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In the matter of ) DOCKET NO. S-20537A-07-0390

1 0
LEONARD CLARK RHODES. JR. and
MARGARET RHODES, husband and wife, ) DECISION NO 70064

Respondents

1 2
)
)
)

ORDER TO CEASE AND DESIST, ORDER
FOR RESTITUTION AND FOR
ADMINISTRATIVE PENALTIES

14 On June 29,  2007,  the Secur it ies Division ("Division") of the Arizona Corporat ion

15 Commission ("Commission") filed a Notice of Opportunity for Hearing Regarding Proposed

16 Order to Cease and Desist.  Order for Restitution. for Administrative Penalties and for Other

17 Affirmative Action (the "Notice") with respect to Leonard Clark Rhodes, Jr .  ("Rhodes") and

18 Margaret Rhodes ("M Rhodes"), husband and wife (collectively "Respondents"). The Division

19 served the Notice upon Respondents on June 30, 2007

20 The Notice specified that the Respondents had 10 days to request a hearing and 30 days to file

21 an answer. Respondents did File communications with the Commission but did not request a hearing

22 in this matter. On August 6, 2007, the Administrative Law Judge issued a procedural order which

23 stated that Respondents' filings were not a request for hearing. In the order the Judge set a procedural

24 conference allowing Respondents to appear and state whether they wanted a hearing. Respondents

25 did not appear at the August 16, 2007 procedural conference. At the conference,  the Judge

26 determined that Respondents had not requested a hearing and directed the Division to proceed
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1 Divis ion to proce e d with a  de fa ult orde r a ga ins t Re s ponde nts .

2 1 .

3 F INDING S  O F  F AC T

4

2.

6

7

8

Leonard Clark Rhodes. Jr. ("Rhodes") is  a  res ident of Gilbert, Arizona .

Margare t Rhodes ("M. Rhodes") Was a t a ll re levant times the  spouse  of Rhodes. M.

lia bility of the  ma rita l community.

3.

9

At a ll time s  re le va nt, Rhode s  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.

10 4.

11

12

Rhodes is an Arizona licensed insurance producer. He sold annuities and other

insurance related products to Arizona residents, many of whom were over 65. Later, after selling

the annuities to the investors, he would offer other, unregistered investments to some of those

13 inve s tors .

14 Th e  S im p e r  Lib e ra  In ve s tm e n t

15

16

Beginning in 2001, Rhodes sold securities 'm the form of investment contracts in

Simper Libera to Arizona residents, Semper Libera offered one "Lmjt" for each $10 investment.

17

18

19

20

Rhode s  informe d inve s tors  tha t S e mpe r Libe ra  wa s  in  the  bus ine s s  of de ve loping

offs hore  re s orts  a nd ca s inos . He  s a id tha t S impe r Libe ra  would us e  the  mone y provide d to inve s tors ,

pa ying  a  re turn  of 3% pe r month  to  inve s tors . Inve s tors  did  not pa rtic ipa te  in  die  ope ra tions  of

S e mpe r Libe ra .

22

23

Rhode s  did not provide  the  inve s tors  with a ny informa tion re ga rding S e mpe r Libe ra 's

fina nc ia l condition , the  ris k of the  inve s tme nt, whe re  the  mone y would  be  he ld  or a ny s pe c ific

loca tion of the  "offs hore  re s orts  a nd ca s inos ." Rhode s  did not e ve n inform inve s tors  a s  to S impe r

Libe ra 's  loca tion

Inve s tors  re ce ive d corre s ponde nce  from S e mpe r Libe ra  confirming the  inve s tme nt

The y a ls o re ce ive d pe riodic corre s ponde nce  or ne ws le tte rs  re la ying informa tion a bout the  inve s tme nt

8

5

6.

5.
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Thos e  docume nts  lis te d a n a ddre s s  .in Ha lifa x, Nova  S cotia , Ca na da  a s  S e mpe r Libe ra 's  a ddre s s .

