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BEFORE THE ARIZONA CORPORATION COMMISSION

CARL J. KUNASEK
Chairman

JM IRVIN

Commissoner

WILLIAM A. MUNDELL
Commissoner

In the matter of DOCKET NO. S-03405A-00-0000
JEROME ALEX ZANOWSKI
18424 North 98" Avenue

Sun City, Arizona 85373,

ORDER TO CEASE AND DESIST
AND CONSENT TO SAME

Respondent.

N N N N N N N

Decision No.

INTRODUCTION.

JEROME ALEX ZANOWSKI (“RESPONDENT”) dects to permanently waive his right to a
hearing and appeal under Articles 11 and 12 of the Securities Act of Arizona (“the Act”) with respect to this
Order to Cease and Desst (Order); admits the jurisdiction of the Arizona Corporation Commisson
(“Commission”); admits the Findings of Fact and Conclusions of Law contained in this Order; and consents to
entry of this Order by the Commission.

.
FINDINGS OF FACT

1 JEROME ALEX ZANOWSKI (“RESPONDENT”) is an Arizona citizen whose last known

address is 18424 North 98" Avenue, Sun City, Arizona 85373. RESPONDENT is licensed in Arizona to

Al insurance.
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2. At dl rdevant times, JEROME ALEX ZANOWSKI has been married to IRENE L.

ZANOWSKI, whose last known address is 18424 North 98" Avenue, Sun City, Arizona 85373. All of
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his actions have been in furtherance of the ZANOWSKI marital community. IRENE L. ZANOWSKI was
not a respondent in the Notice of Opportunity for Hearing in this action filed on June 26, 2000, but
acknowledges that al actions of RESPONDENT, as outlined here, have been in furtherance of the
ZANOWSKI maritd community.

The Promissory Notes

3. In or about November 1996, RESPONDENT sold securities, in the form of a promissory
note, to an investor for $25,000. The note was issued by a Texas company, Ameritech Petroleum, Inc.
(“Ameritech”). The note was for nine months and paid ten percent interest. RESPONDENT received a
commission of seven percent on the sdle. The note was dlegedly guaranteed by a bond issued by Tangent
Insurance Company.

4, Ameritech paid the investor back his principal on that investment. Later, on June 3, 1999, the
United States Securities and Exchange Commission (“SEC”) sued Ameritech, dong with others for violating
securities laws by issuing fraudulent promissory notes and perpetuating a Ponzi scheme. The SEC dso dated
that the dleged bond issued by Tangent Insurance Company was nonexisent. The court later granted
judgment for the SEC. On May 12, 2000, the president of Ameritech pled guilty to criminal charges for his
actionsinvolving Ameritech and other companies.

5. On or about March 15, 1999, RESPONDENT sold securities, in the form of a promissory
note to an investor for $100,000. The note was issued by a Florida company, Sebagtian Internationa
Enterprises, Inc. (“Sebagtian”). The note was for nine months and paid 11.25 percent interest.
RESPONDENT received a ten percent commission on the sale, or $10,000. The note was alegedly backed

by a bond issued by the New England Internationd Surety Inc. (“NEIS”), located in Belgium.
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RESPONDENT told the investor that the investment with Sebastian was safe and that the investor would be
protected by the insurance bond from NEIS].

6. Sebadtian paid some interest on the note, but defaulted prior to repayment of the principal.
NEISl has falled to pay off its underlying bond. After the default, RESPONDENT attempted to assist the
investor in collecting his principd.

7. On Augugt 19, 1999, the SEC sued the principas of Sebastian for securities fraud, for
operating Sebastian as a Ponzi scheme. A receiver was appointed to operate Sebastian. Other states have
issued orders againgt Sebastian and NEIS for the sale of unregistered securities.

8. RESPONDENT failed to contact the Arizona Department of Insurance to determine whether
Tangent or NEIS were authorized to transact business in Arizona or issue any type of insurance contract or
bond in the gtate of Arizona. If he had, he would have learned that they were not authorized. He falled to
contact any governmentd regulaors prior to recommending that the investor invest in the companies.
RESPONDENT did not learn and did not inform the investor in Sebagtian that prior to his investment, the
Commonwedth of Pennsylvania had issued a cease and desist order against Sebastian ordering it to stop the
offer and sde of unregistered securities.

