BEFORETHE
STATE OF WISCONSIN
DEPARTMENT OF FINANCIAL INSTITUTIONS
DIVISION OF SECURITIES

In the Matter of ORDER TO CEASE AND DESIST
INCLUDING DISGORGEMENT AND

JACE T. MCDONALD, PETER P, b
VIATER, and DEREK M. ANDERSON, CIVIL PENALTIES (SUMMARY)

Respondents. File No. $-230672 (EX)

The Administrator of the State of Wisconsin, Department of Financial Institutions,
Division of Securities (“the Division™), having authority to administer and provide for
enforcement of the Wisconsin Uniform Securities Law, Wis. Stats. Chapter 551, (“WUSL”), and
having determined that this action is necessary and appropriate in the public interest and for the
protection of investors, hereby enters this Order directing Respondents to immediately Cease and
Desist from violating the WUSL, and ordering disgorgement and civil penalties.

The staff of the Bureau of Enforcement has presented sufficient grounds to Support the
following findings of fact and conclusions of law:

RESPONDENTS

1. Jace T. McDonald (*McDonald”) ig an adult born in November, 1971, who at all material
times has acted as an agent for the Conestoga entities, with a last known address of 211
East June Street, Adams, Wisconsin 53910-9304.

2. Peter P. Viater (“Viater™) is an adult born in May, 1951, who at all material {imes has
acted as an agent for the Conestoga entities, with a last known address of 60946 Viater
Road, Ashland, Wisconsin 54806.

3. Derek M. Anderson (“Anderson™) (CRD # 5136230) is an adult born in July, 1967, who

at all material times has acted as an agent for the Conestoga entities, with a last known
address of 9246 N. Clear Lake Road, Milton, Wisconsin 53563.

RELATED ENTITIES

4. Conestoga Settlement Services LLC is a Delaware limited liability company organized
on May 20, 2010 which is the organizing entity and initial trustor of Conestoga Trust, a
Delaware statutory trust which owns the life insurance policies in which fractional
interests are sold by agents of Conestoga Settlement Services. Its last known business
address 1s 1201 North Orange Street, Suite 600, Wilmington, Delaware 19801-1171.

5. Conestoga International LLC is a business entity organized in San Juan, Puerto Rico on
May 21, 2011, which is the successor in interest to Conestoga Settlement Services LT.C
and the current trustor for the Conestoga Trust for all investments after July 16, 2011. Its
last known business address is 4007 Killion Drive, Dallas, Texas 75229-6226.

6. Conestoga Trust Services LLC is a Delaware limited liability company organized on
December 21, 2011, whose sole member is Conestoga Member Services LLC. It is the




Trustee of the Conestoga Trust, and its last known business address is 1201 North Orange
Street, Suite 600, Wilmington, Delaware 19801-1155.

7. Conestoga Member Services LLC is a Wyoming limited liability company organized on
February 21, 2012, whose sole member is the law firm of DeLeon & Washburn, PC,
whose last known business address is 901 South Mopac Expressway, Barton Oaks Suite
230, Austin, Texas 78746.

8. The Conestoga entities described in 99 4-7 will be referred to collectively as
“Conestoga.” The Conestoga entities were all controlled by Michael McDermott, who
resides in Puerto Rico and Texas.

FINDINGS OF FACT

1. Conestoga entered into Independent Contractor Agreements with approximately 57
Wisconsin Independent Contractor Agents (“Agents”), including McDonald, Viater, and
Anderson, all of whom agreed to “market the products and services of Conestoga” and to
refer all suitable clients for Conestoga’s products and services.”

2. During the period of late 2010 through March, 2015, Conestoga Agents offered and sold
fractional interests in the benefits payable under life insurance policies (“life
settlements™)! totaling ai least $9 million to numerous Wisconsin residents.

3. Conestoga agents, including Respondents, were compensated for the sales of Conestoga
life settlement interests with commissions based upon a certain percentage of the price
paid by the investors for the purchase of their life settlement interests.

