 2011
POM, nor of the magnitude of DenSco’s potential losses.* Further, it is not clear from the

% See pages 343-344, lines 12-2, Deposition of Mr, Beauchamp (“Q. Mr. Beauchamp, are you
telling me under oath that you thought from ... the end of January that he ... talked [to] every
imvestor who had money in DenSco and told them about the fraud? ... A. Yes, I did believe Le
had.”); see, also, page 79, lines 3-6 (“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.”).

%l See page 13, lines 1-2, Defendants’ DS (“There was no reason for Mr. Beauchamp to question
whether Mr. Chittick was in fact providing disclosures to limited investors.”).

%2 See page v, 2011 POM (“No person has been authorized to give any information or to make
any representations concerning the Company 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.” [quoted text was upper case bold in original]). See, also, page 161, lines 7-24,
Deposition of Mr. Beauchamp (“His representations that he had advised everybody and told
them to the contrary, we needed something much more formal than that.”),

93 See Exhibit 11, Clark Hill invoice dated June 19, 2014 for services rendered through.-May 31,
2014 (“5/14/14 [Daniel A. Schenck].., Additional revisions to Private Offering Memorandum,
finish first draft.”); pages 92-95, lines 7-8, Deposition of Daniel Schenck on June 19, 2018 (“Q.
So it looks like you finished the first draft on May 14th, 2014, right? A. Yes.”). See, also, Exhibit
407 to the Deposition of Mr. Beauchamp, draft Confidential Offering Memorandum dated May
2014,

94 While the Draft 2014 POM added a detailed (although incomplete) summary of the terms of
the Forbearance Agreement, in my opinion such disclosure was inadequate for the following
reasons. First, the added disclosure was buried on pages 39 and 40 of the 63-page Draft 2014
POM. Second, in neither the added disclosure nor anywhere else in the Draft 2014 POM did the
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record I have reviewed that the Draft 2014 POM prepared by the Defendants was ever shared
with Mr. Chittick.%

Seventh, in a letter Mr. Chittick sent to his sister, Shawna Heuer (also known as “Iggy”; the
“Iggy Letter”),% Mr. Chittick repeatedly stated that Mr. Beauchamp never made him tell
investors about the Menaged fraud.”” The letter also stated, “Shame on him. He shouldn’t have
allowed me. He even told me once I was doing the right thing.”%

Defendants include any mention of either of the following material facts: (a) DenSco’s improper
and risky funding procedures (i.e., wiring funds directly to the borrower instead of a trustee or
escrow agent) led to the Menaged fraud; and (b) DenSco had been named as a defendant in the
Freo Lawsuit. Third, although the added disclosure may have suggested otherwise, the remainder
of the Draft 2014 POM remained unchanged from the 2011 POM with respect to the following
material and prominent disclosures: (i) “[tJhe proceeds of the offering will be used as working
capital primarily for lending secured by, and the purchase of, Trust Deeds” (see page 2, Draft
2014 POM), even though the additional loans to Mr, Menaged and his affiliated entities under
the Plan were being used to pay off the other lenders; (i) “[tlhe Company does not intend to
exceed a maximum loan size of $1,000,000,00” (see page 1, Draft 2014 POM), even though
DenSco agreed in the Forbearance Agreement to loan Mr. Menaged and his affiliated entities up
to $6 million; (iii) “[tlhe Company intends to maintain a loan-to-value ratio below 70% in the
aggregate for all loans in the portfolio” (see page 1, Draft 2014 POM), even though presumably
most if not all of the properties subject to the Forbearance Agreement had a loan-to-value ratio
well in excess of 100% (see pages 39-40, Draft 2014 POM: “many of the Forbearance Properties
having an aggregate loan-to-value ratio in excess of 100%”); and (iv) “one borrower [would] not
comprise more than 10 to 15 percent of the total portfolio” (see page 37, Draft 2014 POM), even
though it was apparent that Mr. Menaged and his affiliated entities materially exceeded that cap.
And, fourth, the “Risk Factors” section of the Draft 2014 POM (beginning on page 12) was not
updated to address any of the foregoing risks nor to add any disclosure of the risks associated
with the prior sale of Notes pursuant to materially inaccurate and outdated disclosures, including
potential exposure to claims for rescission and securities fraud.

% See Plaintiff’s DS 9 326 (“Neither the Clark Hill file nor Clark Hill’s billing statement reflect
that Beauchamp ever sent the draft POM to Chittick or discussed it with him.”).

%6 DIC0009476, the lggy Letter dated July 28, 2016, the date Mr. Chittick committed suicide. On
that date, Mr. Chittick also prepared, but did not send out, a letter to investors. Instead, he sent
the investor letter to Mr. Beauchamp and Ms. Heuer, instructing Ms. Heuer to let Mr.
Beauchamp “handle it.” See Iggy Letter dated July 28, 2016 (“I decided not to send the investor
letter out, but I sent it to my attorney and you ... Don’t share it with anyone. Let Dave
Beauchamp — 480-684-1100, handle it (keep his name and number you may need if later [sic]
The legal consequences are going to be huge.”).

7 Ibid (“Dave did a work out agreement with Scott ... yet Dave never made me tell the
investors”; I talked Dave my attorney in to allowing me to continue without notifying my
investors.”; “Dave my attorney ... let me get the workout signed not tell the investors and tty to
fix the problem That was a huge mistake.”).

%8 Ibid. See, also, excerpt from DenSco Journal dated July 31, 2014, maintained by Mr. Chittick
(“It’s all going in the right direction, just not sure if it’s going fast enough. As long as David
doesn’t bug me, I feel like we are doing the right thing.” [italics added]).
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Eighth, because Mr. Chittick would have been 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 fraud (including the possible right of
all Noteholders to demand rescission), Mr, Beauchamp could not have reasonably believed that

the sophisticated accredited investors targeted by DenSco would have been inclined to invest in
Notes.

As to Mr, Beauchamp’s claim that the Defendants withdrew in May 2014 when Mr. Chittick
refused to send updated disclosures to investors, the record I have reviewed does not contain any
written communication or other documentation to corroborate such claim.?® In my experience,
based on custom and practice, ] would have expected under these circumstances that the
Defendants would have communicated the fact of their withdrawal in writing to Mr. Chittick,
and would have also had some form of internal documentation as well (i.¢., to close the file).!®
In addition, although they were no longer working toward updating the POM,'®! the Defendants
continued to provide, and bill for, legal services to DenSco through mid-July 2014,1% and
solicited additional legal work from DenSco as late as August 20, 201419 — which further
suggests that they did not withdraw at the time they assert they did.

9% See Arizona Rules of Professional Conduct, Rule 1.3, Comment [4] (“If a lawyer has served a
client over a substantial period in & variety of matters, the client sometimes may assume that the
lawyer will continue to serve on a continuing basis unless the lawyer gives notice of withdrawal.
Doubt about whether a client-lawyer relationship still exists should be clarified by the lawyer,
preferably in writing, so that the client will not mistakenly suppose the lawyer is looking after
the client's affairs when the lawyer has ceased to do so.” [italics added]).

100 Not only did the Defendants not close their files, but Mr. Beauchamp continued to biil his
time in 2016 to the “General” and “Business Matters™ file matters that Clark Hill established in
January 2014. See Plaintiff’s DS §Y 393(c) & 393(d).

101 See pages 218-219, lines 24-1, Deposition of Mr. Beanchamp (“Q. Were you bugging [Mr.
Chittick] to do a private offering memorandum in July 20147 A. No.”).

102 See Exhibit 12, Clark Hill invoice dated July 19, 2014 for services rendered through June 31,
2014 (e.g., “06/11/14 DGB [David G. Beauchamp] Review and respond to multjple emails;
transmit information to D. Chittick”; and “06/13/14 DAS [Daniel A. Schenck] Revise
Authorization form and prepare new slip sheets for updated figures; attorney conference
regarding Authorization form; prepare instruction letter to client”); Exhibit 13, Clark Hill invoice
dated August 19, 2014, for services rendered through July 31, 2014 (e.g., “07/15/14 DGB
Review, work on and respond to several emails; review documents, spread sheets and outline
issues and additional schedule needed”; and “07/15/14 DAS Multiple correspondence regarding
loan balance spreadsheets.”).

103 See letters dated May 23, June 25, July 16 and August 20, 2014, from Mr. Beauchamp to Mr.
Chittick, transmitting invoices for legal services (“Thank you again for allowing Clark Hill and
me to provide legal services to DenSco Investment Corporation. If you have any question or if
we can assist you with any other matter(s), please let me know.” [italics added]).

-24 -



Although it is not at all clear from the record that the Defendants in fact withdrew, it is apparent
that Mr. Chittick and Mr. Beauchamp had limited or no contact between July 2014 and March
2015. On March 13, 2015, Mr. Beauchamp emailed Mr. Chittick, expressing a desire to meet
with Mr. Chittick, to discuss “how things have progressed for [Mr. Chittick] since [the prior]
year,”1% Mr. Beauchamp informed Mr. Chittick that he had been reflccting on the events
surrounding the Menaged fraud, that he had second guessed himseif about many things in the
process, and that he wanted to protect Mr. Chittick as much as he could during the forbearance
settlement process.% Mr. Beauchamp’s email suggests that the Defendants did not in fact.
withdraw, but rather Mr. Beauchamp just stopped calling Mr. Chittick so as to avoid any
concerns Mr. Chittick might have had that he “was just trying to add more attorneys fees.™%

Mr. Chittick’s entries in the DenSco Journal regarding Mr. Beauchamp’s invitation to-meet and
their subsequent lunch meeting suggest that the Defendants did not in fact withdraw from
representing DenSco, but rather were simply giving him time to implement his Plan. Mr.
Chittick wrote in his DenSco Journal on March 13, 2015, “At 11pm I got an email from Dave my
attorney wanting to meet. He gave me a year to straighten stuff out we'll see what pressure I'm
under to report now.”'®" In a further entry dated March 24, 2015 (the date of their lunch
meeting), Mr. Chittick wrote, “I had lunch with David Beauchamp, [ was nervous he was going
to put a lot of pressure on me. However, he was thrilled to know where we were at and T told
him by April 15%, we’1l be down to 16 properties with seconds on them ... He said he would
give me 90 days ... I'm going to slow down the whole memorandum process t00.”"%

104 Bmail dated March 13, 2015 from Mr. Beauchamp to Mr. Chittick (“Denny: 1 would like to
meet for coffee or unch ... so we can sit down and talk about how things have progressed for
you since last year. I also would like to listen to you about your concerns, and frustrations with
how the forbearance settlement and the documentation process was handled ... I have second
guessed myself concerning several steps in the overall process, but I wanted to protect you as
much as I could. When I felt that your frustration had reached a very high level, I stopped calling
you about how things were going so that you did not feel I was just trying to add more attorneys
fees. I planned to call you after about 30 days, but then I let it slip all of last year because I kept
putting it off. T even have tried to write you several different emails, but I kept erasing them
before I could send them. I acknowledge you were justifiably frustrated and upset with the
expense and how the other lenders (and Scott at times) seemed to go against you as you were
trying to get things resolved last year for Scott, I have tried to let time pass so that we can discuss
if you are willing to move beyond everything that happened and still work with me. If not, [
would like you to know that I still respect you, what you have done and I would like to still
consider you a friend. You stood up for Scott when he needed it and I truty believe it was more
than just a business decision on your part.”).

195 Ibid. Notably, Mr. Beauchamp did not state that he wanted to protect DenSco.

19 Thid (“When I felt that your frustration had reached a very high level, I stopped calling you
about how things were going so that you did not feel I was just trying to add more attorneys
fees.”), Had the Defendants in fact withdrawn, there would have been no basis for Clark Hill to
charge DenSco for any such calls.

107 Excerpt from DenSco Journal dated March 13, 2015 [italics added].

108 Excerpt from DenSco journal dated March 24, 2015 [italics added].
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Mr. Chittick and Mr, Beauchamp resumed actively working together again in 2016, when Mr.,
Beauchamp began helping Mr. Chittick with an issue involving an audit by the Arizona
Department of Financial Institutions.!® Mr. Beauchamp testified that, at that time, Mr. Chittick
confirmed he had made full disclosure to DenSco’s investors.!'® However, it does not appear
that Mr. Beauchamp asked any questions or took any action to verify Mr. Chittick’s alleged
statement, and I have seen no evidence that such alleged statement was in fact true,

C. Events Following Mr. Chittick’s Suicide

In the months following Mr. Chittick’s suicide on July 28, 2016, the Defendants continued
representing DenSco.!!! Based on Clark Hill’s invoices, it appears that beginning on July 30,
2016, and continuing at least through September 23, 2016, Mr, Beauchamp billed DenSco for
matters relating to the wind down or transition of DenSco’s business.!'? In August:2016, Mr.
Beauchamp completed a New Business Intake Form to open a new matter for DenSco, entitled
“Business Wind Down.”'® In completing the Form, Mr. Beauchamp affirmed that “a check
[had] been run for any client, issue or business conflict,” and checked the box indicating “no” in
response to the inquiry “Is there any potential for a client, issue or business conflict?”.

During this same time period, the Defendants began representing the Estate of Denny J. Chittick
(the “Chittick Estate™).'** Also in August 2016, Mr. Beauchamp completed a New Business

192 See page 23, Defendants’ DS (“Clark Hill stopped working with DenSco and Mr. Chittick in
any capacity until 2016, when Mr. Chittick requested that Mr. Beauchamp assist with a very
limited issue involving an audit by the Arizona Department of Financial Institutions.”).

110 See page 230, lines 4-8, Deposition of Mr. Beauchamp (“Q. Before you took him on as a
client and billed hlm 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 irivestors
and he said yes.”).

l11 See, e.g., Exhibit 425, Affidavit of Ryan Lorenz dated June 21, 2017 (in which Mr. Lorenz, a
“member in the firm of Clark Hill,” confirmed that after M. Chittick’s death, “the Firm
transitioned the subject matter of its work to advice and guidance to DenSco to assist it in
winding down its business.”).

112 See Clark Hill invoices dated August 10, 2016 (e.g., time entry on July 30, 2106 referencing
“Telephone call ... regarding transition after death of D. Chittick™), September 12, 2016 (“RE:
Business Wind Down’) and October 18, 2016 (“RE: Business Wind Down). Such invoices
reflect that Mr. Beauchamp recorded 164.8 hours of services from July 30, 2016 through
September 23, 2016.

113 Clark Hill New Business Intake Form, Exhibit 708 to Deposition of Edward Joseph Hood, the
Co-General Counsel of Clark Hill, on February 8, 2019. Although the Form appears to have been
approved by Mr. Beauchamp on August 23, 2016, as indicated in the Clark Hill invoices Mr.
Beauchamp began biiling his time to this new matter on August 1, 2016.

114 See Exhibit 213 to Deposition of Mr. Beauchamp, email dated August 3, 2016 from Mr.
Beauchamp to DenSco investors (“As patt of the plan moving forward, we have filed the Will of
Denny J. Chittick (*Denny’s Will") and the necessary filings with the Probate Court to have
Shawna designated as the Personal Representative of Denny’s Estate, which is what Denny ]
Will provides.”).
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Intake Form for the Chittick Estate as a new client.!'’> In completing this Form, Mr. Beauchamp
also affirmed that “a check [had] been run for any client, issue or business conflict,” and checked
the box indicating “no” in response to the inquiry “Is there any potential for a client, issue or
business conflict?”. Clark Hill entered info an engagement letter with Mr. Chittick’s sister,
Shawna Heuer, dated August 2, 2016, with respect to the Chittick Estate.!!¢

Despite the fact that Mr. Beauchamp indicated on both New Business Intake Forms that there
was no potential for a conflict of interest, Mr. Beauchamp testified that he had “extensive”
discussions with Ms. Heuer regarding the attorney-client relationship, including potential
conflicts that he and Clark Hill had with respect to representing DenSco, and that Clark Hill was
concerned about potential claims that could be made against it regarding Mr. Beauchamp’s
representation of DenSco.!!? In addition, Edward Joseph Hood, the Co-General Counsel of
Clark Hill, testified that, as of early August 2016, “it was a possibility” that Clark Hill could
reasonably anticipate that a receiver for DenSco might sue the firm for damages.!'® I have seen
no evidence in the record I have reviewed of any conflict waivers provided by or on behalf of
either DenSco or the Chittick Estate.

With the assistance of Clark Hill as counsel to the Chittick Estate, Ms. Heuer was appointed the
personal representative of the Chittick Estate on August 4, 2016,''° Mr, Beauchamp testified

that the Defendants resigned from representing the Chittick Estate immediately after the probate
proceeding,'? although the record I have reviewed does not contain any paperwork terminating

115 Exhibit 707 to Deposition of Mr. Hood, Clark Hill New Business Intake Form. This Form
appears to have been approved by Mr. Beauchamp on August 3, 2016,

116 Bxhibit 707, Deposition of Mr. Hood.

117 See pages 447-448, lines 19-15, Deposition of Mr. Beauchamp (“Q. Did you have a
discussion with Shawna about what the attorney/client relationship was with her, with respect to
your representation of DenSco? A. Yes, extensive. Q. Did you discuss with her potential
conflicts of interest that you and Clark Hill would have with respect to representing DenSco? A.
Yes. ... Q. Did you disclose to ber that Clark Hill was concerned about potential claims that
could be made against Clark Hill regarding your representation of DenSco? A. Yes.").

I8 See page 140, lines 10-20, Deposition of Mr. Hood (“Q. All right. On August 2nd, August
3rd, 2016, with all of the information that Clark hili [sic] knew, could Clark Hill reasonably
anticipate that a receiver might sue Clark Hill for damages? ... THE WITNESS: ... I suppose it
was a possibility™). See also page 145, Deposition of Mr, Beauchamp (referring to a letter dated
August 9, 2016 from Kevin Merritt of Gammage & Burnham to Mr. Beauchamp: “Since you are
meeting with Wendy, for the moment it seems that you are still representing DenSco in some
capacity. While you have conflict issues, do you expect Clark Hill to have to resign from all
representations or do you think Clark Hill can continue to represent the estate since your firm
filed the probate, or is it still being sorted through?” [italics added]).

!9 See Exhibit 216, Deposition of Mr. Beauchamp, Letters of Appointment of Personal
Representative and Acceptance of Appointment as Personal Representative, submitted by Clark
Hill, signed by Clerk of the Superior Court on August 4, 2016.

120 See page 476, lines 5-20, Deposition of Mr. Beauchamp (“Let’s turn to Exhibit 216. And just
to get it in our timeframe, this is the probate petition ... for the appointment of a personal
representative for Mr. Chittick’s estate. A. Correct. Q. So it’s filed on August 4th, and Clark Hill
is representing the petitioner, right? A. And we resigned immediately after this, Q. Right. And
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the attorney-client relationship with the Chittick Estate. However, on August 15, 2016, Mr.
Beauchamp, in responding to an email inquiry from a title insurance company, stated that the
Defendants were no longer counsel to the Chittick Estate, and that they had resigned “/djue to

potential conflicts of interest.”'*! Mr. Beauchamp’s former firm, Gammage & Burnham, became
legal counsel for the Chittick Estate,

Despite concerns with respect to such conflicts of interest, on August 3, 2016, Mr. Beauchamp
began corresponding directly with DenSco’s investors stating his intent “to determine the best
procedure to close down DenSco’s business and return the capital contributed by DenSco’s
investors,”122

In his email to investors on August 3, 2016, Mr. Beauchamp suggested that it was not in the
financial interests of the investors to have a receiver or trustee appointed to conduct the wind
down of DenSco (nor in the financial interests of any investor to have a supervisory role by
being appointed to DenSco’s board of directors):

“If whoever is in charge of DenSco does not work with the Investors, then DenSco will
either be put into bankruptcy or have a Receiver appointed, which will incur costs on
behalf of the Investors and DenSco that will significantly reduce what will be available to
return to the Investors. For example, one of the recent reports concerning liquidation of
companies owing money to investors indicated that the costs associated with a
bankruptcy or a Receiver can reduce the amount to be paid to investors by almost half or
even a much more significant reduction.... In order to maximize the available return to
all of the Investors ... we would like to keep DenSco out of a protracted bankruptcy.or a
contentious Receivership proceeding... As indicated above, various studies have shown
that the third party costs and legal and other professional fees and costs and the inherent
delays in bankruptcy and / or Receivership proceedings can consume more than 35% of
the available money that should or would otherwise be available to be returned to
Investors.... If we are going to proceed informally to keep costs down, ... we would like
to create an ‘Advisory Board’ of 5 Investors to mest with and to advise DenSco with
respect to the information obtained and how that information can be used to cost-
effectively help DenSco recover funds that are owed to DenSco. We intend to structure

this was the issue you said you had a discussion with her about the conflict of interest and she
waived it. True? ... A. I had the discussion, Michelle Tran had the discussion, and, yeah, that
was one of the several conversations.”).

12! Exhibit 288A to Deposition of Mr. Beauchamp, email dated August 15, 2016 from Mr.
Beauchamp to Chris Hyman, Executive Vice President, American Title Service Agency (“Given
the need to move quickly on certain items, we only represented the Estate so that a Personal
Representative would be appointed for The Estate right away. Due to potential conflicts of
interest, we have resigned as counsel to the Estate and new counsel has been appointed or is
being appointed for the Estate. ... Gammage & Burnham will be representing the Estate going
forward.”™).

122 Bxhibit 213 to Deposition of Mr. Beauchamp, email dated August 3, 2016 from Mr.
Beauchamp to DenSco investors (in which Mr. Beauchamp also indicates that part of the DenSco
wind down includes the “need to better understand ... claims that DenSco has against either
Auction.com or Scott Menaged (or some other parties)” [italics added]).
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this as an Advisory Board to protect the members of this Advisory Board from any
potential liability based upon their role with DenSco. Specifically, the Advisory Board
would onty have an advisory position with DenSco as opposed to a full authority
position, which is to distinguish this situation from having these Investors appointed to
the Board of Directors.”*

Similarly, in his email correspondence with investors on August 8 and 9, 2016, Mr. Beauchz.@p
suggested that it was not in the financial interests of the investors to have the Securities Division
of the Arizona Corporation Commission take an active role either:

“We need to be willing but not overly anxious to turn it over to the Securities Division.
Several people in government made names and careers with the Mortgages Ltd. matter
and we do not want this to turn into anything like that.”!24

“With respect to your question concerning the Wednesday meeting, the Director of
Enforcement had someone from her office relay a message to me that they do not want
any Investors (or attorneys for Investors) at the Wednesday meeting.”!2°

In contrast, at the court hearing to appoint a receiver little more than ong week later, both new
counsel for Chittick’s Estate’s, Mr. Polese of Gammage & Burnham, and Wendy Coy, Director
of Enforcement, Securities Division, Arizona Corporation Commission, testified that it was
urgent that a receiver be appointed.'?®

123 See Exhibit 213, email dated August 3, 2016 (11:35 pm) from Mr, Beauchamp to DenSco
investors [italics added]. Curiously, it appears that earlier in the day, Mr. Beauchamp was
instructed by the Director of Enforcement, Securities Division, Arizona Corporation
Commission, that a receiver in fact may need to be appointed. See Exhibit 217 to Deposition of
Mr. Beauchamp, letter dated Aungust 4, 2016 from Wendy Coy, Director of Enforcement,
Securities Division, Atizona Corporation Commission, to Mr. Beauchamp (“Thank you for
contacting the Securities Division yesterday. I appreciate your willingness to speak with us and
to take control of a very sad and problematic situation. We look forward to working with you to
resolve any issues that may arise.... In addition, we discussed that #o assets should be dissipated
until a receiver and/or a forensic accountant has reviewed the books and records of DenSco
Investments Corporation and a plan is in place vegarding the business.” [italics added]).

124 Exhibit 256, Deposition of Mr. Beauchamp, email dated August 9, 2016 from Mr,
Beauchamp to investor Craig Hood, copying other investors.

125 Exhibit 256, Deposition of Mr. Beauchamp, email dated August 8, 2016 from Mr.
Beauchamp to investor Craig Hood, copying otheér investors.

126 See Reporter’s Transcript of Digital Recording (pages 5-6, Mr. Polese: “In fact, we think the
receiver needs to be appointed as soon as possible.... Everybody knows that we need to get
somebody in place to protect the good notes that are out there that — that are going to be

collected”; page 6, Ms. Coy: “We, too, agree and believe that a receiver needs to be immediately
appointed.”).
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Mr. Beauchamp continued communicating directly with investors.'?” In addition, it appears that
Mr. Beauchamp took it upon himself to act as a quasi-receiver or liquidator with respect to the
wind down of DenSco. The time entries in the Clark Hill invoices for August and September
2016 (especially prior to the appointment of the Receiver) suggest that Mr. Beauchamp was
much more involved in the wind down aspects of DenSco’s business than, in my opinion,.
attorneys normally would be, and doing so with limited supervision or oversight by, or
instruction from, an authorized and competent representative of his client DenSco.!?® Further, in
the absence of a receiver or trustee, Mr. Beauchamp should have reasonably expected that he
would bear considerable responsibility for the multitude of non-legal tasks required to liquidate
DenSco’s assets and wind down its business — e.g., collecting, properly handling, and accounting
for funds received from borrowers; negotiating with borrowers and/or pursuing foreclosure
proceedings; monitoring, analyzing and monetizing all other loans; completing projects and
selling properties where appropriate; valuations; allocating and distributing funds to investors;
and maintaining books and records, preparing financial statements, filing tax returns and paying
taxes, reporting interest income of investors, and numerous other tasks.!?

On August 17, 2016, the Arizona Corporation Commission filed legal action alleging that
DenSco violated various Arizona securities laws.!*® The Arizona Corporation Commission
requested that the court appoint a receiver to preserve DenSco’s assets for the benefit of its

127 See, e.g., email dated August 20, 2016 from an investor, Robert Brinkman (“Mzr. Beauchamp
... Can you please let me know if there was a POM for 2013 and 2015 or if 2011 was the last
POM?), to which Mr. Beauchamp responds one day later (“My law firm started preparing the
2013 POM, but we were put on hold. After the Forbearance agreement [sic] was signed by Scott
Menaged, we started to amend the 2013 draft POM, but we stopped and withdrew as securities
Counsel [sic] for DenSco. Denny was supposed to get other counsel and finish the POM in 2014,
but I do not know if that happened. After that issue, I only was asked to help DenSco with the
audit by the AZ Department of Financial Institutions.”)). See also Exhibit 709, Deposition of Mr.
Hood, letter dated August 9, 2016 from Scott A. Swinson (attorney for Mr. Brinkman) to
Michelle Tran at Clark Hill (“I represent Rob Brinkman, as an investor/creditor of DenSco
Investment Corporation. He has forwarded to me the various e-mails regarding Densco [sic]
generated by Mr. Beauchamp. From some of the statements Mr. Beauchamp has made in his e-
mails, it sounds as though your firm represented either Mr. Chittick and/or Densco prior to Mr.
Chittick’s death, If this is in fact the case, / would appreciate a confirmation from your firm that
you have considered the potential of a conflict of interest in your representation of the Chittick
estate and you {sic] determination that no conflict exists.” [italics added]).

128 e, ¢.g., Clark Hill invoice time entries for 8/17/16 (“several telephone calls ... regarding
loan payoffs, issues and procedure™); 8/19/16 and 8/23/16 (“several telephone calls with escrow
agents, borrowers and real estate agents concerning loan payoffs, issues and procedure”). See
also page 27, lines 2-3, Defendants’ DS (“Ms. Heuer had no knowledge of DenSco’s business,
records, or hard money lending in general.”).

129 Gee section entitled “DenSco was a ‘One-Man Shop” below.

130 Verified Complaint dated August 17, 2016 Arizona Corporation Commission, Plaintiff v.
DenSco, Defendant.
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investors.!3! On August 18, 2016, the court held a receivership hearing and appointed Peter
Davis as the Receiver for the assets of DenSco.'*

Although he made a contrary statement only one week prior,!*> at the receivership hearing Mr.
Beauchamp testified that “he concurrently represented both DenSco and Denny Chittick
personally.”!34 That assertion created certain joint attorney-client privilege issues that
complicated and delayed the Receiver’s ability to obtain and utilize DenSco’s files from Clark
Hill.'*% Accordingly, to obtain and utilize certain DenSco files in this Case, the Receiver needed
to obtain a waiver of privilege from the Chittick Estate, which delayed the Receiver’s receipt of
DenSco’s files and its ability to bring claims against the Defendants.

On December 9, 2016, the Receiver filed a Notice of Claim against the Chittick Estate based on
the frauds perpetrated by Mr. Menaged and asserted, among other things, claims that Mr.
Chittick breached his fiduciary duties owed to DenSco. %

13! See paragraph 23, Verified Complaint dated August 17, 2016 Arizona Corporation
Commission, Plaintiff v. DenSco, Defendant (“The ACC requests this Court appoint a Receiver
on an interim basis to take control of the assets of DenSco and to marshal and preserve its assets
for the benefit of the defrauded investors.”).

132 See page 1, Preliminary Report of Peter S. Davis, as Receiver of DenSco dated September 19,
2016 (“On August 18, 2016, Peter Davis (‘Receiver’) was appointed the Receiver for the assets
of DenSco by the Honorable Lori Horn Bustamante of the Maricopa County Superior Court.”).
133 See Mr. Beauchamp’s letter dated August 10, 2016 to Ms. Coy, in which he claimed “T have
not previously represented Denny Chittick.” But see pages 118-119, lines 23-9, Deposition of
Mr. Beauchamp (Mr. Beauchamp asserted that he took action to correct the statement made to
Ms. Coy). -

134 See Exhibit 317, email dated August 30, 2016 from Kevin Merritt (attorney for the Chittick
Estate, and also Mr. Beauchamp’s former colleague at Gammage & Burnham) to Mr.
Beauchamp and Ryan Anderson (an attorney representing the Receiver), copying the Receiver,
Mr. Polese (attorney for the Chittick Estate), among others (“I would like to remind ¢veryone
that David testified at the receivership hearing that he concurrently represented both DenSco and
Denny Chittick, personally.”); see also email dated August 15, 2016 from Mr. Polese to Ms.
Coy, copying Mr. Beauchamp, among others (“It is my view and that of Dave Beanchamp,
Denny viewed David as both his company attorney and personal attorney.”). See pages 133-134,
lines 7-11, Deposition of Mr. Beauchamp (“Based on the information that I have now ... I would
say it’s not true [that “Mr. Chittick considered that I was his counsel as well as counsel for
DenSco”]. ... At the time I did this declaration [draft received August 17, 2016), I had a different
understanding of what counsel was, ... T have since understood that, no, I’m representing the
company”).

135 See, e.g., Order Appointing Receiver dated August 18, 2016 (“Tt is further ordered the
Receiver may not waive the attorney-client privilege as to Chittick’s communications with
Beauchamp without the Estate’s consent. The Receiver must obtain court approval before
waiving the privilege as to DenSco if the Estate does not consent to the waiver.”).

136 See Notice of Claim Against Estate of Denny J. Chittick filed December 9, 2016 (“the
Receiver has the following claims against Chittick: Conversion, common law fraud, breach of
fiduciary duty as director and officer of DenSco, fraudulent transfer (both actual and
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On September 14, 2017, the Receiver filed a petition seeking to initiate this Case. That petition
was granted on October 10, 2017, and the Complaint in this Case was filed on October 16,
2017137

III. APPLICABLE STANDARD OF CARE

The standard of care generally applicable to the Defendants required the exercise of that degree
of skill, care and knowledge commonly exercised by a member of the legal profession in similar
circumstances.

A.  General Application

Both the Model Rules of Professional Conduct adopted by the American Bar Association and the
Restatement of the Law (Third), The Law Governing Lawyer’s Civil Liability, adopted by the
American Law Institutes, provide guidance in this regard:

. § 50 Duty of Care to a Client, Restatement of the Law (Third): “For purposes of liability
..., a lawyer owes a client the duty to exercise care within the meaning of § 52 in
pursuing the client's lawful objectives in matters covered by the representation.”

. § 52 The Standard of Care, Restatement of the Law (Third): “a lawyer who owes a duty
of care must exercise the competence and diligence normally exercised by lawyers in
similar circumstances.”

. § 16A Lawyer’s Duties to a Client — In General, Restatement of the Law (Third): “To the
extent consistent with the lawyer’s other legal duties and subject to the other provisions
of this Restatement, a lawyer must, in matters within the scope of the representation: (1)
proceed in a manner reasonably calculated to advance a client’s lawful objectives, as
defined by the client after consultation; (2) act with reasonable competence and diligence;
[and] (4) fulfill valid contractual obligations to the client.” h

. Rule 1.1 (Competence) of the Model Rules of Professional Conduct: “A lawyer shall
provide competent representation to a client. Competent representation requires the legal
knowledge, skill, thoroughness and preparation reasonably necessary for the
representation.” %8

constructive) pursuant to A.R.S §§ 44-1004 et seq., unjust enrichment, or, alternatively, gross
negligence or negligence as an officer or director of DenSco.”). See also Plaintiff’s DS § 408.
137 See Plaintiff’s DS §f 413 & 415.

138 See, also, Model Rules of Professional Conduct, Rule 1.1, Comment [1] (“In determining
whether a lawyer employs the requisite knowledge and skill in a particular matter, relevant
factors include the relative complexity and specialized nature of the matter, the lawyer’s general
experience, the lawyer’s training and experience in the field in question, the preparation and
study the lawyer is able to give the matter. ... Expertise in a particular field of law may be
required in some circumstances.”); and Comment {5] (“Competent handling of a particular
matter includes inquiry into and analysis of the factual and legal elements of the problem, and
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. Rule 1.3 (Diligence) of the Model Rules of Professional Conduct: “A lawyer shall act
with reasonable diligence and promptness in representing a client.”!3*

. Preamble (A Lawyer’s Responsibilities) [20] to the Model Rules of Professional
Conduct: “since the Rules do establish standards of conduct by lawyers, a lawyer’s
violation of a Rule may be evidence of breach of the applicable standard of conduct.”

Further, lawyers may not assist a client in conduct the lawyer knows is fral.}dulent. This
prohibition is contained in paragraph (d) of Rule 1.2 (Scope of Representation and Allocation of
Authority between Client and Lawyer), and illaminated in certain of the Comments to the Rule:

. “Comment [10]: When the client’s course of action has already begun and is continuing,
the lawyer’s responsibility is especially delicate. The lawyer is required to avoid
assisting the client, for example, by drafting or delivering documents that the lawyer
knows are fraudulent or by suggesting how the wrongdoing might be concealed. A
lawyer may not continue assisting a client in conduct that the lawyer originally supposed
was legally proper but then discovers is criminal or fraudulent. The lawyer must,
therefore, withdraw from the representation of the client in the matter. See Rule 1.16(3).

. Comment [11]: Where the client is a fiduciary, the lawyer may be charged with special
obligations in dealings with a beneficiary.”

Lawyers take on enhanced responsibilities when the client is an organization, because an
organization can only act through its individual representatives, who are not the client. See, for
example, Rule 1.13 (Organization as Client) of the Model Rules of Professional Conduct:

. “(a} A lawyer employed or retained by an organization represents the organization actmg
through its duly authorized constituents. ;

use of methods and procedures meeting the standards of competent practitioners. It also includes
adequate preparation. The required attention and preparation are determined in part by what is at
stake; major litigation and complex transactions ordinarily require more elaborate treatment than
matters of lesser consequence.”).

13% See, also, Model Rules of Professional Conduct, Rule 1.3, Comment [3] (“A client’s interests
often can be adversely affected by the passage of time ....”); aud Comment [4] (“Unless the
relationship is terminated as provided in Rule 1.16, a lawyer should carry through to conclusion
all matters undertaken for a client. ... If a lawyer has served a client over a substantial period in a
variety of matters, the client sometimes may assume that the lawyer will continue to serve on a
continuing basis unless the lawyer gives notice of withdrawal. Doubt about whether a client-
lawyer relationship still exists should be clarified by the lawyer, preferably in writing, so that the

client will not mistakenly suppose the lawyer is looking after the client's affairs when the lawyer
has ceased to do so.” [italics added)).
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. (b) If a lawyer for an organization knows that an officer, employee or other person
associated with the organization is engaged in action, intends to act or refuses to actina
matter related to the representation that is a violation of a legal obligation to the
organization, or a violation of law that reasonably might be imputed to the organization,
and that is likely to result in substantial injury to the organization, then the lawyer shall
proceed as is reasonably necessary in the best interest of the organization.”!40

Lawyers must also be sensitive to conflicts of interest, both among clients and between clients
and themselves. See, for example, Rule 1.7 (Conflict of Interest: Current Clients) of the Model
Rules of Professional Conduct:

. “(a) Except as provided in paragraph (b), a lawyer shall not represent a client if the
representation involves a concurrent conflict of interest. A concurrent conflict of interest
exists if: (1) the representation of one client will be directly adverse to another client; or
(2) there is a significant risk that the representation of one or more clients will be
materially limited by the lawyer’s responsibilities to another client, a former client or a
third person or by a personal interest of the lawyer.!!!

140 See, also, Model Rules of Professional Conduct, Rule 1.13, paragraph (c) (“[...] if (1) despite
the lawyer’s efforts in accordance with paragraph (b) the highest authority that can act on behalf
of the organization insists upon or fails to address in a timely and appropriate manner an action,
or a refusal to act, that is clearly a violation of law, and (2) the lawyer reasonably believes that
the violation is reasonably certain to result in substantial injury to the organization, then the
lawyer may reveal information relating to the representation whether or not Rule 1.6 permits
such disclosure, but only if and to the extent the lawyer reasonably believes necessary to prevent
substantial injury to the organization.”); and Comment [3] (“Paragraph (b) makes clear, however,
that when the lawyer knows that the organization is likely to be substantiaily injured by.action of
an officer or other constituent that violates a legal obligation to the organizetion or i5 in violation
of law that might be imputed to the organization, the lawyer must proceed as is reasonably
necessary in the best interest of the organization. As defined in Rule 1.0(f), knowledge can be
inferred from circumstances, and a lawyer cannot ignore the obvious.” [italics added]).

141 See, also, Model Rules of Professional Conduct, Rule 1.7, Comment [1] (“Loyalty and -
independent judgment are essential elements in the lawyer’s relationship to a client. Concurrent
conflicts of interest can arise from the lawyer’s responsibilities to another client ... or from the
lawyer’s own interests.”); Comment [2] (“Resolution of a conflict of interest problem under this
Rule requires the lawyer to: 1) clearly identify the client or clients; 2) determine whether a
conflict of interest exists; 3) decide whether the representation may be undertaken despite the
existence of a conflict, i.e., whether the conflict is consentable; and 4) if so, consult with the
clients affected under paragraph (2) and obtain their informed consent, confirmed in writing.”);
Comment [3] (“A conflict of interest may exist before representation is undertaken, in which
event the representation must be declined, unless the lawyer obtains the informed consent of
each client ....”); Comment [6] (“... absent consent, a lawyer may not act as an advocate in one
matter against a person the lawyer represents in some other matter, ever when the matters are
wholly unrelated.” {italics added]); Comment [8] (“Even where there is no direct adverseness, a
conflict of interest exists if there is a significant risk that a lawyer’s ability to consider,
recommend or carry out an appropriate course of action for the client will be materially limited
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. (b) Notwithstanding the existence of a concurrent conflict of interest under paragraph (a),
a lawyer may represent a client it ... (4) each affected client gives informed copsent,
confirmed in writing.”

Under certain circumstances, a lawyer must withdraw from an attorney-client representation.
See, for example, Rule 1.16 (Declining or Terminating Representation) of the Model Rules of
Professional Conduct:

. “(a) ... a lawyer shall not represent a client or, where representation has commenced,
shall withdraw from the representation of a client if: (1) the representation will result in
violation of the rules of professional conduct or other law; ...." 4

The Rules of Professional Conduct in Arizona (where DenSco was based and Mr. Beauchamp
was admitted to practice) are consistent with such Model Rules of Professional Conduct adopted
by the American Bar Association.'®

In the course of working on a matter, lawyers sometimes make mistakes. However, not every
mistake made by a lawyer is considered a violation of the standard of care. Instead, a violation
of the standard of care happens when a lawyer handles a matter inappropriately due to a failure
to exercise the ordimary care of a reasonably competent lawyer in the same or similar
circumstances. The mistake must be viewed within the context of the facts and circumstances of
the particular engagement, specifically consideting whether the mistake made under such
circumstances rises to the level of violating the standard of care. A lawyet may be liable only if
the mistake rises to the level of violating the standard of care.

as a result of the lawyer’s other responsibilities or interests. ... The conflict in effect forecloses
alternatives that would otherwise be available to the client. ... The critical questions [include]
whether [the difference in interests] will ... foreclose courses of action that reasonably should be
pursued on behalf of the client.” [italics added]); and Comment [10] (*The lawyer’s own
interests should not be permitted to have an adverse effect on representation of a client. For
example, if the probity of a lawyer’s own conduct in a transaction is in serious question, it may
be difficult or impossible for the lawyer to give a client detached advice.”).

142 See, also, Model Rules of Professional Conduct, Rule 1.16, Comment [2] (*A lawyer
ordinarily must decline or withdraw from representation if the client demands that the lawyer
engage in conduct that is illegal or violates the Rules of Professional Conduct or other law.”),
See also Model Rules of Professional Conduct, Rule 1.2, Comment [10] (“In some cases,
withdrawal alone might be insufficient. It may be necessary for the lawyer to give notice of the
fact of withdrawal and to disaffirm any opinion, document, affirmation or the like.”).

143 See Arizona Rules of Professional Conduct,
https://www.azbar.org/ethics/rulesofprofessionalconduct/. One difference between the Model
Ruies of Professional Conduct and the Arizona Rules of Professional Conduct is worth noting
here: Comment [11] of Rule 1.2 of the Arizona Rules of Professional Conduct makes clear that
“a lawyer may be required to disclose information relating to the representation to avoid being
deemed to have assisted the client’s crime or fraud.”
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It is important to evaluate compliance with the standard of care in each instance where relevant.
The facts and circumstances of each engagement, and with respect to each task within each.
engagement, are different and often unique, and compliance must be measured by taking into
account the particular facts and circumstances of each such engagement and task. And because
the proper exercise of the standard of care is dependent on the knowledge of the lawyer, the
particular facts and circumstances should take into account the information that the lawyer knew
or should have known at all relevant times.

Further, in evaluating compliance with the standard of care, it is important to note the distinction
between standard of care and best practices. While standard of care refers to the exercise of that
degree of skill, care and knowledge commonly exercised by a member of the legal profession in
similar circumstances, best practices is a much higher standard, one to which lawyers should
aspire. Lawyers may be liable for failing to meet the standard of care; but not for failing to
engage in best practices.

In my experience, when a lawyer or law firm takes on a new client engagement, there is an
allocation of tasks and other responsibilities as between the lawyers, on the one hand, and the
client or the client’s other advisors, agents and representatives, on the other hand. Sometimes
such allocations are expressly addressed in an engagement letter or some other documentation,
but quite frequently such allocations are casually discussed, or ¢ven implicitly understood,
between lawyers and their clients based on prior history, course of conduct and/or reasonable
expectations. And when the client is an entity with limited personnel, and no in-house legal
team, the lawyer should reasonably expect that he or she may need to play a more active role in
the course of the attorney-client relationship, than under other circumstances.

Regardless of the allocation of responsibilities between the client and the lawyer, an experienced
lawyer engaged on a legal matter is expected to have greater experience and expertise in that
particular area of the law, especially where the lawyer has worked on similar matters in the
specific area of the law many times, such as in securities offerings. The applicable standard of
care may require that the lawyer take the time to ensure that the client understands its
responsibilities and that it is capable of performing such responsibilities, and that the lawyer
properly coordinates the client’s responsibilities with the lawyer’s responsibilities. For example,
the applicable standard of care may require that the lawyer pay special attention to the adequacy
of disclosures made in a securities offering, particularly when the offering is doneona =
continuous basis.

In addition, a law firm is generally subject to civil liability for the acts or omissions of any
principal of the firm who was acting in the ordinary course of the firm’s business.'** “When a
client retains a lawyer with [an affiliation with a law firm], the lawyer’s firm assumes the

144 Restatement (Third) of the Law Governing Lawyers § 58 (2000) (“A law firm is subject to
civil liability for injury legally caused to a person by any wrongful act or omission of any .
principal or employee of the firm who was acting in the ordinary course of the firm’s business or
with actual or apparent authority.”).
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authority and responsibility of representing that client, unless the circumstances indicate
otherwise ... and the firm is liable to the client for the lawyer’s negligence.”!%

B. Securities Laws

From the early 2000s to at least mid-2014,4 Mr. Beauchamp provided securities advice to
DenSco in connection with its offer and sale of Notes.!#7 He “advised DenSco regarding its
Private Offering Memoranda, which DenSco generally updated every two years. He helped draft
the 2003, 2005, 2007, 2009 and 2011 POMs.”!*® Because of his role as securities counsel for
DenSco, the standard of care applicable to Mr. Beauchamp required a basic understanding of
securities law applicable to DenSco’s offering of Notes, including the following.

The issuance of securities is regulated by federal and state law, Under both the federal Securities
Act of 1933 and the Arizona Securities Act, the offer and sale of securities must be registered
with the appropriate regulatory agency (i.e., the SEC or the Arizona Corporation Commission,
respectively), or be subject to an exemption from such registration. Issuers must strictly adhere
to the requirements of an exemption, as the failure to do so results in an unlawful offering, with
the accompanying penalties and liabilities, including potential criminal liability. DenSco’s
offerings were intended to fall within the “private placement” exemption from registration
pursuant to Regulation D promulgated under the Securities Act of 1933,14°

Although Regulation D itself does not mandate that any specific disclosures be provided to
investors that are “accredited investors,”!>® other provisions of the securities laws regulate
disclosures provided to investors, including pursuant to a private placement. For example, SEC

145 Staron v. Weinstein, 701 A.2d 1325 (N.J. Super. Ct. App. Div. 1997) at 1328 (citing
Restatement (Third) of the Law Governing Lawyers § 79 (Tentative Draft No. 8, 1997) [ellipses
in original]).

