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6 in the  ma tte r of:

DOUG LITTLE - Chairman
BOB STUMP
BOB BURNS

TOM FORESE
ANDY TOBIN

7 COVERLUGG LLC, an Arizona limited
liability company,

BIRDIE MEDIA LLC, an Arizona limited
liability company

NOTICE OF OPPORTUNITY FOR
HEARING REGARDING PROPOSED
ORDER TO CEASE AND DESIST, ORDER
FOR RESTITUTION, ORDER FOR
ADMINISTRATIVE PENALTIES AND
O RDE R FO R O T H E R AFFI RMAT I VE
ACTION

GREGORY J. SANCHEZ and JILL K,
SANCHEZ, husband and wife,

3 DOCKET NO. S-209844-l6-0315

)

8 3
FONEFACE, LLC, an Arizona limited liability)

9 company, )

10 3
l l 3

12 3
la Re sponde nts .

14

15

16 The Securities Division ("Division") o f  t h e Arizona Corporation Commission

17 ("Commission") alleges that respondents CoverLugg LLC, FoneFace, LLC, Birdie Media LLC and

18 Gregory J. Sanchez have engaged in acts, practices, and transactions that constitute violations of

19 A.R.S. §44-1801, et seq., the Arizona Securities Act ("Securities Act").

20

2 1

NOTICE: EACH RESPONDENT HAS 10 DAYS TO REQUEST A HEARING

EACH RESPONDENT HAS 30 DAYS TO FILE AN ANSWER

Arizona Comoratfon Commission
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The Division further alleges that Gregory J, Sanchez directly or indirectly controlled

CoverLugg LLC, ForeFace, LLC, and Birdie Media LLC within the meaning of A.R.S. § 44-1999,

22 so that they are jointly and severally liable under A.R.S. §44-1999 to the same extent as CoverLugg

23 LLC, FoneFace, LLC and Birdie Media LLC for their violation of A.R.S. 44-1991 .

24

25

26
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Docket No. S-20984A- 16-0315

1 1 .

2 JURISDICTION

3 1.

4

The  Commis s ion ha s  juris diction ove r this  ma tte r purs ua nt to Article  XV of the

Arizona  Constitution, and the  Securities  Act.

5 1 1 .

6 RESPONDENTS

7 2.

8

9

CoverLugg LLC ("CoverLugg") is  a  manager managed limited liability company tha t

was  organized unde r the  laws  of the  s ta te  of Arizona  in Augus t 2010. Cove rLugg ha s  not been

registered by the Commission as a securities salesman or dealer.

10

11

12

FoneFace , LLC ("ForeFace") is  a  manager managed limited liability company tha t

was organized under the laws of the state of Arizona in March2014. FoneFace has not been registered

by the Commission as a securities salesman or dealer.

13

14

Birdie  Media  LLC ("Birdie  Media") is  a  manager managed limited liability company

that was organized under the  laws of the  sta te  of Arizona in September 2014. Birdie  Media  has not

15 been registered by the Commission as a securities salesman or dealer.

5.16 Gre gory J . Sa nche z ("Sa nche z") for a ll time s  re le va nt ha s  be e n ma rrie d to J ill K.

17

18

Sanchez, and is a resident of the state of Arizona. Sanchez has not been registered by the Commission

as a securities salesman or dealer. Sanchez for all times relevant was the managing member of

19

20

CoverLugg, ForeFace, and Birdie Media.

6. CoverLugg, ForeFace, Birdie Media, and Sanchez may be referred to collectively as

21 "Respondents".

22 7. Jill K. Sanchez has been at all times relevant the spouse of Sanchez. Jill K. Sanchez

23 may be referred to as "Respondent Spouse".

24

25

Respondent Spouse is joined in this action under A.R S.

At a ll times re levant, Sanchez has been acting for his own benefit and for the  benefit

26 or in furtherance of his marital community.

8.

4.

3.

2
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1 111.

2 FACTS

3

4

5

From at least February 2011 until a t least March 2016, Sanchez ra ised approximate ly

$2,006,500 Nom a pproxima te ly 31 inve s tors  by offe ring a nd s e lling me mbe rs hip inte re s ts  in

CoverLugg, FoneFace , and Birdie  Media . At a ll times re levant, Sanchez was the  managing member

for a ll three  entitie s .6

7 C O VE R LUG G

8 1 0 .

9

1 0

11 11.

1 2

From a t least February 9, 2011, until a t least April 13, 2012, Sanchez and CoverLugg

offered and sold investment contracts  issued by CoverLugg and Sanchez in the  form of membership

inte re s ts  in Cove rLugg, within a nd from Arizona  (colle ctive ly the  "Cove rLugg Oflfe ring"),

In 2010, Cove rLugg wa s  forme d with the  purpos e  of de s igning, ma nufa cturing,

marke ting and se lling customized neoprene  covers  and/or lids  tha t wrap a round luggage , and trave l

1 3 bags.

