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In the  ma tte r of: ) DOCKET no. s-20551A_0'7-0521

1 0

1 1 Respondents

1 2

KENNETH HOWARD FRALEIGH and LINDA )
JEAN FRALEIGH. husband and wife )

>
)
)
)

NO TIC E O F O P P O R TUNITY F O R
HE AR ING R E G AR DING P ROP OS ED
O R DE R T O CEAS E AND DES IS T
O R DE R F O R R E S TITUTIO N, F O R
ADMINIS TR ATIVE P E NALTIE S AND
F O R  O THE R  AF F IR MATIVE  AC TIO N

14
NOTICE: EACH RESPONDENT HAS 10 DAYS TO REQUEST A HEARING

EACH RESPONDENT HAS 30 DAYS TO FILE AN ANSWER

16
The Securities Divis ion ("Divis ion") o f th e  Ariz o n a Corporation Commission

("Commission") alleges that KENNETH HOWARD FRALEIGH ("FRALEIGH

RESPONDENT") has engaged in acts, practices and transactions, which constitute violations of the

et seq. ("Securities Act")
19

20
1. J UR IS DIC TIO N

1. The Commission has jurisdiction over this  matter pursuant to Article  XV of the  Arizona

Constitution and the Securities Act

11. RES P ONDENTS

0

24
2. At a ll times mate ria l he re to, FRALEIGH was a  res ident of Arizona  and was not regis te red as

a securities salesperson
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3. At a ll time s  ma te ria l he re to. FRALEIGH wa s  ma nne d to LINDA J EAN FRALEIGH a nd

2 wa s  a cting for his  own be ne fit, a nd for the  be ne fit or in furthe ra nce  of the  ma rita l community of

3

4

KENNETH HOWARD FRALEIGH a nd LINDA J EAN FRALEIGH. LINDA J EAN FRALEIGH

5 the  marita l community

4 .  F R ALE IG H a n d  LINDA J E AN F R ALE IG H m a y b e  c o lle c t ive ly re fe rre d  to  a s

7 "RES P ONDENTS ." Ln vDA J E AN F RALE IG H ma y b e  re fe rre d  to  a s  "RE S P O NDE NT

8 SPOUSE

9

10 5. In approximate ly May 2005, RESPONDENTS were  approached by the ir son in law, Maurice

l l McCle od ("McCle od"), re ga rding a n opportunity to inve s t in re a l e s ta te . McCle od re s ide d in

12 California  and was the  managing member of Pacific Wealth Management, L.L.C. ("PWM") through

13 March 29, 2007. P WM is a  Nevada  limited liability company tha t conducted business  in Rivers ide

14 County, Ca lifornia . P WM is  not a ffilia te d with a nd is  s e pa ra te  a rid dis tinct from a  limite d lia bility

15 company, Pacific Wea lth Management, L.L.C., an inves tment advise r regis te red with the  S ta te  of

16 Ca lifornia . In la te  2006, the  regis te red inves tment advise r obta ined a  tempora ry re s tra ining orde r

17 preventing PWM Hom using the  Pacific Wealth Management name

18 6. McCleod repre sented to RESPONDENTS tha t PWM was  a  rea l e s ta te  consulting firm and

19 assisted with real estate transactions

20 7. From a pproxima te ly Ma y 2005 to De ce mbe r 2006, P WM a nd/or a t le a s t one  of its  re la te d

21 e ntitie s  conducte d  inve s tme nt s e mina rs  throughout Ca lifornia  a nd, with  the  a s s is ta nce  of

22 FR.ALEIGH, in Tucson, Arizona . PWM's  re la ted entitie s  include , but a re  not limited to, S tonewood

23 Consulting Inc., Tota l Re turn Fund, L.L.C., Jovane  Investments , Sunburs t Financia l Systems, Inc

24 and Oe tting Ente rprises , Inc. Representa tives  from PWM including, but not limited to, FRALEIGH

111. FACTS

25

26



Docke t No. S -20551A-07-0521

1 McCle od, J a me s  Dunca n, He ndrix Monte ca s tro  a nd Cha rlie  Choy, orga nize d  a nd a tte nde d the

2 seminars

3 By Au g u s t  2 0 0 6

4

6

8 .  R E S P O N D E N TS  a g re e d  t o  in v e s t  wit h  P W M in  Ma y  2 0 0 5 .