146 See pages 3-4, Defendants’ DS.

147 See pages 2-3, Defendants’ DS.

148 Page 5, lines 7-8, Defendants’ DS; see, also, pages 256-257, lines 22-3, Deposition of Mr.
Beauchamp (Mr. Beauchamp testified that it was his practice to revise the POM every two years
based on a suggestion “made by a former SEC official, that given the nature of this industry, two
years would be an appropriate time. However, if something material happened before then, you
need to tell your client this has to be disclosed.”).

142 See page ii, 2011 POM (“The Notes are offered pursvant to exemptions provided by Section
4(2) of the [Securities Act of 1933], Regulation D thereunder, certain state securities laws and
certain rules and regulations promulgated pursuant thereto.” [quoted text was upper case bold in
original]).

130 Defined in Rule 501(a) of Regulation D to include high net worth individuals and certain
other persons or entities. Rule 502(b) of Regulation D specifies the type of information that must
be furnished “a reasonable time prior to sale” to any purchaser that is not an accredited investor.
It is good practice to provide such information to accredited investors in addition to non-
accredited investors.
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Rule 10b-5, promulgated under Section 10(b) of the Securities Exchange Act of 1934;15!
provides that it is unlawful, in connection with the sale of securities, “to make any untrue
statement of a material fact or to omit to state a material fact necessary in order to make the
statements made, in light of the circumstances under which they were made, not misleading, "2

Disclosures that are provided to investors in a private placement offering are typically coptained
in a written document, often called a private offering memorandum. Such a POM is a disclosure
document used to solicit investment in private securities transactions. A POM is provided to
prospective investors to provide such investors with information regarding the issuer and the
securities it intends to issue. Generally, a POM describes the business, the investment
opportunity, the associated risks, the management team, historical performance and expected
performance of the business. Disclosures made in a POM are regulated under the federal
securities laws by, among other laws and rules, Rule 10b-5. DenSco’s POMs offered Notes
according to the terms set forth therein.

An important concept to bear in mind in private placement offerings is called “integration.”
Essentially, Regulation D provides that all sales that are part of the same private placement
offering are integrated, such that each and every sale of a security must meét all of the
requirements for offerings pursuant to Regulation D.!33 In other words, unless the offerings of
Notes by DenSco pursuant to its various sequential POMs were not of the “same or a similar
class” as the Notes offered pursuant to the immediately prior POM, or such offerings were - -
separated by at least six months, then under Regulation D afl sales of Notes by DenSco would be
integrated and treated as a single continuous offering (notwithstanding language to the contrary
in the POMs).!> As a result, if the sale of even a single Note was not made in compliance with
the requirements of Regulation D, then by virtue of integration, the private placement exemption

151 The 2011 POM prepared by Mr. Beauchamp incorrectly refers to this provision of federal
securities laws as “Section 10b-5.” See page 24. :

152 17 CFR 240.10b-5 [Employment of manipulative and deceptive devises]; see also Arizona
Revised Statutes Section 44-1991 [Fraud in purchase or sale of securities] (“It is a fraudulent
practice and uniawful for a person, in connection with a transaction or transactions within or
from this state involving an offer to sell or buy securities, or a sale or purchase of securities, ...
directly or indirectly to do any of the following: ... 2. Make any untrue statement of material
fact, or omit to state any material fact necessary in order to make the statements made, in the
light of the circumnstances under which they were made, not misleading.”).

153 Rule 502(a) of Regulation D (“All sales that are part of the same Regulation D offering must
meet all of the terms and conditions of Regulation D. Offers and sales that are made imore than
six months before the start of a Regulation D offering or are made more than six months after
completion of a Regulation D offering will not be considered part of that Regulation D offering,
so long as during those six month periods there are no offers or sales of securities by or for the
issuer that are of the same or a similar class as those offered or sold under Regulation D, other
than those offers or sales of securities under an employee benefit plan as defined in rule 405
under the [Securities Act of 19331.”).

154 See page (i), 2011 POM (“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.”).
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may have been rendered unavailable — resulting in an unlawful offering with respect to the sale
of all Notes.

Continuous offerings, such as those conducted by DenSco, are especially challenging due to the
continuous and uninterrupted obligation to be compliant with the exemption and other legal
requirements. For example, under both federal and Arizona law, there is a risk that issuers may
be committing securities fraud if they fail to provide current and accurate disclosures to investors
in connection with the sale of securities. As a result, because of the continuous nature of its
securities offerings, DenSco needed to be able to timely update the disclosures provided to
investors so as to correct any material misstatement or omission before such investors purchased
(or committed to purchase) DenSco securities.!* This would require both the constant
monitoring of the accuracy of the content of the POMs and the ability to promptly correct and
distribute updated disclosures.

In my opinion, the applicable standard of care would require that Mr. Beauchamp be aware of at
least the following requirements nunder the federal securities laws and advise his client DenSco
accordingly:

. The offer and sale of all Notes was subject to compliance by DenSco with Regulation D
and Rule 10b-5.

. If at any point in time, the applicable POM was no longer in compliance with Rule 10b-5,
DenSco must immediately cease offering and selling Notes (whether to new or existing

investors, and whether for new monetary consideration or in consideration of the roliover
of Notes).

. In the event that the applicable POM was no longer in compliance with Rule 10b-5,
DenSco must not resume offering or selling Notes unless and unti! updated and compliant
disclosures are provided to investors.

) Because of the continuous nature of the offerings, both pursuant to each individual POM
and presumably across all POMs, the apparently arbitrary two-year time périod limitation
imposed by Mr. Beauchamp and as set forth in the POMs would have had no impact on
integration or compliance under Regulation D and Rule 10b-5.

135 See page 24, 2011 POM (“In order to continue offering the Notes during this [two year]
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
Jailure to update this Memorandum as required could result in the Company being subject to a
claim under Section 10b-5 [sic] of the Securities Act for employing 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.” [italics added]). See, also, pages 92-95, lines
7-8, Deposition of Daniel Schenck on June 19, 2018 (“My understanding would be that [the
POM] needs to be amended, you know, when there is new information or a change in’ ‘
circumstances from what’s described in there. That was my understanding™).
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. DenSco’s failure to comply at all times with Regulation D and Rule 10b-5 could result in
material penalties and liabilities, including potential criminal liability.

IV. ANALYSIS AND OPINIONS
A, DenSce was a “High-Risk” Client

Prior to engaging with a new client and forming an attorney-client relationship with that new
client, an attorney should evaluate the goals and requirements of the client and the ability of the
attorney to reasonably address those requirements. This is implicit in the duties owed by
attorneys to their clients once the attorney-client relationship is formed, including the obligation
to “provide competent representation to a client™!>¢ and “act with reasonable diligence and
promptness in representing a client.”'”” In making such evaluation, it is important for the
attorney to do an “analysis of the factual and legal elements”'>® and consider “the relative
complexity and specialized nature of the matter.”!*® Cousistent with such obligations, in my
opinion attorneys should, and in accordance with custom in practice do, evaluate and assess
whether, and to what extent, the client is able to understand and comply with its legal obligations
and the advice of the attorney in the particular matter.

In my experience, certain clients may require extraordinary monitoring and counseling due to the
nature of their business operations, the regulatory environment in which they operate, a lack of
critical resources (including manpower) or internal controls, an inability (or unwxlhngness) to
comply with legal obligations and attorney advice, and other factors. Such a client'poses a
material risk to both itself and to its attorneys in the event of failure, crises or other material
adverse evenis. Such risks to the client may include civil or criminal liability, financial losses or
other damages to the client and its various constituencies (including investors), and an jnability
to achieve the goals of the subject of the representation. Attorneys shoiild be aware that such a
client also creates an enhanced risk of malpractice and related claims against the attorney,

brought by or on behalf of the client. As a result, for purposes of this Report, 1 refer to such
clients as “high-risk” clients.

In accepting DenSco as a client, and continuing to represent DenSco thereafter, the Defendants
should have recognized that DenSco was a high-risk client. The factors that indicate DenSco
was a high-risk client include the following:

1. DenSco was Engaged in a Highly Regulated Business

A core element of DenSco’s business was raising money from investors, which in turn would be
used to make mortgage loans. As noted above, the issuance of securities is regulafed by federal

156 Rule 1.1 of the Arizona Rules of Professional Conduct. See also ABA Model Rule 1.1.

157 Rule 1.3 of the Arizona Rules of Professional Conduct. See also ABA Model Rule 1.3.

158 Comment [5] to Rule 1.1 of the Arizona Rules of Professional Conduct, See also Comment
[5] to ABA Model Rule 1.1.

159 Comment [1] to Rule 1.1 of the Arizona Rules of Professional Conduct. See also Comment
[1] to ABA Model Rule 1.1.
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and state law. Under both the federal Securities Act of 1933 and the Arizona Securities Act, the
offer and sale of securities must be registered with the appropriate regulatory agency (i.e., the
SEC or the Arizona Corporation Commission, respectively), or be subject to an exemption from
such registration. Issuers must strictly adhere to the requirements of an exemption, as the failure
to do so results in an unlawful offering, with the accompanying penalties and liabilities,
including potential criminal liability. DenSco’s offerings were intended to fall within an
exemption from registration.!6°

Further, under Rule 10b-5, because of the continuous nature of its securities offerings, DenSco
needed to be able to timely update the disclosures provided to investors so as to cotrect any
material misstatement or omission before such investors purchased (or committed to purchase)
DenSco securities.!6! This would require both the constant monitoring of the accuracy of the
content of the POMs and the ability to promptly correct and distribute updated, disclosures.

Activities related to DenSco’s mortgage lending business were also subject to regulation and
licensing.'%? DenSco potentially may have been subject to regulation and licensing under the
Investment Advisers Act of 1940,'®* the Investment Company Act of 1939,'% the Truth in
Lending Act, the Homeownership and Equity Protection Act of 1994, the Equal Credit

160 See page ii, 2011 POM (“The Notes are offered pursuant to exemptions provided by Section
4(2) of the [Securities Act of 1933], Regulation D thereunder, certain state securities laws and
certain rules and regulations promulgated pursuant thereto.” {quoted text was upper case bold in
original]).

161 See page 24, 2011 POM (“In order to continue offering the Notes during this [two year]
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 resuit in the Company being subject to a
claim under Section 10b-5 {sic] of the Securities Act for employing 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.”). See, also, pages 92-95, lines 7-8,
Deposition of Daniel Schenck on June 19, 2018 (“My understanding would be that [the POM]
needs to be amended, you know, when there is new information or a change in circumstances
from what’s described in there. That was my uniderstanding™).

162 See page 8, 2011 POM (“The financing of construction loans and other types of real estate
transactions are regulated by various federal and state government agencies, including the
Arizona Department of Financial Institutions.”). See, also, Arizona Revised Statutes, Chapter 9
[Mortgage Brokers, Mortgage Bankers and Loan Originators].

163 See page 9, 2011 POM (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™);
page 23, 2011 POM (“The Company intends to take all reasonable steps to avoid such
classification.”).

164 See page 22, 2011 POM (“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. ... The Company intends to take all reasonable
steps to avoid such classification.”).
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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,!6

2. 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.

3. DenSco was a “One-Man Shop”

Based on the record I have reviewed, it is clear that DenSco had only a single sharcholder,
director, officer and employee: namely, Denny Chittick.'®® The regulatory environment in which
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.

165 See page 19, 2011 POM.,

166 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 Tnstitutions
as a mortgage broker or 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 fall within the requirements imposed by the foregoing agency andacts.”); 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]).

167 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]).

168 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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On the mortgage lending side of its business, DenSco made on average one loan every single
weekday since its formation in 2001.%° The level of its lending activity increased over the years,
such that during the six months leading up to the 2011 POM, DenSco was making on avetage
nearly three loans every single weekday,!”® and was seeking to further increase the volume of its
Jending business.!”? These statistics are particularly significant in light of the required tasks to
support that volume of business (as described below), which suggests an inordinate burden on
Mr. Chittick in managing just the mortgage lending side of DenSco’s business.

As described in the 2011 POM, before purchasing a trust deed or funding a loan, DenSco would
“conduct a due diligence review by interviewing its owner, verifying the documentation and
performing limited credit investigations ... and visiting the subject property in a timely
manner.”172

The 2011 POM also describes certain standards for each loan to be made by DenSco.!™ Because
of its stated goal of having each loan be secured by a first lien deed of trust,'* DenSco would
need to ensure that the loan documentation for each of its loans was properly prepared and timely
recorded. Because of its stated goal of maintaining a loan-to-value ratio of between 50% and
65% across its portfolio of loans,!”* DenSco would need to conduct adequate and reliable
property appraisals prior to consummating each loan, update such property appraisals
periodically, and calculate the portfolio’s loan-to-value ratio on a continuous basis. Because of
its stated goal of maintaining diversity among its borrowers and the properties under

169 See page 37, 2011 POM (2622 loans funded from April 2001 through June 2011).

170 See page 37, 2011 POM (378 loans funded in 2011 through June 30, 2011).

171 See page 15, 2011 POM (*Success of the Company depends to a large extent on its ability to

achieve growth in the number of applications and closings, the due diligence and servicing of

these loans and the ability to manage growth effectively.”).

172 Page 6, 2011 POM. Although DenSco disclosed that such work could be done on.its behalf by

“an authorized representative,” Mr. Chittick himself would still need to spend the timeto select

and engage with the representative, direct the work of the representative, and review and
evaluate the reports, conclusions and recommendations of the representative.

173 Although DenSco reserved the right “to amend or revise [certain] policies, or approve

transactions that deviate from these policies, from time to time without a vote of the

Noteholders” (see page 25, 2011 POM), such reservation of rights and lack of Noteholder control

had little relevance fo a change in circumstances that may have occurred prior to the time an

investor committed to become a Noteholder, thus potentially rendering the disclosures made in

the POM materially misleading.

174 See page 37, 2011 POM (“All real estate loans funded by the Company have been and are

intended to be secured through first position trust deeds.”).

175 See page 37, 2011 POM (“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%.); page 10, 2011 POM (“the Company intends to maintain general loan-to-value guidelines

that currently range from 50 percent to 65 percent (but it is intended not to exceed 70%), to help

protect the Company’s portfolio of loans.”™).
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mortgage,'” DenSco would need to monitor and track the identity of its borrowers (and their
affiliates), and the location and type of properties in which it was taking an interest. And
because of its goal of avoiding certain licensing requirements, DenSco would need “to take the
necessary steps to ensure that the borrowers it lends to and the projects covered by such loans
will not fall within [such licensing] requirements,” 7’

In addition to the work involved with the initiation of each mortgage loan, DenSco’s mortgage
lending business also required the servicing and monitoring of a}l loans.!'™ As described in the
2011 POM, if a borrower were to become delinquent in making a payment, DenSco would
contact the borrower within three to five days, and closely monitor the account until payment
was made.!” If a payment was late by more than five days, the company could impose a late
charge, and if a payment was more than 30 days delinquent, the company could impose a default
rate of interest and begin foreclosure proceedings.!®® Alternatively, DenSco could request the
borrower execute a deed in lieu of foreclosure. Whether by virtue of a foreclosure sale or a deed
in lieu of foreclosure, once DenSco gained control of the property, it would either “market the
subject property at retail, which may require additional 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.”"®! In addition, the repossessing of a

property may require that DenSco “cotnplete a project so repossessed by it, ... [and] inject
additional capital.”!32

176 See pages 36-37, 2011 POM (“The Company has endeavored to maintain a large and diverse
base of borrowers as well as a diverse selection of properties as collateral for its loans to the
borrowers. ... 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 portfolic.”
Litalics added]). See, also, page 10, 2011 POM (“The Company will attempt to maintain a
diverse portfolio of Trust Deeds and loans by seelding a large borrowing base .... Currently, the
Company’s base of borrowers exceed [sic] 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.”),

177 See page 8, 2011 POM (“The Company’s management believes that it is not required tobe
licensed by the Arizona Department of Financial Institutions as a mortgage broker or 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 fall within the requirements
imposed by the foregoing agency and acts.™).

178 See page 7, 2011 POM (“The Company services the contracts it purchases and originates.”);
page 13, 2011 POM (“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.”).
179 Ibid.

180 Thid. See, also, page 13, 2011 POM (“The Company is responsible for collecting payments
from loan obligors and for foreclosing under an applicable Trust Deed in the event.of defauit by
an obligor.™).

131 See page 7, 2011 POM.

182 See page 18, 2011 POM.
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On the fund-raising side of its business, DenSco was conducting continuous offerings. Mr.
Chittick himself was “making the private placement of the Notes on behalf of the Company.”™8?
In my experience, such work would entail, at a minimum: (a) identifying, meeting with, and
soliciting existing and new investors, and responding to their inquiries;'®* (b) preparing,
distributing, collecting and reviewing all the necessary paperwork to accept new investors;'® and
(c) consummating each investor’s investment by the acceptance of payment and the issuance ofa
Note.

In order for DenSco’s offerings to fail within the private placement exemption from registration,
the 2011 POM stated that Notes were “offered only to persons who are: (1) ‘Accredited
Investors’ within the meaning of Rule 501(a) of Regulation D promulgated under the [Securities
Act of 1933] and applicable state securities 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 ....” % It was Mr. Chittick’s responsibility to
devote the time, energy and resources to ensure that each investor in DenSco satisfied each of
these requirements. '%7 '

The 2011 POM also references a number of additional tasks to be completed by DenSco in
connection with the issuance of each Note to investors. Because each POM offering was limited
in size,'®® Mr. Chittick would need to monitor the aggregate procecds received under each
offering. Because each Note may have different terms, including principal amount, maturity

183 Page iii, 2011 POM.

134 See page 49, 2011 POM (“The offer to sell Notes must be directly communicated to the
investor by [Mr. Chittick]™); page vi, 2011 POM (“Prior to the sale of any Notes offered hereby,
the Company will make available to each investor the opportunity to ask questions of and receive
answers from Mr. Chittick”™) [quoted text was upper case bold in originall); page 50, 2011, POM
(“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 account records.”); page 11,
2011 POM. :

185 Such paperwork would include a subscription agreement and suitability questionnaire for
each investor. See pages vi and 55-57, 2011 POM.,

136 Page iv, 2011 POM [quoted text was upper case bold in original].

187 See page iv, 2011 POM (“The Notes are not offered and will not be sold to any prospective
investor unless such investor has established, fo the satisfaction of Denny J. Chittick, that the
investor meets all of the foregoing criteria.” [italics added; quoted text was upper case bold in
original]).

188 See cover page of 2011 POM (“The Company intends to offer the Notes on a continuous
basis until the earlier of (a} the sale of the maximum offering [$50 million in the case of the 2011
POM], or (b) two years from the date of this memorandum™).
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date, interest rate, and timing and method of interest payments,'® such terms would need to be
carefully documented and monitored to ensure DenSco’s compliance with all payment terms.

Because DenSco’s offerings of Notes were continuous offerings, the applicable POMs would
need to be updated from time to time. As acknowledged in the 2011 POM, “fuilure to update
this Memorandum as required could result in the Company being subject to a claim under
Section 10b-5 [sic] of the Securities Act for employing 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.”*® As a result, Mr. Chittick would need to constantly
monitor the activities of DenSco, and the environment in which it operated, to ensure that the
POM was up to date and accurate.

Even once Notes were issued, DenSco (and therefore Mr. Chittick) had continuing
responsibilities with respect to investors who became Noteholders. For example, in addition to
timely and appropriately making interest and principal payments to Noteholders (as discussed

183 See page 2, 2011 POM (“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 .... Investors may elect to have interest
paid monthly, quarterly or at maturity.”); page 17, 2011 POM (“Notes ... may be issued at
higher or lower interest rates and shorter or longer maturities, depending upon market conditions
and other factors.”); pages 45-46, 2011 POM (“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 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.™).

130 Page 24, 2011 POM (“Until the maximum offering proceeds are attained or the Company
terminates this Offering, the Company expects to affer 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. ... In order to continue qffering 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
10b-5 [sic] of the Securities Act for employing manipulative or deceptive device in the sale of
securities, subjecting the Company, and possibly the management of the Company, to claims
from regulators and investots. In addition, an investor might seek to have the sale of the Notes
hereunder rescinded which would have a serious adverse effect on the Comparny’s operations.”
[italics added]). See, also, page 45, 2011 POM (“If the Company changes it operations ... in any
material respect, the Company will update the Memorandum as necessary to provide correct
information to investors.” [italics added]).
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above), Noteholders were entitled to request from DenSco certain information and
certifications,!®! permission to transfer their Notes,!2 and early redemption of their Notes.'??

In addition to the specific responsibilities associated with mortgage lending and fund-raising,
DenSco would have had the same general responsibilities of any business, such as maintaining
books and records, preparing financial statements, filing tax returns and paying taxes, reporting
interest income of its Noteholders, and other tasks,

In my experience, the volume of business being conducted by DenSco, and the responsibilities of
a single individual to adequately manage that business, are quite striking. There was no deep
bench or internal team to support Mr. Chittick’s enormous responsibilities, no one to cover in the
event Mr. Chittick were to become ill or otherwise become unavailable, and no meaningful
succession plans to replace Mr. Chittick.!%

4, Significant Risk of Confusion as to the Identity of the Defendants’
Client

Although the engagement letter between Clark Hill and DenSco only identified DenSco as the
client,!?® the nature of the attorney-client relationship with such a “one-man shop” was subject to
an enhanced risk of confusion and conflict,

191 See page 46, 2011 POM (“On an annual basis and upon written request 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 prmc1pa1
amount of outstanding Notes as of the date of the request.”).

192 See page 46, 2011 POM (*The Notes are not transferable without the prior writteri consent of
the Company™).

193 See page 47, 2011 POM (“the Company intends to use its good faith efforts to accommodate
written requests from an investor to prepay any Note prior to maturity”).

194 Although the 2011 POM (under the heading “Contingency Plan in the Event of Death or
Disability of Mr. Chittick”) references a “written agreement with Robert Koehler ... to provide
or arrange for any necessary services for the Company™ should Mr. Chittick become “unable to
perform his duties to continue the operation of the Company in any capacity,” such agreement
does not constitute a succession plan. In fact, the only action expected of Mr. Koehler pursuant
to such agreement was “to close down the Company’s business by collecting all of the monies
due on the Trust Deeds and ... return all of the principal and interest owed to the investors
pursuant to the Notes.” Page 41, 2011 POM. 1t is unclear whether such agreement was
enforceable (e.g., due to a lack of consideration), but it is apparent that Mr, Kochler in fact did
not perform as described. See page 68, lines 18-23, Deposition of Shawna Chittick Heuer (M.
Chittick’s sister) on August 22, 2018 (“I remember ... Robert saying ... I don’t-want to be a part
of this. I don’t feel comfortable. ... I have my own business. This is too much for me to take on,
is what I believe I remember him telling me.”).

195 Engagement Letter dated September 12, 2013, executed by Mr. Beauchamp on behalf of
Clark Hill, and Mr. Chittick on behalf of DenSco (“This letter serves to record the terms of our
engagement to represent DenSco Investment Corporation (the ‘Client”), with regard to the legal
matters transferred to Clark Hill PLC from Bryan Cave, LLP.”). Such Engagement Letter was
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As the only shateholder, director, officer and employee of DenSco, Mr. Chittick was the only
point of contact for the Defendants in interacting with their client, DenSco. Based on the record
I have reviewed, it does not appear that Mr. Chittick had separate legal counsel to represent him
and his interests in his capacity as shareholder, director, officer or employee of DenSco. This
situation could easily lead Mr. Chittick to reasonably believe that the Defendants were not only
DenSco’s attorpeys, but his own as well.

Mr. Beauchamp himself appears to have been confused as to the identity of his client, as
reflected in the 2011 POM which he prepared: “Legal counsel to the Company will represent the
interests solely of the Company and its President.”'% Further, at the hearing to determine the
appointment of the Receiver, Mr. Beauchamp testified that “he concurrently represented both
DenSco and Denny Chittick personally.”?®? In addition, as he testified in his deposition, Mr.
Beauchamp apparently understood that Mr. Chittick was also his client, at least in some capacity,
and that Mr. Chittick considered he was his attorney.!%

expressly “supplemented by our Standard Terms of Engagement for Legal Services, attached,
which are incorporated in this letter and apply to this matter and the other matter(s) for which
you engage us.” The attached Standard Terms of Engagement for Legal Services, under the
caption “Whom We Represent,” provided: “The person or entity whom we represent is the
person or entity identified in our engagement letter and does not include any affiliates or related
parties of such person or entity such as ... employees, officers, directors, shareholders of -
corporation, ... and/or other constituents of named client unless our engagement lettef expressly
provides otherwise” [italics added]. '

196 See page 30, 2011 POM [italics added].

197 See Exhibit 317, email dated August 30, 2016 from Kevin Merritt (attorney for.the Chittick
Estate) to Mr. Beauchamp and Ryan Anderson (an attorney representing the Receiver), copying
the Receiver, Mr. Polese (attorney for the Chittick Estate), et al. (“I would like to remind
everyone that David testified at the receivership hearing that he concurrently represented both
DenSco and Denny Chittick, personally.”); see, also, email dated August 15, 2016 from Mr.
Polese to Ms. Coy, copying Mr. Beauchamp, et al. (“It is my view and that of Dave Beauchamp,
Denny viewed David as both his company attorney and personal attorney.”). Although Mr.
Beauchamp claimed that he corrected the statement made to Ms. Coy (see pages 118-119, lines
23-9, Deposition of Mr. Beauchamp), there appears to be no evidence of such action, and it
appears to be contrary to his other testimony. See pages 133-134, lines 7-11, Deposition of Mr.
Beauchamp (“Based on the information that I have now ... I would say it’s not true [that “Mr.
Chittick considered that I was his counsel as well as counsel for DenSco™]. ... At the time I did
this declaration [draft received August 17, 2016], I had a different understanding of what counsel
was, ... ] have since understood that, no, I'm representing the company™).

1% See page 3, Defendants’ DS (“Mr. Beauchamp averred in an August 17, 2016 declaration
under oath that he represented DenSco and ‘Mr. Chittick as the President of DenSco.” Mr.
Beauchamp did not represent Mr. Chittick outside of his role as a corporate officer at DenSco.”).
See, also, pages 133-134, lines 7-11, Deposition of Mr. Beauchamp (counsel quotes from Exhibit
435 (paragraph 5, draft Declaration of David Beauchamp, dated August 27, 2016): “Q. ...
‘During my involvement with Mr. Chittick and DenSco, I understood that Mr. Chittick
considered that I was his counsel as well as counsel for DenSco.” That is not true, correct? A.
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It is important to note that the interests of an entity client are not always aligned with, and are
often in conflict with, the interests of the client’s shareholders, directors, officers and employees,
even when only one individual occupies all of those roles. As noted above, the Rules of
Professional Conduct make clear that, when representing an entity as client, the attorney must
recognize that it is the entity whose interests are to be protected, and nof the interests of the
individual or individuals through whom the entity acts.!® As a result, it is important for the
attorney to properly identify his or her client, and to ensure that when the client is an entity, such
individual(s) understand who is and who is not the client of the attorney.?%

This situation creates a material risk that each of the entity client, such individual(s) and perhaps
even the attorney -- in this Case, DenSco, Mr. Chittick and the Defendants, respectively — may be
confused or conflicted with respect to the attorney-client relationship.

5. Implications

For the above reasons, in my opinion the applicable standard of care dictates that the Defendants
should have recognized that DenSco was a high-risk client. To be clear, I am not suggesting that
it was a violation of the standard of care for an attorney to engage with a high-risk client.
However, in accepting and continuing to represent DenSco as a client, the Defendants should
have recognized the enhanced risks associated with such representation, including the substantial
risk (if not likelihood) that: (1) DenSco may be unable to comply with applicable law and the
other requirements and guidelines as set forth in the 2011 POM, (2) investors may bring claims
for securities fraud and/or breach of fiduciary duties; (3) disabling conflicts of interest may arise
between DenSco and Mr. Chittick, thereby jeopardizing the role-of the Defendants; and (4)

malpractice and related claims may be brought against the Defendants by or on behalf of
DenSco. .

Based on the information that T have now ... I would say it’s not true. Q. Did you ever think jt
was true? A, At the time I did this declaration, I had a different understanding of what counsel
was, gnd it was if you are providing advice to somebody as an officer or director of a company,
then you represent them too. And - Q. Individually? A. — and that they would have the right to
rely upon it and object. ... Q. Ckay but during the time you were representing DenSco at the
material events in this case, you thought Mr. Chittick was your individual client? A. Not as an
individual client. ... as an officer or director of DenSco ... And my analysis was based upon the
right to rely upon the information provided, which I understand is not the appropriate standard
now, determining who is your individual client.” [italics added]).

19% See Arizona Rules of Professional Conduct, Rule 1.13 [Organization as Client] (“A lawyer
employed or retained by an organization represents the organization acting through its duly
authorized constituents.”); see also ABA Model Rule 1.13. '

200 3ee Deposition of Mr, Hood, page 110, lines 8-19 (*Q.... To your knowledge, from what you
have reviewed, did Mr. Beanchamp ever clarify with Mr. Chittick that he was representing only
DenSco? A. T don’t know. Q. Okay. He should have, if there was any confusion. Don’t you
agree? ... THE WITNESS: If there was confusion, then I agree that the Rule 1.13 would require
that David have a discussion with Mr, Chittick.”).
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As a result, the applicable standard of care dictates that the Defendants should have: (a) engaged
in extracrdinary 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 Chent) of the Anzona Rules
of Professional Conduct and the ABA Model Rules.

B. The Four Red Flag Warnings that DenSco Needed Immediate and Focused
Attention and Protection

1. The Freo Lawsuit

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.2®! Despite this clear conflict of interest, and Mr. Chittick’s instruction that
he speak with Mr, Menaged’s attorney,?%? Mr. Beauchamp took no action with respect to the
Freo Lawsuit.20?

Had Mr. Beauchamp investigated the allegations in the complaint it 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.”2%

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.

202 Sce I?nd (“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.”).

203 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 Plaintiff®s DS 4 129.
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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 bc 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,2% until at least January of the following year, Mr.
Beauchamp took no such action to protect his client, DenSco.2%

205 See email dated June 14, 2013 from Mr. Beauchamp to Mr. Chittick (“we will need to
disclose this in POM™).

206 1f, 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 magnitnde 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 10b-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 fraud (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
ny opinion the proper advice fo be given to DenSco at that time would have been to conduct an
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2. Mr. Chittick’s Instruction

At the time of Mr. Chittick’s Instruction to stop working on updating the POM, the 2011 POM
was already out of date, had expired by its own terms, and contained no information regarding
the Freo Lawsuit. As discussed above, because I have seen no evidence that Mr. Beauchamp
communicated to Mr. Chittick to cease offering Notes until an updated POM could be provided
to investors, he should have expected that Mr. Chittick would continue to solicit new investors.
Further, Mr. Beauchamp knew that DenSco had dozens of Notes that were scheduled to mature,
and that a significant portion of those Notes would be rolled over into new Notes, 20’

However, rather than take corrective action (such as insisting that Mr. Chittick cooperate in
updating the POM or cease offering new Notes and/or terminating the attorney-client
relationship), the Defendants instead accepted DenSco as a new client at Clark Hill, and
continued to do no work in updating the expired 2011 POM for over three months.

In my opinion, Mr. Chittick’s Instruction is an inflection point, in that it evidenced both (a) an
inability or unwillingness on the part of Mr. Chittick to work with the Defendants in complying
with applicable securities laws, and (b) a willingness on the part of the Defendants to knowingly
accept and tolerate as a new client one that was failing to comply with applicable securities laws.

3. The December 2013 Phone Call

The December 2013 Phone Call once again put Mr. Beauchamp on notice that there were serious

lien priority problems in connection with DenSco’s dealings with Mr. Menaged and his affiliated
entities,

Once again, following the December 2013 Phone Call, Mr. Beauchamp should have advised and
assisted Mr. Chittick with respect to the above action items — this time with more urgency given
the prior Freo Lawsuit and Mr. Chittick’s Instruction. Instead, Mr. Beauchamp simply advised
Mr. Chittick to documment a “plan” to resolve the double lien issue.2%

4. The Bryan Cave Demand Letter

The cumulative effect of the Freo Lawsuit, Mr, Chittick’s Instruction, the December 2013 Phone
Call and the Bryan Cave Demand Letter put the Defendants on notice that there were very
serious problems at DenSco, especially with respect to Mr. Menaged and his affiliated entities
(borrowers that the Defendants knew were material to DenSco’s business). Further, it should

orderly liquidation (presumably in a Chapter 7 bankruptcy proceeding) for the benefit of its
Noteholders.

207 See email dated June 20, 2013 from Mr. Beauchamp to several colleagues at Bryan Cave
(“According to his note schedule, Denny has approximately 60 investor notes that are scheduled
to expire in the next 6 months (and to probably be rolled over into rew notes)™).

208 Defendants’ DS, page 8 (“Mr. Beauchamp suggested that Mr. Chittick and Menaged
document their plan ... to resolve the double-lien issue.”)
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have become clear to Mr. Beauchamp that Mr. Chittick’s strategy to “piggy back” on Mr,
Menaged’s defense in the Freo Lawsuit,>®® and Mr. Chittick’s Plan to resolve the double lien
issue raised in the December 2013 Phone Calil, had not only failed to address those problems, but
were inappropriate actions to take on behalf of DenSco.

A. Call to Action

In my opinion, under such circumstances a reasonably prudent attorney would have immediately
taken the following measures to protect DenSco and its Noteholders — none of which were taken
by the Defendants:

a. Conduet Due Diligence

As discussed above, Arizona’s Rules of Professional Conduct, Rule 1.3 (Diligence) would

obligate such an attorney to “act with reasonable diligence and promptuess in representing a
client,”21

The Defendants themselves should have investigated the claims involving Mr. Menaged and his
affiliated entities, which were raised in the Freo Lawsuit, the December 2013 Phone Call and the
Bryan Cave Demand Letter, including Mr. Menaged’s fabricated story involving his “cousin.”

As part of such investigation, the Defendants should have looked into where the proceeds.from
DenSco’s loans went. The Defendants should have also reviewed all other outstanding loans to
Mr. Menaged and his affiliated entities — and all other borrowers — so as to determine whether
the problem was limited to the properties identified in the Freo Lawsuit, the December 2013
Phone Call and the Bryan Cave Demand Letter.

The Defendants themselves should have reviewed and reevaluated DenSco’s internal procedures
to ensure that it was not vulnerable to the type of double lien issue raised in the Freo Lawsuit, the
December 2013 Phone Call and the Bryan Cave Demand Letter. As part of such review, the
Defendants should have investigated the funding procedure used by DenSco to ensure that it was

in fact obtaining first lien deeds of trust in properties owned by its borrowers (as it disclosed in
the 2011 POM).

b. Terminate All Dealings with Mr. Menaged
The Defendants should have urged DenSco to sever its relationship with Mr. Menaged and his

affiliated entities, and to immediately stop providing any additional funds to Mr. Menaged and
his affiliated entities.

209 Email dated June 14, 2013 from Mr. Chittick to Mr. Beauchamp, copying Mr. Menaged
(“Basy Investments, has his attomey working on it, I'm ok to piggy back with his attorney to
fight it.”).

210 See, also, Comment [1] to Arizona Rule 1.3 (“A lawyer should pursue a matter on behalf of a
client despite opposition, obstruction or personal inconvenience to the lawyer, and take whatever
lawful and ethical measures are required to vindicate a client's cause or endeavor. A lawyer must
also act with commitment and dedication to the interests of the client.”).
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The Defendants should have also researched, and advised DenSco with respect to, its rights and
remedies with respect to Mr. Menaged and his affiliated entities and with respect to the 'double
lien properties and the other lenders, and should have urged DenSco to take appropriate action
against Mr. Menaged and his affiliated entities for fraud.

c. Update the 2011 POM Immediately and Cease All Solicitations

By the time of the Bryan Cave Demand Letter, the 2011 POM had already expired by its own
terms over a half year earlier. In addition, it did not include any information about the Menaged
fraud or DenSco’s exposure in the Freo Lawsuit or pursuant to the Bryan Cave Demand Letter,
nor did it describe Mr. Chittick’s Plan. And, based on the information contained in the Freo
Lawsuit, the December 2013 Phone Call and the Bryan Cave Demand Letter, the Defendants
knew that the disclosures made in the 2011 POM were materially inaccurate,!! especially with

respect to DenSco’s first lien position,2*? its loan-to-value ratio,?® and the diversity of its
borrowers. 4

The Defendants knew that the “failure to update [the 2011 POM] as required could result in the
Company being subject to a claim under Section 10b-5 [sic] of the Securities Act for employing
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.”?!® Further, as Mr.
Beauchamp acknowledged in February 2014, he was concerned that Mr. Chittick had committed
securities fraud because the loan documents he had Mr. Menaged sign did not comply with
DenSco’s representations in the 2011 POM.2!¢ In addition, as Mr, Beauchamp testified, by “the
end of April, beginning of May of 2014 ... I believed he had committed a securities violation,
and it was paramount that we get the disclosure statement out in writing to all of the investors as
quickly as possible.”*"?

211 See Mr. Beauchamp’s handwritten notes of a telephone call with Mr. Chittick on February 11,
2104 (“Material Disclosure — exceeds 10% of the overall portfolio™).

212 See page 37, 2011 POM.

213 See pages 10 & 37,2011 POM,

214 See pages 10 & 36-37, 2011 POM. See also pages 9-10, lines 25-2, Defendants’ DS (“by the
end of 2013, more than half of [DenSco’s] loan portfolio was tied up with Menaged--well in
excess of the promised loan concentrations DenSco had set forth in its disclosures to investors™).
215 Page 24, 2011 POM.

216 Exhibit 70, email dated February 7, 2014 from Mr. Beauchamp to Mr. Goulder (Mr.
Menaged’s attorney), copymg Mr. Chittick (“Based on your previous changes, the Forbearance
Agreement would be prima facie evidence that Denny Chittick had committed securities fraud
because the loan documents he had Scott sign did not comply with DenSco’s representations to
DenSco’s investors in its securities offering documents.”).

217 e, also, page 161, lines 7-24, Deposition of Mr. Beauchamp (“Q. Was there any point in
time, sir, where you learned that Mr. Chittick was continuing to raise money? A, ... theend of
April, beginning of May of 2014. ... Q. And once you learned that, you knew he was committing
a securities violation? ... A. I— at that point in time, I believed he had committed a securities
violation, and it was paramount that we get the disclosure statement out in writing to all of the
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For the reasons stated above,28 it is clear that Mr. Beanchamp was aware that DenSco was
continuing to offer Notes without updated disclosures, after the expiration of the 2011 POM, and
despite his knowledge of the problems revealed in the Freo Lawsuit, the December 2013 Phone
Call and the Bryan Cave Demand Letter.

Under these circumstances, and notwithstanding Mr. Chittick’s Instruction, the Defendants
should have insisted that DenSco immediately cease all solicitations of investors (including new
investors and rollover investors) uniess and until an updated and corrected POM, in compliance
with Rule 10b-5, was prepared and provided to all such investors.

d. Advise Mr. Chittick of His Fiduciary Duties to DenSco and its
Investors

As a result of the problems revealed in the Freo Lawsuit, the December 2013 Phone Call and the
Bryan Cave Demand Letter, the Defendants should have advised Mr. Chittick of his fiduciary
duties both to DenSco and to its Noteholders. For example, the duty of loyalty mandated that
M. Chittick, as director,2!? officer??® and sole shareholder??! of DenSco, act in the best interests
of DenSco. Among other things, the Defendants should not have merely accepted and followed
Mr. Chittick’s Instruction, but rather urged Mr. Chittick of his obligations to update the POM.

And, to the extent that such problems may have rendered DenSco insolvent, Mr. Chittick would
owe fiduciary duties to its creditors, and would be obligated to freat all assets of DenSco as
“existing for the benefit” of the Noteholders and other creditors.?? As a result, the Defendants
should have assessed whether DenSco was insolvent ot in the “zone of insolvency.”

Because of such duties, the Defendants also should have urged Mr. Chittick, on behalf of their
client DenSco, to protect and preserve the corporation’s assets, and to not pursue a Plan that

investors as quickly as possible. His representations that he had advised everybody and told them
to the contrary, we needed something much more formal than that.” [italics added]).

218 See the section entitled “Defendants Allege They Withdrew from Representing DenSco in
May 2014” above in this Report. )

219 See Arizona Revised Statutes, Section 10-842 (“an officer’s duties shall be discharged ... [iln
a manner the officer reasonably believes to be in the best interests of the corporation.™).

20 See Arizona Revised Statutes, Section 10-830 (*a director’s duties ... shall be discharged ...
[i]n a manner the director reasonably believes o be in the best interests of the corporation.”™).

221 See Sports Imaging of Arizona, L.L.C. v. 1993 CKC Trust, No, 1 CA-CV 05-0205, 2008 WL
4448063,*12 (unpublished opinion, Ariz. Ct. App. 2008) (“shareholders that have the ability to
control a corporation owe a fiduciary duty to the corporation™),

222 See A.R. Teeters & Assocs. v. Eastman Kodak Co., 172 Ariz. 324, 836 P.2d 1034 (Ariz. Ct.
App. 1992) (“all of the assets of a corporation, immediately on its becoming insolvent, exist for
the benefit of all of its creditors” [internal citation omitted]). See, also, Dooley v. O’Brien, 226
Ariz. 149, 244 P.3d 586 (Ariz. Ct. App. 2010); Dawson v. Withycombe, 216 Ariz. 84, 163 P.3d
1034 (Ariz. Ct. App. 2007).
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would benefit Mr. Chittick individually (such as to preserve his reputation and/or equity stake in
DenSco) at the risk of DenSco or the Noteholders.

Further, as legal counsel to DenSco, the Defendants should have advised Mr. Chittick as to how
to best protect and preserve the corporation’s assets, especially with respect to those outstanding
loans that were not adequately protected by first lien mortgages. In order to render such advice,

the Defendants would have needed to conduct due diligence and research in order to properly
consider available alternatives.

e Protect DenSco from the Negligent, Reckless and Disloyal
Actions of Mr. Chittick

Because DenSco, and not Mr. Chittick, was the client, the Defendants owed duties to DenSco
exclusively.”?® Because the Defendants knew, or should have known, that Mr. Chittick was
acting in a manner that viclated his legal obligations to DenSco {e.g., breach of fiduciary duties),
and that constituted a violation of the law that would be imputed to DenSco (e.g., securities
fraud), in both instances that was likely to result in substantial injury to DenSco, the Defendants
were obligated to “proceed as is reasonably necessary in the best interest of the organization.”%*
In accordance with Arizona’s Rules of Professional Conduct, Rule 1.13 (Organization as Client),
paragraph (c), such obligation may have included reporting Mr. Chittick to the proper authorities
and/or the Noteholders in order protect DenSco against Mr. Chittick.*?*

Here, again, is an issue that arises because DenSco is a high-risk client with only one person
making all decisions. The Defendants did not have an opportunity to report to anyone else at
DenSco that Mr. Chittick was causing harm to DenSco. Although Rule 1.13(c) itself does not
mandate “reporting out,” Rule 1.2 makes clear that, under the right set of circumstances, “a
lawyer may be required to disclose information relating to the representation to avoid being
deemed to have assisted the client’s crime or fraud.”*® Because the Defendants were obligated
to protect their client against Mr. Chittick, in my opinion the standard of care applicable to them
would have obligated them to report Mr. Chittick’s inappropriate actions to either the proper
authorities or the Notcholders or both.

f. Withdraw from the Representation of DenSco

22 See Arizona’s Rules of Professional Conduct, Rule 1.13 (Organization as Client).

224 Arizona’s Rules of Professional Conduct, Rule 1.13(b).

225 Arizona’s Rules of Professional Conduct, Rule 1.13(c) (*if (1) despite the lawyer’s efforts in
accordance with ER 1.13(b) the highest authority that can act on behalf of the organization
insists upon or fails to address in a timely and appropriate manner an action or refusal to act, that
is clearly a violation of law, and (2) the lawyer reasonably believes that the violation is
reasonably certain to result in substantial injury to the organization, then the lawyer may reveal
information relating to the representation ... only if and to the extent the lawyer reasonably
believes necessary to prevent substantial injury to the organization.” {italics added]).

226 Comment [11] of Rule 1.2 (Scope of Representation and Allocation of Authority between
Client and Lawyer) of the Arizona Rules of Professional Conduct.
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Once it becomes clear that disclosures being provided to investors in DenSco fail to comply with
Rule 10b-5, a reasonably prudent attorney would have three options: (1) cause DenSco to
immediately update and correct the disclosures made available to all investors; (2) cause DenSco
to immediately cease soliciting investors (including rollover investors); or (3) withdraw from the
representation of DenSco. (In my experience, the threat to withdraw often induccs an otherwise
refuctant client to abide by one of the other options.)