4. In August 2014, Conestoga agents, including McDonald, gave a sales presentation to
potential investors and agents, wherein McDonald made misrepresentations of fact and
misleading statements about the life settlement securities, including that:

a. Life settlement products “mature like a bank CD”;
b. Return of principal and return are “contractually obligated” to be paid;
c. Life settlements offer a “guarantee payout that you know™;
d. Life settlements offer a “safe gain on your funds.”
5. In fact, the statements made by McDonald at the presentation were contrary to the risk

disclosures contained in Conestoga’s own offering materials, including a private
placement memorandum, which explicitly stated that:

a. The life settlement is a “HIGHLY SPECULATIVE INVESTMENT. ITIS
DESIGNED FOR SOPHISTICATED INVESTORS WHO ARE ABLE TO

1 A life settlement is a transaction in which an owner of a life insurance policy (frequently the insured) sells his/her
life insurance policy to a third party for more than the policy’s cash surrender value but less than the policy’s face
value (or net death benefit). Afier a life insurance policy has been sold in a life settlement transaction, the buyer can
divide the future benefits payable under the policy into fractions and sell these fractional interests to others. These
fractional interests in the future benefits payable under a life insurance policy, upon the death of the underlying
insured, are referved to as life settlement interests.
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BEAR THE ECONOMIC RISK OF THE LOSS OF THEIR INVESTMENT IN
THE LIFE SETTLEMENT INTEREST AND IS NOT INTENDED AS A
COMPLETE INVESTMENT PROGRAM.” (emphasis in original);

b. There “is no annual ‘rate of return’ on a life settlement transaction”;
c. There are no guarantees of any potential rate of return;

d. The investment is not liquid,

e. There is uncertainty regarding the insured’s life expectancy; and

f. The policies could lapse if premiums go unpaid.

Based on the information obtained from that presentation, the Division opened an
investigation of whether the sales of Conestoga life settlements in Wisconsin complied
with the requirements of Wis. Stats. Chapter 551, the Wisconsin Uniform Securities Law.

On or about March 19, 2015, Conestoga voluntarily agreed to cease the offer and
sale of Conestoga life seftlement investments to Wisconsin residents pending the
resolution of the Division’s investigation.

On or about March 20, 2015, Conestoga notified all of its Agents in Wisconsin
that “Conestoga has made-a management decision to temporarily suspend its sales
activities in Wisconsin. According, Conestoga will not be accepting any
participant applications from Wisconsin residents until further notice.”

Despite having received notice from Conestoga that Conestoga was suspending its
sales activities in Wisconsin, McDonald and Viater continued with efforts to
solicit investors to purchase Conestoga life settlement securities, including by
hosting a dinner meeting for potential agents and investors in Benoit, Wisconsin
on March 26, 2015.

ALLEGATIONS AGAINST MCDONALD

While acting as Agent for Conestoga, McDonald sold life settlement interests to at least
51 Wisconsin investors, with at least $5.9 million in funds collected from investors.

Despite direction from Conestoga that life settlements should only be offered and sold to
Wisconsin investors who met the criteria for accredited investors, McDonald offered and
sold the life settlement interests to unaccredited investors.

Despite direction from Conestoga that investors should not be generally solicited,
including over the radio, over the internet or at live presentations to the general public,
McDonald held frequent presentations to the public, appeared on at least one radio spot -
where he invited investors to attend a sales presentation, and gave sales pitches for
Conestoga life settlements using YouTube videos on the internet.