9. RESPONDENT did not inform the investors that the above promissory notes were not
registered as securities in Arizona or exempt from regidration, faled to inform the investors that he was not
registered as a securities dedler or sdesman, faled to fully disclose the financid incentives of up to ten percent
commissions that he recaived for sdlling the promissory notes and falled to provide full disclosure regarding the
investment including risk, disclosure statements, prospectuses, financia statements or RESPONDENT' s lack
of due diligencein investigating the investment.

The Pay Tdephone Contracts
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10. Between August and December 1998, RESPONDENT sold investment contracts to three
investors, who paid a totd of $154,400. The investments were in the form of sde and lease-back
arrangements where investors purchased pay telephones from B.E.E. Communications, Inc. (“BEE”) a a cost
of $6,750 per unit and leased them back to ETS Payphones, Inc. (“ETS’) for a minimum income stream of
$75.00 per month. All operationd decisons were then made by ETS. RESPONDENT told investors that
the return was guaranteed.

11. RESPONDENT received commissions of seven percent for each sde.

12. RESPONDENT did not inform the investors that he had not taked with any governmenta
regulators prior to recommending that the investors invest in the companies. RESPONDENT did not inform
investors that the investment contracts were not registered as securities in Arizona or exempt from regisration,
faled to inform investors that he was not registered as a securities deder or sdesman, falled to fully disclose
the financia incentives of up to nine percent commissons that he received for sdlling the investment contracts
and faled to provide full disclosure regarding the investment including risk, disclosure statements,
prospectuses, financid statements or RESPONDENT’ s lack of due diligence in investigating the investment.

The Ponzi | nvessment Contr act

13. In Fal 1999, RESPONDENT saw an advertissment in an Arizona newspaper from
Integrowth Financid Group (“IFG”) offering investments earning interest from nine to twenty percent interest
with no market risk and fully secured principa. RESPONDENT contacted IFG and was introduced to the
Chemicd Trugt investment. RESPONDENT sold one Chemicd Trust investment contract to a Sun City,
Arizonainvestor for $10,000. As part of the transaction, the investor dso had to pay a $99 “membership” fee

to Chemica Trust.
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14. RESPONDENT provided literature to the investor regarding the investment. That literature
dated that the return was guaranteed. RESPONDENT told the investor that the investment would pay 14%
annud interest, plus an 18% bonus after ten years if the contract was kept in place that long. Chemicd Trust
alloved RESPONDENT to offer investors yp to 25% interest. RESPONDENT kept 11% interest for
himsdaf as a commission and provided 14% to the investor. RESPONDENT told the investor it was a safe
investment, backed by an insurance company bond, issued by U.S. Guaranty Co. (“USGC”).

15.  Theliterature provided to the investor stated that Chemica Trust had been in business for 14
years and had assets of $725,000,000. Chemica Trust dlegedly made profits by purchasing U.S. Treasury
notes and distressed property at discount, selling for an immediate profit. USGC dlegedly had assets of
$2,415,142,120, which backed up the bond guaranteeing the investment.

16. On January 7, 2000, the SEC filed a complaint against Chemica Trust, USGC, and others
dleging that the money invested with them was misappropriated and sent to offshore bank accounts. It also
dleged that newer investors funds were being used to pay off older investors, in a Ponzi scheme.
Subsequently, a preliminary injunction was issued againg the defendants and a receiver gppointed to attempt
to collect assets.

17.  Theinvedor received one month's interest payment from Chemicd Trust before it defaulted
on the investment. Due to the default of Chemica Trust, RESPONDENT did not receive his contracted for
commisIon.

18. RESPONDENT falled to make efforts to determine if any information he was provided was
correct, other than talking with IFG. He failed to ascertain whether Chemica Trust or USGC had any assets
they clamed in ther literature. He faled to contact the Arizona Department of Insurance to determine

whether USGC was authorized to transact businessin Arizona or issue any type of insurance contract or bond
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in the gate of Arizona. If he had, he would have learned that it was not authorized. He failed to contact any
governmenta regulators prior to recommending that the investor invest in the companies.