1 4 12.

15

1 6

1 7

S ince  Augus t 2010, S a nche z ha s  be e n the  ope ra ting ma na ge r of Cove rLugg. As

ope ra ting manage r, Sanchez has  had the  authority to: "direct and supe rvise  the  ope ra tions  of the

Company" except for an enumera ted lis t of "Maj or Decis ions" which require  approva l of a  ma jority

vote  of the  "Management Committee ," one  of whom is  Sanchez.

1 8 13. A ma jo rity o f th e  Ma n a g in g  Co mmitte e  mu s t a p p ro ve  Co ve rLu g g 's  "Ma jo r

1 9

20

2 1

22

23

24

25

26

Decis ions ," including decis ions  rega rding: "issuing, se lling, or agree ing to issue  or se ll new units  to

any Member or additiona l Member, hiring or te rmina ting any executive  leve l employee , or ente ring

into or a me nding a gre e me nts , whe the r ora l or writte n, re la te d to compe nsa tion of e xe cutive  le ve l

e mploye e s , e nte ring to commitme nts  for ca pita l e xpe nditure s , e nte ring into or be  a  pa rty to a ny

transaction or loan with any Member, Manager or employee of the  Company, other than employment

a rra nge me nts  e nte re d into in the  ordina ry cours e  of bus ine s s , comme ncing a ny ba nkruptcy

proce e ding to the  Compa ny, knowing pe rform a ny a ct for which subje ct a ny Me mbe r to pe rsona l

lia bility in a ny juris diction, a nd doing a ny a ct for which this  a gre e me nt s pe cifica lly re quire s  the

9.

3
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1

2

3 14.

4

5

6

7

8

9

1 0

11

1 2

consent of the  Members , or which would make  it imposs ible  or unreasonably burdensome  to ca rry

on the  business  of the  Company."

Pursuant to CoverLugg's  Opera ting Agreement, non-managing committee  members

have  no enumera ted authority and cannot take  part in the  control of management of the  company's

bus iness , nor can they vote  ro remove  Sanchez a s  the  ope ra ting manage r or any member on the

Managing Committee . As  a  re sult, the  Managing Committee  [including Sanchez] has  control of the

company through the ir exclus ive  power to approve  a ll "Ma jor Decis ions ."

15. Since February 2011, Sanchez provided at least fourteen investors with Unit Purchase

Agre e me nts  ("P urcha s e  Agre e me nts ") a long with  the  corre s ponding Ope ra ting Agre e me nt

de s cribing the  te rms  of the  Cove rLugg Offe ring. According to  a t le a s t four of the  P urcha s e

Agreements , "the  tota l number of outs tanding units  of the  LLC is  352,100 units  off]ass  A Units  and

647,900 units  of Non-Cla ss  A Units ."

13 16.

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1 1 7 .

22

23

24

25

According  to  Cove rLugg 's  Ope ra ting  Agre e me nt 10 ,000  units  e qua te s  to  l%

me mbe rs hip inte re s t in Cove rLugg. Als o, a ll dis tributions  of ne t ca s h flow "s ha ll ma de  to the

members  as  follows: (a ) Firs t, to the  Preferred Return to Class  A Members ...(b) Second, to the  Non-

Class  A Members  in accordance  with the ir participa ting percentages  of membership inte rests ." "The

Cla s s  A Me mbe rs  s ha ll be  e ntitle d to pre fe rre d dis tributions  on a  pro ra ta  ba s is  ba s e d on the ir

re spective  Pa rticipa ting Pe rcentages ...if the  Cla ss  A Members  have  rece ived dis tributions  tota ling

the ir origina l ca pita l contributions , this  provis ion sha ll be  te rmina te d a nd a il Me mbe rs  will re ce ive

dis tributions  in accordance  with the ir pa rticipa ting pe rcentages  of membership inte res t."

In or about September 2011, CoverLugg and Sanchez misrepresented to a t least one

inve s tor in the  Cove rLugg Offe ring, tha t "he  wa s  ha ving proble ms  filling orde rs  [for Cove rLugg

product], the  problem be ing tha t he  had so many orde rs  coming in tha t he  couldn't fill them a ll, and

he  needed investors  in order to be  able  to fund fulfilling backed-up orders ." In light of tha t s ta tement,

from a t le a s t Fe brua ry 2011 until a t le a s t J a nua ry 2012, Cove rLugg wa s  in a  "pre -s a le " s ta tus ,

26

4
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1 Sanchez s ta ted "we didn't have  anything. We just went on prototypes, we  had zero sa les ...we  didn't

2 ha ve  product to s e ll."