RES P ONDENTS  ha d purcha s e d five  prope rtie s  through P WM

9. To be come  a  c lie nt of P WM re quire d a dhe re nce  to P WM's  thre e  rule s  which, a ccording to

F R ALE IGH,  we re ,  "Th e y m a ke  a ll d e c is io n s ,  wh a te ve r th e y s a y I d o ,  a n d  it 's  a  th re e -ye a r

commitme nt."7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

10. Alte r a gre e ing to inve s t, FRALEIGH be ga n to offe r fa mily me mbe rs , co-worke rs , me mbe rs

of his  church a nd os ie rs  a n opportunity to inve s t through P WM a nd its  re la te d e ntitie s .

11. At a ll time s  ma te ria l he re to, FRALEIGH wa s  e mploye d a s  a  fa cility ma na ge r by the  Unite d

S ta te s  Air Force  a t Da vis -Montha n Air Force  Ba s e  in Tucs on, Arizona .

12. FRALEIGH wa s  de s igna te d a s  a  "re fe rra l pa rtne r" by P WM a nd he  provide d pros pe c tive

inve s tors  with  P WM bus ine s s  ca rds  prin te d  with  h is  na me . As  pa rt of h is  re s pons ibilitie s  a s  a

re fe rra l pa rtne r, FRALEIGH a c te d a s  a  lia is on be twe e n Ca lifornia  re pre s e nta tive s  of P WM a nd

inve s tors  whom FRALEIGH ha d re cruite d into the progra m.

13 . FRALEIGH's  s a le s  a c tivitie s  inc lude d  s ha ring  with  p ros pe c tive  inve s to rs  tha t he  ha d

inve s te d  with  P WM, a s s is ting  with  orga nizing  the  inve s tme nt s e mina rs , re c ru iting  pros pe c tive

inves tors  to a ttend and providing his  own te s timonia l a t the  s emina rs  to thos e  in a ttendance .

14. FRALEIGH's  a bility to re cruit pros pe ctive  inve s tors  from Tucs on re s ulte d in him be coming

P WM's  prima ry s ource  for Tucs on a re a  inve s tors .

15. In e xcha nge  for FRALEIGH's  s e rvice s  a s  a  "re fe rra l pa rtne r," he  wa s  compe ns a te d by P WM

and its  re la ted entitie s .22

23

24

16. FRALEIGH fa ile d to inform pros pe ctive  inve s tors  tha t he  wa s  be ing compe ns a te d for his

recruitment and re fe rra l of pros pective  inves tors .

25

26
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2

3

4

5

6

7

8
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1 0

11

1 2

1 3

14

1 5

1 6

1 7

17. The  s e curity initia lly offe re d to pros pe ctive  inve s tors  by FRALEIGH wa s  a n inve s tme nt

contract comprised of re s identia l rea l e s ta te  ("rea l e s ta te  program") through a  company known as

S tone wood Consulting, Inc. ("S tone wood'). Be ginning in e a rly 2006, a s  a  re sult of S tone wood's

poor reputa tion in the  rea l esta te  community, FRALEIGH directed prospective  investors  to purchase

se curitie s  is sue d by P WM. P rospe ctive  inve s tors  we re  offe re d a n oppommity to pa rticipa te  in a

progra m in which P WM (e ithe r dire ctly or through a n a ffilia te d e ntity) would us e  the  inve s tor's

credit to buy real estate .

18. PWM and its  re la ted entities  located the  rea l esta te  to be  purchased, arranged the  financing,

obtained the appraisals and ultimately purchased the residential real estate  to be held in the investor's

name . FRALEIGH told prospective  inves tors  tha t the  prope rtie s  be ing purchased would be  rented

until such time as  the ir va lue  apprecia ted to the  point tha t they could then be  sold with the  investors

realizing the increase in the value of the real estate .