19. RESPONDENT did not inform the investor that the Chemical Trust investment contract was
not registered as a security in Arizona or exempt from registration, faled to inform the investor that he was not
regisered as a securities deder or sdesman, falled to fully disclose the financid incentives of up to deven
percent commissions that he received for selling the contract and failed to provide full disclosure regarding the
investment including risk, disclosure statements, prospectuses, financia statements or RESPONDENT' s lack
of due diligence in investigating the invesment.

The Viatical Policy

20.  Onor about April 25, 2000, RESPONDENT sold a viatica policy to investors for $11,475.
The policy was issued through Future First Financid Group (“Future First”) of Pointe Verda Beach, Florida
RESPONDENT received a commission of seven percent on the sale of the viatical policy. RESPONDENT
was given information about the viatical policy from IFG. RESPONDENT asked |FG for additiona products
to sdl after the Chemical Trust product defaulted.

21. The vidatcd investors had previoudy purchased insurance from RESPONDENT.
RESPONDENT approached them with the suggestion to purchase the viaticd policy. The money used to
purchase the policy came from an annuity policy that RESPONDENT had previoudy sold the investors.
They paid asurrender penaty when the money was taken from the annuity.

22. Prior to the sdle, on or about February 4, 2000, Future First and its vice-presdent were
indicted by the state of Florida for 81 counts of grand theft and one count of organized fraud in connection

with the marketing of fraudulently obtained policies vaued a $6,900,000.
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23. RESPONDENT did not inform the investors that he had never talked with the company or
any governmenta regulators prior to recommending that the investors invest in the viaticd policy.
RESPONDENT did not inform the investors that at the time of tharr investment, Future First and its vice-
presdent were under indictment by the state of Florida. RESPONDENT did not inform investors that the
investment contracts were not registered as securities in Arizona or exempt from regigtration, falled to inform
investors that he was not registered as a securities deder or sdesman, failed to fully disclose the financia
incentives of up to seven percent commisson that he received for salling the investment contracts and failed to
provide full disclosure regarding the nvestment including risk, disclosure statements, prospectuses, financia
gatements or RESPONDENT’ s own lack of due diligence in investigating the investment.

I11.
CONCLUSIONSOF LAW

1 The Commisson has jurisdiction over matters relating to securities pursuant to Article XV of
the Arizona Condtitution and the Act, A.R.S. § 44-1801 et seq.

2. The securities were not registered under A.R.S. 88 44-1871 through 44-1875 or 44-1891
through 44-1901; were not exempt from registration under A.R.S. 88 44-1843 or 44-1843.01; were not
offered or sold in exempt transactions under A.R.S. 8§ 44-1844; and were not securities exempt under any
rule or order promulgated by the Commission. This conduct violatesA.R.S. § 44-1841.

3. In connection with the offers to sdl and the sde of securities, RESPONDENT acted as a
deder and/or sdlesman within and/or from Arizona, dthough not registered pursuant to the provisons of
Article 9 of the Securities Act, in violation of A.R.S. § 44-1842.

4. In connection with the offer or sde of securities within or from Arizona, RESPONDENT

directly or indirectly: (i) employed a device, scheme or atifice to defraud; (if) made untrue statements of
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meaterid fact or omitted to state materia facts which were necessary in order to make the statements made not
mideading in light of the circumstances under which they were made; or (iii) engaged in transactions, practices
or courses of business which operated or would operate as a fraud or deceit upon offerees and investors.
RESPONDENT'S conduct includes, but is not limited to, the following:

a Failing to inform any of the investors that the above securities were not registered as

securitiesin Arizona or exempt from regigtration;

b. Faling to inform the investors that he was not registered as a securities dedler or
sdesman;
C. Falling to fully disclose the financid incentives of up to fourteen percent commissons

that he recaived for sdlling the securities;