Upon information and belief, Conestoga instructed its Agents, including McDonald, that
they could only use Conestoga-approved materials for marketing the life settlement
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mterests to investors. Despite that instruction, McDonald disseminated other marketing
materials to investors and/or potential investors that were not approved by Conestoga and
that contained numerous misstatements and/or omissions of material facts concerning life
settlement investments, including;

a. “On the risk continuum, Life Settlements offer the equivalent safety somewhere
between money markets and investment grade bonds”;

b. Life settlement investments “should be the FOUNDATION of every investor’s
portfolio;

c. “Unlike the securities markets, decisions to exit or reinvest in Life Settlements are
never predicated on speculation or mere conjecture”;

d. “Life Settlements are the ultimate AUTO PILOT INVESTMENT.”

e. “THE UNDERLYING ASSET IS INVESTMENT GRADE LIFE
INSURANCE?”;

£ “A UNIQUE SAFE CONTRACTUAL GROWTH OPTION” WITH “NO Market
Rollercoaster / Risk!™;

g. “No downside Risk (similar to a zero coupon bond)”;

h. “The Return of their Principal and Return on their Principal are contractual
obligations of highly rated insurance companies and not subject to any market or
economic considerations™;

While acting as an Agent for Conestoga, McDonald directed Wisconsin investors to
execute a limited Power of Attorney (“POA”) naming McDonald as the investors’ agent
and attorney-in-fact to act for and on behalf of the investor as if he were the investor, to
review, evaluate and direct Conestoga regarding the acquisition of life settlements, and
the POA further stated that, by granting power to the agent to exercise discretion in
instructing Conestoga, the investor does so at his own risk, and that the investor
understands that the agent is not an agent, employee, partner, affiliate or representative of
Conestoga, and that Conestoga is not responsible for any loss or damages resulting from
the actions or advice of the agent.

The POA utilized by McDonald was false and misleading, as he was at all times an agent
and representative of Conestoga.

Under the POA executed by investors, McDonald was an agent and fiduciary for the
investors and was prohibited under Wisconsin law from self-dealing or otherwise
utilizing investor funds for McDonald’s own benefit. However, McDonald falsely
informed investors that he was not Conestoga’s agent and McDonald did not disclose his
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conflict of interest or the fact that he would receive a commission from the sale of the life
settlement investment between 9 and 14 percent of the investor’s purchase price.

McDonald also instructed investors to name him as their authorized agent in their account
applications with the investors’ Individual Retirement Account (IRA) custodian, whereby
McDonald was granted full authority to buy, sell, and/or re-invest any asset within the
investors’ IRA account, including but not limited to the Conestoga life settlement

interests.

MeDonald solicited one unaccredited investor who suffered from mental and/or physical
disabilities and persuaded that investor to purchase a $160,000 interest in the Conestoga
life settlement securities, despite McDonald’s knowledge that the disabled investor
needed those funds to cover his daily living expenses for years into the future.

McDonald made other material and misleading representations to investors and omitted
to disclose material information which would make the information he had presented not
misleading under the circumstances, including but not limited to:

a. Representing to at least one investor that they were guaranteed not to lose their
principal;

b. Representing life settlements to have “Consistent growth that is predictable™ at
“11 percent”,

c. Representing life settlements to have produced historical double digit returns; and

d. Representing life settlements to have no downside risk.

20. McDonald also created phony, meaningless titles for himself to create an air of

legitimacy and expertise to deceive investors into believing that he was more
experienced, sophisticated, and legitimate than he really was. McDonald referred to

himself as:
a. a“Trust Advisor”,
b. a“Safe Money Millionaire Advisor”, and

c. a“professional financial advisor (a) who is not directly or indirectly affiliated
with Conestoga Settlement Services, LI.C or with the Conestoga Settlement
Trust; (b) who is not directly or indirectly compensated by Conestoga Settlement
Services, LLC or the Conestoga Settlement Trust, their affiliates or
representatives; and (¢} who has sufficient business and financial experience to
protect [investors’] interest” in the life settlement investment transaction

McDonald represented himself with these titles even though they were not actual,
recognized designations or certifications in the financial services industry and even
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though McDonald was a representative of Conestoga who was compensated by
Conestoga for selling the investments,

In or about October 2007 McDonald was charged by the State of Wisconsin in a
Complex Forfeiture action for deceptive sales practices and use of misleading and false
advertising, resulting in a consent judgment against him of over $23,000 entered in
December 2008, which remains unsatisfied.

