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BEFORE THE ARIZONAIORHORAEION COMMISSION

COMMISSIONERS 0 SEP -b P ¥ 02

BOB STUMP, Chairman AZ CORP COW:’:?':SSKE‘{
GARY PIERCE DOCKET CONTROL
BRENDA BURNS
BOB BURNS
SUSAN BITTER SMITH

) DOCKET NO. S-20837A-12-0061
In the matter of: )
) AMENDED NOTICE OF
OUT OF THE BLUE PROCESSORS, LLC, ) OPPORTUNITY FOR HEARING
an Arizona limited liability company, d/b/a ) REGARDING PROPOSED

Out of the Blue Processors II, LLC, ) ORDER TO CEASE AND DESIST,

) ORDER FOR RESTITUTION,
MARK STEINER (CRD# 1834102) and ) ORDER FOR ADMINISTRATIVE
SHELLY STEINER, husband and wife, ) PENALTIES, ORDER OF REVOCATION,

) AND ORDER FOR OTHER
) AFFIRMATIVE ACTION
Respondents. )
) (Assigned to Hon. Marc E. Stern)

NOTICE: EACH RESPONDENT HAS 10 DAYS TO REQUEST A HEARING
EACH RESPONDENT HAS 30 DAYS TO FILE AN ANSWER

The Securities Division (“Division”) of the Arizona Corporation Commission
(“Commission™) alleges that respondents Out of the Blue Processors, LLC, directly and doing
business as Out of the Blue Processors II, LLC, and Mark Steiner have engaged in acts, practices,
and transactions that constitute violations of the Securities Act of Arizona, A.R.S. § 44-1801 e seq. |
(“Securities Act”).

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

Arizona Constitution, and the Securities Act. . o
Arizona Corporation Commission
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IL
RESPONDENTS

2. At all times relevant, Mark Steiner (“STEINER”), CRD# 1834102, has been an
Arizona resident.

3. Out of the Blue Processors, LLC is an Arizona limited liability company organized
on December 18, 2000.

4, Out of the Blue Processors, LLC also conducts business as “Out of the Blue
Processors II, LLC,” an unorganized business. Out of the Blue Processors, LLC, directly and
doing business as Out of the Blue Processors II, LLC, is referred to below as “BLUE.”

5. STEINER is a managing member of BLUE.

6. STEINER has not been a registered securities salesman with the Commission since
April 13, 2005.

7. STEINER and BLUE, collectively, are referred to below as “Respondents.”

8. Shelly Steiner has been at all relevant times the spouse of Respondent STEINER, and
may be referred to as “Respondent Spouse.” Respondent Spouse is joined in this action under A.R.S.
§ 44-2031(C) solely for purposes of determining the liability of the marital community.

9. At all relevant times, Respondent STEINER has been acting for his own benefit and
for the benefit or in furtherance of his and Respondent Spouse’s marital community.

IIL.
FACTS
A. BLUE I Offering

10.  Beginning in about 2008, STEINER began soliciting potential investors residing in
Arizona regarding membership interests in Out of the Blue Processors, LLC in the hope of raising
operating capital for participation in various Chinese projects.

11.  More specifically, STEINER stated that he, through a third party, had strategic

relationships in China with influential Chinese associates that allowed them to work with the
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Chinese on various projects, including, but not limited to, projects related to oil, alternative energy,
firearms and ammunition, beauty supplieé, and other retail products.

12.  Inaddition, STEINER represented to certain investors that he and a third party had
strategic relationships in China with influential Chinese associates that allowed them to work with
the Chinese on certain infrastructure projects in Africa, including projects with estimated values of
over $1 billion.

13.  STEINER provided to investors the “Operating Agreement of Out of the Blue
Processors, LLC” dated June 1, 2008 (“BLUE I Operating Agreement”).

| 14, The BLUE I Operating Agreement promised investors would become members of

BLUE and share in the profits and losses as follows:

Division of Profits and Losses. Per the ‘Private Placement Agreement’ between
Lunsford Consulting, Ltd. and the Company, the Company agreed to raise one
million five hundred thousand dollars ($1,500,000.00) for operating capital for
Lunsford Consulting, Ltd, in exchange for ten percent (10%) of Lunsford
Consulting, Ltd.’s gross revenue until investment is returned, then five percent (5%)
of gross revenues in perpetuity. In the event the Company raises less than
$1,500,000.00, the percentage of Lunsford Consulting, Ltd,’s [sic] revenue will be
prorated in accordance with the percentage of monies raised. Members’ percentage
interest will be proportionate to the total investment dollars invested in the
Company, and therefore will not be diluted.