Howe ve r, tha t a ddre s s  wa s  a n a ccommoda tion a ddre s s , which forwa rde d a ll ma il tha t S e mpe r Libe ra

re ce ive d to a nothe r a ddre s s  in P hoe nix, Arizona . The  Arizona  a ddre s s  wa s  a ls o a n a ccommoda tion

address . Whe n ma il wa s  re ce ive d the re , it wa s  a ga in  forwa rde d. Through us e  of the  Ca na dia n

a ccommoda tion a ddre s s , none  of the  inve s tors  we re  a wa re  of the  P hoe nix or o the r s ubs e que nt

6 addresses . The  fe w inve s tme nt re turns  tha t inve s tors  re ce ive d we re  ma de  through us e  of mone y

7 orde rs .

8

9

10

11

12

13

14

Rhodes  s ugges ted tha t inves tors  le t the ir re turns  accumula te , ra the r than ta ldng re turns

out of S e mpe r Libe ra . Although the  inve s tors  re ce ive d minima l pa yme nts  ba ck, thos e  pa yme nts

s toppe d. Whe n the  inve s tors  a tte mpte d to conta ct S impe r Libe ra , the y we re  una ble  to do s o. During

this  time , Rhodes  continued to provide  a s s urances  to inves tors  tha t the ir funds  would be  ava ilable .

10. Rhode s  s old  four inve s tme nts  in  S e mpe r Libe ra  to  two Arizona  inve s tors , both  of

whom we re  ove r 80 ye a rs  o ld  whe n the y ma de  the ir inve s tme nts  in  S impe r Libe ra . Rhode s  s old

$127,000 in S emper Libe ra  inves tments  to inves tors .

15 The  Un ive rs a l Le a s e  Inve s tm e n t

17

18

Yucatan Resorts , Inc. ("Yucatan") a long with Yucatan Resorts , S.A. ("Yucatan

S.A."), des igned, promoted and opera ted a  "Universa l lease" timeshare  program involving

inve s tme nts  in hote l units  in Ca ncun, Me xico a nd othe r Ce ntra l Ame rica n loca le s  from

19

20 12.

21

approximately March 2000 to December 2002

Resort Holdings International, Inc. ("RHI") and Resort Holding International, S.A

("RHI-S.A.") began replacing Yucatan as the primary promoter and operator of the Universal lease

22 time s ha re  progra m within the  S ta te  of Arizona  in or a round Ma y 2002

13 .23 Rhode s , dire ctly or indire ctly, e nte re d into a gre e me nts  with Yuca ta n Re s orts , e t a l

24

25

a nd/or Re s ort Holding Inte rna tiona l, e t a l., which a uthorize d Rhode s  to ma rke t a nd s e ll inve s tme nt

contra cts  in the  form of le a s e s  in the  Unive rs a l le a s e  progra m within or from the  S ta te  of Arizona

26

9.
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Under the terns of the Universal lease program, investors were required to invest a

minimmn of $5,000, but were allowed to invest any amount in excess of that sum.

According to Universal lease promotional materials, investors were presented with the

opportunity to select one of three separate Universal lease "options."

16. Under "Option l" of the Universal lease, investors Could choose to forego any returns

on their investments, and instead elect to utilize a timeshare unit themselves. Pursuant to this option,

an investor would be assigned a specific unit, for a specific week, and at a specific location, and only

after a minimum investment of $5,000 had been paid. The investor had no input as to the date,

quality or location of the timeshare assignment. Additionally, an Option l purchaser was required to

pay annual management fees, ranging &om $380 to $645 per year with said amounts subject to

increases in the Consumer Price Index. The amounts to be charged for annual management fees

resulted in an effective surcharge of $9,000 to $16,125 (or more) over the life of the 25 year

timeshare lease. For a $5,000 purchaser, this would amount to a total payment of $14,000 to $21 ,125

in return for 12 weeks of timeshare access (over a 25 year period) at an unknown unit, at an

15

16 17.

17

18

19

20

undis clos e d loca tion, during a n undis clos e d time  of ye a r.