Under the circumstances, because the Defendants failed to cause DenSco to update’and correct
the 2011 POM or cease soliciting investors, the Defendants had no option but to immediately
withdraw from the representation of DenSco. Arizona’s Rules of Professional Conduct, Rule
1.16 (Mandatory Withdrawal from the Representation), mandates that a lawyer “shall withdraw
from the representation of a client if the representation will result in violation of the Rules of
Prafessional Conduct or other law.** Further, because the Defendants were aware that DenSco
was committing securities fraud by continuing to solicit investors without adequate disclosures,
in my opinion such withdraw should have been made clear by written notice to Mr. Chittick on
behalf of DenSco, together with a statement disaffirming the 2011 POM. 2%

C. The Defendants’ Conduct Fell Below the Standard of Care

In my opinion, the Defendants’ conduct fell below the applicable standard of care in each of the
following respects:

1. The Defendants’ Failures with Respect to.the Menaged Fraud

a. The Defendants ¥ailed to Recognize that DenSco was a ngh—
Risk Client

For all the reasons stated above under “DenSco was a ‘High-Risk® Client,” the Defendants
should have recognized that DenSco was a high-risk client, and apparently failed to do so. Had
they recognized that DenSco was a high-risk client, the applicable standard of care dictates that
they would have (a) engaged in extraordinary monitoring and counseling with respect to DenSco,
(b) maintained clear documentation of advice provided and actions taken, and (c) been prepared
to recognize, and quickly act in response to, red flag warnings or indications of any problems.

b. The Defendants Failed to Conduct any Due Diligence on Mr.
Menaged or on DenSco’s Funding Procedure

227 Ttalics added.

228 Comment [11] to Rule 1.2 of Arizona’s Rules of Professional Conduct (“In some cases,
withdrawal alone might be insufficient. It may be necessary for the lawyer to give notice of the
fact of withdrawal and to disaffirm any opinion, document, affirmation or the like.”). See also
Model Rules of Professional Conduct, Comment [10] to Rule 1.2 (Scope of Representatlon and
Allocation of Authority Between Client and Lawyer).
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The Defendants were put on notice of the Menaged fraud by each of the four red flag warnings:
the Freo Lawsuit, Mr. Chittick’s Instruction, the December 2013 Phone Call, and the Bryan Cave
Demand Letter. However, based on the record 1 have reviewed, at no point in time did the
Defendants conduct any due diligence or investigation into the claims involving Mr. Menaged
and his affiliated entities. A simple search of records available on the County of Maricopa

website would have called info question the veracity of Mr. Menaged’s fabricated story about his
“cousin.”?¥

Even if Mr. Menaged’s story were credible, the fraud supposedly committed by his “cousin” still
reflected gravely on Mr. Menaged’s reliability, management and supervision — all issues that
should have been investigated by the Defendants. Further, there appeared to be no inquiry into
where the proceeds from DenSco’s loans disappeared to. )

The Defendants should have reviewed and reevaluated DenSco’s internal procedures to ensure
that it was not vulnerable to the type of double lien issue raised first in the Freo Lawsuit, then in
the December 2013 Phone Call, and again in the Bryan Cave Demand Letter. As part of such
review, the Defendants should have investigated the funding procedure used by DenSco to
ensure that it was obtaining first lien deeds of trust in properties owned by its borrowers (as it
disclosed in the 2011 POM).

Further, the Defendants apparently took no effort to investigate the magnitude of the double lien
issue, relying instead only on those issues and properties specifically identified in the Freo
Lawsuit, the December 2013 Phone Call, and the Bryan Cave Demand Letter.

In my opinion, these failures violated Rule 1.3 (Diligence) of the Arizona Rules of Professional
Conduct and violated the standard of care applicable to the Defendants.

c. The Defendants Failed to Protect DenSco from Mr. Menaged

129 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, LLC.
The Beneficiary is Active Funding Group, LLC.); see, also, Exhibit 104 (Deed of Trust and
Assignment of Rents, recorded in the Official Records of Maricopa County Recorder April 2,
2013, for property located at “7089 W Andrew Lane Peoria, AZ 85383.” The Trustor is Easy
Investments, LLC. The Beneficiary is DenSco.). See also Plaintiff’s DS q 228 (“Beauchamp also
knew from his January 6 review of the demand letter and the hours he had devoted on January 7
and 8 to analyzing Chittick’s email and other information he had received from Chittick, that
Menaged’s ‘cousin’ story was implausible and that by accepting the story without investigation
and planning to continue DenSco’s lending relationship with Menaged, Chittick was breaching
his fiduciary duties to DenSco.”). See also Plaintiff’s DS §f 207(b) & 207(c) (“In January 2014,
the Maricopa County Recorder’s Office had a free “Recorded Document Search” function. The
same tool is available today. If Beauchamp had used that tool, two brief searches would have
shown that ... Menaged, not ‘a guy in his office,” had secured both loans.”).
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The Defendants failed to advise DenSco to severe its relationship with, and immediately stop
providing additional funds to, Mr, Menaged and his affiliated entities. The Defendants also
failed to advise DenSco of its rights and remedies with respect to either Mr. Menaged or the
other lenders. Instead of urging DenSco to take appropriate action against Mr. Menaged and his
affiliated entities for fraud, the Defendants did just the opposite — by encouraging and facilitating
Mr. Chittick’s Plan.

The Defendants failed to recognize that the Forbearance Agreement provided little or no benefit
to DenSco. Inmy experience, a forbearance agreement is utilized to provide short-term relief to
a borrower that is experiencing a temporary hardship (such as a cash flow issue). As the name of
the agreement suggests, a lender sometimes agrees to forbear from exercising its remedies, and
delay exercising its right to institute foreclosure proceedings, for a limited period of time in order
to provide the borrower with an opportunity to recover.23® However, the Forbearance Agteement
here further acerbated DenSco’s risk and exposure by essentially conceding that Mr. Menaged’s
other lenders had a superior lien position and allowing them to extract value out of the
mortgaged properties ahead of DenSco.

Mz, Beauchamp’s failures with respect to the Forbearance Agreement raise a troubling question
as to whether he simply fell below the applicable standard of care by failing to appreciate the
potential damage to DenSco caused by pursuing the agreement, or whether he was in fact
motivated by other interests, such as a conflicted desire to give Mr, Chittick’s Plan a chance to
work so as to minimize the problems caused by Mr. Beauchamp’s negligent delay in providing
updated and corrected disclosures.”®! To the extent Mr. Beauchamp’s pursuit of the Forbearance
Agreement was motivated by such a personal conflict of interest, such conduct was so reckless
and irresponsible that, in my opinion, it constituted a gross departure from the applicable

standard of care.
2. The Defendants’ Failures with Respect to Disclosures
a. The Defendants Failed to Timely Update the 2011 POM

Because the 2011 POM provided for a two-year offering period, 2 by its own terms it expired on
July 1, 2013. However, based on the record I have reviewed, it appeats that the Defendants

230 Tt appears that the Defendants believed that it was in DenSco’s interest to forbear from
exercising its remedies. See page 12, lines 21-26, Defendants’ DS (“As Mr. Beauchamp
explained in a February 10, 2014 email to his colleagues, “we advised our client that ke needs to

have a Forbearance Agreement in place to evidence the forbearance and the additional
protections he needs.’” [italics added]).
21 See Plaintiff’s DS § 249,

32 See page (i), 2011 POM (“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.™).
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never finalized and provided DenSco with an update to the 2011 POM nor a replacement
POM.233

The July 1, 2013 deadline for updating the 2011 POM was known to Mr. Beauchamp, as he was
the one who prepared the 2011 POM and advised DenSco with respect to such matters. The
applicable standard of care obligated Mr. Beauchamp to be diligent in preparing an updated
POM prior to July 2013 in order that DenSco could timely distribute the updated POM to
investors. Mr. Beauchamp’s apparent concern about DenSco being close to issuing $50 million
of Notes was misplaced,?* and in no event excused him from updating the 2011 POM as
DenSco remained obligated to provide required disclosures to its investors.

Further, with each red flag warning, the Defendants were increasingly aware of the significance
of the Menaged fraud and DenSco’s inadequate funding procedures, and yet never provided
DenSco with any Rule 10b-5 compliant disclosure document that described the facts and
circumstances — and material consequences — of the Freo Lawsuit, the December 2013 Phone
Call and the Bryan Cave Demand Letter. Even with the first red flag warning, Mr. Beauchamp
recognized that the Freo Lawsuit needed to be disclosed to investors, and Mr. Chittick was

coopetative,?3* but no such disclosure was ever prepared by Mr. Beauchamp nor provided to Mr.
Chittick.

Mr. Beauchamp appears to assert in the alternative that the Defendants were not obligated to-
update or correct the 2011 POM because either (1) Mr. Chittick on his own was providing the
required disclosures to investors or (2) Mr. Beauchamp had advised Mr. Chittick to discontinue
offering Notes to investors. In my opinion, under the circumstances described above, neither
assertion is plausible nor in compliance with the standard of care applicable to the Defendants.
Further, the Defendants’ conduct in this regard was so reckless and irresponsible that such
conduct, in my opinion, constituted a gross departure from the applicable standard of care.

233 Further, it does not appear that Mr. Beauchamp ever prepared, or advised DenSco to prepare,
any update to any of DenSco’s POMs during the two-period when such POMs were in effect.
See Plaintiff’s DS §{ 28 & 29 (“DenSco’s records do not reflect that DenSco ever took steps to
‘[k]eep[] the information in the {POMs DenSco issued in 2007, 2009 and 2011] current’ by
issuing updates to those POMs during the two-year period each of those. POMSs was in effect.
The files that Beauchamp maintained, and the billing statements issued to DenSco by his -
respective law firms, do not reflect that Beauchamp ever advised DenSco to ‘[k]eep[] the
information in the [POMs DenSco issued in 2007, 2009 and 2011] current’ by issuing updates to
those POMs during the two-year period each of those POMs was in effect.”). Also see Plaintiff’s
DS 99 161 & 162 (“Clark Hill’s records show that neither Beauchamp nor any other Clark Hill
attorney performed any work on a new POM during September, Octobet, or November 2013,
The records also show that neither Beauchamp nor any other Clark Hill attorney even attempted
to contact Chittick about the new POM.”).

234 gee DIC0003345, Mr. Beauchamp’s handwritten notes dated May 9, 2013; email dated June
25, 2013 from Mr. Beauchamp to Ms. Sipes; email dated July 1, 2013 from Ms. Sipes to Mr.
Beauchamp.

235 See email exchange dated June 14, 2013 between Mr. Beauchamp and Mr. Chittick.
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b. The Defendants Failed to Conform DenSco Policies and
Procedures to Those Disclosed in the POM — and Vice Yersa

With each red flag warning, the Defendants became increasingly aware that material statements
contained in the 2011 POM were no longer in compliance with Rule 10b-5, especially with
respect to DenSco’s first lien position,?® its loan-to-value ratio,?®” and the diversity of its
borrowers.2*® In addition, the 2011 POM touted DenSco’s historical success rate, including that
“10 Noteholder has sustained any diminished return or loss on their investment.”?°

In my opinion, the Defendants should have recognized that each of these statements was
materially inaccurate in light of the Menaged fraud and DenSco’s improper and risky funding
procedure, and yet the Defendants failed to make any effort to update or correct these statements
until after the Forbearance Agreetnent was completed in mid-April 2014. And even in the Draft
2014 POM which the Defendants prepared after the Forbearance Agreement was executed, the
Defendants failed to modify or correct such statements.

3. The Defendants’ Failures with Respect to Mr. Chittick

a. The Defendants Failed to Recognize that DenSco, and not Mr.
Chittick, was the Client

The record is replete with evidence that the Defendants considered Mr. Chittick to be their client
and/or that it was their responsibility to protect him. For example, in February 2014, Mr.
Beauchamp communicated to Mr. Goulder (Mr. Menaged’s attorney) that the Forbearance
Agreement “needs to comply with Denny s fiduciary obligation to his investors as well as not
become evidence to be used against Denny for securities frand.”?*® Shortly thereafter, Mr.
Beauchamp communicated to Mr. Chittick that the Forbearance Agreement “has to have-the

necessary and essential terms to protect you from potential litigation from investors and third
parties. 2!

236 See page 37, 2011 POM.

237 See pages 10 & 37,2011 POM. .

% See pages 10 & 36-37, 2011 POM. See also pages 9-10, lines 25-2, Defendants’ DS (“by the
end of 2013, more than half of [DenSco’s] loan portfolio was tied up with Menaged--well in
excess of the promised loan concentrations DenSco had set forth in its disclosures to investors™).
239 See page 39, 2011 POM (“Since inception through June 30, 2011, ... [e]ach and every
Noteholder has been paid the interest and principle due to that Noteholder in accordance with the
respective terms of the Noteholders 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.”).

240 Email dated February 7, 2014 from Mr. Beauchamp to Mr. Goulder (Mr. Menaged’s
attorney), copying Mr. Chittick [italics added].

241 Email dated February 9, 2014 from Mr. Beauchamp to Mr. Chittick [italics added]. See, also,
email dated March 13, 2015 from Mr. Beauchamp to Mr. Chittick (“I wanted to protect you as
much as I could.” [italics added]); Mr. Beauchamp’s handwritten notes of his telephone call with
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Mr. Beauchamp failed to understand or recognize that it was DenSco, and not Mr. Chittick, that
was his client and that of Clark Hill, even though the Clark Hill Engagement Letter that he
signed made expressly clear that Mr. Chittick was nof the client**? In my opinion, such failure
was in violation of Rule 1.13 of the Arizona Rules of Professional Conduct and in violation of
the applicable standard of care.

b. The Defendants Failed to Properly Advise Mr. Chittick as an
Officer and Director of DenSco

The Defendants failed to properly advise Mr. Chittick that he was causing DenSco to engage in
securities frand by continuing to sell Notes based on disclosures in the outdated, incorrect and
expired 2011 POM.

For the reasons stated above,?* the Defendants’ conduct fell below the standard of care to the

extent that they were relying on any purported claim by Mr. Chittick that he was making proper
disclosures to investors without an updated and corrected POM, .

The Defendants failed to properly advise Mr. Chittick that the Defendants would be required to-
withdraw from the attorney-client relationship unless he caused DenSco to either ccase soliciting
investors or provide investors with Rule 10b-5 compliant disclosures.

The Defendants failed to properly advise Mr. Chittick of his fiduciary duties to DenSco. The
Defendants further failed to assess whether DenSco was insolvent (or in the zone of insolvency)
as a result of the Menaged fraud, in which case Mr. Chittick should also have been advised of his
fiduciary duties to the Noteholders.

The Defendants failed to properly advise Mr. Chittick that it was his obligation to protect and
preserve DenSco’s assets, and to not pursue a Plan that would benefit Mr. Chittick individually
(such as to preserve his reputation and/or equity stake in DenSco) at the risk of DenSco or the
Noteholders. The Defendants failed to promptly and definitively instruct Mr. Chittick to not
fund loan proceeds to borrowers. When Mr. Chittick informed Mr. Beauchamp by email that he
provides funds directly to Mr. Menaged and most other borrowers fo acquire properties at
auctions,?* rather than reaffirm the “fundamental importance” of adhering to the advice that he

Mr. Chittick on February 27, 2014 (“will need Forbearance Agmt to ... protect Denny’’ [italics
added]).

242 Engagement Letter dated September 12, 2013 (referenced above).

243 See “Defendants Allege They Withdrew from Representing DenSco in May 2014 above.

244 Email dated January 9, 2014 from Mr. Chittick to Mr. Beauchamp (“If i cut cashiers check
and take it to the frustee myself i dont’ get receipt that DenSco Paid forit. i geta receipt saying
that property was paid for, for X $’s vested in borrower’s name. my name doesn’t appear on it.
other than having a cashiers check receipt saying that i made a check out for it, there isn’t
anything from the trustee saying that it was my check. i could wire Scott the money, he counld
produce cashiers check that says remitter is DenSco and it would have the exact same affect as if
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had been giving since 2007,245 Mr. Beauchamp simply replied “Let me see what the other
lenders got from the Trustee and we can make a better decision.”¥¢ There is nothing in the
record that I have reviewed that indicates Mr. Beauchamp followed up with Mr. Chittick on this
exchange or took approptiate action to ensure that Mr. Chittick ceased this improper and risky
funding procedure.

And the Defendants failed to advise M. Chittick as to how to best protect and preserve the
corporation’s assets, especially with respect to those outstanding loans that were not adequately
protected by first lien mortgages, Nor did they conduct the requisite due diligence and research
in order to properly consider available alternatives.

The Defendants conduct fell below the applicable standard of care by, in effect, aiding and
abetting Mr. Chittick’s wrongful conduct by focusing their attention on the Forbearance
Agreement rather than on DenSco’s rights and remedies in connection with the Menaged fraud
and on updating and correcting the 2011 POM. In other words, by failing to terminate the
attorney-client relationship, the Defendants provided substantial assistance in Mr. Chittick’s
wrongful conduct. The Defendants’ conduct in this regard was so reckless and irresponsible that
such conduct, in my opinion, constituted a gross departure from the applicable standard of care.

4, The Defendants Failed to Protect DenSco from Mr. Chittick

The Defendants’ conduct fell below the applicable standard of care by failing to realize, and act
on the fact, that Mr. Chittick’s interests conflicted with those of DenSco’s. As the director,
officer and sole shareholder of DenSco, Mr. Chittick had a fiduciary duty to act in the best
interest of DenSco, and not in his own self-interest.

The Defendants failed to recognize that, while Mr. Chittick’s Plan and the Forbearance
Agreement benefited Mr. Menaged and perhaps Mr. Chittick, the speculative benefit to DenSco
(if any) was greatly outweighed by the burdens to DenSco. As discussed above, the Forbearance
Agreement imposed material obligations and economic burdens on DenSco, including the
obligation (in accordance with Mr. Chittick’s Plan) to misuse DenSco’s funds by throwing good

i got cashiers check that said I’'m the remitter, i don’t just do this with scott, i do this with 90% of
the guys that i fund at the auctions.” [SIC]),

243 See page 6, Defendants’ DS (“Mr. Beauchamp ... provided advice to DenSco regarding
proper loan documentation procedures since at least 2007. DenSco and Mr. Chittick were both
advised, 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 DenSco safeguard the use of
its investors’ funds in conjunction with properly recording liens, in order to ensure that DenSco’s
loans were in first position.”).

24¢ Email dated January 9, 2014 from Mr. Beauchamp to Mr. Chittick. See; also, Plainfiff’s DS §
213(a) (“Chittick had been grossly negligent in managing DenSco’s loan portfolio, by not
complying with the terms of the Mortgage, which called for DenSco to issue a check payable to

the Trustee, and instead wiring money to Menaged, trusting Menaged to actually use those funds
to pay a Trustee.”).
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money after bad in a manner that was inconsistent with the disclosures made to investors in the
2011 POM.

The Defendants fell below the applicable standard of care by allowing and assisting Mr. Chittick
in protecting his own s¢lf-interest, by among other things: (1) continuing to provide additional
funds to Mr. Menaged; (2} delaying disclosure to investors; (3) implementing Mr. Chittick’s Plan
before making appropriate disclosures to investors; and (4) negotiating and entering into the
Forbearance Agreement to the detriment of DenSco and its Noteholders.

Under the circumstances, in accordance with Rules 1.13(b) and 1.2 of the Arizona Rules of
Professional Conduct, the Defendants could have — and in my opinion should have — reported

M. Chittick’s breaches to the proper authorities and/or the Noteholders in order protect DenSco
against Mr. Chittick.

5. The Defendants’ Conflicts of Interest

The Defendants fell below the standard of care, and violated the applicable Rules of Professional
Conduct, by failing to recognize and properly address two conflicts of interest: first, the conflict
of interest created by concurrently representing both DenSco and the Chittick Estate, when
DenSco had potential claims against the Estate for malfeasance by Mr. Chittick; and second, the
conflict of interest in representing DenSco in wind down matters when DenSco had potential
claims against the Defendants for malfeasance.

a. The Defendants Failed to Recognize the Concurrent Conflict of
Interest Between DenSco and the Chittick Estate

For the reasons stated above, the Defendants knew that Mr. Chittick had violated his fiduciary
duties to DenSco, and that as a result DenSco had potential claims against Mr, Chittick and;
following his death, against the Chittick Estate. ¥ However, rather than consider and pursue
such claims against the Chittick Estate, the Defendants concurrently took on the representation of
the Chittick Estate. Such representation was in violation of Rule 1.7 of the Arizona Rules of
Professional Conduct: “a lawyer shall not represent a client if ... the representation of one client
will be directly adverse to another client.” It would have been contrary to the interests of the
Chittick Estate for DenSco to consider or pursue claims against the Chittick Estate for Mr.
Chittick’s malfeasance, and yet, as wind down counsel to DenSco, it was the obligation of the
Defendants to consider and pursue such claims (as independent legal counsel to DenSco would
have done, and as the Receiver in fact has done).?*®

247 See, e.g., Exhibit 288A to Deposition of Mr. Beauchamp, email dated August 15, 2016 from
Mr. Beauchamp to Mr. Hyman (“Due to potential conflicts of interest, we have resigned as
counsel to the Estate and new counsel has been appointed or is being appointed for the Estate.”).
248 See Arizona Rules of Professional Conduct, Rule 1.7, Comment [3] (A conflict of intefest
may exist before representation is undertaken, in which event the representation must be
declined™); Comment [4] (“If a conflict arises after representation has been undertaken, the
lawyer ordinarily must withdraw from the representation”); Comment {6] (“Loyalty to a current
client prohibits undertaking representation directly adverse to that client .... & lawyer may not act
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The Defendants failed to secure informed consent, confirmed in writing, to such conflict, as
required by Rule 1.7. In fact, it’s not clear that anyone could have provided such consent on
behalf of the Chittick Estate prior to the appointment of Ms. Heuer as the personal representative
of the Chittick Estate (which appointment was done during the course of the Defendants’
representation of the Chittick Estate), and even after Ms, Heuer was appointed, it does-not appear
that the Defendants sought or received the required consent from het.

b. The Defendants Failed to Recognize the Conflict of Interest
Between Wind Down Work for DenSco and the Defendants’
Interests

For all the reasons stated above, the Defendants’ conduct fell below the standard of care,
resulting in potential claims that DenSco may bring against the Defendants for malfeasance. The
Defendants were well aware of such risk and the resulting conflict of interest.**® Despite such
conflict of interest, the Defendants actively stepped into the role as legal counsel to DenSco in
connection with wind down and transition matters, and Mr. Beauchamp took it upon himself to
act as a quasi-receiver or liquidator with respect to the wind down of DenSco.

Such representation was in violation of Rule 1.7 of the Arizona Rules of Professional Conduct:
“a lawyer shall not represent a client if ... there is a significant risk that the representation ... will
be materially limited ... by a personal interest of the lawyer.” It would have been contrary to the
personal interests of the Defendants for DenSco to consider or pursue claims against the
Defendants for their malfeasance, and yet, as wind down counsel to DenSco, it was the

as an advocate in one matter against a person the lawyer reprosents in some other matter™);
Comment [8] (“a conflict of interest exists if there is a significant risk that a lawyer’s ability to
consider, recommend or carry out an appropriate course of action for the client will be materially
limited as a result of the lawyer’s responsibilities .... The conflict in effect forecloses alternatives
that would otherwise be available to the client. ... The critical questions [include] whether [the
difference in interests] will ... foreclose courses of action that reasonably should be pursued on
behalf of the client.”).

249 See, e.g., DIC0009476, the Iggy Letter dated July 28, 2016 (“Dave never made me tell the
investors”; “I talked Dave my attorney in fo allowing me to continue without notifying my
investors.”; “Dave my attorney ... let me get the workout signed not tell the investors and try to
fix the problem., That was a huge mistake,”); email dated March 13, 2015 from Mr. Beauchamp
to Mr. Chittick (T have second guessed myself concerning several steps in the overall process,
but I wanted to protect you as much as I could.”); pages 447-448, lines 19-15, Deposition of Mr.
Beauchamp (“Q. Did you discuss with [Ms. Heuer] potential conflicts of interest that you and
Clark Hill would have with respect to representing DenSco? A. Yes. ... Q. Did you disclose to
her that Clark Hill was concerned about potential claims that could be made against Clark Hill
regarding your representation of DenSco? A. Yes.”); page 140, lines 10-20, Deposition of Mr.
Hood (*Q. ... On August 2nd, August 3rd, 2016, with all of the information that Clark hill [sic]
knew, could Clark Hill reasonably anticipate that a receiver might sue Clark Hill for damages?
... THE WITNESS: ... I suppose it was a possibility™).
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obligation of the Defendants to consider and pursue such claims (as independent legal counsel to
DenSco would have done, and as the Receiver in fact has done).25?

The Defendants failed to secure informed consent, confirmed in writing, to such conflict, as
required by Rule 1.7, In fact, it’s not clear that anyone could have provided such consent on
behalf of DenSco following the death of Mr. Chittick, and even after Ms. Heuer was appointed
as the personal representative of the Chittick Estate (not that such appointment would have
necessarily given her the authority to consent to the conflict of interest on behalf of DenSco), it
does not appear that the Defendants sought or received the required consent from her.

Following Mr. Chittick’s death, rather than consider and pursue claims that DenSco might have
against the Defendants, it appears that Mr. Beauchamp actively tried to protect himself and Clark
Hill. As discussed above, it appears that Mr. Beauchamp took it upon himself to act as a quasi-
receiver or liquidator with respect to the wind down of DenSco, despite not necessarily having
the requisite skills to do so nor having an authorized and competent client representative from
whom to take instruction, receive approvals or seck guidance. Further, Mr. Beauchamp
advocated against each of the following: (1) having a receiver or trustee appointed to conduct
the wind down of DenSco;?*! (2) having any investor become an authorized representative of
DenSco;>2 and (3) having the state regulator take any active role.*>

In my opinion, these actions violated the standard of care applicable to Mr. Beauchamp, and
suggest that Mr. Beauchamp was attempting to persuade the investors to support him as the

250 See Arizona Rules of Professional Conduct, Rule 1.7, Comment [8] (“a conflict of interest
exists if there is a significant risk that a lawyer’s ability to consider, recommend or carry out an
appropriate course of action for the client will be materially limited as a result of the lawyer’s ...
interests, ... The conflict in effect forecloses alternatives that would otherwise be available to the
client. ... The critical questions [include] whether [the difference in interests] will ... foreclose
courses of action that reasonably should be pursued on behalf of the client.”); Comment [10]
(“The lawyer’s own interests should not be permitted to have an adverse effect on representation
of a client. For example, if the probity of a lawyer’s own conduct in a transaction is in'serious
question, it may be difficult or impossible for the lawyer to give a client detached advice.”).

251 Qee, e.g., Exhibit 213, email dated August 3, 2016 from Mr. Beauchamp to DenSco investors
(“the costs associated with a bankruptcy or a Receiver can reduce the amount to be paid to .
investors by almost half or even a much more significant reduction™).

252 See, e.g., Bxhibit 213, email dated August 3, 2016 from Mr. Beauchamp to DenSco investors
(“We intend to structure this as an Advisory Board to protect the members of this Advisory
Board from any potential liability based upon their role with DenSco. Specifically, the Advisory
Board would only have an advisory position with DenSco as opposed to a full authority position,
which is to distinguish this situation from having these Investors appointed to the Board of
Directors™).

253 See, e.g., Exhibit 256, Deposition of Mr. Beauchamp, email dated August 9, 2016 from Mr.
Beauchamp to investor Craig Hood, copying other investors (“We need to be willing but not
overly anxious to turn it over to the Securities Division. Several people in government made
names and careers with the Mortgages Ltd. matter and we do not want this to turn into anything
like that.”).
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appropriate person to wind down the business, thereby avoiding or delaying the pursuit of claims
that DenSco might have against the Defendants. One could reasonably infer that Mr.
Beauchamp wanted to control the wind down so as to protect himself because if a receiver were
to be appointed, he or she would file a claim against the Defendants on behalf of DenSco —
which is exactly what happened in this Case.

In addition, Mr, Beauchamp's testimony at the receiver appointment hearing that he represented
both DenSco and Mr. Chittick, together with his former law firm’s assertion of a joint attorney-
client privilege premised on that testimony, further complicated and delayed the Receiver’s
ability to obtain and utilize DenSco’s files from Clark Hill. One could also reasonably infer that
Mr. Beauchamp intended such result so as to protect himself, especially with respect to
preventing disclosure of the Iggy Letter, the Chittick Investor Letter dated July 28, 2016, and the
DenSco Journal, all of which implicate the Defendants.

Under the circumstances, the Defendants’ conduct in this regard was so reckless and
irresponsible that such conduct, in my opinion, constituted a gross departure from the applicable
standard of care.

6. The Defendants Failed to Withdraw from Representing DenSco
Finally, in my opinion, the Defendants failed to properly withdraw from the representation of
DenSco on a timely basis, as required by Rules 1,16 and 1.2 of the Arizona Rules of Professional
Conduct,

V. CONCLUSION

It is my opinion, as detailed above and based on the record I have reviewed, that the Defendants
violated the applicable standard of care in their representation of DenSco.

% ok k
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I reserve the right to supplement, update or amend my opinions as new information becomes
availablc or is brought to my attention.

%ﬁé% March 26, 2019

Neil J Wertlieb
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NEIL J WERTLIEB
15332 Antiech Strect, Unit 802
Pacific Palisades, CA 90272
(424) 265-9659
Neil@WertlichLaw.com

CURRENT PROFESSIONAL ACTIVITIES

WERTLIE

/ - Wertlicb Law Corp 2017 — Present
Principal

Wertlieb Law Corp provides expert witness and expert consulting scrvices Lo attorncys
in their litigation and arbitration matters
o Our engagements have been focused primarily in two arcas:
* Disputes involving business transactions, corporate governance and fiduciary
duties
» Cases involving attorncy cthics and attorney malpractice
o [ have served as an expert in dozens of such disputes and cascs
o I have testified numerous times, in court (both bench and jury trials), in arbitration
and in depositions
Other services provided by Werllieb Law Corp include:
Mediation services for business disputcs
Board of director appointments
Ethics consulting
MCLE presentations
Lecgal services
For morc detailed information, sec www. WertlicbLaw.com

o0 000

,_aw UCLA School of Law 2002 — Present

[

Adjunct Professor / Lecturer in Law

| teach a transaction skills course entitled “Life Cycle of a Business,” a coursc of my
own design focusing on deals, negotiation, contract drafting and clhics

3-unit course salisfics onc of the requirements for students seeking a Business Law and
Policy Specialization

Ballantine & Sterling: California Corporation Laws 2012 — Present
General Editor

7-volume trcatise on the laws governing businesses in the State of California
In-depth practical guidance concerning the formation, operation and dissolution of
corporations, partnerships, limited liability companies and other business entitics
Cited as authority in over 500 federal and stalc court opinions, 25 SEC No-Action
Letters and other administrative reference materials, and 50 law review articles
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Milbank@Harvard 2018 — Prescnt
Senior Advisor

e Engaged by Harvard Law School Executive Education

s This professional development program provides attorneys at Milbank, Tweed, Hadley
& McCloy LLP with immersive week-long programs 1o build leadership and business
skills each year for four ycars, as they progress from mid-level associates (o senior
associates

¢ Lcd by Harvard Law School and Harvard Business School faculty, the program covers
fopics such as business, finanee, accounting, marketing, law, management skills, clicnt
relations and personal and professional development

¢ As Scnior Advisor, I attend program sessions at Harvard and provide input, guidance
and assistance in formulating the program and connceting it to work at Milbank

State Bar of California, Office of Chief Trial Counsel 2017 — Present
Special Deputy Trial Counsel

» The State Bar Office of Chief Trial Counscl must recuse itsclf when it receives a
disciplinary complaint against an attorney who has a closc professional, personal,
family or financial connection with the State Bar of California

» To avoid an appearance of impropriety under such circumstances, an independent
Special Deputy Trial Counscl is appoinied, with all the powers and duties of the Chief
Trial Counsel, to investigate and, if warranted, prosceute alleged misconduct by such an
attorney

¢ Sincc my appointment as a Special Deputy Trial Counsel, I have worked on several
such maltters

EMPLOYMENT HISTORY
- 4 Milbank, Tweed, Hadley & McCloy LLP, Los Angcles 1995 - 2016
] M 2 Partner

s General Practice Areas: Business transactions, primarily acquisitions, finance,
securities offerings and restructurings
» Reproscntative transaclions:

o Represcnied an NYSE-listed company as regular outside corporate counsel in
numerous transactions, including IPO, acquisitions, financings and a change-in-
contro] transaction

o Represenied underwriters in the initial public offering of a California-bascd home
builder, considered by The Daily Journal to be onc of the Top 10 IPOs 012013

o Led the restructuring of a social network company for which Milbank reccived an
“M&A Advisor” Award for Deal of the Year (2014) from The M&A Advisor

o Represented the finance subsidiary of onc of the world’s largest automotive
companics in numerous debt financings totaling almost $20 billion



Neil J Wertlieh continued

o Represented the venturc capital investing subsidiarics of three major public
companics — a multinational conglomerate, a leading tcleccom company and a large
U.S. bank — in over 50 different investments in early stage companics

o Represenled two different alternative cnergy companies in sale transactions for
which Milbank received the “Top Legal Advisor Award for M&A” from
Bloomberg New Energy Finance

o Represented family owners in disposition transactions for a fashion optical
company, a broadcast company and a hair carc company

o Represented unsceured lenders in the restructoring of a print media company with
over $10 billion in debt

Administrative Responsibilitics:

o Chair of Gthics Group for California Practices

o Corporatc Governance Group
o Professional Development Commitice
o Milbank@Harvard (training program for associates)
o Hiring Partner for Los Angeles Office
7“3 IDB Communications Group, Inc., Culver City, CA 1992 - 1995
hdb /] Vice President, General Counsel & Secretary
s IDB was the fourth-largest U.S,-based provider of intcrnational telephone service when
it was acquired by WorldCom, Inc. in December 1994
s As Goneral Counscl, responsible gencrally for all legal maiters, including acquisitions,
financings and loan transactions, sccuritics law compliance, litigation and crisis
management, employment disputcs, real estatc transactions, board of direclor meetings,
corporatc rceords and cusiomer contracts
s Responsibilitics included what was then the sccond largest equity offering by a
NASDAQ-listed company
Named Exceutive Officer & Member of Executive Committce
» Established and supervised legal department of nine attorneys and five legal assistants
Los Angeles Kings Hockey Team, Culver City, CA 1994 — 1995

|
i
:
i

@ General Counsel (part-time) & Director

Responsible for the acquisition (ransaction in which the Chairman of IDB
Communications Group, Inc. acquired a controlling ntercst in the Kings

General ongoing responsibilitics included management, player and broadeast contracts
and interaction with the National Hockey Leaguc and Ienders

Member of Board of Dircciors

F O’Melveny & Myers, Los Angeles, CA 1984 — 1992
i Associate

Practice Arcas: Transactional work focused on public and private sccuritics financings
(including initial public offcrings), mergers and acquisitions, joint ventures and gencral
corporate and coniractual matters
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e Administrative Responsibilities: Monitoring of legislative developments in California,
training seminars, summer committec, executive compensation group, and “blue sky
overseer”

.g:{% California Supreme Court, San Francisco, CA 1983
i) ,} Judicial Extern for Associate Justice Stanley Mosk

» Responsible for reviewing and evaluating Petitions for Hearing and drafting judicial
opinions for the longest-serving justice on the California Supreme Court

EDUCATION

UC Berkeley School of Law, Berkeley, CA 1982 - 1984
Juris Doctor Degree

o Turis Doctor awarded 1984
e Associate Editor, International Tax & Business Lawyer

UC Hastings College of the Law, San Francisco, CA 1981 — 1982

o Top 1% (ranked number 5 in first-year class of 503 students})
¢ ‘Transferred to UC Berkeley School of Law after first year
s Law Review (awarded based on both grades and writing competition)

UC Berkeley School of Business Administration, Berkeley, CA 1976 — 1980
Bachelor of Science Degree

Bachclor of Science awarded 1980 in Management Science
Honor Students Society

Alumni Scholarship Award

Dormitory Government Chairman

LEADERSHIP POSITIONS
STATE BAR OF CALIFORNIA & CALIFORNIA LAWYERS ASSOCIATION

o Committee on Professional Responsibility and Conduct 2008 — 2014

Chairman

o COPRAC is a standing committee of the Board of Trustees of the State Bar of
California, whose primary charge is the development and issuance of advisory
ethics opinions to assist attorneys in understanding their professional
responsibilities under the California Rules of Professional Conduct

o Chair during 2012-2013, Vice Chair during 2011-2012, Advisor during 2013-2014

o Organized, moderated and participated on numerous panel presentations on various
ethical issues, including at the Annual Meeting of the State Bar and at the Annual
Ethics Symposium
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o Authored several ethics opinions and, as Chair of COPRAC’s Rules Revision
Commission Subcommittee, led COPRAC’s efforts in reviewing and commenting
on proposed new rules of professional conduct

» Business Law Section 2003 — 2008
Chairman
o The Business Law Section serves as a forum to educate attorneys on recent
developments and current issues in all fields of business law
o Chair during 2006-2007, Vice Chair for Legislation during 2005-2006, and Member
of the Executive Committee the remaining duration of my 5-year term

¢ Corporations Committee 1999 — 2003
Chairman
o The Corporations Committee is a standing committee of the Business Law Section,
focused on the laws relating to corporations and business transactions
o Co-Chair during 2001-2002, Vice Chair for Legislation during 2000-2001
o As Vice Chair for Legislation, responsible for the Section’s efforts to prepare and
advocate for legislative proposals to amend the California Corporations Code

¢ Business Litigation Committee 2016 — Present
Vice Chair
o The Business Litigation Committee is a standing committee of the Business Law
Section, focused on the laws relating to business disputes in California
o Co-Vice Chair during 2018-2019

¢ Business Law News 2008 — Present
Editorial Advisor
o The Business Law News is the official publication of the Business Law Section of
the California Lawyers Association (formerly the California State Bar)
o Providing advice and guidance to the Editorial Board of the Business Law News

Los ANGELES COUNTY BAR ASSQOCIATION

+ Professional Responsibility and Ethics Committee 2013 — Present

Chairman

o PREC is a standing committee of the Board of Trustees of the Los Angeles County
Bar Association, whose primary mission is to prepare written opinions and
responses to questions concerning the ethical duties and responsibilities of lawyers

o Chair during 2018-2019, Vice Chair during 2017-2018, Secretary during 2016-2017

o As Chair of PREC’s Rules Revision Commission Subcommittee, led PREC’s
efforts in reviewing and commenting on proposed new rules of professional

conduct
BOARD APPOINTMENTS
s Windward School 2013 — Present

Chair & Member, Board of Trustees
o Windward School is an independent middle and high school in Los Angeles
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o Also served on Exccutive Committee and as Co-Chair of Committee on Trustees
and Chair of Strategic Planning Committee

Los Angeles Arts Association 20102018

Member, Board of Directors

o As a501(c)(3) nonprofit organization, LAAA's mission since 1925 is to provide
opportunities, resources, services and exhibition venues for Los Angeles artists,
with an emphasis on emerging talent

Village School 2008 — 2014
Member, Board of Trustees & Executive Committee

o Village School is a TK through Sixth Grade independent school in Los Angeles

o Also served on the Finance Committee and as Chair of the Legal Committee

Los Angeles Kings Hockey Team 1994 — 1995
Member, Board of Directors
o Also served as General Counsel of this National Hockey League team

821 Bay Street Homeowners Association, Inc. Early 1990s
President & Member, Board of Directors
o Homeowners association for 15-unit condominium complex in Santa Monica

Co-Opportunity Consumers Cooperative, Inc. Late 1980s
Member, Board of Directors
o The “co-0p” is a community owned and operated market based in Santa Monica

RECOGNITIONS, SPEAKING ENGAGEMENTS & PUBLICATIONS

Recognitions & Honors

“AV Preeminent” peer review rated (5.0 out of 5.0) on Martindale-Hubbell (Present)
Profiled in The Lexis Practice Advisor Journal: “An Overview of Corporate
Transactional Practice & Expert Witnessing: Q&A with Neil J Wertlieb” (Spring

2016)

Led transactions for which Milbank received an “M&A Advisor” Award for Deal of the
Year and an “M&A Advisor Turnaround” Award from The M&4 Advisor (2014)
Advised underwriters on an initial public offering selected by The Daily Journal as one
of the Top 10 IPOs (2013)

Recognized in The Legal 500 for M&A work (2012)

Led two transactions for which Milbank received the “Top Legal Advisor” Award for
ME&A from Bloomberg New Energy Finance (2009)

Recognized by Super Lawyers as a Top Rated Mergers & Acquisitions Attorney and for
his Corporate Finance work (2004)

Profiled in California Law Business: *‘The 100 Most Influential Lawyers in California”
(October 30, 2000)

Profiled in Los Angeles Business Journal: “Who’s Who Banking & Finance: Roadkill
Warriors” (October 16, 2000)



*

Neil J Wertlieb continued

Profiled in California Law Business: “Dealmaker of the Week” (October 9, 2000)

Profiled in Los Angeles Business Journal: “Wall Street West: Cyber Lawyer”
(September 20-26, 1999)

Speaking Engagements (since 2000)

Presenter, “California’s New Rules of Professional Conduct,” presentations to various
law firms and other organizations in Southern California (2018 — Present)

Moderator, “Ethical Issues for In-House Counsel,” Lowell Milken Institute for
Business Law and Policy at UCLA School of Law, Palo Alto, CA (January 30, 2019)
Presenter, “The New Rules of Professional Conduct,” California Lawyers Association,
Webinar (January 29, 2019)

Presenter, “The New Rules of Professional Conduct,” J. Reuben Clark Law Society,
Irvine, CA (January 17, 2019)

Presenter, “The New Rules of Professional Conduct (for Transactional Lawyers),” Los
Angeles County Bar Association’s Business and Corporations Law Section, Webinar
(January 15, 2019)

Panelist, “Ethics — All You Need to Know: Conflicts, Conflicts, Conflicts — What the
New Rules and the Sheppard Mullin v. J-M Case have To Say,” Los Angeles County
Bar Association’s Annual Program on Ethics, Los Angeles, CA (January 13, 2019)
Moderator, “How to Keep Your Expert In and Their Expert Out,” California Lawyers
Association’s Business Law Section, Webinar (November 6, 2018)

Presenter, “A New Chapter in Professional Responsibility,” Lowell Milken Institute for
Business Law and Policy at UCLA School of Law, Los Angeles, CA (October 30,
2018)

Presenter, “Trials and Tribulations — Tactics, Strategies and Updates for the Business
Litigator: The Ethical Use of Expert Witnesses,” California Lawyers Association’s
Solo and Small Firm Section, Los Angeles, CA (October 18, 2018)

Panelist, “Conflict Waivers, Mediation Waivers, New Rules - Oh My! Avoiding Ethical
Traps Triggered by Recent Developments Under California Law,” Beverly Hills Bar
Association, Los Angeles, CA (October 11, 2018)

Presenter, “New Rules of Professional Conduct go into Effect on November 1, 2018 —
Are You Ready?,” California Lawyers Association Annual Meeting, San Diego, CA
(September 14, 2018)

Panelist, “New Rules of Professional Conduct go into Effect Later this Year — 4ARE
YOU READY?,” Los Angeles County Bar Association, Los Angeles, CA (August 21,
2018)

Panelist, “Brave New World: What Business Lawyers Need to Know About the Sea
Change to New Rules Of Professional Conduct,” Beverly Hills Bar Association,
Beverly Hills, CA (July 12, 2018)

Presenter, “Contracts 101: The Contract of the Year — But is it Enforceable?”
presentations to various law firms and other organizations in Southern California
(2018)

Presenter, “Teach the Basics of Contract Drafting, Corporate Governance &
Transactional Law . . . in One Single Sentence” Emory Law’s 6% Biennial Conference
on Teaching Transactional Law and Skills, Atlanta, GA (June 1, 2018)
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Panelist, “Advising Clients on the Formation of Legal Entities in California — Ethical
Issues,” California Lawyers Association’s Business Law Section, Los Angeles, CA
{March 30, 2018}

Presenter, “The Proposed Rules of Professional Conduct — What Every Litigator
Should Know,” California Lawyers Association’s Litigation Section, Webinar (March
I, 2018)

Presenter, “Proposed Changes to California Professional Conduct Rules for
Transactional Attorneys,” Los Angeles County Bar Association’s Business and
Corporations Law Section, Webinar (January 29, 2018)

Presenter, “The Proposed Rules of Professional Conduct,” presentations to various law
firms in Southern California (2017 —2018)

Moderator, “Conflicts of Interest: Guidelines for Every Lawyer’s Success,” American
Bar Association’s Center for Professional Development, Webinar (July 20, 2017)
Panelist, “Ethics Issues Relating to the Use of Expert Witnesses,” American Bar
Association’s National Conference on Professional Responsibility, St. Louis, MO (June
2,2017)

Panelist, “Ethics in, and Negotiating and Preserving Privilege in, M&A Transactions,”
American Bar Association’s Business Law Section Spring Meeting, New Orleans, LA
(April 6, 2017)

Moderator, “Venture Capital Panel,” Law and Entrepreneurship Association of UCLA
School of Law, Los Angeles, CA (April 4, 2017)

Panelist, “Ethics — All You Need to Know: The Ethical Use of Expert Witnesses,” Los
Angeles County Bar Association’s Annual Program on Ethics, Los Angeles, CA
(January 14, 2017)

Presenter, “The Ethical Use of Expert Witnesses,” presentations to various litigation
groups in Southern California (2016 — Present)

Panelist, “The Effective and Ethical Use of Expert Witnesses,” Annual Mecting of the
California State Bar, San Diego, CA (September 30, 2016)

Presenter, “Key Ethical Issues When Ending the Attorney-Client Relationship,”
Bloomberg BNA Ethics, Webinar (April 12, 2016)

Panelist, “Phantom Clients and How to Exorcise Them,” LMRM Conference, Chicago,
IL (March 3, 2016)

Presenter, “How to Be, and How to Use, an Expert Witness,” California State Bar,
Webinar (November 4, 2015)

