BUREAU OF SECURITIES
P.O. BOX 47029
NEWARK, NEW JERSEY 07101 000 JAN IS P 3 2h

Adninistrative Action

CLEARING SERVICES OF : OAL DKT. NO. BOS 1796-02
AMERICA, INC. :

JEFFREY CAHN, : CONSENT ORDER AS TO WILLIAM
LCUIS B. MERCALDC : SCHAMNTZ,  CIZIRAPD SHERLOOK AND

WILLIAM SCHANTZ and : LOUIS B. MERCALDO
GERARD SHERLOCK :

WHEREAS, pursuant to the provisgions of N.J.A.C. 1:1-19.1(cy,
Franklin L. Widmann, Chief of the New Jersey Bureau of Securities
(the “Bureau”), by and through Joshua T. Rabinowitz, Deputy
Attorney General, has agreed to resolve the above-captioned action
with Respondents William Schantz (“Schantz”), Gerard Sherlock
{*Sherlock”) and Louis B. Mercaldo {(“Mercaldo”) ;

WHEREAS, the Bureau filed an administrative complaint against
Schantz, Sherlock and others on December 11, 2001 and a first
anmended administrative complaint (the “Amended Complaint™) against
thevsame parties on August 29, 2002;

WHEREAS, the Amended Complaint alleged that certain promissory

notes, which were allegedly guaranteed by insurance companies {(the

"Promissory Notes"), were sold in violation of N.J.S.A. 47:3-49 et
seqg. (the "Uniform Securities Law");

WHEREAS, the Amended Complaint alleged, and Schantz and
Sherlock acknowledge, that Schantz and Sherlock were owners of

Senior Financial Services, LLC ("Senior Financial") and that each



violated the following provisions of the ﬁniform Securities Law:
(a) Section 60, by selling the Promissory Notes even though they
were not registered with the Bureéu and did not qualify for an
exemption from registration; (b) BSection 5§, by selling the
vPromissory Notes through Senior Financial without Senior Financial
being registered as a broker-dealer and without Schantz and
Sherlock being registered as agents of Senior Financial; and {c)
Section 52(b), by using promotional materials prepared by the
issuexr of the Promissory Notes that represented that the notes were
“‘Cbmmercial Notes’ under exempt security status” or omitting to
state material facts necessary to make the statements made, in the
light of the circumstances under which they were made, not
migleading; -

WHEREAS, Section 60 and Section 56 are strict liability
provisions and a violation of Section 52 (b) does not require a
finding that the alleged violator acted with the intent to deceive
or "scienter;"

WHEREAS, ©Schantz and Sherlock represent that the companies
that issued the Promissory Notes represented to them that the
Promissory Notes did not have to be registered with the Bureau and
concealed from them that the Promissory Notes were issued as part
of a “Ponzi scheme;”

WHEREAS, Schantz and Sherlock represent that: (a) despite

their good faith investigation of the companies that issued the



- Promissory Notes, they did not know about the “Ponzi scheme”: and
(b) they sold the Promissory Notes to friends, family members and
long-standing clients 1in the belief that they were suitable
investments;

WHEREAS, Schantz and Sherlock represent that at the time the
Promissory Notes were sold, they believed that: (a) the Promissory
‘Notes were commercial paper that was not required to be registered
with the Bureau; (b) Senior Financial was not required to be
registered as a broker-dealer; and (c¢) neither they nor any of
their agents were required to be registered as agents of Senior
Financial;

WHEREAS, Schantz and Sherlock represent that they believed
that the marketing materials that were supplied to them by the
companies that issued the Promissory Notes, which they passed on to
the investors in the Promissory Notes, contained accurate
information that was sufficient for the investors to make an
investment decision;

WHEREAS, the Bureau sought partial summary decision against
Schantz and Sherléck for violations of Section 60, Section 56 and
Section 52(b);

WHEREAS, on March 16, 2004, the Office of Administrative Law
("0OAL") granted thé Bureau’s motion for partial summary decision

(the "Initial Decision");



