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SUPERIOR COURT OF ARIZONA

COUNTY OF MARICOPA

Peter S. Davis, as Receiver of DenSco
Investment Corporation, an Arizona
corporation,

Plaintiff,
\
Clark Hill PLC, a Michigan limited liability
company; David G. Beauchamp and Jane Doe
Beauchamp, husband and wife,

Defendants.

No. CV2017-013832

DEFENDANTS’ STATEMENT OF
FACTS IN SUPPORT OF THEIR
MOTIONs FOR SUMMARY
JUDGMENT ON (1) JOINT AND
SEVERAL LIABILITY AND (2) AIDING
AND ABETTING

(Oral Argument requested)

(Assigned to the Honorable Daniel Martin)

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

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

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

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

Memorandum (Exh. 432) at BC_ 002921 and BC 002960; DSOF Exh. 2, Expert Report of

Neil J. Wertlieb at p. 42 (describing DenSco as “One-Man Shop”).
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2. DenSco focused on the “hard money lending” business in Arizona. DenSco
made high interest short-term loans to borrowers, who used DenSco’s funds to buy
residential properties. The purchasers generally improved the properties (with physical
improvements or by placing renters in them) and then “flipped” them at a profit. DenSco
represented to its investors in its POMs that these loans were secured by first position deeds
of trust on the properties purchased by the borrower, and that the company would maintain
a diverse borrower base, with no more than 10-15% of DenSco concentrated with any one
borrower. DSOF Exh. 1, 2011 DenSco Private Offering Memorandum (Exh. 432) at
BC 002924 and BC_002957.

3. DenSco’s Receipt and Mortgage document expressly stated that DenSco was
funding its loan to the borrower by delivering loan funds to the trustee. DSOF Exh. 3, Sample
DenSco Mortgage (Exh. 0027).

4. It is standard practice in the “hard money lending” industry to fund loans
requested by borrowers to a trustee. DSOF Exh. 4, Reichmann Depo. Tr. at 20:14-21; DSOF
Exh. 5, Gould Depo. Tr. at 79:24-80:14.

5. DenSco’s business practice, however, was to lend money to borrowers by
providing the funds directly to them, rather than to a trustee, thereby trusting the borrower to
make proper use of the money. DSOF Exh. 6, January 7, 2014 email from Chittick to
Beauchamp at DIC0007135-7138; DSOF Exh. 7, Plaintiff’s Seventh Supplemental
Disclosure Statement at 9 222.a.

6. DenSco financed its business by raising money from investors. DenSco issued
general obligation notes at interest rates that varied depending on the maturity date. The
notes were not directly tied to or secured by any specific properties DenSco was financing,
or by any other security. DSOF Exh. 1, 2011 DenSco Private Offering Memorandum at
BC _002945.
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7. Almost all of DenSco’s investors were friends, family members or business
acquaintances of Chittick. DSOF Exh. 8, June 17, 2013 email from Beauchamp to R. Wang
(Exh. 117).

8. David Beauchamp is an attorney at Clark Hill PLC who represents clients in
the areas of corporate law, securities, venture capital, and private equity. DSOF Exh. 9, D.
Beauchamp CV (Exh. 3). He began providing securities advice to DenSco in the early 2000s,
while he was a partner at the law firm Gammage & Burnham. DSOF Exh. 10, Defendants’
Eighth Supplemental Disclosure Statement at p. 6. Beauchamp did discrete work on behalf
of DenSco over the years including: (1) drafting DenSco’s Private Offering Memoranda
(“POM”) and related investors documents; (2) advising DenSco regarding Blue Sky laws
and state and federal securities reporting and filing requirements; (3) advising DenSco as to
the rules and regulations promulgated by state financial and lending authorities; and (4)
advising DenSco regarding the applicability of mortgage broker regulations. Id. at p. 4.

0. The POMs were updated typically every two years in June based on
information provided by Chittick. DSOF Exh. 1, 2011 DenSco Private Offering
Memorandum (Exh. 432) at BC_002913; DSOF Exh. 11, Beauchamp Depo. Tr. at 256:22 —
257:3.

10.  One of DenSco’s most prolific borrowers was Yomtov “Scott” Menaged.
DenSco began lending money to Menaged and various entities he controlled in 2007.
According to Chittick, DenSco had lent Menaged “50 million dollars” between 2007 and
January 7, 2014. DSOF Exh. 6.

11.  In September 2012 another hard money lender, Active Funding Group, LLC
(“AFG”), learned that Menaged had placed deeds of trust in favor of both AFG and DenSco
on multiple properties, jeopardizing lien priorities. AFG told Chittick about the issue. DSOF
Exh. 4, Reichman Depo. Tr. at 65:15-66:21, 69:3-5, 70:23-73:5; DSOF Exh. 12, September
21, 2012 email from Chittick to Menaged (Exh. 487) at R-RFP-Response000916; DSOF
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Exh. 13, September 21, 2012 emails between Reichman and Menaged (Exh. 488); DSOF
Exh. 14, September 24, 2012 email from Chittick to Menaged (Exh. 491). Chittick was
unperturbed by the revelation. DSOF Exh. 4, Reichman Depo. Tr. at 67-68.

12.  Chittick subsequently increased DenSco’s outstanding loan balance to
Menaged and his entities six-fold by the end of 2013. DenSco’s outstanding loan balance to
Menaged increased from $4.65 million outstanding at the end of 2012 to $28.5 million
outstanding at the end of 2013, such that loans to Menaged made up half of DenSco’s loan
portfolio. DSOF Exh. 15, Expert Report of David R. Perry at pp. 5, 9, 10.

13.  On January 7, 2014, Chittick sent Beauchamp an email stating, among other
things, that “I’ve been lending to Scott Menaged through a few different LLC’s and his name
since 2007. [1]’ve lent him 50 million dollars and [I] have never had a problem with payment
or issue that hasn’t been resolved.” DSOF Exh. 6.

14. At the time Chittick sent the January 7, 2014 email to Beauchamp, over $30
million of the cumulative total of $50 million lent to Mr. Menaged had been lent in the last
year, $28.5 million was outstanding as of December 31, 2013, and $12.7 million of the $28.5
million outstanding had been lent more than six months ago and was in default. Exh. 15,
Expert Report of David R. Perry at p. 10.

15. In May 2013, DenSco was sued by a company named FREO Arizona, LLC
(“Freo”). The complaint named all persons and entities that had recorded an interest in the
property as defendants, including DenSco. The other defendants included, but were not
limited to, Easy Investments, LLC — an entity controlled by Menaged — and AFG. The
lawsuit recited that Easy Investments had purchased a property at a trustee’s sale using a
DenSco loan, but that the property had been purchased previously by Freo. DSOF Exh. 16,
Partial Freo Complaint and accompanying June 14, 2013 email from Chittick to Beauchamp

(Exh. 111).
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16.  Chittick informed Beauchamp of the Freo lawsuit in early June 2013. He sent
Beauchamp the first four pages of the complaint and wrote: “I have a borrower, to which i’ve
done a ton of business with, million in loans and hundreds of loans for several years, he’s
getting sued along with me. He bought a property at auction, was issued a trustee’s deed, I
put a loan on it. Evidently the trustee had already sold it before the auction and received
money on it . . ..” Chittick did not ask Beauchamp to take any action with respect to the
Freo lawsuit, writing instead that he “just wanted [Beauchamp] to be aware of it.” Chittick
further informed Beauchamp that “Easy Investments, had his attorney working on it, I’'m ok
to piggy back with his attorney to fight it[.]” Id. The Receiver alleges that the Freo lawsuit
put Beauchamp on notice that there were systemic issues with DenSco’s lending procedures.
DSOF Exh. 2, Expert Report of Neil J. Wertlieb at p. 50-51 (describing DenSco as “One-
Man Shop”).

17.  Chittick forwarded the email he sent to Beauchamp to Menaged and told
Menaged that “I’m going to keep [Beauchamp] from running up any unessary [sic] bills, just
talk to your guy and hadn [sic] if off ot [sic] him.” DSOF Exh. 17, June 14, 2013 email from
Chittick to Menaged at CH_REC _CHI _0060457.

18.  Beauchamp informed Chittick that the fact of the Freo lawsuit would have to
be disclosed in a revised POM that Beauchamp was working on, to which Chittick responded
“1 sentence should suffice!” DSOF Exh. 18, June 14, 2013 email exchange between Chittick
to Beauchamp (Exh. 113); DSOF Exh. 2 Expert Report of Neil J. Wertlieb at p. 10.

19.  DenSco’s POMs provided short explanations as to whether collateral was
foreclosed on, or if loans did not yield a profit. The POM would then provide an explanation
as to how that particular loan loss affected the company. DSOF Exh. 1,2011 DenSco Private
Offering Memorandum at BC_002956-BC_002959.

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

December 6, 2013. SOF Exh. 19, Minute Entry (CV 2013-007663).
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21.  Beauchamp started updating the 2011 POM in May 2013, met with Chittick to
discuss revisions, and continued to make edits to it through July 2013. DSOF Exh. 20, May
— July 2013 Bryan Cave invoices (Exhs. 132, 133, and 139). Ultimately, Chittick failed to
provide that the business and financial information needed to update the POM. DSOF Exh.
11, Beauchamp Depo. Tr. at 74:16 — 75:2, 287:22-24, 289:18-22. After Beauchamp left
Bryan Cave and joined Clark Hill, Chittick requested that Beauchamp stop work on the 2013
POM update in August 2013. Id.

22.  In November 2013, Chittick again learned that multiple properties purchased
with DenSco loans were not secured in the first position. Menaged told Chittick that entities
owned by him had double liened additional properties with loans from both DenSco and
other hard money lenders, and that almost all of DenSco’s loans were at issue. According to
Menaged, his wife had become critically ill and he had turned the day-to-day operations of
his companies over to his cousin. The cousin requested loans for the same property from
multiple lenders, and both lenders recorded deeds of trust. The cousin then absconded with
the funds lent to Menaged’s entities. DSOF Exh. 38, Receiver’s Dec. 23, 2016 Status Report
at p. 7-9; DSOF Exh. 6. The Receiver refers to this as the “First Fraud.” DSOF Exh. 38,
Receiver’s Dec. 23, 2016 Status Report at 7-9.

23.  Menaged told other hard money lenders involved in the First Fraud similar
stories. DSOF Exh. 4, Reichmann Depo. Tr. at 142:3-13 (Menaged explained that he “had
an employee . . . a Jamaican woman who was running part of his business, and he had her
fired a couple of weeks ago, and that what he was able to determine, was that he thinks there
may be a theft issue and that she was responsible for the theft . . . .”). Reichman believed
Menaged’s story and continued to believe he was a good businessman. Id. at 42:1-14 and
92:24-95:4.

24.  Without any attorney advice, Menaged and Chittick devised a plan in
November and December 2013 to resolve the double liens. DSOF Exh. 21, Expert Report
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of David B. Weekly at § 6 (“When Chittick learned about the double encumbering of loans,
he and Menaged created a plan in an attempt to resolve the issue.”); DSOF Exh. 2, Expert
Report of Neil J. Wertlieb at p. 15 (“Mr. Chittick and Mr. Menaged Create the ‘Plan’”);
DSOF Exh. 4, Reichmann Depo. Tr. 144:25 — 145:3 (Menaged told Reichmann that “Denny
had agreed to become a partner with him in his wholesale business, so he would participate
in profits from the wholesale business to reduce his exposure on the lending side.”).

25.  Chittick called Beauchamp on December 18, 2013 and mentioned that
Menaged had double liened a few properties, but that the issue was being resolved. He
provided no further details regarding the scope and extent of the First Fraud. DSOF Exh. 21,
December 2013 Clark Hill invoice (Exh. 6); DSOF Exh. 22, Beauchamp’s response to
Interrogatory No. 5.

26.  On January 6, 2014, Bob Miller, an attorney with the law firm Bryan Cave
Leighton Pasiner (then known as Bryan Cave LLP), sent Chittick a letter on behalf of various
lenders subject to the First Fraud (the “Bryan Cave Demand Letter”). The letter asserted that
the lenders had advanced purchase money loans directly to trustees to buy more than 50
properties out of foreclosure, and had recorded deeds of trust to evidence their first position
security interest. DenSco, however, had likewise recorded mortgages evidencing its
purchase money loans for the same properties. DSOF Exh. 23 Bryan Cave Demand Letter
(Exh. 942) at DIC0008607.

27.  The Bryan Cave Demand Letter (1) asserted that DenSco’s claimed interest
was a “practical and legal impossibility since . . . only the Lenders provided the applicable
trustee with certified funds supporting the Borrowers purchase money acquisition for each
of the Properties,” (2) demanded that DenSco subordinate its alleged interests to their
interests, and (3) threatened to bring claims for fraud and conspiracy to defraud, negligent

misrepresentation, and wrongful recordation. Id.
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28.  Inatelephone call with Beauchamp the day the Bryan Cave demand letter was
sent, Chittick explained that he and Menaged had “already fixed about 6 loans.” DSOF Exh.
24, January 6, 2014 notes of Beauchamp (Exh. 143).

29.  The next day, Chittick emailed Beauchamp and explained for the first time that
the issue in the Bryan Cave Demand Letter had arisen because of Menaged’s cousin. The
email also explained that Chittick and Menaged had developed a plan to fix the problem and
outlined the broad terms of the plan. Chittick explained to Beauchamp that “Scott and I spent
a great amount of time creating a plan to fix this. Our plan is simple, sell off the properties
and pay off both liens with interest and make everyone whole.” The plan also involved both
DenSco loaning Menaged an additional $1 million and Menaged “bringing in 4-5 million

(1984
1

dollars over the next 120 days . . ..” Chittick explained to Beauchamp that “i’ve been over
this plan 100 times and the numbers and 1 truly believe this is the right avenue to fix the
problem. we have been proceeding with this plan since November and we’ve already cleared
up about 10% of the total $’s in question.” DSOF Exh. 6. See also DSOF Exh. 25, Menaged
Depo. Tr. at 134-135. Chittick’s email to Beauchamp on January 7, 2014 was the first time
that Beauchamp was made aware of the First Fraud. DSOF Exh. 7, Plaintiff’s Seventh
Supplemental Disclosure Statement at 9] 122, 128, 130.

30.  Chittick’s email also explained that DenSco’s general business practice was to
lend money directly to borrowers to purchase properties, rather than funding the loan to the
trustee. DSOF Exh. 6.

31.  OnJanuary 9, 2014, Chittick sent Beauchamp an email that appears to question
the need or value of providing loans funds directly to a trustee. Beauchamp responded to
Chittick that the process he was suggesting was “a procedure that does not work.” DSOF
Exh. 26, January 9, 2014 email exchange between Beauchamp to Chittick (Exh. 147).

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

directly to a trustee to safeguard DenSco’s money and its preferred lien priority. DSOF Exh.
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11, Beauchamp Depo. Tr. at 358:18-19; 359-361; DSOF 25, Menaged Dep. Tr. at 239:1-9;
DSOF Exh. 10, Defendants’ Eighth Supplemental Disclosure Statement at p. 27.

33. On January 9, 2014, Beauchamp met with both Chittick and Menaged
regarding the First Fraud. In that meeting, Chittick and Menaged once again asserted that
Menaged’s cousin was responsible for the double liening problem and that issues with 10%
of the double liened properties had been resolved “in [the] last 45 days.” DSOF Exh. 27,
January 9, 2014 notes of Beauchamp (Exh. 145).

34.  Chittick had already started advancing money to Menaged pursuant to their
workout plan before he ever alerted Clark Hill as to any issues. DSOF Exh. 28, Receiver
Analysis of $1 million workout loan.

35.  Beauchamp asked Chittick if he had vetted Menaged’s “cousin” story. Chittick
assured Beauchamp that he had. DSOF Exh. 11, Beauchamp Depo. Tr. at 335:18-22.

36.  Beauchamp advised Chittick that the plan devised by Chittick and Menaged
should be documented in writing. DSOF Exh. 29, January 15, 2014 email from Beauchamp
to Chittick (Exh. 175) (“We still need to get Scott to sign the Term sheet and then the
Forbearance Agreement to protect DenSco as we proceed.”) and DSOF Exh. 30, February 7,
2014 email from Beauchamp to Chittick (Exh. 343) (advising Chittick that he needs to have
“a sworn set of facts that you can rely upon.”).

37.  Beauchamp also instructed Chittick to make oral disclosures about the First
Fraud to any DenSco investors who had decided to make new or roll over investments.
DSOF Exh. 11, Beauchamp Depo. Tr. at 78:15 — 79:6, 158:24 — 159:4, 159:14 — 160:7;
172:7-21. Such oral disclosures are permitted under Regulation D of the Securities Act of
1933. DSOF Exh. 31, Expert Report of Kevin Olson at p. 7-8; DSOF Exh. 2 at p. 38
(“Disclosures that are provided to investors in a private placement offering are typically

contained in a written document . . . .””) (emphasis added).
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38.  Chittick understood that he had an obligation to disclose the First Fraud. He
told Menaged on February 11, 2014 that DenSco had not “taken any new investors, so if I
do, 1 have to disclose a loto [sic] to them, which is all about you!” DSOF Exh. 32, February
11, 2014 from Chittick to Menaged (Exh. 548).

39.  Beauchamp also reminded Chittick that DenSco had to fund loans to trustees
directly, rather than the borrowers themselves. DSOF Exh. 11, Beauchamp Depo. Tr. at
358:18-19; 359-361; DSOF Menaged Dep. Tr. at 239:1-9. Chittick averred that he
understood that the procedure was incorrect and that he would fix it moving forward. DSOF
Exh. 11, Beauchamp Depo. Tr. at 364:17-24. Clark Hill believed that representation. DSOF
Exh. 33, Schenck Depo. Tr. at 106:22-107:3 (testifying that “[Clark Hill] did not know what
Denny was going to . . . still go[] forward with his practices.”).

40. A Term Sheet was executed by Menaged and Chittick on approximately
January 17, 2014 that broadly outlined the plan devised by Menaged and Chittick. The key
points of the Term Sheet were that:

a. Menaged agreed to pay off any shortfall on the loans as the double-encumbered
properties were sold or refinanced by borrowing $1 million from a third party
and liquidating assets worth $4-5 million;

b. Menaged agreed to obtain a $10 million life insurance policy naming DenSco
as the beneficiary;

c. Menaged admitted that the DenSco loans were secured by deeds of trust that
were intended to be in a first lien position; and

d. DenSco agreed to loan up to $1 million to Menaged for purposes of purchasing
and flipping or renting additional properties, with all profits used to pay off the
loans on the double-encumbered properties.

DSOF Exh. 34, Term Sheet (Exh. 192).
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41.  Prior to signing the Term Sheet, Beauchamp advised Chittick not to accept
many of the terms in the Term Sheet recommended by Menaged because they were “not in
your legal best interest.” DSOF Exh. 35, January 16, 2014 email exchange between
Beauchamp and Chittick at DIC0006221 — DIC0006222.

42. Notwithstanding Beauchamp’s advice to the contrary, DenSco executed the
Term Sheet and Beauchamp began preparing a more formal Forbearance Agreement.
Beauchamp believed the Forbearance Agreement would be completed before the end of
January. DSOF Exh. 36, January 21, 2014 email from Beauchamp to Chittick at
DIC0006528 (“I am just very concerned about the payoffs getting so far ahead of the
documentation. I have authorized the preparation of the Forbearance Agreement and the
related documents. Under normal circumstances, this should be finalized and signed before
your advance all of this additional money. We plan to get the documents to you and Scott
later this week. Hopefully, we can get the documents signed later this week.”).

43.  Menaged retained Jeffrey Goulder at Stinson Morrison to negotiate the
Forbearance Agreement on his behalf. DSOF Exh. 37, January 15, 2014 email exchange
between Beauchamp and Chittick (Exh. 165) and January 13, 2014 email from Menaged to
Beauchamp (Exh. 155) (“I am meeting with my attorney wed at 1030 am. I will discuss with
him about what to provide and what not to. Me, you and Denny are on the same side here, |
just know you can’t advise me legally so I asked to meet with my attorney.”).

44.  While negotiating the Forbearance Agreement, Beauchamp repeatedly pushed
back on edits requested by Menaged, his counsel, and Chittick, and reminded Chittick of
DenSco’s fiduciary duties to its investors:

a. February 4, 2014: “AT YOUR REQUEST, I DID NOT INCLUDE ANY
HARSH OR SIGNIFICANTLY PRO-LENDER PROVISIONS. ... You
can help and have helped Scott, but you cannot OBLIGATE DenSco to further

help Scott, because that would breach your fiduciary duty to your investors.”
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DSOF Exh. 40, February 4, 2014 email from Beauchamp to Chittick at
DIC0006673.

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

having this agreement used as evidence of fraud against him in a litigation, the
agreement needs to comply with Denny’s fiduciary obligations to his investors

..” DSOF Exh. 41, February 7, 2014 email from Beauchamp to Goulder
(Exh. 343).

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

Your fiduciary duty to your investors makes this a difficult balancing act.”
DSOF Exh. 42, February 9, 2014 email from Beauchamp to Chittick at
DIC0006708.

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

agree to accept a watered down agreement and give up substantial rights that
you should not have to give up. Unfortunately, it is not your money. It is your
investors’ money. So you have a fiduciary duty.” DSOF Exh. 43, February
14, 2014 email from Beauchamp to Chittick (Exh. 75).

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

much killed your ability to sign the Forbearance Agreement, which I believe
[Menaged’s attorney| wanted form the very beginning.” DSOF Exh. 44,
February 25, 2014 email from Beauchamp to Chittick (Exh. 360).

March 13, 2014: “In order to comply with the specific securities disclosure
requirements, I left  (blank) the amount of time for Scott to be able to
review and comment upon the proposed disclosure (suggest 48 hours) and I
did not give him the right to disapprove and block what you can or cannot
disclose. DenSco and you as the promoter of DenSco’s offering have to make

the decisions as to what is to be disclosed or not. With respect to timing, we
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are already very late in providing information to your investors about this
problem and the resulting material changes from your business plan. We
cannot give Scott and his attorney any time to cause further delay in getting
this Forbearance Agreement finished and the necessary disclosure prepared
and circulated.” DSOF Exh. 45, March 13, 2014 email from Beauchamp to
Chittick (Exh. 383).

45.  Beauchamp sought counsel from other Clark Hill lawyers regarding
Menaged’s demands for protections in the event of a bankruptcy filing. DSOF Exh. 46,
February 20, 2014 email from Beauchamp to R. Gordon, K. Wakim and J. Applebaum (Exh.
356).

46.  The Forbearance Agreement was also delayed several months because Chittick
refused to provide Clark Hill with accurate information regarding the extent and scope of the
First Fraud subject to the Forbearance Agreement, despite Clark Hill’s repeated requests for
such information. For example, Clark Hill asked Chittick on February 3, 2014 to “list all of
the properties affected by this double-funding with separate sublists showing the properties
that have already been resolved” in a document that would be appended as Exhibit A to the
Forbearance Agreement. Chittick responded that he wouldn’t have a complete list for
another three weeks, to which Clark Hill replied, “We need to know the list that existed when
this problem was first recognized and you started to correct it in November and the changes
since that time until the Forbearance Agreement is signed.” DSOF Exh. 47, February 3, 2014
email exchange between Beauchamp and Chittick (Exh. 329). Chittick did not provide any
detail regarding the balance of loans subject to the First Fraud until March 21, 2014. DSOF
Exh. 48, March 21, 2014 email from Chittick to Beauchamp (Exh. 392). But even then, the
detail provided by Chittick was incorrect and underestimated the true balance of loans subject
to the Forberance Agreement. DSOF Exh. 49, Authorization to Update Forbearance
Agreement at DIC0005823; DSOF Exh. 11, Beauchamp Depo. Tr. at 177:22-178:1.
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47.

Throughout the negotiation of the Forbearance Agreement, Chittick and

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

Agreement:

48.

a.

February 3, 2014: Chittick writes to Menaged regarding the efforts to draft a
Forbearance Agreement, and asks if Menaged had “put a call in to [his
attorney] to get him on the phone with [Beauchamp] and pound through” what
Chittick refers to as “their language arts assignment”. DSOF Exh. 50, February
3, 2014 email from Chittick to Menaged at CH_ REC_MEN 0027814.
February 7, 2014: Regarding revisions to the draft Forbearance Agreement,
Chittick states “after any changes we agree to and make, david will amek [sic]
them them [sic]. I tell david to send it to jeff, you tell jeff, the terms are
agreeable between us, and they can only fix the spelling!” DSOF Exh. 51,
February 7, 2014 email from  Chittick to Menaged at
CH_REC _MEN 0027218.

February 14, 2014: Chittick and Menaged complain amongst themselves that
“these lawyers are trying to prevent progress” and increase their fees. DSOF
Exh. 52, February 14, 2014 email from Chittick to Menaged at
CH_REC _MEN 0026600.

February 15, 2014: Chittick again emails Menaged regarding his frustration
with Beauchamp for wanting to know what Menaged’s “points of contention”
are with respect to the draft Forbearance Agreement. Chittick complains that
“attorneys’ sole purpose is to self perserverance [sic].” DSOF Exh. 53,
February 15, 2014 email from Chittick to Menaged at
CH_REC_MEN 0026580.

Menaged has confirmed that Chittick disliked lawyers and the fees associated

with them. DSOF Exh. 25, Menaged Depo. Tr. at 38:13-16.

{00468829.1 }
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49.  Chittick repeatedly shared privileged communications between Beauchamp
and DenSco with Menaged:

a. February 4, 2014: Chittick writes to Menaged that he “would forward you
three emails dave sent me tonight, but the summary is basically, it’s become a
battle,” to which Menaged responds “I will call you in an hour or so.” DSOF
Exh. 54, February 4, 2014 email from Chittick to Menaged at
CH_REC _MEN 0027591.

b. February 5, 2014: Chittick writes to Menaged that he had directed Beauchamp
to “make some concenssions [sic] that you and I agreed to. . ..” DSOF Exh.
55, February 5, 2014 email from Chittick to Menaged at
CH_REC _MEN 0027482.

c. February 8, 2014: Chittick writes email to Menaged titled “david” and
summarizes conversation between Beauchamp and Chittick. DSOF Exh. 56,
February 8, 2014 email from  Chittick to  Menaged at
CH_REC _MEN 0027195.

50.  Menaged has confirmed that Chittick revealed protected communications from
Beauchamp regularly. DSOF Exh. 25, Menaged Depo. Tr. at 38:13-16.

51.  The Forbearance Agreement became effective on April 14, 2014. Prior to
signing the agreement, Menaged told Chittick that he had signed it “even though it is not
anymore a true understanding of what we are doing. . . . So lots of this is no longer valid or
True [sic], but I signed it so at least you have it for and not to have Dave Change [sic] it again
and again with every move we make.” DSOF Exh. 57, April 3, 2014 email from Menaged
to Chittick at CH_REC_CHI_0068720.

52.  The Forbearance Agreement addressed the following points:

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

the 1ssue;

{00468829.1 } 15




O© 0 3 O »n A~ W N

N NN N N NN = e e e e e e e
(o) NNV, B S VS S =N o e SN BN o) UV, N SN VS N S =)

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

c. Menaged and his entities agreed to pay off the double-encumbered loans by
liquidating additional assets, renting or selling real estate, recovering stolen
funds, and obtaining $4.2 million in outside financing;

d. Menaged agreed to provide additional security and guarantees, including a $10
million life insurance policy naming DenSco as beneficiary; and

e. DenSco agreed to extend up to $6 million in additional financing to Menaged
(and defer the collection of interest on defaulted loans) for purposes of
purchasing and flipping or renting additional properties, with all profits used
to pay off the loans on the double-encumbered properties.

DSOF Exh. 58, Forbearance Agreement at DIC0008036.

53.  Chittick ultimately lent Menaged more than $14 million under the Forbearance
Agreement. DSOF Exh. 15, Expert Report of David R. Perry at p. 13.

54.  After the Forbearance Agreement was signed, an Authorization To Update the
Forbearance Agreement was executed to correct the loan balance subject to the First Fraud.
DSOF Exh. 59, April 18, 2014 email exchange between Beauchamp and Chittick (Exh. 97A
and Exh. 98).

55.  Clark Hill also began to immediately update the 2011 POM. Schenck emailed
a draft of the 2014 POM to Beauchamp on May 14, 2014. The draft included a description
of the First Fraud and Forbearance Agreement. DSOF Exh. 60 May 14, 2014 email from
Schenck to Beauchamp with 2014 POM attached (Exh. 101). The draft had numerous blanks
that required information from DenSco, and included numerous comments and questions for
Chittick. /d.

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

least approve the description of the double lien issue and the workout. Chittick refused.
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Beauchamp terminated DenSco as a securities client in May 2014 and stopped performing
securities work for DenSco. DSOF Exh. 11, Beauchamp Depo. Tr. at 121:20-122:4, 164:1-
14; DSOF Exh. 33, Schenck Depo Tr. at 111:5-112:12. Chittick represented at that time that
he was in the process of obtaining new counsel. DSOF Exh. 11, Beauchamp Depo. Tr. at
212:13-16.

57.  Clark Hill continued to do limited work related to the Authorization To Update
the Forbearance Agreement in June 2014, necessitated by Chittick’s failure to provide
accurate, up-to-date information regarding the double liened properties. DSOF Exh. 59.

58.  Chittick and Menaged purposely delayed sending Clark Hill the necessary
paperwork until mid-June. DSOF Exh. 61, email exchanges between Beauchamp, Chittick
and  Menaged at CH_REC _CHI 0012589, CH_REC CHI 0012644 and
CH_REC _CHI 0012840. The update to the Forbearance Agreement was signed on June 18,
2014. DSOF Exh. 62, Authorization to Update Forbearance Documents (Exh. 410).

59.  Clark Hill did no further work on behalf of DenSco until 2016. At that point,
Chittick informed Beauchamp that DenSco had issued an updated POM. DSOF Exh. 11,
Beauchamp Depo. Tr. at 230:4-8.

60.  Beginning on January 22, 2014, while the Forbearance Agreement was being
negotiated, Menaged began perpetrating another fraud on DenSco, known as the “Second
Fraud” according to the Receiver. DSOF Exh. 38, Receiver’s Dec. 23, 2016 Status Report
at 7-9. That Second Fraud gave rise to nearly all of the damages attributed to Clark Hill in
this case. DSOF Exh. 21, Expert Report of David B. Weekly at 9§ 44.

61.  Pursuant to the Second Fraud, DenSco would loan money to Menaged to
purchase properties and Menaged would create fictitious documents that would give the
impression that Menaged had purchased the properties. Menaged would first utilize his
banks (US Bank and Chase Bank) to obtain cashiers’ checks made out to various trustees,

take pictures of those checks to prove to Chittick that they had been issued, and immediately
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redeposit the funds back into his personal accounts. Menaged would then falsify trustee sales
receipts to makes it look like Menaged purchased the property. DSOF Exh. 63, Complaint
(CV2019-011499). Menaged procured more than 1,300 checks for $319 million dollars
through this Second Fraud. Id. at 99 63, 117. The Receiver acknowledges in its lawsuit
against the various banks that participated in the Second Fraud that “[b]ut for [the banks’]
substantial assistance, Menaged could not have scammed DenSco out of tens-of-millions of
dollars.” Id. at Introduction.

62. Menaged claims that Chittick knew that Menaged was not purchasing
properties after January 9, 2014. DSOF Exh. 25, Menaged Depo. Tr. at 152-153.

63.  Chittick committed suicide on July 28, 2016. DSOF Exh. 64, Complaint (CV
2017-013832).

64.  On December 9, 2016, the Receiver filed a Notice of Claim Against Estate of
Denny J. Chittick that charged Chittick with responsibility for more than $45 million in
losses DenSco experienced because of the frauds perpetrated by Menaged. DSOF Exh. 65,
Notice of Claim Against Estate of Denny J. Chittick. The Receiver specifically alleged that
Chittick was at fault for “aiding and abetting [Menaged] in his torts against DenSco,”
defrauding DenSco and its investors, and committing “gross negligence” through his reckless
lending practices. Id. The Receiver also alleged that over time, Chittick had taken millions
of dollars out of DenSco after he learned about the double-liening issue. Id.

65. The Receiver ultimately settled with the Chittick Estate for between $1.8 and
$3.0 million. DSOF Exh. 66, Petition to Approve Settlement Agreement Between Receiver,
Shawna Chittick Heuer, Individually And As Personal Representative of Estate of Denny J.
Chittick, Paul Theut As Guardian Ad Litem for Ty and Dillon Chittick and Ranasha Chittick
at 9 37.

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

for Wire Fraud, Aggravated Identity Theft, Conspiracy to Defraud, and Forfeiture related to
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the Second Fraud in October 2017. DSOF Exh. 67, Indictment (CR-17-00680-PHX-
GMS(MHB)). He ultimately pled guilty to Conspiracy to Commit Bank Fraud, Aggravated
Identity Theft, and Money Laundering Conspiracy and was sentenced to 17 years in federal
prison. DSOF Exh. 68, Judgment In A Criminal Case (CR-17-00680-PHX-GMS(MHB)).
As part of his plea, Menaged admitted that he “defrauded DenSco by embezzling millions of
dollars without purchasing properties with the loans obtained from DenSco” by using
“completely fabricated” documents. DSOF Exh. 69, Plea Agreement (CR-17-00680-PHX-
GMS(MHB)). Menaged also pled guilty to defrauding Wells Fargo and Synchrony Bank out
of $2.1 million, a fraud Menaged perpetrated “largely to obtain cash quickly after” his fraud
against DenSco “no longer provided the defendant with a source of cash.” Id.

67.  On or about August 4, 2017, Menaged and his wife consented to the entry of a
nondischargeable civil judgment in favor of the Receiver for $31 million. The Receiver
agreed to reduce the amount Menaged and his wife owed DenSco by whatever it collected
from other parties. DSOF Exh. 70, Receiver’s Petition For Order Approving Settlement
Agreement With Yomtov Scott Menaged and Francine Menaged at 4 33 and accompanying
Judgment. The Receiver also obtained a cooperation agreement from Menaged. /d.

68.  The Receiver filed suit against Clark Hill on October 16, 2017 and alleged
claims for legal malpractice and aiding and abetting Chittick’s breach of fiduciary duties.
DSOF Exh. 64.

69. The Receiver alleges that Clark Hill is jointly and severally liable with
Menaged and Chittick for the damages resulting to DenSco under A.R.S. § 12-2506.
Specifically, the Receiver asserts that Clark Hill is jointly and severally liable with Menaged
and Chittick because: (1) “Clark Hill initially advised DenSco that it did not need to disclose
material facts to investors while a forbearance agreement was drawn up”’; (2) “Clark Hill
negotiated and recommended a forbearance agreement between DenSco and Menaged that

itself was a breach of fiduciary duty to DenSco’s investors” because it “subordinat[ed]
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DenSco’s debt to other hard money lenders and was a fig leaf to fool investors that DenSco
was working itself out of an overwhelming debt”; and (3) “Clark Hill sat quietly by and
allowed DenSco over a year to work itself out of the Menaged fraud problem — telling
Chittick that DenSco could do so without disclosing a thing to investors.” Those enumerated
acts constitute “multiple acts of aiding and abetting” according to the Plaintiff, making
“Clark Hill jointly and severally liable with both Chittick and Menaged for damages”
because the three “acted in concert to create an agreement that on its face and in practice
subordinated Densco’s [sic] notes into junior positions.” DSOF Exh. 7, Plaintiff’s Seventh
Supplemental Disclosure Statement at p. 125-26; DSOF Exh. 71, May 13, 2019 letter from
Campbell to Bae.

70.  The Receiver alleges that Clark Hill aided and abetted Chittick breaching his
fiduciary duties to DenSco in no less than 11 different ways Chittick. DSOF Exh. 7,

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

DATED this 15" day of November, 2019.

COPPERSMITH BROCKELMAN PL.C

By:_/s/John E. DeWulf
John E. DeWulf
Marvin C. Ruth
Vidula U. Patki
2800 North Central Avenue, Suite 1900
Phoenix, Arizona 85004
Attorneys for Defendants
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ORIGINAL E-FILED and served via
AZTurboCourt and COPY

of the foregoing mailed this

15" day of November, 2019 to:

Colin F. Campbell, Esq.
Geoftrey M. T. Sturr, Esq.
Joseph Roth, Esq.

Joshua M. Whitaker, Esq.
OSBORN MALEDON, P.A.