Option I wa s  minima lly inc lude d in the  Unive rs a l le a s e  promotiona l ma te ria ls , a nd

the  s e le ction re ce ive d little  or no cove ra ge  in Unive rs a l le a s e  re cruitme nt s e mina rs  for pros pe ctive

s a le s pe ople . Option l ha d little  or no a pplica bility to the  ma ny e lde rly inve s tors  pla cing re tire me nt

funds  into the  Unive rs a l le a s e  progra m.

Upon informa tion  a nd  be lie f, Rhode s  d id  not s e ll a  s ing le  Unive rs a l le a s e  unde r18.

21 Option 1,

22 19.

23

24

25

26

The  Unive rs a l le a s e  "Option  2 ," p re s e n te d  inve s to rs  d ie  opportun ity to  re n t ou t

as s igned times hare  units  thems e lves  and conta ined many of the  s ame  cos ts  and conditions  a s s ocia ted

with  Op tio n  1 .  Op tio n 2 a ga in re quire d the  purcha s e r to fore go any guaranteed inve s tme nt re turns ,

a nd ins te a d impos e d a nnua l ma inte na nce  fe e s  on the  purcha s e r for the  full 25 ye a r le a s e  te rm.

P ros pe c tive  Option 2  purcha s e rs  we re  una wa re , until a fte r the  purcha s e  ha d be e n ma de , of the

9
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21

9

10

11

12

13

loca tion, re s ort type  a nd pe rmitte d da te s  of us e  for the  time s ha re . S a le s  ma te ria l wa rne d tha t this  s e lf-

re nting option would not bring in  the  s a me  le ve l of re ve nue s  a s  would a  profe s s iona l th ird  pa rty

s e rvicing a ge nt a s  offe re d in Option 3. P romotiona l ma te ria ls  provide d a  dis cus s ion of the  fina ncia l

dis incentive s , but no dis cus s ion, comments  or guidance  of the  advantages  of s e lecting option 2, othe r

tha n the  brie f s ugge s tion tha t the  s e lf-re nting option could be  ca rrie d out through the  "pla cing of a n

a dve rtis e me nt in the  loca l pa pe r."

Rhodes  did not s e ll a  s ingle  Unive rs a l le a s e  unde r Option 2

S a le s  a nd promotiona l ma te ria ls  focus e d on a nd e mpha s ize d Option 3. According to

Unive rs a l le a s e  promotiona l brochure s , inve s tors  who chos e  Option 3 would be  e ligible  to re ce ive  a

g u a ra n te e d  ll p e rc e n t (s u b s e q u e n tly lo we re d  to  9  p e rc e n t) a n n u a l re tu rn  o n  th e ir tim e s h a re

inve s tme nts  for a  pe riod of 25 ye a rs , a fte r which time  the  le a s e  could be  re ne we d for a nothe r 20

years . For a n  inve s to r to  re a p  the  ll a nd  la te r 9  pe rce n t pe r a nnum re tu rn  unde r Option  3 , the

inve s tor wa s  re quire d, a s  pa rt of the  inve s tme nt, to hire  a  "third pa rty" ma na ge me nt compa ny to le a s e

the  inve s tor's  time s ha re  unit14

15 22.

16

17

18

19

20

The  Unive rs a l le a s e  ma te ria ls  ide n tifie d  World  P ha nta s y Tours  Inc. ("World

Phantasy") as the  designated third party management company responsible  for leasing the  investor's

timeshare  unit. World Phantasy was a lleged to be  a  resort management company and travel agency

operating as the servicing agent for die  Yucatan Universal lease program

23. Selecting World Phantasm, the only management company identified or offered, as the

lea s ing agent was  the  only me thod unde r which inves tors  could ea rn Me  promised ll or 9 pe rcent

21

22 24.

