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HELANE L. MORRISON (Cal. Bar No. 127752}

SUSAN F. LAMARCA (Cal. Bar No. 215231)
(lamarcas@sec.gov)

MARK P. FICKES (Cal. Bar No. 178570)
(fickesm@sec.gov)

ERIN E. SCHNEIDER (Cal. Bar No. 2161 14)
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Attorneys for Plaintiff

SECURITIES AND EXCHANGE COMMISSION

44 Montgomery Street, Suite 2600 K

San Francisco, California 94104 g;ﬁm g [ g
Telephone: (415) 705-2500 b @@
Facsimile: (415) 705-2501

UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF CALIFORNIA v/ CS
SAN FRANCISCO DIVISION

£
i;_ .
.

SECURITIES AND EXCHANGE COMMISSION, | Case No.
Plaintiff, | |
' 'COMPLAINT

VS,

JEFFREY B. SCHMIDT; GARY L. GENETTE; and
NORMAN R. VALINE,

Defendénts.

Plaintiff Securities and Exchange Commission (“Commission”) alleges:

SUMMARY OF THE ACTION

1. Skin Nuvo International, LL.C (“Nuvo” or the “Company”) a skin care and laser hair
removal company that operates in shopping malls, and its principals defrauded investors out of
millions of dollars by falsely touting the Company as a successful operation, whé_n in reality investor
funds were used to prop up a failing business rapidly heading for bankrupicy. Between 2002 and |
2004, Nuvo raised over $11 miliion from 65 investors throughout California, Nevada, and the i?aciﬁc

Northwest by providing fraudulent ﬁnancial_inforination to investors and promising tremendous
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profits. By March 2005, Nuvo collapsed, filing for bankruptcy and leaving most investors with
worthless securities. |

2. Nuvo’s Chief Executive Officer and co-owner Jeffrey B. Schmidt, along with Chief
Operating Officer Norman R. Valine and Nuvo co-owner Gary L. Gelnette, courted investors by
touting Nuvo’s instant cash flow and incredible profit margins. Rather than us.ing investor funds to
finance new sto.res, as promised, Schmidt used the monéy to pay fhe débts,.constmction costs and
payroll for the ol.dér stores. In order to hide Nuvo’s rapidly deteriorating financial condition, Schmidt

prepared false income statements that made the Nuvo stores look more profitable than they actually

~were. Despite Nuvo’s dire financial situation, Schmidt managed to pay himself more than $680,0(_)G

and Gelnette approximately $260,000.

3. In addition, Schmidt used new investor funds to make paymcnts- to prior investors,
creating an illus-ioﬁ of profitability in order to keep investor money flowing into the Company.

4. The Commission seeks injunctions, disgorgement of ill-gotten gains and civil money
penalties against all defendants.

JURISDICTION, VENUE AND INTRADISTRICT 'AS.SIGNMEN T

5. This Court has jurisdiction over this action pursuant to Sections 20(b), 20(d) and 22(a)
of the Securities Act of 1933 (the “Securities Act™) [15 _U-.S.C. §§ 77t(b),77t(d) and 77v(a)] and |
Sections 21(d), 21(e) and 27 of the Securities Exchange Act of 1934 (the “Exchange Act™) [15 U.S.C.
§§ 78u(d), 78u(e) and 78aal.

6.  Defendants, directly or indirecily, have made use of the means and instrumentalities of
interstate commerce or of the mails in connection with the acts, transactions, 'praétices and courses of
business alleged in this Corriplaint.

7. Venue in this District is proper pursuant to Section 22(a) of the Securities Act
[15 U.S.C. § 77v(a)] and Section 27 of the Exchange Act [ISlU.S.C. § 78aa} beéause acts and
transactions ccnstituting violations alleged in this Complaint, including the offer and sale of

securities, occurred within the Northern District of California.
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8. Assignment to the San Francisco Division of this Court is proper because a substantial
part of the events or omissions that give rise to claims alleged in this Complaint occurred in San
Francisco, Marin and Contra Costa counties.