2929 N. Central Ave., Suite 2100
Phoenix, AZ 85012-2793
ccampbell@omlaw.com
gsturr@omlaw.com
roth@omlaw.com

whitaker@omlaw.com

Attorneys for Plaintiff

/s/ Verna Colwell
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No: Name of Payee:

Confidential Private Offering Memorandum

DenSco Investment Corporation

General Obligations Notes

Minimum Purchase $50,000

The General Obligation Notes (the “Notes™) arc general cbligations of DenSco
Tavestment Corporation, an Arizona corporation (the “Company™). The Notes, together with all
other outstanding notes and a1l other advances or liabilities owed by the Company to any holder
of an outstanding note will be secured by a general pledge of ail assets owned by or later
acquired by the Company. The Company’s largsst assets will be the Trust Deeds, as defined
herein, acquired by the Company and the Notes will be superior in priority and liguidation
preference to Notes subscribed for by officers and shareholders of the Company. Interest will be
paid monthly, quarterly or at maturity. The Notes are not insured or gnaranieed 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 reeeipt of written request, but the
Company will not be obligated to do so. The Notes may be redeamed 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 another. The Notes may be purchased directly from the Company
without commission, The Company intends to offer the Notes on a continuous basis until the
earlier of (a) the sale of the maximum offering, or (b) two years from the date of this
memorandum; provided, however, the Company reserves the right to amend, modify and/or
terminate this offering if the Company changes its operations or method of offering in any

material tespect. See “Description of Securities” and “Plan of Distribution.”
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THE NOTES ARE SPECULATIVE AND INVESTMENT IN THE NOTES
INVOLVES A HIGH PEGREE 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 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 4(2) OF THE ACT, REGULATION D
THEREUNDER, CERTAIN STATE SECURITIES LAWS AND CERTAIN RULES AND
REGULATIONS PROMULGATED PURSUANT THERETO. THE NOTES MAY NOT
BE TRANSFERRED IN THE ABSENCE OF AN EFFECTIVE REGISTRATION
STATEMENT UNDER THE ACY AND ANY APPLICABLE STATE SECURITIES
LAWS OR AN OPINION OF CQUNSEL ACCEPTABLE TO THE COMPANY AND ITS
COUNSEL THAT SUCH REGISTRATION IS NOT REQUIRED.
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B Offering Underwriting | Proceeds to the
Price (1) Commissions (2) | Company (3)

Note $50,000  -0- $50,000

Total Minimuam bﬁerillg $500,000 -0- $475,000

L()ffering Maximum $50,000,000 -0- $49,975,000

(1) The Notes arc offered in $50,000 initial investment with additional increments with a
minimum of at least $10,000. All subscriptions for Notes are subject to review and

acceptance by the Company.

(2) The Company’s President, Denny J. Chittick, is making the private placement of the Notes
on behalf of the Company. Mr. Chittick will not receive any sales commission in
connection with the placement of the Notes. The Company reserves the right to pay costs
and commission to a licensed broker-dealer with an approved custodian to facilitate
procedures by investors using qualified fimds (i.e., IRA, SEP IRA, ROTH IRA and KEOGH
Plans), up to one percent (1%) of the principal Note amount.

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

DenSco Investment Corporation
6132 W, Vietoria Place
Chandler, Arizona 85226
(c) 602-469-3001
() 602-532-7737
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THE NOTES ARE OFFERED ONLY TO PERSONS WHO ARE: (1)
“ACCREDITED INVESTORS” WITHIN THE MEANING OF RULE 50i(2) 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 ABLE TO EVALUATE THE
MERITS AND RISKS OF AN INVESTMENT IN THE NOTES EITHER ALONE OR
WITH A PURCHASER REPRESENTATIVE. SEE “INVESTOR SUITABILITY.” THE
NOTES ARE NOT OFFERED AND WILL NOT BE SOLD TO ANY PROSPECTIVE
INVESTOR UNLESS SUCH INVESTOR HAS ESTABLISHED, TO THE
SATISFACTION OF DENNY J. CHITTICK, THAT THE INVESTOR MEETS ALL OF
THE FOREGOING CRITERIA. EACH INVESTOR MUST ACQUIRE THE NOTES
FOR HIS, HER OR ITS OWN ACCOUNT, FOR INVESTMENT PURPOSES ONLY,
AND WITHOUT ANY INTENTION OF DISTRIBUTING OR RESELLING ANY OF
THE NOTES, EITHER IN WHOLE OR IN 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 PROVIDED ON THE COVER PAGE HEREQF. 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 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

683856.4 v
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DISCUSSION 1S 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 SIGNIFICANT PENALTIES FOR THE
FAILURE TO DO SO. 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 MATERIAILS OF
ANY KIND (INCLUDING OPINIONS OR OTHER TAX ANALYSES) THAT ARE
PROVIDED TO THE INVESTOR RELATING TO SUCH TAX TREATMENT AND
TAX STRUCTURE, EXCEPT TO THE EXTENT THAT SUCH DISCLOSURE IS
RESTRICTED BY APPLICABLE SECURITIES LAWS.

THE OBLIGATIONS AND REPRESENTATIONS OF THE PARTIES TO THIS
TRANSACTION WILL BE SET FORTH ONLY IN THE DOCUMENTS DESCRIBED
HEREIN. 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 IS CORRECT AS OF ANY TIME
SUBSEQUENT TO THE DATE HEREOF.

THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM HAS BEEN
PREPARED SOLELY FOR THE BENEFIT OF CERTAIN INVESTORS TO WHCOM IT
HAS BEEN DIRECTED. A PROSPECTIVE INVESTOR, BY ACCEPTING DELIVERY
OF THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM, AGREES TO
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RETURN THIS CONFIDENTTAL 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
WILEL MAKE AVATLABLE 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 IT WITHOUT
UNREASONABLE EFFORT OR EXPENSE.

ANY REPRODUCTION OR DISTRIBUTION OF THE CONYIDENTIAL
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 IS MADE TO THE SUBSCRIPTION AGREEMENT AND
SUITABILITY QUESTIONNAIRE ATTACHED HERETO FOR COMPLETE
INFORMATION CONCERNING THE RIGHTS AND OBLIGATIONS OF INVESTORS
WHO PURCHASE THE NOTES OFFERED HEREBY. CERTAIN PROVISIONS OF
AGREEMENTS AND DOCUMENTS ARE SUMMARIZED TN THIS CONFIDENTTAL
PRIVATE OFFERING MEMORANDUM, AND THE SUMMARY IS QUALIFIED IN
ITS ENTIRETY BY THE DETAILED INFORMATION OR AGREEMENT OR
DOCUMENT APPEARING ELSEWHERE. IN CASE OF A CONFLICT BETWEEN
THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM AND SUCH
AGREEMENTS OR DOCUMENTS, THE AGREEMENT OR DOCUMENT, AS THE
CASE MAY BE, SHALL GOYERN. REFERENCE 1S MADE HEREBY TO THE
COMPLETE TEXT OF ALL DOCUMENTS RELATING TO THIS PLACEMENT
THAT ARE DESCRIBED HEREIN. A COPY OF ALL DOCUMENTS AND
AGREEMENTS SG DESCRIBED RUT NOT INCLUDED HEREIN WILL BE MADE
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AVAILABLE TO A PROSPECTIVE INVESTOR AND ITS COUNSEL, ACCOUNTANT
AND ADVISER(S) UPON REQUEST.

PROSPECTIVE INVESTORS ARE NOT TO CONSTRUE THE CONTENTS OF
THIS CONFIDENTIAL PRIVATE OFFERING MEMORANDUM OR ANY PRIOR OR
SUBSEQUENT COMMUNICATIONS FROM THE COMPANY OR MR. CHITTICK
OR THEIR AFFILIATES AS LEGAL OR TAX ADVICE. EACH INVESTOR SHOULD
CONSULT HIS, HER OR ITS OWN COUNSEL, ACCOUNTANT AND OTHER
ADVISERS AS TO TAX MATTERS AND RELATED MATTERS CONCERNING AN
INVESTMENT IN THE COMPANY’S NOTES.

NOTWITHSTANDING ANYTHING CONTAINED IN THIS CONFIDENTIAL
OFFERING MEMORANDUM TO THE CONTRARY, EXCEPT AS REASONABLY
NECESSARY TO COMPLY WITH APPLICABLE SECURITIES LAWS, INVESTORS
(AND EACH EMPLOYEE, REPRESENTATIVE OR OTHER AGENT QF THE
INVESTORS) MAY NOT DISCLOSE TO ANY AND ALL PERSONS, WITHOUT
LIMITATION OF ANY KIND, THE U.S, FEDERAL INCOME TAX TREATMENT AND
TAX STRUCTURE QOF THIS OFFERING AND ALL MATERIALS OF ANY KIND
(INCLUDING OPINIONS OR OTHER TAX ANALYSES) THAT ARE PROVIDED TO
THE INVESTORS RELATING TO SUCH TAX TREATMENT AND TAX STRUCTURE,
FOR THIS PURPOSE, “TAX STRUCTURE” IS LIMITED TO FACTS RELEVANT TO
THE U.S. FEDERAL INCOME TAX TREATMENT OF THIS OFFERING AND DOES
NOT INCLUDE INFORMATION RELATING TO THE IDENTITY OF THE ISSUER,
ITS AFFILIATES, AGENTS OR ADVISORS.
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MEMORANDUM SUMMARY

The following summary should be read in conjunction with, and is qualified in its entirety
by the more detailed information appearing elsewhere in this Confidential Private Offering

Memorandum.
The Company

DenSco Invesiment 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 im 2622 loan transactions. The
Company has been and will continne to be engaged primarily in the business of making high-
interest loans with defined loan-to-value ratios to residential property remedelers (“Foreclasure
Specialists™) who purchase houses throngh pre-foreclosure process and foreclosure sales, all of
which are secured by real estate deeds of trust (“Trust Deeds™) recorded against Arizona
residential properties, but the Company will not limit its efforts to this niche. In connection with
its business, the Company will seek to maintain a diversity of builders, loan size, back-office
commercial properties, medical offices, strip commercial centers, high-end specialty and custom
residential properties and construction locations. The Company does not intend to exceed a
maximum Joan gize 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 portfolic.

The Company’s office is currently located at 6132 W. Victaria Place, Chandler, Arizona
85226. Its 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 “bost 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

G83856.4
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Restricted Nature of

Securities:

Risk Factors:

683856.4

investment in the Company at all times, This investment takes the form of
Notes. Therefore, depending on the maturity of the Notes currently held
by Mr. Chittick, the minimum offering may be met with his investment
only. The interest rates of the Notes will vary and will depend on the
denomination of the Note and the term selected by the investor. The Notes
are offered in denominations ranging from $30,000 to $1,000,000.00,
increasing in additional increments with a minimuwm of $10,000. The
Notes are paid “interest only” during their terms, with principal payable
only at maturity. Investors may elect to have mterest paid monthly,
quarterly or at maturity. If interest is paid other than monthly, interest will
compound monthly. The Notes are not transferable without obtaining the
prior written consent of the Company. The Notes are general obligations
of the Company and are not directly secured by any specific asset of the
Company. At any particular point in time, the assets of the Company will
consist primarily of Trust Deeds in an aggregate principal amount
approximately equal to the amount of the outstanding Notes. Sce “Use of
Proceeds” and “Description of Securities.”

The Notes are not registered and are restricted securities. This is a private
placement intended to be exempt from the registration requirements under
federal and applicable state securities laws, and may only be made
personally by a principal of the Company to a qualified investor who
intends to hold the investment to maturity. Sec “Description of

Securities.”

An investment in the Notes involves a significant degree of rislk. 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:

Plan of Distribution:

688356.4

The proceeds of the offering will be used as working capital primarily for
lending secured by, and the purchase of, Trust Deeds within the gnidelines
set by the Company. See “Use of Proceeds™ and “Business.”

Notes may be purchased directly from the Conmpany without commission.
The Company intends to make a continuous offering of the Notes uatil the
earlier of two years from the date of this memorandum or upon the sale of
the maximum offering of $50 million; provided, however, the Company
reserves the right to amend, modify or termdnate 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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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 Markeis and Potential Future Markets

The Company will target 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 borrowers who can fulfill their loan
obligation on highly marketable real properties with sufficient equity. When purchasing Trust
Deeds, the Company intends to consider Trust Deeds that the loan—to—value ratio does not
exceed 70 percent (70%) and the current vield is 18 percent (18%) or greater. Most of these
purchased loans will have short-term maturities (less than ome year), and under certain
circumstances, Company may charge a higher interest rate or pass through additional costs
incurred on short-term loans, Most Trust Deeds will range in size from $25,000 to $500,000,
and the largest loan size i3 not intended to exceed $1,000,000. Each loan will be secured by its
underlying real property (or in rare instances, separate real properties) as well as by personal
property involved in the construction projects and personal guaranties (as determined on a case
by case basis). The loans are written to be repaid in six months and all loans are structured to
require montbly interest payments. A majority of the loans are paid back within three months;

however, some Ioans 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 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 ratios, no greater than 70 percent
but with an objective goal of 50 percent to 60 percent. The Company anticipates that the

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

will appraise at or sell for on the retail market,

For lending on commercial projects, the Company will target established, reputable
contractors and developers who are developing back-office commercial properties, medical and
other professional offices, sirip and pre-sold commercial centers, malti-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 these Trust Deeds hive loan-to-value ratios, no greater
than 65 percent but with an objective goal of 50 percent to 60 percent. The maximum loan size
is intended to be $1,000,000, with subordinated participation from other lenders for larger
projects, which will probably obligate the Company to act on behalf of the other participating
lenders. The Company intends to directly (through an officer or employee) or mdirectly
(through a real estate consultant) perform due diligence to verify certain information in
connection with funding a Trust Deed. The loan-to-value ratio is determined by calculating the

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

For residential loans, the Company will seek reputable, licensed contractors who have
pre-sold homes to build for qualified buyers. The Company also plans to finance builders’
models, builders’ *spec” homes and those projects that are highly marketable and have
substantial builder equity, Most of these borrowers may qualify for conventional bank financing
but they may use the Company because of the faster financing, competitive over all costs, better
service and personal relationships with Mr. Chittick. The Company will not lend to natural
persons for 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
a Joan. As such, if the Trustee conducting the Trustee’s Sale does not receive a bid in excess of
the Company’s credit bid (in the amount of the 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 teserves 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 scld at a sufficient price. The Company may
diversify its financing operations in the future to include other areas of finance, The Company
does not anticipate entering any non-Arizona market without first attempting to contact the

significant Note holders and discussing this market with them,

Cash Flow

The Company uses a proprietary cash flow-management model for balancing the terms of
the Trust Deeds the Company makes to its borrowers with the terms of the Notes purchased by
the Company’s investors. The Company's objective is to have sufficient cash coming in from
Trust Deed payoffs to be able to redeem all Notes as they come due and maintain reserves
without any need to sell assets or issue new Notes to repay the earlier maturing Notes. See *Risk
Factors - Proceeds From Subsequently Issued Notes May Be Used to Repay Earlier Maturing
Notes.”

Limited Due Diligence

To the extent Trust Deeds are purchased, Trust Deeds will be purchased through a
network of consultants, mortgage brokers and title companies that the Company believes are
reliable refercal sources. Prior to purchasing a Trust Deed or fanding a direct loan, the Company
intends to have an officer, employee or an authorized representative conduct a due diligence
review by interviewing its owner, verifying the documentation and performing limited credit
investigations as are deemed appropriate by the Company and visiting the subject property in a
timely manner. For purchases of foreclosed homes, the properties are inspected after purchase,
before or during rehabilitation and after rehabilitation to insure the property is improved to a
marketable condition. The Company will not make residential loans to natural persons for

personal, family or houschold putposes.
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Funding and Parchase of Loans
The Company reserves the right to approve or decline the funding of each direct loan or
the purchase of each Trust Deed submitted for purchase.

Collections

The Company services the contracts it purchases and originates, If a customer misses a
payment without making satisfactory arrangement prior to the due date, the Company’s policy
will be to contact the customer within three to five days and watch the account closely until the
payment or satisfactory arrangement hag been made. At the discretion of the Company, the
Company’s normal documeunts provide that a late charge of ten percent of the interest amount
due is to be assessed on a delinquent payment that is not cured within five days. If payment ona
Trust Deed is thirty (30) days delinquent, an accelerated default rate goes into effect and
foreclosure proceedings may begin under the Deed of Trust; provided, however, the Company
may elect not to begin foreclosurs proceedings if the property secured by the loan is under
contract for sale or is in the process of being refinanced. The goal of the Company is to recover
the principal of a loan and any interest and or any late fees assessed. If the borrower is unable in O
a timely manner to sell or refinance the subject property, the Company may request that the
borrower execute a Deed in Lieu of Foreclosure (a “Deed in Lieu™) to the Conpany so that the
Company will gain immediate control of the subject property rather then going through the
ninety (90} day process and expense associated with a Trustee’s Sale. Upon the Company
gaining control of the property through s Deed in Lieu or a Trustee’s Sale, the Company will
decide either to 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. If applicable,
the management of the rental properties will bs 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 Statues §§ 6-901 to 910, §§ 6-941 to 948 and 6-971 {0
985, and regulations igsued 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 Institutions as a mortgage broker
or a mortgage banker nor under certain federal laws, such as Truth-In-Lending Act or the Real
Estate Settlement Procedures Act. The Company intends to take the necessary steps to ensure
that the borrowers it lends to and the projects covered by such loans will not fall within the
requirements imposed 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 periodic interest resulting from the application of the note rate of interest to the
outstanding principal balance remaining unpaid from time to time. By limiting its compensation
in this manner, the Company's management believes it does not need a license from the Arizona
Department of Financial Institutions as either a morigage loan broker or mortgage banker;
provided, however, the Company reserves the right to work with and to pay a reasonable and
customary mortgage broker fec to a licensed morigage loan broker or mortgage banker for
services in connection with its Toans or to other third-party professionals in counection with due

diligence for its loans.

Certain federal laws and repulations, such as the Truth-in-Lending Act, Real Estate
Settlement Procedures Act and others contain specific requirements for lenders seeking to make
loans to certain types of borrowers, which may or may not be secured by certain types of
residential real property. Most of these statutes and regulations apply to tragsactions 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.

6888564 8
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If new regulations are issucd by the U.S. Federal Housing Administration {the “FHA™) or
if a more strict interpretation of the current FHA regulations is implemented in the fhture, such
regulations could reduce the demaud for the Company's Ioans 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 m the West have instituted additional restrictions concerning loans securad
by private real estate, which are commonly referred to as “predatory mortgage lending laws.”
Although Artizona has not passed a similar statute, such provisions may come into effect in
Arizona either through law or regulation during this offering. The Company’s management
believes that its practices will not need to change in order to comply with any of the current
proposals if they should go into effect. However, there can be no assurance that such will be the

Case.

The Company’s management believes that it is not required to register or be licensed as
an investment adviser with the State of Arizona or with the U.S. Securities Exchange
Commission (“SEC") pursuant to the Investment Advisers Act of 1940 (the “Advisers Act™), as
amended. The Advisers Act and the analogous Arizona law generally require all persons that 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 required to register as an investment adviser with either the
SEC and/or the State of Arizona. In addition, even if the Company were deemed to be engaged
in the business of providing investment advice for compensation, the Company anticipates that it
would exempt from registration as a “private investment adviser” under rules and regulations of
the SEC and/or the State of Arizona given that the Company has foewer than the threshold
mumber 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” exernption was eliminated and replaced by a number of

other specific exemptions. As directed by the Dodd-Frank Act, the SEC is currently preparing
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the final rules (the “Rules™) that will provide guidance as to the applicability of the additional
specific exemptions that replace the “private investment adviser” exemption. The Company
expects that the SEC will issue the Rules during this offering; however, until this occurs, the
Company cannot determine whether it will be required to register as a result of the Dodd-Frank
Act and the Rules promulgated thercunder, Should the Rules require the Company to register as
an investment adviser, the Company intends to take the unecessary steps to register as an
investment adviser with the State of Arizona and/or the SEC within the time frame outlined in

such Rules.

Diversity of Risk

The Company will attempt to maintain a diverse portfolio of Trust Deeds and loans by
seeking a large borrowing base, participating in several local markets, acquiring Trust Deeds for
any lending fnto tesidential and commercial projects, establishing loan-to-value guidelines and
limiting financing to short terms. Currently, the Coripany’s base of borrowers exceed 150
approved and qualified borrowers. Tt is the Company's plan that the base of borrowers
eventually will exceed 250 qualified contractors and foreclosure specialists. The Company will
maintain loans throughout the Phoenix metropolitan area to reduce its risk to fluctuations in
values and conditions in markets within the metropolitan area. The Company also believes that
it can reduce risk by participation in various types of financing: Trust Deeds on foreclosed
properties, residential Trust Deeds and lending from $50,000 tract homes and condominiums to
$1,000,000 custormn “spec” homes; and commercial investments for flex-office, back-office,
medical/general office and retail. In addition, the Company intends to maintain general loan-to-
value guidelines that cutrently range from 50 percent to 65 percent (but it is intended not to
exceed 70%), to help protect the Company’s portfolio of loans. Further, zll loans are relatively

short ierm.,

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 loans secured by real
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estate over the last fourteen (14) years. As of the date of this Memorandum, Mr. Chittick and the
Company have collectively experienced 44 loan defaults that required initiating a Trustee’s sale
process, with seven of such loans being seftled prior to the Trustee Sale auction. Various
borrowers have conveyed seven properties to the Company pursuant to a Deed in Lieu. To the
extent the Company decms 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

resuiting foreclosure upon the security for the loan.

The Commpany will make available to cach prospective investor, prior to the
consummation of the offering and sale of a Wote to such investor and such investot’s
representative and advisers, the opportunity to ask questions and receive answers concerning the
terms and conditions of this offering and to obtain any additional information that the Company
may possess or may be able to obtain without unreasonable effort or expense, and which may be

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

Executive Offices

The Company’s office is ourrently located at 6132 W. Victoria Place, Chandler, Arizona
85226. Its current telephone number is 602-469-3001.
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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 iotal investment in the Notes. In analyzing a
possible investment in the Notes, prospective investors should consider carefully the following

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

Operating History

In the Company’s ten year operating history through June, 2011, the Company has
completed in excess of 2622 loan transactions. However, even with these number of loans over
ten years, the evaluation of prior company performance set forth in Prior Performance is limited
in time, Accordingly, there can be no assurance that the Company will be able to continue to
operate and achieve these resuits on a going-forward basis, which could limit the Company’s
ability to repay the Notes as planned.

Competition

The Company is engaged in a highly competitive industry. The Company competes with
banks, savings and loan institutions, credit unions, mortgage brokers, finance companies and
other private investors that are established in the finance business. Competition in the finance
business is based upon the lowest overall loan cost, which consists of interest rates, fees, closing
costs, document fees, reputation, and availability of funds and the length of time it takes to
approve a loan. The cost of funds to many of our competitors is typically lower than the
Company’s, allowing them to compete for borrowers on better terms, such as interest rates,
which is a significant component of loan cost. The competition usually has lower costs on
longes-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 botrowers 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 & greater risk of
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nonpayment of its loans by borrowers. Se¢ “Business-Target Markets and Potential Future
Markets.”

Ability to Generate Sufficient Cash Flow to Service the Outstanding Notes

The Company’s ability to generate cash in amounts sufficient to pay interest on the Notes
and to repay or otherwise refinance the Notes as they mature depends upon the Company’s
receipt of payments due under the loans that are in the Company’s portfolio. The Company’s
financial performance and cash flow depends upon prevailing economic conditions and certain
financial, business and other factors that are beyond the Cotnpany’s control. These factors
include, among others, economic and competitive conditions, particularly in areas in which the
borrowers opetate their businesses, and general economic conditions that affect the financial
strength of developers and real estate ittvestors in the areas that the Company intends to make
investments. In recent years the decline of real estate values has been the largest challenge
facing the real estate finance industry. This development is something new to the ndustry that
typically sees a slow tising in values of properties or at least a stability of prices. The dramatic
and prolonged decrease in values has forced the Conipany to change how it operates, which is
requiring monthly interest payments under its loans rather then allowing the interest to
compound, The Company has also shortened the maturity of loans to borrowers in some cases
and is only extending the loans to a fow borrowers under strict conditions. Accordingly, an
investment in the Notes offered hereby involves substantial risk and Notes should not be
purchased by anyone who cannot tolerate substantial risk, including the possibility 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.

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. 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

6388564 13

O

BC_002933



(

O

was initially made to the time of repossession pursuant to a Deed in Lieu or a Trustee’s Sale.
Consequently, the Company’s sale of such property may result in a loss ag a result of the amount
owed fo the Company being in excess of the value received by the Company pursuant to a
subsequent sale of the property. Accordingly, an investment in the Notes offered hereby
involves substantial risk and Notes should not be purchased by anyone who cannot tolerate
substantial risk, including the possibility of losing their fotal 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 cffect to this offering and the application of the net proceeds, the Company
will have significant outstanding indebtedness. The Company’s ability to make scheduled
principal and interest payments on the Notes will depend upon the Company’s ability to generate
adequate revenues from its real estate lending operations. The Company has historically
received approximately 18% effective interest on ifs real estate loans but minimal interest on its
cash accounts at its bank. Therefore, in order to pay the principal and interest due on the Notes,
the Company will need to loan a significant amount of its capital to its real estate loan borrowers
and reloan any repayment proceeds in 4 timely manner. As the Company receives the proceeds
from this offering, the Company intends fo expand its real estate loan base in order to keep its
capital loaned to its real estate loan borrowers as opposed to being in its cash accounts at the
bank. If the Company cannot continue to expand its real estate loan base, it may not generate
enough revenues to service its debt obligations, including the Notes. Accordingly, the Company
will continue to rely upon repeat borrowers, word of mouth referrals and the referral network of
outside mortgage brokers and consultants that Mr. Chittick has developed. See “Business-Target
Markets and Potential Future Markets.”

Pemand for Real Estate Loans

The Company’s success depends, in part, upon its ability to continue to develop and
achieve growth in its real estate lending operations and to manage this growth effectively. In
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forpulating 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 sirategy 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
Iending services. Although the Company has reviewed general reports concerning the number of
houses being built, houses for sale, jobs created and people relocating to Metropolitan Phoenix,
the Company has not reviewed any specific analysis concerning the demand for its niche in real
estate lending, Although Mr. Chittick and the Company have developed a network of qualified
borrowers and referral sources of current borrowers and escrow officers, there can be no
assurance that there will continue to be sufficient demand for loans by qualified botrowers. To

- the extent that there is insufficient demand for loans by qualified borrowers, this could have an
adverse effect on the anticipated demand for the Company’s real estate lending services and limit
the Company in its efforts to generate sufficient revenues to make scheduled interest and
principal payments on the Notes needed for growth. See “Business-Target Markets and Potential
Future Markets.”

Management of Rapid Growth

The Company’s success depends, to a large extent, on its ability to achieve growth in the
mumber of loan applications and closings, the due diligence and servicing of these loans and the
ability to manage this growth effectively. This growth will challenge the Company’s
management, resources and systems. As part of its business strategy, the Company intends to
pursue contimied growth through its business contacts, marketing capabilities and marketing
alliances. As the Company contimues to grow, the Company will need to expand its resources
and systems to manage firture growth, but there can be no assurance that the Company will
contimue to be able to grow in the filture 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
Insarance

The Notes represent general obligations of the Company and will not be subject to
redemption through a sinking fund. Although the Company does not currently maintzain 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 level that Management believes is adequate to absorb any
anticipated losses. At this time, the Company reserves the right to meintain such reserve in the
Conpany’s discretion, but the Company has no plans to currently implement a separate loan loss
reserve fund. As a result, the risk of loss on the Notes is greater than would be the case if the
Notes were backed by a sinking fund or if the Company finded and maintained a separate loan,
loss reserve fund. Repayment of the Notes by the Company is not secured by any property
owned by the Company or any third party. There will be no limitation on the amount of fiture
indebtedness that the Company may issue, create or incur, and the Company will not be
prohibited from permitting liens to be placed on or creating senior liens on its property for any
purpose, including for the purpose of securing payments or additional indebtedness.
Furthermore, neither the Federal 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 redeem the Notes as they mature, including the initial principal
balance of each Note and all acerued and unpaid interest. However, the Company has the right
to redeem the Notes at any time prior to maturity upon 30 days’ written notice to the Noteholder,
In the case of early rederoption, the Company has the absolute discretion to select the Notes that
it will redeem, and there is no requirement that Notes be redecmed 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. Ifsufficient proceeds from such subsequently issued Notes are not
raised, the Company would rcly on its cash reserves, its operating capital and procecds from the
sale of Trust Deeds to tepay the earlier maturing Notes. Such funds may be insufficient to repay
the earlier maturing Notes, in which event the Company may be unable to repay such Notes or
the subsequently issued Notes. The ability of a Noteholder to obtain payment of principal and
interest on a Note in these circumstances could be limited to the extremely unlikely event that the
Noteholder gains control over and sell assets of the Company. See “Use of Proceeds™ and
“Description of Securities.”

Variable Rates and Maturities of Notes

Fach Note bears a fixed rate of interest from the date of its issuance until maturity or
early redemption. However, Notes issued subsequent to those purchased by an investor may be
issued at higher or lower interest rates and 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 investor
risks investing in the Notes on terms less favorable than may be available at later dates to fitture
investors. See “Description of Securities.”

Management anticipates that the interest rate on ¢ach Note will be determined and agreed
upon on the date of issuance, in significant part, by the demand for funds and the competitive
environntent in the foreseeable future by the Company. Since the interest rate the Company may
charge for its loans to its customets is limited by competitive and other fiactors, the Company
may not be able to increase the interest ratos charged on its loans to compensate for increases in
its fanding 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, 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 following an
Event of Default (as defined in “Description of Securities”) would be sufficient to repay the
Notes. In addition, investors in the Notes will have no ahility to cause a sale of Company assets.

See “Use of Proceeds,” “Business” and “Description of Securities.”

Collections and Foreclosures

The Company is responsible for collecting payments from loan obligors and for
foreclosing under the applicable Trust Deed in the event of default by an obligor. TIf the
Company must complete a project repossessed by it, the Company may have to inject additional
capital, which it may not be able to fully recover. Further, the completion time may be in excess
of one year, causing a severe strain on the cash flow of the Company, depending upon the project
size, The Company also is subject to strict state law requirements in the collection and
repossession of its collateral securing each loae. Although the Company will make every effort
to comply with all applicable laws, any failure to comply may subject the Company to severe
monetary damages of penalties and may result in administrative or judicial action against the
Cotmmpany. See “Business-Regulation.”

No Assurance of Conventional Financing for the Company’s Operations

Tn 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

6388564 18

BC_002938



maunagement believes that during fhe past few years, conventional financing for speculative
business enterprises, such as the Company’s lending operations, has become more difficult to
obtain, Ifregular, continued sale of the Notes is not successfill, and the Compauny 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
future. When Mr. Chittick advances funds to the Company from this equity line of credit, Mr.
Chittick draws an interest rate of 12% per annum from the Company. Funds advanced in this
marner are geperally only short term (3-5 days). If the Company were to require additional
conventional financing, the lender will probably secure its loan through Mr. Chittick to the
Company by requiring a lien on the Company’s assets, including the Trust Deeds. The lender’s
lien would have priority to any claims of any of the investors in the Notes, which puts these
mvestors at rigk, There can be no assurance the Company would be able to receive sufficient
proceeds from the sale of the loans or Trust Deeds to repay any additional financing, if
applicable, and to repay all of the outstanding Notes. Sece *Use of Proceeds,” “Business” and

“Description of Securities."”

Regulation

Because it will not make loaos for persopal, fimily or household purposes, the Company
believes it has structured its operations to be exempt from various federal and state regulations,
and particularly from regulations affecting lending and financial institutions. Ifit is determined
that the Company has not structured its operations so that it is exempt from regulation, the
Company could become subject to extensive regulation, including the Truth in Lending Act, the
Homeownership and Equity Protection Act of 1994, the Equal Credit Opportunity Act, the Fair
Credit Reporting Act, the Real Estate Seftlement 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, adwinistrative
enforcement actions and civil and criminal liability. In addition, there cam be no assurance that

existing regulations will not be revised to govern the activities of the Company as currently
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structured. Compliance with existing or fiuture regulation could be costly and could materially
and adversely affect the operations of the Conpany. See “Business — Regulation,” including the
predatory mortgage lending discussion contained therein,

FHA Regulations

If new regulations are issued by the Federal Housing Administration or if a more strict
interpretation of any of its regulations is imsplemented in the future, such regulations could
reduce the demand for the Company’s loans from prospective borrowers, which could itapair the
Company’s ability to keep all of the proceeds from this offering fully invested. See “Business —
Regulation.”

No Assarance of Suceessful Placement of the Notes

The Notes arc being privately placed by the Company to qualified investors who intend
to hold them for their own account until maturity. There is no underwriter, and there is no
assurance that the Company will be successful in the continued placement of the Notes in a
manner sufficient to satisfy its cash flow requirements to contime funding loans to its borrowers.

See “Use of Proceads™ and “Business,”

Absence of Public Market/ Non-Transferability of Notes

The Notes have not been registered under the Act or any state securitics law and, unless
so registered, may not be offered or sold except pursuant to an exemption from, or in a
transaction not subject to, the registration requirements of the Act and applicable state securities
laws. The Company does not intend to register the Notes under the Act or any state scourities
law. In addition, the Notes are non-transferable without the prior written consent of the
Cormpany, which consent may be withheld in the Company’s sole discretion. Accordingly, there
is no public or private trading market for the Notes, and it is highly unlikely that a trading market
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will develop. The Company has no obligation to make any effort to cause a trading marlet 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 nmst anticipate bolding

the Notes to maturity. See *“Description of Sceurities,”

Impact of Change in Economic Conditions

An unforeseen change of general economic conditions, and particularly in Arizona and
the southwestern United States, may adversely impact the Company’s business and its ability to
generate sufficient operating income to satisfy its debt obligations, including its obligations
under the Notes as they become due. The Company maintains the right to adjust the interest paid
in subsequently offered Notes and on the Notes offered hereby with 30 days’ written notice. In
the past, Arizona’s real estate market has been cyclical and has experienced severe fluctuations.
Investors should anticipate that these real estate markets might experience cyclical fluctuations 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 adjust its 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 continuned services of Mr. Chittick. The Company’s
ability to continue its Iending operations would be significantly aad adversely affected by the
loss of Mr. Chittick if a qualified 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 done, If Mr. Chittick is
disabled or unavailable for a long period of time, Mr. Chittick has developad a contingency plan
for a consultant to wind down the Company’s business, but there can be no assurance that such
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plan will be successful. See “Management-Contingency Plan in the Bvent of the Death or
Disability-ofMr:-Chittick.® -— - - - S — C e e .-

Management’s Outside Interests and Conflicts of Interest

M. Chittick may maintain some activity in personal investments outside of the Company
and he may manage similar types of outside portfolios as those maintained by the Company.
Some of the Company’s outside consultants who occasionally assist Mr. Chittick also make
investments in loans secured by deeds of trust. In addition, Mr. Chittick mmvests 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 preseut)
consulting refationships between and among Mr. Chittick and some consultants, conflicts of
interest exist and will contimue to exist between the Company and the outside interests of Mr.

Chittick and some consultants. See “Management.”

No Protections From Investment Company Act Registration

The Company is not registered, and does not intend to register, under the Investment
Commpany Act of 1940 in reliance upon an exclusion from the definition of an investment
company provided in Section 3(c)(5) thereof. As a result, the operation and conduct of the
Company’s business will be subject to substantially less federal and state regulation and
" supervision than a registered investment company. If tho Company was subject to the
Tnvestment Company Act of 1940, the Company would be required to coraply with significant,
ongoing regulation which would have an adverse itopact on its operations. This could ocour ifa
significant proportion of the proceeds from the sale of the Notes were invested in short-term debt
instruments for longer than a one-year petiod, 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 Analogous Arizona Law

The Company is not registered or licensed, and does not intend to register ar 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 belicves 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 snbject to less federal
and state regulation and supervision than a registered investment adviser. If the Company was
subject to the Investment Advisers Act of 1940 or the analogous Arizona law, the Company
would be required to comply with significant, ongoing regulation which could cause the
Company to incur additional costs, adversely impacting its operations. This could occur if the
Company were deemed to be engaged in the business of providing investment advice for
compensation and the Company cannot avail itsclf of the private investment adviser exemption
undet Arizona law or the forthcoming exemptions 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 outstavding shates of common stock of the Company. See
“Management” and “Principal Shareholder,”
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Difficulties and Costs of Continuous Offering

Until the maximum offering proceeds are attained or the Company terminates this
offering, the Company expects to offer the Notes for placement on a continuing basis for two
years from the date of this Memorandum unless the Company changes its operations or method
of offering in any material respect prior to the expiration of the two year offering period. See
“Plan of Distribution,” In order fo continue offering the Notes during this period, the Company
will need to update this Memorandum from time to time. Keeping the information in the
Memorandum current will cause the Company to incur additional costs. A failure to update this
Memorandum ag required could result in the Company being subject to a claim under Section
10b-5 of the Securities Act for employing a manipulative or deceptive device in the sale of
securities, subjecting the Company, and possibly the management of the Company, to claims
from regulators and investors. In addition, an investor might seek to have the sale of the Notes

hereunder rescinded which would have a serious adverse effect on the Company’s operations.

Certain Charter Provisions

Arizona law provides that Arizona corporations may include provistons in their atticles of
incorporation or bylaws relieving directors and officers of monetary liability for breach of their
fiduciary duty as director or officets, respectively, except for the liability of a director or officer
resuliing fronu (1) any transaction from which the ditector derives an improper personal benefit;
(ii) acts or omissions involving intentional misconduct or the absence of good faith; (jii) acts or
omissions showing reckless disregard for the director’s or officer’s duty; or (iv) the making of an

illegal distribution to shareholders or an illegal loan or guaranty.

‘The Company’s Articles of Tncorporation 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 fillest extent permitted by Arizona law. The Conwany’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 cettain

written representations.