d. Faling to provide full disclosure regarding the investments including risk, disclosure
statements, prospectuses, financid statements or RESPONDENT’S lack of due diligence in
investigating the investments;,

e Falling to inform investors that he had not contacted the Arizona Department of
Insurance to determine whether Tangent, NEISI or USGC were authorized to transact
businessin Arizona or issue any type of insurance contract or bond in the sate of Arizong;

f. Faling to inform the Sebadian investor that, prior to his investment, the
Commonwedth of Pennsylvania had issued a cease and dedst order againgt Sebastian
ordering it to stop the offer and sde of unregistered securities,

o] Falling to inform the viatical policy investors thet at the time of their investment, Future

First and its vice-president were under indictment by the state of Floride;
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h. Failing to disclose to the Chemicdl Trust investor that Chemical Trust and USGC did
not have any of the assetsthey clamed in their literature;
I. Informing the Sebagtian investor that his investment was safe and was protected by an
insrance bond from NEISI; and
J. Informing the Chemica Trugt investor that it was a safe investment, backed by an
insurance company bond.
V.

ORDER

THEREFORE, on the basis of the Findings of Fact and Conclusions of Law, the Commission finds
that the following Order is appropriate, in the public interest and necessary for the protection of investors.

IT IS ORDERED, pursuant to A.R.S. § 44-2032, RESPONDENT shal Cease and Desist from
violaions of the Act.

IT IS FURTHER ORDERED, pursuant to A.R.S. § 44-2032, that RESPONDENT and the marital
community of JEROME and IRENE L. ZANOWSXKI, jointly and severdly, shdl make monetary retitution in
the amount of $23,361.25 as sat forth in the records obtained by the Securities Division.

IT IS FURTHER ORDERED, pursuant to A.R.S. § 44-2036, RESPONDENT and the marital
community of JEROME and IRENE L. ZANOWSKI, jointly and severdly, shdl pay an adminidrative
pendlty in the amount of $10,000, payable to the Treasurer of the State of Arizona for depost into its generd
fund.

IT IS FURTHER ORDERED that RESPONDENT and the maritdl community of JEROME and
IRENE L. ZANOWXKI, jointly and severdly, shdl pay interest on al unpaid amounts of restitution and

pendty accruing from the date of entry of the Order, at the Satutory rate of ten percent per annum until the
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amounts are pad in full.

IT IS FURTHER ORDERED that restitution funds shal be deposited in an interest bearing account
through the office of Arizona Attorney Generd for the benefit of investors. The Attorney Generd shdl
disburse the avallable funds on a pro rata basis to investors as reflected in the records of the Securities
Divison. If any disbursement check issued by the Attorney Genera ether is not deiverable or has not
cleared the trust account within 120 days of the date of issuance, the funds related to such check shdl be
redigtributed to the known investors. If dl investors are paid in full, including interest, any returned funds shdl
revert to the state of Arizona, payable to the Treasurer.

IT IS FURTHER ORDERED that this Order shal become effective immediately upon the date set

forth below.
BY ORDER OF THE ARIZONA CORPORATION COMMISSION

a-IAIRMAN COMMISSIONER COMMISSIONER
IN WITNESS WHEREOF, I, Brian C. McNeil, Executive Secretary
of the Arizona Corporation Commission, have hereunto set my hand
and caused the officid sed of the Commission to be affixed at the
Capitol, in the City of Phoenix, this day of

, 2000.

BRIAN C. McNEIL
Executive Secretary

DISSENT

(MD)
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This document is available in dternative formats by contacting Shelly M. Hood, ADA Coordinator, voice

phone number 602/542-3931, E-mall shood@cc.state.az.us.