Presenter, “Ethics for the In-House Attorney,” presentations to 15 legal departments in
California and New York, approximately 1,000 in-house attorneys (2011 —2014)
Panelist, “Bthics Update 2014: Significant Developments in the Law of Lawyering,”
Annual Meeting of the California State Bar, San Diego, CA (September 12, 2014)
Panelist, “Ethics Update 2013: Significant Developments in the Law of Lawyering,”
Annual Meeting of the California State Bar, San Jose, CA (October 11, 2013)
Moderator, “Doing Good Made Easy (ar at Least Easier): Ethical Issues Arising in Pro
Bono Representations,” Annual Ethics Symposium of the California State Bar, Los
Angeles, CA (April 20, 2013)

Panelist, “Ethics Update 2012: Significant Developments in the Law of Lawyering,”
Annual Meeting of the California State Bar, Monterey, CA (October 12, 2012)
Moderator, “The No Contact Rule: Up Close and Personal,” Annual Ethics
Symposium of the California State Bar, San Francisco, CA (May 19, 2012)



Neil J Wertlieb continued

Co-Teacher, “Negotiations: Creating and Claiming Value,” Harvard University,
Cambridge, MA (February 16, 2012 & November 17, 2011)

Co-Teacher, “Negotiations: Strategies of Influence,” Harvard University, Cambridge,
MA (November 15, 2011)

Moderator & Panelist, “Dealing with Difficult Clients While Maintaining Your
Professional Responsibility,” Annual Meeting of the California State Bar, Long Beach,
CA (September 17, 2011)

Moderator, “Ethics on the Inside (Ethical Issues Faced by In-House Aftorneys),”
Annual Ethics Symposium of the California State Bar, Irvine, CA (April 9, 2011)
Moderator & Panelist, “Conflicts for Lawyers: How to Get Yourself Disqualified,
Sued and Disciplined,” Annual Meeting of the California State Bar, Monterey, CA &
San Diego, CA (September 24, 2010 & September 11, 2009)

Panelist, “When Private Equity Comes Calling: The Role of Corporate Counsel in
Takeover Transactions,” 2007 Institute for Corporate Counsel, Los Angeles, CA
(December 6, 2007)

Presenter, “Basics of Mergers & Acquisitions,” Southern California Chapter of ACCA,
Los Angeles & Orange Counties, CA (November 8, 2006)

Panelist, “Developments in Corporate Governance: Revisiting Director Voting and
other Hot Potatoes,” ABA Business Bar Leaders Conference, Chicago, IL (May 10,
2006)

Panelist, “Legislation: Turning Ideas into Law: Effective Legislative Strategies for
Business Law Organizations,” ABA Business Bar Leaders Conference, Chicago, IL
(May 10, 2006)

Panelist, “Mergers & Acquisitions: Growth, Access to Capital and Liquidity through
Mergers, Acquisitions and Strategic Alliances,” The Investment Capital Conference
2004, Los Angeles, CA (April 27, 2004)

Guest Lecturer, “Corporate Governance,” USC Business School, Course on Advanced
Finance, Los Angeles, CA (July 26, 2004)

Moderator & Panelist, “Doing Business Online: Financing Online Operations,” Law
Seminars International, Los Angeles, CA (August 25, 2000)

Publications (since 2004)

Ballantine & Sterling. California Corporation Laws, General Editor (2012 — Present)
Life Cycle of a Business: Transaction Skills, UCLA Law Course Reader, Editor (2002 -
Present)

Lexis Practice Advisor: Ethics For In-House Counsel, Contributing Author (2015 —
Present)

“Teach the Basics of Contract Drafting, Corporate Governance & Transactional Law in
One Sentence,” 20 Tennessee Journal of Business Law 387 (2019)

“An Update: Rules of Professional Conduct,” The Practitioner (Summer 2018)

“New Rules of Professional Conduct,” Business Law News (2018)

“New Rules: The Entirely New Rules,” The Daily Journal (Part 3 of 3-part series)
(June 1, 2018)

“New Rules of Conduct: The Uncontroversial, But Important,” The Daily Journal (Part
2 of 3-part series) (May 25, 2018)
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“New Rules of Conduct: The Disruptive and Controversial,” The Daily Journal (Part 1
of 3-part series) (May 18, 2018)

“Proposed New Ethics Rules, and Their Impact on Solo Practitioners,” The Practitioner
(Spring 2018)

“The Proposed Rules of Professional Conduct,” Business Law News (2018)

“Proposed New Ethics Rules: What You Need to Know,” Family Law News (2018)
“Best Behavior: Proposed Conduct Rules,” Los Angeles Lawyer (November 2017)
“Bthics Issues in the Use of Expert Witnesses,” The Professional Lawyer (2017)
“Special Coverage — Proposed Rules of Professional Conduct: Lawyer as Third-Party
Neutral (Rule 2.4),” The Daily Journal (September 11, 2017)

“Special Coverage — Proposed Rules of Professional Conduct: Organization as Client
(Rule 1.13),” The Daily Journal (April 24, 2017)

“What Transactional Lawyers Should Know About Conflicts of Interest,” Business Law
News (with Nancy T. Avedissian) (2016)

“The No Contact Rule Actually DOES Apply to Transactional Lawyers,” Business Law
News (with Nancy T. Avedissian) (2015)

“The Rules of Professional Conduct DO Apply to In-House Lawyers,” Business Law
News (with Adam S. Bloom) (2015)

“Ethical Issues for the In-House Transactional Lawyer,” Business Law News (with
Adam S, Bloom) (2010)

“BEx Parte Communications in a Transactional Practice,” Business Law News (with
Nancy T. Avedissian) (2009)

“Addressing Conflicts of Interest in a Transactional Practice,” Business Law News
(with Nancy T. Avedissian) (2008)

“Hostage Situation: Holders of Preferred Stock Can Become the Victims of Legal
Blackmail by Common Stockholders When an Early-Stage Firm Fails — Uniess They
Take a Simple Step Up Front,” The Deal (October 25, 2004)

Quoted as Authority (since 2017)

‘“Rules of Professional Conduct Approved by the Supreme Court,” Ethics News, State
Bar of California website (2018 — Present)

“Avenatti Saga Spotlights Attorney Ethics, When to Draw Lines,” Bloomberg Law
(March 26, 2019)

“Women on board: California law requiring female corporate directors could be
unconstitutional,” CBC News (March 8, 2019)

“Michael Avenatti’s Ex Mareli Miniutti Got Money Allegedly Hidden From
Bankruptcy Court,” The Daily Beast (February 18, 2019)

“Former Client Accuses Michael Avenatti of Operating Law Firm Like a ‘Ponzi
Scheme,’” The Daily Beast (January 22, 2019)

“Michael Avenatti Preps for Two Weeks of Hell: Child Support, Debts, and Abuse
Allegations,” The Daily Beast (December 3, 2018)

“Raging Wildfires Bring Concerns of Legal Fraud in California,” Bloomberg Law
(November 16, 2018)

“California Rules of Professional Conduct Update,” Legal Talk Network (October 16,
2018)
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“Media Companies Could Run Afoul of California Law Banning All-Male
Boardrooms,” The Hollywood Reporter (October 4, 2018)

“California is One of Few States Implementing New Anti-Harassment Rule,” The Daily
Journal (September 27, 2018)

“Judge Puts Brief Pause on CBS-Shari Redstone Legal Battle,” Variety (May 16, 2018)
“Trump Boasts NDAs a Common Practice for ‘Celebrities and People of Wealth,”
NBC News {May 3, 2018)

“Hidden Expert-Pay Ruling Won’t Improve J&J Odds at Retrial,” Law360 (April 30,
2018)

“Federal Judge Rejects Stormy Daniels’ Request for Expedited Trial,” ABC News
(March 29, 2018)

“Porn Star Raising Funds for Legal Expenses in Trump Disclosure Fight,” ABC News
{March 14, 2018)

“Corporations Must Embrace Diversity to Prevent Misconduct and Liability Costs from
Sexual Harassment,” Variety (December 13, 2017)

“Weinstein Scandal Triggers Questions of Corporate Liability and Even Complicity,”
Variety (October 25, 2017)

“California Cases To Watch In 2017,” Law360 (January 2, 2017)

MISCELLANEOUS

Bar Admissions & Memberships

Admitted to practice in California, New York & District of Columbia
Member:

o American Bar Association

o Association of Professional Responsibility Lawyers

o California Lawyers Association

o Los Angeles County Bar Association

Personal

Married; father to 3 teenage boys
Marathon runner: New York, Los Angeles, Ventura, Long Beach . . . and stiil going!

./3}:-
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Exhibit B

List of Cases in Which I Have Testified as an Expert During the Past Four Years

Robert Hayman v. Michael Treiman
e Arbitration, Los Angeles County; Arbitrator Barbara A. Reeves (JAMS Case No.
1210035620)

Feldman v. GearShift Inc., T. Blinn, N. Safyurtly, E. Cwiertny & N. Tribe
e Superior Court of the State of California for the County of Orange, Civil Complex
Center; Judge Ronald L. Bauer (Case No. 30-2017-00951741)

Kenneth D. Rickel v. Martin W. Enright, Littman Krooks, LLP, et al.

» Superior Court of the State of California for the County of Los Angeles, Central
District; Honorable Frederick C. Shaller {Case No. BC595770)

Jeffrey 1. Golden, Trustee of Aletheia Research and Management, Inc., v. O'Melveny & Myers
LLP, Steven J, Olson and J. Jorge deNeve

e Arbitration, Orange County; Arbitrator Honorable Gary A. Feess (Phillips ADR)

Adam Levinv. Weingarten Brown LLP et al.

e Arbitration, Los Angeles Courty; Arbitrator Edward J. Wallin (JAMS Ref. No.
1200051061)

William Atkins, Gregory Smith, and Johr Waite v. Allen Z. Sussman

e Arbitration, Los Angeles County; Arbitrator Irma E. Gonzalez (JAMS Ref. No.
1240054486)

Sork v. Slaughter
» Superior Court of the State of California for the County of San Diego, North County
District; Honorable Timothy M. Casserly (Case No. 30-2015-00783369-CU-MC-CJC)

Marino, et al. v. Greenberg Traurig, P.A.
e Florida Circuit Court, Palm Beach County (Case No. 50-2016-CA-007297)

EOT Production Company v. Vorys, Sater, Seymour and Pease LLP and John Keller

o United States District Court, Eastern District of Kentucky, Southern Division (Case No.
6:15-CV-00146-DLB)

Brezocziy v. Domiar Corporation and Polsinelli PC
e United States District Court, Northern District of California (Case No. 5:16-CV-04995-
EID)

Drake Kennedy v. Regency Outdoor Advertising, Inc. et al.
» Superior Court of the State of California, Los Angeles County (Case No. BC522560)
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Association for Los Angeles Deputy Sherifis v. Armando Macias, Bruce Nance, et al.
¢ Superior Court of the State of California, Los Angeles County (Case No. BC540789)

Thomas A. Vogele, Gimino Vogele Associates, LLP v. Richard D. Williams, Susan D. Lintz, Kelly
Lytton & Williams, LLP

¢ Superior Court of the State of California, Orange County; Honorable Michael Brenner,
Judge Presiding (Case No. 30-2012-00558522-CU-NP-CIC)

Wood River Capital Resources, LLC, et al. v. CapitalSource, Inc., et al. (Asset Real Estate &
Investment Company Consolidated Cases)

» Superior Court of the State of California, Los Angeles County; Honorable Elihu M.
Berle (Case No. JCCP-4730)

Dyadic International, Inc. v. Ernst & Young, LLP, et al.
e Florida Circuit Court, Palm Beach County; Circuit Judge Richard Oftedal (Case No. 50
2009 CA 010680 XXXXMBAA)

maxIT Healthcare Holdings, Inc. v. Acumen Technology Solutions for Healthcare, LLC
« Arbitration, Orange County; Honorable Gary L. Taylor (JAMS Ref. No. 1200046297)
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Exhibit C

Documents Provided or Made Available

Verified complaint of Arizona Corporation Commission (“ACC”) against DenSco
Investment Corporation (8/17/16)

ACC’s Memorandum of Points and Authorities in Support of Application for Preliminary
Injunction and Appointment of Receiver (8/17/16)

Receiver’s Preliminary Report (9/19/16)

Receiver's Status Report (12/23/16)

Declaration of David Beauchamp (8/17/16)

Letter from D. Beauchamp to D. Chittick (5/7/07)

DenSco Confidential Private Offering Memorandum (6/1/07)

Letter from D. Beauchamp to D. Chittick (3/18/08)

E-mail exchanges between D. Beauchamp and D. Chittick and e-mail exchange between
D. Beauchamp and M. McCoy (4/1/09)

D. Beauchamp handwritten notes (4/9/09)

E-mail exchanges between D. Beauchamp and R. Burgan (4/22/09)

E-mail exchanges between D. Beauchamp, D. Chittick and R. Burgan (4/23/09)
E-mail exchanges between D. Beauchamp and D. Chittick (5/15/09)

D. Beauchamp handwritten notes (6/30/09)

DenSco Confidential Private Offering Memorandum (7/1/09) w/ handwritten notes from
2011

E-mail exchanges between D. Beauchamp and D. Chittick (4/6/11)

D. Beauchamp handwritten notes (4/13/11)

E-mail exchanges between D. Beauchamp, D. Chittick and G. Schneider (5/3/11)
BE-mail exchanges between D. Beauchamp, D. Chittick and G. Schneider (5/25/11)
E-mail exchanges between D. Beauchamp, D. Chittick and G. Schneider (6/10/11)
E-mail exchanges between D. Beauchamp, D. Chittick and G. Schneider (6/14/11)
E-mzil exchanges between D. Beauchamp, D. Chittick and G. Schneider (6/20/11)
E-mail exchanges between D. Beauchamp and D. Chittick (7/11/11)

DenSco Confidential Private Offering Memorandum (7/1/11)

E-mail from D. Chittick to D. Beauchamp, DenSco investors (7/19/11)

Letter from Arizona Department of Financial Institutions (“ADFI”) to DenSco (8/11/11)
Letter from D. Beauchamp to ADFI (8/22/11)

E-mail exchanges between D. Beauchamp and D. Chittick (5/1/13)

D, Beauchamp handwritten notes re mtg. w/ . Chittick (5/9/13)

Excerpt from DenSco corporate journal maintained by D. Chittick (5/9/13)

Draft DenSco Confidential Private Offering Memorandum (5/XX/13)

E-mail from D. Beauchamp to R. Pederson (6/10/13)

E-mail exchange between D. Beauchamp and M. Weakley (6/10/13)

E-mail exchanges between D. Beauchamp and D. Chittick (6/11/13)

E-mail from D. Chittick to D. Beauchamp (6/14/13)

E-mail from S. Menaged to D. Beauchamp, D. Chittick (6/14/13)

E-mail exchanges between D. Beauchamp and D, Chittick (6/14/13)

E-mail exchanges between D. Beauchamp and R, Wang (6/17/13)
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39.
40.
41.
42.
43.

45.
46,
47.

48.
49,
50.
51.
52.
33.
54.
55.
56.
57.
58.
59,
60.
6l.
62,
63.
64.
63.
66.
67.
68.
69.
70,
71,
72.
73.
74.
75.
76.
77.
78.
79.
80.
81.
82.
83.

Excerpt from DenSco website (6/17/13)

D. Beauchamp handwritten notes re call w/ D. Chittick (6/17/13)

E-mail from D. Beauchamp to R. Wang (6/17/13)

D. Beauchamp handwritten notes re call w/ R. Wang (6/17/13)

E-mail from D. Beauchamp to M. Weakley (6/17/13)

Excerpt from DenSco corporate journal maintained by D. Chittick (6/17/13)
D. Beauchamp handwritten notes re call w/ R. Wang (6/18/13)

D. Beauchamp handwritten notes re call w/ M. Weakley (6/18/13)

E-mail exchanges between D. Beauchamp, R. Wang, K. Henderson, R. Endicott, G.
Jensen (6/20-21/13)

E-mail from D. Beauchamp to E. Sipes (6/25/13)

D. Beauchamp handwritten notes re E. Sipes (6/25/13)

D. Beauchamp handwritten notes re call w/ E. Sipes (6/27/13)

D. Beauchamp handwritten notes re call w/ D. Chittick (6/27/13)

E-mails from D, Chittick to D. Beauchamp (6/27/13)

E-mail exchange between E. Sipes and D. Beauchamp (7/1/13)

E-mail exchanges between D. Beauchamp and D. Chittick (7/10/13)

E-mail exchanges between D. Beauchamp and D. Chittick (7/11/13)

Draft DenSco Confidential Private Offering Memorandum (7/XX/13)

E-mail exchanges between D, Beauchamp and G. Jensen (8/6/13)

D. Beauchamp handwritten notes re calls w/ D. Chittick (8/26/13)

Letter from D. Beauchamp and J. Zweig to D. Chittick (8/30/13)

E-mail exchanges between D. Beauchamp and D. Chittick (9/12/13)

Letter from D. Beauchamp to D. Chittick (5/12/13)

E-mail exchanges between D. Beauchamp and D. Chittick (5/12/13)

Clark Hill New Client/New Matter form (9/13/13)

E-mail from S. Brewer to L. Stringer (9/17/13)

E-mail from D. Chittick to D. Beauchamp re “few things” (12/18/13}

E-mail from D. Chittick to D. Beauchamp re “2011 memorandum™ (12/18/13})
E-mail from D. Beauchamp to D, Chittick re “2011 memorandum” (12/18/13)
E-mail exchange between D. Chittick and D. Beauchamp (1/5/14)

E-mail from D. Chittick to D. Beauchamp (1/6/14)

E-mail from D. Chittick to D. Beauchamp (1/7/14)

D. Beauchamp handwritten notes from meeting with D. Chittick and S. Menaged (1/9/14)
E-mail exchange between D. Chittick and D. Beauchamp (1/9/14)

Clark Hill New Client/Matter form (1/10/14)

D. Beauchamp handwritten notes from telephone call with D. Chittick (1/10/14)
Excerpt from DenSco corporate journal (1/10/14)

E-mail exchange between D. Chittick and D. Beauchamp (1/12/14)

E-mail from D. Beauchamp to D. Chittick (1/15/14)

E-mail from S. Menaged to D. Beauchamp and D. Chittick (1/16/14)

E-mail exchange between D. Chittick and D. Beauchamp (1/16/14)

E-mail exchange between D. Chittick, D. Beauchamp, S. Menaged, J. Goulder (1/17/14)
Executed Term Sheet (1/17/14)

E-mail exchange between D. Chittick and D. Beauchamp (1/21/14)

E-mail exchange between D. Chittick and D. Beauchamp (1/21/14)
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84.
85.
86.
37.
88.
89.
50.
9l.
92.
93.
9.
95.
96.
97.
98.
99

104.
103.
106.
107.
108.
109.
110.
[11.
112.
113.
114.
115.
116,
117.
118.
119.
120.
121.
122.
123.
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E-mail exchange between D. Chittick and D. Beauchamp (1/31/14)
E-mail from D. Beauchamp to D. Chittick (2/4/14)

E-mail from D. Beauchamp to D. Chittick (2/4/14)

D. Beauchamp handwritten notes from call with D. Chittick (2/6/14)
E-mail exchange between D, Beauchamp and D. Chittick (2/7/14)
E-mail exchange between D. Beauchamp and D. Chittick (2/7/14)

D. Beauchamp handwritten notes from call with D. Chittick and S. Menaged (2/7/14)
D. Beauchamp handwritten notes from calls with D. Chittick (2/7/14)
Excerpt from DenSco journal (2/7/14)
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Excerpt from DenSco journal (2/20/14)

D. Beauchamp handwritten notes from call with D. Chittick (2/21/14)
Excerpt from DenSco journal (2/21/14)

D. Beauchamp handwritten notes from call with D. Chittick (2/24/14)
Excerpt from DenSco journal (2/24/14)

E-mail exchange between D. Beauchamp and D. Chittick (2/25/14)
Excerpt from DenSco journal (2/25/14)

E-mail exchange between D. Beauchamp and D. Chittick (2/26/14)
E-mail exchange between D. Beauchamp and D. Chittick (2/26/14)
E-mail exchange between D. Beauchamp and B. Price (2/26/14)
Excerpt from DenSco journal (2/26/14)

D. Beauchamp handwritten notes from call with D. Chittick (2/27/14)
E-mail exchange between D. Beauchamp and B. Price (2/27/14)
Excerpt from DenSco journal (2/26/14)

D. Beauchamp handwritten notes from call with D. Chittick (3/3/14)
Excerpt from DenSco journal (3/3/14)

E-mail exchange between D. Beauchamp and D. Chittick (3/4/14)

D. Beauchamp handwritten notes from call with D. Chittick (3/7/14)
Excerpt from DenSco journal (3/7/14)

E-mail exchange between D. Beauchamp and D. Chittick (3/10/14)

D. Beauchamp handwritten notes from calls with D. Chittick (3/11/14)
Excerpt from DenSco journal (31/14)

D. Beauchamp handwritten notes from calls with D. Chittick (3/12/14)
D. Beauchamp handwritten notes from calls with D. Chittick and S. Menaged (3/12/14)
E-mail exchange betwcen D. Beauchamp and D. Chittick (3/12/14)
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E-mail exchange between D. Beauchamp and D. Chittick (4/18/14)
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E-mail from D. Chittick to D. Beauchamp (4/24/14)
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handwritten notes (4/24/14)

E-mail exchange between D. Beauchamp and D. Chittick (4/25/14)
E-mail exchange between D. Beauchamp and D. Chittick (4/28/14)
E-mail exchange between D. Beauchamp and D. Chittick (4/28/14)
E-mail exchange between D. Beauchamp and D. Chittick (4/28/14)

D. Beauchamp handwritten notes from calls with D. Chittick (4/25/14)
D. Beauchamp handwritten notes re private offering memorandum (4/29/14)
Excerpt from DenSco journal (4/29/14)
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E-mail exchange between D. Beauchamp and D. Schenck (6/13/14)
Authorization to Update Forbearance Documents (6/18/14)

Excerpt from DenSco journal (7/2/14)

Excerpt from DenSco journal (7/25/14)

Excerpt from DenSco journal (7/31/14)

E-mail exchange between D. Beauchamp and D. Chittick (3/13/15)
E-mail exchange between D. Chittick and S. Menaged (3/13/15)
Excerpt from DenSco journal (3/13/15)

Excerpt from DenSco journal (3/24/15)

Excerpt from DenSco journal (6/18/15)

Letter to Investors (7/28/16)

Iggy List (7/28/16)
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E-mail from D. Beauchamp to DenSco investors (8/5/16)

E-mail exchange between D. Beauchamp and K. Johnson (8/8/16)
E-mail exchange between D, Beauchamp and R. Brinkman (8/21/16)
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Letter from D. Beauchamp to D. Chittick with enclosed invoices (4/24/14)

Letter from D. Beauchamp to D. Chittick with enclosed invoices (5/23/14)

Letter from D. Beauchamp to D, Chittick with enclosed invoices (6/25/14)

Letter from D. Beauchamp to D. Chittick with enclosed invoice (7/16/14)

Letter from D. Beauchamp to D. Chittick with enclosed invoice (8/20/14)

Plaintiff’s Initial Disclosure Statement w/ Appendices (3/9/18)

Defendant’s Initial Disclosure Statement (3/9/18)

Notice of Service of Preliminary Expert Opinion Declaration — M.Hiraide (3/9/18)
Plaintiff’s Second Disclosure Statement documents (3/27/18), [RECEIVER_000001-
1497]

Plaintiff’s Third Disclosure Statement documents (5/15/18), [RECEIVER _000001-1497]
Defendant’s Third Supplemental Disclosure Statement documents (6/13/18), [AF000001-
002448, AZBEN000001-005248, CH_0013387-0013616, GE000001-000257,
SELL000001-000766]

Beauchamp’s Responses to Plaintiff’s First Set of Non-Uniform Interrogatories No.1 thru
14; including breakdown of each NUI with the referenced documents (6/21/18)
Plaintiff’s Fourth Disclosure Statement documents (7/11/18), [RECEIVER_001498-
001548}

Daniel Schenck Deposition Transcript, Exhibits, Errata sheet (6/19/18)

Robert Anderson Deposition Transcript and Exhibits (6/21/18)

David Beauchamp Deposition Transcript, Exhibits, Errata sheet and video deposition
(7/19-20/18)

Shawna Heuer Deposition Transcript (8/22/18)

Mark Sifferman Deposition Transcript (8/31/18)

Scott Menaged 2004 Exam Transcript

Edward Hood Deposition Transcript and Exhibits (2/8/19)

Letter from R. Miller to D. Chittick w/ attachment re Mortgage Recordation; Demand for
Subordination (1/6/14), [CH_0000828-0000848]

Notice of Claim Against Estate of Denny J. Chittick (12/9/16)

Exhibits A thru H re Motion to Modify Receivership Order re Alleged Joint Privilege
(12/7/17)

Receiver’s Petition No. 48 for Reconsideration of the Order Appointing Receiver with
Respect to Alleged Joint Attorney Client Privilege (12/11/17)

Chittick Estate’s Response to Receiver’s Petition No. 48 re Attorney-Client Relationship
(1/3/18)

Chittick Estate’s Sur-Response to Receiver’s Petition No. 48 re Attorney-Client
Relationship (1/9/18)

Receiver’s Reply in Support of Petition No. 48 for Reconsideration of the Order
Appointing Receiver with Respect to Alleged Joint Attorney Client Privilege (1/12/18)
Plaintiff’s Third Set of Requests for Production of Documents to Defendant Clark Hill
(8/1/18)

Defendants’ Sixth Supplemental Disclosure Statement (3/13/19)

Blackline Fifth Supplemental Disclosure Statement to Sixth Supplemental Disclosure
Statement (3/13/19)
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No: Name of Payee: o

Confidential Private Offering Memorandum

DenSco Investment Corporation

General Obligations Notes

Minimum Purchase $50,000

The General Obligation Notes (the *“Notes™) are general obligations of DenSco
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 sharcholders 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 insurance 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 faith 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 of redemption. See “Description of Securities — Note Terms.” Default may occur with
respect to one Note and not enother. 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 maximuem 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 IN THE NOTES
INVOLVES A HIGH DEGREE OF RISK, SEE “RISK FACTORS.”

THE NOTES OFFERED HEREBY HAVE 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 ACCURAC @R ADEQUACY OF THIS
CONFIDENTIAL PRIVATE OFFERING MEM UM OR ENDORSED THE

s e

MERITS OF THE PLACEMENT OF NOT’_];S "QQNYJIQ%BRESENTATION TO THE
CONTRARY IS UNLAWEFUL. THE JTES ARE OFFERED PURSUANT TO

THEREUNDER, CERTAIN STATE SECURI’PJ@% LéXYS “AND CERE N
REGULATIONS PROMULGATE’:& U};SUAN".["‘ 3 &jI{ETO THE NOTES MAY NOT
3;5%:2 n

BE TRANSFERRED IN THE AES H

ii
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] Offering Underwriting Proceeds to the
Price (1) Commissions (2) Company (3)
Note $50,000 -0- $50,000
" Total Minimum Offering $500,000 -0- $475,000
Offering Maximum $50,000,000 -0- $49,975,000 |

2

65- .
procedures by investors using quah“m;?d ﬁﬁd%ﬁﬁ IRA
1,/ ) of the ﬁ%&cmal ﬁb

(3)
funds.

% Chandlér, Arizona 85226
(¢) 602-469-3001
() 602-532-7737

jii
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N

THE NOTES ARE OFFERED ONLY TO PERSONS WHO ARE: (1)
“ACCREDITED INVESTORS” WITHIN THE MEANING OF RULE 501{(z) OF
REGULATION D PROMULGATED UNDER THE ACT AND APPLICABLE STATE
SECURITIES 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 ﬁ,,z_&BLE TO EVALUATE THE
e
5

THE FOREGOING CRITERIA. QR-"" UST ACQUIREbTHE NOTES
FOR HIS, HER OR ITS OWN’ _" fe AN NYESTMENT PURPOSES ONLY,

IN THE APPROPRIATE SP/ .x;E PROVIDED ON THE COVER PAGE HEREOF. THE

RIGHT TO PURCHASE NOTES AS DESCRIBED HEREIN IS NOT ASSIGNABLE.

TO ENSURE "i;‘;GOMPLIANCE WITH CIRCULAR 230 GOVERNING
STANDARDS OF PRACTICE BEFORE THE INTERNAL REVENUE SERVICE,
POTENTIAL INVESTORS ARE HEREBY NOTIFIED THAT: (A) ANY DISCUSSION
OF FEDERAL TAX ISSUES IN THIS MEMORANDUM IS NOT INTENDED OR
WRITTEN 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

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 FILE DISCLOSURE
STATEMENTS WITH THE IRS, AND IMPOSE SIGN_LE:E’@EANT PENALTIES FOR THE
FAILURE TO DO SO. AN INVESTOR (AND EACH VP
OR OTHER AGENT OF THE INVESTOR), Jvi?bz DI'Si_;pSE TO ANY AND ALL
PERSONS, WITHOUT LIMITATION OF i, T}iﬁa@x TREATMENT AND

"%ﬁ

D REPI?@

.5;“-/ %«g’wl‘h

"?ﬁs CON’I‘AIN;L‘ i

@g:-

THE INFORMATION' E‘i‘l FORTH IN IT IS CORRECT AS OF ANY TIME

-\J‘%

SUBSEQUENT TO THE DATE HEREQF,

THES 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

2000525231 43820/166603
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A—_—

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 MAKE AVATLABLE TO EACH INVESTOR THE OPPORTUNITY TO ASK
QUESTIONS OF AND RECEIVE ANSWERS FROM MR. CHITTICK CONCERNING
THE TERMS AND CONDITIONS OF THIS OFE@JRING AND TO OBTAIN

{OLE OR IN PAR'I‘ OR THE
Hiin
@UT THE PRIOR WRITTEN

&Q‘.-

3 ITED‘

MENTeSiARE SUMMARIZED IN THIS CONFIDENTIAL

)
i

ITS ENTIRETY X ’I‘HE*J-’BETAILED INFORMATION OR AGREEMENT OR
DOCUMENT APPEARIN /1 SEWHERE. 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 THIS PLACEMENT
THAT ARE DESCRIBED HEREIN. A COPY OF ALL DOCUMENTS AND
AGREEMENTS SO DESCRIBED BUT NOT INCLUDED HEREIN WILL BE MADE

vi
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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 COUNSELL EBQOUNTANT AND OTHER
ADVISERS AS TO TAX MATTERS AND RELA TTERS CONCERNING AN
INVESTMENT IN THE COMPANY’S NOTES

(AND EACH EMPLOYEE, RE%REEENTAHVE R OTHER AGENT OF THE

1,,“'*

i @L»NY AN ‘LL PERSONS, WITHOUT

NaR

N
e =

TAX STRUCTUREOF THIS%:‘

vii
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MEMORANDUM SUMMARY

The following summary shovld 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 buiiders, loan size, back-office
commercial propertics, 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.
p

The Company’s office is currently located at 6132 W. Victoria Place, Chandler, Arizona
85226. lis current telephone number is 602-469-3001.

The Offering

Securities: 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

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

688856.4
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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
denomtination 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 miniroum of $10,000. The

c.?g-

ir terms, with principal payable

Notes are paid “interest only”™ durin;

only at maturity, Investors

?Bieeé;;%) have interest paid monthly,

quarterly or at maturity. If m‘férest is paid ‘%e; than monthly, interest will
wad Ly,
Lofes are pot transfé bl,&e without obtaining the

2

compound monthly. ThE:
prior written consent ofg%{%gompany The Notes af general cbligations
of the Compan; and are not’ ﬁ?rec ty itred by any );'e?%ﬁc asset of the

P

consist primaril of ’T‘ng n+an aggregate principal amount
app xlmately equai to the ameunt of the on’anndmg Notes. See “Use of

e Notesare not registered and are restricted securities. This is a private
plﬁ”ﬁ%’m t mte’é'nded to be exempt from the registration requirements under
federal m}d apphcable state securities laws, and may only be made
. _personal]'—;?é‘:fby a principal of the Company to a qualified investor who
tends to hold the investment to maturity. See “Description of

Secunt:esf »
Risk Factors: 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 primanly for
lending secured by, and the purchase of, Trust Deeds within the guidelines

set by the Company. See “Use of Proceeds” and “Business.”

Plan of Distribution; Notes may be purchased directly from the Company without commission.
The Company Intends to make a continuous offering of the Notes until the

earlier of two years from the date of this.

emorandum or upon the sale of
]

the maximum offering of $50 milligf; rovided, however, the Company

reserves the right to amend, m %, terminate this offering if the
i b

(=

Ty . .
Company changes its opegtﬁé%ns or methé:‘d%of offering in any material

respect. See “DescriptigiiFSecurities” and “Plainof Distribution.”

iz, i)
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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 of REO properties (Real Estate Owned by a

financial institution after a foreclosure) or short sale transactions.

Target Markets and Potential Future Markets

The Company will target the fonding ;
purchasers of foreclosed homes and qualifi

i.af")

pro_]ects The primary focus is to lend money tcn c@ahﬁed borrowers who}%an fulfill their loan
fent equity. When'girchasing Trust

ttthe loan—to—value rafio does not

der;
3 t‘? fine,
exceed 70 percent (70%) and the current teld=g:

i:_( l

fifiterest rateyzi;r pass through additional costs

circumstances, Con’ip‘any may c’harge a h1gher
incurred on short-term loans Most Trust Dee&s wﬂl range in size from $25,000 to $500,000,

Apan size is riot mtended to exceed $1 ,000,000. Each loan will be secured by its

underLymg “real propérty (or in fafe mstances sé;pa.rate real properties) as well as by personal
ok

propeﬂy“ volved in the cbnstruchorr‘ _rojects and personal guaranties (as determined on a case

?ﬂ

“The loans are; r5:7»11'1tter1 to'be repaid in six months and all loans are structured to
require monthly 1ntérest paymeﬁts A majority of the loans are paid back within three months;

however, some loans ate 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 Trust Deeds have loan-to-value ratjos, 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
200052523.1 43820/166603
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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-unit apartment

-_.._

.'E
] %ercent The maximum loan size

is intended to be $1,000,000, with subordmated _artlmpah“ﬁg_i_@m other lenders for larger

lenders. The Company intends io dlrectly :‘(ﬂitough an oﬁicer or l
£, 2,

(through a real estate consultant) perform due’s’@‘hgenc 5 vcnfy cerfﬁi; hmfonnauon in

s

gyee) or indirectly

models, builders’ “spec” homes and those pIDjECtS that are highly marketable and have

substanual meder eqmty Most of these bbrrowers may quahfy for conventional bank financing

persens for personal 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 Trustee’s Sale or accept a Deed In Lieu of Foreclosure on the real property securing
aloan. As such, if the Trustee conducting the Trustee’s Sale does not receive 2 bid in excess of
the Company’s credit bid (in the amount of the loan, accrued interest and costs) at the Trustee’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

Trust Deed payoffs to be able to redeem ail ‘Eﬁtes as theyﬁcome due‘hﬁ‘d; mamtam reserves

-’\

Notes.”

Limited Due Diligence " i

!-'ﬂ

Io the extent Trust Deeds are ‘purchasecf ﬁfrust Deeds will be purchased through a

reliable refenal sources. an‘ 0 purchasmg a Trust Deed or funding a direct loan, the Company
“zf/ e

intends to havezan officer, employee or An authorized representative conduct a due diligence
review by 1ntewi;;vmg its owner, verifying the documentation and performing limited credit
investigations as are deeiped appropnate by the Company and visiting the subject property in a
timely manner. For pwcﬁ;sgé 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, family or household purposes.
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Funding and Purchase 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 q,aqumates If a customer misses a

:;\“ﬂ AR

payment without making satisfactory arrangement prior to-fhgidue date, the Company’s policy

tch the account closely until the

will be to contact the customer within three to five da i

o,

payment or satisfactory arrangement has been maﬁe At the’ Eﬁ%’taretlon of the Company, the

improve the property to retail ready condition, or to wholesale the subject property “as is.” The
Company may also decld'e to rent the subject property as an investment property. If applicable,
the management of the 1ental 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, including the Arizona Department of
Financial Institutions. Arizona Revised Statnes §§ 6-901 to 910, §§ 6-941 to 948 and 6-971 to
985, and regulations issued thereunder, have specific morigage broker and moitgage banker
licensing and operating requirements. The Company’s management believes that it is not
"'ﬁ,;;nstltutxons as a mortgage broker
ruth-In-Lending Act or the Real
Estate Settlement Procedures Act. The Company 1 mf 1ds to "ta% the necessary steps to ensure

_,an
Gl

“’Sﬁ%
that the borrowers it lends to and the project c@ EIed by such 16%15 will not fall within the

required to be licensed by the Arizona Department of Finany

or a mortgage banker nor under certain federal laws, sug

requirements imposed by the foregoing agency: d acts.

«t@y lnmtmg its compensatlon

diligence for Its loans.

Certain fedefal laws aﬁfi‘regulations, such as the Truth-in-Lending Act, Real Estate
Settlement Procedures Act an‘d;:others contain specific requirements for lenders seeking to make
Ioans to certain types of barrowers, 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 nterpretation of the current FHA regulations is implemented in the future, such
regulations could reduce the demand for 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 restzictions concerning loans secured

Arizona either through law or regulation during, thls *offermg ‘I}he Company’s management

'@
believes that its practlces will not need to chd&g in order to coxﬁmg,wth any of the current

ot requed to reglster as an investment adviser with either the

’}- N

would exempt from reglsf:ra 'on,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 Reform 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

200052523 | 438207166603

DiC0008748



the final rules (the “Rules™) that will provide guidance as fo 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

tabfshlng loan-to-value guidelines and
limiting financing to short terms, @ﬁn -Fi}ﬁgi;:‘the Com{ﬁﬁyﬂg base of borrowers exceed 150
: ‘é‘lﬁ‘ any’ s lﬁn that the base of bomrowers
q’“%ilﬁygd comraé’ftars an

maintain loans throughout the Phd’emx meu'o‘po tﬁn area to’feduce its risk to fluctuaticns in

it can reduce risk iby-.partlclpg_f&'

.er L

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 assurance that the Company will not experience such losses. Mr.
Chittick, individually, has made or participated in approximately 2800 Joans secured by real

10
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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 aunction. Various
borrowers have conveyed seven properties to the Company pursuant to 2 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 the security for the loan to reduce

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

resulting foreclosure upon the security for the loan.

glge investor, prior to the

representative and advisers, the opportunity to‘f‘ﬁ"s.’l%questions and receive

g5

and which may be

11
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RISK FACTORS

An investment 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

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

Operating History

in time. Acoordmgly, there can be\g@ 'T

r.c';"' S

approve a loan. The co 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 Joan cost. The competition usually has lower costs on
longer-term loans. The Company’s higher cost of capital 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 1isk 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 Qutstanding 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 pre?é‘ilmg % 'mnomlc conditions and cerfain

’s control. These factors

in areas in which the
ect the financial
'that the Company#ntends to make
ues has been the largest challenge
methmg new to the industry that
a: a‘ stablhty of prices. The dramatic

rs under strict conditions. Accordingly, an

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. 1f the 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 & 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 hercby
involves substantial risk and Notes should not be purchased by anyone who cannot tolerate
substantial risk, including the possibility of losing their total investment in the Notes, There can
be no assurance that the Company will be able to cominueﬂt%gperate and repay the Notes as

planned.

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

i4
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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 planned, 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 conceming 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
o 2l

estate lending. Although Mr. Chittick and the Company haYe., eveloped a network of qualified

borrowers and referral sources of current borrowersa;and*@ﬁ{;;ow officers, there can be no

assurance that there will continue to be suf‘fic;en emaﬁd for lbahs. by qualified borrowers. To

ompany s real estate Ienﬁ\i‘h,g services and limit

principal payments on the Notes n
Future Markets.”

managemen urces and sy'r cIms. A%"part of its business strategy, the Company intends to

pursue continued @_rgﬂwth throug

alliances. As the C&Z"ﬁ;’pqny cofitinues to grow, the Company will need to expand its resources

its business contacts, marketing capabilities and marketing

and systems to manage ‘ﬁlfure 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
Insurance

The Notes represent general obligations of the Company and will not be subject to
redemption through a sinking fund. Although the Company does not currenily maintain a loan
loss reserve fund, the Company’s Management tries to maintain an allowance for losses as part
of the Company’s general assets at a leve] that Management believes is adequate to absorb any

anticipated losses. At this time, the Company reserves the rig];'_[jﬁ;._;o maintain such reserve in the

Iy implement a separate loan loss
T than would be the case if the

“diii,maintained a separate loan

Company’s discretion, but the Company has no plans to ¢
reserve fund. As a result, the risk of loss on the Note '_
Notes were backed by a sinking fund or if the C@r@pany funded

to redeem the Notes Jt any time prlor to maturity upon 30 days® written notice to the Noteholder.

In the case of early redemptlon the Company has the absolute discretion to select the Notes that

i

it will redeem, and there fs'#0 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 Nofes or

T

the subsequently issued Notes. The ability of a Noteholder;fd=obtain payment of principal and

issued at higher or Iower lnteresf rates and shorter. or long -, jaturities, depending upon market
conditions and other factors Notes outstanding at any given time will not be modified to reflect
the terms and condltlons of such subsequently issuéd Notes. Therefore, any particular investor
risks mveshng in the’Notes on terms less favorable than may be available at later dates to firture

investofsSee “Descuptmrf@f Secunhes

Nv.__,

ManagérhfegE anticipates that the interest rate on each Note will be determined and agreed
upon on the date .g%"a's'lsuance, i significant part, by the demand for funds and the competitive
environment in the forese‘e_‘:ab‘le 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 an outstanding Note e unsecured as to any and all

i, k
2 pa}z’;‘ﬁ%nts from loan obligors and for

foreclosing under the apphcable Trust Deed inthe event of ] default by an obhgor If the

mfx,

causmg a seVere sLTam {

! V% strict state law requirements in the collection and
rmg each loan. Although the Company will make every effort
AL

to comply with all &g hcable laws, any failure to comply may subject the Company to severe

-

repossession ofd *collateral se

monetary damages or penalnes ‘and may result in administrative or judicial action against the

Company. See “Busmess—Regu}atmn

Ne 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 for speculative
business enterprises, such as the Compaity’s lending operations, Iras 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 line of credit in the past and he intends to do so in the
futare. When Mr. Chittick advances funds to the Company from this equity line of credit, Mr.
ﬁ;pany. Funds advanced in this

Chittick draws an interest rate of 12% per annum from th :

conventional ﬁnancmg, the fender will proba‘o]ye ecure its Io ough Mr. Chittick to the
, 'Efs ts, mcludmg the%rugﬁ Deeds. The lender’s

- 3-

investors at risk. There can be no ;,assurance the Ge

i)

“Descnptmn of Securities.:

Regulation

that the Company has not strucfured its operations so that it is exempt from regulation, the

Company could becorhe 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 similar 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 govemrn 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

Company s a‘mhty to keep all of the proceeds ﬁoﬁ%’ ing £ “:Z' . See “Business —
KA

’I'here 'is’txo underwriter, and there is no

to hold them for their own account until m'at"uf jh’
assurance that the Company will be successful'i m the continued placement of the Notes in a

manner sufficient to satisfy its cash flow regmrements to continue funding loans to its borrowers.

¥

el

See “Use of Proceeds “and “Busmess "Pn»

...‘J‘ - iy

-

Absence of Pul:;]i"é' Market! N oﬁ;Transferability of Notes

The Notes have ;mt .b_een registered under the Act or any state securities law and, unless
so registered, may not be :éffered 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
laws. 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 1 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 the restricted nature of the security prohibits the purchase of the Notes
for any purpose other than holding to maturity, an investor in the Notes must anticipate holding

the Notes to maturity. See “Description of Securities.”

Impact of Change in Economic Conditions

An mnforeseen change of general economic dﬁ@ tiors and particularly in Arizona and

the southwestern United States, may advcrsely ml)spacf the Compan.y#& busmess and its ability to

le to operate as planned during penods of

e impact of such changed conditions, See

Dependence’dﬁ}rfi,Key Personne

The Compa y'1s dependeiit on the continued services of Mr. Chittick. The Company’s

ability to continue ifs ]endmg1 rations would be significantly and adversely affected by the

loss of Mr. Chittick if a .quahﬁed replacement could not be found 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
perform Mr. Chittick’s duties as successfully as Mr. Chittick has dope. If Mr. Chittick is
disabled or unavailable for a long period of time, Mr. Chittick has developed a contingency plan

for a consultant to wind down the Company’s business, but there can be no assurance that such

21
200052523 1 438204166603

DIC0008760



plan will be successful. See “Management-Contingency Plan in the Event of the Death or
Disability of Mr. Chittick.”