19. Prospective  investors  had no input into the  initia l se lection of the  properties  to be  purchased,

the  renters  who would occupy the  properties , the  property maintenance company, the  title  company,

the  mortgage  company or the  appra iser. Likewise , investors  were  not responsible  for deciding when

the  home s  would be  s old. In mos t ins ta nce s , prospe ctive  inve s tors  did not s e e  the  a ppra isa ls

performed on the  properties being purchased in their names. The lack of investor input resulted from

investors ' adherence to PWM's three  rules.1 8

1 9 20. FRALEIGH told prospe ctive  inve s tors  tha t P WM would ma ke  monthly pa 5nne nts  to the

20

21

investor to cover mortgage  payments  and expenses. The  majority of individuals  who invested in the

real estate program purchased multiple residences.

22 21. FRALEIGH had not obta ined nor sought any financia l information from PWM and its  re la ted

23

24

25

entitie s  tha t would have  a llowed him to represent to prospective  inves tors  tha t PWM or its  re la ted

entitie s  were  in a  position to continue  to make  the  monthly payments  to cover mortgage  payments

and expenses on properties purchased in the names of new investors.

26
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1 22. FRALEIGH a ls o offe re d pros pe ctive  inve s tors  a n opportunity to inve s t ca s h, which the y we re

2

3

4

5

6

7

8

9

10

e ncoura ge d to obta in by re fina ncing the  e xis ting mortga ge s  on the ir prima ry re s ide nce . FRALEIGH

informe d pros pe ctive  inve s tors  tha t this  ca s h would be  inve s te d in s e curitie s  s uch a s  s tocks , bonds ,

pre c ious  me ta ls , or othe r uns pe cifie d inve s tme nts . P ros pe ctive  inve s tors  we re  a ga in promis e d

monthly pa yme nts  in a n a mount s ufficie nt to cove r the  monthly pa yme nts  on the s e  ne wly re fina nce d

mortga ge s . S e ve ra l inve s tors  re fina nce d the  e xis ting mortga ge s  on the ir prima ry re s ide nce  a nd s ome

inves tors  obta ined s econd mortgages  on the ir primary re s idence .

23. The  tra ns a ctions  to c los e  the  purcha s e  of re a l e s ta te  by inve s tors  through the  re a l e s ta te

progra m a nd the  re fina ncing by inve s tors  of the ir principa l re s ide nce  we re  s tructure d to ge ne ra te

e xce s s  funds  tha t would be  wire d dire ctly to P WM or its  re la te d e ntitie s .

11

12

13

24. P WM a nd its  re la te d e ntitie s  ce a se d ma dding pa yme nts  to inve s tors  to cove r the ir de bt

pa yme nts  in la te  2006. Nume rous  inve s tors  now fa ce  fore closure  proce e dings  on the  multiple

properties purchased in their names as well as their principal residences.

25. In addition to re s identia l rea l-es ta te  inves tments  and in an e ffort to ra ise  additiona l cash to14

15

16

17

18

19

20

21

22

23

offset the  effects of the  slowing real esta te  market, PWM representatives created an investment fund

ca lled Tota l Re turn Fund, L.L.C. ("TRF"). In the  summer of 2006, PWM began to apply for credit

cards and/or lines of credit in investors ' names. In many instances, applica tion was made without the

prior consent of the  investor. FRALEIGH then offered prospective  investors  an opportunity to invest

in s e curitie s  through TRF. To ge ne ra te  the  ca s h re quire d to  inve s t with  TRF, FRALEIGH

encouraged investors  to obta in cash advances  aga inst the  credit ca rds  or the  lines  of credit, and to

inve s t the  ca sh in TRF. TRF wa s  de scribe d to inve s tors  a s  a  short-te rm inve s tme nt opportunity

offe ring an extremely high re turn. Severa l investors  opened credit ca rd accounts  and lines  of credit

and requested cash advances and loan amounts which were subsequently forwarded to PWM and it

related entities such as TRF.24

25

26
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1

2

3

4

5

26. FRALEIGH a ls o offe re d s e curitie s  in  the  font of uns pe cifie d fore ign curre ncy through a n

e ntity known a s  J ova ne  Inve s tme nts . Towa rd the  e nd of 2006, inve s tors  we re  a s ke d to liquida te  the ir

re tire me nt s a vings  a nd to us e  thos e  funds  to purcha s e  a n inve s tme nt involving fore ign curre ncy.