18.3

4

5

6

7

8 19.

9

10

CoverLugg and Sanchez mis repre sented to a t le a s t one  inves tor in the  Cove rLugg

Offe ring, tha t "he  ha d lice ns ing a gre e me nts  with Ma jor Le a gue  Ba s e ba ll, the  Na tiona l Footba ll

Le a gue , Ma jor Le a gue  S occe r, a nd the  Na tiona l Colle gia te  Athle tic As s ocia tion," to produce ,

market, and se ll customized CoverLugg product with the ir respective  logos. When in fact CoverLugg

and/or Sanchez did not have  licensing agreements  with any of the  above entities .

Cove rLugg a nd S a nche z fa ile d to dis clos e  to a t le a s t fourte e n inve s tors  in the

Cove rLugg Offe ring tha t Sa nche z' bus ine ss  pa rtne r, who wa s  in cha rge  of promotiona l sa le s  for

CoverLugg, in 2001, pled guilty to one  count of Fraud by Wire , Radio, or Televis ion. Sanchez s ta ted

11 that he failed to disclose the conviction to the investors because "it's not my place and I wasn't

12 going to embarrass  him.as

13 20.

14

15

16

17

18

19

20

21

23 21.

24

25

Cove rLugg a nd S a nche z fa ile d to dis clos e  to a t le a s t fourte e n inve s tors  in the

CoverLugg Offering, tha t from at least April 2009 until a t least November 2010, Sanchez had a t least

four judgments  filed aga inst him and Respondent Spouse . The  judgments  were  for the  following: (1)

breach of fiduciary duty by embezzling funds [$47,699.46] from a  previous business partner in Spark

Holdings , LLC, a n Arizona  limite d lia bility compa ny; (2) viola tion of the  Uniform Fra udule nt

motorcycle  to his  fa the r a nd mothe r in-la w, with the  "a ctua l inte nt to hinde r, de la y, or de fra ud

P la intiff [bus ine ss  pa rtne r in S pa rk Holdings , LLC] in his  s ta tus  a s  Judgme nt Cre ditor," (3) cre dit

ca rd debt [$4,726.92], and (4) fa ilure  to pay homeowner a ssocia tions  fees  [$32l5]. The  unsa tis fied

22 judgments  tota l $56,233.38.

From August 201 l to April 2012, a t leas t three  inves tors  s igned individua l Purchase

Agre e me nts  for the  Cove rLugg Offe ring. Lis te d in the s e  s igne d P urcha s e  Agre e me nts  unde r

26

5
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1 tha t he /she  is  an 'accredited inves tor' a s  de fined in Regula tion D promulga ted under the  Securitie s

2 Act.as

3 22.

4

5

6

7 23.

8

9

10

11 24.

1 2

13

1 4

1 5 25.

16

In Octobe r 2011, a t le a s t five  inves tors  s igned individua l Purchase  Agreements  for

the  Cove rLugg Offe ring, none  of the  five  s igne d P urcha s e  Agre e me nts  conta ine d the  a bove -

the  investors  were  required to be  an "accredited investor."

At le a s t thirte e n of the  inve s tors  in the  Cove rLugg Offe ring, me t with Sa nche z a nd

learned about the  investment opportunity in the  CoverLugg Offe ring. At leas t one  of the  investors  in

the  CoverLugg Offering, was not an accredited investor a t the  time of investment, and Sanchez fa iled

to inquire  and/or ve rify whe ther or not the  investor was  an accredited investor.

Although, ne ither CoverLugg's  Opera ting Agreement nor Purchase  Agreement s ta ted

an expected re turn da te  of inves tment, a t leas t dirge  inves tors  in the  CoverLugg Offe ring expected

to s e e  a  re turn of the ir inve s tme nt within a  ye a r, ba se d on S a nche z' ora l re pre se nta tions  of the

projected time  frame  for the  re turn on the ir principa l inves tments .

Cove rLugg's  Opera ting Agreement s ta te s  "the  sa la rie s  of the  office rs  sha ll be  fixed

from time to time by the  Management Committee  and no Manager sha ll be  prevented from rece iving

1 7 such sa lary by reason of the  fact tha t he  is  a lso a  Member of the  Company.