15. STEINER, on behalf of BLUE, and “Lunsford Consulting” executed a “PRIVATE
PLACEMENT AGREEMENT” dated March 25, 2008, (“Private Placement Memorandum™).
16.  The Private Placement Memorandum contains the following recitals:

a) Lunsford Consulting is in the business of acting as an “intermediary for
various Chinese interests (“the Clients”) for the purpose of identifying, documenting, and
securing funding for Client controlled projects;”

b) BLUE can provide Lunsford Consulting with “capital for its operations” in

exchange for a fee;
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c) Lunsford Consulting would pay 10% of its gross revenues, less any
commissions or fees, to BLUE in exchange for $1,500,000 until principal is returned, then

5% in perpetuity thereafter; and

d) If Lunsford Consulting requires additional capital, Lunsford Consulting
would pay an additional 5% of its Gross Revenue, less any commissions or fees, to BLUE
in exchange for up to $750,000 until principal is returned, then 2.5% in perpetuity
thereafter.

17.  STEINER stated to investors that, for each project that STEINER facilitated with
the Chinese, a consulting fee would be paid based on a percentage of the total project cost.

18.  The consulting fee was estimated to be between 1% and 3% of the total project
development cost. The consulting fee would be due and payable upon project funding or the
execution of an equipment purchase contract.

19.  Based on the BLUE I Operating Agreement and Private Placement Memorandum, if
Respondents successfully facilitated a deal with the Chinese, Lunsford would be paid a negotiated
consulting fee. Lunsford would then pay BLUE a fee based on the terms of the Private Placement
Memorandum. Finally, BLUE would pay investors their share of profits pursuant to the BLUE I
Operating Agreement.

20.  Respondents represented to investors an opportunity to participate in the
development of a 1200 megawatt power plant in Kogi State, Nigeria, with an estimated project cost
of $1.5 billion and an agreed-upon consulting fee of 1%. For example, the BLUE I fee
arrangement, as applied to this project, would be paid out as follows:

a) Lunsford Consulting would be paid $15 million, which is 1% of $1.5 billion;

b) Lunsford Consulting would then pay BLUE $1.5 million, which is 10% of
$15 million; and

c) BLUE would then distribute pro rata the $1.5 million to the investors based

on their initial investment amount and membership interest.
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Under this scenario, the initial $1.5 million raised from BLUE investors would be repaid fully.

21.  Pursuant to the BLUE I Operating Agreement:

a) STEINER is the Manager of the BLUE I Offering;

b) The principal place of business of BLUE is Mesa, Arizona;

c) The Manager has the general powers to: employ and dismiss from
employment people, firms or corporations; invest company funds; execute all documents on
behalf of the company as the Manger deems appropriate in carrying out the purpose of the
company; reimburse himself for expenses incurred in the conduct of BLUE’s business; and
pay any ordinary and necessary expenses of the compahy; and

d) The Manager can only be removed for “cause.”

22.  STEINER told investors that investment principal would be used solely for business
expenses related to facilitating investment in various projects around the world, including for travel
to China and for entertaining certain Chinese officials or individuals.

23.  STEINER failed to disclose to all investors that Respondents diverted investor funds
to pay for expenses unrelated to BLUE’s business. For example, on August 25, 2010, a bank
account held in the name of Out of the Blue Processors, LLC, on which account STEINER is the
sole signatory, had a beginning balance of $0. That same day, $100,000 from two investors was
deposited into the account. Between August 25, 2010, and November 30, 2010, the only other
material deposit occurred on October 1, 2010, for $49,543. During that time period, $23,400 in
cash was withdrawn from the account, $20,000 was transferred to a personal account held in the
name of STEINER and Respondent Spouse, $71,930 was transferred to the account of an unrelated
business that is managed by STEINER, approximately $28,000 was paid on STEINER’s credit
card for various charges, only about $3,200 of which were incurred for international travel,
international lodging, or related international expenses, and $29,500 was used to purchase a
cashier’s check bearing the notation “RE: LEASE AGREEMENT” and made payable to the owner

of the house at which STEINER resided. By November 30, 2010, the ending balance of $922.
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B. BLUE II Offering

24.  InJanuary 2012, an Arizona resident reviewed an email that discussed an
opportunity to earn “very handsome returns on multi-billon dollar infrastructure project funding in
Africa and South America” based on STEINER’s and Lunsford’s close relationship with influential
Chinese leaders.

25.  The Arizona resident replied to the email promising handsome returns, requesting
more information on the investment opportunity. In response, the Arizona resident received
STEINER’s contact information. Subsequently, the Arizona resident corresponded with STEINER
about investment opportunities.