Among othe r things , J ova ne  re pre s e nta tive s  told inve s tors  tha t the  opportunity promis e d a n 8:1

re turn in s ix months . To da te , inve s tors  ha ve  not re ce ive d the  promis e d re turn on the ir inve s tme nt in

6 fore ign curre ncy.

7

8

Iv. VIOLATION OF A.R.S. §44-1841

(Offer or Sale  of Unregis tered Securities )

9

10

11

27. From on or a bout Ma y 2005, FRALEIGH offe re d  a nd s o ld  s e curitie s  in  the  form of

28. The securities referred to above were not registered pursuant to the provisions of Articles 6 or

12 7 of the  S e curitie s  Act.

13

14

15

v. VIOLATION OF A.R.S. §44-1842

(Transactions by Unregistered Dealers or Salesmen)

16

17

18

30. FRALEIGH offe re d or s old s e curitie s  within or Hom Arizona , while  not re gis te re d a s  a  de a le r

or s a le s ma n purs ua nt to the  provis ions  of Article  9 of the  S e curitie s  Act.

19 VI. VIO LATIO N O F A.R.S. Q 44-1991

20 (Fraud in Connection with the Offer or Sale of Securities)

21

22

23

24

32. In conne ction with the  offe r or s a le  of s e curitie s  within or Hom Arizona , FRALEIGH dire ctly

or indire ctly: (i) e mploye d a  de vice , s che me  or a rtifice  to de fra ud, (ii) ma de  untrue  s ta te me nts  of

ma te ria l fa ct or omitte d to s ta te  ma te ria l fa cts  which we re  ne ce s s a ry in orde r to ma ke  the  s ta te me nts

ma de  not mis le a ding in light of die  circums ta nce s  unde r which the y we re  ma de ; a nd (iii) e nga ge d in

25

26
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1

2

transactions, practices  or courses  of business  which opera ted or would opera te  as  a  fraud or dece it

upon offe re r and inves tors . FRALEIGH's  conduct includes , but is  not limited to, the  following

Fa iling to inform prospective  inves tors  tha t he  was  be ing compensa ted for his  sa lesa>

4

6

7

9

10

1 1

1 2

activitie s , and

b ) Fa iling to provide  pros pe ctive  inve s tors  with a ny s a lie nt fina ncia l a nd/or othe r

ba ckground informa tion a bout the  compa nie s  offe ring the  inve s tme nt opportunitie s  he  wa s

promoting; and

c) Fa iling to  fully dis clos e  to  pros pe ctive  inve s tors  the  ris ks  a s s ocia te d with  the

investment programs he was promoting, and

d) Failing to inform prospective  investors  tha t Maurice  McCleod, the  managing member

of Pacific Wealth Management, was his  son in law.

1 3 VII. REQUES TED RELIEF

1 4 The  Divis ion re que s ts  tha t the  Commis s ion gra nt the  following re lie f a ga ins t

15 Respondents: w

16 Order FRALEIGH to pe rmanently cease  and des is t from viola ting the  SecMties  Act,

17

1 8

1 9

20

Orde r FRALEIGH to take  a ffirma tive  action to correct the  conditions  re sulting from

his  acts , practice s  or transactions , including a  requirement to make  re s timtion pursuant to A.R.S .

3.21

22

23 4.

24

25

Order FRALEIGH to pay time  s ta te  of Arizona  adminis tra tive  pena ltie s  of up to five

Orde r tha t the  ma rita l community of FRALEIGH a nd RESPONDENT SPOUSE be

subj e t to any order of restimtion, rescission, administra tive  penalties, or other appropria te

26

2.

1 .

7
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1 5. Order any other re lief that the Commission deems appropriate .