26. From

as

1 8 Augus t 2014, S a nche z tra ns fe rre d

1 9

a t le a s t  Ap ril 2 0 1 1  u n til a t  le a s t

a pproxima te ly $183,900 of inve s tors ' funds  from Cove rLugg's  bus ine ss  a ccount to the  bus ine ss

20

21

22

23

24

25

26

a ccount of S a ndbox Cre a tive , LLC ("S a ndbox"). S a ndbox is  a  limite d lia bility compa ny tha t wa s

organized under the  laws of the  sta te  of Arizona, in April 2007. Sanchez is  the  founder and managing

me mbe r of S a ndbox. S a ndbox is  a  s e pa ra te  e ntity from Cove rLugg, howe ve r S a ndbox provide s

marke ting services  to CoverLugg and other companies .

27. Since at least 2011, Sanchez admitted he has used Sandbox's business account as his

pe rsona l account, in orde r to hide  his  income  tram judgment creditors . Sanchez s ta ted "I had one

[personal bank account] and then I had a  judgment against me and they went in there  and took every

6

I



\
I

Docket No. S-2()84A- 16-0315

1

2

3 28.

4

5

dime  out of the re . And, you know, whe n you ha ve  a  fa mily of four a nd you don't ha ve  a ny mone y

le ft, you don't do tha t a ga in. S o I ne ve r put it ba ck in the re  a ga in."

Be twe e n  Fe brua ry 2011  a nd  April 2012 , a t le a s t fourte e n  inve s to rs  c o lle c tive ly

inve s te d a t le a s t $1,143,000 in the  Cove rLugg Offe ring.

To da te , inve s tors  in  the  Cove rLugg Offe ring  ha ve  not re ce ive d  a  re turn  of the ir29.

6 inve s tme nts .

7 S ANC HE Z C O N VIC T IO N

8 30. On J une  14, 2013, the  Unite d S ta te s  Attorne y's  Office , Dis tric t of Arizona , file d a n

9 In fo rma tion  a ga ins t S a nc he z  fo r one  fe lony c oun t o f Cons p ira c y to  Commit Ba nk Fra ud . The

10

12

13

14

15

16

Infonna tion s ta te s  "[f]rom on or about July 27, 2005 up to and including Februa ry 2007, within the

Dis trict of Arizona  and e lsewhere , Sanchez and others  did knowingly and willfully devise  and intend

to de vise  a  s che me  a nd a rtifice  to de fra ud M & I Ba nk a nd to obta in mone y from M & I Ba nk by

me a ns  of fa ls e  a nd fra udule nt pre te ns e s , re pre s e nta tions , a nd promis e s  a nd by inte ntiona l

concealment and omission of material facts." "Sanchez and others devised a  scheme to purchase real

prope rtie s  with mortga ge  loa n a pplica tions  tha t fa ls e ly re pre s e nte d the  buye r's  a s s e ts , income ,

mortgage  debts , sources of intended down-payment and intent to occupy the  improved property as a

17 prima ry re s ide nce .

3 l .

as

18

19

20 32.

21

22

On August 16, 2013, Sanchez s igned a  Waive r of Indictment and pled guilty to one

count of Conspiracy to Commit Bank Fraud.

On June 29, 2015, Sanchez was sentenced to five years ' probation and ordered to pay

res titution in the  amount of $65,000.

Sanchez admitted tha t he  fa iled to disclose  to a t leas t four investors  in the  ForeFace33.

23

24

Offe ring , tha t on  Augus t 16 , 2013 , S a nc he z p le d  gu ilty to  Cons p ira c y to  Commit Ba nk Fra ud .

S a nche z s ta te d tha t he  fa ile d to dis clos e  his  conviction, be ca us e  "I'm e mba rra s s e d by it. S o I don't

25 s ha re  it with a nyone .as

26

7
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1 FO NE FACE

2 34.

3

4

5

6

7

8

9

10

11

12

From at least April 2013 until a t least June  2014, Sanchez and FoneFace  offered and

sold investment contracts  issued by Sanchez and FoneFace  in the  form of membership inte res ts  in

Fore Fa ce , within a nd from Arizona  (colle ctive ly the  "Fone Fa ce  Offe ring").

35. In 2012, Fone Fa ce  wa s  forme d with the  purpos e  of de s igning, ma nufa cturing,

ma rke ting a nd se lling s tre tcha ble  ne opre ne  "one  s ize  fits  a ll" cove rs  for sma rt phone s , ha nd he ld

devices, laptops and computer table ts .

36. From Ma y 2012 to a t le a s t Augus t 2014, S a nche z wa s  the  ma na ging me mbe r of

ForeFace . S ince  a t leas t April 2013 until a t leas t November 2013, Sanchez has  been the  opera ting

manager for FoneFaee. As operating manager Sanchez had the "duties and authority of the Chairman

of the  Board," and was responsible  for the  "genera l overa ll supervision of the  business and a ffa irs o f

the  Compa ny," e xce pt for a n e nume ra te d lis t of "Ma jor De cis ions " which re quire  a pprova l of a

13 majority vote  of the  "Management Committee ," one  of whom is  Sanchez.