McDonald did not disclose to investors to whom he offered and/or sold Conestoga life

settlement investments the material facts related to the consent judgment entered into
with the State of Wisconsin Department of Justice in December 2008,

ALLEGATIONS AGAINST VIATER

Viater, as Agent for Conestoga, sold life settlement interests to at least 21 Wisconsin
investors totaling at least $2.5 million.

In or about October 2013, Viater was named the defendant in a lawsuit filed in the
Bayfield County Circuit Court alleging that Viater had committed misrepresentations,
breach of fiduciary duty, and other unlawful acts in connection with the sale of corporate
stock.

Viater made material and misleading representations about the investment to investors,
including but not limited telling at least one investor that he couldn’t lose his investment
funds when mvesting in life settlement securities.

Viater did not disclose to at least one investor to whom Viater offered and sold an interest
in the Conestoga life settlement security the material facts concerning the lawsuit against
Viater in which it was alleged that he committed misrepresentations and other unlawful
acts in connection with the sale of corporate stock.

ALLEGATIONS AGAINST ANDERSON

Anderson entered into a contract to act as Agent for Conestoga, and while acting as
Agent for Conestoga sold life settlement interests to at least 5 Wisconsin investors
totaling at least $344,000.00.

While acting as an Agent for Conestoga, Anderson directed Wisconsin investors to
execute a limited Power of Attorney naming Anderson as the investors’ agent and
attorney-in-fact to act for and on behalf of the investor as if he were the investor, to
review, evaluate and direct Conestoga regarding the acquisition of life settlements, and
the POA further stated that, by granting power to the agent to exercise discretion in
instructing Conestoga, the investor does so at his own risk, and that the investor
understands that the agent is not an agent, employee, partner, affiliate or representative of




Conestoga, and that Conestoga is not responsible for any loss or damages resulting from
the actions or advice of the agent,

29. The POA utilized by Anderson was false and misleading, as he was at all times an agent
and representative of Conestoga.

30. Under the POA executed by investors, Anderson was an agent and fiduciary for the
investors and was prohibited under Wisconsin law from self-dealing or otherwise
utilizing investor funds for Anderson’s own benefit. However, Anderson falsely
informed investors that he was not Conestoga’s agent and Anderson did not disclose his
conflict of interest or the fact that he would receive a commission from the sale of the life
settlement investment as a percentage of the investor’s purchase price.

31. Anderson also instructed investors to name him as their authorized agent in their account
applications with the investors’ IRA custodian, whereby Anderson was granted full
authority to buy, sell, and/or re-invest any asset within the investors’ IRA account,
including but not limited to the Conestoga life settlement interests,

32. When soliciting investors, Anderson also falsely referred to himself as a “professional
financial advisor (a) who is not directly or indirectly affiliated with Conestoga Settlement
Services, LLC or with the Conestoga Settlement Trust; (b) who is not directly or
indirectly compensated by Conestoga Settlement Services, LLC or the Conestoga
Settlement Trust, their affiliates or representatives; and (¢) who has sufficient business
and financial experience to protect [investors’] interest” in the life settlement investment
transaction.

33. While acting as an Agent for Conestoga, Anderson held himself out to invesiors as a
Registered Investment Adviser when he in fact he has never been an Investment Advisor
and has not been registered with the Division in any capacity whatsoever since March
2011.

CONCLUSIONS OF LAW

34. The life settlement contracts offered and/or sold by the Respondents are securities as
defined by Wis. Stat, § 551.102(28). :

35. Respondents violated Wis. Stat. § 551.501(2) by, in connection with the offer and sale of
securities to persons in Wisconsin, making untrue statements of material fact and/or omitting
to state material facts necessary in order to make the statements made, in the light of the
circumstances under which they were made, not misleading, including but not limited to the
misstatements and omissions detailed above in this Order.