Notes Are Unsecured General Obligations

The Notes are unsecured obligations of the Company, and Noteholders will be general
unsecured creditors of the Company. The Notes do not limit the Company’s ability to obtain
additional capital from other sources and do not limit the Company’s ability to grant such other
financing sources liens or other security interests in the Company’s assets and other property. If
a bavkruptcy 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 umsecured creditors of the Company, including the Noteholders. The
Company may also incur additional unsecured obligations, which could reduce the funds
available for repayment of the Notes in a bankruptey or other liquidation scenario. Title 11 of
the United States Code (the Bankruptcy code™) also specifies that certain other creditors be
entitled to repayment prior to general unsecured creditors. There can be no assurance that the
Noteholders will receive any payments in respect of the Notes if the indebtedness of any secured
creditors of the Company exceeds the value of such secured creditors’ collateral,

Changes in Tnvestment and Financing Polices Without Noteholder Approval

The major business decisions aud policies of the Company, including it investment and
lending policies and other policies with respect to growth, operations, debt and distributions, will
be determined by the Company’s management, ‘The Company’s management will be able to
amend or revise these and other policies, ar 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 polictes of the Company, and such changes may not serve
the interests of all the Noteholders and could materially and adversely affect the Company’s

financial condition or results of operations.
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Issnance of Additional Debt and Equity Secarities

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 Cotupany is not subject to any agreement that liroits
or restricts the amount or the terms of additional debt that the Company may incur in the future,
To the extent that the Company incurs debt and grants its creditors security interests in or other
liens upon the Company’s assets or other collateral, those other creditors would enjoy priority in
right of payment compared fo the Noteholders, up to the value realizable from such collateral.

Concentration of Loans in Arizona

The Company’s portfolio of loans is concentrated in Arizona. Consequently, the
Company’s opetations and financial condition ate dependent upon general trends fn the Arizona
market in which such concentration exists and, more gpecifically, its respective real estate
market. A decline in a market in which the Company has a concentration may adversely affect
the values of properties securing the Cotupany’s loans, such that the principal balance 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 a borrower’s default unlikely. In addition, uninsured disasters
such as floods, terrorism, and acts of war may advetsely impact the borrowers’ ability to repay
loans, which could have a material adverse effect on the Company’s results of operations and

financial condition.

Possibie 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
portiblio from time to time. The amount of fiuture 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 cutrent 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 Iosses related to the loans in the future.

Broad Management Discretion as to Use of Proceeds

The net proceads to be received by the Company in connection with this offering will be
used for working capital and general corporate purposes, inchiding the finding of loans.
Accordingly, management will have broad discretion with respect to the expenditure of such
proceeds. Purchasers of the Notes will be entrusting their finds to the Company’s management,
upon whose judgment they must depend, with limited information concerning the specific
working capital requirements and general corporate purposes to which the funds will ultimately
be applied. See “Use of Proceeds.”

Company Is Exposed to Risks of Being a Lender

The current economic downturn could seversly disrupt the market for real estate loans
and adversely affect the value of any ouistanding real estate loans made by the Company, and in
turn the Notes. Non-performing real estate loans may require substantial negotiations by the
Company with the borrower in order for the Company to ultimately obtain the underlying
property used as collateral for the loan. The Cormpany may incur additional expenses to the
extent it is required to negotiate with the borrower in order to obtain the underlying property. In
the event the Company is unable to obtain the underlying property, because of the unique and
customized nature of a real estate loan, certain real estate loans may not be sold casily. One or
mote nou-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 Nen-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 rcal estate loan in default.  Various
jurisdictions have considered or are currently cousidering such actions, and the nature or extent
of the limitation on foreclosure that may be enacted cannot be predicted. Bankruptey courts
could, if this legislation is enacted, reduce the amouut of the principal balance on a real estate
loan, reduce the interest rate, extend the term fo maturity or otherwise modify the terms of a
bankrupt borrower’s real estate loan.

Progerty Owners Filing for Banlkoruptcy May Adversely Affect the Company and the Notes

The filing of a petition in bankruptcy automatically stops or “stays” any actions to
enforce the terms of a real estate loan. Further, the bankruptcy court may take other actions that
prevent the Company from foreclosing on the underlying property. A cowrt may require
modifications of the terms of a real estate loan, including reducing the amount of each monthly
payment, changing the rate of interest and altering the payment schedule, thus ailowing the
borrower to keep the underlying property and thus preventing foreclosure by the Company
and/or making the sale of the real estate less profitable. A court may also permit a borrower to
curc a monetary default relating to a real estate loan by paying arrearages within a reasonable
petiod and reinstating the original real estate loan payment schedule, even if a final judgment of
foreclosure has been entered in a state cowt. Any bankruptoy proceeding will, at a mainimum,
delay the Company in achieving its investment objectives and may adversely affect the
Company’s profitability.

Violation of Various Federal, State and Local Laws May Result in Losses

Violations of certain 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.

Delays in Liquidation Due to State and Local Laws

Property foreclosure actions are regulated by state and local statutes and rules and are
subject fo many of the delays and expenses of other Iawsuits, sometimes requiting several years
to complete. As a result, if the Cormpany s not able to obtain the propetty voluntarily from the
borrower, the Company may not be able to quickly foreclose on and subsequently sell a property

securing a real estate loar.

An Investment in the Notes May Not Be Consistent With Section 404 of ERISA

Persons acting as fiduciarics on behalf of a qualified profit sharing, pension or other
retirement trusts subject to the Employee Retirement Income Security Act of 1974 (*ERISA")
should satisfy themselves that an investment in the Notes is consistent with Section 404 of
ERISA and that the investment is prudent, taking into consideration cash flow and other

objectives of the investor.

There Can Be no Assurance of Confidentiality

As part of the subscription process, investors will provide significant amounts of
information about themselves to the Company. Pursuant to applicable laws, such information
may be made available to third parties that have dealings with the Company, and governmental
authorities (including by means of securities law-required information statements that are open to

public inspection). Investors that arc highly sensitive to such issues should consider taking steps
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to mitigate the fmipact upon them of such disclosures (such as by investing in the Notes through

an intermediary entity).

Legal Counsel to the Company and Its President Does Not Represent the Noteholders

Each investor must acknowledge and agree in the Subscription Agreement that legal
counsel representing the Company and its President does not represent, and shall not be deemed
under the applicable codes of professional responsibility, to have represented or to be

representing, any or all of the investors.

Legal Counsel to the Company Will Represent the Interesis Solely of the Company and Its
President

Documents relating to the purchase of Notes, including the Subscription Agresment to be
completed by each investor, will be detailed and often technical in nature. Legal counsel to the
Company will represent the interests solely of the Company and its President, and will not
represent the interests of any investor. Accordingly, each prospective investor is urged to consult
with its own legal counsel before investing in the Company and the purchase of the Notes.
Finaily, in advising as to matters of law (including matters of law described in this
Memorandumy), legal counsel has relied, and will rely, upon representations of fact made by the
Company'’s President. Such advico may be materially inaccurate or incommplete if any such
representations are themselves inaccurate or incomplete, and legal counsel generally will not

undertake independent investigation with regard to such representations.

Federal Income Tax Risks

The discussion entitled “Certain United States Federal Income Tax Considerations”
includes a discussion of certain U.S. income tax risks involved in an investment in the Notes.
The section does not discuss all aspects of U.S. federal income taxation that may be relevant to

any particular investor and cannot address any investor’s specific investment circumstances. In
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addition, the section does not include a discussion of state, local or forefgn tax laws. Each
investor should consult its own tax advisor with respect to these and other tax consequences of

an investment in the Notes.
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FORWARD-LOOKING STATEMENTS

This Confidential Private Offering Memorandum, 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
discussed in, or implied by, these forward-looking statements, When used in this Memorandum,
the words “anticipate,” “intend,” “believe,” “estimate,” and other similar expressions generally
identify forward-looking statements, which are found throughout this Memorandum whenever
statements are made that are not historical facts. Accordingly, such forward-looking statements
might not accurately predict fiiture 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 coutained in this Confidential Private Offering Memorandum.
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USE. OF PROCEEDS

The Company intends to use the net proceeds received from the sale of the Notes,
primarily for opcrating capital, to purchase aud fund Trust Decds and to acquire interests in
properties or notes, which the Company’s management anticipates to be able to resell or collect
as applicable. The proceeds from the sale of Notes may be used to repay earlier maturing Notes;
provided, however, the Company will limit the amount of money that may be raised for this
purpose so that the Company will not become subject to the Investment Company Act of 1940.
See “Risk Factors — Proceeds From Subsequently Issued Notes May Be Used to Repay Earlier
Matoring Notes.”

The Company may use proceeds from this private placement for general business
purposes, including rent, advertising, labor and administrative expenses, if needed, investment,
expansion or the purchase of capital assets and to fund loass to borrowers and purchase Trust
Deeds. However, the Company expects that no more than .05 percent of the proceeds of the
offering will be allocated to general business purposes. The Company is not required to maintain
reserves or to deposit any of the proceeds of the offering, into a reserve account, for the purpose
of providing liquidity to service interest payments on, and redemption of the Notes ag they
mature. The Company does not infend to maintain reserves from the proceeds of the offering in
a cash reserve account. The remaining procceds, net of cash reserves, if any, should be available
to fund and purchase Trust Deeds. The Company is not tequired or obligated to give
Noteholders notice of any changes 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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Minimum  Percent Target Peycent

Amount of Amount of

Raised Offering Raised Offering
Gross Offering Proceeds $500,000 100%  $50,000,000 100%
Commissions & Costs (1) Q- 0% -0- 0%
Cash Reserve (2) -0- 0% -0- 0%
General Business (3) $25,000 5% $25,000 05%
Proceeds Available For Funding/ Purchase  $475,000 95%  $49,975,000 99.95%
of Construction Loans (4)
(1) The Company does not anticipate paying costs and commissions in excess of the costs

@)

3

associated with this offering. The Notes may be purchased directly from the Company
without commission. Notes maturing more than two years also may be purchased by
investors using qualified funds (Le., IRA, SEP IRA, ROTH IRA and Keogh Plans), through
a licensed broker-dealer and with an approved custodian; provided, that such investments
meet the investor suitability requirement.

Company intends (but is not required) to maintain cash reserves (or access to other fiands)
approximately equal to a omnimum of one percent of the aggregate balance of Notes
outstanding in its general accounts to provide funds to service inferest payments and to
facilitate redemption of the Notes. This amount will be calculated using a proprietary cash-
flow management model. Interest accruing in the general accounts will belong to the

Company,

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 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 also 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

Memorandum.,
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PRIOR PERFORMANCE

Mr. Chittick organized the Company in April of 2001 to provide a shott-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 the security for such loans and any

problems with respect to such loans.]

Mr. Chittick initiaily capitalized the company with one million 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 fram investors. In 2003, an additional
$1,550,000 was raised from existing and new investors. In 2004, the amount from baoth ald and
new investors increased to an additional $2,450,000. In 2003, an additional $2,670,000 was
raised from existing and new investors. In 2006, an additional $2,800,000 was raised from
existing and new investors. In 2007, an additional $2,400,000 was raised from existing and new
investors, In 2008, an additional $3,000,000 was raised from existing and new investors. In
2009, an additional $2,100,000 was raised from existing and new investors. In 2010, an
additional $2,800,000 was raised from existing and new investors. From January 2011 to June,
2011, an additional $4,700,000 was raised from existing and new investors. Mr. Chittick uses an
equity line of credit to help facilitate cash flow for the Company. All of the money raised from
investors has been through the sale of promissory notes like those being offered in this
placement. Such notes were for terms of 6 to 60 months and have, to date, drawn interest at the
rate of 8 to 12% per annum, The Company has never defaulted on either interest or principal for

any of such notes.

The money raised by the Company from investors has historically been divided info a
large portfolio of loans secured by marketable properties with varying values and locations in the
Phoenix metro area. The Company is currently lending in approximately 20 cities in the Phoenix
metro area, which includes Maricopa and Pinal Counties. The Company will have loans secured
by properties in many of these cities simultancously, The Company has endeavored to maintain

a large and diverse base of borrowers as well as a diverse selection of properties as collateral for
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its loans to the borrowers. However, in response to the more recent challenging conditions in the

real estate market, the Company has focused on maintaining relationships with borrowers that

have a proven frack record with a good payment history and performance. The Company

continues to strive to achieve a diverse borrower base by attempting to ensure that one borrower

will not comprise more than 10 to 15 percent of the total portfolio.

All real estate loans funded by the Company have been and are intended to be secured

through first position trust deeds. The loan to value ratio of the Company’s overall portfolio has
averaged less than 70% and the Company intends to maintain a loan to vakie ratio of 50% to

65%.
Year Loans Loan Value Valuz of Loans Loans Loans Repaid Value of Homes
Funded Repald Value Repaid
2001 a7 $3,378,000.00 } 46,393,000.00 15 $1,452,000,00 $2,431,000.00
2002 69 $5,685,000.00 $878,000.00 66 $5,267,000.00 $9,076,300.00
2003 124 $1,753,500,00 106 $963,500.00 $14,488,500.00
$11,673,000.0
0
2004 185 170 $17,951,700,00 526,939,500,00
$19,907,000,0 | $30,422,600.0
0 0
2005 236 232 $31,001,940.00 $45,111,500.00
$34,955,700.0 |  $50,487,300.0
0 0
2006 215 212 $35,301,250,00 $53,057,200.00
$34,468,100,0 | 552,784,000.0
0 ]
2007 272 257 $41,424,815.00 $65,452,800.00
$42,579,634.0 | $65,931,500.0
0 Y]
2008 304 257 $34,578,755,00 $56,369,400.00
$38,854,660.0 | $63,671,300.0
0 0
2009 412 349 $39,416,824.00 $67,713,100,00
$41,114,707.0 | $72,078,020.0
0 0
2010 350 355 $37,175,201.00 $61,666,170.00
$37,973,097.0 | $63,771,350.0
0 0
201 378 *300 $29,843,992.00 $51,004,900.00
1 $36,187,995.0 | $62,240,600.0
0 0
$274,416,977.00 £$453,340,370.00
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$306,786,293, | $470,411,170.
00 00

2622 2019

*Through June 30, 2011

From 2001-2005, all interest due from all loans was collected.

In 2006, one loan that was foreclosed on, and successfully resold, did not pay all the
interest due. However, the small uncollected amount was absorbed by the Company,

In 2007, one condominium Ioan, two house leans, and one land loan were foreclosed.
While the condominium and houses were sold with minimal principal loss, much of the interest
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
lieu process. These houses are presently either for sale on the retail market, or héve 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 acquired a 12-plex that was a construction loan. 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 were sold for a loss. The losses were absorbed by the Company.
There were three homes that were sold for a gain and all interest was paid in full. One house is

presently in escrow, which will close in July, to which a gain will be made.
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The Contpany presently has three condominiums, 12 houses and a 12-plex that are all
being rented. A professional management company has been retained to manage these properties.
All of these properties are listed to be sold. The rent received is at or slight negative to the cost of
capital for the Company. It was Management’s decision to retain these properties rather than sell
them and take a loss. Now that the market has shown some signs of strengthening, it is believed
that these properties can be sold for minimal loss to the Company.

The Company has one condominium and one Iot ave currently for sale. The lot is
currently be negotiated to be rented by a construction company at the cost of capital The goal is

sell both of these properties as soon as possible.

Since inception through June 30, 2011, the Company has participated in 2622 loans, with
an average loan amount of $116,000, with the highest single loan being $800,000 and lowest
being $12,000. The aggregate amount of loans funded is $306,786,893 with property values
totaling $470,411,170, The total amount of loans that have funded and closed is $274,416,977
with home values equaling $453,340,340, These loans have borne interest rates of 18% per
aamym,  The interest rate paid to noteholders has ranged from 8% to 12% per annum through
such date. Each and every Noteholder has been paid tho interest and principle duc to that
Noteholder in accordance with the respective terms of the Noteholder’s Notes. Despite any
losses incurred by the Company from its borrowers, no Noteholder has sustained any diminished
refurn or loss on their investment in a Note from the Company.
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MANAGEMENT

Directors and Executive Officers

The Director and Executive Officer of the Company are: Denny J. Chittick, 4_, President,
Vice President, Treasurer, and Secretary,

Denny J. Chittick worked at Insight Enterprises, Inc, a publicly traded company, for
nearly 10 years, holding many different positions from finance, accounting, operations and held
the position of Sr. Vice President and CIO when he left the company in 1997, Since leaving
Tnsight, he has been involved in several different companies, including a software company,
internet company and finance company. Mr. Chittick holds a degree in Finance from Arizona
State University,

Real Estate Consultant

The Company will have only one employes, which will require the Company to use
outside consultants on a periodic basis to provide various services. These consultants may be
retained to assist with any necessary due diligence i connection with these loans and, to the

extent necessary, to assist with the closing of a loan,

Employees

With the assistance of outside consultants on an as-needed basis, Mr. Chittick intends to
operate the Company as its primary employee, analyzing, negotiating, originating, purchasing
and servicing Trust Deeds by himself. As the portfolio of contracts increases, the Company may
add additional personnel.
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Contingency Plan in the Event of Death or Disability of Mr. Chittick

In the event that Mr, Chittick is unable to perform his duties to continue the operation of
the Company in any capacity, Mr. Chittick has a written agreement with Robert Koehler, an
owner of RLS Capital, Inc. to provide or arrange for any necessary services for the Company.
Robert has twelve (12) years of experience supporting real estate loan portfolios similar to the
portfolio of the Company. Robert holds a real estate license in Arizona and has worked as a loan
officer in the residential and commercial transactions and has conducted due diligence effort for
thousands of private purchase of notes and trust deeds. Rebert is respected as a member of the
Arizona real estate investment community by investors, borrowers, mortgage brokers, escrow
officers and real estate agents. As part of this contingency plan, Robert is a signatory on the
Company’s bank account. On a weekly basis, Robert receives an updated spreadsheet of all
propertics currently being used as collateral for a loan. On a monthly basis, Robert receives a
spreadsheet of all the investors and what is owed to each of them, and receives the monthly
statements for all investors, Pursuant to the agreement with Robert, upon Robert’s receipt of
instructions from Deany Chittick, or from other designated individuals, or upon medical
confirmation that Mr. Chittick is unable to continue to perform his duties as President of the
Company for an extended period of time, Robert will act to close down the Company’s business
by collecting all of the monies due on the Trust Deeds and Robert will return all of the principal

and interest owed to the investors pursnant to the Notes.

Management Compensation

As the sole shareholder, Mr. Chittick receives a salary comsistent with IRS guidelines,
Salary adjustments are made at year-end in order for Mr, Chittick to fund bis 401(K) and to pay
his income taxes. Year-end profits are taxed to Mr. Chittick pursuant to the U.S. Internal
Reverme 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 maagner as the other investors. See “Management — Management

Compensation.” As the Company expands its lending operations and increases the workload of
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M. Chittick, he reserves the right to teceive an increased salary so long as there is no current
defanlt under the Notes,

Ovwnership Compensation

The Corupany receives its revenue primarily from interest earned on trust deeds, rents on
properties owned by the Conpany, interest on cash reserve accouats, 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, loans made and the terms of such loans. After payment of its
principal and interest obligations under the Motes, the Company distributes the balance to Mr,
Chittick; provided, however, the Company may (but is not required to) retain earnings in the
Company up to a level of “reserve” or “refained earnings” goals that the Company deems
adequate. Subject to the need to adjust these goals due to special liquidity needs due to plans to
repay Notes or to fund future Trust Deeds, the Company anticipates that it will be able to achieve

and maintain adequate reserve goals to meet the Company’s obligations.

M. Chittick may have significant investments in the Notes, for which the Company will
pay him monthly interest on the same basis as other Noteholders which investment amount will
be subordinated to all other Notes placed pursuant to this Memorandum. (Mt. Chittick currently
has invested approximately $2,200,000 in Notes, but this amount varies from $1.9 million to
$3.2 million.) See “Description of Securities.” The Company intends to pay to Mr. Chittick all
retained earnings in excess of any reserves deemed necessary or desirable by Mr. Chittick to

meet the Company’s obligations.
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PRINCIPAL SHAREHOLDER

The following table sets forth the beneficial ownership of shares of the Company’s
outstanding common stock.

Name and Address Number of Shares Percent

Denny J. Chittick 500,000 100%
6132 W. Victoria Place
Chandler, AZ 85226

The Company is authorized to issue up to 25,000,000 shares of common stock, but has no

intent to issue additional common stock at this time.
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CERTAIN RELATTIONSHIPS AND RELATED TRANSACTIONS

Ownership

Based on his 100 percent ownership of the Company’s comtmon stock, Denny J. Chittick
maintaing the exclusive ability to elect directors, appoint officers and manage the operations of

the Company.

Competing Businesses

During the four years prior to forming the Company, Denny Chittick personally invested
in companies and in real estate loans that are substantially similar to the Company’s investments
in Trust Deeds. In addition to his activities on behalf of the Company, Mr. Chittick rescrves the
right to continue his petsonal investrsents in veal estate and instruments stmilar to Trust Deeds,
which are considered competing businesses of the Company. See “Risk Factors - Management’s
QOutside Interests and Conflicts of Interest.”
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DESCRIPTION OF SECURITIES

The Company is offering up to 350 million in Notes. The minimum denomination is
$50,000, and the maxinmum 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.
Depominations increase from the minimem to the maximum in additional increments with a
mininmum incremental increase of $10,000. Until the maximum offering proceeds are attained or
the Company terminates this offering, the Company expects to offer the Notes for placement on
a contimiing basis for two years from the date of this Memorandum. Absent an earlier
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 operations or method
of offering in any material respect, the Company will update the Memorandum as necessary to
provide correct information to investors. The Company may experience difficulties in
conducting a continuous offering of Notes. See “Risk Factors — Difficulties and Costs of
Continuous Offering.”

The Notes are general obligations of the Company and are superior in priority and
liquidation preference to any Notes payable to Mr. Chittick, Mr, Chiitick has agreed to
subordinate any Notes to which he subscribes to Notes with similar maturities placed with other
investors. Although the Company has never defaulted with respect to a Note, including any
regular interest payment or the principal and interest due upon the maturity of the Note, if the
Company should ever be in default with respect to any Note, Mr. Chittick will subordinate any
Notes he may hold until the defmlt is cured and Mr. Chittick will also defer any compensation
until the default is cured. While Mr. Chittick has agreed and will act as set forth above in this
Memorandum, such agreement is not evidenced in a separate writing signed by Mr. Chittick.

‘The Notes will bear interest at the rates stated for the term selected. The investor may
elect to have interest paid monthly, quarterly or accrue and be paid at maturity. If the investor
elects to have interest paid at maturity or quarterly, the interest will accrue monthly and earn
compounded interest. Interest is payable on the last day of each period to the investors of the
Notes at the principal office of the Company in Chandler, Arizona. At the option of the
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Company, interest payments may be paid by check mailed to the address of the investor entitled
thereto as it appears on the Subscription Agreement for the Notes. An investor may request in

writing to the Company that a deposit be made to a designated bank or investment account.

The Notes are not transferable without the prior written consent of the Company, which
the Company may withhold in its sole discretion. The Company anticipates withholding its
consent if the transfer could jeopardize the Company’s exemption under Regulation D or any
applicable state blue-sky law or the Company’s exclusion from the definition of an investment
company under the Investment Company Act of 1940,

The Notes are unsecured and are not insured or guaranteed by any state or federal
government entity or any fnsurance company. In event of default, an investor could look only to

the Trust Deeds or other assets of the Conpany for repayment.

As unsecured, general obligations of the Company, the Notes will not have any specific
collateral. The Company’s Assets include all of the Company’s right, title and interest in Trust
Deeds owned by the Company, together with all payments and instruments received thereto, real
estate owned by the Company as a result of a deed-in-lieu of foreclosure due to a borrower
defuult, and all proceeds of the conversion of any of the foregoing into cash or other liquid
property. So long as the Company is not in default on the Notes, the Company is permitted to
freely transfer, sell or substitute, in the normal course of business, any Trust Deeds it owns,
subject to general restrictions concerning transfers of property; provided, however, the Company
may transfer, sell or substitute one or more Trust Deeds if such transfer, sale or substitution is

dong in connection with a plan to cure a defmlt.

On an annual basis, the Company will retain an independent accounting firm to prepate
the 1099’5 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 principat 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 2 Yearsto S Years

$50,000 and up 8% 9 10%® 12% @

ey

)

@)

)

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 will

accept minimum contributions in such amounts as reasonably determined by the Company.

Although the Company intends to use its good faith efforts to accommodate written requests
from an investor to prepay any Note prior to maturity and the Company has in fact been able
to satisfy such requests in a timely manner with interest paid in full, the Company has no
obligation to do so and the investor has no right to require the Company to redeem the Note
prior to maturity. Upon the Company’s elcetion to honor an investor’s request to prepay any
Note prior to maturity, the Company teserves the right to adjust any interest payable to the
mvestor to the interest rate that would have been payable for the actual outstanding term of
the Note,

The Notes may be redeemed by the Company at any time prior to maturity upon 30 days
written notice to the investor at a price equal to the principal amount of the Note plus

accrued intergst to the date of redemption,

The Company also reserves the right, in its sole discretion, to adjust the interest paid on
outstanding Notes on 30 days written notice to Notcholders,
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The Company has the right to sell, encumber, mortgage, create a lien on or otherwise
dispose of any or all of its property, or in any manner secure an indebtedness so that such
indebtedness shall have a claim against the assets of the Company securing such indebtedness,
all without the consent of the investors of the outstanding Notes provided no Notes are in default.
Any sccurity interest graated in any of the Company’s asscis to secure indebtedness will be
superior in priotity fo the general claim of a Noteholder.

Default may ocour with respect to one Note and not another, The Company shail be in
default of a particular Note if any of the following events (“Event of Default”) occurs with
respeet to that Note: () defiit for 30 days in any payment of intcrest 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 under Chapters 11 or 7 of the U.S, Bankruptey Code or a filing
for the Company under the U.S. Bankruptcy Code by creditors of the Company which filing is
not dismissed within 90 days of the filing date; or (d) default for 50 days after receiving
appropriate notice of a breach of any other covenant applicable to a Note. Notwithstanding the
events listed above, Mr. Chittick may defer any payment of interest or principal due to Mr,
Chittick or an entity controlled by him on any of the Notes subscribed to personally by Mr.
Chittick without creating an Event of Defanlt.

The Company may not consolidate with or merge into any corporation, or tramsfer
substantially all of its assets to any person, unless the successor corporation or tramsferee
assumes the Company’s obligations on the Notes. The Company has no present intention of
merging with another company or consolidating with another company or transferring its assets,
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PLAN OF DISTRIBUTION

The Notes may be purchased directly from the Company without commission. Notes
maturing in two through five years also may be purchased with qualified monies (such as IRA,
SEP TRA, 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
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 would be calculated on that amount.

The Notes are not registered with the SEC or any other state or federal regulatory agency.
No state or federal agency has made any finding or determination as to the fairness of this
offering for investment, the adequacy or accuracy of the disclosures, or any recommendation or

endorsement of the Notes.

The offering and sale of the Notes is intended to be exempt from registration under the
Act by virtue of one or more of the following exemptions provided by: (i) Section 4(2) of the
Act; and (if) Regulation D promulgated under the Act, See “Investor Suitability.” In accordance
therewith, substaatial restrictions are placed on the offering and purchase of the Notes, including,
but not limited to, the following:

(1) The transaction may not include any public offering. The offer to sell Notes must be
directly 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 advertisement or any other form of

general advertising or general 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 nmst 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 finaocial account

tecords.
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DETERMINATION OF OFFERING PRICE

The tate of return for the Notes offered hereby will be set from time to time by
management of the Company to approximate a rate of return competitive with similar securities
of other companies engaged in the finance industry. The Company has been in operation since
April 2001, There is no market for the Company’s securities and none is expected to develop.
Accordingly, the rate of return on any Note bears no relation to the results of the Company, to
any market price for the Company’s securities, to the level of risk involved, or to any recognized

measure of valuation or return on investment.
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CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS

The following is a general discussion of certain U.S. federal tax considerations and
consequences that may bo 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 Revenne Code
of 1986, as amended (the “Code™). Except as set forth below, this summary does not address all
of the tax consequences that may be relevant to a particular Noteholder and it is not intended to
be applicable to Noteholders that are subject to special tax rules, such as financial institutions,
msurance companics, real estate investment trusts, regulated investment companies, grantor
trusts, U.S. expatriates, partnerships or other pass-through entities, tax-exempt organizations or
dealers or treders 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 transaction for U.S. federal
income tax purposes or that have a functional currency other than the U.S. dollar. Moreover,
except as set forth below, this summary does not address the U.S, federal estate and gift tax law,
the tax laws of any state, local or foreign government or alternative minimum tax consequences
of the acquisition, ownership or other disposition of Notes and does not address the U.S. federal
income tax treatment of Noteholders that do not acquire Notes as part of the initial distribution at
their initial issue price. Each prospective investor should consult its tax advisor, attorney and
accountant with respect to the U.S. federal, state, local and foreign tax comsequences of

acquiring, holding and disposing of Notes,

This summary is based on current provisions of the Code, as amended, existing and
proposed U.S, Treasury Regulations, current administrative promouncements and judicial
decisions, each as available and in effect on the date hereof, All of the foregoing are subject to
change, possibly with retroactive effect, or differing interpretations which could affect the tax
consequences described herein. No advance tax ruling has been sought or obtained from the
Tnternal Revermue 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.

6838564 52

BC_002972



PROSPECTIVE TNVESTORS 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, I.OCAL OR OTHER TAXING JURISDICTION.

For putposes of this summary, a “U.S. Holder” is a beneficial owner of Notes who for
U.S. federal income tax pugposes is () a citizen or resident (or is treated as a resident for U.S.
federal income tax purposes) of the United States; (ii) a corporation created or organized in or
under the laws of the United States or any State or political subdivision thereof; (ii) an estate the
income of which is subject to U.S, federal income taxation regardless of its source; or (iv) a trust
(1) that validly elects to be freated as a U.S. person for U.S. federal income tax purposes or (2)
(a) the administration over which 4 U.S. court can exercise primary supervigion and (b) all of the
substantial decisions of which one or more U.S. persons have the authority to control. A “Non-
U.S. Holder” is a beneficial owner of Notes who for U.S. federal income tax purposes is (i) a
non-resident alien individual; (if) a foreign corporation; or (iif) a foreign cstate or trust the

fiduciary of which. is a nounresident alien.

If a partnership (or any other entity treated as a partnership for U.S, federal income tax
purposes) holds Notes, the tax treatment of a partner in such partnership will generally depend on
the status of the partner and the activities of the partnership. Such partner should consult its own
tax advisor as to its consequences of olding and disposing of the Notes.
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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 accrued in accordance

with the U.S, Holder’s usual method of tax accounting for U.S. federal income tax purposes.

Market Discount

A holder of Notes may in very limited circumstances, transfor their Notes to third parties.
If the Company authorizes such a transfer, Notes sold on a secondary market after their original
issue for a price lower than their stated redemption price at maturity are generally said to be
acquired at market discount, Code Section 1278 defines “market discount” as the excess, if any,
of the stated redemption price at maturity of the Note, over the purchaser’s initial adjusted basis
in the Note. If, however, the market discount with respect to a Note is less than 1/4th of one
percent (.0025) of the stated redemption price at maturity of the Note multiplied by the number
of complete years to maturity from the date the subsequent purchaser has acquired the Note, then
the market discount is considered to be zero. Notes acquired by holders at original issue and
Notes mgtaring not more than one year from the date of issue are not subject to the market
discount rules.

Gain on the sale, redemption or other disposition of a Note, including full or partial
redemption thereof, having “market discount” will be treated as interest income to the extent the
gain does not exceed the accrued market discount on the Note at the time of the disposition. A
holder may elect to include market discount in taxable income for the taxable years to which it is
attributable, The amount included is treated as interest income. Ifthis clection 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 fp income curently, it cannot
be revoked without the consent of the IRS., The election appliey 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.

683856.4 54

BC_002974



Sale, Exchange or Disposition of Notes

A U.S. Holder’s adjusted tax basis in a Note generally will equal the cost of the Note to
such U.S. Holder, increased by any original issue discount (“OID”} or market discount
previously included by the holder in income with respect to the Note, Upon the sale, exchange
or other disposition of a Note, a U.S, Holder will recognize taxable gain or loss equal to the
difference, if any, between the amount realized on the sale, exchange or other disposition {less an
amount equal to the accrued but unpaid interost which will be taxable as ordinary income) and
such U.S. Holder’s adjusted tax basis in the Note. Any such gain or loss generally will be capital
gain or loss. In the case of a noncorporate U.S. Holder, capital gains derived in respect of a Note
that is held as a capital asset and that is held for more than one year are eligible for reduced
income tax rates and may be deemed a long-term capital gain, The deductibility of capital losses

is subject to limitations.

Non-U.S. Holdets
Interest

Subject to the discussion below under the heading “U.S. Baclkup Withholding and
Information Reporting,” payments of principal of, and interest on (inchuding any OID), a Note to
(D) a controlled foreign corporation, as such term is defined in Section 957 of the Code, which is
related to the Company, directly or indirectly, through stock ownership, (i) a person owning,
actually or constructively, securities representing at Ieast more than 50% of the total combined
outstanding voting power of all classes of the Company’s voting stock and (iif) banks which
acquire such Note in consideration of an extension of credit made pursuant to a loan agreement
entered into in the ordinary course of business, will not be subject to any U.S. withholding tax
provided that the beneficial owner of the Note provides certification completed in compliance
with applicable statutory and regulatory requirements, which requirements are discussed below
under the heading “U.S. Backup Withholding and Information Reporting,” or an exemption is
otherwise established.

If a Non-U.S. Holder cannot satisfy the requirements above, payments of interest made to
a Non-U.S. Holder will be subject to a U.S. withholding tax equal to 30% of the gross payments
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made to the Non-U.S. Holder unless the Non-U.S. Holder provides the Company or the
Company’s paying agent, as the case may be, with a properly executed (1) IRS Form W-8BEN
claiming an exemption from or reduction in withbolding under the benefit of an applicable
income tax treaty or (2) IRS Form W-8ECI stating that inferest paid on the note is not subject to
withholding tax because it is effectively connected with the beneficial owner’s conduet of a frade

or business in the United States. Alternative documentation may be applicable in certain
situations,

If a Non-U.8. Holder is engaged in a trade or business in the United States and interest on
a note is effectively connected with the conduct of such trade or business, the Non-U.S. Holder,
although exempt from witbholding as discussed above (provided the certification requirements
described above are satisfied), will be subject to U.S. federal income tax on such interest
(including OID) on a net income basis in the same manner as if the Non-U.8. Holder were a U.S.
Holder. In addition, if such Non-U.S. Holder is a forsign corporation, it may be subject to a
branch profits tax equal to 30% (or lesser rate under an applicable income tax treaty) of such
amount, subject to adjustments,

Sale, Exchange or Other Disposition of Notes

Subject to the discussion below under the heading “U.S. Backup Withholding and
Information Reporting,” any gain realized by a Non-U.S. Holder upon the sale, exchange or
other disposition of a Note generally will not be subject to U.S. federal income tax or
withholding tax, unless (f) such gain is effectively connected with the conduct by such Non-U.S.
Holder of a trade or business in the United States or (ii) in the case of any gain realized by an
individual Non-U.S. Helder, such Non-U.S, Holder is present in the United States for 183 days
or more in the taxable year of such sale, exchange or disposition and certain other conditions are
met. Special rules may apply upon the sale, exchange or disposition of a Note to certain Non-
U.S. Holders, such as “controlied 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 comsequences that may be

relevaat 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 i3 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 as a result of such individual’s death, provided that
such individual is not a shareholder owning actually or constructively more than 10% of the total
combined voting power of all classes of our stock entitled to vote and, at the time of such
individual’s death, payments of interest with respect to such note would not have been
effectively connected with the conduct by such individual of a trade or business in the United

States.

U.S, Backup Withholding and Information Reporting
U.S, Holders

Information reporting requirements will apply to certain payments of principal and
interest and the accrual of OID, if any, on an obligation and to proceeds of the sale, exchange or
other disposition of an obligation, to certain U.S. Holders. This obligation, however, does not
apply with respect to certain U.S, Holders including, corporations, tax-exempt organizations,
qualified pension and profit sharing trusts and individual retirement accounts, In general, the
Company is required to file with the IRS each year a Form 1099 information refurn repotting the
amount of interest that was paid or that is considered earned by a U.S. Holder with respect fo the
Notes held during each calendar year, and a U.S. Holder is required to report such amount as
income on its federal income tax return for that year. A U.S. backup withholding tax currently at
a rate of 28% will apply to such payments if a U.S. Holder frils 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. federal income tax Hability, 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.S. 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 also be made
available to the tax authorities in the country in which the Non-U.S. Holder resides under the
provisions ofan applicable income tax treaty. Payments of principal and interest on any Notes to
Non-U.S. Holders will not be subject to any U.S. backup withholding tax if the beneficial owner
of the Note (or a financial institution holding the note on behalf of the beneficial owner in the
ordinary course of its trade or business) provides an approypriate certification to the payor and the
payor does not have actual knowledge or rcason to know, that the certification is incorrect.
Payments of principal and interest on Notes not excluded from U.S. backup withholding tax
discussed abovo generally will be subject to United Stafes withholding tax at a rate of 28%,
except where an applicable United States income tax trealy provides for the reduetion or

elimination of such withholding tax.