WHEREAS, on June 16, 2004, the Bureau Chief issued a Final
Decision and Order Adopting the OAL Partial Summary Decision With
Amendments (the "Bureau Chief’s Final Decision"):

WHEREAS, neither the Initial Decisio
Final Decision found that Schantz or Sherlock knew that the
Promissory Notes had to be registered or acted with the intent to
deceive or defraud investors;

WHEREAS,la hearing on what remedies should be imposed on
Schantz and Sherlock for their viclations of Section 60, Section 56
and Section 52(b) had been scheduled for November 4, 2005;
| WHEREAS, the Bureau did not name Senior Financial as a
defendant in the Amended Complaint and did not seek restitution
from Schantz or Sherlock to each person who purchased a Promissory
Note sold by one of Senior Financial’s agents;

WHEREAS, Schantz and Sherlock represent that after the
companies that issued the Promissory Notes defaulted and the
guarantors failed to honor their obligations, Senior Financial,
without being compelled by any court, made full payment of the
principal of the Promissory Notes issued during the period from
November 1888 to Marxch 15389 (the “Period”) to the investors set
forth in Schedule A;

WHEREAS, Schantz and Sherlock represent that after the
companieg that issued the Promissory Notes defaulted and the

guarantors failed. to honor their obligations, Senior Financial,



without being compelled by any court, continued to make interest
and/or principallpayments on the Promissory Notes issued during the
Period to the investors set forth in Schedule B;

WHEREAS, Schantz and Sherlock represent that from February
2000 until the present, Senior Financial has paid each investor set
forth in Schedule B the amount of principal and interest set forth
on Schedule B and that the interest payments were the same ags each
was entitled to receive on the nine month Promissory Note that he
or she purchased;

WHEREAS, Schantz and Sherlock represent that the above market
rate of return that Senior Financial has continued to pay the
investors set forth in Schedule B who purchased Promissory Notes -
during the Period is greatér than what the investors would have
been entitled to receive as pre-judgment interest;

WHEREAS, Schantz and Sherlock represent that the investors set
forth in Schedule C are investors who purchased Promissory Notes
during the Period and have not received any principal or interest
bayments to date;

WHEREAS, Schantz and Sherlock represent that the principal and
interest payments that Senior Pinancial has paid, and agrees to pay
under the terms of this Consent Order, to each investor listed in
Schedules B and C substantially exceeds the commissions that
Schantz or Sherlock received as a result of the sale of the

Promissory Notes;



WHEREZS, based on the foregoing, the Bureau has not found that
either Schantz or Sherlock poses a threat to the investing public;

WHEREAS, Schantz and Sherlock do not agree with all of the
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indings in the Bureau Chie

f's Final Decision but have agreed to
forego their right to appeal that final decision in order to settle
this matter and to aveid the cost and inconvenience of further
litigation;

WHEREAS, the Bureau has, without agreeing to vacate the Bureau
Chief'’'s Final Decision, agreed to settie this matter to avoia the
cost and inconvenience of further litigation;

WHEREAS, the Bureau, Senior Financial, Schantz and Sherlock
want to enter into a settlement that is fair to the investors who
purchased Promissory Notes from Senior Financial’s agents during
the Period: |
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NOW, THEREFORE, on this / day of Jdmqu 2006, the

parties agree to the form and content of the following order:

1. . Schantz shall disgorge the commissions he received in
connection with his sale of the Promissory Notes in the amount of
$7,000;

2. Sherlock shall disgorge the commissions he received in
connection with his sale of the Promissory Notes in the amount of

$25,000;




3. Senior Financial shall pay the Bureau $30,000 to defray
the costs the Bureau incurred to investigate and prosecute this
action;

4. One-hal
paragraph 2 and paragraph 3 shall be made to the Bureau on the
later of February &, 2006 or one week after notice that the Consent
Order has been signed by the Bureau Chief and the remaining one-
half of the payments required by paragrapn 1, paragraph 2 and
paragraph 3 shall be made to the Bureau by 2April 24, 2006;

5. Schantz and Sherlock are enjoined from future violations
of the Uniform Securities Léw.

6. In light of the absence of any finding of an intent to
deceive investors and the steps taken by Schantz and Sherlock to
make the investors whole, no civil monetary penalty or suspension
was imposed against Schantz, Sherlock and Mercaldo.