N:\ENFORCE\CASES\Zanowski.md\PL EADING\Consent.doc
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CONSENT TO ENTRY OF ORDER BY THE COMMISSION
AND WAIVER OF HEARING

1 JEROME ALEX ZANOWSKI (*RESPONDENT") and IRENE L. ZANOWSKI admit the
jurisdiction of the Arizona Corporation Commisson (“Commission’) over the subject matter of this
proceeding, and acknowledge that they have been fully advised of their right to a hearing to present evidence
and call witnesses. RESPONDENT and IRENE L. ZANOWSKI knowingly and voluntarily waive dl rights
to a hearing before the Commission and dl other procedures otherwise available under Article 11 of the
Securities Act of Arizona (the “Act”) and Title 14, The Arizona Administrative Code. RESPONDENT and
IRENE L. ZANOWSKI acknowledge that the accompanying Order to Cease and Desist and Consent to
Same (“Order”) conditutes avalid fina order duly rendered by the Commission.

2. RESPONDENT and IRENE L. ZANOWSK| knowingly and voluntarily waive any right they
may have under Article 12 of the Act to judicia review by any court by way of suit, gpped or extraordinary
relief resulting from the entry of this Order.

3. RESPONDENT and IRENE L. ZANOWSKI acknowledge and agree that this Order is
entered into freely and voluntarily and that no promise was made or coercion used to induce them to enter into
it.

4, RESPONDENT and IRENE L. ZANOWSKI admit the findings of fact and conclusions of
law and consent to the entry of the Order. ZANOWSKI and IRENE L. ZANOWSKI agreethat they shdl
not chalenge their vdidity in any present or future adminigrative proceedings before the Commisson or any
dtate agency concerning the denia or issuance of any licenses or registrations required by the State in order to
engage in the practice of any business or professon.

5. RESPONDENT and IRENE L. ZANOWSKI acknowledge that this Order resolves only

adminigrative violaions of the Act and that nothing contained in the Order purports to resolve any other
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issues that may exist between RESPONDENT, IRENE L. ZANOWSKI and the State. Nothing in the
Order shall be congtrued to restrict or preclude any other agency or officer of the State of Arizona or its
subdivisons from initiating other civil or crimina proceedings againd RESPONDENT or IRENE L.
ZANOWSKI, now or in the future, that may be related to the matter addressed by the Order and the
Consent. Nothing in the Order shdl be construed to restrict the State’ s right in afuture proceeding to bring an
action against RESPONDENT or IRENE L. ZANOWSKI from or related to facts not set forth in the Order.

6. RESPONDENT and IRENE L. ZANOWSKI acknowledge that they have been informed
and understand that the Commission or its desgnee, a the Commisson’s sole and exclusive discretion, may
refer or grant access to this matter, or any information or evidence gathered in connection with this matter, to
any person or entity having gppropriate adminigtrative, civil or crimina jurisdiction. RESPONDENT and
IRENE L. ZANOWSKI acknowledge that no representations regarding the above have been made so asto
induce them to enter into this Order, including the fact that no promise or representation has been made by the
Commisson or its designee or daff with regard to any potentid crimind liability or immunity from any potentia
aimind ligaility.

7. RESPONDENT and IRENE L. ZANOWSKI understand thet it is the Commission's policy
not to permit a Respondent to settle an action by consenting to an order that imposes a sanction while denying
the dlegations in the Noticee. RESPONDENT and IRENE L. ZANOWSKI further understand that the
Commisson's acceptance of a settlement in this matter is based upon compliance with this policy by
RESPONDENT and IRENE L. ZANOWSKI in any daements concerning this proceeding. If
RESPONDENT or IRENE L. ZANOWSKI breach this agreement, the Commisson may move to vacate
this Order and restore this case to its active docket.

8. JEROME ALEX ZANOWSKI AND IRENE L. ZANOWSKI acknowledge that any
restitution, fines or penaties imposed by this Order are the obligations of JEROME ALEX ZANOWSKI as
well asthe maritd community of JEROME ALEX ZANOWSKI AND IRENE L. ZANOWSKI.
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JEROME ALEX ZANOWSKI

SUBSCRIBED TO AND SWORN BEFORE me this day of

by Jerome Alex Zanowski

, 2000,

NOTARY PUBLIC
My Commisson Expires.
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IRENE L. ZANOWSKI
SUBSCRIBED TO AND SWORN BEFORE methis day of , 2000,

by Irene L. Zanowski

NOTARY PUBLIC
My Commission Expires.
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