In addition, information reporting and, depending on the circumstances, backup
withholding, will apply to the proceeds of the sale of a Note within the United States or
conducted through United States-related fimancial intermediaries unless the beneficial owner
provides the payor with an appropriate certification as to its non-U.S, status and the payor does
not have actual knowledge or reason to know that the certification is incorrect.

Any amounts withheld under the backup withholding rules will be allowed as a refund or
credit against a Non-U.S. Holder’s U.S. federal income tax liability provided the required

information is firmished to the Tnternal Revenue Service.

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 COF 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 liquidity with respect to this investment and who
can bear the economic risk of a complete loss of their investment. This private placement is
made in reliance on exemptions from the registration requirements of the Act and applicable

state securities laws and regulations,

The suitability standards discussed below represent minimum suitability standards for
prospective investors. The satisfaction of such standards by a prospective investor does not
necessarily mean that the Notes are a suitable investment for such prospective investor.
Prospective investors are encouraged to consult their personal financial advisors to determine
whether an investment in the Notes is appropriate. The Company may reject subscriptions, in

whole or in part, in its absolute discretion.

The Company will require each investor to represent in writing, among other things, that
(i) by reason of the investor’s business or financial experience, or that of the investor’s
professional advisor, the investor is capable of evaluating the merits and risks of an investment in
the Notes and of protecting its own interest in connection with the transaction, (i) the investor is
acquiring the Notes for its own account for investment only and not with a view toward the
resale or distribution thereof, (iif) the investor is aware that the Notes have not been registered
under the Act or any state securitics Jaws and that there is no market for the Notes, (iv) such
investor meets the suitability requirements sct 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 Requiremenis

Except as set forth below, each investor must represent in writing that it (a) is

“sophisticated” in so fir as it is sufficiently knowledgeable and experienced in financial and

business matters to be able to evaluate the merits and risks of an investment in the Notes either

alone or with a purchaser representative; (b) is able to bear the economic risk of an investment in
the Notes, including a loss of the entire investment; and (c) qualifies as an “accredited investor,”
as such term is defined in Rule 501(a) of Regulation D under the Act aud must demonstrate the

basis for such qualification. To be an accredited investor, an investor nmst fall within any of the

following categories at the time of sale of Notes to that investor:

(1)

@

&)

A bank as defined in Section 3(a)(2) of the Act or a savings and loan association or other
institution as defined in Section 3(a)(5)(A) of the Act whether acting in its individual or
fiduciary capacity; a broker or dealer registered pursuant to Section 15 of the Securities
Exchange Act of 1934; an insurance company as defined in Section 2(13) of the Act; an
mvestment conpany registered under the Investment Company Act of 1940 or a business
development company as defined in Section 2(a}(48) of that Act; a Small Business
Investment Company licensed by the United States Small Business Administration under
Section 301(c) or (d) of the Small Business Investment Act of 1958; a plan established and
maintained by a state, its political subdivisions, or any agency or instrumentality of 4 state or
its political subdivigions, for the benefit of its employecs, if such plan has total asscis in
excess of $5,000,000; an employee benefit plan within the meaning of the Bmployee
Retirement Income Security Act of 1974, if the investment decision is made by a plan
fiduciary, as defined in Section 3(21) of such act, which is either a bank, savings and loan
association, insurance company, or registered investment adviser, or if the employee benefit
plan has total assets in excess of $5,000,000 o, 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 194¢;

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) Auny natural person who had an individual income in excess of $200,000 in each of the two
raost recent years or joint income with that person’s spouse in excess of $300,000 in each of
those years and has a reasonable expectation of reaching the same income level in the

current year;

(7) Aany trust with total assets in excess of $5,000,000 not formed for the specific purpose of
acquiring the Notes, whose purchase is directed by a sophisticated person as described in
Rule 506(b)(2)(i0) of Regulation D; and

(8) An entity in which all of the cquity owners are accredited investors (as defined above).

As used in this Memorandum, the term *“net worth™ means the excess of total assets over
total Habilities. In determining fncome an mvestor should add to the investor’s adjusted gross
income any amounts atfributable to tax exempt income received, losses claimed as limited
partner in any limited partnership, deductions claimed for depletion, contributions to an IRA,
KEOGH, SEP TRA or ROTH TRA retirement plan, alimony payments, and any amount by which

income from long-term capital gains has been reduced in arriving at adusted gross income.
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Colin F. Campbell, 004955
Geoffrey M. T. Sturr, 014063
Joshua M. Whitaker, 032724
Osborn Maledon, P.A.

2929 N. Central Avenue, Suite 2100
Phoenix, Arizona 85012-2793

(602) 640-9000
ccampbell@omlaw.com
gsturr@omlaw.com
jwhitaker@omlaw.com

Attorneys for Plaintiff

IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA

Peter S. Davis, as Receiver of DenSco No. CV2017-013832

Investment Corporation, an Arizona

corporation, PLAINTIFF’S DISCLOSURE OF
Plaintiff, ~ | EXPERT WITNESS REPORT RE

STANDARD OF CARE

Vs.

Clark Hill PLC, a Michigan limited (Commercial case)

liability company; David G. Beaucham

and Jane Doe Beauchamp, husband an (Assigned to the

wife, Honorable Daniel Martin)
Defendants.

Pursuant to the scheduling order entered in this matter, Plaintiff Peter S. Davis, as
Receiver of DenSco Investment Corporation, hereby discloses the attached report of
Neil J. Wertlieb, which addresses the applicable standard of care, Defendants’ departure

from the standard of care and how that departure caused injury to DenSco.
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These improper and risky funding procedures were not disclosed in the 2011 POM. In fact, the
2011 POM incorrectly stated that DenSco’s loans were funded so as to ensure first lien positions
on such properties.*®

Mr. Menaged fabricated a story to explain the double lien issue — a story which we now know to
be false. As told by Mr. Menaged, because he was distracted with his wife’s illness, he turned
over certain business operations to his “cousin.” The cousin would obtain a loan from DenSco,
which DenSco wired directly, and the cousin would also obtain a loan from another lender,
which lender would wire funds directly to the trustee. The cousin would file deeds of trust on
behalf of both lenders, and then ultimately absconded with DenSco’s funds.>

In fact, there was no such cousin. A simple search of records available on the County of
Maricopa website showed that it was Mr. Menaged who executed those deeds of trust in the
presence of a notary, and not any “cousin.”®

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

M. 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.”).

59 See email dated January 7, 2014 from Mr. Chittick to Mr. Beauchamp, copymg 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 2 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 § 215.

60 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 Apr11 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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Opportunity Act, the Fair Credit Reporting Act, the Real Estate Settlement Procedures Act, and
the Home Mortgage Disclosure Act,'s> 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 shareholder,
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 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.”); 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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As a result, the applicable standard of care dictates that the Defendants should have: (a) engaged
in extraordinary monitoring and counseling with respect to DenSco; (b) maintained clear
documentation of advice provided and actions taken; and, most importantly, (c) been prepared to
recognize, and quickly act in response to, “red flag” warnings or indications of any problems
(such as those described below). In my opinion, failure to do so would constitute a violation of
the Defendants’ duties under the Rules of Professional Conduct, including but not limited to
Rules 1.1 (Competence), 1.3 (Diligence) and 1.13 (Organization as Chent) of the Arizona 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.20! 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.2%

Had Mr. Beauchamp investigated the allegations in the complaint in the Freo Lawsuit, “he
would have found within minutes, by reviewing records available through the Maricopa

County Recorder’s website relating to the property described in the Freo lawsuit: (i) a -

Deed of Trust and Security Agreement With Assignment of Rents given by Easy o
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 pubhc.”zo4

201 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 See Tbid (“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 My, 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 § 129.
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Upon becoming aware of the Freo Lawsuit, Mr. Beauchamp should have advised Mr. Chittick of
the following action items, and should have assisted him in the completion of these action items:

. investigate the policies and procedures, and the trustworthiness, of Mr. Menaged and his
affiliated entities;

. investigate where the excess funds from two different mortgage loans went;
. suspend making any further loans to Mr. Menaged and all entities managed by Menaged;
. review all other outstanding loans to Mr. Menaged and his affiliated entities to confirm

that DenSco was the only lender on the property with a first lien deed of trust;

. review and reevaluate DenSco’s internal procedures to ensure that it was not vulnerable
to the type of double lien issue alleged in the Freo Lawsuit;

. contact the other lender to investigate the allegations; and

. evaluate the accuracy of the disclosures made in the 2011 POM, and update and correct
them as may be necessary.

Based on the record I have reviewed, Mr. Beauchamp provided no such advice or assistance
following the Freo Lawsuit. In fact, from mid-June 2013 when Mr. Beauchamp first learned of
the significant allegations in the Freo Lawsuit,?% until at least January of the following year, Mr.
Beauchamp took no such action to protect his client, DenSco.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 magnitude of the
damage caused by the Menaged fraud and Mr. Chittick’s failure to follow proper funding
procedures. Because of the materially inaccurate and incomplete disclosures made in the expired
2011 POM, upon such discovery the Defendants should have then instructed DenSco to
immediately cease the offer and sale of all Notes. Any Rule 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 Notcholders to demand rescission).
Because such disclosures would by necessity be so negative (especially in comparison to the
disclosures contained in the 2011 POM), it appears to me unlikely that the sophisticated
accredited investors targeted by DenSco would have been inclined to continue to invest in Notes.
Further, because DenSco’s business model was based on soliciting and investing money
provided by Noteholders, and because many of the double lien properties were overleveraged, in
my opinion the proper advice to be given to DenSco at that time would have been to conduct an
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CFFICIAL RECORDS OF
MARICOPA COUNTY RECORDER
HELEN PURCELL

O 20130717135 08/06/2013 12:46
When recorded, mail to: ELECTRONIC RECORDING
DenSco Investment 4 i 24§T11'_'1"1 -
6132 W, Victoria Place chag J
Chandler, AZ 85226 '
MORTGAGE,
August 6, 2013

The undersigned horrower ("Borrower”) acknowledges receipt of the proceeds of 2 loan from
DenSco Investment Corporation ("Lender"} in the sum of $150,000.00, as evidenced by check
payable to: Trustee Corps ("Trustee"). The loan was made to Borrower to purchase the Real
Property legally described as: Lot 218, Subdivision Anthem Unit 55, according to the plat Book 665,
of Maps, Page 30, in the plat record in the Recorder's Office of Maricopa County, Arizona, Address:
39817 N Messner Way, Anthem, AZ 35086 At a trustee’s sale conducted by Trustee, which took
place on August 5, 2013, Borrower became the successful purchaser with the highest bid, and the
loan is intended to fund all or part of the purchase price bid by Borrower at such trustee’s sale.

Borrower has promised to pay Lender or assignee the full amount of the loan, with interest at the rate
of 18% per annum from the date of this Receipt until paid in full, such amounts to be due and
payable in full based on due date from promissory note.

Borrower hereby grants to Lender or assignee a first, prior and superior equitable lien and mortgage
O against the Real Propesty to secure payment of the loan. The undersigned principal of Borrower
(who shall derive benefits from the loan, in order to induce Lender to extend the loan to Borrower)
hereby irrevocably and unconditionally guarantees and promises to pay to Lender upon demand the
full loan amount and all other sums payabie or to become payabie hereunder if Borrower fails to pay
any such amounts when due. Borrower further agrees to execute, acknowledge and deliver to Lender
such further documents as may be necessary to effectuate the intent of this transaction. Bortower has
delivered to Lender a promissory note and deed of trust, and Borrower agrees that the deed of trust
shall be recorded against the Real Property as a first, prior and superior lien and encumbrance -
simultaneously with the recording of the Trustee's Deed. Borrower further agrees to cause the
undersigned principal of Borrower to execute, acknowledge and deliver a guaranty of the amounts
lent by Lender under said promissory note.
Borrower: :Arizona Home Foreclosures, LLC

Name & Title of Principal Borrower: Yomtov Scott Menaged, Managing Member of LLC
Signature: ——ﬂc”_‘

rJ

State of Arizona )
) ss.
County of Maricopa )
Subscribed, sworn to and acknowledged before

By:Yomtov Scott Mena;

d
Commission Expires: 7 1 -/ ¢

§ dysbts,
-

O 356655v2 5/222007
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IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA
Peter S. Davis, as Receiver of
DenSco Investment Corporation,
an Arizona corporation,
Plaintiff,

VS. NO. Cv2017-013832
Clark Hi11 PLC, a Michigan
Timited 1iability company;
David G. Beauchamp and Jane Doe
Beauchamp, Husband and wife,

Defendants.
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DEPOSITION OF GREGG REICHMAN

Phoenix, Arizona
April 23, 2019
10:38 a.m.

REPORTED BY:

KELLY SUE OGLESBY, RPR

Arizona CR No. 50178
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GREGG REICHMAN, 4/23/2019

Q. How does the successful bidder know that you
will make the loan on the bid at the trustee sale?

A. They never know.

Q. They just take the chance that you will be
willing to fund, because they know something about your
business?

A. No, they don't know anything about our business.
They just assume that we are in the business of deploying
debt capital to professional investors, and if we don't,
someone else will. So, you know, we are -- we want to
make the loan, so we are in the business to make these
Toans, and I have been doing it for 25 years so we are
fairly well-known.

Q. when you fund a borrower at a trustee sale, to
whom do you provide the funds?

A. well, the borrower is the customer, but we don't
ever let the borrower take control of any funds. So just
so I understand your question correctly, your question 1is

where do we send the funds, the payment funds?

Q. Yes.
A. To the trustee.
Q. on any of the loans that you have done at AFG,

do you ever fund the Toan directly to the borrower as
opposed to through a third party, like a trustee, an

escrow agent, title company, anything like that?

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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65
GREGG REICHMAN, 4/23/2019

Q. And do you recall around September 21, 2012,
Tearning that Menaged had borrowed money either through
his entities or directly from both Active Funding and
DenSco, so there were two loans on at least three
properties?

A. I remember during that time discovering that
there were multiple deeds of trust. I want to be sure
that I understand your characterization and what you said
so that I can give you a precise answer.

You said Menaged borrowed money against, from
multiple lenders against multiple properties. I never
knew that. I knew there were deeds of trust that were
more than one deed of trust on particular properties that
my company had loans on. That I discovered.

Q. All right. So let me follow up on the way you
have described it.

You knew as of September 21, 2012, that Active
Funding had a deed of trust on a loan to Scott Menaged --

A. His company.

Q. -- to his company, where DenSco also had a loan

and a deed of trust on that property for a loan to

Menaged?
A. I discovered that, yes.
Q. Okay. How did you discover it?
A. Reviewing the chain of title.
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Q. was there something that prompted you to do that
or do you just do that as a part of your business?

A. I do it on occasion.

Q. And did you discover in this timeframe that the
DenSco loan was in first position versus the Active
Funding loan or second position, or could you tell from
the chain of title?

A. The only thing you can tell from the chain of
title is recordation timeframe. My position is the DenSco
Toans were never in first position. I only made first
position Toans and my capital was deployed in first
position.

Q. And your position was based on the recordation
of the filing of the document or was it something else?

A. My legal position, and in most -- in most
circumstances, the recordation timeframe.

Q. okay. And specifically as of September 2012,
did you believe that on these three properties where there
were competing deeds of trust, that Active Funding had the

superior position to DenSco?

A. Always.
Q. Okay. Wwas it a surprise to you that Scott
Menaged had borrowed money from DenSco on -- where he

secured those loans with the property that also secured

your loans?
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both AFG and DenSco?

A. I did learn that, yes.

Q. Did you ever learn how many properties in the
fall of 2012 were in that situation?

A. I think it was roughly 12.

Q. So let me go back to the conversation.

You had a conversation with Denny Chittick you
have shared with us where both of you have decided to go
back to Scott Menaged to try to figure out how there could
be two deeds of trust from both lenders, right?

A. well, I knew how there could be. I wanted to
find out why. You record one. I could record one on your
house tonight.

Q. Fair answer.

So what did you do to find out why?

A. I called Scott and said, "I'd 1ike to discuss
this with you. Wwhat's going on?" Actually, I think I
emailed him, and I said, "Hey, I discovered this. what's
going on?" And he responded in one of these emails,
"That's impossible." In other words, I was mis -- his
response was I must be mistaken.

Q. Right.

So he was originally denying to you that that
could be the case, that there would be two deeds of trust,

one from DenSco, one from AFG on the same property.
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A. He said i1t was impossible. Those were his
words.

Q. Okay.

A. I think it's in one of these emails. I remember

an email 1like that.
Q. It is. It is. And we are going to find it
here.

So let's look at 488. 1It's a multipage
document. So it looks 1like the first email, it's at the
very end of that document, 488, 1is an email from you to
Scott Menaged dated September 19.

Do you see that?

A. I'm sorry. The second page from the back?

Q. Yeah. 1It's page 4 and 5 of that document.

A. Okay. I'm on page 4.

Q. So this is -- I'm now noticing that Exhibit 487

actually is dated September 21, but your series of emails
with Mr. Menaged start on September 19.

Do you see that?

Yep, I do.

Okay.

Yes. I should say yes. Sorry.

o r»r O r

And it Tlooks Tike you are talking generally
about monies being owed various properties.

And then it looks Tike on the third page at the
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bottom, you say to Veronica on September 21, 2012, "If you
get a moment can you please look up a few properties," and
then you identify the three properties. And then you say:
We are trying to figure out what occurred with those
assets and from the books of it -- from the looks of it we
they were traded back and forth in terms of the financing
between Active Funding Group and DenSco, but releases were
never filed. Let me know where you believe they are
currently financed please.

And then Menaged says back, he says, "Be back
Monday and will look into it buddy."

Did I read that correctly?

A. which page are you on?

Q. "Look into buddy," on the third page, about
halfway up.

A. I see it. Have a nice weekend.

Q. All right. And then you send an email that

starts on the second page at the bottom, "It Tooks Tlike

these three deals of yours were double pledged to both AFG

and DenSco," then you identify the properties.

A. I think you are going in reverse, because that
was sent, and then he responded. Or maybe you are not.
It's hard to read it this way.

Q. As I read it, I think that the original email is

in the very back.
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A. From the back to the front? oOkay.
Q. And then it goes forwards to the most current on
the first page.
A. Yes. I see it.
Q. Okay. So if we look at the bottom of that,
again, of page 3. 1Is that where we were?
MR. ABRAHAM: Page 2.
MR. DeWULF: Page 2.
Q. At the bottom of page 2, September 21, you say:
OK. It's an 1important matter. It looks Tlike these three

deals of yours were double pledged to both AFG and DenSco,

and you identify the properties. From reading the chain
there are DOTs recorded from both companies. We are
senior on all 3 deals and Denny's DOT is recorded behind
ours. Do you remember these at all and what happened with
them? Thank you.

And then, to refer to your earlier testimony,

Menaged says, "Don't remember them but it's impossible,"”

correct?
A. Yes, it says that.
Q. And then you respond, higher up on that page 2,

"Not impossible. I'm looking at the chains of title
sitting in front of me. Both DenSco and AFG have loans on
those properties. Veronica told me that DenSco has been

paid off and she was waiting for releases. I just spoke
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to Denny. He indicated that he has not paid off. Please
get this squared away as it is troubling."

And then Menaged says, "For a small fee I can do
your accounting if you want."

A. Right.

Q. And then you write back, "very funny. All the
other loans are the same, all appear to be double pledged.
You probably used our money to fund those silly furniture
stores."” So let me stop you there.

So you are referring to Menaged having a
furniture business, right?

A. He had four of them.

Q. Yeah. And this is just a joke that he 1is
misusing the money for his furniture business, right?

A. Yes, it was a joke.

Q. okay. And then he responds, "Hahaha!!!! ok if

you say so...We will clear up Monday." And then you say,
"Good, safe travels."

So at this point in time, you have checked with
the chain of title, you figured out that there are double
pledging between the loans of AFG and DenSco.

And what happens next in the communication, do
you recall? Does he get back to you and tell you what he

has discovered?

A. He did get back to me, yes.
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And I said, "oOkay. Wwhen are you going to be
sure?"

And he said, "well, I had an employee," I think
he said it was a Jamaican woman who was running a part of
his business, and he had fired her a couple of weeks ago,
and that what he was able to determine, since we talked
the day before, was that he thinks there may be a theft
issue and that she was responsible for the theft and that
she had stolen money out of his accounts, money out of his
father's accounts, and he thought that she was responsible
for these multiple deeds of trust, but he wasn't
completely sure yet, but he was going to work -- continue
to work on it and then update me.

Q. Anything -- did you say anything in response?

A. I said, "veah, work on it." I created urgency.
I was agitated and I wanted him to know that I was
agitated, not happy.

Q. All right.

A. I mean, I wasn't yelling and screaming. I don't
do that. I don't think it's productive in a business
discussion, but my instructions were: You need to find
out what's going on and I need to know what's going on,
and you need to -- this is on you. Figure it out.

Q. Okay. And so in the sequence, how much time

passed before you talked to him again?
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that the employee was supposedly this Jamaican woman that
had been fired a Tlittle while ago?

A. No. I just said employee crime.

Q. And do you know whether, when you had this
discussion with Denny Chittick you have just described,
whether Denny had gotten, Denny Chittick had gotten any
further detail from Scott Menaged since you had Tast
spoken to him?

A. He told me he was meeting with him either that
day or the next day.

Q. So then you had another conversation with Scott

Menaged after the one you have just described with Denny

Chittick?
A. Yes.
Q. And what can you recall about that discussion?
A. He said he hired a private investigator to

locate this woman and that she had moved back to Jamaica,
and that he was still attempting to determine the full
extent of it, and that he had met with Denny and that he
had come to a framework with Denny of how to work out of
it.

Did he explain what the framework was?
Generally.

what did he tell you?

> o r O

He said Denny had agreed to become a partner
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with him in his wholesale business, so he would
participate in profits from the wholesale business to
reduce his exposure on the lending side.

He said Denny was going to provide him with
100 percent financing for everything he purchased at
trustee sale so that he wouldn't have a cash crunch. And
he said that Denny was going to provide him with an
unsecured credit line, so in case he got tight on cash, he
would have a cushion, but he didn't think he would get
tight on cash because he had sufficient Tiquidity to work
through this, to work through it until everything was paid
off.

Q. I didn't follow what you just said.

who had sufficient liquidity?

A. Scott had indicated that Denny had given him --
made a pledge of an unsecured credit 1line if he needed it,
but he didn't think he would need it because he had
sufficient liquidity, to bridge gaps if he needed it.

Q. Did he tell you how long, what the size of the
unsecured credit Tine was?

A. No.

Q. Anything else you can recall from that
conversation?

A. Yeah. I told him I wanted to see him. I said,

"You got to come in here. I want to talk to you. I'm not
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BE IT KNOWN that the foregoing proceeding was
taken before me; that the witness before testifying was
duly sworn by me to testify to the whole truth; that the
questions propounded to the witness and the answers of the
witness thereto were taken down by me in shorthand and
thereafter reduced to typewriting under my direction; that
the foregoing is a true and correct transcript of all
proceedings had upon the taking of said deposition, all
done to the best of my skill and ability.

I CERTIFY that I am in no way related to any of
the parties hereto nor am I in any way interested in the
outcome hereof.

[X] Review and signature was requested.
[ ] Review and signature was waived.
[ 1] Review and signature was not requested.

I CERTIFY that I have complied with the ethical
obligations in ACJA Sections 7-206(F)(3) and
7-206-(3) (1) (g) (1) and (2).

5/7/2019
Kelly Sus gleshy /7
Kelly Sue 0glesby Date
Arizona Certified Reporter No. 50178

I CERTIFY that JD Reporting, Inc. has complied
with the ethical obligations in ACJA Sections
7-206(3) (1) (g) (1) and (6).

5/7/2019

JD REPORTING, INC. Date
Arizona Registered Reporting Firm R1012
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percent of the purchase price. Still putting us at 70
percent loan-to-value or better.

There were cases that people paid a hundred
cents on the dollar and we said: We®"ll only loan you 70
percent to hold the loan-to-value of the property.

So you come up with a decision: Yes, we will
lend you $70,000. You purchased it for $100,000, you"ve
already put down $10,000, so we need you to get a
cashier”s check to the trustee for $20,000, we will make
a cashier"s check to the trustee for $70,000.

You come into our office, sign our documents,
give us your check, and we would have our runner go pay
the, you know, trustee and get a receipt that it"s been
paid for. And so we knew that we were the only ones
paying for the property.

And 1 can"t even remember at what point Denny
used one of my runners iIn the company to do i1t versus
after 2012, when he disassociated himself with our
office, you know, personnel and staff, you know, to do
some of those things. How he did it after that, I don"t
know, even though the conversation®s come up in this
case, you know, to suggest how he, you know, did it.

But 1 didn"t know at the time.
Q.- In terms of the mechanics of DenSco loaning

money to a successful bidder at a trustee"s sale, was it
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CERTIFIED REPORTER"S CERTIFICATE

BE IT KNOWN that the foregoing proceeding was taken
before me; that the witness before testifying was duly
sworn by me to testify to the whole truth; that the
questions propounded to the witness and the answers of
the witness thereto were taken down by me in shorthand
and thereafter reduced to typewriting under my
direction; that the foregoing pages i1s a true and
correct transcript of all proceedings had upon the
taking of said proceeding, all done to the best of my
skill and ability.

I CERTIFY that 1 am not related to, nor employed
by, any of the parties hereto, nor am I In any way
interested i1In the outcome thereof.

[XX] Review and sighature was requested.
[ 1 Review and sighature was waived.
[ ] Review and signature was not requested.

I CERTIFY that I have complied with the
ethical obligations 1n ACJA Sections 7-206(F)(3) and

7-206(3) (L) (@) (D) and (2).

Annette Satterlee, RPR, CRR Date
AZ CR No. 50179

I CERTIFY that JD Reporting, Inc., has complied
with the ethical obligations 1n ACJA 7-260(1)) (L) (@) (D)
through (6).

JD Reporting, Inc. Date
Registered Reporting Firm R1012
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Stringer, Lindsax L.

From: Beauchamp, David G.

Sent: Thursday, January 09, 2014 9:21 AM

To: Stringer, Lindsay L.

Subject: Fw: the details

Attachments: RM Easy Investments.doc; DOT Easy Investments.doc; Note Easy Investment.doc; HUD
Pratt 90k.pdf

Please print this for me and reserve a conf room from 10 to noon today with a whiteboard.
Thanks

David G. Beauchamp

CLARK HILL PLC

14850 N Scottsdale Rd | Suite 500 | Phoenix, Arizona 85254
480.684.1126 (direct) | 480.684.1166 (fax) | 602.319.5602 (cell)
dbeauchamp@clarkhill.com | www.clarkhill.com

From: Denny Chittick [mailto:dcmoney@yahoo.com]
Sent: Tuesday, January 07, 2014 01:49 PM

To: Beauchamp, David G.

Cc: Yomtov Menaged <smena98754@aol.com>
Subject: the details

| thought i would give you something to read so that you are up to
date and you can have questions for us when we arrive. i'm
bringing Scott with me.

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.

Sometime last year, his wife became ill with cancer. his cousin was
working with him and took on a stronger day to day role as scott
was distracted with his wife. Scott always was the one that
determined what properties to buy, how much etc. his cousin was
doing paperwork, checks and management of the day to day. At
some point his cousin decided to take advantage of our relationship
and started to steal money. Scott would request a loan from me, his

1
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cousin would request a loan from another borrower (i would say
there are as many as 1/2 dozen different lenders in total ) .
Because of our long term relationship, when Scott needed money, i
would wire the money to his account and he would pay the trustee.
| do this same thing with several borrowers and bidding co'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 wire it to 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 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 after the trustee's deed to ensure my first
position lien. when the loan is paid off, i always send a release for
both liens. when i say that some title officers request it and some
don't, it seems to matter of opinion rather than a hard and fast
law/requirement/demand/ or something of that nature. Again, this is
what i do on every single auction property no matter who is the
borrower.

What is cousin was doing was receiving the funds from me, then
requesting them from the other lenders. these other lenders would
cut a cashiers check for the agreed upon loan amount and then
take it to the trustee and receive the receipt. they would then record
a DOT immediately, then after the trustee's deed is recorded, they
would re-record their DOT. Sometimes i would record my RM first
sometimes they would. then after the trustee's deed, sometimes i
would record my DOT first sometimes they would.

2
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The cousin absconded with the funds. Scott figured this out in mid
November. He came to me and told me what was happening. he
said he had talked to the other lenders and they agreed that this
was a mess, and as long as they got their interest and were being
paid off they wouldn't foreclose, sue or anything else.

Scott and i spent a great amount of time creating a plan to fix this.
Our plan is simple, sell off the properties and pay off both liens with
interest and make everyone whole. Because many of the houses
were bought in the first half of last year. they are upside down, but
not nearly as bad as you would think. if Scott paid 100k, i lent 80k
and another lender lent 80k. the house is now worth 140k, it's
upside down 20k. However there are some houses that are more
upside down than this. Coming up with the short fall on all these
houses is a challenge , but we believe it's doable. our plan is a
combination of injecting capital and extending cheaper money,
along with continuing the business as he's run it for years, by
flipping homes which will generate profits.

The Plan:

1. all lenders will be paid their interest, except me, i'm allowing my
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 will fix up the house and sell it retail. this
will drive the order in which the houses will be sold.

3
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7. he also 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.

i've been over this plan 100 times and the numbers and | truly
believe this is the right avenue to fix the problem. we have been
proceeding with this plan since November and we've already
cleared up about 10% of the total $'s in question. that's in the
slowest part of the selling season. We feel once things pick up
seasonally we can speed this up

the gentleman that handed me the paperwork, believes because he
physically paid the trustee that he is in first position, but agrees it's
messy. he wants me to subordinate to him, no matter who recorded
first. we have paid off one of his loans, you'll see on this list Pratt -
paid in full, i've attached the hud-1 and you see that it shows me in
first position versus his belief. now that's one title agents opinion, i
understand that's not settling legal dispute on who's in first or
second.

| know that i can't sign the subordination because that goes against
everything that i tell my investors. plus i can tell you there are
several other lenders waiting to see what i do, if i sign with this
group, they want to have me sign one for them too.

What we need is an agreement that as long as the other lenders
are being paid their interest and payoffs continue to come, (we
have 12 more houses in escrow currently, all planned to close in
the next 30 days) , that no one initiates foreclosure for obvious
reasons, which will give us time to execute our plan.

let me know any questions so that when we meet we can be

productive as possible.
thx
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1 || Colin F. Campbell, No. 004955

Geoffrey M. T. Sturr, No. 014063

2 ||Joseph N. Roth, No. 025725

Joshua M. Whitaker, No. 032724

3 || Osborn Maledon, P.A.

2929 N. Central Avenue, Suite 2100

4 || Phoenix, Arizona 85012-2793

(602) 640-9000

5 || ccampbell@omlaw.com

gsturr@omlaw.com

6 ||jroth@omlaw.com
Jwhitaker@omlaw.com

7

Attorneys for Plaintiff
8
9
10 IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
11 IN AND FOR THE COUNTY OF MARICOPA

7 12 ||Peter S. Davis, as Receiver of DenSco No. CV2017-013832
z Investment Corporation, an Arizona
o o 13 || corporation,

a) PLAINTIFF’S SEVENTH
o = 14 Plaintiff, DISCLOSURE STATEMENT
/M
N 15 || vs.

< (Assigned to the
o 16 ||Clark Hill PLC, a Michigan limited Honorable Daniel Martin)

p=

liability company; David G. Beaucham
17 ||and Jane Doe Beauchamp, husband an

wife,

18
Defendants.

19
20 Pursuant to Rule 26.1(a), Plaintiff Peter S. Davis, as the court-appointed receiver
211l of DenSco Investment Corporation (the “Receiver”), makes the following disclosures.
22 Changes from the Receiver’s Sixth Disclosure Statement are identified in the mark-up
23 || attached as Appendix G.
24 On August 18, 2016, the Receiver was appointed to serve as the Receiver for
25 DenSco Investment Corporation (“DenSco”) under an order entered by the Maricopa
26 County Superior Court in Arizona Corporation Commission v. DenSco Investment
27

Corporation, CV2016-014142 (the “Receivership Court”). After the Receiver and his
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4. During June 2013, Beauchamp Learned That Representations
Made In the 2011 POM About DenSco’s Lending Practices
Were Materially Misleading But Failed to Conduct Any
Investigation of DenSco’s Lending Practices.

112. Beauchamp received an email from Chittick on June 14, 2013.

113. Chittick’s email, which was copied to Yomtov “Scott” Menaged, said, in
part: “I have a borrower, to which I’ve done a ton of business with, million[s] in loans
and hundreds of loans for several years[.] [H]e’s getting sued along with me. . . . Easy
Investments[] has his attorney working on it[.] [I]’m okay to piggy back with his
attorney to fight it[.] Easy Investments [is] willing to pay the legal fees to fight it. 1
just wanted you to be aware of it, and talk to his attorney, [whose] contact info is
below.”

114. Chittick’s email included a forwarded email from Menaged which
provided contact information for his attorney, Jeffrey J. Goulder.

115. Copies of a summons, the first four pages of a complaint, a certificate of
compulsory arbitration, and a lis pendens were attached to the email.

116. Menaged responded to the email by telling Beauchamp in an email to
“bill me for your services and utilize my attorney for anything you may need.”

117. The complaint and other documents Beauchamp received identified by
street address and legal description the foreclosed home at issue in the lawsuit; they
also identified the names of the former owners.

118. After reviewing these documents, Beauchamp sent an email to Chittick on
June 14, 2013 which said “We will need to disclose this in POM.” (Emphasis added.)

119. Bryan Cave’s billing records reflect that Beauchamp billed DenSco for 30
minutes of time on June 14, 2013 devoted to “[e]mail to D. Chittick regarding need to
disclose pending litigation in Private Offering Memorandum; review email from D.

Chittick; review requirements.”
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120. The complaint had been filed in Maricopa County Superior Court by Freo
Arizona, LLC against DenSco; Easy Investments, LLC; Active Funding Group, LLC;
Ocwen Loan Servicing, LLC; and another defendant.

121. According to the excerpt of the complaint that Beauchamp received,

a. A home in Peoria, Arizona was to be sold at a trustee’s sale.

b. Freo claimed to have purchased the home on March 18, 2013,
before the date of the scheduled trustee’s sale, by paying Ocwen Loan Servicing
the payoff amount for the mortgage, and that the sale was documented in a
warranty deed that had been recorded with the Maricopa County Recorder’s
Office.

c. Ocwen failed to timely instruct the Trustee to cancel the trustee’s
sale.

d. On March 22, 2013, Easy Investments acquired the property at a
trustee’s sale, and then “attempted to encumber the property with deeds of trust
to Active [Funding Group] and DenSco.” (Emphasis added.)

€. Freo filed its lawsuit to establish that it owned the property free
and clear of liens asserted by Active Funding Group and DenSco.

122. The Freo complaint put Beauchamp on notice that DenSco’s 2011 POM
was materially misleading because DenSco was not following the “proper method and
procedures for funding a loan” which, according to Beauchamp’s interrogatory
answers, were described in the 2011 POM as including ““due diligence to verify certain
information in connection with funding a Trust Deed’” and “‘conduct[ing] a due
diligence review by . . . verifying the documentation.””

123. It was apparent from the Freo complaint that Chittick had not conducted
any due diligence before loaning money to Easy Investments to acquire this particular
home, since the property had been sold, according to public records, five days before a

trustee’s sale. Under such circumstances, the loan funded by DenSco could not have
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been a loan “intended to be secured through [a] first position trust deed[],” as DenSco
had represented in the 2011 POM.

124. It was also apparent from the Freo complaint that Chittick had not
exercised appropriate care in loaning money to Easy Investments, since Freo alleged
that Easy Investments had “attempted to encumber the property with deeds of trust to
Active [Funding Group] and DenSco.” That allegation called into question both the
due diligence Chittick had employed in selecting Easy Investments as a borrower and
the practices Chittick followed in funding loans made by DenSco.

125. Although the files Beauchamp maintained and Bryan Cave’s billing
records reflect that the only actions Beauchamp took after receiving Chittick’s June 14,
2013 email were to spend 30 minutes to “review email from D. Chittick” and to send
“[e]mail to D. Chittick regarding need to disclose pending litigation in Private Offering
Memorandum,” Beauchamp claims in Defendants’ initial disclosure statement (at 6-7)
that he did more than that.

126. Beauchamp claims that after reviewing the Freo complaint, he “advised
Mr. Chittick . . . that Mr. Chittick needed to fund DenSco’s loans directly to the trustee
or escrow company conducting the sale, rather than provide loan funds directly to the
borrower, to ensure that DenSco’s deed of trust was protected.” This is an admission
by Beauchamp that he knew in June 2013 that the 2011 POM was materially
misleading.

127. Beauchamp goes on to say in Defendants’ initial disclosure statement that
“Mr. Chittick explained to Mr. Beauchamp that this was an isolated incident with a
borrower, Menaged, whom Mr. Chittick described in his email as someone he had
‘done a ton of business with . . . hundreds of loans for several years . . ..”