Management's Qutside 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 occasion ﬁfasswt Mr. Chittick also make

investments in loans secured by deeds of trust. In additioh, Mr. Chittick invests in similar

Company Act of 1940 in rehanée upon an exefumon from the definition of an investment

company provided in: Sec’non 3(' (5) the.reg sqi” result, the operation and conduct of the

e Sﬁb_] et to substafitially less federal and state regulation and

Companyr s business will
supervxslon than a registeré nvest“ﬁi?"'e‘gg company. If the Company was subject to the
Investment Compa.ny Act of 1940 the Company would be required to comply with significant,
ongoing regulation whlch would };ave an adverse impact on its operations. This could ocecur if a
significant proportion of the prGteeds 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

1o avoid such classification. See “Business.”
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No Protections From Investment Advisers Act of 1940 or Anaiogous 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 the 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 mvesq'gsnt? adviser. If the Company was
subject to the Investment Advisers Act of 1940 or tig s f%l:éous Arizona law, the Company
would be required to comply with significant, on%glng r?‘gzﬂapon which could cause the

\ﬁ'da
ng its operaﬁ@ns This could occur if the

Company to incur additional costs, adversely ’u’iﬁa

._,Z

Siate mvestmexﬁadvxser exemption

R
“*:rlc-\

“Rule.s to be promufﬁféted by the SEC

23

200052523.1 438207166603

DIC0008762



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 timg KEepmg the information in the

Memorandum current will cause the Company to mcur?adam’énal costs. A failure to update this

The Company’s Artf’bfes of Incorporation 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 lilirgi:t;the Company’s ability to obtain
additional capital from other sources and do not limit th 'é%iaany’s ability to grant such other

financing sources liens or other security interests in ﬂ‘f _@uomp 7:s assets and other property. If

”%3?
prior to any general unsecured creditors of théﬁpompan% i

,m drfn o

Company may also incur addmo%ﬁ nsecured obliBatie

b

r ]1qu1dat1on scenario. Title 11 of

pec;ﬁé&-,that certain other creditors be

any s management. The Company s management will be able to

be determined by the

amend or revise these and ofher 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 Notcholders 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 for 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 creflitors security interests in or other

Concentration of Loans in Arjizona
H '?E" "

o

% i’
The Company’s portfoho oins_ is concentfszed in Arizona. Consequently, the

Company’s operations and financial co%dja}tlon,

market in which such

)glratlon exxsl{ and, riiore speclficaily, its respective real estate

?éf

market. A decline i 1&@ arké—t’%t{ :

pd

Possible Inadequacy of Allowances for Loan Losses

The Company’s allowance for losses related to the loans is maintained 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 amount 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 loans in the future.

Broad Management Discretion as to Use of Proceeds

The net proceeds to be received by the Company ir.r‘ cbn}lecﬁon with this offering will be
used for working capital and general corporate purposes mcludmg the funding of loans.

r—-*ftfén with respectf to the expend:ture of such

Accordingly, management will have broad dis

working capital requirements and g€
be applied. See “Use of Proceeds.”

customized nature of a real estate loan, certain real estate loans may not be sold easily. One or

more nen-performing 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 otherwise
impair the ability of the Company to foreclose on a real estate loan in default. Various
jurisdictions have considered or are currently considering such actions, and the nature or extent

of the limitation on foreclosure that may be enacted cam:mff“l j&*predicted. Bankruptcy courts

could, if this legislation is enacted, reduce the amount of the,principal balance on a real estate

rﬁops or “stays” amy actions to
hl i

The filing of a petition in ball

enforce the terms of a real?gg;ate loan. Furiher the ’bankruptcy ca‘ur,t may take other actions that
Vo e M

modifications of the teriﬁs of a real estate loan, 1nc1ud1ng reducing the amount of each monthly

payment changing  the raté of mferes’t and alteung the payment schedule, thus allowing the

delay the Company m;ac fev-lng 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 federal, 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.

Todu s

subject to many of the delays and expenses of oﬂf& awsuits, som %Eg‘es requiring several years
ble to obtain the prgéff‘,_g;

borrower, the Company may not be able to quickl

securing a real estate loan.

N Vizy Not Be Consnstent With Sectm'ii.404 of ERISA

..,a.. u_r

There Can Be no Assttahce D(fbonfidentiality

As part of the subscription process, investors will provide significant amounts of
information about themselves to the Company. Pursuant to applicable laws, such information
may be made available to third parties that have dealings with the Company, and governmental
anthorities (including by means of securities law-required information statements that are open to

public inspection). Investors that are highly sensitive to such issues should consider taking steps
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to mitigate the impact upon them of such disclosures (such as by investing in the Notes through

an intermediary entiiy).

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 %i‘esent, and shall not be deemed

under the applicable codes of professional responsibiiiféy, "to have represented or to be

representing, any or all of the investors.

Company will repreg’én’b'«ﬂw mferests solely of fr.he omp‘athy and its President, and will not

represent the interests Dfany investor. Accordmgly, each prospectwe investor 1s urged to consult

with its own, legal counsel -’Defore mVes’ung in the Company and the purchase of the Notes,

/,‘

representations a;% themse]ves maccurate or incomplete, and legal counsel generally will not

nndertake 1ndepende i jnves’ngaﬁon with regard to such representations,

Federal Income Tax Risks

The discussion entitled “Certain United States Federal Income Tax Considerations™
includes a discussion of certaln 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 fo these and other tax consequences of

an investment in the Notes.
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FORWARD-LOOKING STATEMENTS

This Confidential Private Offering Memaorandum, including information 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
discnssed in, or implied by, these forward-looking statements. When used in this Memorandum,
the words “anticipate,” “intend,” “believe,” “estimate,’ arui 'e;;ﬁ"er similar expressions generally
identify forward-looking statements, which are foundy ﬂ;rg

SIS

statements are made that are not historical facts. A%coﬁngly,%xforward looking statements
Ly

ctual perfonnah&c&‘_é?ﬁf an investment in the

i ighout this Memorandum whenever

E 4‘n

Notes. In addition, you must disregard any p;e_}ectl(ms and represenﬁ?gs written or oral,

which do not conform to those coutamed in this Cdfiﬁ:de Ual Private OffenngMegmrandum
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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 capital, to purchase and fund Trust Deeds and to acquire inferests in

properties or notes, which the Company’s management anticipates to be able to resell or collect

as applicable. The proceeds from the sale of Notes may be used to repay earlier maturing Notes;
e

provided, however, the Company will limit the amount of fibiiey that may be raised for this

purpose so that the Company will not become subject to, westment Company Act of 1940.

See “Risk Factors — Proceeds From Subsequently Issﬂngot 5. May Be Used to Repay Eatlier

Maturing Notes.”

i 5
The Company may use proceeds fromtis pnv e é:alacement "i"d}‘ general business
. L

bor and adnn ,stg’tﬁve expenses, if neeﬁéd investment,

T ‘%ns to borrowers and purchase Trust

g 4"
reserves or to dep031t any of the pi'oceeds of fhe offenng, info*& reserve account, for the purpose
of providing liguidity to service mterest paymen’ts on, and redemption of, the Notes as they
mature. The Company does not mtend to mamtam Teserves from the proceeds of the offering in

-“ p e 5
irve account, The remam%?g proceeds;inet of cash reserves, if any, should be available

The following table éts 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 of Targer Percent of

Amount Offering Antount Offering
Raised Raised
Gross Offering Proceeds $500,000 100% $50,000,000 160%
Comimissions & Costs (1) -0- 0% -0- 0%
Cash Reserve (2} -0- 0% -0- 0%

General Business (3) $25,000 $25,000 05%

Proceeds Available For Funding/ $49,975,000  99.95%

Purchase of Construction Loans (4)

(1} The Company does not anticipate paying ?@sf# and ¢
s:Notes may f)&

investors using qualified funds (i.e.," T 7
a licensed broker-dealer and with an {aﬁjp{ovg@'

meet the investor suitability requirement.
I‘/

(2) Company intends ¢(but is not required) to ma.mtam cash reserves (or access to other funds)
approximately equal to a -Thinimum dﬁi_érlgirﬁgfcent of the aggregate balance of Notes
outstanding in its geritral accoﬁhts to pro;r%e funds to service interest payments and to
facilitaté redemption of f:iﬁ-,{_l\lotes. “‘I‘h:s amount will be calculated using a proprietary cash-
flow management model. if@nterest accruing in the general accounts will belong to the

Company.

(3) Company anticipates that its current facilities are adequate to fund real estate loans and to
service the volume of coantracts 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 facilities capable of processing increased data. General business

expenses may zlso include the offering 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

Memorandun.
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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 loans since that time. The chart set forth below
indicates the Company’s history in raising money from investors, the number of loans made, the
aggregate amount of such loans, the underlying values of th security for such loans and any

problems with respect to such loans.

cRtod

Mr. Chittick initially capitalized the compang N th oneg_hya]hon dollars of his personal
funds. From July 2001 through December i T add1t10n§~«$;500 000 was raised from

new investors increased to an addi%r%i%é; $2,450,000'

ﬁé 7,
raised from existing and new mvestoréﬁ; % , an ad ;W nal $2,800,000 was raised from
2007, an?édmcmﬁy

‘Jn

Gn?l%§3 000, 0 NG lrja;rsed)b fﬁ%m ex1stmg and new investors. In

I P%n existing and new investors. In 2010, an

additional $2,800,000 was ralsed ﬁ'o § ex1st1ng aﬁ!ﬂ pcw investors. From January 2011 to June,

any of such notes.

The money raised by the Company from investors has historically been divided into a
large portfolio of loans secured by marketable properties with varying values and locations in the
Phoenix metro area. The Company js 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 Ioans 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 mozre than 10 to 15 percent of the total portfolio.

All real estate loans funded by the Company have beeni and are intended to be secured

“ompany’s overall portfolio has

averaged less than 70% and the Company intends to 1 in,a loan to value ratio of 50% to
65%. & .
I ALY
Ay S
Year Loans Value of Loans | Loans {oans Repald Value of Homes
Funded i Repaid JValue Repaid
2001, i 153 3
2002
2003
2004
2005 55 : 1 ¢
2006 “834, 468 100'00 | _&{1: Wbioo ¢ w212 53,057, 200,00
2007 : ziiiszg““éﬂfoog'_:j _,‘!'“ SR h R R 482;@6090’
2008 $56,369,400.00
2009 3 -2 1 867, 713,100001]
2010 537 175 201.00 S61 666,170.00
*2011 120, 88399%:00. ¢ 000
|
*Through June 30, 2011

From 2001-2005, aif 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 uncoliected amount was absorbed by the Company.

In 2007, one condominium loan, two house loans, and one land loan were foreclosed.
While the condominium and houses were sold with minimal principal loss, much of the interest
37
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was collected on all four loans. One land loan was written off. The loss was absorbed by the

Company.

In 2008, one condominium and six homes were sold with minimal principal loss; much of
the 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

tail market, or have been rented

lieu process. These houses are presently either for sale on the

and are for sale on the investor market.

-'1? ‘bns{h_

ﬁgzs absorbed by ih

The Com| Wy presenﬂ 5:‘]?{?15 three condominiums, 12 houses and & 12-plex that are all

being rented. A professm al ¥ gement company has been retained to manage these properties.
All of these properties are "hste to be sold. The rent received is at or slight negative to the cast 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 for minimal loss to the Company.
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The Company currently has one condominium and one lot that are 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 $§Q§,786,893 with property values
funded and closed is $274,416,977

»borne interest rates of 18% per

totaling $470,411,170. The total amount of loans that ha
with home values equaling $453,340,340. These loans have

4l_.‘"

annum. The interest rate paid to noteholders has fa.nged from"s% to 12% per anmum through

such date. Each and every Noteholder has %%@ pald the 1ntercsf’,and principle due to that

Noteholder in accordance with the respcctw?‘" erms of the Notehoide s»Notes Despite any

( any diminished
R
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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 Entexpﬁse pcf a public]y traded company, for

o

@leﬁ the co'f%nﬁ'gny in 1997. Since leaving

—-_; =

With the assistante f outmde consultants on an as-needed basis, Mr. Chittick intends to

operate the Company as 1ts 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 Anzona and has worked as a loan

e

officer in the residential and commercial transactions and has: fiducted due diligence effort for

A

properties currently bemg used as collateral for afban. On i ‘monthly bas‘lg%: \obert receives a

A

and interest 6‘ .'éd' fthe mves‘to ursuant to the Notes.

¥

his income taxes. Year—eﬁa 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

defanlt under the Notes.

Ownership Compensation

The Company receives its revenue primarily from interest earned on trust deeds, rents on

3

properties owned by the Company, interest on cash reserveificeounts, and interest earned on

aid on its debts. The amount of

investments made by the Company after sublracting interc
profits, and therefore, compensation to Mr. Chlttlck. Wllﬁ%’e de
sold, Trust Deeds acqulre,d loans made and thy :‘).”Efms of such ﬁns After payment of its

dent upon the amount of Notes

repay Notes or to fund future Trust Deeﬁ %

. ATaTE

3 at'ed to 33'1 @tﬁbﬂg Notes’“placed pursuaﬁt to this Memorandum:. {(Mr. Chittick currently
= o k] 53

has mveéf@@,apprommatelyﬁﬁ 200, G@’O An Notes byt this amount varies from $1.9 million to
*‘» '_—.

meet the Company’s g‘@};gaﬁoﬁé :

42
200052523.1 43820/166603

DIC0008781



PRINCIPAL SHAREHOLDER

The following table sets forth the beneficial ownership of shares of the Company’s

outstanding common stock.

Name and Address . Number of Shares Percgﬁizﬁjﬁif:s;_

Denny J. Chittick
6132 W. Victoria Place

Chandler, AZ 85226
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Ownership

Based on his 100 percent ownership of the Company’s common stock, Denny J. Chittick

maintains the exclusive ability to elect directors, appoint officers and manage the operations of

the Company.

Competing Businesses

:-;'Lu-"

in companies and in real estaie loans that are substénﬁally nﬂﬂar to the Cf;m

in Trust Deeds. In addition to his fit ¢ Company, Mr. Chlttlck reserves the

eé"i‘a‘Rlsk Factors — Management’s
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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

B,
REAN]

minimum incremental increase of $10,000. Until the maximwiio6ffering proceeds are attained or

the Company terminates this offering, the Company expe'éfs offer the Notes for placement on

a continuing basis for two years from the date o =t s I\X@gpmndum Absent an earlier

fermination, the offering will continue for so Iongasithe Company{ﬁ}gg‘mot changed its operations

The Notes are'genera} obhgat:ons of the Company“s{nd are superior in priority and
liquidation preference to: zany Notes payable to Mr. Chittick. Mr. Chittick has agreed to

subordmate -any Note to whlch he Subscnbes to Notes with similar maturities placed with other

until the default is cured W}ulc ’Mr Chittick has agreed and will act as set forth above in this

Memorandum, such agreex‘ﬁent 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 withbold in its sole discretion. The Company anticipates withholding its
consent if the {ransfer could jeopardize the Company’s exen;gmn under Regulation D or any

«"h’

applicable state blue-sky law or the Company’s exclusion,ffox

& o
isited or guarantgs%d%}py any state or federal

"the definition of an investment

company under the Investment Company Act of 1940,

collateral. The Company’s Assets inclﬁo‘:lf;l_'gll of
Deeds owned by the Co_mﬁa]my, together w1th all pay

estate owned by the Company as a result of"d"- d ed-in-lien of foreclosure due to a borrower
default, and all proceeds of the conversion of ﬁny of the foregoing into cash or other liguid
property. So long as the Company is not in defau]t ‘on the Notes, the Company is permitted to

freely tgansfer, sell or s“ubsntute in the normal :course of business, any Trust Deeds it owns,

subject to general restrictions concemm_g wransfers of property; provided, however, the Company

may transfer, Ee r substitute one or more Trust Deeds if such transfer, sale or substitution is

done in connection w1th a plan to cure a default.

On an annual basis;:"ithe Company wili 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 for the
Company. On an annual basis and upon written request 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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The 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 following rates and maturities:

Note Terms (2) (3)
Note Amount (1) 6 Months 1 Year 4rs to 5 Years

100 5 ]

$50,000 and up 8% ¥

(1) Note amounts are issued in varied denomlfg{aanons ﬁ'oajg_i$50 600 ﬁg 000,000, and in
¥ ot lfc Yualified funds, fhé*Company will

iy
ﬁ*ﬂ‘, ',::}’b o

(2) Although the Company mtends to lﬁ‘f
from an investor to pre;ﬁﬁyény Note prl’i)' to miﬁm"@’g%r@;he Company has in fact been able

L_;i’

to satlsfy such requests ina hmely manné kvith mterest‘“ﬁ'aid in full, the Company has no

(3) The Notes may ‘e redeemed by the Company at any time prior to maturity upon 30 days
written notice to the mvestor at a price equal to the principal amount of the Note plus

accrued interest to the date of redemption.

(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 Noteholders.
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S

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.

‘hther. The Company shall be in
_ vent of Default™) occurs with
{ihterest on a Note when due;
a Note when dﬁﬁ‘«%ﬁer maturity; (¢) a filing

'-:E

laor 7 of the U.S. Baﬁl%t_cy Code or a filing

S

t‘-ej? of the Com“p%y which filing is

fault for 90 days after receiving
;o a Note. Notthhstandmg the

merging with another company“er consohdanng with another company or transferring its assets.
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PLAN OF DISTRIBUTION

The Notes may be purchased directly from the Company 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 an
approved custodian; provided, that such investments meet the investor suitability requirements.

Transaction costs for Notes purchased with qualiﬁed funds will be paid by the Company up to

Prshy

Act by virtue of one or mores ’the follomu’g exemptao

é'

(1) "Ihe'fi:_'é_.i_h_saction may 1 :pclude%%g public offering. The offer to sell Notes must be
directly c&mmunicated to fe investor’by an officer of the Company and at no time may the
Company advertise or soli€it by means of any leaflet, public promotional meeting,

SR

newspaper or magazine saiticle, radio or television advertisement or any other form of

general advertising or gérieral promotion.

(2) The Notes may be purchased only for the investor’s own account, 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 account

records.
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DETERMINATION OF OFFERING PRICE

The rate of return for the Notes offered hereby will be set from time to time by
management of the Company to approximate a rate of retun 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 fg the resuits of the Company, to

any market price for the Company’s securities, to the level pfnsk involved, or to any recognized

i

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 summary 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,r ttg(is summary does not address all

;
it

of the tax consequences that may be relevant to a particular; feholder and it is not intended to

be applicable to Noteholders that are subject to spec1a1

g’r_ aXriles, such as financial institutions,

dealers or traders in securities or currencies, GF @J:\Ioteholders that w111 61d Notes as part of a
&sin omj%reﬁrated transac“‘ﬁ’% for U.S. federal

z»_ F .u,

twna.{ cuner?g “"%er than the U.S. dol]ar Moreover,

v,:'f = L
the tax laws of any staie local or forei gag\:emm i ..:r\ altem ye minimum tax consequences

[ b . tf;?ar:?ﬁ
This summary is based} n current provisions of the Code, as amended, existing and
)

o

proposed ULS. freasury Reglilajlons current administrative pronouncements and judicial

decisions, each as avmlable in effect on the date hereof. All of the foregoing are subject to

change, possibly with retroachve effect, or differing interpretations which could affect the tax
consequences described herein. No advance tax ruling has 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.8. Holder” is & Beﬁéﬁcial owner of Notes who for
U.5. federal income tax purposes is (i) a citizen or r851dent (01 is treated as a resident for U.S.
federal income tax purposes) of the United States; (11):;,‘5 corpora'tlon created or organized in or
under the laws of the United States or any State < "fge!hucal Suble;lgl}_; .thereof; (iii) an estate the

substantial decisions of which one or ia ‘%&ersons ﬁaﬁe the authority to control. A *Non-

SRS

U.S. Holder” is a beneﬁcxal owner of I%@ wh‘ti@lj S. federal income tax purposes is (i) a

the stams“e@he partner and“ﬂlg_acu\nﬁeg;of the partnershlp Such partner should consult its own

&,?. 3,

V-ir'.:\l - “‘l.-u ?
tax advisor as‘(%‘ conseque&c Stof hold{ itig and disposing of the Notes.
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R—

U.S. Holders
Interest

Except as set forth below, interest paid on a Note generally will be includible in a U.S.
Holder’s gross income as ordinary interest income at the time it is paid or acerued in accordance

with the U.S. Holder’s usnal method of tax accounting for U.S. federal income tax purposes.

Market Disconnt

%@,?&pﬁon prl
4 *w-h‘v:’ ok

Gain %e sale, redemj’mon or ‘other dlsposmon of a Note, 1nclud1ng full or partial

R,

holder may elect to includ¥imarket discount in taxable income for 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 cannot
be revoked without the consent of the IRS. The ¢lection 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.

54
2000525231 43820/166603

DIC0008793



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 11.8. 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, exc&ange or other disposition {less an

amount equal to the accrued but unpaid interest which will.bg faxable as ordinary income) and

such U.8. Holder’s adjusted tax basis in the Note. Any sdéﬁi’g’bjn or loss generally will be capital

gain or loss. In the case of a noncorporate U.S. Holdef}; Apital qg%s derived in respect of a Note

i
“More than one ieﬁr‘_rare ehglble for reduced

income tax rates and may be deemed a long-tg"_;

is subject to Hmitations.

Non-U.S. Holders

Interest

:,-.-

classes of the Company’s voting stock and (iii) banks which

outstanding vot:_ljg power of EI

onmderatl”éﬁ of an extension of credit made pursnant to a loan agreement

V-—J

acquire such Note'1

entered into in the ordlgcarmy =e: of business, will not be subject to any U.S. withholding tax

provided that the beneficia “%vwmer 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
55
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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-$BEN
claiming an exemption from or reduction in withholding under the benefit of an applicable
income tax treaty or (2) IRS Form W-8ECI 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.

Holder. In addition, if such Non—

Infom\g\i:tgﬂ -Reportmg,
other dis fémon of a N‘otef generaﬂy wﬂl not be subject to U.S. federal income tax or

Holder of a trade*oé husiness i "the United States or (ii) in the case of any gain realized by an
individual Non-1).8. Hb*l’der 5)‘.1 i Non-U.S. Holder is present in the United States for 183 days
or more in the taxable yea _%;s-uch 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 foreign corporations,” “passive foreign investment
companies,” “foreign 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 conseq/uences 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 defined for United States federal estate tax purposes) of the United States will not
generdlly beFubjectto US. fedéral estate tax as a résult of such individual’s death, provided that
such individual is not a shareholder owning actually or constmc_tively more than 10% of the total

combined voting power of all classes of our stock entitled thivote and, at the tiee of such

individual’s death, payments of interest with respect _,féf such note would not have been
effectively connected with the conduct by such ln@gigﬁ‘hl of”’%t;ade or business in the United

States.

U.S. Holders

Information repg;‘hng requu‘ement wﬂl apply Io certa;ln’ payrnents of principal and
interest and the accrﬁa.’l of OID, if any, on an obllgatlon and 10 proceeds of the sale, exchange or
other disposition of an obhgat:on, to certain U.S.--:Holders. This obligation, however, does not

apply m@r{;&pecﬁ;oceﬁmﬂ U.S. Holders including, corporations, tax-exempt organizations,

.nsion andprpf;it sha}ing .;rusts and individual retirement accounts. In general, the
Company #%equired to ﬁlg h the IRS cach year a Form 1099 information return reporting the

amount of int¢ rest.that was pa1d or that is mns;dered earned by a U.S. Holder with respect to the

Notes held during e‘éoh ca.lendal year, and a U.S. Holder is required to report such amount as
income on its federal éépme 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 withheld under the backup withholding rules is allowable as a
credit against the taxpayer’s U.S. federa]l income tax liability, provided that the required
information is furnished to the IRS.
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Non-U.S. Holders

Information reporting will generally apply to payments of interest on a Note to a Non-
U.8. Holder and the amount of tax, if any, withheld with respect to such payments. Copies of the
information returns reporting such inferest 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 of an 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 “dthii’é*ﬁmg tax if the beneficial owner
i half of the beneficial owner in the

of the Note (or a financial institztion holding the note

ordinary course of its trade or business) provides an. appjropna%e;g‘eltlficauon to the payor and the

r

B %0 know, that “ﬁg' certification is incorrect.
- excluded from U. S%"‘ kup withholding tax

KN
‘ States-ﬁ;thholdmg té%: a rate of 28%,

tes income tazx”ggaty provides for the reduction or
b

payor does not have actnal knowledge or reas

Payments of principal and interest on Notes

discussed above generally will be subject to Ui
except where an applicable Umteg" '
elimination of such withholding tax.

In addition, 1nformatxon reporhng and, depeﬁdmg ori'fihe circumstances, backup
withholding, will apply to the proceeds of the sa]e of a Note within the United States or

conducted through Unifed States-related financial intermediaries unless the beneficial owner

prowdcs the payqr wﬂh an appropnate cemﬁcatlon as 1o its non-U.8. status and the payor does

credit against a Non-U.S. I—Iolder s U.S. federal income tax liability provided the required

information is ﬁ,lrmshed to the Internal Revenue Service.

;
IR

THE ABOVE SUMMARY IS NOT INTENDED TO CONSTITUTE A
COMPLETE ANALYSIS OF ALL TAX CONSEQUENCES RELATING TO THE
ACQUISITION, OWNERSHIP, DISPOSITION 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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INVESFOR SUITABILITY

General

An investment in the Notes involves significant risks and is suitable only for 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

cl%f investor does not

yestii t ‘for such pn éﬁp{gcﬁvc investor.

The Company will require each investor to represent in writing, among other things, that

Q) by reason of the investor's buéin‘ess or finahcial experience, or that of the investor's

acquiring tH “Notes for 1ts oWn accoﬁnf,;for Investment only and not with a view toward the

resale or dlstn utlon thereof, (m) -the 1nvestor is aware that the Notes have not been registered
under the Act or aﬁy state secp mes laws and that there is no market for the Notes, (iv) such

investor meets the sultabﬂlty reqmrements 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 far as it is sufficiently knowledgeable and experienced in financial and
business matters 10 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) quahﬁes as an “accredited investor,”

.-"." "“

as such term is defined in Rule 501(a) of Regulation D undefithé Act and must demonstrate the

Investment Company’ licensed by the Umted Siate ém‘all, Business Adwministration under
Section 301(c) or {d) of the Small Busmess 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 poIItlcal subdivisions, fot.the benefit pf its employees if such plan has total assets in
exeess of $5,000,000;an emplbyee benefit plan within the meaning of the Employee

Retlrement Income Sec ty Act BE2 #1974, if the investment decision is made by a plan

L

fiduciary, as defined in Sectlon 3(21) of such act, which is cither a bank, savings and loan

association, msurance company, or registered investment adviser, or if the employee benefit
plan has total assets” in, éxcess of $5,000,000 or, if a self-dirscted 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 501(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

current year;

(7) Any trust with total assets in excess of
acquiring the Notes, whose purchase is dite e
Rule 506(b}(2)(ii) of Regulation D; and

tipporth” mean& the excess of total assets over

g,

10tldradd t0éthe investor’s adjusted gross

fotal habilities. In determlmng ncome aJ:;l:xnvestor
income any amounts attnbutable to tax exer pt fhicome 1 éived, losses claimed as limited
partner in any limited partnership, deductions cTalmed for depletion, contributions to an IRA,
KEOGH, SEP IRA or ROTH IRA retlrement plan a’hmony payments, and any amount by which

income ,from Iong—term cap'tal gams has been redﬁéed in arriving at adjusted gross income.
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DENSCO INVESTMENT CORPORATION

SUBSCRIPTION AGREEMENT
Ladies and Gentlemen: Investment# 4 Date: April 22, 2013
1. Subscription. The undersigned investor has received and reviewed the

Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

a] Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (___ % monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is 350,000 with
additional increments in a minimum of at least $10,000).

o Quarterly Payment Note in the amount of § for___
_ monthsg that will bear interest at the rate of % peryear (___
% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional increments in a
minimum of at least $10,000).

o Meonthly Payment Note in the amount of $ 150.000.00 for 24
months that will bear interest at the rate of _12 % per year {1 %
monthly). The interest will b paid io the undersigned investor on &
monthly basis, and the principal will be paid fo the undersigned at the
end of the ferm of the Note. (The minimum amount of a Note is

$50,000 with additional increments in a minimum of at least
$£10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Apreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2 Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a)  Based on personal knowledge and experience in financial and business
matters in general, the undersipned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise

6423612
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DATED: April 22, 2013 2
By:
. igwature oanestnr

Desert Classic Inve LC, Steven G.Bunger.

Managing Member of L1L.C
Ptint Narme of Investor

Address:
6134 W Troyvita Place

Chandler, AZ 85226

SSN (or EIN); _

By:

Signature of Co-Investor {if any)

Print Name of Co-Investor (if any)
Address:

SSN (or EIN):

Name: Denny J./Chittick

Titte: President
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DENSCO INVESTMENT CORPORATION

SUBSCRIPTION AGREEMENT
Ladies and Gentlemen; Investment#_1_ Date: October 1, 2013
1. Subseription. The undersigned investor has received and reviewed the

Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersigned mests the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (____% monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000},

o Quarterly Payment Note in the amount of § for __.
—_ months that will bear interest at the rate of % per year (__
__% monthly). The interest will be compounded monthly. The
principal and any acerued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of 3 Note is $50,000 with additional increments in a
minirmum of at least $10,000).

n] Monthly Payment Note in the amount of $ 795.000.00 for 24
months that will bear interest at the rate of _12_% per year (1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional jncrements in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company, .Such Nofe will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a) Based on personal knowledge and experience in financial and business
maiters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed husiness operations of the Company, is able to evaluate the merits
and risks of an investment in & Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: October 1. 2013 ﬂ
By:

Sighature of Investor

Steven G & Mary E Bunger Estate, 1LI.C, Steven

G.Bonger, Managing Member of L1.C
Print Name of Investor

Address:
6134 W Trovita Place

Chandler, AZ 85226

SSN (or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denny I, Chiftick

Title: President
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DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Investment # 1 Date: February 8, 2013

1. Subseription. The undersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of § for months  that
will bear interest af the rate of % per year (____% monthly),
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a mmimum of at least $10,000).

o Quarterly Payment Note in the amount of $ for __
___ months that will bear interest at the rate of % per year {__
__% monthly). The interest will be compounded monthly, The
principal and any acerued and unpaid interest will be paid back to the
ondersigned investor at the end of the term of the Note, (The
minimum amount of a Note is $50,000 with additional increments in a
minimum of at least $10,000).

o Monthly Payment Note in the amount of $§_1,000.000.00 for 24
months. that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the prinoipal will be paid to the uridersigned at the
end of the term of the Mote. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(@ Based on personal knowledge and experience in financial and business
maiters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: February 8, 2013

Name; Denny #. Chittick

\Sﬂfgnamrev @?f[nveswr

Desert Classic Investments. LIC, Steven G.Bunger,

Managing Member of TL.1LC
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, AZ 85226

SSN (or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Title: President
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DENSCO INVESTMENT CORPORATION

SUBSCRIPTION AGREEMENT
Ladies and Gentlemen: Investment # 2 Date: March 5, 2013
1. Subscription. The undersigned investor has received and reviewed the

Confidential Private Offering Memorandum dated Fuly 1, 2009 (the “POM™). The undersigned
certifies that the undersigned meets the epplicable suitability standerds as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

fa] Accrual Note in the amount of § for months  that
will bear interest at the rate of % per yeat {___% monthly).
The interest will be compounded moenthly. The principal and acerued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

m] Quarterly Payment Note in the amount of § for __
___ months that will bear interest at the rate of % per year (__
_ % monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional increments in a
minimum of at least $10,000).

o Monthly Payment Note in the amount of $_1,000.000.00 for 24
months that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. {The minimum amount of a Note is

$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this ¢executed Subscription
Agreement to the Compamy. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Compapy and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(@)  Based on personal knowledge and experience in financial and business
matters in general, the uodersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in 2 Note and is capable of protecting the undersigned’s intercsts in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: March 5, 2013

By: _<F )
Mﬂturﬁ E{_I/dveslor

Desert Classic Investments, LLC, Steven G.Bunger,
Managping Member of L1.C
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, AZ 85226
SSN (or EIN):
By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

S8N (cr EIN):

Name: Denny J. Chittick

Title: President
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DENSCO INVESTMENT CORPORATION

SUBSCRIPTION AGREEMENT
Ladies and Gentlemen: Investment # 3 Date: March 8, 2013
L. Subscription. The undersigned investor has received and reviewed the

Confidential Private Offering Memorandum dated July 1, 2009 (the “POM”). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the foliowing Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (___ % monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in 2 minimum of at least $10,000),

o Quarterly Payment Note in the amountof §____ for
___months that will bear interest at the rate of % per year (___
__% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note” (The
minimum amount of a Note is $50,000 with additional ingréments in a
minimum of at least $10,000). Zﬂ 0 ( 9

o Monthly Payment Note in the amount of. 60.00\, for 24
months that will bear interest at the rate of
monthly). The interest will be paid to the
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum ,of at least
$10,000). ~

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a)  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED; March 8, 2013 l%L
By .

\Siénahne bf’lnvestor

Desert Classic Investments, LLC, Steven G.Bunger
Managing Member of LL.C
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, AZ 85226

SSN (or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denn Chjttick

Title: President
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DERSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies arid Gentlersie Investment #_4_ Date: April 22, 2013

1. Subseription. The undersipned investor lms received and roviewed the
Confideniial Private Offering Memorandum dated Fuly 1, 2009 {the “PON”). The undersigned
certifies that the undersipned mests the applicable suitability standards as evidenced on the
sttached Purchaser Questionnaire and the undersigned hereby subserlbes for and agrees to
purchase the following Note from DenSco Ihvestment Cotporation (the “Company™):

o Acgrial Notein the amoynt of $._. for. _months  that
will bear interest at the rate of _ Yperyear{ % monthly).
The juterest will be compounded morithly. “The prinicipal and aserued
interest will be paid back to the undersigned investor at the end of the
term of the Nete. (The minimym amount of & Note is $50,000 with
additisnal increments fae mimkmus of at Jeast $10,000).

o Quarterly Payment Note in the angount of & N S
___ mpnths that will beat interest atthe rats of % per year {__
__ % monthly). The interest will be compbunded monthly. The
prineipal and any accrued and unpaid interest will be paid back to the
undersigned. investor at the ¢nd of the term of the Nete. (The
minimum amount of a Note is $56,000 with addifional increments ina
minimum pfat Jeast $10,0000,

o Monthly Payraent Note i the ampunt of $_400.000.00 for 24
months that will bear interest at the rate of _I12 % pet year L_%
monthly). The interest will he paid 1o the uﬁders:gneﬂ Hyestor on 4
monthly basis, and the prineipal will be paid to the undersigned at the
end of the term of the Nete. {The minimum amount of a Note is
$50,000 with additional imcrements in @ minimufn of at least
$10.0003.

As a egudition ofthe offer, the undersigned agrees 10 deliver this executed Subseriptien
Agfeement to the Company, Such Note will be issuable only upon aceeptance of ilis

Subscription Agfesment by the Company and ‘teceipt of the consideration set forth In this
Bubscription Agreement,

2. Represemtations and Warranties. By executing this Subseripfien Agreentent,
the undersigtied reprosents, warrants and acknowledges to the Company that:

(@) Based on personal kmowledge and #xpstiense in financial and business
maiters in general, the undersigned understands the nature of this ihvestent, s Fally #widre of
and Familiar with the proposed business operations of the Company, is able to evaluate the metits
and risks of an investment in « Note and Ts capable of protecting the undersipned’s interests in
investitig in the investmerit. The undersigned has received and carefully reviewed the POM. The
undersigned has relted sbiely on the information torfained therein, ard informpation otherwise

c41361.2



provided to ‘me in writing by the Gernpany. The undersigred understands that gl documents,
reotrds amd books pertaining to this investment have besti made available by the Company for
frigpection by me or my attomey, accountant aud Purchaser Representative. The undepsipned is
familiar with the Company’s business ohjecfives and the finaneisl arrangements in conheetion
therewith and the undersigned believes that the Note being purchmsed is the kind of securities
that the undersigned wishes to hold for investment atid ‘that the fature and anouni of the Note is
donsistent with iy investment program.

(b)  The undersighed has been given the ugpartusity to 4sk questions about the
Company and has begn granted access to all infarmation, financial and otherwdse, with respeet to
the Comipany which has been requested, has examined such information, and i3 satistied with
respect to the satne. No representations have beent made or information furnished to me o1 my
advisor(s) relating 1o the Conipany or the Note which ‘wete in any way inconsistent with tire
POM.

(¢)  Suhject to the terms and condifions hereof and the form of Note, the
undersigrted hereby frrevocably tenders this Subscription Agreement for the purchase of a Nofe
i the amreunt indivated in Paragraph 1 above and shall pay for such Note @s Iistructed to by thg
Copaprry. The undersigned is aware thet the subseription made herein is irrevocable bt that tie
Conipariy has the nrconditieal fight te aceept or.rsject this subscription in whale or in part, and
that the Notes issued pursuant herelo are subjeet to the approval of certain legal matters by
gounsel and to other eanditions. I tay subseripiion is not wecepted fer any reason whatsoever,
my mouney will be returned in fill, with any Interest that may be sarned thereon, and e
Company will be télieved of any responsibility or liability which might be deenied ta arise out of
amy offer to subserihe to & Nate from the Company.

(&)  The unhdeisigried, in deternining tp puréhiass a Nafe, has relied solely
upan @) the advice of its legal counsel and ascolntants or uther fivarictal adviséss with fespect to
the fax, ¢donomic atid ofher censequenges involved in purchasing z Wote amd (i) the
unidersigrniéd’s -ovim, independent evaluation of the business, operatiens and prospects of the
Comipany aid e merits aird risks of the purchase of @ Note. The undersigned, and if applicable
the undersigned's Purchaser Represeritative; has carefully reviewed the POM. The undersigned
hag, ¢ither alone or together with my Puselmser Representitive, such knowledge and experence
n bositess and finandigl matters as ‘will enable me to gvalume the meriis and fisks of thy
prospective investrent and to make an infermed investment deeision.

{&)  Thevundessigned has been advised and understands that this investment in
a Note is, by its nature, very speculitivé and fhat an Investment in the Note involves a high
degree of sconomic risk, due 1o a number of tisks. In addition, there is, and will be, ne public
tyarket for tire Mote,

{fi  The undersigned has sufficient incoms and net worth such that the
undersigned does not conterrplate being required to disgose of any porfion, of the investmentin a
Nota tv satisfy any exisfing or expeeted nndertaking or indebtedfiess. The undersigned is able to
beat the ecoriomic risks 6f an investment in a Note from the Company, including, withoit
limifing the generality of the foregoisg, the risk of fosing all or any part of the Investment -and
probable inability fo sell or transfer the investment for an indefifite period of titne. The
undersigned ackuowledges that this investment is Spegulative and may only be sold to persons
who understand the nature of the proposed opetations of the Company and for whom the
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investment is suitable. The undersigred represents that the mxdersigned meets stich suitability
standards,

, gy  The Mote when purchased will be acquired for the acceunt of the
undersigned.

(M)  The undersigned acknowledges that the offering and sale of seourities are
being made by the Company in teliance upoh ad exemption from registration uneer ‘the
Securities Act af 1933, a5 anmended {the “1933 Act”). The undersigned undesstands that the
Notes have not been registered under the 1933 Act or any siato segurities laws, are “restricted
sgouritles™ in the hands of the undersigned within the meaning of the 1933 Actand any future
sale ot tramsfer of a Note is prohibited without the prier written eotisend of the Company. The
undersigned further understands that such exemptions depend upoen niy investuent infent at the
time the widersigned gequires fhe Note. The undersigned therefore represents and wartants that
the undersigned is purchasing the Wate for my own acoount for investrnent and noet with a vigw
fo distribution, assighment, rexdle or other fransfer of the Nete. Exwvept as specifically stated
heretn, no other person has a direct or indirert befieficial irterest in the Note, Because the Note
§% rict registered, the undersigned s aware that the undersipned niust bold it indefinitely (untf} the
Matority Date in the Note) urless it is registoted under the Act and any applicable state secnrities
laws or the uindetsigned rmust obtain gxemptions from such tegistration.

@ The undg:_rsigqed understands that the Comipany is mot presently subject te
the provisiong of Scetieft 13 ar 15¢d) of the Securiftes Exchange Act of 1934, as amended, amd

‘that the undersigned may not be gurmiitied te rély on theprovisions of Rule 144, promulgated by

the Securitizs and Exehange Commission, far suthprity to «well or otherwise dispose of a Note
after a fixed perod offtime.

()  The undessigned will not sell ar-otherwise teafsfer or disposs of a Note (i)
sxcept ih strfet dompliante with (A) the provisioas of this Subscription Agreement and (B) the
restrictions on transfer desctibed hefein and (i) unltess such securities arg {X) registered uader
the 1933 Act, znd any appliceble state securities laws or (Y] the undersigned represents that such
secwrittes may ke sold it relimnee ont an exerdpiiof from suchi regisiration requirertents. The
undersigned acknowiedges that the Company is uhder no duty te register the MWotes or vamply
with any exemption in eonnection with any atempt by meto sall, transfer ar other dispesition of
the Nofe by me, The undersigned understands that in the gvent the undersigner desizes to sell,
assign, transfér, hynothieeste or in any way alienate or encumbér my Nete in the future, the
President of the Cornpany ean require that the undersigtied provides, at the undessigned's own
‘expense, a1 opfmion of counsel satisfactory 16 the President fo the effeet that such acfion wilt not
resnlt in # violatien of mpplicable federal 4r state securities laws 4nd regulations or other
applicable faderal or state laws and regutations.

(k)  The undersigned is an accredited inyestor, as defined fu Rule 501(a) of
Regutation D promulgated pursuant to the Seourifies Act, by virtye of the facts set forth in the
attached Purchaser Questioniaire.

{)  The investmefit in the Compahy has beert privately propesed to the
uniersigned without the use of géneral solicitation or advertising, The stlicitation of an offer to
purchase the Note wvas direcfly commmunicated to ine. At 1o time was the undersigned prosented
with or solicited by or through any leaflet, pnbliec promotional meeting, circular, newspaper oz
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magazing article, radio or television advertiserenit or any other formt oF general advertising in
cornection with such communicated offer.

() The undersigned recegnizes that aft fvestment in the Compitly invelves
certain risks @id 1 (and my Purchaser Representative} have taken full cognizance of and
understand all of the risk factors related to the business ohjectives of the Company and the
purghase of the Nots, including the risk factors for speculative investments as desciibed in thie
POM,

(1) Mo federal or dtate agency, including the Sevurities and Exchange
Commissfon or the securities regulatory apency of any staté, has approved or digapproved the
Netes; passed upon or endersed the wmerits of such invéstment, or made any finding ot
determiration as o the Bamess via Note for private investment,

{0)  The investment i being rade in relianes on specific exemptions from the
registration requirements of federal end sfate securifies laws, and the Compaty 18 relying upan
the truth and aceuracy of the representafions, werranties, agreements, acknowledgments and
understandings stt forth herein in prder to establishsieh exemptions.

(py  All information that the undersigned has provided in the Pirchaser
Questionmaire; ingluding, withient limitatfor, Tuformation converning myself, my financial
position and 1y kowledge of finaeial and business mattess and that of my Purchaser
Reprﬂsentatwe, is corregt and c,omplete as &f the date hereof, and if there should be dny matefial

change in such information prior to the accepiahee Gf this Sobscriptioni Agresthent, thée

undersigred will immediately provide the Company with such information.

(9}  If the Sibscriber is 4 corpotation, partership, trust, unincorperated
asseciafion Ot ether entity, it is antharized and otherwise duly gualified to purchase and hold the
‘Note subseribed herennder; such entity s stot been formed for the specifie purpose of acgniring
a Note from the Corapany. If the Subscriber is a-trustee and is acquiring the Note for the trust of
which'he s @ trustee, he has sought the advice of courtsel regarding whether the purchase of the
Note is an authorized trust Investment ard has been advised by eounsel that after reviewing the
applitable state law and the terms of fhe trust Insiraoment, such counsel is-of the opinion fhat the
andersigned has the anthority to purelizse the Note for the trust,

3. Ntrn-Trﬂn%ferabzhty of Nate. The undetsigned agrees to the non-transferability
of the Note, except with the prior written consent of the Company, thhmay be withheld in its
sole disetetion for several redsons, including complauce witht any appliieable foderal and/or state
seurities laws and aiiy applitable exeniptions.

4. Indegpyification. The nndersigned acknowledges and understands the meaning
and legal consequences of the representations wnd wamanbes contained lerein and agrees to
indemnify and hold hatmless the Coripany, ifs directors, officets, agents, smployees #nd
sitorneys from and against any and all ¢laims, loss, @amage Hability, cost or expense neluding
attorneys® fees and eourfs costs due to or arising out of or eonnested directly or indireetly to any
untrue statenent made herein or any breach of any such representation or ‘wamanty made by the
undersigned.
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5. Miscellaneous.

(&)  The undersigried agreds that the undersigned may pot cancel, teffirivate or
revoke this Subseription Agreement of any ¢ovenant hefeunder and that this Subscription
Apreprirent shall be binding npon and shall inure to the benefit of the parties herets and to the
successors and assigns of the Contpany. Further, the undersigned agrees that this Subseription
Agreement and the representations, wartarities and cevenants contained herein shall survive my
deathi or dispbility and shall be binding pon my heirs, exerulors, administrators, successors and

(h)  This Subscription Agreentent shail be enforeod, governed atd construed in
all regpects In accordance with the Yaws of the State of Arizona, without regard to principles of
confliets.of {aw provisiens.

{e)  Withih five days after reegipt of 2 writfen request from the Company, the
undersigned aprees to provide such information and to expeute and deliver such documents ag
may teasqnably be mecessary Yo comply with any and all laws and ordinanges 1o which the
Coritpany is sabiject.

(d)  This Subscription Agreement may be exeouted in two or more
gounterparts, each of which shall ‘he deemedan original but all.of which together shall constitute
one and the sage instrument,

IN WITNESS WHEREUF, the undersigned has executed this Subseription Agfeenient.
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©

DATED: __Aprl2), 2013

By,

Signature :'Gf' Tovestor

Desert Classic Investments, LLC. Steven G .Buriger,
Managing Member of LLE
Print Narne of Iivestof

Sia

Address; _
6134 W Tyovita Placs
Chandler, A7 85226

SSN {or EINY:

By

Signature of Co-Invester (if &ny)

Prittt Name of Co-Igvestor (it any)

RSN for EIN):

Tifles Presifent

6236112
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DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Investment # 5_ Date; July 23. 2013

1. Subscription, The wndersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 {the “POM”™). The undersigned
certifies that the undersigned meets the applicable suvitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

=] Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (___% monthly).