DEFENDANTS

0. Defendant Jeffrey B. Schmidt (“Schmidt™) resides in Henderson, Nevada. Schmidt is
a 33% owner and the managing; member of Nuvo. Before Nuvo filed for bankruptey on March 7,
2005, Schmidt ran Nuvo’s financial and business operations.

10. Defendant Gary L. Gélnette (“Gelnette”) resides in Concord, Cé]ifomia. Gelnette is a
33% owner of Nuvo and was responsible for managing the construction of each Nuvo store. Gelnette
also assisted in the sale of Nuvo securities.

- 11.  Defendant Norman R. Véline {(“Valine”) resides in Las Vegas, Nevada. He sérved as
Nuvo’s Chief Financial Officer (“CFO”) for two weeks in June 2003 and then became the
Company’s Chief Operating Officer (“COQ”) untjl October 2004. Valine also sold Nuvo securities.

OTHER RELEVANT ENTITIES

12.  Nuvo is a Nevada limited liability c.ompa'ny with its principal place of business in
Henderson, Nevada. Nuvo sold skin care and hair removal products and services at Nuvo retail
stores. During the relevant period, Nuvo operated stores at shopping malls in San Francisco, San

Jose, chhmond, Concord, Corte Madera, Walnut Creek, and Los Angeles, California, as well as

. (among others), Portland, Spokane and Las Vegas. Nuvo financed the development of each retail

location by forming a limited Hability company (“LLC") and selling interests in the LLC to investors.
Nuvo owned a majority and controlling interest in every Nuvo store in which an investor invested

funds.

FACTUAL ALLEGATIONS
A. Defendants Sold Unregistered 'Secﬁrities.
13.  Schmidt founded the Company in 2002, along with Gelnette and another individual
CO-OWIer.
14.  Between 2002 and 2004, Nuvo raised more than $11 million by selling interests in

approximately 36 Nuvo stores to approximately 65 investors. Nuvo financed the construction costs
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for its retail stores by forming a separate LLC for cach retail location and offering investors the
opportunity to purchase up to 49% of an LL.C. In exchange for each mnvestment, Schrmdt promised
each investor a pré rata share of his or her location’s profits.

15, Nuvoowned 51% of evei'y store and thus exclusively controlled the management and
operations of each store. Investors played no role in the operation or management of their store, other
than by contributing funds. Indeed, Schmidt deliberately sought out passive mnvestors and
discouraged them from having any involvement with the stores. Thus, the return on any investment
was dependent solely on Nuvo’s efforts. |

16,  Schmidt rwas rthe main salesperson of the LLC interests. His compensation was based,
in part, on his sales of investments in the Nuvo LLCs.

17.  Valine participated in sales to approximately half of Nuvo’s investors. Also, as
described in more detail below, Valine was responsible for selling interests in four stores in 2004,
earning approximately $138,000 in commissions for these four transactions.

18.  Gelnette also participated in offering and selling investments, including to his former
wife and members of his former church.

19.  Nuvo solicited investments from the general public by publicizing investment
opportunities in the LLCs. From mid-2003 until June 2005, Nuvo maintained an Iﬂtemet website
which general.ly sé]icited investors, promising “[1]jncredible profit margins and instant cash flow.”
Schmidt also adfzertised Nuvo investments in newspapers from November 2002 through August
2003. In addition, Schmidt held a public seminar that resulted in investments.

20.  Schmidt, Valihe and Gelnette sold investments in the Nuvo LLCs regardless of the
investor’s net worth or income. Many investors did not have sufficient assets to take on the risk .of
mvesting in Nuvo LLCs. Indeed, Several Nuvo iﬁvestors liquidated their retirement funds and took
second mortgagés on their homes in order to mnvest. | |

21.  No registration statement was filed with the Commisston in connection with the offer
and sale of Nuvo securities. |

22.  Schmidt and Valine did not register as brokers with the Commission.
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