128. If a jury believes that Beauchamp actually had this discussion with
Chittick, despite the absence of any email, note or billing record to support
Beauchamp’s claim, it should conclude that Beauchamp decided not to take any steps to

investigate Chittick’s admission that DenSco had lax lending practices. The jury may
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also conclude that Beauchamp was preoccupied with his efforts to find a new law firm
and did not take the time to do so.
129. An investigation into DenSco’s lending practices was needed because:

a. the Qolume of DenSco’s lending that Chittick was managing by
himself (a missed red flag when the 2011 POM was prepared) had significantly
increased since 2011;

b. as Beauchamp had noted in his email exchanges with Bryan Cave
attorneys, DenSco had gone from $16 to $18 miﬂion of investor funds in 2011 to
approximately $47 million in 2013, and Beauchamp knew that the additional
investor funds would be utilized to make new loans;

c. the allegations in the Freo lawsuit evidenced a lack of due
diligence on DenSco’s part in deciding to fund the loan in question;

d. the allegations in the Freo lawsuit called into question whether
Menaged, whom Chittick described as one of DenSco’s major borrowers, was a
reliable and trustworthy person.

e. Chittick’s admission that he had given funds directly to Easy
Investments necessarily meant DenSco was not complying with the terms of the
Receipt and Mortgage which, as Beauchamp has noted in his interrogatory
answers, “stated that the check purchasing the property was made to the
Trustee.”

f. Beauchamp knew on June 17, 2013, when he downloaded and
reviewed DenSco’s website, that DenSco was representing to existing and
potential investors that it followed “Lending Guidelines” under which it would
be in “First Position ONLY!”

g. Beauchamp knew that DenSco would be actively selling
promissory notes in the latter half of 2013, since he knew, and told his Bryan

Cave colleagues on June 20, 2013, that “[a]ccording to [Chittick’s] note
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schedule, [DenSco] has approximately 60 investor notes that are scheduled to

expire in the next 6 months (and to probably be rolled over into new notes).”

h. Beauchamp knew that DenSco was actively selling promissory
notes based on the 2011 POM. On June 27, 2013, for example, Chittick told him
by email “Oh ya I just took in another 1.1 million yesterday.”

130. Beauchamp did not conduct an investigation of the allegations in the Freo
lawsuit regarding DenSco’s lending practices, or of DenSco’s lending practices
generally, in June 2013 (before the 2011 POM expired on July 1, 2013) or at any time
thereafter.

131. If Beauchamp had investigated the allegations in the Freo complaint, 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, which 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, which Menaged had signed on April 2, 2013. Both
signatures were witnessed by the same notary public.

132. Those documents confirmed the allegation in the Freo complaint that
DenSco was not in first position on a loan it had made to Easy Investments.

133. Those documents also showed that Menaged had purposefully borrowed
money, first from Active Funding and then from DenSco, using the same property as
security, since he had personally signed both the Active Funding deed of trust and the
DenSco deed of trust before a notary.

134. Had Beauchamp questioned Chittick about his lending relationship with
Menaged, he would have learned that Chittick had, by mid-2013, caused DenSco to
make loans to entities controlled by Menaged such that the representation in the 2011

POM regarding loan concentrations (that DenSco would “attempt[] to ensure that one
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221. Chittick attached to his email a form of Mortgage, Deed of Trust, and
Note Secured by Deed of Trust that he routinely used in making loans to Menaged,
which Chittick described as “docs you have reviewed and have been reviewed by a guy
at your last law firm, maybe two firms ago in 2007.”

222. Chittick’s email confirmed what was evident from the demand letter, and
brought home the red flags Beauchamp had missed when he prepared the 2011 POM
and when he reviewed the Freo lawsuit six months earlier:

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.

b. Chittick’s admitted practice of giving DenSco’s funds directly to
Menaged, rather than paying them directly to a Trustee through a check made
payable to the Trustee, made the statements in the 2011 POM about DenSco’s
lending practices materially misleading.

223. Chittick’s reference to “docs you have reviewed and have been reviewed
by a guy at your last law firm, maybe two firms ago in 2007” suggested that Chittick
might blame Beauchamp for the problems DenSco now faced because of DenSco’s use
of those documents.

224. Chittick’s email went on to say that Menaged had told him in November
2013 that DenSco had been defrauded by Menaged’s “cousin,” who allegedly worked
with Menaged in managing Easy Investments and Arizona Home Foreclosures.
Menaged claimed that his “cousin” had “receiv[ed] the funds from [DenSco], then
request[ed] them from . . . other lenders [who] cut a cashiers check for the agreed upon
loan amount . . . [took] it to the trustee and . . . then record[ed] a [deed of trust]
immediately.”

225. Chittick explained that “sometimes” DenSco had recorded its mortgage

before another lender’s deed of trust was recorded, but in other cases it had not.
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COPY of the foregoing served by mail
this 3% day of September 2019, to:

John E. DeWulf

Marvin C. Ruth

Vidula U. Patki

Coppersmith Brockelman PLC
2800 N Central Ave., Suite 1900
Phoenix, AZ 85004
jdewulf@cblawyers.com
mruth@cblawyers.com
vpatki@cblawyers.com

Attorneys for Defendants

WOone dhos

8220038
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Beauchamp, David

OFrom: Beauchamp, David
Sent:  Monday, June 17, 2013 4:67 PM

To: Wang, R. Randall
Subject: RE: DenSco Investment / 2013 Private Offering (Matter # 0352092)

Randy:
I talked to Denny Chittick, the owner of DenSco. Denny has already had the website modified.

Denny also reviewed the list of his investors. (there are only 114 individual investors from approx 80
families). All of his investors were either family or friends {or verified referrals from family or friends). When
Denny received a referral, Denny would meet with the person (or schedule a conference call) to confirm that
the potential investor was an accredited investor, and then to discuss what the potential investor knew about
the business and what the potential investor expected. Only if the potential investor was confirmed to be a
referral and an accredited investor did Denny discuss the investment process and provide a copy of

the POM. [Several times in the past, Denny had been used as a "cheap" source of documents (POM, loan
documents, etc.) by other people trying to duplicate and get into his real estate lending business. So Denny
knows his direct relationship to or the referral source for each investor. By doing that, Denny tried to prevent
his legal documents from being faken and used for free by other competitors.] Accordingly, Denny said that
he could verify in writing to us how he came into contact with each investor, if that makes a difference in how
he has to proceed.

According to his note schedule, Denny has approximately 60 investor notes that are scheduled to expire in
the next 8 months, so he would prefer o riot be shut down and have to return all of that investment money to
his investors until he could commence operations again.

Ohanks, David

David G. Beauchamp, Esq.

Bryan Cave LLP

Two North Cenfral Avenue, Suite 2200
Phoenix, Arfzona 85004-4406

email; david.beauchamp@bryancave.com
{602) 364-7060 | Direct Tel.

(602) 716-8060 | Direct Fax

(602) 319-5602 | Mobiie Tel.

O

6/17/2013
DIC0003615
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Hill PLC; David G. Beauchamp
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David G. Beauchamp

Member

David G. Beauchamp practices primarily in the areas of corporate law,
securities, venture capital and private equity transactions with an emphasis on
financing, acquiring or developing rapid growth companies in the areas of
technology, biotechnology, aerospace and other emerging growth industries
in the United States and overseas. He represents both venture capital/private
capital, as well as private and publicly traded companies with potential for
rapid growth.

David represents venture capital and private funds in their efforts to raise
funds ranging from a couple million dollars to hundreds of million and in the
subsequent investment of those funds. He also represents entrepreneurs and
growth companies, and has documented mergers, acquisitions and private
and public offerings for companies to raise funds well in excess of $100
milliori. David has represented management, investors and financial sources
in a wide variety of LBO and MBO acquisitions and ESOP transactions. He has
represented borrowers and related beneficiaries in structuring and
documenting various public bond financings. In the last twenty plus years, he
has prepared or been involved in the preparation and documentation of
several hundred private offerings of securities. While David focuses on
financings for high technology and biotechnology companies, clients have
included manufacturing, aerospace, telecommunication, health management,
software, restaurant, retail, service and real estate companies.

David is active in structuring and decumenting financial investments, including
warrants, shareholder agreements, voting agreements, limited liability
company operating agreements, stock options plans, executive compensation
plans, joint ventures, licensing agreements and routine business contracts. He
has structurad and documented sophisticated cross-border transactions and
complex purchase agreements and financings for private equity and venture
capital funds.

Speaking Engagements

» Testified before the Arizona Senate Finance Comnittee on several
occaslons concerning proposed legislation affecting Research &
Development and Capital Formation Issues, 2008, 2011, 2012, and 2013.

s Appeared on the “Horizon” public television show to discuss a Fund of
Funds proposal and various other legislative proposals to enhance
capital availability for growth stage companies in Arizona, 2012.

R_001343

http:/Awww.clarkhill com/people/david-g-beaucharp

Office

Phoenix

14850 N. Scottsdale Rd
Suite 500
Scottsdale, AZ 85254

Phone: 480.684.1126
Email:
dbeauchamp@clarkhill.com

Practice Areas

Corporate Law

Environment, Energy &
Natural Resources

Areas of Emphasis

Corporate Finance

Emerging
Growth/Venture Capital

Mergers & Acqulsitions

Private Equity

Services

E2: Emerging Enterprises

Education

6/12/17, 4 32 PM



Clatk Hill PLC: David G. Beanchamp hitp:/Awww.clarkhill . com/people/david-g-beanchamy

e “Solar in Action,” Panel Moderator at Arizona Solar Manufacturing J.D., cum laude, O
Symposium, 2010. University of Michigan
» “Introduction to the Arizona Fund of Funds,” Arizona Technology Council  Law School, Ann Arbor,
and Phoenix M&A Roundtable, 2010. Michigan, 1981
o “Arizona’s Technology Industries ‘Past, Present & Future, What it Means . p p., University of
to Mergers & Acquisitions and our State's Future,” Phoenix M&A Michigan, Ann Arbor,
Roundtable, 2009, Michigan, 1980
» ZE{B}Lézness Law Updates,” American Society of Women Accountants, AB. with distinction,
. e . ) University of Michigan,
& “Capital & Commercialization,” discussing technology development and .y
, .. . . Ann Arbor, Michigan,
status of capital formation in Arizona, presented fo the “Arizona 1978
Competitiveness Group” and Arizona economic development leaders,
200,7' , \ . ] . State Bar Licenses
* “Building a BioTech Cornpany: Achieving the Right Balance,” Arizona
BioExpo, 2003. Arizona
® “Recent Capital Formation Efforts in AZ and Strategy to Fund New
BioTech Companies,” The Arizona Chamber of Commerce Economic Court Admissions
Development Committee, 2002, U.S. District Ct., District of
Arizona
News
Chambers USA Names Thirteen Clark Hill Attorneys “Leaders in their Field” Membership
for 2014 American Bar Association O
Clark Hill Continues to Grow with the Addition of Arizona Corporate Attorney ~ Arizona Bar Association
David G. Beauchamp Maricopa County Bar
Association

Chambers and Partners
USA

AB Top Lawyers

Arizona Chamber of
Commerce and Industry

Arizona Technology
Council (Member of
Board of Directors,
Co-Chair of Capital
Formation Committee
and Member of Public
Policy Committee)

Greater Phoenix
Economic Council
{Certified Ambassador

O
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O and [nterpational

Leadership Council)

Valley Leadership (Class
XV)
Enterprise Network

Phoenix Mergers &
Acquisitions Roundtable

O
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IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA
Peter S. Davis, as Receiver of
DenSco Investment Corporation,
an Arizona corporation,
Plaintiff,

VS. NO. Cv2017-013832
Clark Hi11 PLC, a Michigan
Timited 1iability company;
David G. Beauchamp and Jane Doe
Beauchamp, Husband and wife,

Defendants.
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VIDEOTAPED DEPOSITION OF DAVID GEORGE BEAUCHAMP

VOLUME I
(Pages 1 through 233)

Phoenix, Arizona
July 19, 2018
9:03 a.m.

REPORTED BY:

KELLY SUE OGLESBY, RPR

Arizona CR No. 50178

Registered Reporting Firm R1012

PREPARED FOR:
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DAVID GEORGE BEAUCHAMP, VOLUME I, 7/19/2018

part, he did follow, or I -- through April/may 2014, I
believed he was following the legal advice, but not
necessarily the recommendations.

Q. Mr. Beauchamp, if I read your 26.1 statement
correctly, you are blaming Mr. Chittick for what happened
in this case. True?

MR. DeWULF: Object to form.

THE WITNESS: I thought I indicated that
Mr. Menaged was the primary person and who exercised
control over Mr. Chittick in ways I never understood.

Q. (BY MR. CAMPBELL) Sir, you state, do you not,
you believe that Mr. Chittick instructed you not to finish
the private offering memorandum in the year 2013, correct?

MR. DeWULF: Wwould you read that back, please.

(The requested portion of the record was read.)

THE WITNESS: I did state he instructed me, and
that was based upon a conversation where he had to provide
specific answers to information that we needed right then
in order to finish the private offering memorandum. He
said he did not have time, and I said then you are saying
to put it on hold? And he said, yes, put it on hold.

Q. (BY MR. CAMPBELL) Al1l right. And that was
against your advice. True?

A. Yes, that -- my advice was to get it done, but

we could not get it done without that information, and he

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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explained it was an impossibility to get that information
together at that point.

Q. In your 26.1 statement you state that you told
Mr. Chittick not to work with Mr. Menaged. He wasn't to

be trusted. True?

A. True.
Q. He ignhored your advice. True?
A. I believe that was more of a recommendation,

because it wasn't legal advice with respect to that. It
was a recommendation based upon how I had seen Mr. Menaged
act with Mr. Chittick and how I had seen Mr. Chittick act
with Mr. Menaged, that there was some type of mental
control there. That's not the right term, but it was a
deference that clearly worked to DenSco's disadvantage.

Q. Al1l right. Turn to page 14 of your Rule 26.1
statement, line 3. You state under oath, "Nevertheless,
Mr. Beauchamp at one point became concerned enough at
Menaged's intransigence and the apparent influence he held
over Mr. Chittick, that he reached out to third parties 1in
Tate January 2014 to inquire about Menaged. Those third
parties informed him that Menaged was generally someone to
be distrusted and not someone to do business with.

Mr. Beauchamp attempted to persuade Mr. Chittick of this
during several heated conversations, but Mr. Chittick

ignored these admonitions, explaining that while Menaged

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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according to what we know, right?

A. correct.

Q. In the real world is there ever a time where a
Tawyer has to go out and see if there is more facts?

MR. DeWULF: Object to form.

THE WITNESS: It really would have to depend
upon a lot of circumstances.

Q. (BY MR. CAMPBELL) All right. I think we were
talking about times that Mr. Chittick ignored your advice.
on your Rule 26.1 statement, again on page 14. well, Tlet
me go about it this way.

You told Mr. cChittick again and again that he
needed to immediately disclose to the investors what had
happened with respect to Mr. Menaged, right?

A. I told Mr. chittick that he was required to tell
his investors what had happened with Menaged. I stated he
could not take any money from any new client, he could not
take any rollover money from an existing client, without
giving them full disclosure.

I thought we had a reasonable period of time,
and typically a Forbearance Agreement is something that's
done in two, three weeks, to advise all of his existing
investors, because these were Tong-term notes from his
investors.

And -- and that was -- you know, the original

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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plan was to get the forbearance finalized, and that's what
Mr. Chittick was insisting upon before we did the full
written disclosure. But he had assured me he wasn't
taking any new money or any rollover money, which was
deemed new under the circumstances, from any investor
without telling them exactly what was going on.

And a couple of times he asked for a clean
version, not a redlined version, of, you know, can I send
this to, you know, an investor so that they can see this
description or what's going on and -- of the Forbearance
Agreement so they know what's going on.

I do not know who he had intended to provide it
to, but he did ask the question, and the only concern I
had with that is that he had a confidentiality
understanding with Menaged about sharing it with third
parties, and I told him that, but I said you do need to
provide, you know, the information and in terms of what is
going on.

Q. Mr. Beauchamp, I am confused. Maybe you can
clarify some things for me.

Are you telling me you were aware, while you
were representing Mr. Chittick, that he was continuing to
raise money from new investors and from rollover investors
after January 9th, 20147

A. I became aware of that during the process. I

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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fact an owner raising money for your -- for a client that
it owns, your firm uses or it did use the exact same or
very, very similar language that we have, that it's a
potential conflict of interest.

That is accepted practice and was discussed at
several CLE seminars I was attended -- I attended, and it
discussed that it could be asserted later it was a
conflict of interest, disclose it as a risk factor,
because you are going through the individual for the
company, and if somebody tries to bifurcate what you did
with 20/20 hindsight, they could claim there was a
conflict of interest.

Q. (BY MR. CAMPBELL) Mr. Beauchamp, we are on this
path because I want to know who your client 1is.

A. I have --

Q. And I get more confused the more I hear you.

Did you ever represent Mr. Chittick personally,

yes or no?

A. No, I did not.

Q. Did you ever consider there was a conflict of
interest between Mr. Chittick and DenSco?

A. only when he refused to do the disclosure that
we provided to him in May 2014 to disclose the Forbearance
Agreement to its investors.

Q. And that's when you terminated, right?

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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A. That 1s correct.

Q. But you were never Mr. Chittick's attorney.
True?

A. That 1s correct.

Q. well, then let's turn to Exhibit 295.

MR. DeWULF: Say it again? Two what?
MR. CAMPBELL: 295.

Q. (BY MR. CAMPBELL) So Exhibit 295, there 1is a
couple pages here, these are -- these are all your
handwritten notes, correct?

A. I don't see any handwritten notes at the
beginning, and I don't think I have ever seen this

document before.

Q. wait a minute. Are you on 2957
A. Ooh, I'm sorry. Now I am. Sorry.
Q. These are your handwriting, right?

I didn't think it was a hard question. 1Is this

your handwriting?

A. Yes, this is. I'm reading it. Sorry.

Q. So --

A. But there is more than just one quick page,
SO...

Q. I didn't ask you to read it. Can you identify

your handwriting?

A. And I am trying to look at multiple pages to do
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short-term loans. That's not recommended business
procedure, but it's not breaching any law.

wWith respect to not providing the necessary
disclosure, if in fact an officer is not doing it, your
responsibility is go to the board of directors. when
there isn't a board of directors, there is a sole director
who happens to be the same person not advising you, if it
is a closely held company, I believe, again, I would have
to defer to ethics counsel on this, but you have to notify
the owners of the closely held company, because it's an
identifiable Tist.

In May 2014, I don't believe we had any Tlist
because I had never seen the completed subscription
agreements. Denny refused to provide their names and
email addresses to me, and there was no way we could do
anything other than taking an ad in the newspaper, which
is an ethical problem.

I know we debated this with ethics counsel long
and hard as to what we could --

MR. DeWULF: David, don't talk about
attorney/client privilege, but you can go ahead and answer
if you can.

THE WITNESS: Okay.

Q. (BY MR. CAMPBELL) Are you done?

Mr. Beauchamp, we will come back to it. Turn to

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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Q. Fair to say that Mr. cCchittick did not want to

disclose his problems to the investors?

MR. DeWULF: Object to form.

THE WITNESS: Do you want to restate the
question?

Q. (BY MR. CAMPBELL) No.

Fair to say --

A. At what time?

Q. when you were dealing -- sir, you terminated
your representation of Mr. Chittick and DenSco because he
would not disclose to the investors the fraud that
Mr. Menaged had committed on him. True?

MR. DeWULF: Object to form.
THE WITNESS: That -- that -- that is true.

Q. (BY MR. CAMPBELL) And from the very first time
this problem arose, let's take your meeting of
January 9th, 2014, January 9th, 2014, Mr. cChittick did not
want to disclose this problem to his investors?

MR. DeWULF: Wwould you read that back, please.

(The requested portion of the record was read.)

MR. DeWULF: Object to form.

THE WITNESS: I'm not -- I'm not sure how to
answer it without getting inside Denny's mind.

on January 9th, 2014, when I told him he had to

disclose this before taking any new money, he balked at
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it. I explained it again is a material issue, and he said
okay. At -- I Teft that meeting that he understood his
obligation and that he would do it for any new money
brought in or any rollover money.

MR. CAMPBELL: Can you read me back his answer
again.

(The requested portion of the record was read.)

Q. (BY MR. CAMPBELL) Again, you were aware after
that meeting that he was going to take new monies and take
new rollover monies, but somehow he was going to disclose
it?

MR. DeWULF: Object to form.

Q. (BY MR. CAMPBELL) Do you want me to read your
answer back to you?

A. No, I heard it read.

At the January 9th meeting, I explained to him
that he is frozen right now. He needs to -- we need to
get a handle on this and get it resolved. And he
indicated that he had other obligations with other
borrowers and he had some notes that were coming due and
to roll over.

And I said you can't take that money, the
rolTover money without doing full disclosure. He goes
what about if I borrow on my line of credit and deal with

it? And I said are they looking to you or to the fund?
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And he said to me. And I -- well, you can borrow, you
know, on your own and reloan it to the fund because you do
know the facts, but you can't take any, and that's the
bottom line.

And based upon his previous experience with
Insight and having been through this process many, many
times, he understood his obligation.

Q. Okay. Just so I'm clear, to your knowledge,

Mr. Chittick was not raising any money after your meeting
with him; he froze raising any new money?

A. That -- that was my advice to him. And
initially, January 9th, I didn't think he was going to be
doing that, other than borrowing on his Tine of credit and
reloaning it to the company or possibly borrowing
personally from some of the other heavy-wheeled investors
in reloaning the money to the company.

Q. You know today, Mr. Beauchamp, that he never
stopped raising money. True?

MR. DeWULF: Object to form.

THE WITNESS: I have no personal knowledge, but
it is such common knowledge from everybody in the Court, I
accept that.

Q. (BY MR. CAMPBELL) All right. Did you ever read
the receiver's report in this case?

A. A long, long time ago, yes.
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A. I told Denny we would -- that we were 1in the
process of revising the POM. Wwe will get you the
applicable sections dealing with what you have to disclose
to your investors, describing the Forbearance Agreement,
and the questions that we need to finish the pPomM. If we
can't get the information necessary to finish the POM,
then we have to do an amendment with regarding to the
Forbearance Agreement.

"well, no, I want to wait on that for a while,"
et cetera, et cetera, was his response. Again, I'm
paraphrasing, please understand. 1It's been a while and it
was a rather difficult conversation. And I said: Wwe will
give it to you, but we expect that we have to make sure
that this is done and provided to your investors.

Q. Okay. But, Mr. Beauchamp, these breaches of
fiduciary duty, these violations of the securities law are
taking place every single day.

You understood that, right?

MR. DeWULF: Object to form.

THE WITNESS: I didn't understand it was every
single day. He had so much money rolling in with payoffs
of previous loans and things of that nature, I -- he told
me it -- he was dealing with his Tine of credit to cover
the shortfalls and everything: Oh, maybe a few times I

have accepted rollovers, whatever.
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THE WITNESS: As he indicated there, he wanted
to have a solution to show them as opposed to just
sounding an alarm, like: o0Oh, my God, this happened. That

was his expression.

Q. (BY MR. CAMPBELL) A1l right.
A. The -- proceed.
Q. On January 9th when you learned that Mr. Menaged

had defrauded DenSco, DenSco's duties were to inform the
investors as soon as possible. True?

MR. DeWULF: Object to form.

THE WITNESS: DenSco had a twofold obligation.

The first was he could -- was not supposed to
take any new investment in to the company or any rollover
investment without doing up-to-date disclosure to those
investors.

The second obligation, to the extent the
investors were already locked into two-year notes that
hadn't come up for renewal or anything yet, he needed to
get the information to them as quickly as reasonably
possible, I believe, is what -- is what I have read 1in
that case.

Q. (BY MR. CAMPBELL) I want you to focus on
fiduciary duty. oOkay?

DenSco has a fiduciary duty to disclose material

facts to its investor. True?
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is a list of all loans affected by the double escrow.
They total over $100 milTlion.

Do you think that's a material fact that an
investor should know?

MR. DeWULF: Object to form.

Q. (BY MR. CAMPBELL) oOn a fiduciary duty?

A. I would Tike to see what you are referring to as
to over $100 million. The -- what I thought was provided
to me showed that -- and, again, I'm going off memory
here, and it's not a good thing to do. The -- what was
provided after the April 16th signature on the Forbearance
Agreement, it was 30-some million in loans, which
absolutely I had a long conversation with Denny after
that.

Q. (BY MR. CAMPBELL) Wwhen did you learn it was
$136 million in loans?

MR. DeWULF: Object to form.

THE WITNESS: I didn't say 136 million.

(BY MR. CAMPBELL) What was the number you said?
30-some million.

When did you Tearn that?

> o r o0

When that Tist was provided after, the couple
days after the April 16th Forbearance Agreement was
provided. Before that, there was all kinds of numbers

being thrown around, and Denny always said: I can get the
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final numbers. 1It's much lower than that.

Q. Mr. Beauchamp, will you at least admit that when
you learned the $30 million, that it crossed your mind
that DenSco had a fiduciary duty to tell its investors
that?

MR. DeWULF: Object to form.

THE WITNESS: And I did have that conversation
with Denny, and we started on the revised POM shortly
thereafter to get it to the investors with as accurate
information as possible.

Q. (BY MR. CAMPBELL) Apart from the POM, you don't
believe there was a fiduciary duty that DenSco had to do
it right then?

MR. DeWULF: Object to form.

THE WITNESS: That's not how Denny Chittick had
ever communicated to his investors. He used newsletters
and he used the POM. And I never prepared or had anything
to do with the newsletters, and I wanted to make sure this
was properly described so we wanted it to go in a private
offering memorandum so that it was truthful, accurate, and
properly disclosed the risk.

Q. (BY MR. CAMPBELL) So you made a decision with
Mr. Chittick that you would not disclose anything until we
had a private offering memorandum, irregardless of any

fiduciary duties?
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a partially done product. Let us know who your new
counsel is and we will email it to them so they can finish

it, but it was --

Q. He never --
A. It was value of service delivered.
Q. He never ever, ever gave you the name of new

counsel to mail it to, did he?

A. No, he did not.

Q. And you continued to work for him in June
knowing he hadn't given you the name of any new counsel to
work on it, correct?

MR. DeWULF: Object to form.

THE WITNESS: In May he said he was meeting and
talking to other counsel, and -- and that -- that he was
going to be making a transition, and I had no reason to
doubt that at all.

Q. (BY MR. CAMPBELL) Mr. Beauchamp, in Exhibit 12,
the time you bill in June of 2014 after you terminated
but, continue working for Mr. Chittick, this work is done
on the workout lien 1issues, right?

A. That -- that is correct.

Q. And as I -- if I understand your prior testimony
correctly, and if I'm wrong, correct me, the whole POM was
waiting for you to finish on the workout lien issues?

MR. DeWULF: Object to form.
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are not involved with that. I still would like to know
who your new securities counsel is, but I can't be
involved in any way with any securities work for you.

Q. Before you took him on as a client and billed
him, did you ask him if he had ever complied with your
advice and issued a new private offering memorandum?

A. I had asked him if he had done full disclosure

to his investors and he said yes.

Q. Did you ask to look at the private offering
memorandum?

A. No, I did not, but his demeanor when he answered
that first question, indicated that would have been a -- a

request leading to an argument, so I did not ask for it.

Q. So you went to -- back to using him as a client,
even though you didn't know whether he was violating or
not violating the securities Tlaw?

MR. DeWULF: Object to form.

THE WITNESS: Based on his representations to
me, he had new counsel and he was in fact in compliance
with the securities laws. My matter for him was just
supposed to be a couple thousand dollars, completely
separate, dealing with an audit that I previously handled
for him.

Q. (BY MR. CAMPBELL) You realize that if he is

regulated by the Arizona financial department, they
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BE IT KNOWN that the foregoing proceeding was
taken before me; that the witness before testifying was
duly sworn by me to testify to the whole truth; that the
questions propounded to the witness and the answers of the
witness thereto were taken down by me in shorthand and
thereafter reduced to typewriting under my direction; that
the foregoing is a true and correct transcript of all
proceedings had upon the taking of said deposition, all
done to the best of my skill and ability.

I CERTIFY that I am in no way related to any of
the parties hereto nor am I in any way interested in the
outcome hereof.

[X] Review and signature was requested.
[ ] Review and signature was waived.
[ 1] Review and signature was not requested.
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MR. CAMPBELL: 105A.

Q. (BY MR. CAMPBELL) Are you at 105A?
A. Yes.
Q. All right. So 105A is an email string between

you and Mr. Chittick, and I want you to go to the page
Bates stamped 3694. 1It's going to the second page. And
you will see at the very bottom, Mr. Chittick emails you
on May 1st, 2013.

Do you see that?

A. Yes.

Q. And if you turn the page, he is emailing you and
he is asking you, "It's the year we have to do the update
on the memorandum, when do you want to start?"

Do you see that?

A. Yes.

Q. And do you remember getting this email from
Mr. Chittick?

A. I remember him -- yes.

Q. All right. And do you remember this is what
started off the time to revise the POM process?

A. correct.

Q. I'm just wondering, why -- why do you -- why 1is
it your practice to revise the POM every two years?

A. That -- that was a suggestion made by a former

SEC official, that given the nature of this industry, two

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

257
DAVID GEORGE BEAUCHAMP, VOLUME II, 7/20/2018

years would be an appropriate time. However, if something
material happened before then, you need to tell your
client this has to be disclosed.

Q. All right. So just to clarify, you understood
that if there was a material fact, material to the
investors, that took place between these two-year
benchmarks, you couldn't wait to disclose it; it had to be
disclosed when you learned about it, right?

MR. DeWULF: Object to form.

Q. (BY MR. CAMPBELL) Again, if you can answer it
yes or no, tell me. If you cannot answer it yes or no --

A. I cannot answer it yes or no based on the

framing of the question.

Q. All right. Now, I wanted to look at how you
respond to Mr. Chittick. And you -- this is on May 1st,
2013. And this is -- this 1is before the FREO Tawsuit, by
the way.

You email him back and you say, "the first part
is to identify anything that might be relevant to a
potential investor that has happened to the company or the
industry in the last couple of years. 1If possible, please
review your current offering memorandum and highlight (or
flag) any business practices or issues that have changed
or are not exactly as things are being done currently."

And then you go forward about talking about a time to get
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A. I believe Monday was Labor Day, and I traveled
to Detroit that day for orientation and computer training.

Q. All right. 1If you turn to Exhibit No. 139, 139
is the Bryan Cave invoice for your time in August at Bryan
Cave, correct?

A. Yes.

Q. Now, I don't know. Would you have reviewed
this? 1It's dated in September.

A. NO.

Q. All right. You will see the only time entry you
have in August is for .4 tenths of an hour, reviewing and
responding to emails concerning Reg D.

Do you see that?

A. Yes.

Q. You don't show any telephone call with
Mr. Chittick with respect to that August billing
statement, right?

A. No, not on -- on that bill, no. That is -- I

thought I saw notes of another conversation in there,

though.
Q. When did Mr. Chittick tell you to stop work?
A. It was early in August. I don't remember the

specifics. It was clearly before I announced any
decision.

Q. well, it must have been after August 6, 2013,
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Q. And then what do you read after that?

A. "Need to discuss timing & update." Later that
day he called me back and --

Q. Hold on. Let's stay on that one.

I didn't see anything in that August 26 message
you left him that he had instructed you to stop work.
MR. DeWULF: Object to form.

Q. (BY MR. CAMPBELL) You are -- you are leaving
him a message to get information from him, right?

A. To get it to the file, because he said it was
done, and he never sent it to me after saying it was done.

Q. A1l right. And then you had a telephone call
with him Tater that day?

A. Yeah. And he --

Q. And you write, in your handwriting: Explained
delay with POM.

Did you write that?

A. Yes, I did. And that was -- that was a
reference, again, to his -- I believe it was a reference,
again, to his decision to put it on hold for the time
being, because he wasn't able to focus on it and get us
the information.

Q. You weren't explaining your delay on the POM,
Mr. Beauchamp?

A. NO.
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facts and understand this, so -- because we need to
disclose this to your investors.

Q. Al1l right. Have you told me now everything,
based on your independent recollection, you can recall?

A. Yeah, based on what I recall right now off the
top of my head.

Q. All right. Let's turn to Exhibit No. 145.

And these are your handwritten notes of your

meeting with Chittick and Menaged on January 9th, 2014,

right?
A. Yes.
Q. Let's see what you wrote down. You have a note

saying "put cousin 1in charge."
Do you see that?

A. Yes.

Q. Did you ever do anything to investigate this
cousin's story?

A. Chittick said he had investigated it. At one
point in time I asked how he had investigated it, and he
referenced telecompanies or something, people that he had
checked with to verify it, and it seemed very logical, but
I did not go beyond that.

Q. Did you ever get the recorded documents filed
with the County Recorder with respect to the properties to

see whether Mr. Menaged has signed all the deeds of trust?
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to any email, between January 1, 2014, and the time you
terminated your representation of DenSco, where you
advised Mr. chittick by email not to fund the Toan by
giving, wiring money to Menaged, but hand deliver a check
to the trustee, correct?

MR. DeWULF: Object to form.

THE WITNESS: I'm not familiar with every email
that went out, so I cannot say yes or no that there is --
so you are right, I cannot point to an email off the top
of my head.

Q. (BY MR. CAMPBELL) 1In the preparation for your
deposition today and in reviewing documents for your
deposition, did you see a single email that you can recall
from January 1, 2014, until the time you terminated, where
you sent an email saying "Don't wire the money to the
borrower. Hand deliver it to the trustee"?

MR. DeWULF: Object to form.

THE WITNESS: I -- I don't recall an email, but
we had numerous conversations on that point.

Q. (BY MR. CAMPBELL) I want you to put that book
back up and bring down volume 2.

MR. DewWULF: Volume 27

MR. CAMPBELL: volume 2, Exhibit 61.

Q. (BY MR. CAMPBELL) A1l right. Are you on

Exhibit 617
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A. Yes.
Q. So Exhibit 61 is some sort of appointment
calendar.
Is this -- do you have within Clark Hill an

appointment calendar where you can post meetings?

A. There -- I have never seen this format, but,
yes, there is a way to do that.

Q. All right. So you say this looks -- this 1is
Mr. Anderson. 1It's on January 29th, 2014. The subject is
David B, rev, which I assume is reviewed DenSco loan
documents and procedures re closing and 1st lien position,
title company.

I was just going to ask, do you have any
recollection of meeting with Mr. Anderson at any time to
talk about DenSco loan document and procedures re closing
and 1st lien position?

A. I don't have a recollection of a meeting, but I
have recollection of talking to him.

Q. Ookay. Give me a recollection of what your
discussion was with Mr. Anderson regarding DenSco Tloan
docs and procedures re closing and 1st lien position,
title co.

A. He had reviewed Bob Miller's letter, and I
indicated that the client was not accepting my advice as

to what he -- how he had to do, and he asked for an

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

360
DAVID GEORGE BEAUCHAMP, VOLUME II, 7/20/2018

independent view. That's why I got you involved with no
background information. And we need to, you know, confirm
to the client what is the procedure. And he said: well,
he has got to go through the trustee or the title company.
I said: Then you need to tell him that.

Q. All right. So you told Mr. Anderson that he had
to tell Mr. Chittick that the proper procedure was to give
the money to the trustee, not to wire it to the borrower?

A. Denny wanted independent confirmation. He
didn't want it from me. And the best way to deal with
that was to either have -- you know, to have Bob deal with
Denny directly so Denny wouldn't accuse me of filtering
it.

Q. I understand, but I'm just trying -- you know,
when we have multiple --

A. I understand.

Q. when you have multiple team members on a case,
different people have different responsibilities. And I
hear you saying that it was Mr. Anderson's responsibility
to get back to Mr. Chittick and let him know that he 1s
independently confirming that he is not to send the money
to the borrower, he is to bring the check to the trustee?

MR. DeWULF: Object to form.
THE WITNESS: It -- it was either that he needed

to coordinate with Daniel to get back to him, but I had to
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be out of the loop. This needs to be a way, outside my
hands.

Q. (BY MR. CAMPBELL) A1l right. I understand, but
Mr. Chittick had asked for advice from Clark Hil1l about

this procedure of funding?

A. correct.

Q. Clark Hi1l1l said "we will give you advice,"
correct?

A. well, I had provided advice and he wanted a

second opinion, yeah.
Q. And Clark Hi1l said "we will give you a second
opinion," right?
A. correct.
Q. And the person that was going to give
Mr. Chittick a second opinion was going to be
Mr. Anderson?
MR. DeWULF: Object to form.
THE WITNESS: It was going to be some
combination of Mr. Anderson and Mr. Schenck.
Q. (BY MR. CAMPBELL) All right. So either
Mr. Anderson or Mr. Schenck was going to give the advice
back to Mr. Chittick, am I correct, but you are out of the
Toop?
A. on this issue, yes.

Q. Al1l right. 1In preparation for your deposition,

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

364
DAVID GEORGE BEAUCHAMP, VOLUME II, 7/20/2018

MR. DewWULF: Object to form.