37.14 A majority of the  Managing Committee  must approve  ForeFace 's  "Major Decis ions ,"

15

16

17

18

19

20

21

22

23

24

25 38.

26

including decis ions  regarding: "issuing, se lling, or agree ing to issue  or se ll new units  to any Member

or a dditiona l Me mbe r, hiring or te rmina ting a ny e xe cutive  le ve l e mploye e , or e nte ring into or

a me nding a gre e me nts , whe the r ora l or writte n , re la te d  to  compe ns a tion of e xe cutive  le ve l

e mploye e s , e nte ring to commitme nts  for ca pita l e xpe nditure s , e nte ring into or be  a  pa rty to a ny

transaction or loan with any Member, Manager or employee of the  Company, other than employment

a rra nge me nts  e nte re d into in the  ordina ry cours e  of bus ine s s , comme ncing a ny ba nkruptcy

proce e ding to the  Compa ny, knowing pe rform a ny a ct for which subje ct a ny Me mbe r to pe rsona l

lia bility in a ny juris diction, a nd doing a ny a ct for which this  a gre e me nt s pe cifica lly re quire s  the

consent of the  Members , or which would make  it imposs ible  or unreasonably burdensome  to ca rry

on the  business  of the  Company."

Pursuant to ForeFace 's  Ope ra ting Agreement, non-managing committee  members

have  no enumera ted authority and cannot take  part in the  control of management of the  company's

8
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1

2

bus ine ss , nor can they vote  to remove  Sanchez a s  the  ope ra ting manage r or any member on the

Managing Committee . As  a  re sult, the  Managing Committee  [including Sanchez] has  control of the

3 company through its  exclus ive  power to approve  a ll "Major Decis ions .

39. a

as

4 O n  No ve mb e r 1 ,  2 0 1 3 ,  Fo re Fa ce  is s u e d confide ntia l P riva te  P la ce me nt

5

6 40.

7

8

9

10

42.

1 2

1 3

1 4

1 5

1 6

17 43.

1 8

1 9

20

2 1

22

23

24

25

26

Memorandum ("FoneFace  PPM") describing the  FoneFace  Offe ring.

The  FoneFace  PPM offe red membership inte rest in FoneFace  with a  tota l offe ring of

$605,000, with a  minimum investment of $50,000. "The  Prefe rred Members , as  a  group, will have  a

security inte re s t in the  Company's  inte llectua l prope rty."

41. At le a s t twe lve  of the  inve s tors  in the  Fone Fa ce  Offe ring, me t with S a nche z a nd

learned about the  investment opportunity in the  FoneFace  Offering.

According to the  FoneFace  PPM's  biography on Sanchez, Sanchez is  the  "President

and Founder" of ForeFace . The  FoneFace  PPM sta tes  "Mr. Sanchez is  a  born entrepreneur. He has

multiple  pa te nts  a nd ha d ha s  introduce d ma ny intriguing products , including Cove rLugg lugga ge

cove rs  curre ntly s old in re ta il s tore s  a cros s  the  country. With ove r 19 ye a rs  of ma na ge me nt

experience  and the  ability to a ttract and re ta in ta lented individua ls  to round out the  team, ForeFace

is  poise d for profound growth."

In light of the  above-mentioned s ta tement: ForeFace  and Sanchez fa iled to disclose

to at least nine investors in the FoneFace Offering, that on June 14, 2013, the United States Attorney's

Office , Dis trict of Arizona , file d a n Informa tion a ga ins t S a nche z for Conspira cy to Commit Ba nk

Fraud, Cove rLugg luggage  cove rs  were  not sold in re ta il s tore s  across  the  country, and ForeFace

and Sanchez a lso fa iled to disclose  to a t least twelve  investors  in the  FoneFace  Offering tha t from a t

lea s t April 2009 until a t le a s t July 2011, Sanchez had a t le a s t s ix judgments  filed aga ins t him and

Re s ponde nt S pous e . The  judgme nts  we re  for the  fo llowing: (l) bre a ch of fiducia ry duty by

embezzling funds 1$47,699.46] from a  previous business partner in Spark Holdings, LLC, an Arizona

[$592], Sanchez transfe rred ownership of his  Harley Davidson motorcycle  to his  fa ire r and mothe r

9
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1

2

3

in-la w, with the  "a ctua l inte nt to hinde r, de la y, or de fra ud P la intiff [bus ine s s  pa rtne r in S pa rk

Holdings , LLC] in his  s ta tus  a s  Judgme nt Cre ditor," (3) cre dit ca rd de bt [$4,726.92]; (4) fa ilure  to

pay homeowner associa tions  fees  [$3215], (5) credit ca rd debt [$31,098], and (6) credit ca rd debts

4 [$7205]. The  unsa tis fied judgments  tota l $94,536.38

44.5 On August 6, 2014, Sanchez volunta rily removed himse lf a s  the  managing member

6 of ForeFace .