23

24

25

Once  inve s tors  ha d ma de  the ir inve s tme nts  in the  Unive rs a l le a s e  progra m a nd ha d

s igne d the  Ma na ge me nt Agre e me nt with World P ha nta s y, the  inve s tors  we re  to re ce ive  a n ll a nd

la te r 9 pe rce nt pe r a nnum re turn on the ir inve s tme nts  for the  life  of the  Unive rs a l le a s e . The  inve s tors

h a d  n o  d u tie s  o r re s p o n s ib ilitie s  fo llo win g  th e ir in ve s tm e n ts ,  a n d  re lie d  s o le ly o n  o th e rs  fo r

26
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8 26.

9

10

11

12

13 27.

14 28.

15

de ve lopme nt of ne w units  a nd/or ma na ge me nt of e xis ting re nta l units  to ge ne ra te  the  re nta l profits

tha t would purporte dly s upport the  inve s tors ' inve s tme nt re turns .

25 . Ac c o rd in g  to  th e  m a rke tin g  m a te ria ls  fo r th e  Un ive rs a l le a s e ,  Op tio n  3  o f th e

Unive rs a l le a s e  provide d a  multitude  of a dva nta ge s  to more  tra ditiona l inve s tme nts . Among the m

wa s  the  a s s e rtion tha t Option 3 provide d a  s upe rior ra te of re turn ove r mos t othe r inve s tme nts  a nd

tha t the  Un ive rs a l le a s e  wa s  s upporte d  by "de b t-fre e " re s o rt p rope rtie s  wh ic h  re s u lte d  in  the

Unive rs a l le a s e progra m be ing "s a fe  a nd s e cure ."

Option 3 wa s  a ls o the  only Unive rs a l le a s e  option tha t a llowe d inve s tors  to re coup up

to 5 pe rce nt of a ny liquida tion pe na lty incurre d during the  proce s s  of rolling othe r inve s tme nts  into

the  Unive rs a l le a s e  progra m. This  fe m m e  wa s  a n a dde d ince ntive  for inve s tors  to e xcha nge  the ir

e xis ting inve s tme nt portfolios , including individua l re tire me nt a ccounts  a nd a nnuitie s , into Option 3

of the  Unive rs a l le a s e  progra m.

All inve s tors  who purcha s e d contra cts  from Rhode s  s e le cte d Option 3.

Rhodes  was  pa id a  commis s ion for the  s a le  of the  Unive rs a l Leas es .

Rhode s  s old Unive rs a l le a s e s  to 2 individua ls  or e ntitie s  within or from the  S ta te  of29.

16

17

18

Arizona &om February 1, 2002 through October 31, 2003. Total sales made by Rhodes were

approximately $60,052 and resulted in receipt of commissions by Rhodes of approndmately

$6,105.20.

19 30.

20

21

22

P rior to a nd during the  pe riod of Rhode s 's  s a le s  to inve s tors  in Arizona , Yuca ta n a nd

its  re la te d e ntitie s  ha d be e n s ubj a c t to  inve s tiga tions  a nd orde rs  in  multiple  s ta te s  involving its

deve lopment, ma rke ting and s a le  of promis s ory note s  and Unive rs a l le a s e s . Rhodes  fa iled to dis clos e

this  informa tion to the  inve s tors  with whom he  de a lt

23 3 1 The  orde rs  tha t Rhodes  could have  revea led to inves tors  include

24

25

26

a ) Ma y 18, 1999 a dminis tra tive  orde r by the  Ne w Me xico S e curitie s  Divis ion

re la ted to Yucatan Investment Corp. for the  sa le  of unregis te red, non-exempt securities  - in the  form

of 9 month promissory notes  - through unlicensed sa les  agents . Michae l Eugene  Kelly ("Kelly") was

Decision No 70064
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the  s ole  incorpora tor, s ta tutory a ge nt, pre s ide nt a nd s e cre ta ry of Yuca ta n Inve s tme nts , a nd Yuca ta n

Inve s tme nt wa s  ba s e d out of the  s a me  bus ine s s  a ddre s s  a s  Yuca ta n, Yuca ta n-S .A., RHI, a nd RHI-