The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

(] Quarterly Payment Note in the amount of § for
___ months that will bear interest at the rate of % per year (___
—% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note, (The
minimum amount of a Note is $50,000 with additional increments in a
minimum of at least $10,000).

o Monthly Payment Note in the amount of $_300.000.00 for 24
months that will bear interest at the rate of _12 % vper year (1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company, Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(2) Based on persondl knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise

642361.2
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DATED: July 23, 2013

Name: Dennyd, Chittick

Signaxure‘oﬁﬁvestor

Desert Classic Investinents, LLC, Steven G.Buneer,

Managing Member of LLC
Print Name of Investor

Address:
6134 W Trovita Place

Chandler, A7 85226

8SN {or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Title: President

6423612

D135584
#8804




DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Investment # 4 Date; December 20, 2013

1 Subscription. The undersigned investor has received and reviewed the
Confidenfial Private Offering Memorandum dated July 1, 2009 (the “POM™), The undersigned
certifies that the undersipned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agress to
purchase the following Note fram DenSco Investment Corporation (the *Company™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (___ % monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in 8 minimum of at least $10,000).

(u] Quarterly Payment Note in the amount of § for ___
___months that will bear interest at the rate of % per year (__
__% monthly). The inferest will b¢ compounded monthly, The
principal and eny accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional increments ina
minimum of at least $10,000).

a Monthly Payment Note in the amount of § 500,000.00 for 24 _
months that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the umdersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the tertn of the Note. (The minimum amount of a Nots is

$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

()  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: __ December 20, 2013 )

,
ol 2
L]

),

By: < ¢
Signature of Investor

Desert Classic Investments, TLC, Steven G.Bunger,
Managing Member of LL.C

Print Name of Investor

Address:
6134 W Trovita Place
Chandler, AZ 85226

SSN (or EIN}:

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denny J. Chittick

Title: President

6423612 6
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Date: _October 1, 2013 INVESTOR NO. 134

DENSCO INVESTMENT CORPORATION
PROSPECTIVE PURCHASER QUESTIONNAIRE
(ACCREDITED INVESTORS)

The foliowing information is firnished to DenSco Investment Corporation, an
Arizona corporation (the “Company™) for the Company to determine whether I am
qualified to invest in a general obligation, unsecured note (the “Note”™) from the Company
pursuant to Regulation D promulgated under the Securities Act of 1933, as amended (the
“Securities Act”™), and comparable provisions of applicable state securities laws, I, the
undersigned, understand that you will rely upon the following information for purposes
of such determination, and that the Note will not be registered under the Securities Actin
reliance upon the exemption from registration provided by Sections 3(b) and 4(2) of the
Securities Act, Regulation D thereunder, and comparable provisions of applicable state
securities laws.

This Prospective Purchaser Questionnaire must be completed by each potential
Investor who has indicated an interest in purchasing a Note from the Company.
Individual Investors and each Co-Investor (other than a spouse) must complete and sign 2
separate Prospective Purchaser Questionnaire and adult custodians must complete this
Prospective Questionnaire for individual minor Investors. Shareholders of corporations
(or members of an LLC, or parmers of a parinership or a beneficiary of a trust)
(collectively, an “Equity Owner”) also may need to furnish additional information as
applicable.

1 further understand that [ may be required to supply a balance sheet, prior years’
federal income tax returns or other appropriate documentation to verify and substantiate
my-status as an Accredited Investor.

ALL INFORMATION CONTAINED IN THIS PROSPECTIVE PURCHASER
QUESTIONNAIRE WILL BE TREATED CONFIDENTIALLY. However, it is agreed
that you may present this document to such parties as you deem appropriate if called
upon to establish that the proposed offer and sale of the Notes is exempt from registration
under the Securities Act or meets the requirements of applicable state securities laws. I
understand that g false statement by me will constitute a violation of my representations
and warranties under this Investor Questionnaire and the Subscription Agreement
submitted with this Questionnaire and may also constitute a violation of law, for which a
claim for damages may be made against me. My investment in the Notes will not be
accepted until Denny Chittick (the “President™), who is the President of the Company,
determines that I satisfy all of the suitebility standards set forth in the Confidential
Private Offering Memorandum, dated July 1, 2009 (the “POM”) and in Rule 501(a) of
Regulation D under the Securities Act.

6441543 1
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Please answer every question. If the answer to any questions is “None” or “Not
Applicable” please so state.

The Prospective Purchaser Questionnaire does not constitute an offer by the
Company or any agent to sell any securities, but is merely a request for information.

Please complete, sign, date and return the Prospective Purchaser Questionnaire to
the Company. Your investment in the Company will not be accepted until the Company
determines that you satisfy all of the requisite suitability standards.

For Individual Investors, please complete pages 2 to 4 and sign on
page 4.

For Organizational Investors, please complete pages 4 to 7 and
sign on page 7.

I, the undersigned Prospective Investor hereby supply you with the following
information and representations:

PLEASEPRINT

L INDIVIDUAL INVESTORS

A, GENERAL INFORMATION

Name of Investor* _ Steven G & Mary E Bunger Estate, LL.C
Residence Address 6134 W Trovita Place

City _ Chandler State A7 Zip Code 85226 -
Home Telephone Number (_*

Email Address: stevef@bunger,me
Work Number { ) -
Cellular Number ( ) -
U.S. Citizen Yes No

Social Security Number (Investor)

{Co Investor, if any)**

* ALL INFORMATION REQUESTED IN CONNECTION WITH
INVESTMENTS UNDER THE UNIFORM GIFT TO MINORS ACT SHOULD BE
GIVEN ON BEHALF OF THE ADULT CUSTODIAN, NOT THE MINOR
BENEFICIARY, UNLESS -OTHERWISE INDICATED.

##  EACH CO-INVESTOR (OTHER THAN SPOUSE) MUST COMPLETE AND
SIGN A SEPARATE QUESTIONNAIRE.

6441543 2
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Name of Custodian (if investment is pursuant to Uniform Gift to Minors Act)

Name of Beneficiary

1.

Set forth in the space provided below the state(s) in which you maintain your
principal residence.

2. Do you maintain residence in any other states? If yes, in which state(s)?

3. In which state, if any, are you registered to vote?

4. In which state, if any, do you presently hold a valid driver’s license?

5. Are you age 21 or older? Yes No

B. INDIVIDUAL ACCREDITATION, SOPHISTICATION, AND SUITABILITY

1. Accredited Investor Status. Please complete each of the following

certifications:

A, I certify that I have an mdividual net worth (or a joint net worth with my spouse)
in excess of $1,000,000 (excluding homes, home furnishings and automobiles).
Note: While the SEC has yet to act on the Wall Street Reform and Investor
Protection Act, it has indicated that it may require that investors subtraect
from their net worth the amount of indebtedness on any home owned by an
investor that exceeds the fair market value of the home, provided that the
lfender of such indebtedness has recourse as te such amount.
Yes No

OR

B. I certify that I had individual income (excluding any income of my spouse) of
more than $200,000 in each of the previous two calendar years, or joint income
with my spouse of more than $300,000 in each of those years, and 1 reasonably
expect to have an individual income in excess of $200,000, or joint income with
my spouse in excess of $300,000, in the current year,
Yes No

6441543 3
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The above information supplied by me is true and correct in all respects and I
recognize that the Company is materially relying on the truth and accuracy of such
information.

Dated this day of , 20

Sk Bangg

PRIANQEIWGHO?

PRINT Name of Co Investor, if any

Signature of Investor

Signature of Co Investor, if any

1. ORGANIZATIONAL INVESTOR

A, GENERATL INFORMATION

1. Name of Organization:

2. Date of Organization

3. Fiscal Year End

4. State and Country of Organization

5. Taxpayer Identification Number

6. Principal Business Address

7. Home Telephone Number ( )
Work Number ( ) -
Cellular Number { ) -

8. Type of Organization and Business Description

644154.3

D128523
#8604






DENSCO INVESTMENT CORPORATION

SUBSCRIPTION AGREEMENT
Ladies and Gentlemen: Investment # 2 Date: July 1, 2014
L Subscription, The undersigned investor has received and reviewed the

Confidential Private Offering Memorandum dated July 1, 2009 (the “POM”). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for-and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (___% monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

o Quarterly Payment Note in the amount of $ for
___months that will bear interest at the rate of % per year (__
__% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional incrementsina
minimum of at least $10,000).

o Monthly Payment Note in the amount of $ 900.000.00 for _24
months that will bear interest at the rate of _12_% per year (_1_%
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the indersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional imcrements in a minimum of at. least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement' by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(@  Based on personal knowledge and experience in financial and business
matters im general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED:  July1.2014 (:g /
By: s ’g

Sighﬁ{ature of Investor

Desert Classic Investments, LI.C. Steven G.Bunger.
Managing Member of LLC
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, A7 85226

SSN (or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denny J. Chittick

Title; President
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DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Tnvestment # 4 Date: May 1, 2014

1. Subscription. The undersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (% monthly).
The interest will be compounded monthly. The prineipal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in @ minimum of at least $10,000).

! Quarterly Payment Note in the amount of § for__
___months that will bear interest at the rate of % per year (__
__% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the®WNofte/ (The
minimum amount of a Note is $50,000 with addi nts ina
mintmum of at least $10,000).

o Monthly Payment Note in the amount of $ 550,00.00 for 24
months that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the undersigred investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000),

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only wpon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agresment,
the undersigned represents, warrants and acknowledges to the Company that:

(a)  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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W
: DATED: __ May 1.2014 (Q é
By:

Signtture of Investor

Desert Classic Investments. LLC, Steven G.Bunger.

Managing Member of LLC
F Print Name of Investor

Address:
6134 W Trovita Place
Chandler, AZ 85226

F - 88N (or EIN):

By:

Signature of Co-Investor: (if any)

Print Name of Co-Investor (if any)

Address:

) SSN (or EIN):

Title: President
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DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Investment # 5 Date: January 21, 2014

1. Subscription. The undersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™), The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees teo
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year {(__ % monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note, (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

o Quarterly Payment Note in the amount of $ for ___

___months that will bear interest attherate of % peryear (_

__ % monthly). The interest will be compounded monthly. The

_principal and any accrued and unpaid interest will be paid back to the

undersigned investor at the end of the term of the Note. (The

minimum amount of a Note is $50,000 with additional increments in a
minimum of at least $10,000).

o Monthly Payment Note in the amount of $ 500.000.00 for 24
months that will bear interest at the rate of _12 % per year (_1_%
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid fo the undersigned at the
end of the ferm of the Note. (The minimum asmount of a Note is

$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuzble only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warraniies. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a) Based on personal knowledpe and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the metits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment, The undersigned hes received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: __January 21. 2014 7
By: 7~ i Aﬁ"‘ _

Signamr% of Investor

Desert Classic Investments, LLC, Steven G.Bunger,
Manaeing Member of LL.C
Print Name of Investor

Address: ;
6134 W Trovita Place
Chandlet, A7 85226

SEN (or EIN):

By:

Signature of Co-Investor {(if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denny J._Chittick

Title: President
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DENSCO INVESTMENT CORPORATION

SUBSCRIPTION AGREEMENT
Ladies and Gentlemen: Investment #_6 Date: January 22, 2014
1. Subscription. The undersigned investor has received and reviewed the

Confidential Private Offering Memorandum dated July 1, 20069 (the *POM™). The undersigned
certifies that the undersigned meets the applicable suitability slandards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (% monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at teast $10,000).

u! Quarterly Payment Note in the amount of § for
___months that will bear interest at the rate of % per year (___
__% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional incrementsin a
minimum of at least $10,000).

o Monthly Payment Note in the amount of § 500.000.00 for _24
months that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is

$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a)  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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By, <1 V

’S:ig.nﬁture of Investor

DATED: January 22, 2014

Desert Classic Investiments, LLC, Steven G.Bunger,
Managing Member of LLC
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, A7 85226

SSN (or EINY:

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denny J/ Chittick

Title: President
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Date: February 8, 2013 INVESTORNO.____134

DENSCO INVESTMENT CORPORATION
PROSPECTIVE PURCHASER QUESTIONNAIRE
(ACCREDPITED INVESTORS)

The following information is furnished to DenSco Investment Corporation, an
Arizona corporation {the “Company™) for the Company to determine whether I am
qualified o invest in a general obligation, unsecured note (the “Nots™) from the Company
pursnant to Reguiation D premulgated under the Securities Act of 1933, as amended (the
“Securities Act”), and comparable provisions of applicable state securities laws. 1, the
undersigned, understand that you will rely upen the following information for purposes
of such determination, and that the Note will not be registered under the Securities Actin
reliance upon the exemption from registration provided by Sections 3(b) and 4(2) of the
Securities Act, Regulation D thercunder, and comparable provisions of applicable state
securities laws.

This Prospective Purchaser Questionnaire must be completed by each potential
Investor who has indicated an interest in purchasing a Note from the Company.
Individual Investors and each Co-Investor (other than a spouse) must complete and sign a
separate Prospective Purchaser Questionnaire and adult custodians must complete this
Prospective Questionnaire for individual minor Investors, Shareholders of corporations
(or members of an LLC, or parfners of a partnership or a beneficiary. of a trust)
{collectively, an “Equity Owner”) also may need to furnish additional information as
applicable.

1 further understand that I may be required to supply a balance sheet, prior years’
federal income tax returns or other appropriate documentation to verify and substantiate
my status as an Aceredited Investor.

ALL INFORMATION CONTAINED IN THIS PROSPECTIVE PURCHASER
QUESTIONNAIRE WILL BE TREATED CONFIDENTIALLY. However, it is agreed
that you may present this document to such parties as you deem appropriate if called
upon to establish that the proposed offer and sale of the Notes is exempt from registration
under the Securities Act or meets the requirements of applicable state securities laws. I
understand that a false statement by me will constitute a violation of my representations
and warranties under this Investor Questionnaire and the Subscription Agreement
submitted with this Questionnaire and may also constitute a violation of law, for which a
claim for damages may be nmade against me, My investment in the Notes will not be
accepted until Denny Chittick (the “President™), who is the President of the Company,
determines that I satisfy all of the suitability standards set forth in the Confidential
Private Offering Memorandum, dated July 1, 2009 (the “POM™) and in Rule 501(a) of
Regulation D under the Securities Act,
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Please answer every guestion. If the answer to any questions is “None” or “Not
Applicable” please so state. .

The Prospective Purchaser Questionnaire does not constitute an offer by the
Company or any agent to sell any securities, but is merely a request for information.

Please complete, sign, date and return the Prospective Purchaser Questionnaire to

the Company. Your investment in the Company will not be accepted uatil the Company
determines that you satisfy all of the requisite suitability standards.

For Individual Investors, please complete pages 2 to 4 and sign on
page 4.

For Organizational Investors, please complete pages 4 to 7 and
sign on page 7.

1, the undersigned Prospective Investor hereby supply you with the following
information and representations:

PLEASE PRINT

L INDIVIDUAL INVESTORS

A, GENERAL INFORMATION

Name of Investor® __ Desert Classic Investments, IT.C
Residence Address 6134 W Trovita Place

City _ Chandler State AZ Zip Code 85226 -
Homo Telephone Nuzter ( IS
Email Address: steve(@bunger. me

Work Number -

Clilar Nurster (N

U.8. Citizen Yes Mo

Social Security Number (Investor) _EN#_!

(Co Investor, if any)**

* ALL INFORMATION REQUESTED IN CONNECTION WITH
INVESTMENTS UNDER THE UNIFORM GIFT TO MINORS ACT SHOULD BE
GIVEN ON BEHALF OF THE ADULT CUSTODIAN, NOT THE MINOR
BENEFICIARY, UNLESS OTHERWISE INDICATED.

o EACH CO-INVESTOR (OTHER THAN SPOUSE) MUST COMPLETE AND
SIGN A SEPARATE QUESTIONNAIRE.

6441543 2
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Name of Custodian (if investment is pursuant to Uniform Gift to Minors Act)

Sleun v, E @qy/ Wb Nlplgs

Name of Beneficiary

3.
B.

1.

Set forth in the space provided below the state(s) in which you maintain your
prineipal residence.

B

Do yjc»\tz maintain residence in any other states? If yes, in which state(s)?
)

In which state, if any, are you registered to vote?
At

In Ei:ilc%h state, if any, do you presently hold a valid driver’s license?

Are you age 21 or older? @ No

INDIVIDUAL ACCREDITATION, SOPHISTICATION, AND SUITABILITY

Accredited Investor Status, Please complete each of the following

certifications:

A,

1 certify that T have an individual net worth {or a joint net worth with my spouse)
in excess of $1,000,000 (excluding homes, home furnishings and automobiles).
Note: While the SEC has yet to act on the Wall Street Reform and Investor
Protection Act, it has indicafed that it may require that investors subtract
from their net worth the amount of indebtedness on any home owned by an
investor that exceeds fhe fair market value of the home, provided that the
lender of such indebtedness has recourse as to such amount.

&)

@ No

I certify that I had individual income (excluding any income of my spouse) of
more than $200,000 in each of the previous two calendar years, or joint income
with my spouse of more than $300,000 in each of those years, and 1 reasonably
expect to have an individual income in excess of $200,000, or joint income with
my spouse in excess of $300,000, in the cuxrent year.

OR

No

6441543
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The above information supplied by me is true and correct in all respects and I
recognize that the Company is materially relying on the truth and accuracy of such

information.

Datedthis 1O __dayof Tcd 2003

gﬁ‘ai, Kb{ﬂf//'

PRINT Name of Investof

Mhey ling~
PRIN;\IEE Wstor, if any
Signaiuet of I;(irestor

ﬁ//ﬂ/fc/
Signaturé of Qo Investor, if ady

I ORGANIZATIONAL INVESTOR
A, GENERAL INFORMATION

1. Name of Organization:

2. Date of Organization

3. Fiscal Year End

4, State and Country of Crganization

5. Taxpayer Identification Number

6. Principal Business Address

7. Home Telephone Number ( )
Wark Number ( ) -
Cellular Number ( ) -

8, Type of Organization and Business Description

6441543 4
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10.

11.

1.1

1.2

6441543

Send Mail to:

Number of Equity Owners:

Has the subscribing Organization been formed for the specific purpose of
purchasing Notes?  Yes No

ORGANIZATION ACCREDITATION SOPHISTICATION AND
SUTTABILITY

Accredited Investor Status. Please complete each of the following
certifications:

The undersigned Organization certifies that EACH of its Equity Owners meets at
least ONE of the following conditions:

(i) Such Equity Owner is a natural person whose individual net worth (or joint
net worth with his or her spouse) exceeds $1,000,000 (exeluding homes, home
furnishings and personal property). [Note: While the SEC has yet to act on the
‘Wall Street Reform and Favestor Protection Act, it has indicated that it may
require that equity owners subfract from their net worth the ameunt of
indebtedness on any home owned by an equity owner that exceeds the fair
market value of the home, provided that the lender of such indebtedness has
recourse as to suth amount]; or

(ii) Such Equity Owner is a natural person who had an individual income in
excess of $200,000 in each of the previous two calendar years, or joint net worth
with his or her spouse of more than $300,000, in each of those years and who
reasonably expects to have an. individual income in excess of $200,000, or joint
income with his or her spouse in excess of $300,000, for the current calendar
year; or

(@ii) Such Equity Owner of the Investor is a corporation, parinership or revocable
trust and all of the shareholders, partners or grantors, respectively, of such
corporation, partnership or revocable trust can answer yes to statement 1.1(i) or
1.1(i) above.

Yes No

The undersigned Organization is a revocable or grantor trust and each person with
the power to revoke the trust qualifies as an Accredited Investor under 1.1(i) or
1.1(ii) above.

Yes No

D128465
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1.3 The undersigned Organization is an employee benefit plan within the meaning of
Title I of the Employee Retirement Income Security Act of 1974, and the
investment decision is made by a Plan Fiduciary, as defined in Section 3(21) of
such Act which is a bank, savings and loan association, insurance company or
registered investment advisor.

Yes No

14 The undersigned Organization is a qualified profit sharing or defined contribution
Plan, the Plan provides for segregated accounts for each Plan Participant, the
governing documents of the Plan provide that each participant may direct the
trustee to invest his or her funds in the investment vehicles of his or her choice
and the purchase of the note(s) is made pursuant to an exercise by the Plan
Participant, who is an Accredited Investor under subparagraph 1.1(i) or 1.1(ii)
above, of such power to direct the investments of his or her segregated account.
This Prospective Purchaser Questionnaire and the Subscription Agreement must
be completed and exeputed by such Plan Participant.

Yes No

1.5  The undersigned Organization certifies that jt is a bank as defined in Section
3(a)(2) of the Securities Act.

Yes No

1.6  The undersigned Organization certifies that it is a savings and loan association or
| other institution as defined in Section 3(2)}(5)(A) of the Securities Act.

% Yes No

1.7 The undersigned Organization certifies that it is an insurance company as defined
in Section 2(13) of the Securities Act.

Yes No

1.8  The undersigned Organization certifies that it is an investment company
registered under the Investment Company Act of 1940 or a business development
company as defined in Section 2(2)(48) of the Investment Company Act of 1940,
Yes No

1.9  The undersigned Organization certifies that it is a Small Business Investment
Company licensed by the U.S. Small Business Administration under Section
301(c) or (d) of the Small Business Investment Act of 1958.

Yes No

} 6441543 6
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1.10  The undersigned Organization certifies that it is a private business development
company as defined in Section 202(a)(22) of the Investment Advisers Act of

1940,
Yes No
1.11 The undersigned Organization certifies that it has total assets in excess of
$5,000,000.
Yes No

1.12 The undersigned Organization certifies that it is a broker or dealer registered
pursuant to Section 15 of the Securities Exchange Act of 1934.

Yes No

2. Sophistication. Person(s) making the investment decision on behalf of the
Organization to purchase a Note:

Name Organization Position

The above information supplied by the undersigned is true and correct in all respects and
the undersigned recognizes that the Company is relying materially on the truth and
aceuracy of such information.

Dated this day of. , 20

PRINT Name of Organization:

PRINT Name of Individual with anthority to make investment decisions on bebalf of
Organization:

PRINT Title or Capacity in which signing of Individual with authority to make
investment decisions on behalf of Organization:

Signature of Individual with authority to make investment decisions on behalf of

Organization:
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DENSCO INVYESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Investment # [ Date: May 1. 2014

L Subseription. The undersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the *“POM”). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of $ for months  that
will bear interest at the rate of % per year {___% monthly),
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note, (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at [east $10,000).

=i Quarterly Payment Note in the amount of § for
. months that will bear interest at the rate of % per year (__
_ % monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional increments in a
minimum of at least $10,000).

] Monthly Payment Note in the amount of $§ 850,000.00 for 24
months that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the undersigred investor on a
monthly basis, and the prineipal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a mimimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration sct forth in this
Subscription Agreement.

2. Representations and Warranties. By execufing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a)  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: __ May 1. 2014 &%L
By:

Siphature of Investor

Alexandra Shea Bunger Irrevocable Trust Dated 12-
29-95, Steven Bunger, Tiustes
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, AZ 85226

SSN (or EIN): _

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denny J. Chittick

Title: President
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Date: _Mav 1, 2014 INVESTORNO.___ 142

DENSCO INVESTMENT CORPORATION
PROSPECTIVE PURCHASER QUESTIONNAIRE
(ACCREDITED INVESTORS)

The following information is furnished to DenSco Investment Corporation, an
Arizona corporation (the “Company™) for the Company to determine whether T am
gnalified to invest in a general obligation, unsecured note (the “Note™) from the Company
pursuzant to Regulation D promulgated under the Securities Act of 1933, as amended (the
“Securitics Act”), and comparable provisions of applicable state sceurities laws. I, the
undersigned, understand that you will rely upon the following information for purposes
of such determination, and that the Note will not be registered under the Securities Act in
reliance upon the exemption from registration provided by Sections 3(b) and 4(2) of the
Securities Act, Regulation D thereunder, and comparable provisions of applicable state
securities laws.

This Prospective Purchaser Questionnaire must he completed by each potential
Investor who has indicated an interest in purchasing a Note from the Company.
Individual Investors and each Co-Investor (other than a spouse) must complete and sign a
separate Prospective Purchaser Questionnaire and adult custodians must complete this
Prospective Questionnaire for individual minor Investors. Sharcholders of corporations
(or members of an LLC, or pariners of a partuership or a beneficiary of a trust)
(collectively, an “Equity Owner”) also may need to furnish additional information as
applicable.

I further understand that I may be required to supply a balance sheet, prior years’
federal income tax returns or other appropriate documentation to verify and substantiate
my status as an Acoredited Investor.

ALL INFORMATION CONTAINED IN THIS PROSPECTIVE PURCHASER
QUESTIONNAIRE WILL BE TREATED CONFIDENTIALLY. However, it is agreed
that you may present this document to such partics as you deem appropriate if called
upon to establish that the proposed offer and sale of the Notes is exempt from registration
under the Securities Act or meets the requirements of applicable state securities laws. 1
understand that a false statement by me will constitute a violation of my representations
and warranties under this Investor Questionnaire and the Subscription Agreement
submitted with this Questionnaire and may also constitute a violation of law, for which a
claim for damages may be made against me. My investment in the Notes will not be
accepted nntil Denny Chittick (the “President”), who is the President of the Company,
determines that I satisfy all of the suitability standards set forth in the Confidential
Private Offering Memorandum, dated July 1, 2009 (the “POM™) and in Rule 501(a) of
Regulation D under the Securities Act.
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Please answer every guestion. If the answer to any questions is “None” or “Not
Applicable” please so state,

The Prospective Purchaser Questionnaire does not constitute an offer by the
Company or any agent to sell any securities, but is merely a request for information.

Please complete, sign, date and return the Prospective Purchaser Questictnaire to
the Company. Your investment in the Company will not be accepted until the Company
determines that you satisfy all of the requisite suitability standards.

For Individual Investors, please complete pages 2 to 4 and sign on
page 4.

For Organizational Investors, please complete pages 4 to 7 and
sign on page 7.

I, the undersigned Prospective Investor hereby supply you with the following
information and representations:

PLEASE PRINT

L INDIVIDUAL INVESTORS
A.  GENERAL INFORMATION

Name of Investor* ___Alexandra Shea Bunger Irrevocable Trust Dated 12-29-03
Residence Address _ 6134 W Trovita Place

City _ Chandler State AZ _ Zip Code _ 85226 -
Hotme Telephons Nurber (NI

Email Addvess: steve(@bunger.me
Work Number ( ) -
Celtular Number ( ) -
U.8. Citizen Yes No

Social Security Number (Investor) _—

(Co Investor, if any)**

* ALL INFORMATION REQUESTED IN CONNECTION WITH
INVESTMENTS UNDER THE UNIFORM GIFT TO MINORS ACT SHOULD BE
GIVEN ON BEHALF OF THE ADULT CUSTODIAN, NOT THE MINOR
BENEFICIARY, UNLESS OTHERWISE INDICATED.
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#*  EACH CO-INVESTOR (OTHER THAN SPOUSE)} MUST COMPLETE AND
SIGN A SEPARATE QUESTIONNAIRE.

Name of Custodian (if investment is pursuant to Uniform Gift to Minors Act)

Name of Beneficiary

1. Set forth in the space provided below the state(s) in which you maintain your
principal residence.

2. Do you maintain residence in any other states? If yes, in which state(s)?

3. In which state, if any, are you registered to vote?

4. In which state, if any, do you presently hold a valid driver’s license?

5. Areyouage 2l orolder? Yes No
B. INDIVIDUAL ACCREDITATION, SOPHISTICATION, AND SUITABILITY

L Accredited Investor Status. Please complete each of the following
certifications:

A, T certify that 1 have an individual net worth (or a joint net worth with my spouse)
in excess of $1,000,000 (excluding homes, home furnishings and automobiles).
Note: While the SEC has yet to act on the Wall Street Reform and Investor
Protection Act, it has indicated that it may require that investors subtract
from their net worth the amount of indebtedness on any home owned by an
investor that exceeds the fair market value of ¢the home, provided that the
lender of such indebtedness has recourse as to such amount.

Yes No
OR

B. [ certify that I had individual income (excluding any income of my spouse) of
more than $200,000 in each of the previous two calendar years, or joint income
with my spouse of more than $300,000 in each of those years, and I reasonably
expect to have an individual income in excess of $200,000, or joint income with
my spouse in excess of $300,000, in the current year.
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Yes No

The above information supplied by me is true and correct in all respects and I

recognize that the Company is materially relying on the truth and accuracy of such
informatiot.

Dated this davef , 20

(’l%b( o (’SUT e
PRINT Name of Investcr

Cer

=

PRINY Name of Co Investor, if any

S

Sienhture of Investor

Signature of Co Investor, if any
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DENSCO INVESTMENT CORPORATION N ) },_
SUBSCRIPTION AGREEMENT
Ladies and Gentlemen: Investment# 1 Date: October 1, 2015
1. Subscription. The undersigned investor has received and reviewed the

Confidential Private Offering Memorandum dated July 1, 2009 (the “POM’™). The undersigned
certiffes that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Compauy™):

o Accrual Note in the amount of § for months that
will bear interest at the rate of Y% per year (____% monthly).
The interest will be compounded monthly. The principal and acerued
interest will be paid back to the undersigned investor at the end of the
term .of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

u] Quarterly Payment Note in the amount of § for ___
___ months that will bear interest at the rate of % per year (___
__% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note js $50,000 with additional increments ina
nunimuin of at least $10,000).

o Mornthly Payment Note in the amount of § 795.000.00 for 24
months that will bear interest at the rate of _12 % per year (_1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement. '

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(@ Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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recoids and books pertaining to this investment have been made available by the Company for
inspection by me or my attorney, accountant and Purchaser Representative. The undersigned is
familiar with the Company’s business objectives and the financial arrangements in connection
therewith and the undersigned believes that the Note being purchased is the kind. of securities
that the undersigned wishes to hold for investment and that the nature and amount of the Note is
consistent with my investment program.

(b)  The wndersigned has been given the opportunity to ask questions about the
Company and has been granted access to all information, financial and otherwise, with respect to
the Company which has been requested, has examined such information, and is satisfied with
respect to the same. No representations have been made or information furnished to me or my
advisor(s) relating to the Company or the Note which were in any way inconsistent with the
POM.

(©) Subject to the terms and conditions hereof and the form of Note, the
undersigned hereby irrevocably tenders this Subscription Agreement for the. purchase of a Note
in the amount indicated in Paragraph 1 above and shall pay for such Note as instructed to by the
Company. The undersigned is aware that the subscription made herein is irrevocable but that the
Company has the unconditional right to accept or reject this subscription in whole or in part, and
that the Notes issued pursuant hereto are subject io the approval of certain legal matters by
counsel and to other conditions. If my subscription is not accepted for any reason whatsoever,
my money will be returned in full, with any interest that may be earned thercon, and the
Company will be relieved of any responsibility or liability which might be deemed to arise out of
my offer to subscribe to a Note from the Company.

(d  The undersigned, in determining to purchase a Note, has relied solely
upon (i) the advice of its legal counsel and accountants or other financial advisers with respect fo
the tax, economic and other consequences involved in purchasing a Note and (i) the
undersigned’s own, independent evaluation of the business, operations and prospects of the
Company and the merits and risks of the purchase of a Note. The undersigned, and if applicable
the undersigned's Purchaser Representative, has carefully reviewed the POM. The undersigned
has, either alone or together with my Purchaser Representative, such knowledge and experience
in business and fipancial matters as will enable me to evaluate the merits and risks of the
prospective investment and to make an informed investment decision.

(€}  The undersigned has been advised and understands that this investment in
a Note is, by its nature, very speculative and that an investment in the Note involves a high
degree of economic 1isk, due to a number of risks. In addition, there is, and will be, no public
market for the Note.

(i  The undersigned has sufficient income and net worth such that the
undersigned does not contemplate being recuired to dispose of any portion of the investment in a
Note to satisfy any existing or expected undertaking or indebtedness. The undersigned is able to
bear the economic risks of an investment in a Nete from the Company, including, without
limiting the generality of the foregoing, the risk of losing all or any part of the investment and
probable inability to sell or transfer the investment for an indefinite period of time. The
undersigned acknowledges that this investment is speculative and may only be sold to persons
who understand the natare of the proposed opetations of the Company and for whom the
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magazine article, radio or television advertisement or any other form of general advertising in
connection with such communicated offer.

(m) The undersigned recognizes that an investment in the Company involves
certain risks and I (and my Purchaser Representative) have taken full cognizance of and
understand all of the risk factors related to the business objectives of the Company and the
purchase of the Note, including the risk factors for speculative investments as described in the
POM.

(n) No federal or state agency, including the Securities and Exchange
Commission or the securities regulatory agency of any state, has approved or disapproved the
Notes, passed upon or endorsed the merits of such investment, or made any finding or
determination as to the fairness of a Note for private investment.

(0)  The investment is being made in reliance on specific exemptions. from the
registration requirements of federal and state securities laws, and the Company is relying upon
the truth and accuracy of the representations, warranties, agreements, acknowledgments and
understandings set forth herein in order to establish such exemptions.

(® Al information that the undersigned has provided in the Purchaser
Questionnaire, including, without limitation, information concemning myself, my financial
position and my knowledge of financial and business matters and that of my Purchaser
Representative, is correct and complete as of the date hereof, and if there should be any material
change in such information prior to the acceptance of this Subscription Agreement, the
undersigned will immediately provide the Company with such information.

(@ If the Subscriber is a corporation, partuership, trust, wnincorporated
association or other entity, it is authorized and otherwise duly qualified to purchase and hold the
Note subscribed hereunder; such entity has not been formed for the specific purpose of acquiring
a Note from the Commpany. If the Subscriber is a trustee and is acquiring the Note for the trust of
which he is a trustee, he has sought the advice of counse] regarding whether the purchase of the
Note is an authorized trust investment and has been advised by counsel that after reviewing the
applicable state law and the terms of the trust instrument, such counsel is of the opinion that the
undersigned has the authority to purchase the Note for the trust.

3. Non-Transferability of Nete. The undersigned agrees to the non-transferability
of the Note, except with the prior written consent of the Company, which may be withheld in its
sole discretion for several reasons, including compliance with any applicable federal and/or state
securities laws and any applicable exemptions.

4, Indemnification. The undersigned acknowledges and understands the meaning
and legal conmsequences of the representations and warranties contained herein and agrees to
indemnify and hold harmless the Company, its directors, officers, agents, employees and
attarneys from and against any and all claims, loss, damage liability, cost or expense including
attorneys® fees and courts costs due to or arising out of or connected directly or indirectly to any
untrue statement made herein or any breach of any such representation or warranty made by the
undersigned.
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DATED: QOctober 1, 2015

By:

Signature of Investor

Stgven G & Mary F Bunger Estate, LLC. Stoven

G.Bunger, Managing Member of LLC
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, AZ 85226

SSN {or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

By:

—

Name: Denny J. Chittick

Title: President
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DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Genilemen: Investment # 1 Date: October 1, 2015

1. Subseription. The undersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™), The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (___% monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

0 Quarterly Payment Note in the amount of § for
___ months that will bear interest at the rate of % per year (__
__% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional increments in a
minimum of at least $10,000).

o Monthly Payment Note in the amount of $ 795,000.00 for _24
months that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this exeented Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a) Based on persanal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Comparyy, is able to evalnate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: October 1, 2015

Name: Denny 1. C fiitick

Title:

6423612

By:

Sipnature of Investor

Steven G & Mary E Bunger Estate, L1.C, Steven

G.Bunper, Managing Member of LLC
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, A7, 85226
SSN {or EIN):
By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

President
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DENSCO INVESTMENT CORPORATION

=
SUBSCRIPTION AGREEMENT ©@ ij

Ladies and Gentlemen: Investment# 1. Date: February 8, 2015

1. Sabscription.  The umndersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM”). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced omn the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™}:

o Accrual Note in the amount of $ for months  that
will bear interest at the rate of % per year (___% monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

O Quarterly Payment Note in the amount of $ for_
__ months that will bear interest at the rate of % per year {___
__% monthly)., The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back te the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional incrementsina
minimum of at least $10,000).

o Monthly Payment Notfe in the amount of $ 1.000.000.00 for 24
months that will bear interest at the rate of 12 % per year { 1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additiopal increments i a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Apreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a)  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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records and books pertaining to this investment have been made available by the Company for
inspection by me or my attorney, accountant and Purchaser Representative. The undersigned is
familiar with the Company’s business objectives and the financial arrangements in connection
therewith and the undersigned believes that the Nete being purchased is the kind of securities
that the undersigned wishes to hold for investment and that the nature and amount of the Note is
consistent with my investrnent program.

(b)  The undersigned has been given the opportunity to ask questions about the
Company and has been granted access to all information, financial and otherwise, with respect to
the Company which has been requested, has examined such information, and is satisfied with
respect to the same. No representations have been made or information furnished to me or my
advisor(s) relating to the Company or the Note which were in any way inconsistent with the
POM.

() Subject to the terms and conditions hercof and the form of Note, the
undersigned hereby irrevocably tenders this Subscription Agreement for the purchase of a Note
in the amount indicated in Paragraph 1 above and shall pay for such Note as instructed to by the
Company. The undersigned is aware that the subscription made herein is irrevocable but that the
Company has the unconditional right to accept or reject this subscription in whole or in part, and
that the Notes issued pursuant hereto are subject to the approval of certain legal matters by
counsel and to other conditions. If my subscription is not accepted for any reason whatsoever,
my money will be returned in full, with any interest that may be eamed thereon, and the
Company will be relieved of any responsibility or liability which might be deemed to arise out of
my offer to subscribe to a Note from the Company.

(d)  The undersigned, in determining to purchase a Note, bas relied solely
upon (i) the advice of its legal counsel and accountants or other financial advisers with respect to
the tax, ecomomic and other consequences involved in purchasing a Note and (i) the
undersigned’s own, independent evaluation of the business, operations and prospects of the
Company and the merits and risks of the purchase of a Note. The undersigned, and if applicable
the undersigned's Purchaser Representative, has carefully reviewed the POM. The undersigned
has, either alone or together with my Purchaser Representative, such knowledge and experience
in business and financial matters as will enable me to evaluate the merits and risks of the
prospective investment and to make an informed investment decision.

(e)  The undersigned has been advised and understands fhat this investment in
a Note is, by its nature, very speculative and that an investment in the Note involves a high
degres of economic risk, due to a number of risks. In addition, there is, and will be, no public
market for the Note.

3] The undersigned has sufficient income and net worth such that the
undersigned does not contemplate being required to dispose of any portion of the investment in a
Note to satisfy any existing or expected undertaking or indebtedness. The undersigned is able to
bear the economic risks of an investment in a Note from the Company, including, without
limiting the generality of the foregoing, the risk of losing 4ll or any part of the investment and
probable inability to selt or transfer the investment for an indefinite period of .time. The
undersigned acknowledges that this investment is speculative and may only be sold to persons
who understand the nature of the proposed operations of the Company and for whom the

6423612 2

D128438
#3604



magazine article, radio or television advertisement or any other form of general adverfising in
connection with such communicated offer.

{m) The undersigned recognizes that an investment in the Company involves
certain risks and I {and my Purchaser Representative) have taken full cognizance of and
understand all of the risk factors related to the business objectives of the Company and the
purchase of the Note, including the risk factors for speculative investments as described in the
POM.

{n) No federal or state agency, including the Securities and Exchange
Commission or the securities regulatory agency of any state, has approved or disapproved the
Notes, passed upon or endorsed the merits of such investment, or made any finding or
determination as to the faitness of a Note for private investment.

(0)  The investment is being made in reliance on specific exemptions from the
registration requirements of federal and state securities laws, and the Company is relying upon
the truth and accuracy of the representations, warranties, agreements, acknowledgments and
understandings set forth herein in order to establish such exemptions.

() Al information thst the undersigned bas provided in the Purchaser
Questiopnaire, including, without limitation, information concerning myself my financial
position and my knowledge of financial and business matters and that of my Puchaser
Representative, is correct and complete as of the date hereof, and if there should be any material
change in such information prior to the acceptance of this Subscription Agreement, the
undersigned will immediately provide the Company with such information.

(@) If the Subscriber is a corporation, partnership, frust, umincorporated
association or other entity, it is authorized and otherwise duly qualified to purchase and hold the
Note subscribed hereunder; such entity has not been formed for the specific purpose of acquiting
a Note from the Company. If the Subseriber is a trustee and is acquiring the Note for the frust of
which he is a trustee, he has sought the advice of counsel regarding whether the purchase of the
Note is an authorized trust investment and has been advised by counsel that after reviewing the
applicable state law and the terms of the trust instrament, such counsel is of the opinion that the
undersigned has the anthority to purchase the Note for the trust.

3. Non-Transferability of Note. The vmdersigned agrees to the non-fransferability
of the Note, except with the prior written consent of the Company, which may be withheld in its
sole discretion for several reasons, including compliance with any applicable federal and/or state
securities laws and any applicable exemptions.

4. Indemnification. The undersigned acknowledges and understands the meaning
and legal consequences of the representations and warranties contained herein and agrees to
indemnify and hold harmless the Company, its directors; officers, agents, employees and
attorneys from and against any and all claims, loss, damage liability, cost or expense including
attorneys® fees and courts costs due to or arising out of or connected directly or indirectly to-any
untrue statement made herein or any breach of any such representation or warranty made by the
undersigned.
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DATED: February 8, 2015

By:

Sigmature of Investor

Desert Classic Investments, LLC, Steven G.Bunger,

Managing Member of LLC
Print Name of Investor

Address:
6134 W Trovita Place
Chandler, A7. 85226

SSN (or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denny J. Chittick

Title: President
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DENSCO INVESTMENT CORPORATION

SUBSCRIPTION AGREEMENT
Ladies and Gentlernen: Investment# 1. Date: February 8, 2015
1. Subscription. The undersigned investor has received and reviewed the

Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersigned mects the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

a] Accrual Note in the amowumnt of § for months that
will bear interest at the rate of % per year (__ % monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor af the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

o Quarterly Payment Note in the amount of § for
__ months that will bear inferest at the rate of Y% peryear
__% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional increments in a
minimum of at least $10,000).

o Monthly Payment Note in the amount of $ 1.000,000.00 for 24
months that will bear interest at the rate of _12 % per year ( 1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with =additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement,

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(@)  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: February 8, 2015

By:

Signature of Investor

Desert Classie Investments, LLC, Steven G.Bunger,

Managing Member of LLC
Print Name of Investor

Address;
6134 W Trovita Place

Chandler, AZ 85226

SSN (or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Title: President
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DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Investment # 3 Date: March 8, 2015

L. Subscription. The undersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amoumnt of $ for months that
will bear interest at the rate of % peryear (___% monthiy).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimmum of at least $10,000).

u| Quarterly Payment Note in the amount of § for___
_months that will bear interest at the rate of Y% per year {__
% monthly). The interest will be compounded monthly, The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the epd of the term of the Note. (The
minimum amount of a Note is $50,000 with additional incrementsin a
minintum of at least $10,000).

o Monthly Payment Note in the amount of $ $65,000.00 for 24
months that will bear interest at the rate of _12 % per year ( 1 %
monthly}, The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subseriptiont Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2, Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(8  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evalunate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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records and books pertaining to this investment have been made available by the Company for
inspection by me or my attorney, accountant and Purchaser Representative. The undersigned is
familiar with the Company’s business objectives and the financial arrangements in connection
therewith and the undersigned believes that the Note being purchased is the kind of securities
that the undersigned wishes to hold for investment and that the nature and amount of the Note is
comsistent with my investment program.

(b)  The undersigned has been given the oppartunity to ask questions about the
Company and has been granted aceess to all information, financial and otherwise, with respect to
the Company which has been requested, has examined such information, and is satisfied with
respect to the same. No representations have been made or information furnished to me or my
advisor(s) relating to the Company or the Note which were in any way inconsistent with the
POM.

{¢) Subject to the terms and conditions hereof and the form of Note, the
undersigned hereby Irrevocably tenders this Subscription Agreement for the-purchase of a Note
in the amount indicated in Paragraph 1 above and shall pay for such Note as instructed to by the
Company. The undersigned is aware that the subscription made herein is irrevocable but that the
Company has: the unconditional right to accept or reject this subscription in whole or in part, and
that the Notes issued pursuant hereto are subject to the approval of certain legal matters by
copnsel and to other conditions. If my subscription is not aceepted for any reason whatsoever,
my money will be retumed in full, with any interest that may be earned thereon, and the
Company will be relieved of any responsibility or liability which might be deemed to arise out of
my offer to subscribe to a Note from the Company.

(d  The undersigned, in determining to purchase a Note, has relied solely
upon (i) the advice of its legal counsel and accountants or other financial advisers with respect to
the tax, economic and other comsequences involved in purchasing a Note and (i) the
undersigned’s own, independent evaluation of the business, operations and prospects of the
Company and the merits and risks of the purchase of a Note. The undersigned, and if applicable
the undersigned's Purchaser Representative, has carefully reviewed the POM. The undersigned
has, either alone or together with my Purchaser Representative, such kmowledge anid experience
in business and financial matters as will enable me to evaluate the merits and risks of the
prospective investment and to make an informed investment decision.

(&)  The undersigned has been advised and understands that this investment in
a Note is, by its nature, very speculative and that an investipent in the Note Involves a high
degree of economic risk, due to a number of risks. In addition, there is, and will be, no public
market for the Note,

@ The undersigned has sufficient income and met worth such that the
undersigned does not contemplate being required to dispose of any portion of the investmentin a
Note to satisfy any existing or expected undertaking or indebtedness. The undersigned is able to
bear the economic risks of an investment in a Note from the Company, including, without
limiting the generality of the foregoing, the risk of losing all or any part of the investment and
probable inability to sell or transfer the investment for an indefinite period of time. The
undersigned acknowledges that this investment is speculative and may only be sold to persons
who understand the nature of the proposed operations of the Company and for whom the
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magazine article, radio or television advertisement or any other form of general advertising in
connection with such communicated offer.