7 45.

8 46.

At leas t twelve  investors  invested a t leas t $678,000 in the  ForeFace  Offe ring.

To da te , inve s tors  in the  Fore Fa ce  Offe ring ha ve  not re ce ive d a  re turn on the ir

9 inve s tm e nts .

10 BIRDIE MEDIA

11 47.

12

13

14 48.

15

16

From a t leas t September 2014 until a t leas t March 2016, Sanchez and Birdie  Media

offered and sold investment contracts issued by Sanchez and Birdie  Media  in the form of membership

inte re s ts  in Birdie  Me dia , within a nd from Arizona  (colle ctive ly the  "Birdie  Me dia  Offe ring").

Birdie  Media  was  fanned in 2014, with the  purpose  of making cus tomized S ignage

for golf courses, golf tournaments, and golf re lated events. Since September 2014, Sanchez has been

the  managing member of Birdie  Media .

49.17 At le a s t two inve s tors  in the  Birdie  Me dia  Offe ring, me t with S a nche z a nd le a rne d

18

19 50.

20

21

about the  inves tment opportunity in the  Birdie  Media  Offe ring.

At least three  investors  in the  Birdie  Media  Offering, in exchange  for the ir investment

in Birdie  Media  rece ived a  15% membership inte re s t in Birdie  Media .

At lea s t one  inves tor in the  Birdie  Media  Offe ring, was  not an accredited inves tor a t51.

22 the  time  of inves tment.

23 52.

24

25

26

Birdie  Me dia  a nd S a nche z fa ile d to dis close  to a t le a s t two inve s tors  in the  Birdie

Media  Offering tha t from a t least April 2009 to July 2011, Sanchez had approximate ly s ix judgments

file d a ga ins t him a nd Re s ponde nt S pous e . The  judgme nts  we re  for the  following: (1) bre a ch of

fiducia ry duty by e mbe zzling funds  [347,699.46] from a  pre vious  bus ine s s  pa rtne r in  S pa rk

10
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1

2

3

4

5

6

7

Holdings , LLC, a n Arizona  limite d lia bility compa ny, (2) viola tion of the  Uniform Fra udule nt

motorcycle  to his  fa the r a nd mothe r in-la w, with the  "a ctua l inte nt to hinde r, de la y, or de fra ud

P la intiff [Bus ine ss  pa rtne r in S pa rk Holdings , LLC] in his  s ta tus  a s  Judgme nt Cre ditor," (3) cre dit

ca rd debt [$4,726.92]; (4) fa ilure  to pay homeowner a ssocia tions  fees  [$32l5], (5) credit ca rd debt

[$3 l ,098], and (6) credit card debts  [$7205]. The  unsa tisfied judgments  tota l $94,536.38.

53. Birdie  Me dia  a nd S a nche z fa ile d to dis close  to a t le a s t two inve s tors  in the  Birdie

8

9 54.

1 0

11

Media  Offe ring tha t Sanchez pled guilty to Conspiracy to Commit to Bank Fraud.

On Ja nua ry 29, 2015, the  Inte rna l Re ve nue  S e rvice  ("IRS ") file d two lie ns  a ga ins t

Sanchez and Respondent Spouse. The liens tiled were for the respective tax period ending December

31, 2005, for $25,480, and tax pe riod ending December 31, 2010, for $195,595. The  outs tanding

12 liens  tota l $221,075.

55.1 3 Birdie  Me dia  a nd S a nche z fa ile d to dis close  to a t le a s t two inve s tors  in the  Birdie

1 4 Me dia  Offe ring, tha t on J a nua ry 29, 2015, the  IRS  file d two lie ns  a ga ins t him a nd Re s ponde nt

1 5 Spouse v

1 6 56. Birdie  Me dia  a nd S a nche z fa ile d to dis clos e  to a t le a s t one  inve s tor in the  Birdie

1 7

1 8

1 9

20

2 1

Media  Offe ring tha t on March 14, 2016, a  de fault judgment was  filed aga ins t CoverLugg, Sanchez,

and Respondent spouse. Sanchez' former business partner in CoverLugg and FoneFace brought the

action aga ins t Sanchez and CoverLugg. The  judgment award is  approximate ly $246,000.