THE WITNESS: It references the escrow Tletter,
the title company in terms of that, and how he closed
other Toans for other clients for me. He always used the
escrow letter to convey with the money going, you are
receiving on behalf of the lender. That is how Bob
Anderson operated.

what was the balance of the question? I'm
sorry.

Q. (BY MR. CAMPBELL) Mr. Anderson in his
deposition said that this document had nothing to do with
how you fund the Tloan.

Are you disagreeing with that?

MR. DeWULF: Object to the form.

THE WITNESS: If -- if he provided this, this
could have been a separate request from the client.

Q. (BY MR. CAMPBELL) Do you have any recollection
whether you did anything to confirm that either
Mr. Anderson or Mr. Schenck actually gave legal advice to
Mr. Chittick about how to fund the loan?

A. I -- I did talk with Denny, and he said -- he
didn't indicate where it came from, but: I understand the
objections to the procedure to funding and I'm going to
modify my procedures.

So at that point I thought he had gotten the

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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BE IT KNOWN that the foregoing proceeding was
taken before me; that the witness before testifying was
duly sworn by me to testify to the whole truth; that the
questions propounded to the witness and the answers of the
witness thereto were taken down by me in shorthand and
thereafter reduced to typewriting under my direction; that
the foregoing is a true and correct transcript of all
proceedings had upon the taking of said deposition, all
done to the best of my skill and ability.

I CERTIFY that I am in no way related to any of
the parties hereto nor am I in any way interested in the
outcome hereof.

[X] Review and signature was requested.
[ ] Review and signature was waived.
[ 1] Review and signature was not requested.

I CERTIFY that I have complied with the ethical
obligations in ACJA Sections 7-206(F)(3) and
7-206-(3) (1) (g) (1) and (2).

8/2/2018

Koty Sue Oglesby
Kelly sife oglesby Y Date
Arizona Certified Reporter No. 50178

I CERTIFY that JD Reporting, Inc. has complied
with the ethical obligations in ACJA Sections
7-206(3) (1) (g) (1) and (6).

8/2/2018

JD REPORTING, INC. Date
Arizona Registered Reporting Firm R1012

JD REPORTING, INC. | 602.254.1345 | jdri@jdreporting.co
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From: Denny Chittick <dcmoney@yahoo.com>
Sent: Fnday, September 21, 2012 2:51 PM

To: Scott Menaged

Subject: Re: Don't forget this weeks payment

ok that's fine.

Greg Reichman canéd me saying that he and i have two loans on three
properties:

straight arrow, 46th way and 37209 N 12th Street

wnen you get back we need to straighten that out.
thx

dc

DenSco Investment Corp
www . denscoinvestment.com/
602-469-3001

602-532-7737 f

From: Scott Menaged <smena88754@aol.com>
To: Denny Chittick <dcmoney@yahoo.com>
Sent: Friday, Seplember 21, 2012 2:45 PM
Subject: Re: Don't forget this weeks payment

Never!! In new York airport... Will transfer tomorrow
Thanks
Sent from my iPhone

On Sep 21, 2012, at 12:41 PM, Denny Chittick <dcmoney(@yahoo.com> wrote:

1097 3426 N 68th Ave $ 2,160.00 9/16/2012
1456 6111 W Gelding Dr $ 74250 9/16/2012
3290 14990 W Heritage Oak Way ~ § 1,050.00 9/16/2012
1192 8122 N320d Ave § 127500 9/17/2012
1473 2448 W Sunrise Dr § 1207.50 9/17/2012
1476 fj’el W Maryland $ 75000 9/18/2012
2268 1322 E Monroe St $ 1,2500 9/18/2012
2445 2126 W Solano Dr § 600,00 9/18/2012
2671 8746 W Heber Rd . $ 1,050.00 9/20/2012
2672 5126 N 78th Street $ 165000 9/20/2012
2674 4015 E Rowel Rd § 228000 9/20/2012
3610 20802 N Grayhawk Dr #1076  § 3.750.00 9/20/2012
1658 2233 E Highland Ave #54 $ 600.00 9/21/2012
2120 822 E Orange Ave $ 1,050.00 9/21/2012
$ 19.290.00

1

R-RFP-Response000916



thx
de

DenSco Investment Corp
www.denscoinvestment, com/
602-469-3001

602-532-7737 f

R-RFP-Response000917
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From: Gregg Reichman <greichman@activefundinggroup.com>
Sent: Friday, September 21, 2012 3:56 PM

To: Scott Menaged

Cc Jody Angel

Subject: RE: 6507 Straight Arrow Lane

Good, safe travels

GR

Gregg S. Retchman

Managing Director
602-443-6148 direct to my desk
602-692-3812 - Mobile
602-252-1177 - Fax

grelchman@activefundinggroup.com

bidpro@earthlinic.net
©

From: Scott Menaged [mailto:smena98754@aol.com]

Sent: Friday, September 21, 2012 3:54 PM

To: Gregg Reichman

Cc: Jody Angel

Subject: Re: 6507 Straight Arrow Lane

@

Hahaha!!!! Ok if you say so... We will clear up Monday€p

Sent from my iPhone

On Sep 21, 2012, at 6:52 PM, Gregg Reichman <greichman@activefundinggroup.com> wrote:

Very funny. Al of the other loans are the same, all appear to be double pledged . You probably used our

money to fund those silly furniture stores

N4

L4

©

<image001 jpg>

Gregg S, Relchman

Managing Director
602-443-6148 direct to my desk
602-692-3812 - Mobile

" 602-252-1177 - Fax

grelchman@activefundinggroup.com
bidpro@earthlink.net
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From: Scott Menaged [mailto:smena98754@aol.com]
Sent: Friday, September 21, 2012 3:50 PM

To: Gregg Reichman

Cc: Jody Angel

Subject: Re: 6507 Straight Arrow Lane

o

For a small fee I can do your accounting if you want!§

Sent from my iPhone

On Sep 21, 2012, at 5:55 PM, Gregg Reichman <greichman@activefundinggroup.com> wrote:

Not impossible, I€m looking at the chains of title sitting in front of me.

®

Both Densco and AFG have loans on those properties. Veronica told me that Densco has been paid off
and she was waiting for releases. | just spoke to Denny. He indicated that he has not been paid off.

%

Please get this squared away as it is troubling.

@
Best regards,

GR

©

<image001.jpg>

Gregg S. Reichman

Managing Director
602-443-6148 direct to my desk
602-692-3812 - Mobile
602-252-1177 - Fax

greichman@activefundinggroup.com
hidpro@earthlink.net

©
®

. From: Scott Menaged [mailto:smena98754@aol.com]
Sent: Friday, September 21, 2012 2:52 PM

To: Gregg Reichman

Subject: Re: 6507 Straight Arrow Lane

g

Don't remember them but it's impossiable§

&
I'll look at Monday9p

Sent from my iPhone

On Sep 21, 2012, at 5:50 PM, Gregg Reichman <greichman@activefundinggroup.com> wrote:
OK ¢ itgs an important matter.

ﬁooks like these three deals of yours were double pledged to both AFG and Densco.

2



<

®
37209 120 St

6507 Straight Arrow
28631 46" Way

&

From reading the chain there are DOTps recorded from both compames We are Sr. on all 3 deals and
Dennyé»s DOT is recorded behind ours.

&

Do you remember these at all and what happened with them?

@

Thank you,

GR

L7

©

<image(001 jpg>

Gregg S. Reichman

Managing Director
602-443-6148 direct to my desk
602-692-3812 - Mobile
602-252-1177 - Fax
greichman@activefundinggroup.com
bidpro@earthlink.net

@

®

From: Scott Menaged [mailto:smena98754@acl.com]
Sent: Friday, September 21, 2012 2:41 PM

To: Gregg Reichman

Cc: Veronica Gutierrez; Jody Angel

Subject: Re: 6507 Straight Arrow Lane

g
Be back Monday and will look into buddy!@

d

Have a nde weekend!!@
Sent from my iPhone

On Sep 21, 2012, at 5:23 PM, Gregg Reichman <greichman@activefundinggroup.com> wrote:

Hi Veronica:

N4

If you get a moment can you please look up a few properties:

9

37209 12t St

6507 Straight Arrow
28631 460 Way

&



We are trying to figure out what occurred with those assets and from the looks of it we they were traded
back and forth in terms of the financing between Active Funding Group and Densco, but releases were
never filed

&

Let me know where you believe they are currently financed please.

&

Best regards,
GR

@

L'

©

<image002.jpg>

Gregg S. Reichman

Managing Director
602-443-6148 direct to my desk
602-692-3812 - Mobile
602-252-1177 - Fax
greichman@activefundinggreup.com
bidpro@earthlink.net

o
4

From: Veronica Gutierrez {mailto:veronicacastro@live.com]
Sent: Wednesday, September 19, 2012 1:59 PM

To: SMena98754@acl.com; greichman@activefundinggroup.com
Subject: RE: 6507 Straight Arrow Lane

@
Greg,

I'm putting a check for this along with the docs on for Concord, I just spoke with Paul he's trying to
get here today still for pick up. thank you Veronica

Subject: Fwd: 6507 Straight Arrow Lane

From: smena98754@aol.com
Date: Wed, 19 Sep 2012 13:31:39 -0400

To: greichman@activefundinggroup.com; veronicacastro@live.com

Veronica

<

Please look into this since I'm out of town

o
Thanks€

Sent from my iPhone

Begin forwarded message:

From: Gregg Reichman <greichman@activefundinggroup.com>
Date: September 19, 2012 1:30:43 PM EDT

To: "Menaged, Scott" <SMENAS8754@aol.com>

Subject: 6507 Straight Arrow Lane

<image003.gif>



*

Hey Buddy €» we funded this back on August 34 for you, we do not show having received any funds from
you on it.

g

Please check your records and let me know what the status is. We show you owe $4,119.20. If so, please
prepare a check and we will have Paul pick it up.

@
Best regards,

GR

®
@

©

<image002.jpg>

Gregg S. Reichman

Managing Director

602-443-6148 direct to my desk
602-692-3812 - Mobile
602-252-1177 - Fax
greichman@activefundinggroup.com
bidpro@earthlink.net

©
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From: Denny Chittick <dcmoney@yahco.com>
Sent: Monday, September 24, 2012 9:11 AM
To: Yomtov Menaged

Subject: greg

he called me again, he has more properties that he feels that we both have
loans on, he swears you never gave him a check to payoff the first three
Toans in questions

the Tist has grown, he is reviewing all your loans to see if there are
more. here is what he gave me this morning.

46th way

Straight Arrow

12th Street

Heritage oak

Grandview

we've got to get this straightened out today.
thx
dc

DenSco Investment Corp
www . denscoinvestment.com/
602-469-3001
602-532-7737 f
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From: Denny Chittick {demoney@yahoo.com]
Sent: Friday, June 14, 2013 12.08 PM
Tos Beauchamp, David
Gl Yomtov Menaged ’
Subject: Fw Attorney
Afttachments: Easy Investments Lawsuit pdf
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.

He bought a property at auction, was issued a trustee's deéd, i put a
loan on it. Evidently the trustee had already sold it before the
auction and received money on it FREO Arizona, BLC.

Basy Investments, has his attorney working on it, i'm ok to piggy back
with his attorney to fight it, Basy Investments willing to pay the
legal fees to fight it. I just wanted you to be aware of it, and talk
t0o his attorney. contact info is below.

thx
dc

Denscoe Investment Corp
www.denscoinvestment. com/
602-469-3001

602-532-7737 £

-sse Forwarded Message ---—

From: Scolt Menaged <smenaS8754@aol.com>
To: Denny Chittick <deomoney@vahoo.com>
Sent: Friday, June 14, 2013 11'53 AM

Subject; Attorney

Denny,

Here is my attorneys info, If your attorney needs anything, just let me know!
Thanks

Jeffrey J. Goulder | Partner | Stinson Moerrison Hecker LLP

1850 N, Central Avenue, Suite 2100 [Phoenix. A7 85004-4584
T: 602.212.8531 | F: 602,586,5217 | M:602.999.4350
igoulder@stinson.com | www.stinson.com

6/14/2013

DIC0009055
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JOOL JERCH
e Emoutivo Cirecior

QARY PIERCE
EREHDA SURNS

PATRICIA L PARAELD
Dimctor
Corpuritiors Division

SUSAY BT rr R
ARIZONA CORFORATION COMMISSION

Date JUNE 4, 2013

DENSCO INVESTMENT CORPORATION
8132 W VICTORIA PL
CHANDLER, AZ 85226

Dear Sir or Madam:

Enclosed is a copy of the following document(s} that were served upon the Arizena
Corporation Commission on 0&/04/2013 as agent for DENSCO INVESTMENT CORPORATION:

Case caption: FRED ARIZONA, LLC v, DENSCO INVESTMENT CORPORATION,
Case number: CV2043.007683 Court MARICOPA COUNTY, SUPERIOR COURT
] Summons
Complaint
Subpoena
Subpoena Duces Tecum
Default Judgment
Judgment
Writ of Gamnishment
Motion For Summary Judgment
Motion for
. Griffin \%

Other
Lyn
Custodian of Recaords

COooUOdoR

rely,

Initials DAB
Fite number 0987438-4

HacOll doc

Rev 1009
AWCAICT RO + SO0

PIC0000056
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MV NERS JOLERCH
BITP - Chalvan Emeastive {Irsctor
GARY PIERCE
PATRICIAL BARFIELD
SUSAN STTERSMITH Dimcior
Corpormions Oivison

ARIZONA CORFORATION COMMISSION

CERTIFICATION OF SERVICE ACCEPTED AND OF MAILING
Date: JUNE 4, 2013
|, DONYELL BOLDEN am an employeo of the Arizona Corporation Commission ('{ACC™,

1 hereby certify that on the 4™ day of JUNE, 2013, | accepted on behalf of the ACC
service of the following documents upon the ACC as agent for DENSCO INVESTMENT
CORPORATION,

Case caplion: FREQ ARIZONA, L1.C v. DENSCO INVESTMENT CORPORATION,
Case nymher: CV2013007663
Gourt; MARICOPA COUNTY, SUPERIOR CQURT

& Summons [0 Defautt Judgment
Bd Complaint " [0 Judgment

[0 Subpoena [0  writ of Gamishment
(OJ Subpoena Duces Tecum

[]  Motion for Summary Judgment

[J Motion for

1 Other

| declare and certify under penaity of perjury that the foregoing is true and correct.

Recil.doc

Rav 1009 !

1300 WESY WASKINITOH, PHOEXTG ARZONA $0G1-2979
WARLCCOMY - SOI-SEIN

Page 1of2

DIC0000057
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8 e " Excert iew Directoe
m:suam '
RO BUANS PATRICIAL. BARFIELD
SUSAN WITTER SMITH m‘%v "

ARIZONA CORPORATION COMMSSION

|, DONYELL BOLDEN, am an employee of the Arizona Corporation Commission ("ACC").

I hereby certify that on the 4™ day of JUNE, 2013, I placed a copy of the above listed
documents in the United States Mail, postaga prepaid, addressed to

DENSCO INVESTMENT CCGRPORATION
at its [ast known place of business as follows:

6132 W VICTORIA PL
CHANDLER, AZ 85228

CR

| hereby certify that | was unable o mait the above fisted documents to

because that éntity is not a registered corporation or limited fiabifity company in the State
of Arizona, and ths Arizona Corpurstion Commission has no record of its known place of
business.

{ declare and certify under penalty of perjury that the foregoing is true and correct,

Executed on this date: JUNE &, 2013

(Signature)

M#
Reet 1300 WIS T FEANHINGTON, FIQEIEY, ARITONA 380072129
RGOy - WS

Page20f2
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Richard L. Cobb, SBN 011427
cobb@lakeandcobb.com

Joseph J. Glenn, SBN (23228
jiglenn(@iakeandcobb.com

LAKE & COBB, P.L.C.

1095 W. Rio Salado Pkwy., Suite 206
Tempe, Arizona 85281

(602) 523-3000 office

(602) 523-3001 fax

Attorneys for Freo Arizona, LLC

FREO ARIZONA, LLC, a Delaware limited
liability company,

Plaintiff,
V.

BASY INVESTMENTS, LLC, an Arizona
lirnited lisbility company; ACTIVE
FUNDING GROUP, LLC, an Arizona limited
liability company; DENSCO INVESTMENT
CORPORATION, an Arizona corpotation;
TIMOTHY P. MCCORMICK, as Trustee of
the TIMOTHY P. MCCORMICK
REVOCABLE TRUST; OCWEN LOAN
SERVICING, LLC, a Delaware limited
liability comnpany,

Defendants,

EASY INVESTMENTS, LLC
Corporation Service Company
2338 W. Royal Paim Rd., #]
Phoenix, Arizona 85021

IN THE SUPERIOR COURT FOR THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA

cv
CV2U13-007663

SUMMONS

1 you would ttke Jegal agvica from a lawyer,

contact the Lawyer Refoaral Scrvice af
802-257-4434
ar
www.maricopalawyers.ong
Spansored by the
Maricopa County Bar Association

THE STATE OF ARIZONA TO THE DEFENDANTS:

DIC00600059
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ACTIVE FUNDING GROUP, LLC
Andrew Abraham, Statutory Agent
Burch & Cracchiolo PA

702 E. Osbom Rd., #200

Phoenix, AZ 85014

DENSCO INVESTMENT C

Kurt Johnson Association, PC, Statutory Agent
23005 N. 15® Ave, Suite 2

Phoenix, Arizona 85027

OCWEN LOAN SERVICING, LILC
Corporation Service Company, Statutory Agent
2338 W. Royal Palm Rd., #I

Phocnix, Arizonz §5021

Timothy P. McCormick, Trustee of the Timothy P, MeCormick Revocsble
Trust

YOU ARE HEREBY SUMMONED and required to appear and defend,
within the time applicable, in this action in this Court. If served within Arizons, you
shall appear and defend within twenty (20) days after the service of the Summons and
Complaint upon you, exclusive of the day of service. If served out of the State of
Arizona~-whether by direct service, by registered or certified mail, or by publication--you
shall appear and defend within thirty (30) days after the service of the Summons and
Complaint upon you is complete, exclusive of the day of service. Where process is
served upon the Arizona Director of Insurance as an insurer’s attorney to receive service
of legal process against it in this State, the insurer shall not be required to appear, answer
ot plead until expiration of forty (40) days after date of such service tpon the Director.
Service by registered or certified mail without the State of Arizona is complete thirty (30)
days after the date of filing the receipt and affidavit of service with the Court. Service by
pubhcauon is complete thirty (30) days afier the date of first publication. Direct service
is complete when made. Service upon the Arizona Motor Vehicle Superintendent is
complete thirty (30} days after filing the Affidavit of Compliance and return receipt or
Officer's Return. RCP; ARS8, §§§ 20-222, 28-502, 28-503.

DIC0000060
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YOU ARE HEREBY NOTIFIED that in case of your fatlure to appesr and
defend within the time applicable, judgment by default may be rendered against you.for

the relief demanded in the Complaint,

YOU ARE CAUTIONED that in order to appear and defend, you must file an
Answer or proper response in writing with the Clerk of this Court, accompanied by the
necessary filing fee, within the time required, and you are required to serve a copy of any
Answer or response upon the Plaintiff's attomey, RCP 10(d); AR.S. § 12-311; RCP 5.

S i

REQUESTS FOR REASONABLE ACCOMMODATION FOR PERSONS WITH
DISABILITIES MUST BE MADE TO THE DIVISION ASSIGNED TC THE CASE
BY PARTIES AT LEAST 3 JUDICIAL DAYS IN ADVANCE OF A SCHEDULED

COURT PROCEEDING.

The name and address of Plaintiffs attorney is:

Richard L. Cobb (4011427
cobb@lakeandcabb.com
Joseph J. Glenn (#023228)

jiglenn@lakeandcobb.com
YaKE COBB,PL.C. | CO 43
1095 W. Rio Salado Pkwy., Suite 206 Y
Tempe, AZ 85281 I
£
SIGNED AND SEALED this date: ozl %13
o 'Q:-_f_u’:'_'f ‘Q'xﬂ,t_
By N LRI
Deputy Clerk
3
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Richard L. Cotb, SBN 011427
cobb@lakeandcobb.com

Joseph J. Glenn, SEN (23228
Jiglenn@lckeandcobb.com

LAKE & COBB, P.L.C,

1095 W, Ric Salado Pkwy., Suite 206
Tempe, Arizona 85281

(602} 523-3000 office

(602) 523-3001 fax

Attorneys for Freo Arizona, LLC

IN THE SUPERIOR COURT FOR THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA

FREO ARIZONA, LLC, a Delaware limited | CV ;1) (/o %
liability company, Cv2013-007683

Plaintiff, COMPLAINT
V.
(DECLARATORY JUDGMENT,
EASY INVESTMENTS, LLC, an Arizona BREACH OF CONTRACT)
limited liability company; ACTIVE

FUNDING GROUP, LLC, an Arizona limited
liability company; DENSCO INVESTMENT
CORPORATION, an Arizona corporation;
TIMOTHY P. MCCORMICK, as Trustee of
the TIMOTHY P. MCCORMICK
REVOCABLE TRUST; OCWEN LOAN
SERVICING, LLC, a Delaware limited
liability company,

Defendants,

Plaintiff Freo Arizona, LLC (“Freo™) for its Complaint against Defendants Easy
Investments, LLC (“Easy™), Active Funding Group, LLC (“Active™}, DenSco Investmpnt

Corporation (*DenSco™), Timothy P. McCormick, as Trustee of the Timothy P.

DIC0000062
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MecCormick Revocable Trust (“McCormick”™), and Ocwen Loan Servicing, LLC, alleges

as follows:

PARTIES, JURISDICTION, AND VENUE
1. Freoisa Delaware limited liability company doing business in Arizona.
2, - . Upon' information and belief, Basy is an Arizona limited liability company
doing business in Maricopa County, Arizona,
3.  Upon information and belief, Active is an Arizona limited liability
company doing business in Maricopa County, Arizona
4. Upon information and belief, DenSco is an Arizona corporation doing
business in Maricopa County, Arizona.
5. Upon information and belief, McCormick resides in Maricopa County,
Atizona and is deing business in Maricopa County, Arizona,
. 6. Upon information and belief, Owcen is Delaware limited liability company
doing business in Maricopa County, Arizona,
7. This action concerns a real property located in Maricopa County, Arizona.
8.  Venuye is proper in this court pursuant to A.R.8. § 12-401.
9. This court has jurisdiction pursuant to AR.S. § 12-1176, et seq. and AR.S.

§ 12-1831 et seq.

FACTUAL ALLEGATIONS

10. On December 12, 2012, a Notice of Trustee’s Sale was recorded involving

the property located at 70890 W. Andrew Lane, Peoriz, Arizona, 85383 (the “Property”)

DiC0000063
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11, Joshua and Kathryn Guidone were the trustors for the Deed of Trust
identified in the Notice of Trustee's Sale.

12.  Frev entered into a contract to purchase the Property from the Guidones.

13, On behalf of Freo, Nayriam Silver obtained a Payoff Statement from
Ocwen for the loan that was the subject of the noticed trustes’s sale.

14.  Ocwen represented to Freo that it would cancel the trustee's sale and
release the Deed of Trust due to the sale of the Property to Freo and the payment to
Mn of the payoff amount,

15, On March 18, 2013, the sale closed and the Warzanty Deed transferring the
Property to Freo was recorded. Ocwen was also paid the payoff amount of $153,167.59.

16.  Freo subsequently made improvements to the Property.

17, Despite the completion of the sale and the payment to Ocwen, Ocwen
failed to timely instruct the trustee to cancel the trustee’s sale.

18, A purporied trustee’s sale occurred on March 22, 2013, on the paid-off
Oewen Deed of Trust—resulting in a purported trustee’s sale to Easy,

19. Ocwen subsequenty caused Deed of Release and Recomveyance and
Cancellation of Notice of Trustee’s Sale to be recorded.

20.  Easy attempted to cocumber the property with deeds of trust to Active and
DenSco.

21, Active subsequently purported to transfer its interest in one of its deeds of

trust to McCormick.

DIC0000064
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22, Because the Ocwen Deed of Trust was paid off and the Warranty Deed to
Freo was a matter of record, the trustee’s sale on the Ocwen Deed of Trust was invalid
and Easy, Active, Densco, and McCormick did not obtain any interest in the property.

23.  Alternatively, Freo was equitably subrogated to first position through its
payoff of the Ocwen loan, resulting in a trustee’s deed to Easy, subject to the interests of
Freo.

24.  There is an actual controversy regarding the rights of Freo and Defendants
in regards to the Property, such that declara:c;ry relief is appropriate,

COUNT ONE - DECLARATORY JUDGMENT

25.  Bccause Freo paid off the Ocwen Deed of Trust, Ocwen had no interest in
the Property at the time of the trustee’s sale and Easy did not acquire any rights in the
Property.

26. Because Easy did not acquire any rights in the Property, Active, DenSco,
and McCarmick also failed to receive any interest in the Property.

27.  Because Freo paid off the Ocwen Deed of Trust, Freo was equitably
subrogated to Ocwen's rights under the Deed of Trust.

28.  Freo is entitled to legal and/or equitable relief to secure clear ttle to the
Property.

29,  There is an actual and present controversy regarding the rights of Freo and

Defendants in regards to their rights in the Property.
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Richard L. Cobb, SBN 011427
cobb@lakeandcobb.com

Joseph J. Glenn, SBN 023228
jjglenn@lakeandeobb.com

LAKE & COBB, P.1.C.

1095 W. Rio Salado Pkwy., Suite 206
Tempe, Arizona 85281

(602) 523-3000 office

{602) 523-3001 fax

Attorneys for Freo Arizona, LLC

FREOC ARIZONA, LLC, a Delaware limited
liability company,

Plaintiff,

.

EASY INVESTMENTS, LLC, an Arizona
limited Hability company; ACTIVE
FUNDING GROUP, LLC, an Arizona limited
liability company; DENSCO INVESTMENT
CORPORATION, an Arizona corporation;
TIMOTHY P. MCCORMICK, as Trustee of
the TIMOTHY P. MCCORMICK
REVOCABLE TRUST; OCWEN LOAN
SERVICING, LLC, a Delaware limited
Iiability company,

Defendants.

i

IN THE SUPERIOR COURT FOR THE STATE OF ARIZONA
IN AND FORTHE COUNTY OF MARICOPA

CV2013-007663

CERTIFICATE OF COMPULSORY
ARBITRATION

Plaintiff Freo Arizona, LLC hereby certifies that this matter is not subject to

compulsory arbitration for the reason that it seeks other than monetary relief.
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RESPECTFULLY SUBMITTED this 2% day of May, 2013,
LAKE & CORB, P.L.C.

(3L

B

Y- :
Richafd L. Cobb
Joseph J. Glenn
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Richard L. Cobb, SBN 011427
cobb@lakeandcobb.com

Joseph J, Glenr, SBN 023228

| figlenn(@lakeandcobb.com

LAKE & COBB, P.L.C. .
1095 W. Rio Salado Pkwy., Suite 206
Tempe, Arizona’ §5281

{602) 523-3000 office

(602} 523-3001 fax

Attorneys for Freo Artzona, LLC

IN THE SUPERIOR COURT FOR THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA

FREO ARIZONA, LLC, 2 Delaware limited |CV (Y 2U13-007663
liability company,

Plaintiff, LIS PENDENS
v.

EASY INVESTMENTS, LLC, an Arizona
limited Hability company; ACTIVE
FUNDING GROUP, LLC, an Arizona limited
liability company; DENSCO INVESTMENT
CORPORATION, an Arizona corporation;
TIMOTHY P. MCCORMICK, as Trustee of
the TIMOTHY P. MCCORMICK
REVOCABLE TRUST; OCWEN LOAN
SERVICING, LLC, a Delaware limited
lizbility company,

Defendants.

NOTICE 1S HERERY GIVEN that a legal action has been commenced in the

Maricapa County Supetior Court for the State of Arizona by Plaintiff Freo Arizona, LLC,
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against the above-named Defendants, which suit is now pending and involves the title to

real property situated in Maricopa County, Arizons, deseribed as:

7089 W. Andrew Lane, Peoria, Arizona, 85383

Legal Description:

Lot 92, of SONORAN MOUNTAIN RANCH PARCEL 5, according to the plat of
record in the office of the County Recorder of Maricopa County, Arizonz, recorded
in Book 672 of Maps, Page 37.

The object of the action and the relief demanded is a declaratory action seeking a
declaration that Free Arizona, LLC has fee simple title to the property and that the above-

nawmed Defendants do not have any interest in the property.

DATED this 372 day of May, 2013.

LAKE & COBB, P.L.C.

Jéseplt. 3. Gl n
Attorneys for Plaintiff

Subscribed and sworn to before me this day ay, Joseph J.

Gienn. (ZM
. Netary Public 4
SEAL
My Commission Expires: EMIEI un' I.m....E “Jm

AEAROM .
Z : iy G Empos Fab. 10, 20153
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Message

From: Denny Chittick [demoney@yahoo.com]
Sent: 6/14/2013 12:23:35 PM

To: Scott Menaged [smena98754 @aol.com]
Subject: Re: Attorney

i'm going to keep him from running up any unessary bills, just
talk to your guy and hadn it off ot him.

thx

dc

DenSco Investment Corp
www.denscoinvestment.com/
602-469-3001

602-532-7737 £

From: Scott Menaged <smena98754@aol.com>

To: Denny Chittick <dcmoney@yahoo.com>

Cc: David Beauchamp <David.Beauchamp@bryancave.com>
Sent: Friday, June 14, 2013 12:20 PM

Subject: Re: Attorney

David

Please bill me for your services and utilize my attorney for anything you may need
Thanks

Sent from my iPhone

On Jun 14, 2013, at 12:07 PM, Denny Chittick <dcmoney@yvahoo.com> wrote:

David:

I have a borrower, to which 1've done a ton of business with,
million in loans and hundreds of loans for several years, he's
getting sued along with me.

He bought a property at auction, was issued a trustee's deed, 1
put a loan on it. Evidently the trustee had already sold it before
the auction and received money on 1t FREO Arizona, LLC.

Easy Investments, has his attorney working on it, 1'm ok to piggy
back with his attorney to fight 1t, Easy Investments 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.

thx
dc

CH_REC_CHI|_0060457



DenSco Investment Corp
www.denscoinvestment.com/
602-469-3001

602-532-7737 £

----- Forwarded Message -----

From: Scott Menaged <smena98754@aol.com>
To: Denny Chittick <dcmoney@yahoo.com>
Sent: Friday, June 14, 2013 11:53 AM

Subject: Attorney

Denny,

Here is my attorneys info. If your attorney needs anything, just let me know!

Thanks

Jeffrey J. Goulder | Partner | Stinson Morrison Hecker LLP
1850 N. Central Avenue, Suite 2100 [Phoenix, AZ 85004-4584

T: 602.212 8531 | F: 602.586.5217 | M:602.999.4350

jgoulder@stinson.com | www.stinson.com

<Easy Investments Lawsuit.pdf>

CH_REC_CHI|_0060458






P PR Page 1 of 2
Beauchamp, David ‘ Deln / 2oz
L L

Frem:  Denny Chittick [demoney@yahoo.com)
Saent:  Friday, June 14, 2013 12:24 PM

To: Beauchamp, David

Subject: Re: Attomay

ok 1 sentence should sufficel

DenScoe Investment Corp
www.denscoinvegstment. com/
602-469-3001

602-532-7737 £

From: "Beauchamp, David" <David.Beauchamp@bryancave.com>
To: "demoney@yahoo.com™ <demonay@yahoo.com>

Ce: "Beauchamp, David® <David. Beauchamp@bryancave.com>
Seont: Friday, June 14, 2013 12:21 PM

Sublect: Re: Attormay

We will nced to disclose this in POM.
Sorry, David

(Sent from my Blackberry wireless)
David G. Beauchawp, Esq.

Bryan Cave LLP

Two North Central Avenue, Suite 2200
Phoenix, Arizona 85004-4406

email: david.beauchamp(@bryancave.com
(692) 364-7060 | Direct Tel.

(602) 716-8060 | Direct Fax

(602) 319.5602 | Mobile Tel.

This electronic mail message contains information which is (a) LEGALLY PRIVILEGED, PROPRIETARY IN NATURE, OR
OTHERWISE PROTECTED BY LAW FROM DISCLOSURE, and (b) intended only for the use of the addressec{s) named
herein. IF you are not the addressec(s), or the person responsible for delivering this to the sddressec(s), you are hereby notified that
ceading, copying, or distributing this message is prohibited, If you have received this electronic mail message in crror, please
contact us immediately at the telephiono number shown below and lake the sieps necessary {o delete the message completely from
your computer system. Thank you.

IRS Circular 230 Disclosure: To ensure compliance with requirements imposed by the IRS, we inform you that eny U.S. federal
tax advico contained in this communication (including any anachments) is not intended or writien to be used, and cannot be used,
for the purpose of () avoiding penaltics under the Intemal Revenve Code or {b) promoting, markefing, or recommending (o
another party any transaction or matier addressed herein.

From: Denny Chittick {maitio:dcmonsy@yehoo.com]
Seat: Friday, June 14,2013 12:07 PM

To: Beauchamp, David

Ce: Yomtov Menaged <smenz98754@aol.com>
Subject: Fw: Attorney

David;.
6/14/2013

DICO002633



Page 20f2

I have a borrower, to .ich i've done a ton o. business with, million
in loans and hundreds of loans for several years, he's getting sued
along with me.

He bought & property at auction, was issued a trustee's deed, i put a
loan on it. #vidently the trustee had already sold it before the
auction and received money on it FREO Arizona, LLC.

Basy Investments, has his attorney working on it, i'm ok to piggy back
with his attorney to fight it, Easy Investments 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.

thx
de

DenSco Investment Corp
www.denscoinvestment . com/
602-468-3001

6025327737 £

~ Forwarded Message ——-

From: Scolt Menaged <smenal8754@acl coms
To: Denny Chittick <demoney@yahoo.com>
Sent: Friday, June 14, 2013 1153 AM

Subjact: Atomay

Denny,

Here is my attorneys info. If your attorney needs anything, just let me know!
Thanks

.}eﬂ‘rey a4 Goulderi Paﬂnex | Stinson Mcmsan Hecker LLP

.60, 5128531 wgez 586.5217 | M:602,999. 4350
igoulder@stinson com § www.stinson.com

This electronic message is from a law flem. It may contain confidential or privileged information. if you recaived this ransmission in
arror, please reply to the sendar to addvise of the error and delele this ransmission and any attachments,

IRS Circutar 230 Disclosure: To ensure compilance with requirements Imposed by the IRS, we infurm you thatany U.S. federal
tax advice containad in this communication {incizding any attachments) is not intended or written to be used, and cannot be used,
for the purposa of {i} avoiding pengzities under the Internal Revenua Coda or (i} promisting, marketing, or recommending to
ancther parly any transaction or matier sddressed herein.

bellp2013

1472013
DIC0003634






From: Denny Chittlck

Sent: Fri 6/14/2013 7:28 PM (GMT-00:00)
To: Beauchamp, David

Ceo:

Bee:

Subject: Lili's law suit

Attachments: Lili law suit 7th Ave.pdf

This is another borrower, i've been working with since
2001.

She bought this property, there are 22k of back taxes,
from what i can decipher from this document, they
bought hte tax lien, she's going to pay the back taxes
today or monday, so then this all goes away right?

i think it's funny his, dad or brother is his notary,
which leads me to believe it's a one man show and
lawsuit papermill.

thx

de

DenSco Investment Corp
www.denscoinvestment.com/
602-469-3001

602—-532-7737

BC_001268
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CONMMSSIONERS ERAEST G, JOHISOR
GARY PIERCE « Chalanan Exagcutive Diregor
SANDRAD. KENEDY
PAUL NEMEAN PATRGIAL BARRELD
ERENDABURNS Comordtions O¥iskn
ARIZONA CORPORATION COMMISSION
Date osl05/2013

DENSCO INVESTMENT CORPORATION

8132 WVICTORIA PL
CHANDLER, AZ85226.

Dear Sir or Madam:

Enclosed is a copy of the following document(s) that were served upon the Arizona
Corporation Commission on 06/04/2013 as agent for DENSCO INVESTMENT CORPORATION:

Case caplion: MACWCF I, LLC v. DENSCQ INVESTMENT GORPORATION,

Case number Cv2013.092140 Caourt: MARICOPA GOUNTY, SUPERIOR COURT
D Summons .
Complaint

Subpeena

Subpoena Duces Tecum

Default Judgment

Judgment

Wit of Gamishment

Mation Far Summary Judgment

Motion for

Other CERTIFICATE OF COMPULSORY ARBITRATION | "

KROOOOOOOK

cerely,

¥
Custodian of Records

Initials PTQ
File number 9874584

Fae0s.doo

Rew 10009
41300 WEST WASHINGTON, PHOENDL AREZONA I5097-2029
Yeww wiceany - SU2S4%3024

BC_001969



O

COMMISSIONERS JOOLJERCH
B0 B STUWP - Grialman Emcutive Direttor
BREND: [BEE%B
BOY BURNS ‘ PATR]GISIL %rm—'lsm
[y=14
SUSAN RTTERSMITH Carporstiont Bivisier

ARIZONA CORPORATION COMMISSION

CERTIFICATION OF SE;r:{VIC‘l'E ACCEPTED AIQID OF MAILING
Date: 06/05/2013
I, Peter Graham am an employee of the Arizona Corparation Commission (*ACC").