(m) The undersigned recognizes that an investment in the Company involves
certain risks and I (and my Purchaser Represemiative) have taken full cognizance of and
understand all of the risk factors related to the business objectives of the Company and the
purchase of the Note; including the risk factors for speculative investments as described in the
POM.

(n) No federal or state agency, including the Securitics and Exchange
Commission or the securities regulatory agency of any state, has approved or disapproved the
Notes, passed upon or endorsed the ments of such investment, or made any finding or
determination as to the fairness of a Note for private investment.

(o)  The investment is being made in reliance on specific exemptions from the
registration requirements of federal and state securities laws, and the Company is relying npon
the truth and accuracy of the representations, warranties, agreements, acknowledgments and
understandings set forth herein in order to establish such exemptions.

(®» Al information that the undersigned has provided in the Purchaser
Questionnaire, including, without limitation, information conceming myself, my financial
position and my knowledge of financial and business matters and that of my Purchaser
Representative, is correct and complete as of the date hereof, and if there should be any material
chapge in such information prior to the acceptance of this Subscription Agreement, the
undersigned will immediately provide the Company with such informatien.

(@  If the Subscriber is a corporation, partnership, trust, umincorporated
association or other entity, it is authorized and otherwise duly qualified to purchase and hold the
Note subscribed hereunder; such entity has not been formed for the specific purpose of acquiring
a Note from the Company. If the Subseriber is a trustee and is acquiring the Note for the trust of
which he is a trustee, he has sought the advice of counsel regarding whether the purchase of the
Note is an authorized trust investment and has been advised by counsel that after reviewing the
applicable state law and the terms of the trust instument, such counsel is of the opinfon that the
undersigned bas the authority to purchase the Note for the trust.

s. Non-Transferability of Note. The undersigned agrees to the non-transferability
of the Note, except with the prior written consent of the Company, which may be withheld in its
sole discretion for several reasons, including compliance with any applicable federal and/or state
securities laws and any applicable exemptions.

4. Indemnification. The undersigned ackuowledges and understands the meaning
and legal consequences of the representations and warranties contained hercin and agrees to
indemnify and hold harmless the Company, its directors, officers, agents, employees and
attorneys from and against any and all claims, loss, damage liability, cost or expense including
attorneys’ fees and courts costs due to or arising out of or connected directly or indirectly to any
untrue statement made herein or amy breach of any such representation or warranty made by the
undersigned.
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DATED: March 8, 2015

By

Signature of Investor

Desert Classic Investments, LLC, Steven G.Bunger,
Managing Member of LLC
Print Name of Investor

Address:
6134 W Trovita Place
Chandler_ AZ 85226

SSN (or EIN):

By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Name: Denny J. Chifiick

Title: President
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DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Investment# 3 Date: March 8. 2015

1 Subscription. The undersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersipned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

0 Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (% monthly).
The interest will be compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $50,000 with
additional increments in a minimum of at least $10,000).

w Quarterly Payment Note in the amount of § for
___ months that will bear interest at the rate of % per year (__
% monthly). The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional incrementsin a
minimum of at least $10,000).

o Monthly Payment Note in the amount of § 665.000.00 for _24
months that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees io deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subseription Agreement.

2. Representations and Warranties, By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(a) Based on persanal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: March 8. 2015

By:

Signature of Investor

Desert Classic Investments, LI.C. Steven G.Bunger,

Managing Member of LLC
Print Name of Investor

Address:
6134 W Trovita Place
Chandler. AZ 85226

SSN (or EIN):

By

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:
88N (or EIN):
Agreed to apdlaccepted by DenScp-Investment
oA o e
Corporatigh ag /% 4‘?24;/‘/’"
By: /i ’MA/.’JIEZ'!

Title: President
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DENSCO INVESTMENT CORPORATION S TN
WA
SUBSCRIPTION AGREEMENT e :} ‘
)
[
Ladies and Genflemen: Investment # 4_ Date: February 26, 2015

1 Subscription. The undersigned investor has rteceived and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersigned meets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Compay™):

o Accrual Note in the amount of § for months  that
will bear interest at the rate of % per year (___% monthly).
The interest will bg compounded monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note. (The minimum amount of a Note is $30,000 with
additional inerements in a minimum of at least $10,000).

o Quarterly Payment Note in the amount of § for .
_._months that will bear intersst at the rate of % per year (__
__% monthly), The interest will be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note. (The
minimum amount of a Note is $50,000 with additional incrementsina
minimum of at least $10,000).

o Monthly Payment Note in the amount of $ 400,000.00 for 24
months that will bear interest at the rate of _12 % per year ( 1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company, Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(8  Based on personal knowledge and experience in financial and business
matters in general, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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records and books pertaining to this investment have been made available by the Company for
inspection by me or my attorney, accountant and Purchaser Representative. The undersigned is
familiar with the Company’s business objectives and the financial arrangements in connection
therewith and the undersigned believes that the Note being purchased is the kind of securities
that the undersigned wishes to hold for investment and that the nature and amount of the Note is
consistent with my investrment program.

(b}  The undersigned has been given the opportunity to ask questions about the
Company and has been granted access to all information, financial and otherwise, with respect to
the Company which has been requested, has examined such information, and is satisfied with
respect to the same. No representations have been made or infonmation fiunished to me or my
advisor(s) relating to the Company or the Note which were in any way inconsistent with the
POM.

{c) Subject to the terms and conditions hersof and the form of Note, the
undersigned hereby irrevocably tenders this Subscription Agresment for the purchase of a Note
in the amount indicated in Paragraph 1 above and shall pay for such Note as instructed to by the
Company. The undersigned is aware that the subscription made herein is irrevocable but that the
Company has the unconditional right to accept or reject this subscription in whole or in part, and
that the Notes issued pursuant hereto are subject to the approval of certain legal matters by
counsel and to other conditions. If my sphscription is not accepted for any reason whatsoever,
my money will be retumed in full, with any interest that may be carned thereon, and the
Company will be relisved of any responsibility or liability which might be deemed to arise out of
my offer to subscribe to a Note from the Comipany.

(d) The undersigned, in determining to purchase a Note, has relied solely
upon (i) the advice of its legal counsel and accountants or other financial-advisers with respect to
the tax, economic and other consequences involved in purchasing a Note and. (if) the
undersigned’s own, independent evaluation of the business, operations and prospects of the
Company and the merits and risks of the purchase of 2 Note. The undersigned, and if applicable
the undersigned's Purchaser Representative, has carefully reviewed the POM. The undersigned
has, either alone or together with my Purchaser Representative, such knowledge and experience
in business and financial matters as will enable me to evaluate the merits and risks of the
prospective investment and to make an informed investment decision.

(e)  The undersigned has been axivised and understands that this investment in
a Note is, by its nature, very speculative and that an investment in the Note involves a high
degree of economic risk, due to a number of disks. In addition, there is, and will be, mo public
market-for the Note.

163 The undersigned has sufficient income and net worth such that the
undersigned does not contemplate being required to dispose of any portion of the investmentin a
Note to satisfy any existing or expected undertaking or indebtedness. The undersigned is able to
bear the economic risks of an investment in a Note from the Company, including, without
limiting the generality of the foregoing, the risk of losing all or any part of the investment and
probable inability to sell or tramsfer the investment for an indefinite period of time. The
undersigned acknowledges that this investment is speculative and may ouly be sold fo persons
who understand the nature of the proposed operations of the Company and for whom the
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magazine article, radio or television advertisement or any other form of general advertising in
connection with such communicated offer.

(m) The undersigned recognizes that an investment in the Company involves
certain risks and I (and my Purchaser Representative) have taken full cogmizance of and
understand all of the risk factors related to the business objectives of the Company and'the
purchase of the Note, including the risk factors for speculative investments as described in the
POM.

(n}) No federal or state agency, including the Securities and Exchange
Commission or the securities regulatory agency of any stats, has approved or disapproved the
Notes, passed upon or endomsed the merits of such investment, or made any finding or
determination as to the faimess of a Note for private investment.

(0)  The investment is being made in reliance on specific exemptions from the
registration requirements of federal and state securities laws, and the Company is relying upon
the truth and accuracy of the representations, warranties, agreements, acknowledgments and
understandings set forth herein in order to establish such exemptions.

(p) Al information that the undersigned has provided in the Purchaser
Questionnaire, inchiding, without limitation, information concerning myself, my financial
position and my knowledge of financial and business matters and that of my Purchaser
Representative, is correct and complete as of the date hereof, and if there should be any material
change in such information prior to the acceptance of this Subscription Agreement, the
undersigned will immediately provide the Company with such information.

(@) If the Subscriber is a corporation, partnership, trust, mincorporeted
association or other entity, it is anthorized and otherwise duly qualified to purchase and hold the
Note subscribed hereunder; such entity has not been formed for the specifie purpose of acquiring
a Note from the Company. If the Subscriber is a trustee and is acquiring the Note for the trust of
which he is a trustee, he has sought the advice of counsel regarding whether the purchase of the
Note is an authorized trust investment and has been advised by counsel that after reviewing the
applicable state law and the terms of the trust instmment, such counsel is of the opinion that the
undersigned has the authority to purchase the Note for the trust.

3. Non-Transferability of Note. The undersigned agrees to the nop-transferability
of the Note, except with the prior written consent of the Company, which may be withheld in its
sole discretion for several reasons, including compliance with any applicable federal and/or state
securities laws and any applicable exemptions.

4. Indemnification. The undersigned acknowledges and understands the meaning
and legal consequences of the representations and warranties contained herejn and agrees to
indemnify and hold harmless the Company, its directors, officers, agents, employees and
attomeys from and against any and all claims, loss, damage liability, cost or expense including
attorneys’ fees and courts costs due to or arising put of or connected directly or indirectly to any
untrue statement made herein or any breach of any such representation or warranty made by the
undersigned.
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DATED: Febrnary 26, 2015

By:

Signature of Investor

Desert Classic Investments, L1L.C, Steven G Bunger.
Managing Member of 1.L.C

Print Name of Investor

Address:;
6134 W Trovita Place
Chandler, A7, 85226

38N (or EIN):
By:

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)

Address:

SSN (or EIN):

Title: President
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DENSCO INVESTMENT CORPORATION
SUBSCRIPTION AGREEMENT

Ladies and Gentlemen: Investment # 4_ Date: February 26, 2015

1. Subscription.  The undersigned investor has received and reviewed the
Confidential Private Offering Memorandum dated July 1, 2009 (the “POM™). The undersigned
certifies that the undersigned mesets the applicable suitability standards as evidenced on the
attached Purchaser Questionnaire and the undersigned hereby subscribes for and agrees to
purchase the following Note from DenSco Investment Corporation (the “Company™):

o Accrual Note in the amount of $ for months  that
will bear interest at the rate of % per year (___% monthly).
The interest will be compoufided monthly. The principal and accrued
interest will be paid back to the undersigned investor at the end of the
term of the Note, (The minimum amount of a Note is $50,000 with
addifional increments in a minfmum of at least $10,000).

o Quarterly Payment Note in the amount of § for
___months that will bear interest at the rate of % per year (___
% monthly). The interest wili be compounded monthly. The
principal and any accrued and unpaid interest will be paid back to the
undersigned investor at the end of the term of the Note, (The
minimum amount of 2 Note is $50,000 with additional increments in a
minimum of at least $10,000),

o Monthly Payment Note in the amount of $ 400,000.00 for 24
months that will bear interest at the rate of _12 % per year (1 %
monthly). The interest will be paid to the undersigned investor on a
monthly basis, and the principal will be paid to the undersigned at the
end of the term of the Note. (The minimum amount of a Note is
$50,000 with additional increments in a minimum of at least
$10,000).

As a condition of the offer, the undersigned agrees to deliver this executed Subscription
Agreement to the Company. Such Note will be issuable only upon acceptance of this
Subscription Agreement by the Company and receipt of the consideration set forth in this
Subscription Agreement.

2. Representations and Warranties. By executing this Subscription Agreement,
the undersigned represents, warrants and acknowledges to the Company that:

(@  Based on personal knowledge and experience in financial and business
matters in gemeral, the undersigned understands the nature of this investment, is fully aware of
and familiar with the proposed business operations of the Company, is able to evaluate the merits
and risks of an investment in a Note and is capable of protecting the undersigned’s interests in
investing in the investment. The undersigned has received and carefully reviewed the POM. The
undersigned has relied solely on the information contained therein, and information otherwise
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DATED: February 26, 2015

By:

Signature of Investor

Desert Classic Investments, L1.C. Steven G.Bunger.

Managing Member of LIC
Print Name of Investor

Address:
6134 W Trovita Place

Chandler, AZ 85226

SSN (or EIN):

By

Signature of Co-Investor (if any)

Print Name of Co-Investor (if any)
Address:
SSN (or EIN):

Agr%d to s ' ¥ J!l,-l'ol.‘t 11 en't

Corporatign 4 25 ;ﬁe‘?y‘)

By: _J{pmn7* ﬁ /

Name: Denny J/Chlttlck

Title: President
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Beauchamp, David G.

AT
From: Schenck, Daniel A.
Sent: Wednesday, May 14, 2014 7:56 PM
To: Beauchamp, David G,
Subject: DenSco POM
Attachments: #200743069v1_ClarkHill_ - Private Offering Memorandum 2014.doc; Private Offering

Memorandum 2011 - Private Offering Memorandum 2014.pdf

David,

Attached is the latest draft for the POM for DenSco. The Word version includes several comments that request
information/confirmation from Denny. A few of the comments are for your attention. These include “DGB* at
the beginning of the comment. The attached redline does not show any of the comments.

Also, I highlighted the Table of Contents to serve as a reminder to double check the pagination once the POM is
complete.

Please let me know what changes you prefer before this draft is sent to Denny.

Best,

Danie] A. Schenck

CrLark HILL PLC

480,684.1118 (direct) | 480.684.1179 (fax)
Licensed in Anzona, California, Utah and Nevada
dschenck@ctarikhill.com | blo | www.clarkhill.com

DIC0008639



Confidential Private Offering Memorandem

DenSco Investment Corporation

May __ ,2014
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No. Nawe of Payee:

Confidential Private Offering Memorandum

DenSco [nvestment Corporation

General Obligations Notes

Minimam Parchase $50,000

The General Obligation Notes (the “Notes™) are general obligations of DenSco
Investment Corporation, an Arizona corporation (the “Company”). The Notes, together with all
other outstanding notes and all other advances ot liabilities owed by the Company to auy holder
of an outstanding note will be secured by a geperal pledge of all assets owned by or later
acquired by the Compeny. The Company's largest assets will be the Trust Deeds, as defined
herein, acquired by the Company and the Notes will be superior in pricrity and liguidation
preference to Notes subscribed for by officers and shareholders of the Company. Interest will bo
paid monthly, quarterly or at mahurity. The Notes are not insured or guaranteed by any state or
federal government eotity or any inswance 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 :ssued Notes.
g Efimaf'* adj qﬁaﬁc itefest: Jiaiﬂ_.smﬁbﬁﬁ“ﬁa'ﬁﬂi’ﬁﬁ?ﬁmﬁf =
T ; i Merh :
a‘@ﬁmifiﬁﬁiy aﬁJWﬁ@mmnﬁﬂ*‘ﬂﬁ’%fgdﬂ.ﬁp@f& lfrﬂeﬁs:vﬁﬂnn'ﬂ:vi@

potice at & price cqua] to the prmclpal amount of the. Notes plus aocmcd interest to the date of \\
redemption. See “Description of Securities -- Note Terms.” Default may occur with respect to
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one Note and not another. The Notcs may be purchased directly from the Company without
commission. The Company intends to offer the Notes on a continnous basis until the earlier of
provided, bowever, the Company reserves the right to amend, modify and/or terminate this
offering if the Company changes its operatiens or method of offering in any material respect.
See “Description of Securities” and “Plan of Distrikution.™

THE NOTES ARE SPECULATIVE AND INVESTMENT IN THE NOTES
INYOLVES A HIGH DEGREE OF RISX. SEE “RISK FACTORS.”

THE NOTES CFFERED HEREBY HAVE NOT BEEN REGISTERED UNDPER
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 DISAPPROYED THE ACCURACY OR ADEQUACY OF THIS
CONFIDENTIAL PRIVATE 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 42) 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 GPINION OF COUNSEL ACCEPTABLE TO THE COMPANY AND ITS
COUNSEL THAT SUCH REGISTRATION JS NOT REQUIRED,

20074306%.1 438201170145
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B Offering | Underwriting | Proceeds to the
Price (1) Commissions (2) Corapany (3)

Note $50,000 0- $50,000 |

Offering Maximam $50,000,000 s $48,975,000

(1) The Notes are offered in $50,000 initia! investment with additional increments with a
mmimum 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. Chitfick, is making the private placement of the Notes
on behalf of the Company. Mr. Chittick will not receive any sales commussien 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 (i e., IRA, SEP IRA, ROTH IRA and KEQGH
Plans), up to one percent (1%) of the principal Note amount.

(3) Offering expenses, cstunated at §23j000 will be paid from the Company’s general operating__ . - {CoRERLIARIrZh Bh Allacrirarl A7y
funds,

DenSco Investrnent Corporation
6132 W. Victoria Place
Chandler, Arizona 85226
(c) 602-469-3001
() 602-532-7737
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THE NOTES ARE OFFERED ONLY TGO PERSONS WHO ARE: (1)
“ACCREDITED INVESTORS" WITHIN THE MEANING OF RULE 561(a) OF
REGULATION D PROMULGATED UNDER THE ACT AND APPLICABLE STATE
SECURITIES LAW; (2) ABLE TO BEAR THE ECONOMIC RISK OF AN
INVESTMENT IN THE NOQIES, 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 S0LD TO ANY PROSPECTIVE
INVESTOR UNLESS SUCH INVESTOR HAS ESTABLISHED, TC THE
SATISFACTION OF DENNY J. CHITTICK, THAT THE INVESTOR MEETS ALL OF
THE FOREGOING CRITERIA. EACH INVESTOR MUST ACQUIRE THE NOTES
FOR HIS, HER CR 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 WHICH SUCH AN OFFER OR SOLICITATION IS NOT AUTHORIZED., IN
ADDITION, THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM
CONSTITUTES AN OFFER ONLY TO THE PERSON WHOSE IDENTITY APPEARS
IN THE APPROPRIATE SPACE PROYIDED 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 INVESTCRS ARE HEREBY NOTIFIED THAT: (A) ANY DISCUSSION
OF FEPERAL TAX ISSUES IN THIS MEMORANDUM IS NOT INTENDED OR
WRITTEN 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

iv
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DISCUSSION IS WRITTEN TC 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 FILE DISCLOSURE
STATEMENTS WITH THE IRS, AND IMPOSE SIGNIFICANT PENALTIES FOR THE
FAILURE TO DO SG. AN INVESTOR. (AND EACH EMPLOYEE, REPRESENTATIVE,
OR OTHER AGENT OF THE INVESTOR) MAY DISCLOSE 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 OQPINIONS OR CTHER 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 REFRESENTATIONS OF THE PARTIES TO THIS
TRANSACTION WILL BE SET FORTH ONLY IN THE DOCUMENTS DESCRIBED
HERKEIN. NO PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFORMATION OR
TO MAKE ANY REPRESENTATIONS CONCERNING THE COMPANY 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 IN IT 1S CORRECT AS OF ANY TIME
SUBSEQUENT TO THE DATE HEREOF.

THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM HAS BEEN
PREPARED SOLELY FOR THE BENEFIT OF CERTAIN INYESTORS 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 TERE COMPANY IF THE HOLDER DOES NOT
UNDERTAKE TO PURCHASE ANY OF THE NOTES OFFERED: HEREBY.

PRIOR TO THE SALE OF ANY NOTES OFFERED HERERY, THE COMPANY
WILL MAKE AVAILABLE TO EACH INVESTOR THE OPPORTUNITY TO ASK
QUESTIONS OF AND RECEIVE ANSWERS FROM MR. CHITTICK CONCERNING
THE TERMS AND CONDITIONS OF THIS OFFERING AND TO OBTAIN
ADDITIONAL INFORMATION NECESSARY TO VERIFY THE ACCURACY OF THE
INFORMATION CONTAINED HEREIN, TO THE EXTENT THE COMPANY OR MR.
CHITTICK POSSESSES SUCH INFORMATION OR CAN ACQUIRE 1T WITHOUT
UNREASONABLE EFFORT OR EXPENSE.

ANY REPRODUCTION OR DISTRIBUTION OF THE CONFIDENTIAL
PRIVATE OFFERING MEMORANDUM IN WHOLE OR IN PART, OR THE
DISCLOSURE OF ANY OF ITS CONTENTS, WITHOUT THE PRIOR WRITTEN
CONSENT OF MR. CHITTICK IS STRICTLY PROHIBITED.

REFERENCE 1S MADE TO THE SUBSCRIPTION AGREEMENT AND
SUITABILITY QUESTIONNAIRE ATTACHED HERETC FOR COMPLETE
INFORMATION CONCERNING THE RIGHTS AND OBLIGATIONS OF INVESTORS
WHO PURCHASE THE NOTES OFFERED HEREBY. CERTAIN PROYISIONS OF
AGREEMENTS AND DOCUMENTS ARE SUMMARIZED IN THIS CONFIDENTIAL
PRIVATE OFFERING MEMORANDUM, AND THE SUMMARY IS QUALJIFIED IN
ITS ENTIRETY BY THE DETAILED INFORMATION OR AGREEMENT OR
DOCUMENT APPEARING ELSEWHERE. IN CASE OF A CONFLICT BETWEEN
THIS CONFIDENTIAL FRIVATE OFFERING MEMORANDUM AND SUCH
AGREEMENTS OR DOCUMENTS, THE AGREEMENT OR DOCUMENT, AS THE
CASE MAY BE, SHALL GOVERN. REFERENCE IS MADE HEREBRY TQ THE
COMPLETE TEXT OF ALL DOCUMENTS RELATING TO THIS 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 AGVISER(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
ADYVISERS 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, EXCEFT AS REASONABLY
NECESSARY TO COMPLY WITH APPLICABLE SECURITIES LAWS, INVESTORS
(AND EACH EMPLOYEE, REPRESENTATIVE OR OTHER AGENT OF THE
INVESTORS) MAY NOT DISCLOSE TG ANY AND ALX. PERSONS, WITHOUT
LIMITATION OF ANY KIND, THE U.S. FEDERAL INCOME TAX TREATMENT AND
TAX STRUCTURE OF THIS QOFFERING AND ALL MATERIALS OF ANY KIND
(INCLUDING OPINIONS OR OTHER TAX ANALYSES) THAT ARE PROVIDED TO
THE INVESTORS RELATING T¢ SUCH TAX TREATMENT AND TAX STRUCTURE.
FOR THIS PURPOSE, “TAX STRUCTURE" IS LIMITED TO FACTS RELEVANT TO
THE U.8. 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 following summary should be read in conjunction with, and is qualified in its entivety
by the more detriled mformation eppeating ¢lsewhere in this Confidential Privats Offering

Memorandurm.

The Company

DenSco Investment Corporation, an Arizona corporation (the “Company™), is an Arizona
corporation, which has been in operation since April, 2001. Iz the thirteen years of operation
from April, 2001 through April, 2014, th¢ Company has engaged in |i %.5) loan_transactions. _. _’Eﬁif&eeﬁégﬁﬁ . B
The Company has been and will continue to be engaged primarily in the busioess of making R G E i ot SN o T
high-interest loans with defined l[oan-to-value rztios 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
cormection with its business, the Company will seck to maintain a diversity of builders, loan size,
back-office commercial properties, medical offices, strip commercial centars, high-end specialty
and custom residentia! properties and construction locations. The Company does not intend to
exceed 2 maximum loan size of $1,000,000.00. The Company intends to maintain 2 loan-to-

value ratio below 70% in the aggregate for all loans in the Joan porifolio.

The Company’s office is cwrently located at 6132 W. Victoria Place, Chandler, Arizona
85226, Its current telephone number is 602-469-3001,

The Offering
Secarities: As of May , 2014, the Company has offered and secured the first
$ _____ in principal amount of Notes. Of these Notes,
§ of prineipal has been prepaid. The Company is offering the

‘balance of $ ____ in prneipal amount of Notes on a “best efforts™

basis. The interest rates of the Notes will vary and will depsnd on the
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Restricted Nature of

Securities:

Risk Factars:

Use of Proceeds:

200743069.1 438207170145

denomination of the Note and the term selected by the investor. The
Noteg are offered in denominmations ranging from $50,000 to
$1,000,000.00, increasing in additional increments with a minimum of
$10,000, The Notes are paid "intersst only™ during their terms, with
principal payable only at matutity Investors may elect to have interest
paid monthly, quanerly or at matarity. If inferest 1s paid other than
monthly, interest will compound monthly. The Notes are not transferable
without obtaining the prier 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 ths Company will consist primanily of Trust Deeds i zn
aggregate principal amount spproximately equal to the amount of the
outstanding Notes. See “Use of Proeeeds” and “Description of

Secyitics

The Notes are not registered and are restricted securities. This is a privats
placement intended to be exempt from the registration requirements undes
federat and applicable state securities laws, and may only be made
personzlly by a principal of the Company fo @ qualified investor who
intends te hold the investment to maturity, See “Description of

Securities.”

An investment in the Notes involves a significant degree of risk. Only
investors who can bear the gconomic risk of such an investment should
purchase the Notes. Ses “Risk Factors™ and “Investor Suitability.”

The proceeds of the offering will be used as working capital primarily for
lending secured by, and the purchase of, Trust Deeds within the guidelines

set by the Compeny. See “Use of Proceeds™ and “Business.”

DiC0008884



Plan of Distribuntion:

200743060.1 438207170143

Notes may be purchased directly from the Company without commission
The Company intends to make a continuous offering of the Notes until the
carlier of two years from the date of this memorandum or vpon 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 operations or method of offering in any material
respect. See “Description of Secutities” end “Plan of Distribution.”
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BUSINESS

The Company was incorparated in Arizona cn April 30, 2001 and is engaged primarily in
the business of furding Foreclosure Specialists, who purchase houses through the preforeciosure
process, and at foreclosure sales and through a sale of REO properties (Real Estate Owned by 2
financial institution after a foreclosure) or short sale transactions.

Target Markets and Potential Future Markets

The Company will terget the funding and purchasing of Trust Deeds to qualified
purchasers of foreclosed homes and qualified builders of Arizona commercial and residential
projects. The primary focus is to lend money to qualified berrowers who can fulfill their loan
obligation on highty marketeble real properties with sufficient equity. When purchasing Trust
Deeds, the Company intends to consider Trust Deeds that the loan—o—value ratio doss not
exceed 70 percent (70%) and the current yield is 18 percent (18%4) or greater. Most of these
purchased loans will have short-term: maturities (less than one year), and under certan
circumstances, Company may charge a higher interest réte 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 loar will be secured by its
underlying real property (or in rare instances, separate real properties) as well zs by personal
proparty involved in the construction projects and personal guaranties (as determined on a cass
by case basis). The loans arc 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 fo or at the

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

this niche real estate rnarket but the Company will not limit its efforts to this niche. t[iw

B T L B s

mmimum loan size wﬂi continue to be $25,000, and the maximum loan size will conhnue 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 develeping back-office commercial properties, medical and
other professional offices, strip and pre-sold commercial c¢enters, muilti-unit apartment
complexes, build-outs and high-end specialty projects on Arizona land they own or have rights to
purchase, The Company intends to have [l ZistTyEEEAEvEY Sai ABSVENTE e 15 ot
S R
iz intended to be $1,000,000, with subordinated participation from other landers 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 = real estate consultant) perform due diligence to verify certain information in
conaection 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 projsct.

For residential loans, the Company will s¢ek reputable, licensed contractors who have
pre-sald 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 personal, family or household purposes.

The Company may elect to participate 25 an equity partner in some projects should the
bepefits warrant the risk. From time to time, a default occwrs on a loan and the Company needs
to conduct a Trustes®s Sale or accept a Deed In Lien of Foreclosure on the real property securing
a loan. As such, if the Trustee conducting the Trustess Sele does not receive a bid in excass of
the Company*s credit bid (in the amount of the Joan, accrued intersst and oosts) at the Trustee’s
Sale, the Company becomes the owner of the subject rezl property. The Company intends to sell
such properties as quickly as possible in an effort to minimize resulting costs and losses, and to
maintain & diversified financing operation. However, the Compary reserves the right to lease

5
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any property obtained through a Trustee’s Sale or 2 Deed in Lien of Foreclosure until the

Company detenmines that the property can be sold at a sufficient price. The Company may
dws;safy its ﬁna.ncmg operanons in the future to include other areas of ﬁnam;e Irh_ gﬂj

Cash Flow

The Company uses a proprietary cash flow-manageraent 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 cbjective is to have sufficient cash coming in from
Trust Deed payoffs to be able to redeem all Notes as they come due and maintam reserves
without any need to seli agsets or issue new Notes to repay the earlier maturing Notes. See “Risk
Factors - Proceeds From Subsequently Issued Motes 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 e direct Ioan, the Company
intends to have an officer, employee or an authorized representative conduct a due diligence
review by interviewing its owner, verifying the decumentation and performing limited credit
investigations as are deemed appropriate by the Compeny, which may include visiting the
subject property in a timely mauner. For purchases of foreclosed homes, the Company intends to
have an officer, employee or an authorized rzprescntative inspect the Prépetiesiiicrminchags:
Bpfofs Btdorihiehabiliespn il RG] to ensure the property is tmproved 1o 8__
marketable condition. The Company wﬁl not make residential loans to natural persons for

personal, family or household purposes.
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Funding and Purchase of Loans

Thke Company reserves the right to approve or decline the funding of each direct ioan or
the purchase of cach Trust Deed sebmitted for purchase. The Company intends to follow certain
practices and procedures when it funds or purchases a Trust Deed, including without limitation,

J‘ki

[z

Collections

The Company services the contracts it purchases and originates, I a custormer misses a
payment without making satisfactory arangement prior to the due date, the Company’s policy is
to contact the customer within three to five days and watch the account closely until the payment
or sat:sfactory ammgemcnt bas been made, Al the d:sm:non of thc Company, jed ‘i?pﬁ'i‘pa?jy?‘s

is thirty (30} days delinquent, an accelerated dcfmlt rate goes into effect end 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 szle or
is in the process of being refiranced, The goal of the Company is to recover the principa of a
loan and any interest and or any late fees assessed. If the borrower is unable in a timely maxmer

to sell or refinance the subject property, the Company may request that the borrower execute a
Dzed in Lieu of Foreelosuze (a “Deed in Lieu*) to the Company so that the Company will gain
immediate contro 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 conirol of the
property through & Deed in Liev or a Trustee's Sale, the Compeany will decide either to market
the subject property at retail, which may require additional monies to improve the property to
retail ready cendition, or to wholesale the subject property “as is.” The Company may also
decide to rent the subject property as an itvestment property, If applicable, the manageément of
the renta properties will be maintained by & professional management company chosen by the
Company,

200743069.1 43820/1 70145
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Regunlation

The finaneing of construction loans and other types of real estate transactions aro
regulated by various federal and stete government ageneiss, including the Arizona Department of
Financial Institutions. Arizona Revised Statues §§ 6-901 to 910, §§ 6-941 o 948 and 6-971 to
985, and regulations issued thereunder, have specific mortgage broker and mortgage banker
licensing and operating requirements. The Company’s management believes that it is not
required to be licensed by the Arizona Department of Financial Instititions as a mortgage broker
or a morigage banker nor under certain federal laws, such as Truth-In-Lending Act ar 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 tmposed by the foregoing agency and acts.

The Company will not receive any points, commissions, bonuses, referral fees, loan
origination fees or other similar fees in connection with its real estate loans. The Company will
only receive perlodie intcres'»t resulting from the application of the note rate of interest to the
outstanding principal balance rematning 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 2s cither a mortgage loan broker or mortgage banker
provided, however, the Company reserves the tight to work with end 1o pay a seasonable and
customary maorigage broker fee to a licensed mortgage loan broker or mortgage banker for
services in connection with its loans or to ofher third-party professionalg in connection with due

diligence for its loans.

Certain federal laws and regulations, such as the Truth-inLending Act, Real Estate
Settlement Procedures Act and others contain specific requirements for lenders secking 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
[oans are made to natmral persons for personal, family or honsehold 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 interpretation of the current FHA repulations is implemented in the future, such
regulations could reduce the demand for 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 burrowers.,

Other states m the Western United States have instituted additional restrictions
concemning loans secured by private real estate, which are commenly referred to as “predatory
mortgage lending laws.™ Although Arizon2 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 cwrent proposals if they should go into effect. However, there can be no

assurance that such will be the case.

The Company’s management belicves that it is not required o register or be licensed as
an investment adviser with the State of Arizona or with the U.S. Securitics Excbange
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 are
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 requiredto register as an “investment adviser” with either the
SEC snd/or the State of Arizona. In addition, even if the Company were deemed to be engaged
in the business of providing investment advice for cornpensation, the Company anticipates that it
would be exempt from registration under the Adviser Act due to the “private fund adviser
exemption™ (See 17 C.F.R. § 275.203(m)-1) as the Company manages Jess than $150 millior m
assets gnd would Hkely be dsemed a “qualifying private fund™ because it has fewer than the
threshold number of clients that would trigger registration with the SEC and/or the State of
Arizona.

! See Exemptions for Advisers to Venture Capital Funds, Private Fund Advigers with Less Than $150 Million in
Assets Under Management, and Foreign Private Advisers, Advisers Act Rel. No, 3222, 76-80 (Jume 22, 2011),
avaitable at ) L2 3222 (clarification provided regarding how mm'l estate fimds

nay meet the definition of * quzhl‘ymg private fund").
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Diversity of Risk

The Company wiil attempt to maintain a diverse portfolio of Trust Deeds ané loans by
seeking a large borrowing base, participating in several local markets, acquiring Trust Deeds for
any lending mto residential and commercial projects, establishing loan-to-value gwdelines and
limiting financing to short terms, Carrently, the Company’s base of borrowers exceed Eﬁ(}{__,- [ GRS i s i 5
approved and qualified borrowers. 1t is the Company’s plan that the base of borrowers
eventually will exceed P4l quelified contractors and foreclosure specielists. The Company will__ . - { CarmesE INA E W Ha N doa T 0 1oe)

maintain loans throughout the Phoenix metropolitan area to reduce jts risk to fluctuations in
values and conditions in markets within the metropolitan arca, The Company also believes that
it can reduce risk by participation in various types of financing: Trust Deeds on foreclased
properties, residential Trust Deeds and lending from $50,000 tract homes and condominiums to
$1,000,000 custom “spec™ homes; and commercial investiments for flex-office, back-office,
medical/gencral office and retail. In addition, the Company intends to maintain general loag-to-
value guidelines that currently range from- 50 percent to 65 percent (but it is intended not to
exceed 70%), to help protect the Company’s porifolio of loans. Further, ali loans are intended to
be 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 menagement anticipates that it will not experience a significant amount of losses;
however, there can be no assurance that the Company wili not experience such Tosses. Mr.
Chittick, ndividually, has made or participated in approximately g0l Suks=Sirgd Yyl
BatatERVeriRE s oA T14) yeatd. As of the date of this Memorandum, Mr. Chittick and the__ . - Fomaﬂngﬂqé‘mﬁmwﬂm £

¢ ! ]

T yenrsT In 207, 5w
7 I,

barrowers have conveyed seven properties to the Company pursuant to a Deed in Lien. 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 lean or the security for the loan to reduce
the risk of & loss of principal due to the default of a real estate loan by a borrower and the

resulting foreclosure upon the security for the loan.

10
200743065, 1 438204170145

DIC0008892



The Company will make availeble to cach prospective investor, prior to the
consummation of the offering and sale of a Note to such 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 fo obtain any additional information that the Company
may possess or may be able to obtain without unreasonable effort or expenss, and which may be
necessary to verify the eccuracy of the information furnished to such prospective investor.

Executive Offices

The Company’s office Is cumrently located at 6132 W, Victoria Place, Chandler, Arizona
85226. Its current telephone number is 602-469-3001,
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RISK FACTORS

An irvestment In the Notes offered by the Company involves a significant degree of risk.

The securities offered hereby should not be purchased by aryone who cannot tolerase significant

risk, including the possibility of losing thelr total investment in the Notes. In anclyzing o

possible investment in the Notes, prospective investors should consider carefully the following
Jactors, together with the information cantained elsewhere in this Memorandum.

Operating History

In the Company’s thirteen year operating history through April, 2014, the Company has
completed in excess of

thirteen years, the evaluation of prior company performance set forth in Prior Performance 15
limited in time. 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 plannsd.

Competition

The Company is engaged in a highly competitive industry. The Company competes with
banks, savings and loen institetious, credit unions, mortgage brokers, finance companics and
other private Investors that are established in the finance business. Competition in the finance
business 15 based upon the lowest overall loan cost, which consists of interest rates, fees, closmg
costs, document fees, reputation, and availability of funds and the length of time it takes to
approve & loan. The cost of funds to many of our competitors is typically lower than the
Company's, aflowing them to compete for borrowers on better terms, such as interest rates,
which i5 a significant compooent of loan cost. The competition usually has lower costs on
longet-term loans. The Company’s higher cost of capital and lending rates may result, in past, in
the Company acquiring Trust Deeds and lending to borrowers who are unablo 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 & greater nsk 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 Nofes

The Company’s ability to generate cash 1n 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 portfolie. The Company’s
financial performance and cash flow depends upon prevailing economic conditions and certamn
financial, business and other factors that are beyond the Company’s control. These factors
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 besn the largest challenge
facing the real estate finance industry, This development is something 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 hes forced the Company to change how it operates, which is
requiring monthly interest payments under its loans rather then allowing the interest fo
compound. The Company has also shortened the maturity of loans to borrowers in some cases
and is only extending the loans to & few borrowers under strict conditions. Accordingly, an
investment in the Notes offered hereby invelves substantial risk and Notes should not be
purchased by anyone who cannot tolerate substantial risk, including the possibility of lesing 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 Portfelio

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. If the 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 purseant to a Deed in Lieu or a Trustee's Sale,
Consequently, the Compaay’s sale of such property may result in & loss as a resuft 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, sn investment in the Notes offered hereby
involves substantiel risk and Notes should not be purchased by anyone who cannot tolerate
substantia] tisk, including the possibility of losing 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 Nates will depend npon the Company’s ability to generate

adequate revenues from its real estats Jending operations, The Company !las historicaily

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 botrowers
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 joan 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 canmot continue to expand its real estate foan 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 and the referral aetwork of
outside mortgage brokers and consultants that Mr. Chittick has developed. See “Business-Target
Markets and Potential Fature Markets,”

Demand for Real Estate Loans

The Company’s success depends, In past, upon its ability to continue to develep and
achieve growth in its real estate Jending 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 regearch and collective experience to determine customers,
marketing sitrategy and procedure, The Company has not planned, conducted or contracted for
any independent market studies concerning the anticipated dernand 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 nicke in real
estate lending.  Although Mr. Chittick and the Company have developed 2 network of qualified
borrowers and referral sources of curremt borrowers and escrow officers, thers ¢an be no
asgurance that there will continue to be sufficient demand for loans by qualified borrowers. To
the extent that there is msufficient demand for loans by quzlified borrowers, this could have an
adverss effect on the anticipated demand for the Company’s real estate lending services and limit
the Company in its efforts t0 generate sufficient revenues to make scheduled interest and
principal payments on the Notes nceded for growth, Ses “Buswmess-Target Marksts and Potential

Future Markets,”

Managernent of Rapid Growth

The Company’s success depends, to a large extent, en its ability to achieve growth in the
number of loan applications and clesings, the due diligence and servicing of these loans and the
ability to manage this growth effectively. This growth will challengs the Company's
management, vesowrces and systems. As part of its business strategy, the Company intends to
pursue continued growth through its business contacts, marketing capabilities and marketing
alliances. As the Company continnes 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 m the future or to even manage this growth effectively. Fatlure 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
Insurance

The Notes represent general obligations of the Company and will not be subject fo
redemption through a sinking fund. Although the Company does not currently maintain & loan
loss reserve fund, the Company’s Management tries to maintain an allowance for Josses as part
of the Company’s general assets at a fevel 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 diseretion, but the Company has no plans to currently implement a szparate Joan loss
reserve fiund.  As a result, the risk of loss on the Notes is greater than would be the case if the
Notes were backed by & sinking fund or if the Company funded and maintained a separate loan
loss reserve fund. Repayment of the Notes by the Company is not sscured by any property
owned by the Company or any third party. There wiil be no limitation on the amount of future
indebtedness that the Company may 1ssue, areate 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 scouring payments or additional indebtedness.
Furthermore, neither the Federa! Deposit Insurance Corporation nor any other state or federal

government agency insures the Notes. See “Description of Securities.”

Terms of Notes

The Company expects to redeetn the Notes as they mature, including the initial principal
balance of each Note and 21l accrued and wnpaid 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 has the absolute discretion to select the Notes that
it will redeem, and there is no requirement that Notes be redeemed from Notsholders on a pro
rata or any other basis. Notes redeemed prior to maturity would prevent Noteholders of the
Notes called for redemption from recejving the anticipated refumn on such Notes. See
“Description of Securities.”
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Proceeds Frem Subsequently Issued Notes May Be Used to Repay Earlier Maturing Notes

The Company may be dependent upon the procesds 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 jts cash reserves, ifs operating capital end proceeds from the
sale of Trust Deeds to repay the carlier maturing Notes. Such funds may be insufficient to repay
the carlier maturing Notes, in which event the Company may be unable to repay such Notes or
the subsequently issusd Notes. The ability of a Noteholder to obtain payment of principal and
interest on 2 Note in these circumstances covdd be limited to the extremely unlikely event that the
Noteholder gains control over and sell assets of the Company Sze “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 isszance until matuwrity or
carly redemption. However, Notes issued subsequent to those purchased by en investor may be
issued at higher or lower interest rates and shorter 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 fnvestor
risks investing in the Notes on terms less favorzble than may be available at later dates to future

investors. Ses *Description of Securities.”

Management anticipates that the interest rate on each Note will be determined and agreed
upon on the date of issuance, in significant part, by the demand for finds and the competitive
environment in the foreseeable fitture by the Company. Since the interest rate the Company may
charge for its loans to its eustomers is limited by competitive and other factors, the Company
may not be able to increase the interest rates charged on its loans to compensats 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
customners. 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
“Desenption of Securities”

Value of Company’s Assets

The Notes, together with il other outstanding Motes and a1l other advances or liabilities
owed by the Company o any holder of an outstanding Note, will be unsecured as to any and all
assets owned by or later acquired by the Company (the “Company’s Assets™). There can be no
assurance that the proceeds of any sale of the Company’s Assets pursuant to and foliowing an
Event of Dafault (25 defined in “Description of Sgcurities”) 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.”

Coliectiens and Foreclosures

The Company is responsible for coliecting payments from loan obligors and for
foreclosing under the applicabls Trust Deed in the event of default by an obliger. If the
Company must complete a project repossessed by it, the Company may have io inject additiopal
capital, which it may not be able to fully recover. Further, the completion time may be in excess
of one year, causing & severe strain on the cash flow of the Company, depending upon the project
size. The Company also is subject to strict siate law requirements in the collection and
repossession of its collateral securing each loan. Although the Company will make every effort
to comply with all appliceble 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 ysars, conventional financing for speeulative
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 Deads
and/or loans in its portfolio to pay maturing Notes as they come due. Mr, Chittick has provided
]iquidity to the Company mrmxgh an cqm‘ty iine of credit in the past Bja?ﬁ@imﬂpﬁgﬁﬁ'g

conventional fmancing, the lender will probably secure its loan through Mr. Chittick to the
Company by requiring a lien on the Company’s Assels, including the Trast Deeds. The lender’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 reccive sufficient
proceeds from the sale of the loans or Trust Deeds to repay any additional financing, if
appliceble, and to repay 2]l of the outstanding Notes. See “Use of Proceeds,” “Business™ and
“Description of Securities.”

Regulation

Because it will not make loans for personal, family or heusebold purposes, the Company
believes it has strectured its operations to be exempt from various federal and state regulations,
and particplarly from regulations affecting lending and financial institutions. If it is determined
that the Compsny has not structured its operations so that it is exempt from regulation, the
Compagy could become subject to extensive regulation, including the Truth in Lending Act, the
Homeownership agd Equity Protection Act of 1994, the Equal Credit Opportunity Act, the Fair
Credit Reporfing Act, the Real BEstate Settlement Procedures Act and the Home Mortgage
Disclosure Act, as well as various state laws and rcgulations. Failure to comply with any of
these requirements or eny similar state law requmrement, may result in, among other results,
demands for indemmification or repurchase, rescission rights, [lawsuits, administrative
enforcement actions and civil and criminal liability, In additicn, there can be no assurance that

existing regulations will not be revised to govem the activities of the Company as currently
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structured.  Compliznce 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 morigage 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 Comparry’s loans from prospective borrowers, which could impair the
Company’s ability to keep all of the proceeds from this offering fully invested. See “Business —
Regulation.™

No Assurance of Successful Plucement of the Notes

The Notes are being privately placed by the Company to qualified fnvestors who intend
to kold them for their own account until maturity, There i8 no underwriter, and there is no
assurance fhat the Company will be successfitl in the continued placement of the Notes in a
manmes sufficient to satisfy its cash flow requirements to continue finding loans te its borrowers.

Ses “Use of Proceeds™ and “Business.”