7. In consideration of the benefits that this settlement
provides to Senior Financial, Senior Financial shall offer each
investor set forth in Schedules B and C the payment options set
forth in pafagraph 9 for each Promissory Note he or she purchased
{the ‘“Settlement Offer”) in exéhange for releasing Schantz,
Sherlock, Senior Financial and all of its officers, employees and
agen;s, from any liability in connection with the sale of that

Promissory Note;




8. In consideration for the benefits that this settlement
provideg to Schantz, Schantz shall guerantee the payments to each
investor who accepts.the Settlement Offer by consenting to the
entry of judgmer
Superior Court in the event that Senior Financial fails to satisfy
its payment obligations.

9. It is further agreed that: (a) Schedules A, B and C
identify all of the Promissory Notes éold by Senior Financial’s
agents during the Period; (b) the Settlement Offer allows Senior
Financial to reduce the principal due on each Promissory Note
listed on Schedule B by the difference between the amount of
interest it paid on the Promissory Note after the Promissory Note
matured, and the amount the holder of the Promissory Note would
have been entitled to receive through December 20, 2005 as pre-
judgment interest in an action for default and, as a result, to
establish a new principal amount due for the Promissory Note; (c)
the Settlement Offer reguires Senior Financial to offer to repay
each investor listed on Schedule B the new principal amount of his
or her Promissory Note within five (5) years of the date that each
investor accepts the Settlement Offer; (d) the Settlement Offer
requires Senior Financial to offer to repay each investor listed on
Schedule C the principal amount of his oxr her Promissory Note
within five (5) years of the date that each investor accepts the

Settlement Offer, where the neW'principal amount is the amount owed



at the maturity of the Promissory Note plus interest at the
statutory rate for pre-judgment interest from the maturity date to

the date of this Consent Order through December 20, 2005; (e)

paragraph, the new principal amounts of the Promissory DNotes
purchased by each investor set forth in Schedules B and C as of
December 20, 2005; and (f) Senior Financial shall offer to pay each
investor interest on the new principal amount at the statutory rate
for pfe—judgment interest and shall make a minimal annual payment
to each investor of the interest, if any, due on each anniversary
of the date that the investor accepts the Settlement Offer.

10. TIf there is a discrepancy between the information on a
schedule attached hereto and the facts the schedule was intended to
conveYy the facts the schedule was intended to convey shall
control.

11. It is further agreed that pursuant to N.J.A.C. 1:1-19(d)
that this Consent Order shall be deemed the final decision as to
Schantz, Sherlock and Mercaldo.

12. This Consent Order shall not bind any pérson not a party
thereto.

Franklin L. Widmann
Chief, Bureau of Securities

Each of the undersigned has read this Consent Order, understands
it, and agrees to be bound by its terms.
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Senior Financial Services,

//4 / W DATED :

“William R. Schantz,

Gerardfé%erl@égy .77

DATED:

willia Schantz TTT
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Consent as to the form and entry of this Order.

DRTER HARVEY

ATTORNEY GENERAL OF NEW JERSEY
Division of Law

124 Falsey Street

P.O Box 45029

News: k, New Jersey 07102
Attorney for the New Jersey
Rureau of Securities

pe: Opolteca (Cabuweveor 2  DATED:

nshua Rabinowitz,
Deouty Attorney General

White & Williams, LLP

Liberty View

477 Haddonfield Road

Suite 400

Cheryvy Hill, New Jersey 08002-2200

Attorney for Respondents Gerard Sherlock and
ipancial Services, Inc..

William Schantz an

{ ? « 7
4
ubw
]

%

Ry

¢ chael N. Onufrak, Es

11

Qpveeary /7
7 d

Y ///

/

. 2006

, 2ooéy