I hereby certify that on the 4TH day of JUNE, 2013, | accepted on behalf of the ACC
service of the following documents upon the ACC as agent for DENSCO INVESTMENT
CORPORATION.

Case caption: MACWCP I, LLC V. DENSCO INVESTMENT CORPORATION,
Case number: Cv2012-092140

P

MARICOPA COUNTY , SUPERIOR COURT

Summons .. L[] Default Judgment ks
Complaint [ Judgment O
Subpoena [ Writ of Garnishment

Subpoena Duces Tecum

Mation for Summary Judgment

Motion for

P  Other CERTIFICATE OF COMFULSORY ARBITRATION

» -

OO0O0OXKK ¢
=]
e

| declare and certify under penalty of perjury that the foregoing is true and correct,

Executed on this @j' W*{é )
{Signature) \‘ _EE)Q ﬂ;ﬂ/\
-

Recdz.don
Rev 1045
1300 WEST WASHINGTOMN, PHOENIY, ARIZUNA 85007-2929
Werwazec.goy - S12-542-3028

Page 1of2
Ee

BC_001870
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EBQMMSSIONE:S_ JOD! JERICH
BS P~ Chalmman Exoeitive Orector
BOB RIRNS 5 D PATRIGI;}L. BARFIELD
SUSAN HTTERSKITR - latar
o R Corporaions Divison

ARIZONA CQRPORATION COMMISSION

|, Peter Graham, am an eniplayee of the Arizena Corporation Commigsion (‘ACC").

[ heteby certify that on the 5TH day of JUNE, 2043, | placed a'topy of the above listed
documents in the United States Mail, postage prepaid, addregsed fo

DENSCO INVESTMENT CORPORATION
at its last known place of businass as follows:

8132 W VICTORIA PL.
CHANBLER , AZ §5226-

OR

| hereby certify that | was unable to mail the above listed documents to

because that entity is not a registered corgoration or limited flability company in the State
of Arizona, and the Arizona Corporation Commission has ne record of is known p!ace of
business.

4 =

I declare and certify under penalty of perjury that the foregoing is true and correct.

Executed on this 2013

o

Signature (
(Sig ) .

RacO7,doa
Rav 10/09
1300 WEST WASHINGTOH, FHOENK, ARZONA 830iy-2a2¢ |

 pplAZECYY - S03-E42-0028

"=

au s
v k]
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KESSLER LAW QOFFICES
Eric W. Kessler, SBN 008158
24Q North Center Street
Mesa, Arizona 85201
{(480) 644-9047
(4890) 644-0095 FAX
eric@kessleflaw. phxcoxmail.com
Attomey for Plaintiff
IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA
MACWCP I, LLC, a limited liability )
company, ) 914
) 13~-092140
Plaintiff, } No. CV 2 013
)
Vs, ) SUNMMONS
)
LiLI RUBIN INVESTMENT )
PROPERTIES, LLC, a limited liability ) .
company; DENSCQ INVESTMENT )} ¥youwould ke legal advice from a lawyer,
CORFORATION, a corporation; ) contaet the Lawyer Refarral Service at
*JOHN DOE and JANE DOE; ) 662-227;"4434
ABC CORPORATION; ) ww.maroo
palawyers.org
ALl UNKNOWN HEIRS OF ABQVE, ) . Sponsorad by fo
) Maricopa County Bar Asstaiation
Defendants, )
IN THE NAME OF THE STATE OF ARIZONA:
TO: All Defendants named above.
GREETINGS:
YQU ARE HEREBY SUMMONED and required to appear and defend in the
above-entitled actian brought against you by the above-named Plaintiff, in the Caunty
of Maricopa, State of Arizona, and answer to the Complaint fited in said Caurt at 222 E.

4 Javelina, Mesa, AZ 85210, within twenty (20) days if served personally within the State

1

O

BC_001972
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of Arizana, or thirty (30) days after completion of service outside of Arizona or by

publication, Ym'; are nofified that in case you fail to appear, Judgment by default will be *

rendered against you for the relief demanded in the complaint. Plaintiif's attomney is:
Eric W. Kesster, 240 N, Center St., Mesa, AZ 85201. (480) 644-0093. '
GIVEN UNDER MY HAND THIS DATE:

COPY

BC_001973
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KESSLER LAW OFFICES '

Eric W. Kessler, SBN 009158 " @@ p‘%f
240 North Center Sfreet -

Mesa, Arizona 85201 o N MAY 382013

(4BD) 644-9047 o
(48D) 644-0095 FAX ) M K, B0, CLEK

eric@kessleriaw, phxeoxmail.com

Attormisy for Plaintiff

IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA

oy

- Lot —_—rm e

MAGWGP i, LLC a Ilmited liability )
company, )
(V2013-092140
Plaintiff, No. - -

vs. COMPLAINT

LILI RUBIN INVESTMENT
PROPERTIES, LLC, a limited liability
company; DENSCO INVESTMENT
CORPORATION, a corporatiar,
JOHN DOE and JANE DOE;

ABC CORPORATION;

ALL UNKNOWN HEIRS CF ABQVE,

Pt g e et N Vg S’ Wit Nt "t St Vit “Spu? pnd® Wpe?
a

Defendants.

COMES NOW the Plaintiff, through counsel undersignad, and for its Complaint,
allegses as follows:
L.
That the propertias set forth herein are in Maricopa County; that Defendants are
individuals, parinerships, cerporations, asséciations or other entities as shown in the
caption of this Complaint and reside in or have caused an event to occur herein; that

JOHN DOE, JANE DOE and ABC GORPORATION are fictitious names designating an
3

e e ey T S P s b p Rl S AR et e e e v s fpeead

O
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10
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14
15

individual or other legal entrty urknown to Piaintiff, and whose true nama(s) Plaznttff will
ingert herein by amendment Upon discovery thereof, that Defendants make some claim
to the subject real property adverse to Plaintiffs ¢clalm, and that this Court has .
jurisdiction over these parties and the subject matter herein.
iL
That in arder to pay for delinquent taxes legally levied and assessed against the

property, together with interest, penalties and charges thereon, the Maricopa County

Treasursr-Sotd & ligrr aneifer property-kndwn as-Maricopa County tax parcal 15829046~ - -

in February of 2010 and that tha original of said Certificaté of Purchase was soldto
Plaintiff herein.

i lil.

That the sale referred to in paragraph |l above was valid and the taxes dug and

owing on the property wers delinquent at the time of =aid sale.
. V.

That the whole amount of all delinquent taxes, interest, penalties and charges
legally due and owing on the property were paid to the Maricopa County Treasurer
upon a Certificate of Purchase, the amounts being qndo;sed therson; that more than
three years have elapsed since the date of sale set forth above, and none of the
property has been redesmed therefrom. Plaintiff is thus entitled to foraclose the rights
of Defendants to redeem the property from said sale. P.lﬁllnflff is now the owner of the
{ien on the property, subject only to the rights of Defendants to redeem the propetiy

and 1o pay Plaintiff's costs and attorney's fees pursuant to A.R.S. §42-18208,

4
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V. .
Plaintiff has complied will ;elll nofice requirements set forth in A.R.8. §42-18201,
et seq.
1. That if Defendants, or any of them, redeem the property, the Court shall rendsr
Judgment ordering payment by‘ the redeeming party to Plaintiff for costs incurred for
fitle search, filing and recording fees, service of process fees and all other costs

incurred herein, together with a reasonable aftorney’s fee pursuant to AR.S. §42-

i

2. Thatthe Court declare that the sale of the lien, the Certificate of Purchass
issued pursuant thereto, and the service of precess on all Defendants ars valid; that at
the sale of the lien, the taxes thereon w;are delinquent; that more than thres years have
elapsed since the sale of the lien and the commencement of this action; that the rights
of Defendant ta redeem the property fram said sale are forever foreclosed; and that
Defendants are barred forever from having or claiming any right or title adverse to
Plalntiff herain, Plaintiff further prays to be adjudged the owner in fee simple of the .
whole of the property; that the title to said properiy be quieted in favor of Plaintiff; and
that the Madt:'-opa County Treasurer be commanded to execute and deliver fortiwith to
Plaintiff a deed conveying the property fo Plaint‘iff, in accardance with Title f£2, Arizona
Revised Statutes.

OATED THIS DATE: 037 1%

3

: 3
o {,_ff
’ £

Eﬁ% W. Kessler
Attorney for Plaintiff
5
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STATE OF ARIZONA )
) s8. -
County of Maricopa )

Undersigned counsel, upon his oath, deposes and says that he is the atforney
for Plaintiff herein and is authorized to make this verification on behalf of Plaintiff; that

he has read the foregoing Complaint and knows the contents thereof; and that the

same are frue and correct to the best of his knowledge, information and belief.

- van Yhy

}ﬁﬁ W. Kessler
mey for Plaintiff
Subscribed and swom ko before me this May 27, 2013, by ERIC W. KESSLER,
Natary Public
My Commission Expires:
GRAIG KESSLER
Nty r P-iblle - Afzona
'+ 1 02 County
o azres Jot 13, 2016
R -

¢ asttfe s
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MACWCP H, LLC a Ilmlted habmty

KESSLER LAW OFFICES -
Erlc W: Kessler, SBN 009188 e
240 North Center Strest GO Py
Mesa, Arizona 85201
(480) 644-0047
{480) 644-0095 FAX _ MAY 282013
eric@kessterlaw. phxcoxmail.cor  MICHAEL X, JEANE

o '?f GARCIAS' GLERK
Attorney for Plaintiff EPUTY CLERK

IN THE SUPERIGR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARIGOPA
GVQO 13~ 092‘1 40

LA -t

company,
Plaintff, CERTIFICATE OF
COMPULSORY
VS, ARBITRATION

)
)
)
)
)
)
LIL! RUBIN INVESTMENT )
PROPERTIES, LLC, a limited llability 7}
company; DENSCO INVESTMENT )
CORPORATION, a corporation; )
)

Defendants,, 3

Undersigned counsel hereby certifies that the largest award sought by Plaintiff,

excluding punitive damages, costs and attorney’s fees does not excesd the limits for
compulsory arbitration. Howsever, this action concems fitls fo real property and
thersfore is not subject to arbitration.

DATED THIS paTe: 5 3317

i
1)
\ ‘? e e

éRr’cw KESSLER
Attormay for Plalntiff

5
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From: Denny Chittick

Sent:  Fri6/14/2013 7:37 PM (GMT-00:00)
To: Beauchamp, David

Ce:

Bee:

Subject: Re: Lill's law suit

ok no problem.

haven't been sued in all these years, now two the same

day 1 get back from vacation!

DenSco Investment Corp
www.denscoinvestment.com/
602-469-3001

602-532-7737 £

From: "Beauchamp, David" <David Beauchamp@bryancave.com>
To: “demoney@yahoo.com™ <dcmoney@yakoo.com>

Cc: "Beauchamp, David" <David.Beauchamp@bryancave.com=>

Sent; Friday, June 14, 2013 12:34 PM

Subject: Re: Lili's law suit

Denny:
1 am at a seminar this afternoon, but I will read it and get back to you.
Thanks, David

(Sent from my Blackberry wircless)
David G. Beauchamp, Bsq,

Bryan Cave LLP

Two Narth Central Avenue, Suite 2200
Phoenix, Arizona 85004-4406

email: davidbeauchamp@bryancave.com
(602) 364-7060 | Diirect Tel.

(602) 716-8060 | Direct Fax

{602) 319-5602 | Mabils Tel.

This clectronic mail message contains information which is (a) LEGATLY PRIVILEGED,
PROPRIETARY IN NATURE, OR OTHERWISE PROTECTED BY LAW FROM DISCLOSURE, and
(b) intended only for the use of the addressee(s) named herein. If you are not the addressee(s), or the
person responsible for delivering this to the addresses(s), you are hereby notified that feading, copying, or
distributing this message is prohibited, If you have received this electronic mail message in error, please
contact us immediately at the telephone number shown below and take the steps necessary to delete the

message completely from your computer system. Thank you.

BC_001966
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IRS Circular 230 Disclosure: To emsure compliance with requirements imposed by the IRS, we inform
you that any U.8. federal tax advice contained in this communication (including any attachments) is not
intended or written to be used, and cannot be used, for the purpose of (a) aveiding penzlties under the
Intemal Revemic Cede or (b) promoting, marketing, or reconmacading to another party any transaction or
matter addressed herein.

From: Denny Chittick [mailto:demoney@yahoo,com]
Sent: Friday, June 14, 2013 12:28 PM

To: Beauchamp, David

Subject: Liii's law suit

This is another borrower, i've been working with since
2001.

She bought this property, there are 22k of back taxes,
from what i can decipher from this document, they
bought hte tax lien, she's going to pay the back taxes
today or monday, so then this all goes away right?

i think it's funny his, dad or brother is his notary,
which leads me to believe it's a one man show and
lawsuit papermill.

thx O
dec

DenSco Investment Corp
www.denscoinvestment. com/
602-469-3001

602-532-7737 £

This electronic message is from a law firm, It may contain confidential or privileged information. If you
received this transmission in error, please reply to the sender to advise of the error and delete this
transimission and any attachrents.

IRS Gireular 230 Bisclosure: To ensure compliance with requirements imposed by the RS, we inform you
that any U.S. federal tax advice contained in this communication {including any attachments) is not
intended or written o be used, and cannot be used, for the purposs of (i) aveoiding penalties under the
Internal Revenue Code or (ji) promoting, marketing, or recommending to ancther party any transaction or
matter addressed herein.

bellp2013

(:),
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From: Denny Chittick

Sent:  Fri 6/14/2013 8:43 PM (GMT-00:00})
To: Beauchamp, David

Cc:

Beo:

Subject: Lili's suit

don't worry about that one, it was what i thought tax

lien, she paid it today,
thx
de

DenSco Investment Corp
www .denscoinvestment.com/
602—-469-3001

602-532~-7737 £

so it will go away.
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From: Beauchamp, David

Sent:  Fri 6/14/2013 11:45 PM (GMT-00:00)}
To: 'Denny Chitflck’

Ce:

Bce:

Subject: RE: MACWCP vs. LI Rubln Investments

Denny:
Sounds good.

Best, David

David G. Beauchamp, Esqg.

Bryan Cave LLP

Two North Central Avenue, Suite 2200
Phoenix, Atizona 85004-4406

emall: david.beauchamp@bryancave.com
{602} 364-7060 | Direct Tel.
{602} 716-80860 | Direct Fax
(802) 319-5602 | Mobile Tel.

Froms: Denny Chittick [mailto:dcmoney@yahoo.com]
Sent: Friday, June 14, 2013 4:38 PM
To: Beauchamp, David
Subject: Fw: MACWCP vs. Lil Rubin Investments

all taken care of.
thx
de

DenSco Investment Corp
www.denscoinvestment.com/
602~469-3001

602~-532-7737 £

s Forwarded Message --——

From: "istolanova@cox.net” <Istolanova@cox.net>
To: Denny Chitiick <dcmoney@yahoo.com>

Sent: Friday, June 14, 2013 3:42 FM

Subject: Fw: MACWCP vs. Lil Rubin Investments

Sent from my BlackBerry® smartphone, powered by Cricket.

BC_001961



From: Craig Kessler <craig kesslerlaw@gmail com>
Date: Fri, 14 Jun 2013 15:04:35 -0700

To: <Istoianova@cox.net>

Subject: MACWCP vs, Lil Rubin Investments

Lili,
Attached is a payoff statement for the above referenced case.

Craig Kessler
Legal Assistant
Kessler Law Offices
{480) 644 0093

O
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Michagl K. Jeanes, Clerk of Court
*** Electronically Filed ***
12/17/2013 8:00 AM

SUPERIOR COURT OF ARIZONA
MARICOPA COUNTY

CV 2013-007663 12/06/2013

CLERK OF THE COURT

HON. SALLY SCHNEIDER DUNCAN J. Kiraly/C. Castro
Deputy

FREO ARIZONALLC RICHARD L COBB

V.

EASY INVESTMENTSL L C, etal. STEFAN M PALYS

BRADFORD E KLEIN
KIM R LEPORE

MINUTE ENTRY
Courtroom 702 - Central Court Building

9:57 am. This is the time set for oral Argument on summary judgment. Plaintiff Freo
Arizona, LLC is represented by counsel, Joseph J. Glenn. Defendants Easy Investment, LLC and
Active Funding Group, LLC are represented by counsel, Stefan M. Palys and Jeffrey J. Goulder.
Defendant Ocwen Loan Servicing, LLC is represented by counsel, Kim R. Lepore.

Court Reporter, Robin Bobbie, is present and a record of the proceedings is also made by
audio and/or videotape.

Arguments are presented on Plaintiff’s Motion for Partial Summary Judgment, filed on
July 11, 2013, and Defendants Easy Investments, LLC and Active Funding Group, LLC’s Cross-
Motion for Summary Judgment against Freo Arizona, LLC, filed on September 4, 2013.

For the reasons stated on the record,

THE COURT FINDS that A.R.S. 833-811(C) operates to prevent Plaintiff Freo Arizona,
LLC from reviving defenses when it failed to timely seek an injunction. Accordingly,

IT IS ORDERED denying Plaintiff’s Motion for Partial Summary Judgment.
Docket Code 005 Form VOOOA Page 1



SUPERIOR COURT OF ARIZONA
MARICOPA COUNTY

CV 2013-007663 12/06/2013

IT IS FURTHER ORDERED granting Defendants Easy Investments, LLC and Active
Funding Group, LLC’s Cross-Motion for Summary Judgment against Freo Arizona, LLC.

Arguments are presented on Defendants Easy Investments, LLC and Active Funding
Group, LLC sMotion for Partial Summary Judgment Against Ocwen Loan Servicing, LLC, filed
on September 4, 2013.

For the reasons set forth on the record,

THE COURT FINDS that Defendant Ocwen Loan Servicing, LLC had a duty and
breached that duty. Accordingly,

IT IS ORDERED granting Defendants Easy Investments, LLC and Active Funding
Group, LLC s Mation for Partial Summary Judgment Against Ocwen Loan Servicing, LLC, filed
on September 4, 2013, on liability under the tort of another doctrine and denying the Motion as
to damages.

IT ISFURTHER ORDERED denying Defendants Active Funding Group, LLC's Motion
for Partial Summary Judgment, filed on November 8, 2013.

IT IS FURTHER ORDERED that counsel shall submit a form of Judgment for the
Court’ s consideration and signature by December 13, 2013.

IT ISFURTHER ORDERED asfollows:

Counsel and/or the parties shall meet in person to discuss al of the matters set forth in
Ariz. R. Civ. P. Rule 16(b). Counsel and/or the parties shall prepare and file with the Court, no
later than 5:00 p.m. on December 20, 2013, a Joint Proposed Scheduling Order, for discovery,
motion and disclosure deadlines.

If the parties agree to the dates, they should prepare an Order in the form attached
her eto, containing the provisions which are applicable to their case.

The Joint Proposed Scheduling Order shall include specific dates (*June 5, 2012”, rather
than “ 45 days prior to tria”). Please do not incorporate a firm trial date in the proposed Order.
This Court will set afirm trial date only after discovery has been completed and the parties have
in good faith participated in amediation or settlement conference.

Docket Code 005 Form VOOOA Page 2



SUPERIOR COURT OF ARIZONA
MARICOPA COUNTY

CV 2013-007663 12/06/2013

If counsel and/or the parties are unable to agree on any of the items that are to be
included in the Order, the reasons for their inability to agree shall be set forth in their proposed
Order.

Once the initial Joint Pretrial Scheduling Memorandum is submitted, the Court will
review the Proposed Scheduling Order and schedule a telephonic pretrial status/scheduling
conference (via separate minute entry). At the telephonic pretrial status/scheduling
conference, if the parties have completed discovery and are ready for trial, the Court will
set a firm date for the Final Trial Management Conference and trial. If the parties are not
ready for trial, the matter may be placed on the Court’s calendar for dismissal.

If, at any time, the parties believe a telephonic or in-person pretrial conference is
necessary or warranted, they should address the reasons in the Joint Proposed Scheduling Order.

Notice Regarding Substantive Motions: The Court will not accept omnibus motions,
responses and replies. All motions, responses and replies shall be filed on individua claims and
counts separately. Counsel shall not combine any motion with a responsive pleading. If omnibus
motions are filed, the Court reserves the right to reject the motions. No motion shall exceed the
page limitation without prior Court approval.

If a Joint Proposed Scheduling Order is not timely submitted as ordered, the Court will
place the matter on the Court’ s calendar for dismissal.

IT IS ORDERED if a Notice of Settlement is filed the Court will dismiss the case with
prejudice within thirty (30) days from the receipt of the Notice of Settlement.

IT IS FURTHER ORDERED if there is a pending status conference scheduled with the
Court, and the parties have settled the case, the parties must file aMotion to Vacate Telephonic
Pretrial Status/Scheduling Conference within three (3) business days prior to the Court
appearance or, in the alternative, shall be prepared to place a Rule 80(d) Agreement on the
record.

10:33 am. Matter concludes.
ALERT: The Arizona Supreme Court Administrative Order 2011-140 directs the Clerk's
Office not to accept paper filings from attorneysin civil cases. Civil cases must still be initiated

on paper; however, subsequent documents must be eFiled through AZTurboCourt unless an
exception defined in the Administrative Order applies.

Docket Code 005 Form VOOOA Page 3



SUPERIOR COURT OF ARIZONA
MARICOPA COUNTY

CV 2013-007663 12/06/2013

PROPOSED SCHEDULING ORDER
Ariz. R. Civ. P. Rule 16(b)

The Court having received the parties Joint Pretrial Scheduling Memorandum,

IT IS ORDERED entering the following schedule for disclosure as set forth unless the

parties obtain written modifications by the Court:

1. The parties shall mutually and simultaneously disclose areas of expert testimony by 5:00

p.m.on .[OR]
a. Plaintiffs shall disclose areas of expert testimony by 5:00 p.m. on
b. Defendants shall disclose areas of expert testimony by 5:00 p.m. on

. The parties shall mutually and simultaneously disclose the identity and opinions of their
expert witnesses by 5:00 p.m. .[OR]

a. Plaintiffs shall disclose the identity and opinions of their expert witnesses by 5:00
p.m. on

b. Defendants shall disclose the identity and opinions of their expert witnesses by
5:00 p.m. on

. Any and all discovery requests shall be served by 5:00 p.m. on
. The parties shall disclose al non-expert testimony by 5:00 p.m. on .[OR]

a. Plaintiffs shall disclose areas of non-expert testimony by 5:00 p.m. on
b. Defendants shall disclose areas of non-expert testimony by 5:00 p.m. on
. The parties shall mutually and simultaneously disclose their rebuttal expert witnesses and

opinions by 5:00 p.m. on

. All discovery shall be completed by 5:00 p.m. on

Docket Code 005 Form VOOOA Page 4



SUPERIOR COURT OF ARIZONA
MARICOPA COUNTY

CV 2013-007663 12/06/2013

7. The parties shall have exchanged up-to-date fina Rule 26.1 Supplemental Disclosure
Statements by 5:00 p.m. on . This Order does not replace the parties
obligation to seasonably disclose on an on-going basis under Rule 26.1 as information
becomes available.

8. The parties shall file dispositive motions no later than 5:00 p.m. on

9. Settlement conference (choose one):

The parties shall participate in private mediation by (120 days out).

[OR]

IT IS ORDERED the parties shall participate in a Settlement Conference. This case is
referred to the Court's Office of Alternative Dispute Resolution for the appointment of a Judge
Pro Tempore to conduct a Settlement Conference. Counsel and/or the parties will receive a
minute entry from ADR appointing the Judge Pro Tempore. Counsel and any "pro per" parties
will contact the appointed Judge Pro Tempore to arrange the date, time and location for the
Settlement Conference. The Judge Pro Tempore is requested to conduct a Settlement
Conference no later than (120 days out). _The Office of Alternative Dispute Resolution will not
do the scheduling of the Settlement Conference so please do not contact that office.

If counsel prefer to use a private mediator to conduct the Settlement Conference, a
Stipulation and Order re: Alternative to ADR must be presented to the Court no later than

5:00 p.m. on (90 days out).

All counsel and their clients, non-lawyer representatives and insurance adjusters
who have full and complete authority to settle the case, shall personally appear at the
settlement conference and participate in good faith even if no settlement is expected.
Sanctions may beimposed for failureto participate.

10. No expert witnesses, expert opinions, lay witnesses, or exhibits shall be used at trial other
than those disclosed in a timely manner, except for good cause shown or written
agreement of the parties.

11. Should any discovery disputes arise, counsel, prior to filing discovery motions, shall meet
and confer pursuant to Rule 37, Ariz. R. Civ. P.

12. The dates set forth in this Order are FIRM dates and will not be extended or modified
absent good cause. Lack of preparation will not ordinarily be considered good cause.

Docket Code 005 Form VOOOA Page 5



SUPERIOR COURT OF ARIZONA
MARICOPA COUNTY

CV 2013-007663 12/06/2013

13. This case is removed from the Inactive Calendar and al requirements of Rule 38.1, Ariz.
R. Civ. P, are waived unless and until otherwise ordered by the Court.

14. A Telephonic Pretrial Status/Scheduling Conference is set for , at

a.m./p.m. for the purpose of setting atrial date if the case has not settled. T|me allotted:
15 minutes. Counsel shall have their trial calendars available. Counsel for Plaintiff shall
initiate the conference call by first arranging the presence of al other counsel on the
conference call and by calling this division at: (602)506-9042 promptly at the scheduled
time. The call should be placed from aland-line telephone in an area with no background
noise as this will prevent the parties from hearing the proceedings in the courtroom. The
call may not be placed from avehicle. Please do not call from a cellular telephone.

NOTE: This Court utilizes FTR for an electronic record of the proceedings. However,

any party may request the presence of a court reporter by contacting the division three (3) court
business days before the scheduled hearing.

Dated:

HON. SALLY SCHNEIDER DUNCAN
JUDICIAL OFFICER OF THE SUPERIOR COURT

Docket Code 005 Form VOOOA Page 6










































EXH. NO.

1

Bavclorp
e
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BATRLOYER IDENTLFICATION NUAIBHR: 4340602162

DenSco Investinent Cotporation Scptember 24, 2013
ATTN: DennyJ. Chittick Invoice # 10249588
6132 West Victorla Place Client # C068584

Chandler, A7, B5226
Pgyment is due upon

Teceipt
STATEMENT OF ACCOUNT
BALANCE FORWARD;
Balance per Statement Dated August 14, 2013 $ 420345
Payments and Other Credits . (4.293.45)
BALANCE FORWARD 3 0.00
CURRENT CHARGES FOR MATTER:
File #0352992
2013 Private Offering Memorandum
Pees for Legal Setvicea b3 105,00
TOTAL CHARGES THIS INVOICE 3 196.00
STATEMENT TOTAL 3 196.00
PAYMENT INSTRUCTIONS
:&mmc:w”;g; ACH 3:5%?3’3@:- Marn Wiete g:';k Bol:.ltngntcdcn Flaza
81, Lenis, MO 631503069 51, Lowls, MO 63101 5 Loy, MO 61109
Roufiay 5031000032 ABA X260-0959-1
Fionse el Rendeanco Adlcasit Ansout & 1G3HIO87476 - ¥ t6ofolad7978
pratin s ? BOPAUSIN ttactmbng US wires}
DBOPALISSS (Incoming Nodis5 wires)

Frense Incluit the Cliend, Matior, ar Invelco Number withh il paymenis,
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DenSco Investment Cotpotation

Septenber 24, 2013
Invoice # 10249588
Client # C068584
Pape 2

For Legal Sexvices Rendered Through August 31, 2013

File #0352992
2013 Private Offering Memorandum

08/06/13 1. G. Beauchatnp 040 hes.

Total Houts

Total Fees for Legal Sexvices

TOTAL CHARGES FOR THIS MATTER

196.00 Review and respond to emails
conceming revision to
Regulation I3 and revisions to
subscription dotuments and
procedure.

0.40

5 196.00

$ 196.00
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Hrysn Covadtd  Avants { Boulder | Charotte | Ghisaga § Oatorads Springs | Baftie | Genvar { Frantiut | Hantuy FHong Kong | indna
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BEMPLOYER IDENINAGATION NUMDIR: 43-0502142

DenSco Iavestment Cotpotaton September 24, 2013
ATTN: Denny ], Chittick Invoice#f 10249588
6132 West Victoehs Place Clientf# C068584
Chandler, AZ 85226 NMatterd? 0352992
REMITTANCE ADVICE
BALANCE FORWARID:
Balance per Statement Dated August 14, 2013 $ 420345
Payments and Other Ceedits (4,29345)
BALANCE FORWARD $ 0.00
CURRENT CHARGES
Fees for Legal Setvlces $ 196.00
TOTAL CHARGES THIS INVOICE $ 194.00
STATEMENT TOTAL 8 196.00

PAYMENT INSTRUCTIONS

ACH Boyprent fatmcfiomt e Wiee [optrurtoes;
ttm Crve ACHto:  Hgnk ol Amerca Wirater Bkl Asiscrica
£.0, Box 503080 Qua tank of Arseriea Plaza Ono Bagk of Amerlen Moxe
8¢, Lotig, MO 031503089 8t Lauts, MO 6310] 56 Louls, MO 63{0] 5
Raulivg 4081000022 ARA 8030009301 4

Plaase rdumh Rmimu: e\f\'&hh‘m Accmant # 160161002926 St mAmlﬂl! 1101031978

zymng 1o the enclosad ¢ M
¢ e BOFAUSIN (lacomlng US wiras)

BOPALSSS (lacosing Non-LS wir)

Flese lecluds the Clenty Matien, o Involiy Nombor wiih o paymentr.
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Colin F. Campbell, 004955
Geoffrey M. T. Sturr, 014063
Joshua M. Whitaker, 032724
Osborn Maledon, P.A.

2929 N. Central Avenue, Suite 2100
Phoenix, Arizona 85012-2793

(602) 640-9000
ccampbell@omlaw.com
gsturr@omlaw.com
jwhitaker@omlaw.com

Attorneys for Plaintiff

IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF MARICOPA

Peter S. Davis, as Receiver of DenSco No. CV2017-013832
Investment Corporation, an Arizona

corporation, PLAINTIFF’S DISCLOSURE OF
Plaintiff, EXPERT WITNESS REPORT RE
DAMAGES
VS.
Clark Hill PLC, a Michigan limited (Commercial case)

liability company; David G. Beaucham
and Jane Doe Beauchamp, husband an (Assigned to the

wife, Honorable Daniel Martin)
Defendants.

Pursuant to the scheduling order entered in this matter, Plaintiff Peter S. Davis, as
Receiver of DenSco Investment Corporation, hereby discloses the attached report of
David Weekly, Felix Financial Forensics, LLC, which provides an analysis of the

damages suffered by DenSco as a result of Defendants’ conduct.
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Peter S. Davis, as Receiver of DenSco
investment Corporation, an Arizona
Corporation,

Plaintiff,
V.
Clark Hill PLC, a Michigan limited liability
Company; David G. Beauchamp and Jane

Doe Beauchamp, husband and wife,

Defendants.

in the Superior Court of the State of Arizona
In and For the County of Maricopa

Case No. CV2017-013832
Expert Report of:

David B. Weekly
Fenix Financial Forensics LLC

April 4, 2019




Peter S. Davis, as Receiver of DenSco Investment Corporation
V.
Clark Hill PLC, et al.
(Case No. CV2017-013832)

Expert Report of David B. Weekly
April 4, 2019

Background®

1.

DenSco Investment Corporation (“DenSco”) is an Arizona corporation that began operating in April
2001. DenSco’s primary business was making short-term, high-interest loans to foreclosure
specialists, usually through a trustee’s sale. Denny Chittick (“Chittick”) was DenSco’s sole
shareholder and only employee.

David G. Beauchamp (“Beauchamp”) is an attorney who advised DenSco on general business,
securities transactions and other legal matters. He worked at several law firms while advising
DenSco, including Clark Hill from September 2013 through 2016.

DenSco issued promissory notes to private investors under Private Offering Memoranda (POM)
prepared by Beauchamp in 2003, 2005, 2007, 2009 and 2011. Each POM expired two years after
issuance. The 2011 POM expired July 1, 2013, and no new POM was ever finalized after that date.

Yomotov “Scott” Menaged (“Menaged”) borrowed money from DenSco to purchase foreclosed
homes at trustees’ sales. Menaged operated several companies, including Easy Investments, LLC and
Arizona Home Foreclosures, LLC.

In November 2013, Chittick learned from Menaged that a number of his DenSco loans were double
encumbered, making it uncertain whether DenSco had sufficient collateral value in these loans.
Menaged informed Chittick his cousin perpetrated a fraud against Menaged and absconded with the
funds DenSco lent to him. When Chittick learned about the double encumbering of loans, he and
Menaged created a plan in an attempt to resolve the issue.

On January 6, 2014, Chittick learned from an attorney at Bryan Cave, there were over 50 properties
with deeds of trust with a first position security interest in which DenSco also had recorded
mortgages. On January 7, 2014, Chittick outlined his planin an email to Beauchamp. Chittick and
Menaged met with Beauchamp on January 9, 2014 to discuss the plan, which led to the development
of a Forbearance Agreement dated April 16, 2014.

On July 28, 2016, Chittick committed suicide, and on August 18, 2016, Peter S. Davis was appointed
as the Receiver of DenSco (“Receiver”). The Receiver reviewed DenSco’s files and other books and
records and concluded DenSco had claims against Beauchamp and Clark Hill (collectively referred to
herein as “Defendants”).

1 Statements in the Background section are sourced from the Complaint and various Disclosure Statements or other
documents provided to F3. These statements are made to provide a brief overview of this matter and are not intended to be
an exact summary of facts or to provide any legal determinations or conclusions.
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39.

40.

41.

42,

43.

44,

On November 6, 2014, Chittick’s corporate journal noted Bank of America requested DenSco to close
its accounts. On November 18, 2014, Chittick opened a new account at First Bank. Bank of America
records show all account activity stopped for DenSco on November 21, 2014. Beginning December
1, 2014, Chittick’s corporate journal noted he and Menaged stopped the Netting Process and
resumed exchanging transactions via bank wires. This process continued until July 8, 2015. Chittick’s
corporate journal noted on July 7, 2015, “I'm so low on cash, we are going to have to go back to
wiring the difference instead of the whole thing.”*°

On November 4, 2015, the wire activity between DenSco and Menaged stopped.'* Chittick did not
mention this change in his corporate journal, but our review of DenSco’s bank records confirmed the
wire activity did not continue. On November 23, 2015, Chittick noted, “the ins and outs to [Scott]
are so one sided my way this month.” Chittick was referring to a new process where no cash
changed hands related to his transactions with Menaged. After November 4, 2015 DenSco’s records
reflected 809 “loans” were originated totaling approximately $255.4 million and Menaged “paid”
DenSco approximately $260.2 million, even though no cash changed hands.

Exhibit D summarizes the transaction activity between DenSco and Menaged from January 22, 2014
through June 21, 2016. During this time period DenSco’s QuickBooks reflects 2,718 loans were
originated with Menaged totaling $735.5 million. With minimal exception, all of these loans were
fictitious.

Summary of F3’s Analysis and Calculations of DenSco’s Non-Workout Loan Damages

The first Non-Workout Loan was made by DenSco on January 22, 2014, approximately two weeks
after Chittick and Menaged met with Beauchamp. Between January 22, 2014 and November 4,
2015, DenSco bank records show hundreds of wire transfers between DenSco’s and Menaged’s bank
accounts related to originations and pay-offs of Non-Workout Loans. Since there were no cash
transactions between DenSco and Menaged after November 4, 2015, our calculation of Iossés was
based on transactions recorded on DenSco’s books between January 22, 2014 and November 4,
2015 where actual cash transactions were traced to bank statements and reconciled with entries
made by Chittick in DenSco’s books.

To calculate damages related to the Non-Workout Loans, we analyzed Menaged transactions using:
1) the Receiver Reports and various loan activity schedules prepared by the Receiver’s staff; 2)
DenSco’s QuickBooks; 3) Bank of America and First Bank account statements; 4) Chittick’s corporate
journal; and 5) relevant communications from Chittick’s email file. We also reconciled our analysis
with what the Receiver did to ensure we had considered all Non-Workout Loan transactions in
DenSco’s books and bank statements.

Table 3 summarizes the principal amount of all Menaged Non-Workout Loans reduced by principal
pay-offs recorded by DenSco. In addition, DenSco collected and recorded $5,053,796 of interest

10 Chittick corporate journal (RECEIVER_000114).
11 There was one minor transaction totaling $12,600 that was reflected in the DenSco bank account on 2/4/2016 and
3/18/2016, but all regular activity ceased on 11/4/2015.
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52. The report has been prepared only for the purposes stated herein and shall not be used for any
other purpose. Neither this report nor any portions thereof shall be disseminated to third parties by
any means without the prior written consent and approval of F3.