26.  Particularly, on January 9, 2012, the Arizona resident received an email from

STEINER that stated:
“I appreciate your interest in our business relationship with China .... In
short, we are structured as an LLC, with investors owning their relative
portion of that LLC. The LLC contractually receives 10% of the gross
revenues generated on all business out of China, in perpetuity. Because of

the magnitude of the projects, those returns are expected to exceed 50% -
100% annually.”

27.  Thereafter, the Arizona resident sought from STEINER additional information.

28.  Aninvestment amount of approximately $200,000 was discussed by the Arizona
resident and STEINER.

29.  About January 19, 2012, the Arizona resident received an email from STEINER.
Attached to that email was the Operating Agreement of Out of the Blue Processors II, LLC, dated
May 1, 2011 (“BLUE II Operating Agreement”). Also, the email included wiring instructions for a
BLUE bank account.

30.  The BLUE II Operating Agreement contains the following information:

a) BLUE is an Arizona limited liability company with a principal place of

business in Mesa, Arizona;
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b) The Arizona resident would be a Member of BLUE and have a 33.33%
interest;

c) STEINER shall be the Manager of BLUE;

d) STEINER shall have full discretion, responsibility, and authority to manage
BLUE’s business, including to hire and fire employees, invest the funds available in any
manner he deems appropriate, execute all documents he deems appropriate to carry out the
purpose of BLUE, and to pay all ordinary and necessary expenses;

e) STEINER will receive compensation out of the gross revenues of BLUE;

f) “[N]o Member may have or exercise any right or power, the possession or
exercise of which would cause it to incur personal liability or which would cause the
Company to be taxed as an association...;”

g) STEINER can only be removed for cause;

h) That except as stated in the Operating Agreement, “Members shall have no
voting, approval, or consent rights;” and

1) Based on a separate agreement, BLUE agreed to raise $750,000 for
operating capital for Lunsford Consulting, LLC (“Lunsford”), in exchange for 5% of
Lunsford’s gross revenue, until the investment is returned, then 2.5% of gross revenues in
perpetuity.

31.  Lunsford is an Arizona limited liability company organized on July 30, 2010.

32. STEINER is a managing member of Lunsford.

33.  The Arizona resident also received a Lunsford executive summary from STEINER,
which stated the following:

a) Lunsford has deep, strong business relationships in China. The principals
have significant relationships with “influential people in the private sector and the Central

Government who are part of the decision-making echelon of the PRC;!

! PRC stands for the People’s Republic of China.
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b) China is seeking opportunities to expand its economy through the building
and funding of civil engineering projects in various countries around the world;

c) Lunsford’s current portfolio of projects “exceeds more than $15B in
funding, with additional projects in discussion. These projects will generate tens of
millions of dollars in revenue to Lunsford, beginning as early as 1** quarter of 2012.
Depending on the project, Lunsford will generate revenue from a percentage of project
funding, monthly revenue from ongoing sales transactions, and from potential equity
positions;” and

d) Finally, the executive summary included a list of various infrastructure and
power plant developments in Africa and South America.

34.  OnFebruary 14,2012, the Arizona resident received a communication from
STEINER stating that he would like to meet to discuss “this China Investment Opportunity.”

35.  Ultimately, the Arizona resident did not invest in the BLUE II Offering.
C. General Allegations

36. Between about 2008 and 2012, Respondents raised at least $1,773,000 from
approximately 28 investors.

37.  Investors did not have day-to-day input or control of BLUE nor did they have any
direct interactions related to the projects involving the Chinese and other countries.

38. At least one investor was told that the investment was a “slam dunk,” that, in terms
of the potential payout, the “sky’s the limit,” and that the investor’s returns could be “ten-fold.”

39.  STEINER told certain investors that their monies were only to be used for business
expenses to travel and entertain certain influential Chinese individuals related to the investment
and not to pay STEINER a salary or commission, or to pay for expenses unrelated to BLUE’s
business.

40.  To date, the investors have not received any profits or returns of their principal from

Respondents.
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41.  Atall relevant times, Respondents were not registered as dealers or salesmen with
the Commission.

42.  The interests offered and sold through the BLUE I Offering Agreement and the
BLUE II Offering Agreement are not registered with the Commission.

Iv.
VIOLATION OF A.R.S. § 44-1841
(Offer and Sale of Unregistered Securities)

43,  From about 2008, Respondents have been offering or selling securities in the form of
investment contracts, within or from Arizona.

44,  The securities referred to above are not registered pursuant to Articles 6 or 7 of the
Securities Act.

45. This conduct violates A.R.S. § 44-1841.

V.
VIOLATION OF A.R.S. § 44-1842
(Transactions by Unregistered Dealers or Salesmen)

46.  Respondents are offering or selling securities within or from Arizona while not
registered as dealers or salesmen pursuant to Article 9 of the Securities Act.