36. Respondents violated Wis. Stat. § 551.501(3) by engaging in an act, practice, or course of
business that operates or would operate as a fraud or deceit upon another person, including
but not limited to making the misstatements and omissions detailed above in this Order.

37. By offering and/or selling Conestoga life settlements to unaccredited Wisconsin investors
through general solicitation, Respondents negated a condition of the Regulation D, Rule 506
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exemption and thereby violated Wis. Stat. § 551.402 by transacting business as unregistered
agents for issuer.

McDonald and Anderson violated Wis, Stat. § 551.403 by transacting business as
unregistered investment advisers by undertaking to act with discretion in the account of at
least one investor through a limited power of attorney, creating fiduciary duties to the
investor,

McDonald and Anderson violated Wis. Stat. § 551.502 by acting as investment advisers for
at least one investor without disclosing the inherent conflicts of interest resulting from their
contrary fiduciary duties to both Conestoga and to the investor.

Therefore, pursuant to Wis. Stat. § 551.604(2),

IT IS ORDERED THAT:

a.

The Cease and Desist Order dated April 10, 2015 issued in Case No, §-230672 (EX)
against Jace T. McDonald and Peter Viater is withdrawn and replaced by this Cease and
Desist Order;

The Cease and Desist Order dated April 10, 2015 issued in Case No. 5-230672 (EX) is
withdrawn without prejudice against Conestoga Settlement Services LLC, Conestoga
International LLC, Conestoga Trust Services LLC, Conestoga Member Services LLC,
Michael Charles McDermott and Richard C. Nettleton.

RESPONDENTS, their agents, servants, officers, employees, successors, affiliates, and
every entity and person directly or indirectly controlled or organized by or on behalf of
any RESPONDENT, shall cease and desist from making or causing to be made to any
person ot entity in Wisconsin any further offers or sales of securities unless and until
such securities qualify as covered securities or are registered under Wis. Stats. Ch. 551 or
successor statute.

All exemptions from registration set forth at Wis. Stats, Ch. 551 or successor statute that
might otherwise apply to any offer or sale of any security of or by any of the
RESPONDENTS, their agents, servants, officers, employees, successors, affiliates, and
every entity and person directly or indirectly controlled or organized by or on behalf of
any RESPONDENT, are hereby revoked

RESPONDENTS, their successors, affiliates, controlling persons, officers, agents,
servants, employees and every entity and person directly or indirectly controlied or
hereafter organized by or on behalf of any RESPONDENT, are prohibited from violating
Wis. Stat. § 551.501 or successor statute,

RESPONDENTS, their successors, affiliates, controlling persons, officers, agents,
servants, employees, and every entity and person directly or indirectly controlled or
hereafter organized by or on behalf of either RESPONDENT, are prohibited from
violating Chapter 551, Wis. Stats. or successor statutes that might otherwise apply to any
offer or sale of a security of or by RESPONDENTS.

RESPONDENTS shall disgorge any and all commissions, profits, or any other moneys
received by them as compensation for making offers and/or sales of Conestoga life
settlement interests to Wisconsin investors and remit such moneys back to the investors




from whom such compensation was derived and shall provide proof of the same to the
Division no later than 30 calendar days from the date of issuance of this Order, or if a
petition for hearing is filed as provided by Wis. Stat. § 551.604(2), by a date to be fixed
by a final order.

h. RESPONDENTS shall each pay to the Division a civil penalty in the amount of $10,000, as
provided under Wis. Stat. § 551.604(4). Such payment shall be made payable to the
Wisconsin Department of Financial Institutions and shall be remitted to the Division no later
than 30 calendar days from the date of issnance of this Order, or if a petition for a hearing is
filed as provided under Wis. Stat. § 551.604(2), by a date to be fixed by a final order.

EXECUTED at Madison, Wisconsin, this i wday of May, 2015.

(SEAT). . d\“:»

Patricia D. Struck
Administrator
Division of Securities