Respectfully submitted,

David B. Weekly
Senior Managing Director
Fenix Financial Forensics LLC
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John E. DeWulf (006850)

Marvin C. Ruth (024220)

Vidula U. Patki (030742)
COPPERSMITH BROCKELMAN PLC
2800 North Central Avenue, Suite 1900
Phoenix, Arizona 85004

T: (602) 224-0999

F: (602) 224-0620
jdewulf@cblawyers.com
mruth@cblawyers.com
vpatki@cblawyers.com

Attorneys for Defendants

SUPERIOR COURT OF ARIZONA
COUNTY OF MARICOPA

Peter S. Davis, as Recciver of DenSco
Investment Corporation, an Arizona
corporation,

Plaintiff,
V.
Clark Hill PL.C, a Michigan limited liability
company; David G. Beauchamp and Jane
Doe Beauchamp, husband and wife,

Defendants.

No. CV2017-013832

DEFENDANT DAVID BEAUCHAMP’S
RESPONSES TO PLAINTIFF’S FIRST
SET OF NON-UNIFORM
INTERROGATORIES

Defendant David G. Beauchamp responds as follows to Plaintiff’s First Set of Non-

Uniform Interrogatories dated May 15, 2018.

GENERAL OBJECTIONS

Each of Mr. Beauchamp’s responses, in addition to any specifically stated objections,

are subject to and incorporate the following General Objections. The assertion of these or

similar objections, additional objections, or a partial response to an individual Interrogatory

does not waive any of Mr. Beauchamp’s General Objections.

1. Mr. Beauchamp objects to these Interrogatories to the extent the Plaintiff seeks

information that is protected from disclosure by the attorney client privilege,

(00372194.1
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the work product doctrine, or any other applicable privilege or protection. To
the extent that Mr, Beauchamp produces, provides or discloses exempt or
protected information or documents, such production or disclosure shall not be
construed as a waiver by Mr, Beauchamp or his attorneys of such privilege or
protection. See Ariz. R. Civ. P. 26(b)(6)(B).

In response to Plaintiff’s Interrogatories, Mr. Beauchamp does not concede that
any of the responses or information contained therein are relevant or admissible.
Mr. Beauchamp reserves the right to object, on the grounds of competency,
privilege, relevance, materiality, or otherwise, to the use of this information for
any purposes, in whole or in part, in this action or in any action.

Mr. Beauchamp objects to Instruction No. 1 on the ground that it imposes
obligations broader than or inconsistent with the Arizona Rules of Civil
Procedure. Mr. Beauchamp additionally objects to Instruction No. 1 on the
ground that it requires information to be divulged in the possession of Mr.
Beauchamp’s attorneys which may be subject to the attorney-client privilege
and/or work product doctrine.

Mr. Beauchamp objects to Instruction Nos. 3 and 4 on the ground that they are
a Request for Production of Documents and therefore beyond the scope of Rule
33.

Mr. Beauchamp objects to Instruction No. 4 on the ground that it is unduly
burdensome. The Instruction requires Mr. Beauchamp to not only “list and
identify” a document without a Bates number, but also “describe each such
responsive document, give the location of the document, and provide the name,
address and telephone number of the individual with custody or control over
the document.” The Arizona Rules of Civil Procedure impose no such

obligations on parties responding to interrogatories. It is Plaintiff’s duty to
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locate and review documents identified by Mr. Beauchamp in response to an
interrogatory, not Mr. Beauchamp’s duty to replicate the contents of such
documents. Mr. Beauchamp will disregard that portion of Instruction No. 4 that

imposes obligations on Mr. Beauchamp that go beyond the scope of Rule 33.

INTERROGATORY NO. 1:

Defendants’ Initial Disclosure Statement states, on page 5, lines 21-23, that
“Mr. Beauchamp repeatedly advised DenSco that an update was necessary irrespective of
DenSco’s plans regarding the outstanding amount of its offerings, but Mr. Chittick continued
to delay.”

Are you aware of any document that contains such advice or reflects that it was given?

RESPONSE:

Yes. Mr. Beauchamp not only repeatedly advised DenSco that an update to the Private
Offering Memoranda (“POMs”) and related investor documents was necessary, but he
worked diligently to update such documents throughout his relationship with DenSco. Mr.
Beauchamp drafted DenSco’s first POM in 2001 and updated it approximately every two
years between 2001 and 2011 to reflect changes in the economy and DenSco’s business. For
example, the 2007 POM was issued in June of that year. Less than two years later, in April
2009, Mr. Beauchamp began updating the POM to reflect changes in “thé economy and real
estate collapse” and the updated POM was issued in June once again. Less than a year after
the 2009 POM had been prepared, Mr. Beauchamp began work on the 2011 POM,

It is therefore unremarkable that on May 1, 2013, Mr. Beauchamp again began the
process of updating the POM to reflect material changes with respect to DenSco, including
the size of its portfolio. An invoice sent by Mr, Beauchamp to Mr. Chittick in June 2013,
while Mr. Beauchamp was at Bryan Cave, confirms that Mr. Beauchamp worked on the 2013

POM throughout May of that year and that Mr. Beauchamp met with Mr. Chittick for several
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hours on May 9, 2013 “to update private offering memorandum and to verify current
information.” Additionally, without conceding the admissibility of Mr. Chittick’s business |
journals in this litigation, his May 9, 2013 entry corroborates that he met with Mr. Beauchamp
for nearly two hours regarding updates to the 2013 POM. Work on updating the 2013 POM
continued through June, July and August.

When Mr. Beauchamp left Bryan Cave and joined Clark Hill in September 2013, he
had DenSco’s files relating to the 2013 POM transferred to Clark Hill, and he promptly
opened a New Matter Form to “[f]inish the private offering memorandum.” Mr. Chittick,
however, instructed Mr, Beauchamp to cease updating it and failed to provide the updated
investment, loan, and financial information Mr. Beauchamp required. Efforts to complete the
2013 POM were further waylaid by Mr. Chittick’s revelation in December 2013 that an
unspecified number of loans made to Mr. Menaged were secured by two deeds of trust
competing for priority, which did not coniport with the representations in the investor
documents. Further complicating the issue was the fact that several of the lenders who had
provided loans that competed for first position with DenSco’s loans threatened suit against
DenSco in January 2014 regarding the double liened properties. Mr. Chittick assured Mr.
Beauchamp that notwithstanding the threatened lawsuit, he had developed and implemented
a plan with Mr, Menaged to rectify the situation.

Mr. Beauchamp advised Mr. Chittick that he should document this plan with Mr.
Menaged in a Forbearance Agreement, which would then also need to be disclosed to
investors. Though negotiating the terms of the Forbearance Agreement proved difficult,
spanning nearly four months, Mr. Beauchamp consistently advised Mr. Chittick of his
disclosure and update obligations to his investors during this time and reminded him that the
terms of the Forbearance Agreement would have to be memorialized in the updated POM.
Once the Forbearance Agreement was finally executed in April 2014, Mr. Beauchamp

immediately turned to revising the POM again. These revisions included an explanation of
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the double liening issue and the Forbearance Agreement, as W¢11 as updates to investors on .
DenSco’s finances. When Mr. Beauchamp presented Mr. Chittick with a draft of the updated
POM, however, Mr. Chittick balked at disclosing the information regarding the double liens
or the Forbearance Agreement and refused to proceed with the updated POM. At that point,

Mr. Beauchamp terminated the attorney-client relationship.

INTERROGATORY NO. 2:

If you answered “yes” to Interrogatory No. 1, please list and identify each such
document.

RESPONSE:

Mr. Beauchamp objects to this Interrogatory on the ground that is it overly broad and
unduly burdensome. See, e.g., Steil v. Humana Kansas City, Inc., 197 F R.D. 445 (D. Kan.
2000) (contention interrogatories which seek “every fact and document” to support a
contention are overly broad and unduly burdensome). Without waiving the foregoing
objection, relevant information regarding the contention identified in Interrogatory No. 1 can
be found in the following documents, in addition to others: DIC0000965, DIC0006068,
DIC0006528, DIC0006625, DIC0006656, DIC0006703, DIC0006707, DIC0006738,
DIC0006803, DIC0006904, DIC0008660, DIC0008802, DIC0008874, BC_OOOOO3,
BC 000756, BC_000296, BC 001614, BC_ 002005, BC_002027, BC_002082, BC_002982,
BC_003087, BC_003091, RECEIVER 000016, RECEIVER 000049, RECEIVER 000054.

Defendants reserve the right to supplement this response as discovery progresses.

INTERROGATORY NO. 3:

Defendants’ Initial Disclosure Statement states, on page 6, lines 23-26, that
“Mr. Beauchamp advised Mr. Chittick, as he had done previously, that Mr. Chittick needed

to fund DenSco’s loans directly to the trustee or escrow company conducting the sale, rather
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than provide loan funds directly to the borrower, to ensure that DenSco’s deed of trust was
protected.”

Are you aware of any document that contains such advice or reflects that it was given?

RESPONSE:

Yes. Mr. Beauchamp prepared all of DenSco’s offering documents including the
POM:s and investor notes, and also reviewed and commented on the promissory notes from
borrowers, deeds of trust, mortgages and guaranties, all of which disclosed to DenSco’s
investors the processes and procedures that DenSco used to protect the investments made in
the company. Mr. Chittick did not grant Mr., Beauchamp the authority to draft any of the
promissory notes from borrowers, deeds of trust, mortgages and guaranties.

For example, the 2007, 2009 and 2011 POMs describe that DenSco “intends to directly
... or indirectly . . . perform due diligence to verify certain information in connection with
funding a Trust Deed.” The POMs explain that “[p]rior to purchasing a Trust Deed or funding
a direct loan, the Company intends to have an officer, employec or an authorized
representative conduct a due diligence review by interviewing its owner, verifying the
documentation and performing limited credit investigations as are deemed appropriate by the
Company and visiting the subject property in a timely manner.” Further, every mortgage
evidencing a property purchase made with a DenSco loan stated that the check purchasing the
property was made to the Trustee.

Not only did Mr, Beauchamp set out the proper method and procedures for funding a
loan in the offering documents, but he also expressly told Mr. Chittick that he could not fund
Joans directly to Mr. Menaged. Mr. Chittick vaguely suggested by email to Mr. Beauchamp
that he could “wire Scott the money, he could produce a cashiers check that says remitter is
DenSco and it would have the exact same affect as if I got cashiers check that said I’'m the
remitter” [sic]. Mr. Beauchamp responded that this procedure was “quick and dirty,” and that

it “[did] not work.” Mr. Beauchamp informed Mr, Chittick that the DenSco money to fund
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DenSco loans to borrowers had to be sent to the Trustee or Title Company, as applicable, in
order to both comply with Mr. Chittick’s fiduciary duty to DenSco investors and protect

DenSco’s recording position. That advice obviously went unheeded.

INTERROGATORY NO. 4:

If you answered “yes” to Interrogatory No. 3, please list and identify each such
document.

RESPONSE:

Mr. Beauchamp objects to this Interrogatory on the ground that is it overly broad and
unduly burdensome. See, e.g., Steil v. Humana Kansas City, Inc., 197 F.R.D. 445 (D. Kan.
2000) (contention interrogatories which seek “every fact and document” to support a
contention are overly broad and unduly burdensome). Without waiving the foregoing
objection, relevant information regarding the contention identified in Interrogatory No. 3 can
be found in the following documents, in addition to others: DIC0000965, DIC0002508,
DIC0004474-75, DIC0007125-26, BC 000296, CH_001511, RECEIVER_000190.

Defendants reserve the right to supplement this response as discovery progresses.

INTERROGATORY NO. 5:

Defendants’ Initial Disclosure Statement states, on page 7, lines 17-26: “In December
2013, Mr. Chittick contacted Mr. Beauchamp for the first time in months. He 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. Mr. Beauchamp
reminded Mr. Chittick that he still needed to update DenSco’s private offering memorandum,
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,
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however, did not request any advice or help, Accordingly, Mr. Beauchamp suggested that
Mr. Chittick develop and document a plan to resolve the double liens, and nothing more came
of the conversation.”

Are you aware of any document that contains your notes from that conversation or
reflects that it occurred?

RESPONSE:

Yes. On December 18, 2013, Mr. Chittick reached out to Mr, Beauchamp to finish the
2013 POM at the behest of an investor named Warren Bush who was demanding to see it.
That same day, the invoices from Clark Hill reflect that Mr. Beauchamp and Mr. Chittick
spoke by phone regarding the email and updates to the POM. It was during that brief phone
call, spurred by discussing the revisions to the POM, that Mr. Chittick first noted that he was
having an issue with a couple of the loans he had made to Mr. Menaged. After Mr. Chittick
clarified that he didn’t want to litigate the matter and that he didn’t want Mr. Beauchamp’s
help, Mr. Bueauchamp checked to see how the information he had been told conflicted with
the representations in the POM and he advised Mr. Chittick to devise a plan to resolve the
issue without litigation if he could.

It was not until January 7th, however, after receiving a letter from attorney Bob Miller
threatening suit, that Mr. Chittick first divulged some of the details and scope of the alleged
problem. He also notified Mr. Beauchamp that he and Mr. Menaged had developed a
proposed plan to deal with the issue, that the plan had already been implemented, and that he
had “cleared up 10% of the total $’s in question.”

INTERROGATORY NO. 6:

If you answered “yes” to Interrogatory No. 5, please list and identify each such

document.

{00372194.1 } 8
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RESPONSE:

Mr. Beauchamp objects to this Interrogatory on the ground that is it overly broad and
unduly burdensome. See, e.g., Steil v. Humana Kansas City, Inc., 197 FR.D. 445 (D. Kan,
2000) (contention interrogatories which seek “every fact and document” to support a
contention are overly broad and unduly burdensome). Without waiving the foregoing
objection, relevant information regarding the contention identified in Interrogatory No. 5 can
be found in the following documents, in addition to others: DIC0007135 — DIC0007143,
CH_0000637, CH_0000708, CH_0009800 - CH_0009809. Defendants reserve the right to

supplement this response as discovery progresses.

INTERROGATORY NO. 7:

Defendants’ Initial Disclosure Statement states, on page 10, lines 13-20:
“Mr. Beauchamp’s advice to Mr. Chittick regarding disclosures Mr. Chittick had to make to
investors was immediate, clear, practical, consistent with his practice and experience, and
consistent with the standard of care: (a) DenSco was not permitted to take new money without
full disclosure to the investor lending the money; (b) DenSco was not permitted to roll over
existing investments without full disclosure to the investor rolling over the money; and (c)
DenSco needed to update its POM and make full disclosure to all investors. Mr. Beauchamp
provided this advice to DenSco starting with his January 9, 2014 meeting with Mr. Chittick,
and repeated it routinely over the next few months.”

Are you aware of any document that contains the advice you say was given on
January 9, 2014 or reflects that it was given?

RESPONSE:

Yes. Throughout 2014, when Mr. Beauchamp was preparing the Forbearance
Agreement and later the updated POM that would apprise investors of the double liening issue

and Mr. Chittick’s plan to resolve it, Mr. Beauchamp consistently reminded Mr. Chittick of

(00372194.1 ) 9
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his fiduciary obligations to his investors, his obligation to provide full disclosure to his
investors (including his obligation to inform investors as to what had occurred prior to taking
new investor money or rolling over investor money), as well as his obligation to update the
2013 POM as soon as possible.

This is evidenced first by the fact that Mr, Beauchamp diligently worked to update the
2013 POM between May and August of 2013, until he was ordered to stop by Mr. Chittick.
Once Mr. Chittick reinitiated contact with Mr. Beauchamp in mid-December 2013 and
informed him of the allegedly limited double liening issue, Mr. Beauchamp immediately
advised Mr. Chittick of his general obligation to disclose the problem and his specific
obligation to disclose the problem to any investors from whom he was receiving additional
money (whether in the form of a new investment or rollover of an existing investment). Mr.
Chittick appears to have informed Mr. Beauchamp that he had done so, telling him in a
January 12, 2014 email, shortly after the initial January 9, 2014 meeting where Mr,
Beauchamp first instructed Mr, Chittick that disclosures were required prior to accepting
additional funds, that “I’ve spent the day contacting every investor that has told me they want
to give me more money.” The clear implication was that Mr. Chittick was contacting those
investors to make adequate disclosures.

In the following months, as Mr. Beauchamp worked with Mr. Chittick, Mr. Menaged,
and Mr. Menaged’s counsel to finalize the Forbearance Agreement and POM, Mr.
Beauchamp continually reminded Mr. Chittick of his fiduciary obligations with respect to
executing the Forbearance Agreement and updating the POM, as well as his obligations to
keep his investors apprised of the double liening issue. For example, on January 21, 2014, as
Mr. Chittick continued to work out the loan issues with the other hard money lenders who
had threatened suit earlier in the month, Mr. Beauchamp reminded Mr. Chittick that the
Forbearance Agreement needed to be finalized and that he was “very concerned about the

payoffs getting so far ahead of the documentation. I have authorized the preparation of the
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Forbearance Agreement and the related documents. Under normal circumstances, this should
be finalized and signed before you advance all of this additional fnoney.”

Then, as negotiations regarding the language of the Forbearance Agreement stretched
on between February and April 2014, Mr. Beauchamp consistently rejected changes to the
Forbearance Agreement proposed by Mr. Chittick and Mr. Menaged in favor of Mr. Menaged
that did not comport with Mr. Chittick’s fiduciary obligations. On February 4, 2014, for
instance, Mr. Beauchamp rejected proposed changes to the Forbearance Agreement by Mr.
Menaged’s counsel, Mr. Goulder. Mr, Beauchamp explained that those changes
“transfer[red] significant risk to [Mr. Chittick] and [his] investors” and that if even a portion
of the changes proposed were allowed to remain, the Forbearance Agreement would no longer
have a description of the double liening issue “that you HAVE to provide to your investors.”
That same day, Mr. Beauchamp reminded Mr. Chittick that he needed to be clear about what
he could and could not do with regards to the Forbearance Agreement “without going back
to all of [his] investors for approval.” Mr. Beauchamp acknowledged that while DenSco had
helped Mr. Menaged in the past on the double liened properties, Mr. Chittick could not
“OBLIGATE DenSco to further help Scott, because that would breach your fiduciary duty to
yout investors.”

OnFebruary 7, 2014, Mr, Beauchamp again rejected changes proposed by Mr. Goulder
explaining that “the agreement needs to comply with Denny’s fiduciary obligations to his
investors.” Mr. Beauchamp clarified that though the parties “had intended to make the
document as balanced as possible,” the Forbearance Agreement needed “to set forth the

22

necessary facts for Denny to satisfy his securities obligations to his investors.” Two days
later, Mr. Beauchamp again reminded Mr. Chittick that his ability to force DenSco to assume
risk or liability related to the double liened properties in the Forbearance Agreement was

limited by his fiduciary duty to his investors.
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On February 14%, Mr. Beauchamp reminded Mr. Chittick yet again that the
Forbearance Agreement had to comply with Mr. Chittick’s fiduciary obligations to his
investors. He warned Mr. Chittick explicitly that Mr. Menaged was trying to get him to accept
a “watered down agreement” where DenSco “give[s] up substantial rights that [DenSco]
should not have to give up,” but that he could not do so because “it is not your money. It is
your investors’ money. So you have a fiduciary duty.” Mr. Beauchamp further admonished
Mr. Chittick and reminded him that his “duty and obligation [was] not to be fair to Scott, but
to completely protect the rights of your investors. I am sorry if Scott is hurt through this, but
Scott’s hurt will give Scott the necessary incentive to go after his cousin. Your job is to
protect the money that your investors have loaned to DenSco.”

In late February 2014, while still negotiating the Forbearance Agreement, Mr.
Beauchamp learned that the double liening issue was much bigger than Mr. Chittick had
suggested initially. As noted in Mr. Chittick’s corporate journal (the admissibility of which
is not conceded), “I told david the dollars today, he about shit a brick.” Mr. Beauchamp once
again advised Mr. Chittick to disclose the issue to his investors. As documented in Mr.
Chittick’s journal, Mr. Chittick recognized that “I have to tell [my investors] and hope they
stick with me.” On February 21%, Mr. Beauchamp advised Mr. Chittick to inform his
investors of what he knew regarding the double liening issue at DenSco’s upcoming annual

investors meeting on March 8%, Mr. Beauchamp encouraged Mr. Chittick to explain the issue

llin person at the meeting, as well as provide a summary of the issue in the notice that was sent

to the investors before the meeting. Whether Mr. Chittick followed Mr. Beauchamp’s advice
is unknown, as Mr. Beauchamp was expressly uninvited from the meeting that year, but Mr,
Beauchamp again discussed with Mr. Chittick on February 27" what Mr. Chittick should
include in the notice to the investors.

Throughout March, Mr. Beauchamp continued to be clear in his advice that Mr.

Chittick needed to keep his investors in the loop about the double liening issue and get to
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work on the POM. For example, in mid-March, Mr. Beauchamp warned Mr. Chittick that he
was “very late in providing information to your investors about this problem and the resulting
material changes from your business plan. We cannot give Scott and his attorney any time to
cause further delay in getting this Forbearance Agreement finished and the necessary
disclosure prepared and circulated.” Similarly on March 11, Mr. Beauchamp discussed with
Mr. Chittick a cover email to the POM that would explain the double liening issue. Finally,
after the Forbearance Agreement was executed, Mr, Beauchamp moved swifily to include in
the revised 2013 POM a detailed description of what had occurred. In the prior performance
section of the POM, Mr. Beauchamp explained the work out agreement, the total amount of
outstanding loans, and why a work out was the most beneficial approach for the investors.
Mr. Chittick chose to never complete the POM and Mr. Beauchamp promptly terminated the

attorney-client relationship.

INTERROGATORY NO. 8:

If you answered “yes” to Interrogatory No. 7, please list and identify each such
document.

RESPONSE:

Mr. Beauchamp objects to this Interrogatory on the ground that is it overly broad and
unduly burdensome. See, e.g., Steil v. Humana Kansas City, Inc., 197 F.R.D. 445 (D. Kan.
2000) (contention interrogatories which seek “every fact and document” to support a
contention are overly broad and unduly burdensome). Without waiving the foregoing
objection, relevant information regarding the contention identified in Interrogatory No. 7 can
be found in the following documents, in addition to others: DIC0005439, DIC0005442,
DIC0006068, DIC0006528, DIC0006625, DIC0006656, DIC0006703, DICO006673,
DIC0006803, DIC0006904, DIC0007085, DIC0008874, RECEIVER_000051. Defendants

reserve the right to supplement this response as discovery progresses.
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INTERROGATORY NO. 9:

Defendants’ Initial Disclosure Statement states, on page 10, lines 13-20: “Mr.
Beauchamp’s advice to Mr. Chittick regarding disclosures Mr. Chittick had to make to
investors was immediate, clear, practical, consistent with this practice and experience, and
consistent with the standard of care: (a) DenSco was not permitted to take new money without
full disclosure to the investor lending the money; (b) DenSco was not permitted to roll over
existing investments without full disclosure to the investor rolling over the money; and (c)
DenSco needed to update its POM and make full disclosure to all investors. Mr. Beauchamp
provided this advice to DenSco starting with his January 9, 2014 meeting with Mr. Chittick,
and repeated it routinely over the next few months.”

Are you aware of any document that contains the advice you say was given on
January 9, 2014 or reflects that it was given?

RESPONSE:

Yes. Throughout 2014, when Mr. Beauchamp was preparing the Forbearance
Agreement and later the updated POM that would apprise investors of the double liening issue
and Mr. Chittick’s plan to resolve it, Mr. Beauchamp consistently reminded Mr. Chittick of
his fiduciary obligations to his investors, his obligation to provide full disclosure to his
investors (including his obligation to inform investors as to what had occurred prior to taking
new investor money or rolling over investor money), as well as his obligation to update the
2013 POM as soon as possible.

This is evidenced first by the fact that Mr. Beauchamp diligently worked to update the
2013 POM between May and August of 2013, until he was ordered to stop by Mr. Chittick.
Once Mr. Chittick reinitiated contact with Mr. Beauchamp in mid-December 2013 and
informed him of the allegedly limited double liening issue, Mr. Beauchamp immediately
advised Mr. Chittick of his general obligation to disclose the problem and his specific

obligation to disclose the problem to any investors from whom he was receiving additional
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money (whether in the form of a new investment or rollover of an existing investment). Mr.
Chittick appears to have informed Mr. Beauchamp that he had done so, telling him in a
January 12, 2014 email, shortly after the initial January 9, 2014 meeting where Mr.
Beauchamp first instructed Mr, Chittick that disclosures were required prior to accepting
additional funds, that “I’ve spent the day contacting every investor that has told me they want
to give me more money.” The clear implication was that Mr. Chittick was contacting those
investors to make adequate disclosures.

In the following months, as Mr, Beauchamp worked with Mr. Chittick, Mr. Menaged,
and Mr. Menaged’s counsel to finalize the Forbearance Agreement and POM, Mr.
Beauchamp continually reminded Mr. Chittick of his fiduciary obligations with respect to
executing the Forbearance Agreement and updating the POM, as well as his obligations to
keep his investors apprised of the double liening issue. For example, on January 21,2014, as
M. Chittick continued to work out the loan issues with the other hard money lenders who
had threatened suit earlier in the month, Mr. Beauchamp reminded Mr. Chittick that the
Forbearance Agreement needed to be finalized and that he was “very concerned about the
payoffs getting so far ahead of the documentation. I have authorized the preparation of the
Forbearance Agreement and the related documents. Under normal circumstances, this should
be finalized and signed before you advance all of this additional money.”

Then, as negotiations regarding the language of the Forbearance Agreement stretched
on between February and April 2014, Mr. Beauchamp consistently rejected changes to the
Forbearance Agreement proposed by Mr. Chittick and Mr. Menaged in favor of Mr. Menaged
that did not comport with Mr. Chittick’s fiduciary obligations. On February 4, 2014, for
instance, Mr. Beauchamp rejected proposed changes to the Forbearance Agreement by Mr.
Menaged’s counsel, Mr. Goulder.  Mr. Beauchamp explained that those changes
“transfer[red] significant risk to [Mr. Chittick] and [his] investors” and that if even a portion

of the changes proposed were allowed to remain, the Forbearance Agreement would no longer
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have a description of the double liening issue “that you HAVE to provide to your investors.”
That same day, Mr, Beauchamp reminded Mr. Chittick that he needed to be clear about what
he could and could not do with regards to the Forbearance Agreement “without going back
to all of [his] investors for approval.” Mr. Beauchamp acknowledged that while DenSco had
helped Mr, Menaged in the past on the double liened properties, Mr. Chittick could not
“OBLIGATE DenSco to further help Scott, because that would breach your fiduciary duty to
your investors.”

On February 7, 2014, Mr. Beauchamp again rejected changes proposed by Mr. Goulder
explaining that “the agreement needs to comply with Denny’s fiduciary obligations to his
investors.” Mr. Beauchamp clarified that though the parties “had intended to make the
document as balanced as possible,” the Forbearance Agreement needed “to set forth the
necessary facts for Denny to satisfy his securities obligations to his investors.” Two days
later, Mr. Beauchamp again reminded Mr. Chittick that his ability to force DenSco to assume
risk or liability related to the double liened properties in the Forbearance Agreement was
limited by his fiduciary duty to his investors.

On February 14® Mr. Beauchamp reminded Mr. Chittick yet again that the
Forbearance Agreement had to comply with Mr. Chittick’s fiduciary obligations to his
investors. He warned Mr. Chittick explicitly that Mr. Menaged was trying to get him to accept
a “watered down agreement” where DenSco “give[s] up substantial rights-that [DenSco]
should not have to give up,” but that he could not do so because “it is not your money. It is
your investors’ money. So you have a fiduciary duty.” Mr. Beauchamp further admonished
Mr. Chittick and reminded him that his “duty and obligation [was] not to be fair to Scott, but
to completely protect the rights of your investors. I am sorry if Scott is hurt through this, but
Scott’s hurt will give Scott the necessary incentive to go after his cousin. Your job is to

protect the money that your investors have loaned to DenSco.”
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_ In late February 2014, while still negotiating the Forbearance Agreement, Mr,
Beauchamp learned that the double liening issue was much bigger than Mr. Chittick had
suggested initially. As noted in Mr. Chittick’s corporate journal (the admissibility of which
is not conceded), “I told david the dollars today, he about shit a brick.” Mr. Beauchamp once
again advised Mr. Chittick to disclose the issue to his investors. As documented in Mr.
Chittick’s journal, Mr. Chittick recognized that “I have to tell [my investors] and hope they
stick with me.” On February 21%, Mr. Beauchamp advised Mr. Chittick to inform his
investors of what he knew regarding the double liening issue at DenSco’s upcoming annual
investors meeting on March 8%, Mr. Beauchamp encouraged Mr. Chittick to explain the issue
in person at the meeting, as well as provide a summary of the issue in the notice that was sent
to the investors before the meeting. Whether Mr. Chittick followed Mr. Beauchamp’s advice
is unknown, as Mr. Beauchamp was expressly uninvited from the meeting that year, but Mr.
Beauchamp again discussed with Mr. Chittick on February 27® what Mr. Chittick should
include in the notice to the iﬁvestors.

Throughout March, Mr, Beauchamp continued to be clear in his advice that Mr.
Chittick needed to keep his investors in the loop about the double liening issue and get to
work on the POM. For example, in mid-March, Mr, Beauchamp warned Mr. Chittick that he
was “very late in providing information to your investors about this problem and the resulting
material changes from your business plan. We cannot give Scott and his attorney any time to
cause further delay in getting this Forbearance Agreement finished and the necessary
discldsure prepared and circulated.” Similarly on March 11%, Mr. Beauchamp discussed with
Mr. Chittick a cover email to the POM that would explain the double liening issue. Finally,
after the Forbearance Agreement was executed, Mr. Beauchamp moved swiftly to include in
the revised 2013 POM a detailed description of what had occurred. In the prior performance
section of the POM, Mr. Beauchamp explained the work out agreement, the total amount of

outstanding loans, and why a work out was the most beneficial approach for the investors.
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Mr. Chittick chose to never complete the POM and Mr. Beauchamp promptly terminated the

attorney-client relationship.

INTERROGATORY NO. 10:

If you answered “yes” to Interrogatory No. 9, please list and identify each such
document.

RESPONSE:

Mr. Beauchamp objects to this Interrogatory on the ground that is it overly broad and
unduly burdensome. See, e.g., Steil v. Humana Kansas City, Inc., 197 F.R.D. 445 (D. Kan.
2000) (contention interrogatories which seek “every fact and document” to support a
contention are overly broad and unduly burdensome). Without waiving the foregoing
objection, relevant information regarding the contention identified in Interrogatory No. 9 can
be found in the following documents, in addition to others: DIC0005439, DIC0005442,
DIC0006068, DIC0006528, DIC0006625, DIC0006656, DIC0006703, DIC0006673,
DIC0006803, DIC0006904, DIC0007085, DIC0008874, RECEIVER_000051. Defendants

reserve the right to supplement this response as discovery progresses.

INTERROGATORY NO. 11:

Defendants’ Initial Disclosure Statement states, on page 11, lines 14-15, “Mr, Chittick
told Mr. Beauchamp that he was seeking such advice from what Mr. Chittick described as an
‘advisory council.””

Are you aware of any document that contains your notes from that conversation or
reflects that it occurred?

RESPONSE:

Yes. The majority of DenSco’s investors were family, friends and acquaintances of

Mr. Chittick. He accordingly sought guidance from a subset of these investors throughout
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DenSco’s operations. Though the admissibility of Mr. Chittick’s suicide letter to his investors
is not conceded, it documents the many times Mr. Chittick approached this group of investors
for advice on DenSco’s operations. For example, the letter notes that DenSco weathered the
2008 housing crash by “talk[ing] to a few of you to help me make decisions on what I should
do. ... Gladly after consultations from several of you, you agreed with my strategy . . .”

With respect to Mr. Menaged specifically, Mr. Chittick requested permission in 2012
from a select group of investors that he be allowed to waive the 10-15% loan cap to any one
borrower for Mr. Menaged. Mr, Chittick explained that after he “talked to a few of you
investors and got a positive response,” and based on Mr. Menaged’s “track record, the down
payments etc, the comfort level was there.” Mr. Chittick’s also noted that “many” of the
investors were aware of how DenSco was making loans directly to Mr. Menaged rather than
to a trustee. The letter recites that “for efficiency [sic] sake,” Mr. Chittick would fund loans
directly to borrowers like Mr. Menaged and that “[mJany of you [investors] knew this and I
told you this is how I operated. Some of you that were also borrowers and investors have
experienced this way of doing business and know it’s common.” Mr. Chittick also informed
his investors that he may have to return some of their investments in DenSco because
DenSco’s portfolio was reaching the $50 million limit due to the loans made to Mr. Menaged.

Mr. Chittick even sought advice from individual investors regarding updates to his
investor offering documents. In 2011, for example, Mr. Chittick updated the POM with the
advice and consent of one of his investors named Warren Bush. Mr. Chittick would send to
Mr. Bush the revisions that Mr. Beauchamp had made and solicit Mr. Bush’s opinion on those
changes. It was ultimately Mr, Bush that approved of the revisions to the POM, directing Mr.
Chittick “time to wrap it up.”

In addition to seeking explicit advice from his investors for various company actions,
Mr. Chittick also kept his investors apprised of DenSco’s processes and the issues with Mr,

Menaged specifically. Generally, Mr. Chittick met with DenSco’s investors periodically to
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keep them apprised of DenSco’s business. He also sent investors quarterly updates on

DenSco’s operations.

INTERROGATORY NO. 12:

If you answered “yes” to Interrogatory No. 11, please list and identify each such
document.

RESPONSE:

Mr. Beauchamp objects to this Interrogatory on the ground that is it overly broad and
unduly burdensome. See, e.g., Steil v. Humana Kansas City, Inc., 197 F.R.D. 445 (D. Kan.
2000) (contention interrogatories which seek “every fact and document” to support a
contention are overly broad and unduly burdensome). Without waiving the foregoing
objection, relevant information regarding the contention identified in Interrogatory No. 11
can be found in the following documents, in addition to others: BC 000750, BC_000753,
BC 000767, BC_ 001174, BC 001198, BC_001273-74, BC_001828, DIC0000459,
DIC0000487-89, DIC0000609, DIC0000493-95, DIC0002044, DIC0002465, DIC0004056-
59, DIC0009462, DIC0011987, CH_0013624-13946. In addition, please see all of the
DenSco quarterly newsletters, DenSco invitations to attend investor meetings in Arizona,
Idaho, and other locations, and the correspondence between DenSco and individual investors.

Defendants reserve the right to supplement this response as discovery progresses.

INTERROGATORY NO. 13:

Defendants’ Initial Disclosure Statement states, on page 15, lines 16-20,
“Mr. Beauchamp informed Mr. Chittick that Beauchamp and Clark Hill could not and would
not represent DenSco any longer.”

Please list and identify any document through which you conveyed that information to

Mr. Chittick.
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RESPONSE:

After Mr. Chittick made clear in May 2014 that he would not issue a revised POM,
Mr. Beauchamp terminated the attorney-client relationship and no further securities work was
done on behalf of DenSco other than cleaning up the documents related to the Forbearance
Agreement that had been executed in April 2014, The Clark Hill invoices make clear that
Mr. Beauchamp did not take on any new work on behalf of DenSco after May 20, 2014. Once
a clean up of the Forbearance Agreement documents was complete in July 2014, the invoices
show that no further work was done for DenSco until March 2016 when the Arizona
Department of Financial Institutions (“ADFI”) informed Mr. Chittick that DenSco was being
investigated and Mr, Chittick reached back out to Mr. Beauchamp.

The communications between the parties corroborate that the attorney-client
relationship was terminated. The parties did not exchange any written communications
between July 2014 and March 2016, save for a few emails in March 2015, and a single email
exchange in September 2015 that related to spam being sent to Mr. Beauchamp from Mr.
Chittick’s email address. After a single meeting in March 2015, the parties did not speak for
nearly a year until Mr, Chittick approached Mr. Beauchamp about the ADFI investigation.
Though the admissibility of Mr. Chittick’s business journal is not conceded, it confirms these

facts.

INTERROGATORY NO. 14:

Please list and identify any document through which you conveyed to persons within
Clark Hill that you had “informed Mr. Chittick that Beauchamp and Clark Hill could not and
would not represent DenSco any longer?

RESPONSE:

Mr. Beauchamp objects to this Interrogatory on the ground that is it overly broad and

unduly burdensome. See, e.g., Steil v. Humana Kansas City, Inc., 197 F.R.D. 445 (D. Kan.
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VERIFICATION

STATE OF ARIZONA )
) ss.
COUNTY OF Maricopa )

David G. Beauchamp, being first duly sworn upon his oath, deposes and says:

I, David G. Beauchamp, am a Defendant in the matter Peter S, Davis, as Receiver
for DenSco Investment Corp, v, Clark Hill PLC; David G. Beauchamp and Jane Doe
Beauchamp, Maricopa County Superior Court Case No, CV2017-013832. 1 have read the
foregoing Defendant David Beauchamp’s Responses to Plaintiff’s First Set of Non-
Uniform Interrogatories and know its contents, The matters stated in the foregoing
Responses are true and correct to the best of my knowledge except as to those matters that
are stated upon information and belief, and as to those matters, I believe them to be true,

I declare under penalty of perjury under the laws of the State of Arizona that the
foregoing is true and correct.

DATED this 2/5f day of June, 201