47.  This conduct violates A.R.S. § 44-1842.

VI
VIOLATION OF A.R.S. § 44-1991
(Fraud in Connection with the Offer or Sale of Securities)

48.  In connection with the offer or sale of securities within or from Arizona, Respondents
directly or indirectly: (i) employed a device, scheme, or artifice to defraud; (ii) made untrue statements
of material fact or omitted to state material facts that were necessary in order to make the statements
made not misleading in light of the circumstances under which they were made; or (iii) engaged in

transactions, practices, or courses of business that operated or would operate as a fraud or deceit upon
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offerees and investors. Respondents’ conduct includes, but is not limited to, misrepresenting to certain
investors that their monies were only to be used for business expenses to travel and entertain certain
influential Chinese individuals related to the investment; however, on multiple occasions investor
funds were diverted for other, non-business-related uses.
VIL
REQUESTED RELIEF

The Division requests that the Commission grant the following relief:

1. Order Respondents to permanently cease and desist from violating the Securities Act,
pursuant to A.R.S. §44-2032;

2. Order Respondents to take affirmative action to correct the conditions resulting from
Respondents’ acts, practices, or transactions, including a requirement to make restitution pursuant to
AR.S. § 44-2032;

3. Order Respondents to pay the state of Arizona administrative penalties of up to five
thousand dollars ($5,000) for each violation of the Securities Act, pursuant to A.R.S. § 44-2036;

4. Order that the marital community of Respondent STEINER and Respondent Spouse
be subject to any order of restitution, rescission, administrative penalties, or other appropriate
affirmative action pursuant to A.R.S. § 25-215; and

5. Order any other relief that the Commission deems appropriate.

VIIL
HEARING OPPORTUNITY
Each respondent, including Respondent Spouse, may request a hearing pursuant to A.R.S. § 44-1972
and A.A.C. R14-4-306. If a Respondent or Respondent Spouse requests a hearing, the requesting
respondent must also answer this Notice. A request for hearing must be in writing and received by
the Commission within 10 business days after service of this Notice of Opportunity for Hearing. The
requesting respondent must deliver or mail the request to: Docket Control, Arizona Corporation

Commission, 1200 W. Washington, Phoenix, Arizona 85007. Filing instructions may be obtained

10
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from Docket Control by calling (602) 542-3477 or on the Commission's Internet web site at
http://www.azcc.gov/divisions/hearings/docket.asp.

If a request for a hearing is timely made, the Commission shall schedule the hearing to begin
20 to 60 days from the receipt of the request unless otherwise provided by law, stipulated 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 granting the relief requested by the Division in this Notice of
Opportunity for Hearing.

Persons with a disability may request a reasonable accommodation such as a sign language
interpreter, as well as request this document in an alternative format, by contacting Shaylin A.

Bernal, ADA Coordinator, voice phone number 602-542-3931, e-mail sabernal@azcc.gov.

Requests should be made as early as possible to allow time to arrange the accommodation.
Additional information about the administrative action procedure may be found at
http://www.azcc.gov/divisions/securities/enforcement/AdministrativeProcedure.asp
IX.
ANSWER REQUIREMENT

Pursuant to A.A.C. R14-4-305, if a Respondent or Respondent Spouse requests a hearing,
the requesting respondent must deliver or mail an Answer to this Temporary Order and Notice to
Docket Control, Arizona Corporation Commission, 1200 W. Washington, Phoenix, Arizona
85007, within 30 calendar days after the date of service of this Temporary Order and Notice.
Filing instructions may be obtained from Docket Control by calling (602) 542-3477 or on the
Commission’s Internet web site at WWW.azcc. gov/divisions/hearings/docket.asp.

Additionally, the answering respondent must serve the Answer upon the Division.
Pursuant to A.A.C. R14-4-303, service upon the Division may be made by mailing or by hand-
delivering a copy of the Answer to the Division at 1300 West Washington, 3™ Floor, Phoenix,

Arizona, 85007, addressed to Stephen J. Womack.

11
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The Answer shall contain an admission or denial of each allegation in this Temporary
Order and Notice and the original signature of the answering respondent or the respondent’s
attorney. A statement of a lack of sufficient knowledge or information shall be considered a denial
of an allegation. An allegation not denied shall be considered admitted.

When the answering respondent intends in good faith to deny only a part or a qualification
of an allegation, the respondent shall specify that part or qualification of the allegation and shall
admit the remainder. Respondent waives any affirmative defense not raised in the Answer.

The officer presiding over the hearing may grant relief from the requirement to file an

Answer for good cause shown.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION, this 6" day of
September, 2013.

Mark Dinell
Assistant Director of Securities

SIwW
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