57. Upon informa tion and be lie f, a t le a s t s ix inves tors  inves ted a t le a s t $185,000 in the

Birdie  Me dia  Offe ring.

22 Iv.

23

24

VIOLATION OF A.R.S. §44-1841

(Offer and Sale  of Unregis tered Securities )

25 58.

26

From on or about February 2011 through April2012, CoverLugg and Sanchez Offered

and sold securities  in the  form of investment contracts , within or from Arizona.
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1 59.

2

3 60.

4

From on or about April 2013 through June 2014, FoneFace and Sanchez offered and

sold securities  in the  form of investment contracts , wiMp or from Arizona .

From on or a bout S e pte mbe r 2014 until a t le a s t Ma rch 2016, Birdie  Me dia  a nd

Sanchez offered and sold securities in the  form of investment contracts, within or from Arizona.

5 61. The  s e curitie s  re fe rre d  to  a bove  a re  not re gis te re d  purs ua nt to  Artic le s  6  or 7  of the

6 Securities Act.

7 62.

8 v.

9

10

VIOLATION OF A.R.S. §44-1842

(Transactions by Unregistered Dealers or Salesmen)

63.

12

13

CoverLugg, ForeFace, Birdie  Media , and Sanchez offered or sold securities within or

from Arizona while  not registered as deeders or salesmen pursuant to Article  9 of the Securities Act.

64.

i4 VI.

15 VIOLATION OF A.R.S. §44-1991

16 (Fraud 'm Connection with the Offer or Sale of Securities)

17 65. In connection with the  offer or sa le  of securities within or from Arizona, Respondents

18

19

20

21

22

23

24

25

directly or indirectly: (i) employed a device, scheme, or artifice to defraud, (ii) made untrue statements

of materia l fact or omitting to sta te  materia l facts that are  necessary in order to make the  sta tements

made  not mis leading in light of the  circumstances  unde r which they a re  made , or (iii) engaged in

transactions, practices, or courses of business that operate or wotdd operate as a fraud or deceit upon

offerer and investors . Respondents ' conduct includes, but is  not limited to, the  following:

a ) CoverLugg and Sanchez failed to disclose to at least fourteen investors in the

CoverLugg Offe ring, tha t from a t leas t April 2009 until a t leas t November 2010, Sanchez had four

judgments tiled against him and Respondent Spouse;

26

12
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I b) FoneFace , and Sanchez fa iled to disclose  to a t least twelve  investors  in the

2

3

4

Fore Fa ce  Offe ring, tha t Hom a t le a s t April 2009 until a t le a s t J uly 201 l, S a nche z ha d s ix judgme nts

filed aga ins t him and Respondent S pouse ,

Birdie  Me dia  a nd S a nche z fa ile d to dis clos e  to a t le a s t two inve s tors  in the

5

7

8

9

10

c)

Birdie  Me dia  Offe ring, tha t from a t le a s t April 2009 until a t le a s t J a nua ry 2015 S a nche z ha d s ix

6 judgments  and two IRS  liens  filed aga ins t him and Res pondent S pous e ,

d ) CoverLugg and Sanchez fa iled to dis clos e  to a t lea s t fourteen inves tors  in the

CoverLugg Offe ring, tha t Sanchez' bus iness  pa rtne r, who was  in cha rge  of promotiona l sa les  for

CoverLugg, in 2001 , pled guilty to Fraud by Wire , Radio or Television;

Fore Fa ce  a nd S a nche z fa ile d to disclose  to a t le a s t four inve s tors  in the ,

11

12

13

e)

ForeFace Offering, tha t on August 16, 2013, Sanchez pled guilty to one fe lony count of Conspiracy

to Commit Bank Fraud,

Birdie  Media  and Sanchez fa iled to disclose  to a t leas t two inves tors  in the

14

15

16

17

18

19

20

21

22

f>

Birdie  Me dia  Offe ring, tha t on Augus t 16, 2013, S a nche z ple d guilty to one  fe lony count of

Cons piracy to Commit Bank Fraud, and was  s entenced on J une  29, 2015, to five  yea rs ' proba tion and

ordered to pay restitution,

g) On or about September 201 l, CoverLugg and Sanchez misrepresented to at

least one  investor in the  CoverLugg Offering, by s ta ting, "he  was having problems filling orders  [for

CoverLugg product], the  problem be ing tha t he  had so many orders  coming in tha t he  couldn't fill

them a ll, and he  needed inves tors  in orde r to be  able  to fund fulfilling backed-up orde rs ." In light

of that sta tement, from at least February201 1 until a t least January 2012, CoverLugg was in a  "pre-

sa le" s ta tus , Sanchez s ta ted "[w]e  didn't have  anything. We jus t went on prototypes , we  had zero

23 sa les , , .we  didn't have  product to se ll,"

24

25

26

h) Cove rLugg a nd S a nche z mis re pre s e nte d to a t le a s t one  inve s tor in the

CoverLugg Offe ring tha t "he  had licens ing agreements  with Major League  Baseba ll, the  Na tiona l

Footba ll Le a gue , Ma jor Le a gue  S occe r, a nd the  Na tiona l Colle gia te  Athle tic As s ocia tion," to

13
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1

2

3

4

5

6

7 66.