S .A. Yuca ta n Inve s tme nts ' ope ra tion wa s  the  imme dia te  pre de ce s s or to the  curre nt Unive rs a l le a s e

progra m, Ke lly wa s  the  founde r, pre s ide nt a nd owne r of Yuca ta n a nd wa s  a  d ire c tor, office r a nd

owne r of Yuca ta n S .A. Ke lly is  the  founde r, cha irma n a nd owne r ofRHI

b ) J uly 26, 1999, Cons e nt with the  S outh Ca rolina  S e curitie s  Divis ion s igne d by

Ke lly on be ha lf of*hims e 1f a nd Yuca ta n Inve s tme nt Corp. for the  s a le  of unre gis te re d, none xe mpt

s ecuritie s  in the  form of 9 month promis s ory note s  through unregis te red s a le s  agents

Oc tobe r 4 . 1999 . Cons e nt Orde r to  Ce a s e  a nd  De s is t with  d ie  Minne s o ta

10

C)

De pa rtme nt of Comme rce  s igne d by Ke lly a s  pre s ide nt for the  s a le  of unre gis te re d , none xe mpt

11 securities

12

13

14

d) November 7, 2000, Order to Cease and Desist, which became permanent on

December 21, 2000, by the Connecticut Department of Banking related to Yucatan Investment Corp

for the sale of unregistered, nonexempt securities in the form of promissory notes through unlicensed

15 sales agents

16

17

18

19

20

z 1

22

23

24

25

26

e) March 28, 2001, Order of Prohibition and Revocation by the Wisconsin

Securities Division related to Kelly, Yucatan Resorts, Inc., Yucatan Resorts, S.A., RHI, Inc. and

RHI-S.A. for the sale of unregistered securities by unlicensed sales agents and for securities fraud in

violation of Wisconsin law (revoked by subsequent order dated April 4, 2003)

October 22, 2002, Summary Order to Cease and Desist &om the Pennsylvania

Securities Commission related to Yucatan~S.A. arising out of multiple registration and fraud

violations as prescribed by the Pennsylvania Securities Act (rescinded by subsequent order dated

January 20, 2004)

g) On May 20, 2003, the Division issued a Temporary Order to Cease and Desist

and Notice of Opportunity for Hearing ("Order") regarding Yucatan Resorts, Yucatan Resorts S.A

RHI, RHI-S.A., World Phantasy, Majesty Travel and Kelly

x
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1 32.

2 33.

Yuca tan informed its  Arizona  bas ed s a le s  agents  of the  exis tence  of the  Orde r.

De s pite  the  e xis te nce  of the  Orde r, a fte r its  e ffe ctive  da te , Rhode s  s old a t le a s t one

3 Unive rs a l le a s e  within or Hom the  S ta te  of Arizona . Rhode s  ha d the  inve s tor us e  a  Ha wa ii a ddre s s

4

5

for the  inve s tme nt, de s pite  the  fa c t tha t the  inve s tor wa s  a  re s ide nt of Arizona . Rhode s  to ld  the

inve s tor tha t the  Unive rs a l Le a s e  ha d not be e n lice ns e d for s a le  'in Arizona  a nd thus  s he  would ne e d

6 to use the Hawaii address in order to purchase the security.

7 11.

8 CONCLUSIONS OF LAW

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

10 Arizona  Cons titution a nd the  S e curitie s  Act.

11 Rhode s  o ffe re d  o r s o ld  s e c u ritie s  with in  o r from Arizona ,  with in  the  me a n ing  o f

12

13

A.R.s. §§44-1801(15), 44-l80l(21), and44-180](26).

3. Rhodes violated A.R.S. § 44-1841 by offering or selling securities that were neither

14

15 4.

16

17 5

18

19

registered nor exempt from registration.

Rhodes violated A.R.S. § 44-1842 by offering or selling securities while neither

registered as a dealer or salesman nor exempt from registration.

Rhodes violated A.R.S. §44-1991 by (a) employing a device, scheme, or artifice to

defraud, (b) making untie statements or misleading omissions of material facts, and [or] (c)

engaging in transactions, practices, or courses of business that operate or would operate as a fraud

or deceit20

21 6 Rhodes' conduct is grounds for a cease and desist order pursuant to A.R.S. §44

22 2032

23

24

Rhodes' conduct is grounds for an order of restitution pursuant to A.R.S. §44-2032

Rhodes' conduct is grounds for administrative penalties under A.R.S. §44-2036

2.