2 VIII. HE ARING  O P P O RTUNITY

3

4

Any Respondent, including RESPONDENT SPOUSE, may request a  hearing pursuant to

ANV Respondent requesting a hearing must also

5

6

7

ans wer this  Notice . A reques t for hea ring must be  in writing and rece ived by the  Commiss ion

within 10 bus iness  days  a fte r se rvice  of this  Notice  of Opportunity for Hearing. The  reques t for

hea ring must be  de live red or ma iled to Docke t Control, Arizona  Corpora tion Commiss ion, 1200

8 W. Washington, Phoenix, Arizona  85007. Filing ins tructions  may be  obta ined firm Docke t

9

10

11

12

13

14

15

Control by ca lling (602) 542-3477 or on the  Commiss ion's  Inte rne t web s ite  a t

http://www.azcc .gov/Divis ions /Hearings /Docke t.as p

If a  request for a  hearing is  timely made, the  Commission shall schedule  the  hearing to begin

20 to 60 days  Hom the  rece ipt of the  reques t unle ss  othe rwise  provided by law, s tipula ted by the

parties, or ordered by the  Commission. If a  request for a  hearing is  not timely made, the  Commission

may, without a  hearing, enter an order against each Respondent granting the  re lief requested by the

Divis ion in this  Notice  of Opportunity for Hea ring.

16

17

18

Persons with a  disability may request a  reasonable  accommodation such as a  s ign language

inte rpre te r, a s  we ll a s  re que s t this  docume nt in a n a lte ra tive  forma t, by conta cting Linda  Hoga n,

voice  phone  numbe r (602) 542-3931, e -ma ilE xe c u tive  As s is ta n t to  the  E xe c u tive  Dire c to r,

19 lho,<zan@azcc.gov. Re que s ts  s hould be  ma de  a s  e a rly a s  pos s ible  to a llow time  to a rra nge  the

accommodation.20

2 1 IX. ANS WER R E Q UIR E ME NT

22

23

24

25

Pursuant to A.A.C. R14-4-305, if RESPONDENT or RESPONDENT SPOUSE reques ts  a

hea ring, RESPONDENT or RESPONDENT SPOUSE must de live r or ma il an Answer to this

Notice  of Opportunity for Hea ling to Docke t Control, Arizona  Corpora tion Commiss ion, 1200 W.

Washington, Phoenix, Arizona  85007, within 30 ca lendar days a fte r the  da te  of se rvice  of this

26

8



Docke t No. S -20551A-07-0521

1

2

1"

Notice . Filing ins tructions  ma y be  obta ine d from Docke t Control by ca lling (602) 542-3477 or on

the  Commission's  Inte rne t web s ite  a t http://www.a zcc.gov/Divis ions /He a rings /Docke a a s p

Additiona lly, RES P ONDENT or RES P ONDENT S P OUS E mus t s e rve  the  Ans we r upon

4 the  Divis ion. P ursua nt to A.A.C. R14-4-303, s e rvice  upon the  Divis ion ma y be  ma de  by ma iling

5 or by ha nd-de live ring a  copy of the  Answe r to the  Divis ion a t 1300 We s t Wa shington, 3'" Floor

6 Phoenix, Arizona , 85007, addressed to William W. Black

7 The  Answe r sha ll conta in a n a dmiss ion or de nia l of e a ch a lle ga tion in this  Notice  a nd the

8 origina l s igna ture  of each Respondent or Respondents ' a ttorney. A s ta tement of a  lack of sufficient

9 knowle dge  or informa tion sha ll be  cons ide re d a  de nia l of a n a lle ga tion. An a lle ga tion not de nie d

10 shall be  considered admitted.

l l Whe n RES P ONDENT or RES P ONDENT S P OUS E inte nds  in good fa ith to de ny only a

12 pa rt or a  qua lifica tion of a n a lle ga tion, RES P ONDENT or RES P ONDENT SPOUSE sha ll specify

13 tha t pa rt or qua lifica tion of the  a lle ga tion a nd s ha ll a dmit the  re ma inde r. RES P ONDENT a nd

14 RESPONDENT SPOUSE waive  any a ffirmative  defense  not ra ised in the  answer.

15 The  office r pre s iding ove r the  he a ring ma y gra nt re lie f from the  re quire me nt to file  a n

16 Answer for good cause  shown.

17 Dated this day of September, 2007.

18

19
Ma rk Dine ll

20 Ass is tant Director of Securitie s

21

22

mm »J/8
I

23

24

25

26
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