8 67.

9

1 0

11

produce , market, and se ll customized CoverLugg product with the ir respective  logos. When in fact

CoverLugg and/or Sanchez did not have  licensing agreements  with any of the  above  entities , and

i) Fone Fa ce  a nd S a nche z mis re pre s e nte d to a t le a s t two inve s tors  in the

FoneFace  Offe ring, by s ta ting in FoneFace 's  PPM tha t Sanchez "has  introduced many intriguing

products , including CoverLugg luggage  covers  currently sold in re ta ils  s tores  across  the  country."

When in fact, CoverLugg luggage  covers  were  not sold in re ta il s tores  across  the  country.

Sanchez directly or indirectly controlled Cove rLugg, FoneFace , and Birdie  Media

1 2 VII.

13 REQUES TED RELIEF

1 4

1 5 1.

1 6

1 7

1 8

1 9

20

2 1

22

23

The Division requests  tha t the  Commission grant the  following re lie f:

Order Respondents  to permanently cease  and desist from viola ting the  Securities  Act,

Order Respondents  to take  a ffirmative  action to correct the  conditions  resulting from

Respondents ' acts , practices, or transactions, including a  requirement to make restitution pursuant to

3. Orde r Respondents  to pay the  s ta te  of Arizona  adminis tra tive  pena ltie s  of up to five

Order that the marital community of Sanchez and Respondent Spouse be subj act to any

order of restitution, rescission, administrative penalties, or other appropriate  affirmative action pursuant

24

25 Order any other relief that the Commission deems appropriate .

26

4.

5.

2.

14
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l VIII.

2 HEARING OPPORTUNITY

3 Each respondent [including Respondent Spouse] may request a hearing pursuant to A.R.S. §44-

1972 and A.A.C. R14-4-306.4 If a Respondent or a Respondent Spouse requests a hearing, the

5 requesting respondent must also answer this Notice.

6

7

8

9

1 0

11

1 2

1 3

1 4

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 Mai] the request to Docket Control, Arizona

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

obtained from Docket Control by calling (602) 542-3477 or on the Commission's Internet web site at

http://ww'w.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

1 5

1 6

1 7

1 8

1 9

20

2 1

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/secu1ities/

enforcement/Adminis;rativeProqedure.asp.

22 lx .
23

ANSWER REQUIREMENT

24

25

26

Pursuant to A.A.C. R14-4-305, if a Respondent or a Respondent Spouse requests a hearing,

the requesting respondent must deliver or mail an Answer to this Notice of Opportunity for Hearing

to Docket Control, Arizona Corporation Commission, 1200 W. Washington, Phoenix, Arizona

15
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1

2

3

4

5

6

85007, within 30 ca le nda r da ys  a fte r the  da te  of se rvice  of this  Notice . Filing ins tructions  ma y be

obta ined from Docke t 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 /hea rings /docke t.a sp.

Additiona lly, the  answering re spondent must se rve  the  Answer upon the  Divis ion. Pursuant

to A.A.C. R14-4-303, s e rvice  upon the  Divis ion ma y be  ma de  by ma iling or by ha nd-de live ring a

copy of the  Answer to the  Divis ion a t 1300 West Washington, 3rd Floor, Phoenix, Arizona , 85007,

addressed to Michael Shaw.7

8 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

9

1 0

origina l s igna ture  of the  a nswe ring re sponde nt or re sponde nt's  a ttorne y. A s ta te me nt of a  la ck of

sufficient knowledge  or informa tion sha ll be  cons ide red a  denia l of an a llega tion. An a llega tion not

denied shall be  considered admitted.

1 2

13

1 4

15

1 6

When the  answering respondent intends in good fa ith to deny only a  part or a  qua lifica tion of

an a llega tion, the  respondent sha ll specify tha t pa rt or qua lifica tion of the  a llega tion and sha ll admit

the  remainder. Respondent waives  any a ffirmative  defense  not ra ised in the  Answer.

The  officer presiding over the  hearing may grant re lie f from the  requirement to file  an Answer

for good cause  shown.

1 7 Dated this day of September, 2016.

1 8

1 9
Matthew J . Neub
Director of Securlldies

20

2 1

22

23

24

25

26
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