Absence of Poblic Market/ Noo-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 exempton from, or in a
transaction not.subject to, the registration requircments of the Act end applicable state securities
laws. The Company does not intend to register the Notes under the Act or any state securities
law. In addition, the Notes are non-transfereble without the prior written consent of the
Company, which consent may be withheld in the Company's sole discretion, Accorcingly, 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 the zrestricted nature of the security prohibits the purchase of the Notes
for any purpose other than holding to maturity, an investor in the Notes must anticipate helding
the Notes to maturity. See “Description of Securities.”

Impact of Change in Economic Conditions

An unforeseen change of general econome conditions, and particulatly tn Atizona and
the southwestern United States, may adversely impact the Company®s business and its ability to
generate sufficient operating income to sahsfy its debt obhgatlons, mc]udmg its obhgahons
under the Notes as they become due. [EieGdi i

expenenced severs ﬂuctuatwns. Investors should anticipate that thcse rea.l estate ma.rkets mght
experience cyclical fluctwations in the future. The Company would adjust its operations in
response to changing conditions, but there can be no assurance that the Company will be able to
operate as planned during periods of such fluctuation or adfust 1ts operations to avoid the impact
of such changed conditions. See “Business-Target Markets and Potential Future Markets.”

Dependence on Key Personnel

The Company is dependent on the continued services of Mr, Chittick. The Company’s
ability to continue its lending operations would be significantly and adversely affected by the
loss of Mr Chuttick if a qualified replacement could not be formd without undue delay.
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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
perform Mr. Chittick’s duties as successfully as Mr. Chittick has done. If Mr. Chittick is
diszbled or unavzilable for a long period of time, Mr, Chitiick has developed a contingency plan
for a consultant to wind down the Company’s business, but there can be no assutance that such
plan will be successful. See “Mapagemeni-Contingency Plan in the Event of the Death or
Disability of Mr. Chittick.”

Management's Outside Interests and Conflicts of Interest

Mr. Chittick may maintain some activity in personal investments outside of the Company
and he may menage 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
investments in loans secured by deeds of trust. In addition, Mr. Chittick invests in similar
instruments on his own behalf. Since the Company plans to invest in portfolios similar to those
of some of its consultants and Mr. Chittick, and because of the past (and limited present)
consulting relationships between and emong Mir. Chittick and some consultants, conflicts of
interest exist end will continne fo 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 zn exclusion from the definition of an investment
company provided in Section 3(¢)(5) thersof. As a result, the operation and conduct of the
Company’s business will be subject to substantially less federal and state regulation and
superyision 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 ptoceeds from the sale of the Notes were invested in short-term debt
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instruments for longer than a one-year period. The Company intends to take afl reasonable steps

to avoid such classification, Ses “Busmess.”

No Protections From Investment Advisers Act of 1940 or Analogous Arizona Law

The Company is not registered or bicensed, and does not intend to regster or become
licensed as an investment adviser with the State of Arizona or with the SEC pursuant to the
Iovestment Advisers Act of 1940 because the Company’s management believes that the
Company is not togaged in the 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 Invesiment Advisers Act of 1940 or the analogous Arizona Jaw, the Company
would be required to comply with significant, ongoing regulation which could cause the
Compary to ineur additional costs, adversely impacting its operations, This conld occur if the
Company were deemed to be eogaged in the business of providing investment advice for
compensation and the Company cannot avail itself of the private investment adviser exemption
under Arrzona law or the forthcoming exemnptions under the Rules to be promulgated by the SEC
pursuant to the Dodd-Frank Act. The Company intends to take all reasonable steps to avoid such

classification. See “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 outstanding shares of common stock of the Company. See
“Management™ and “Principal Shareholder*
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Difficulties and Costs of Continwous Offering

Until the maximum offering proceeds are aftained or the Company terminates this
offenng, the Company expecis to offer the Notes for placement on a contmumg basis for b;f'

e E--—'i. ‘[HP-.&

2 rrEem

“Plan of Distribution.™ In order to continue offering the Notes during this period, the Company
will need fo update this Memorandum from time to time. Keeping the information in the
Memorandum current will cause the Compeny to incur additional eosts. A failure to update this
Memorandum as required could esult in the Company being subject to a claim under Section
10b-3 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 ¢laims
from regulators and investors. In addition, an investor might scek to have the sale of the Notes
hereunder res¢inded which 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
incorporatipn or bylaws relieving directors and officers of monetary liability for breach of their
fiduciary duty es director or officers, Tespectively, except for the Hability of a director or officer
resulting from: (i) any transaction from which the director derives en improper personal bezefit;
(ii) acts or omissions invalving intentional misconduct or the absence of good faith; (iii) acts or
omissions showing reckless disregard for the directar’s or officer’s duty; or (iv) the making of an
illegal distributien to sharcholders or an illegal loan or gearanty.

The Company’s Articles of Incorporation provide that the Company’s directors are not
lieble 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 g5 to those liabilities and on terms and
conditions permitted by Arizona law inchuding the payment of expenses incurred by a director or
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officer in advance of final disposition of the proceeding following the firmishing of certain

written representatjons.

Notes Are Unsecured General Obligations

The Notes are unsccured obligations of the Company, and Noteholders will be genera}
unsecured creditors of the Company, The Notes do pot Imit the Company’s ability to obtain
additional capital from other sources and do not limit the Compeny’s ability to grant such other
financing sources liens or other security interests in the Company's Assets and other properly, If
a bankruptey 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 wmsecured obligations, which could reduce the funds
available for repayment of the Notes in 2 bankruptey or other liquidation scenario, Title 11 of
the United States Code (the Bankruptcy code™) also spectfies 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 respsct of the Notes if the indebtedness of any secured
creditors of the Company exceeds the value of such secured ereditors® collateral

Changes in Investment and Financing Polices Without Noteholder Approval

The major business decisions and pelicies of the Company, including its investrnent and
lending poiicies and other policies with respect to growth, operatiens, debt and distributions, witl
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 m strategies and policies of the Company, and such changes may not serve
the interests of 2ll the Noteholders znd could materially and adversely affect the Company's

financial condition or regults of operations,
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Issuznce of Additional Debt and Equity Securities

The Company will bave authority to offer additional debt and equity securities for 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 inferests in or other
liens upon the Company’s Assets of other collateral, those other creditors would enjoy priority in
right of payment compared to the Noteholders, up to the value realizable from such ¢ollateral.

Concentration of Loans in Arizena

The Company's porifelio 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 estats
market. A dacline in a market in ‘which the Company has & concentration may adversely affect
the values of properties securing the Company's loans, such that the prncipal balanee of such
loans may equal or exceed the value of the underlying properties, making the Company’s ability
to recover losses in the event of & bommower'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 conld have a materizl adverse effect on the Company’s results of operations and
financial condition,

Possible Inadequacy ¢f Allowances for Loan Losses

The Company’s allowance for losses related to the loans is maintained at a level
considered adequats by management to absorb anticipated losses, based wpon historical
experience and upon management’s assessment of the collectibility of loans in the Company's
portfolic from time 0 time. The amount of future losses is susceptible to changes in economic,
operating end other conditions, including changes in interest rates that may be beyond the
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Company’s control and such losses may exceed cument estimates. [:R_lt_ffduﬁh‘lﬁggég’ééiéﬂ
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allowance will prove sufficient to cover actual losses related to the loans in the future.

Broad Management Diserefion 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
procecds. Purchasers of the Notes will be entrusting their funds to the Company’s management,
upon whose judgment they must depend, with limited information concemning 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 s Lender

The current economic downtum could severely dismupt the market for real estate loans
and adversely affact the value of any cutstanding real estate loans made by the Company, and m
tum the Notes. Non-performing rea! 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 Joan. The Company may incur sdditional expenses to the
extert it is required to negotiate with the borrower in order to obtain the underlying property. ln
the event the Company is unable to obtain the underlying property, becanse of the unique and
customized nature of o real estate loan, certain real estate loans may not be sold easily Ons or
more non-performing real estats loans seoured by property that the Company is unable to obtain
could have & 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 Estalo Loans

In the event the Company decides to foreclose on a real estate loan, legislative or
regulatory initiatives by federal, state or local legistative bodies or admimstrative =gencies, if
enacted or adepted, conld delay forgclosuse, provide new defenses to forcclosure or otherwise
impa the ability of the Company to foreclose on g real estate loan in defsult. Varous
jurisdictions have considered or are currently considering such actions, and the nattse or extent
of the litnitation on foreclosure that may be enacted cannot be predicted. Bapkruptcy courts
could, if this legistation is enacted, reduce the amount of the principal balance on a real estate
loan, reduce the interest rate, extend the term to matunty or otherwise modify the terms of a
bankmupt borrower®s real estate loan.

Property Owners Filing for Bankruptcy May Adversely Affect the Company and the Notes

The filmg of a petition in bankruptey automatically stops or “stays™ any actions to
enforce the terms of a real estate loan. Further, the bankruptey court may take other actions that
prevent the Company from foreclosing on the undedying properfy. A court may require
modifications of the terms of 2 real estate loan, includng reducing the emount of each monthly
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 szle of the real estate less profitable. A court may also permit a borrower to
cure a monetary default relating to & real estate loan by paying arrearages within 2 reasonable
peticd and reinstating the original real estate loan payment schedule, even 1f & final judgment of
foreclosure has been entered in a state court. Any bankruptey procesding will, at 2 minimum,
delay the Company in achieving its investment objectives and mey adversely affect the
Company's profitability.

Violation of Various Federal, State and Local Laws May Result in Losses
Violations of certain federal, state or local laws and regulations relating to the protection
of consumers, unfair and deceptive practices and debt cellection practices mzy subject the
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Company to damages and administrative enforcement. In the event that a real estate loan issved
by the Company was not originated in compliance with applicable federal, state and local law,
the Company may be subject to monstary penaltics and could result in the borrowers rescinding
the affected real estate Joan. As a result, the Compeany may oot be able to ackieve 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 [ocal statutes and rules and are
subject to many of the delzys and expenses of other lawsuits, sometimes requiring several years
to complete. As g result, if the Company is not 2ble to obtain the property voluntarily from the
borrower, the Company may net be able to quickly foreclose on and subsequently sell a property

securmg a real estate Joan.

An Investment in the Notes May Not Be Consistent With Section 404 of ERISA

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 (“ERISAT)
should satisfy themselves that an investment in the Notes is consistent with Section 404 of
ERISA and that the jovestment is prudent, taking into consideration cashk flow and other

objectives of the 1nvestor.

There Can Be ne Assurance of Confidentiality

As part of the subscription process, investors will provide significant amounts of
information about thernselves to the Company. Pursuant to applicable laws, such informaticon
may be made available to third parties that have dealings with the Company, and governmental
autherities (including by ineans of securitics law-required information statements that are open to
public inspection). Investors that are highly sensitive to such 1ssues should considar taking steps

2%
200743065, 1 438200170145

DIC0008911



fo mitigate the impact upon them of such disclosures (such as by investing in the Notes through
an intermediary entity).

Legal Counnsel to the Company and Its President Does Not Represent the Notcholders

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
representing, any or all of the investors.

Legal Couasel to the Company Will Represeat the Interests Solely of the Company and Iis
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 Compeny 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 before investing in the Cempany and the purchase of the Notes.
Finally, in advising as {0 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 inaccurate or incomplete if any such
representations are themselves inaccurate or incomplete, and legal comnsel generally will not

undertake independent investigation with regard to such representations.

Federa] Income Tax Risks

The discussion entitled “Certain United States Federal Income Tax Considerations®
includes e 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 caunot address any investor's specific investment circumstances. In
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addition, the ssction does not include a discussion of state, local or foreign tax laws. FEach
investor should consult its own tax advisor with tespect to these and other tax consequences of
an investment in the Notes,
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FORWARD-LOOKING STATEMENTS

This Confidential Private Offering Memerandum, including information incorporated by
reference in this Memorandum, contzins forward-looking statermaents regarding the Company’s
plans, expectstions, estimates and beliefs. Actual results could differ materially from those
discussed in, or implied by, these forward-looking statements. When used 1n this Memorandum,
the words “gnticipate,” “intend,” “believe,” “estimate,” and other similar expressions generally
identify forward-looking statements, which ers found throughout this Memorandum whenever
statements are made that are not historlcal 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 mtends to use the net proceeds reccived from the sale of the Notes,
primarily for operating capital, to purchase and fund Trust Deeds and to acquire interests in
properties or notes, which the Company’s management anticipates o be able to resell or collect
as apphcable. The proceeds from the sale of Notes may be nsed to repay earlier maturing Notes;
provided, however, the Company will limit the amount of money that may be raised for this
purpase so that the Company will not become subject to the Investment Company Act of 1940,
See “Risk Factors — Procesds From Subsequently Issued Notes May Be Used to Repay Earlier
Maturing Notes™

The Company may use proceeds from this privete placement for genctal business
purposes, including rent, advertising, labor and administrative expenses, if needed, investment,
expansion or the purchase of capital assets and to find loans to borrowers and purchase Trust
Deeds. However, Hi:8fiipatyisitbcets tiifund HiSeriiii S08 percoritiof fiefincesdsdfhe
Gt R Al R AT 7
reserves or to deposit any of the proceeds of the offering, into a reserve aceount, for the purpose
of providing liquidity to service interest payments on, and redemption of, the Notes as they
mature. The Company does niot intend to maintain reserves from the proceeds of the offering in
a cash reserve account. The remaining procesds, net of cash reserves, if any, should be available
to find and purchase Trust Deeds. The Company is not required or obligated to give
Notzholders notice of any changss in the Company's intended use of proceeds of the offering,

See “Business.”

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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Target Percent of
Amount Offering

Raised
Gross Qffering Proceeds $50,000,000 100%
Commissions & Costs (I) £0- 0%
Cash Reserve (3) 0- 0%
General Business (3) $25,000 5%

Proceeds Avgilable For Funding/  BUDSIS0GH0  89.959

Purchase ef Construction Loans (4)

0

@

€]

The Company does ot antisipate paying costs and commissions in excess of the costs
associsted 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 (L.e., IRA, SEP IRA, ROTH IRA and Keogh Plens), through
a licensed broker-dealer and with an approved custedian; provided, that such investments
mest the investor suitability requirement.

bmmmﬁwlsm¢ wm,msmcix,eéiﬁasms Mmﬁf’ﬁ;

faelifta,t rgq”emp )
flow management model. In%erest accruing in the general accoumts wnll belong to the
Company

Company anticipates that its current facilities 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 1ts business is significantly increased, the Company may invest in additicnal persomme],
computer equipment and facilitics capable of processing increased data. General business

expenses may alse incfude the offering 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

Memorzndum.
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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 dsvelopers and foreclosure specialists. Mr. Chittick has armanged
for the funding and administration of real estate loans since that time. The paragraph below
indicates the Company’s history in raising meoney from investors, the number of lozns made, the
aggregate amount of such loans, the underlying values of the seourity for such loans and any
problems with respect to such loans.

Mr. Chiitick initially czpitalized the company with one miflion dollars of his personal
funds. From July 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 end 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 2008, 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 mvestors. In
2009, an additional $2,100,000 was raised from existing and new investors. Tn 2010, an
additional 32,800,000 was raised from existing and new investors. From Janunary 2011 to June,
2011, an additional $4,700,000 was rzised from existing and new investors, From July 2011 to

an additional § was rajsed from existing and pew 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 noles like those being
offered in this placement. $1¥H notes were for terms of 6 to 60 months and have, to dats, dmwn__ .- 'lgénﬁnﬁitmgm Rt

_______________________________________________ A2y TR
intarest ot the tate of 8 to 12% per annum, Tha Coriipany has never defaulted on either interest ‘ ‘
P

or prmcipal for any of such notes.

The money raised by the Company from investors has historically been divided into a
large portfolio of loats secured by marketable properties with varying valves and locations in the

Phoenix metro arce. ‘The Company is cwrently lending in approximately FOiETHET e P oEniX

by properties in many of these cities simultaneously, The Company has endeavored to maictain
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alarge and diverse base of borrowers as well as a diverse selection of properties as collateral for
its loans to the borrowers, However, in response to the more recent challenging conditions in the
real estate market, the Company has focused on mamtammg relationships with borrowers that

All real estaze loans funded by the Company are intended to be secured through first
position trust deeds. [Fhe AR aSal e Hn Sy CoipnY S o lontatis fasaetisea éss
a0y pfidtie CRItE R SR B SR B doan T oo OGRS .

Year teans Loan Value Valee of Loans | Ltoans | loans Repald Value of Homes

Funded Repaid Value Repaid
2001 [ £:283.3781000,00 486, 305,000005 115 %[t s a5 2.0, 081 ]
2002 $5,685,000.00 $878,000.00 | 66 $5,267,000.00 $9,076,300.00
2003 is‘&'fﬁ?a%ﬁb L..iﬁ'iézfsﬂ,sm‘ﬁpf T RER OG0 1 & e el nhy oy
2004 517,951,70&00 $26,539,500.00

R ST B i
$35,301,250.00 553,057,200.00
54T A0 E15.009 =

$34,578,755.00 $56,369,400.00
] a0 A B 0er 6773100 B
437,175,201.00 561,565 1]0.00

*Through June 39, 2011

From 2001-2005, all interest due from all loans was collected.

In 2005, one loan that was foreclosed on, and successfully resold, did mot pay all the
interest due, However, the small uncollected amount was absorbed by the Company.

In 2007, one condominium lean, two house loans, end one land loan were foreclosed.

While the condominium and houses were gold with minimal principal less, much of the imterest
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was collected on all four loans. One land loan was written off. The loss was sbsorbed by the

Company.

In 2008, one condominium #nd six hames were sold with minimal principal loss; much of
the interest was collected on 2l the loans, The loss was absorbed by the Compary. There were
15 mote homes that were either foreclosed on or ownership was acquired through the deed in
lieu process. These houses are presently either for sele on the retail market, or have been rented

and are for sale on the investor market.

in 2009, one condominium and 12 homes were sold with principle loss; much of the
interest was collected on all the loans. The loss was absorbed by the Company. The Company
also zequired a 12-plex that was a construction Ioan. This is 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 wero sold for a loss. The losses were absorbed by the Company.
There were three homes that wepe sold for a gain and all interest was paid in fuil. Ore loan was
foreclosed on, sold at the auction, ll priniple, interest, late fess and foreclosure fees associated
with the sale were collected,

In 2012,
In 2013,

2014, . lthoussgarepréscuslyiresercws WHicH WL AR itheizs

SNy S R

,-‘m}n‘ e
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beifE e ntoresylosaaiiliptiitbSatn iy aasiee
A oressiTnhetics s e be Salihe et
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In Apnl 2014, the Company agreed to a forbearance agreement (the “Work-Out”) with
two Foreclosure Specialists (the “Forbearance Debtors™) regarding the terms of certain loans
(coflectively, the “Work-Out Loans”), which in agpregate totaled $§ = cutstanding
loans to the Foreclosure Debtors. At the time of the Work-Out, $ in interest from the
Work-Out Loans was due but unpaid. The Company and the Foreclosure Debtors agreed that the
Work-Out Loans were in default under their terms as the properties that were used to secure the
Wark-Gut Loans (each a “Forbearance Property,” collectively, the “Forbearance Properties™
were also used to secure approximately § in loans from thind parties (each an
“Outside Loan,” and collectively, the “Outside Loans™). According to the Foreclosure Debtors,
an agent of the Foreclosure Debtors had secured the Outside Loans without the Foreclosure
Debtors’ knowledge. In the opinion of the Company, the liens for both the Work-Out Loans and
the Outside Loans resulted in many of the Forbearance Propetties having an aggregate loan-to-
value ratio in excess of 100%. The Company also opined that if it foreclosed on the Forbearance
Properties, a dispute would arise between the Company and the lenders of the Outside Lozns
regarding which lender had the first lien position over the Forbearance Properties. To mitigate
its sisks regarding the Outside Loans, the [Epitpiiritially; icaeditheroitiaraice DHutifofs
BRI B SRR e LR R ISt etire  ielabe CPHEEEARSEHE
s

- 4

RSt i i tgia o M ] et Py il bt ot gL il T ) ol

regarding the liens for the remaining QOutside Loans. In light of these facts, the Company
believed that the Work-Out provided the most feasible alternative to reach a satisfaction of the
Work-Out Loans. Amongst other things, the terms of the Work-Out requires the Foreclosure
Debtors to: {z) Hquidate assets (expected to generate approximately $4 to $5 million); (b) apply
all of its net proceeds from its aperations (i.e., the rental and disposition of real estats) to resolve
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the lien disputes regarding the Forbearance Properties, (¢} arrange for $5.2 million in private
outside finaneing; (d) agree to keep the Outside Loans current and in compliance with their
tespective terms; and (e) use these and other best efforts to satisfy and payoff the Qutside Loans
by no later than Yanuary 2015 To protect the interest of the Company, the terms of the Werk-
Qut also requires the Foreclosure Debtors to: (s) ratify and egree to the increases to cetfain
‘Work-Out Loans as a result of the Initial Loan, {t) cause appropriate title poficies o be issued to
insure that the Work-Out Loans constitute z valid and enforceable first and prior lien over the
subject Forbearance Properties; (u) secure and matntain a life insurance policy in the amount of
$10 million, insuring the hfe of the principal of the Forbearance Debtors, with the Company
named as the sole beneficiary; (v} provide the Compeny with a ratification of previous personal
guarantees regarding the Work-Out Loans, together with a personal guarantee of the principal of
the Forbearance Debtor regarding the terms of the Work-Out; (w) provide a new corporate
guarantee (with a security sgreement and retail inventory to serve as collateral) for the
abligations of the Work-Out Loans and the terms of the Work-Out; (x) provide the Company
details regardmg the terms of the Outside Loans, (v} provide additional collateral in the event
that any obligation of the Work-Out Loans are breached; and (z} reimburse the Company for
$80,000 in costs inourred as a result of the Work-Out. In consideration of these obhgations of
the Forbearance Debtors, the Company agreed, amongst other things, to defer (but not waive)
collection of interest on the Weotk-Out Loans while the Outside Loans are being satisfied, and
with the condition that the additional loans from the Company are used to satisfy Outside Loans,
the Company agreed to merease (up to 1209%) the maximum atlowable loan-to-value ratio for
certain Forbearance Properties and to provide up to 56 million 1n additional loans (collectively,
the “Additiona] Loans®).

As a result of the Work-Out, including the Initial Loan: and the Additional Loans, the loan

to value ratio of the Company’s overali portfolio averaged %, as of » 2014,
Additionally, as of 52014, % of all of the Company’s outstanding loans are
concentrated with one of the Forbearance Debtors and _ % is concentrated with the

Forbeargnee Debtor, Both of these Forbearance Debtors have the same prineipal.
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and lowest being $
pROBERwatuéstotaling $470
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MANAGEMENT

Directors and Executive Officers

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 posihien of Sr. Vice President and CIO when he left the company in 1997, Since leaving
Insight, he has been involved in several different companies, meluding 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 ono employse, which will require the Company to use
outside consultants on & periodic basis to provide vadous services. These consultants may be
retained to assist with any necessary due diligence in connestion with these loans and, to the

extent necessary, to assist with the closing of a loan.

Employees

With the assistance of outside consaltants on 2n 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 contra<ts 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. Chthick is unable to perform his duties fo continue the opera.tmn of
the Company in any capacxiy, W ' srilng it

Mr Koehlet has fifieen (15) years of experience supporting real estate loan portfolios similar to
the portfohio of the Company, Mr Koehler holds a real estate license in Arizona and has worked
as a loan officer in the residential and commercial transactions and has conducted due difigence
effort for thousands of private purchase of notes and trust deeds. Mr. Koehler 1s respected as a
member of the Arizona real estate investment community by investors, bormwers, mortgage
brokers, escrow officers and real estate agents. [AF a"?ffgfﬁh§*éifﬁi"zﬁ‘§"

Management Compensation

Ag the sole shareholder, Mr Chittick receives = salary consistent with IRS guidelines,
Salary adjustments are made at year-end in order for Mr. Chettick to fand his 401(K) and to pay
his meome tixes. Year-end profits are taxed to Mr, Chittick pursuant to the U.S. Internal
Revenue Code rules applicable to Subchapter § corporations, Therefore, year-end profits may be
distnibuted to Mr, Chittick. In addition, Mr Chittick is paid interest on Notes funded by M,
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 mcreased salary so long as there 1s no current
defanit under the Notes,

Owuership Compensation

The Company receives its revenue primarily from interest eamed on trust deeds, rents on
properties owned by the Company, interest on cash reserve accounts, and interest earned on
investments 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 of Notes
sold, Trust Deeds acquired, leans made and the terms of such loans. After payment of its
principal and mterest obligations under the Notes, the Company distributes the balance to Mr
Chittick; providsd, however, the Company may {but is not required to) refain eamings in the
Company up to & level of “reserve™ or “retained camnings” goals that the Company deerms
adequate. Subject to the need to adjust these goals due to special liguidity needs due to plans to
repay Notes or to find firture Trust Deeds, the Company enticipates that it will be able to achieve
and maintain adequate reserve goals to meet the Company's obligations.

M. Chittick may have significant investments in tha 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 currentiy
has invested approxmately $__ in Notes, but this amount varies from b1 SRAITGT

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 common stock.

Nibbet bESHarss  Perceit
500;006 D%

000000 stafBs- 4t
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Ovwnership

Based on his 100 percent ownership of the Company’s common stock,
Mr. Chittick maintains the exclusive ability to clect directors, appoint officers and manage the
operations of the Company.

Competing Bosinesses

During the four years prior to forming the Company, Mr. Chittick personally invested in
companies and in real estate loans that are substantially similar to the Company’s investments in
Trust Deeds. In eddition to his activities on behalf of the Company, Mr. Chittick reserves the
right to continue his personal investments in real estate end instruments similar to Trast Deeds,
which are considered competing businesses of the Company. See “Risk Factors — Management’s

QOutside Interests and Conflicts of Interest,”
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DESCRIFTIGN 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 2 single note, An investor may
purchese more than $1,000,000 in Notes, but it will be distibuted over differcnt Notes.
Denominations increase from the minimum to the maximum in additionz] merements with a
minimum incremental inerease of $10,000, Until the maximum offering proceeds are attained or

the Company terminates t‘his offeﬁng. the Company cxpecs to offer the Notes for placement on

termination, the offering will continue for so long as the Company has not changed its operations .
or method of offering in any material respect. If the Company changes its operaticns or method

of offering in any material respect, the Company will update the Memorandum 2s necessary to

provide comeet 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 Motes are general obligations of the Company and are superior in priority and
liquidation prefercnce to any Notes payable to Mr. Chitick. Mr. Chittick has agreed to
subordinate any Notes to which he subscribes to Notes with similar maturities plaoed with other
investors. KRR et Compativi :

B o B A G S fﬁb;p}mq}sﬂm&miércﬁf s 3 theRiod - - | R REAV I ARST I s waereo) FAI Aebursic?, )
Compauy should ever be in default with respect to any Note, Mr. Chittick will subardmate any
Notes he may held mnti] the default is cured and Mr. Chittick will also defer any compensation
until the default is cured.  While Mr. Chittick has agreed and wili act as set forth above in this
Memorandum, such egreement is not evidenced in a separate writing sigoed by Mr, Chittick.

The Notes will bear interest at the rates stated for the term selectsd. [EHES ?ﬁﬁfﬁﬁi@
Elest oo R Oty S Aot coni i
elects to have interest paid st maturity or quarterly, the interest will 2ccrue monthly and eamn
compounded interest, Interest is payable on the last day of each penod to the investors of the
Notes at the principal office of the Company in Chandler, Arizona. At the optien of the
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Company, interest payments may be paid by check mailed to the address of the investor entrtled
thereto 2s 1t appears on the Subscriphion 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 1msecured and are not insored or guarantzed by any state or federal
govermnment enfity or any insurance company. In event of default, an investor could look only to

the Trust Deeds or other assets of the Company for repayment.

As unsecured, general obligations of the Company, the Netes will not have any specific
collateral, The Company’s Assets mnclude all of the Company’s right, title and interest in Trust
Deeds owned by the Company, together with all payments and instruments received thereto, real
estate owned by the Company a5 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 mto cash or other Hiquid
property. So long 25 the Company s not in default on the Notes, the Company is permitted to
freely transfer, sell or substitute, in the normal course of business, any Frust Deeds it owns,
subject to general restrictions concerning transfers of properiy; 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 basts, the Company will retain an independent accounting fimn to prepare
the 1099°s to be issued by the Company te the investors and to prepare the tax return for the
Company. On an annual basis and upon written request from an investor, the Company will
cerhrfy 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 emount of outstanding
Notes as of the date of the request.
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The Company maintains the right to adjust the interest paid in subsequently offered Notes
and on the Notes offered hereby with a 30 days® Interest Adjustment Notice. EFERGEEBTEED
O R AT ol | A LR L i R T e e e T S|
bRl s v dhe mbinl St d IS YIRS
YRS Periotihe Nbtebalgbrpovidesimiten v eicstto e Colipahvt i Nt e
Bk R RGENNAEr Frov SRRshinttive Wit ane 0 aveliies pism ot the At fali
oA gt AL E AN ARERT G oo hobine misae, G oty Prepay Fe bt
modification of the interest rate or term will not affect Notes then 1ssued and outstanding.

FEEaT
g

Notes are initially being effered at the following rates and maturities:

Note Terms (2) (3)
Note Amount (1) 6 Months 1 Year 2 Years to 5 Years

S0 it 8% e

(1) Note amounts are 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 wall
accept minimum contributions in such amounts as reasonably determinsd by the Company.

(2) A PRt S s B it

chinifgiatgarmie

T vy b

ok

i T N A S SO A SRR EEA o S
ti..-:.. £ o e T, 15 _-ér £, 3 F-w.r.'."}.a.- o th o f T TR BT o
{5 0t} iy A g HeEStEA A, the Company has no T T
obligation to do so and the investor has no right to require the Company to redeem the Note

dses ST A S o T i r -; e it SE G e s

(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
scorued interest to the date of redemption.
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(4) The Compeny roaintains the right to adjust the interest paid m subsequently offered Notes

The Company has the tight to sell, encurnber, mortgage, create a fien on or otherwise

dispose of any or all of its property, or in any manner secure an indsbtedness so that such
indebtedness shali have a claim against the assets of the Company securing such indebtedness,
all withowt the consent of the investors of the outstanding Notes Erb jael 111:]._\

Any secunty interest granted in any of the Company’s assets to secure mdebtedness will be ',
A

superior in priority to the general claim of a Noicholder.

Default may occur with respect to one Note znd not another. The Compary shall be in
default of a particuiar Note if any of the following events (“Event of Default”) occurs with
respect to that Note: (2) default for 30 days in any payment of interest on a Note when due;
(b} default for 15 days in any payment of principal on a Note when due after maturity; (c) a filing
for protection by the Company vnder Chapters 11 ar 7 of the 1.5, Bankruptcy Code or a filing
for the Company under the 1.S. Bankruptey Code by creditors of the Company which filing is
not dismussed within 90 days of the filing date, or (d) default for 90 days after receiving
apprapriate notice of a breach of any other covenant applicable to a Note. Notwithstanding the
evenis listed above, Mr Chittick may defer any payment of mterest or principal due to Mr
Chittick or zu entity controlled by him on any of the Notes subscribed to personally by Mr.
Chittick without creating an Event of Default.

The Company may not consclidate 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 abligations on the Notes. The Company has no present intention of

merging with another compary or consclidating with ancther company or transferring its assets.

50
200743069.] 43820/170145

1
v

DIC0008932



PLAN OF DISTRIBUTION

The Notes may be purchased directly from the Company 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 an
approved custedian; provided, that such investments meet the investor switability requirements,
Transaction costs for Notes purchased with qualified funds will be paid by the Company up to
one percent of the Note's face amount. The principal amount of the Note will be equal to the
amount paid by the investor, and interest woald be calculated on that amount.

The Notes are not registered with the SEC or any other state or federz] regulatory agency.
No state or federal agency has made any finding or determination as to the famness of this
offering for investment, the edequacy 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 virtee of cne or mors of the following exemptions provided by: (i) Section 4(2) of the
Act, and (ii) Regulation D promulgated under the Act. See “Investor Suitability.” In accordance
therewith, substantial restrictions are placed on the offering and purchass of the Notes, including,
but not limited to, the following:

(1) The transaction may pot include any public offering. The offer to sel] Notes must be
directly communicated 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 adventisement or any other form of
general advertising or general promotion.

(2) The Notes may be purchased only for the invester’s own account, 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 fiznished and made available for inspection all documents and
information that the investor has reasonably requested relating to an investment in the
Compery, including its Asticles of Incorporation, stock records and financial account

records,
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DETERMINATION OF OFFERING PRICE

The rate of retumn for the Notes offered hereby will be set from time to time by
management of the Company to approximate a rate of retum competitive with similar securities
of other companies engaged in the finance industry. The Company has been in operatien since
April 2001, There is no market for the Company's securities and none is expected to develop.
Accordingly, the rate of return on apny Note bears no relation to the results of the Company, to
any market price for the Company's secaurities, to the level of risk involved, or to any recognized

measwre 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 end
consequences that may be relevant 1o a decision to acquire, own and dispose of Notes by an
initial hotder thereof. This summary only applies to Notes held as capital assets {generally,
property held for investment) within the meaning of Section 1221 of the Internal Revenus Code
of 1986, as amended (the “Code™). Except as set forth below, this summeary does not address all
of the tax consequences that may be relevant to a particular Noteholder and it is not intended 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, grantor
trusts, U.S. expatriates, partnerships or other pass-through entities, tax-exempt organizations or
deaters or traders in securities or currencies, or to Noteholders that will hold Notes as part of a
position in a straddle or as part of a hedging, conversion or integrated trensaction for U.S. federal
income tax purposes or that have a functional currency other than the U S, dollar. Moreaver,
except as set forth below, this surnmary does not address the U.S. federal estate and gift tax law,
the tax laws of any state, local or foreign government or alternative minimum tax consequences
of the acquisiton, ownership or other disposition of Notes and does not address the U.S. federal
income tax treatment of Noteholders that do not acquire Notes 25 part of the imtial distnbution 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 of Notes.

This summary is based on current provisions of the Code, as amended, existmg and
proposed 1.8, Treasury Regulations, cusrent administrative pronouncements and judicial
decisions, each as available and in effact on the date hereof. All of the foregoing are subject to
change, possibly with retroactive effect, or differing interpretations which could afiect the tax
consequences described herein. No advance tax ruling bas been sought or obtained from the
Internal Revenue Service regarding the tax comsequences of the transactions described herein,
This discussion does not address tax conmderations 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 JURISDPICTION.

For purposes of this summary, a “ULS. Holder™ is a beneficial owner of Notes who for
U.S. federal income tax purpases is () a citizen or resident {or is treated as a rasident for U.8.
federal income tax purposes) of the United States; (ii} a corporation created or orgenized in or
vrider the laws of the United States or any State or political subdivision thereof (fii} an estate the
income of which is subject to U.S. federal income taxation regardless of its sotrce; or (1v) 2 trust
{1) that validly elecis to be treated as a U8, person for 118, federal incoms tax purposes or (2)
() the administratian over which a U.8. 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, fedetal income tax purposes s (i) &
non-resident alion individual; (if) a foreign corporation, or (iii) a foreign estate or trust the

fidueiary of which is a nonresident slien.

If a partnership {or any other entity treated as a parmership 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 partoer and the activities of the partoership. Such partuer should consult its own
tax advisor as to its consequences of holding and disposing of the Notes.
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U.S. Holders
Inferest

Except as set forth below, interest peid on 2 Note generally will be includible in a U.S,
Holder’s gross income as ordinary interest income at the time it is paid or accrved in accordance

with the U.S. Hoelder’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,
1f the Company authonzes such a transfer, Notes sold on a secondary market after their original
issue for a price lower than their stated redemphion price at matunty zre generally said to be
acquired at market discount. Code Section 1278 defines “market disconnt™ a3 the excess, if any,
of the stated redemption price at maturity of the Mote, over the purchaser’s initial adjusted basis
in the Note. If, however, the market discount with respect to a Note is less than 1/4th of one
percent (.0025) of the stated redemption price 2t 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 ot more than one year from the date of issue are not subject to the market

discount tules.

Gain on the sale, redemption or other disposition of & 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 for the taxable years to which it is
attributable. The amount included is treated as interest income. M this clection is made, the rule
requiring interest income treatment of all or 2 pertion of the gain upon disposition i
inapplicable. Once the election is mede to include market discount {n income cwrrently, it cannot
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 dispositon of a Note, a U.S. Holder will recognize taxable gain or Toss equal to the
difference, if any, between the amount realized on the sale, exchange or other dispesiion (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 of 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 capitel asset and that is held for more than one year are elipible for reduced
income tax rates and may be deemed a long-term capital gain. The deduetibility of cap:tal losses

is subject to [mnitations.

Non-U.S, Holders
Tnterest

Subject to the discussion below under the heading “U.S. Backup Withholding and
Information Reporting,” payments of principal of, and mterest cn (including any OID), a Note to
(i) a controlled foreign corporation, as such term is defined fu Section 957 of the Code, which is
related to the Company, directly or indirectly, through stock ewnesship, (ii) a person owning,
actually or constructively, securities representing at least more than 50% of the tota] combined
outstznding voting power of all classes of the Company’s voting stock and (iii) banks which
acquire such Note in consideration of an extenmon of credit tnade pursuant to a lean agreement
entered into in the ordinary course of business, will not be subject to any U.S. withhelding tax
provided that the beneficial owner of the Note provides certification completed in compliance
with applicable statutory and regulatory requiremeats, which requirements are discussed below
under the heading “U.S, Backup Withkholding and Information Reporting,” or an exemption is

otherwise established.
If a Non-U.S. Holder cannot setisfy the requirements above, payments of interest made to
a Non-U.8. Helder will be subject to a U.S. withholding tax equal to 30% of the gross payments
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mads 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 propetly executed (1) IRS Form W-§BEN
claiming &n exemption from or reduction in withholding under the benefit of an applicable
inceme tax treaty or (2} IRS Form W-8ECIT stating that Interest paid on the note is not subject to
withholding tax because it is effectively connected with the beaeficial owner’s conduct of a trade
aor business in the United States. Altemnative documentation may be applicable in certain

situations.

If a Non-U.5. Holder is engaged in 2 trade or business in the United States and interest on
a note i5 effectively connectad with the conduct of such trade or business, the Non-U.S, Holdes,
although exsmpt from withholding as discussed above (provided the certification requirements
described above are satisfied), will bs subject o ULS. federal income tax on such interest
(inctuding OID) on a net income basis in the same manner as if the Non-1F.S. Holder were a U.S.
Hoelder. [n additian, if such Non-U.S. Holder is a foreign corporation, it may be subject to a
branch profits tax equal to 38% (or lesser rate under an applicable income tax treaty) of such
amount, subject to adiustments.

Sale, Exchange or Other Disposition ¢f Notes

Subject to the discussion below under thé heading “U.S. Backup Withholding and
[nformation Reporting,” any gain realized by a Non-U.S. Holder upen the sale, exchange or
other disposition of e Note generally will not be subject to U.S. federal income tax or
withhelding tax, unless (i) such gain i3 effectively connected with the cenduct by such Non-U.S.
Holder of a trade or busmess 1 the United States or (ii) in the case of any gain realized by an
ndividual Non-U.S. Helder, such Non-U.S. Helder is present in the United States for 183 days
or more in the taxable year of such sale, exchange or disposition and ¢ertain other conditions are
met. Special rules may apply upon the sale, cxchange or disposition of & Note to certain Non-
US. Holders, such as “controlled forzign corporations,” “pessive foreipn investment
companies,” “foreign personal holding sompanies™ and certzin expatriates, that are subject to
special treatment under the Code. Such entities and individuals should consult their own tax
advisors to determipe the US. federal, state, local and other tax conseqbences that may be
relevant to them,
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U.S. Federal Estate Taxcs

A Note that is held by an individual who at the time of death is not a citizen or resident
{(as specially defined for United States federal estate tax purposes) of the United States will not
generally be subject to U.S. federal estate tax a5 a result of such individual’s death, provided that
such individual is not a sharcholder 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 wath respect to such note would not have been
effectively connected with the conduct by such individual of & trade or business in the United

States,

1.8, Backup Withboelding and Information Reporting
U.S. Holders

Information reporting requirements will apply to certain payments of principal and
mterest and the accrual of OID, if any, on an obligation and to proceeds of the sale, exchange or
other disposition of an abligation, to certain U.S. Holders. This obligation, however, does ot
apply with respect fo 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 eack year 2 Form 1099 information retum reporting the
amount of interest that was paid or that is considered earned by 2 U.S. Holder with respect to the
Notes held during each calendar year, end a U.S. Holder is required to report such amount as
income on its federal incoms tax return for that year. A U.S. backup withholding tax ctrrently at
a rate of 28% will apply to such payments if a U.S. Holder fails to provide a comrect taxpayer
identification number or certification of other tax-exempt status or fails to report in full dividend
and interest income. Any amount witkheld under the backup withholding rules is allowable as a
credit sgainst the taxpayer's U.S. federal income tax liability, provided that the required
information is furmshed to the IRS.
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Nou-U.5, Holders

Information reporiing will generally apply to payments of interest on a Note to a Non-
1.8, Holder and the amount of tax, if any, withheld with respect to such payments, Copies of the
information returns reporting such interest payments and any withholding may alse be made
available to the tax authorities in the country in which the Non-U.S Holder resides under the
provisions of an apphcable income tax treaty. Payments of principal and interest on any Notes to
Non-U.5. Holders will not be subject to any U.S. backup withholding tax if the bepeficial 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 appropriate 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 tiot excluded from U.S. backup withholding tax

discussed sbove generslly will be subject to United States withholding tax at a rate 2855 | . - (R TAe s s BT

except wheze 2o zpplicable United States incoms fax treaty provides for the reduction or
elimination of suchk 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 vnless the beaeficial owner
provides the payor with an appropriate certification as to its non-1.8. status and the payor does
not have actnal knowledge or reason to know that the certification is incomrect.

Any amounts withheld under the backup withholding rules will be allowed as a refund or
credit against a Non-U.S. Helder'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 TC THE
ACQUISITION, OWNERSHIP, DISPOSITION 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 for persons of
adequate financial means who have no need for liguidity with respect to this investment and who
can bear the economic risk of a complete loss of their investmont. This private placement is
made in reliance on exemptions from the registration requirements of the Act and zpplicable

state securities laws and regnlations.

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 Noles are 2 suitable investment for such prospective investor.
Prospective investors are encouraged to consult their personal financial advisors to determine
whether en investment in the Notes is appropriate. The Cormpany may reject subseriptions, in

whole of 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 invester 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, (i) the investor is
acquiring the Notes for its own account for investment only and not with a visw toward the
Tesale or distribution thereof, (fii} the investor is aware that the Notos have not been registered
under the Act or any state securities laws and that thers s no market for the Notes, (iv) such
investor meets the suitability requirements set forth below end (v) they have read and taken fall
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 mvestor must represent in writing that it () is

“sophisticated™ in so far as it js sufficiently knowledgeable and experienced in financial and

business matters to be ablz to evaluate the merits and risks of an investment in the Notes efther

alone or with a purchaser representative; (b} is able to bear the economic risk of ap iovestment in

the Notes, including a Joss of the entire investment; and (c) qualifies a5 an “accredited investor,”
as such termn is defined in Rule 501(a) of Regulation D under the Act and must demonstrate the
basis for such qualification. To be an accredited investor, an investor must f2ll withic any of the
following categones at the time of sale of Notes to that investor:

m

@

@

A bank as defined in Section 3(a)(2) of the Act or a savings and loan assoctation or other
institution as defined in Section 3{a)(5)(A) of the Act whether acting in its individual or
fiduclary 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
Investiment Company licensed by the United States Small Business Administration under
Section 301(c) or (d) of the Small Business Investment Act of 1958, & plan established and
maintained by a stats, 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 mvestment decision is made by 2 plan
fiduciary, as defined in Section 3(21) of such act, which is either a bauk, 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;

A private business development company as defined in Section 202(a) (22) of the
Investment Advisers Act of 1940;

An orgenization described in Section 501{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, exccutive officer, or general partmer 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) (Explanation: when calculating net worth, & person may
include his or her equity in persomal property and real estate {except a residence), cash,
short-term investments, stock and securities. Any inclusion of equity in personal property or
real estate should be based on the fair market value of such property less debt secured by
such property., The asset side of the calculation may not include tke value of the person’s
residence; the liability side of the calenlation may not include the debt secured by the
tesidence, umless the amount of the debt exceeds the value of the residence, in which case
that excess portion must be counted as a Hability in calculating net worth);

(6) Any natural perscn who had an individual income in excess of $200,000 in each of the two
most recent years or joint incotne with that person’s spouse ib excess of $300,000 in each of
those years and has a reasomable expectation of reaching the same income lovel in the
current year;

(7) Any trust with totel assets in excess of $5,000,000 not formed for the specific purpose of
acquiring the Notes, whose purchase is drected by & sophisticated persen as described in
Rule 506(b)}(2)(i1) of Regulation D; and

(8) An entity in which all of the equity owners are 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 an investor should add to the investor's adjusted gross
income any amounts attributable to tax exempt ncome received, losses claimed as limited
partner in any limited partnership, deducticas claimed for depletion, contributions to an IRA,
KEOGH, SEP IRA or ROTH IRA retirement plan, zlimony payments, and any amount by which
incame from long-term capital gains has been reduced in arriving at adjusted gross income.

63
200743069.1 43320/17¢145

DIC0008945



	Olson Exhibit No. 958
	Olson Exhibit No. 959
	Olson Exhibit No. 960 REDACTED
	Olson Exhibit No. 961