De cis ion No. 70064



1

» Docke t No. S_20537A-07-0390
9 4

1 111.

2
ORDER

3

4

THEREFORE, on  the  ba s is  o f the  Find ings  o f Fa c t a nd  Conclus ions  o f La w, the

Commission finds tha t the  following re lief is  appropria te , in the  public interest, and necessary for the

5
protection of investors :

6

7

8

employees, successors  and assigns, permanently cease  and desis t from viola ting the  Securities  Act.

9
re s titution to the  Commiss ion in the  amount of $160,663.32. Pa yme nt sha ll be  due  in full on the

1 0

1 1

1 2

1 3

14

da te  of this  Orde r. Any amount outs tanding sha ll a ccrue  inte re s t from the  da te  of this  Orde r a t the

ra te  of 10% pe r a nnum until pa id in full. P a yme nt s ha ll be  ma de  to the  "S ta te  of Arizona " to be

pla ce d in a n inte re s t~be a ring a ccount controlle d by the  Commis s ion. The  Commis s ion s ha ll

disburse  the  funds  on a  pro-ra ta  ba s is  to inves tors  shown on the  records  of the  Commiss ion. Any

res titution funds  tha t the  Commiss ion cannot disburse  because  an inves tor re fuses  to accept such

payment sha ll be  disbursed on a  pro-ra ta  bas is  to the  rema ining inves tors  shown on the  records  of

the  Commis s ion. Any funds  tha t the  -Commis s ion de te rmine s  it is  una ble  to or ca nnot fe a s ibly

disburse  sha ll be  transfe rred to the  genera l fund of the  s ta te  of Arizona

adminis tra tive  pena lty in the  amount of $50,000. Payment sha ll be  made  to the  "S ta te  of Arizona

P a yme nt s ha ll be  due  in full on the  da te  of this  Orde r. Any a mount outs ta nding s ha ll a ccrue

inte re s t a t the  ra te  of 10% pe r annum from the  da te  of this  Orde r until pa id in full

For purposes  of this  Orde r, a  bankruptcy filing by Respondents  sha ll be  an act of de fault. If

Respondent does  not comply with this  Orde r, any outs tanding ba lance  may be  deemed in de fault

and sha ll be  immedia te ly due  and payable

De cis ion No
70064
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1 IT IS  FURTHER ORDERED, tha t if Re s ponde n ts  fa il to  comply with  th is  o rde r, the

2 Commis s ion ma y bring furthe r le ga l proce e dings  a ga ins t the m, including a pplica tion  to  the

3 supe rior court for an orde r of contempt.

IT IS  FURTHER ORDERED tha t this  Orde r sha ll be come  e ffe ctive  imme dia te ly.

B Y O R DE R  O F  THE  AR IZO NA C O R P O R ATIO N C O MMIS S IO N

»
CHAIRMAN COMMISSIONER

SSIONER

>

COMMIS S IONER
4
C

I ( I.
IONER

4̀

5

6

7

8

9

10`
1142 C

12

13

14

15

16

17

18

19

20 DISSENT
21

22 DISSENT

IN WITNES S  WHEREOF, 1, DEAN s . MILLER, Inte rim
Exe cutive Dire ctor o f the Arizona Corpora tion
Commiss ion, have  he reunto se t my hand and caused the
o ffic ia l s e a l o f th e  Co mmis s io n  to  b e  a ffixe d  a t th e
Ca p ito l,  in  the  City o f P hoe n ix, th is . / - . , d a y o f
December, 2007.

DE s .  MILLE R
Inte rim Exe cutive  Dire ctor
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This  document is  ava ilable  in a lte rna tive  forma ts  by contacting Linda  Hogan, ADA Coordina tor,
voice  phone  number 602-542-393 l , e -mail lhogan@azcc.gov.
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