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I'1 BOUTIN GIBSON DI GIUSTO HODELL INC.
Chris Gibson, SBN 073353 :

Maralee MacDonald, SBN 208699

555 Capitol Mall, Suite 1500

3| Sacramento, CA 95814-4603

(916) 321-4444

[

QUILLING, SELANDER, CUMMISKEY

50 & LOWNDS, P.C,

Michael J. Quilling (Tex. Bar No. 16432300) - Admitted Pro Hac Vice
01 D. Dee Raibourn, III (Tex. Bar No. 24009495) -~ Admitted Pro Hac Vice
Brent J. Rodine (Tex. Bar No, 24048770) — Admitted Pro Hac Vice

71 2001 Bryan Street, Suite 1800

Dallas, TX 75201

8 1 Telephone: (214) 871-2100

Facsimile: (214) 871-2111

Attorneys for Michael J. Quilling
10 ] Receiver of Defendants Secure Investment Services, Inc.,
American Financial Services, Inc., and Lyndon Group, Inc.

12 UNITED STATES DISTRICT COURT
13 EASTERN DISTRICT OF CALIFORNIA
14 SACRAMENTO DIVISION
s
¢ | SECURITIES AND EXCHANGE COMMISSION, | Case No. 2:07-cv-01724 LEW CMK

D

Plaintiff, NOTICE OF FILING OF RECEIVER’S
17 v. PRELIMINARY REPORT PURSUANT
| TO COURT ORDER AND L R. 6-

I8 | SECURE INVESTMENT SERVICES, INC,, 232(e)(1)

AMERICAN FINANCIAL SERVICES, INC,,
191 LYNDON GROUP, INC,, DONALD F. NEUHAUS,
and KIMBERLY A. SNOWDEN,

20
Defendants,
21
22 TO ALL INTERESTED PARTIES AND THEIR COUNSEL OF RECORD:
23 Please take notice that Michael J. Quilling, the Receiver appointed in these proceedings,

24 | (“Receiver”), on this date has filed the attached Preliminary Report of Receiver pursuant to order

25 | ofthis Court and L.R. 6-232(e)(1).

NOTICE OF FILING OF RECEIVER'S PRELIMINARY REPORT
PURSUANT TC COURT ORDER AND L.R. 6-232(e}(1)
-
1239811
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Respectfully submitted,

BOUTIN GIBSON DI GIUSTO HODELL INC.

Dated: November 28, 2007 By A/ Muaralee MacDonald

1239811

Maralee MacDonald

Attorneys for Receiver of Defendants
Secure Investrnent Services, Inc.,
American Financial Services, Inc., and
Lyndon Group, Inc.

NOTICE OF FILING OF RECEIVER'S PRELIMINARY REPORT
PURSUANT TO COURT ORDER AND LR, 6-232(e)(1)
-9
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MICHAEL J. QUILLING (Tex. Bar No. 16432300)
D. DEE RAIBOURN, III (Tex. Bar No. 24009495)
BRENT J, RODINE (Tex. Bar No. 24048770)

Attomeys for Receiver

QUILLING, SELANDER, CUMMISKEY & LOWNDS, P.C.
2001 Bryan Street, Suite 1800

Dallas, TX 75201

Telephone: (214) 871-2100

Facsimiie: (214) 871-2111

UNITED STATES DISTRICT COURT
EASTERN DISTRICT OF CALIFORNIA
SACRAMENTO DIVISION

SECURITIES AND EXCHANGE COMMISSION, Case No. 2:07-¢v-01724 LEW CMK

Plaintiff, RECEIVER’S PRELIMINARY
' REPORT

SECURE INVESTMENT SERVICES, INC,,
AMERICAN FINANCIAL SERVICES, INC,,
LYNDON GROUP, INC,, DONALD F. NEUHAUS,
and KIMBERLY A. SNOWDEN,

Defendants.

TO THE HONORABLE RONALD S.W. LEW, UNITED STATES DISTRICT JUDGE:
COMES NOW, Michael J. Quilling, the Receiver appointed in this case and, pursuant to
Paragraph 9 of the Court’s Order of August 24, 2007 [Dkt. No. 27] and Local Rule 66-232(e)(1),
submits the following report:
L GENERAL OVERVIEW
1. Secure Investment Services, Inc. (“SIS”) is the latest in a series of companies
owned and operated by Donald F. Neuhaus (“Neuhaus™) through which fractionalized interests

in the death benefits of insurance policies covering the lives of third parties were sold to

RECEIVER'S PRELIMINARY REPORT
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individual investors. Based on information currently avaiiable to the receiver, it appears that
Neuhaus began conducting business under the name of Cash for Life and thereafter utilized
entities known as Empire Business Group, American Financial Services, Inc., and the Lyndon
Group, Inc., as part of his business program.’ In essence, investors were promised, in varying
fashion, that their money invested would be used to (1) buy the fractionalized interests, (2) be
used, in part, to fund company operations, {3} pay commissions, and (4) be used, i past, to pay
premiums on the particular policy until the death of the insured.

2. As an added inducement for investors to invest, and in order fo enhance the
alleged fail proof nature of the investment, most of the insurance policies were “bonded.” The
bonding component required that SIS purchase a bond from a bonding company which would
obligate the bonding company to pay the death benefit on a date certain (usually tied to the life
expectancy of the insured plus some additional time period), even if the insured had not died by
that date. Thereafter, in theory, the bonding company would then own the policy and would be
obligated to pay the premiums unti! the death of the insured, at which time the bonding company
would collect the entire death benefit. In exchange for issuing such a bond, the bonding
company would be paid a hefty commission/premium. However, virtually regardless of how
much commission/premium was paid to the bonding company, the transaction made no financial
sense whatsoever and, not surprisingly, to date, the Receiver has been unable to find one single
bonding company involved in the industry which is legitimate or which has any financial
wherewithal whatsoever. By way of example, one of the bonding companies used by SIS was
International Fidelity and Surety Ltd., an entity which is known by the Receiver to be a complete
scam and which never had any real bonding capacity. Although the Receiver has not yet been
able to determine the bona fides of the other bonding companies utilized by SIS (including
Provident Capital and Indemnity, Ltd. of Costa Rica), the Receiver is extremely doubtful as to
whether any of them are legitimate but, when time constraints allow, will undertake whatever

due diligence is financially reasonable.

'In that the business affairs of these companies have been hopelessly commingled, for the purposes of this Report
they will be collectively referred to ag 818,

RECEIVER’S PRELIMINARY REPORT
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3. Unfortunately, and SIS is no exception, most companies involved in the business

of selling fractionalized interests in viaticals/life seftlement contracts, almost never set aside

 adequate funds to cover premiums for the required period of time. Accordingly, such companies

represent financial train wrecks waiting to happen, and are only able to survive so long as new
investors continue to invest funds so as to allow the company to cover obligations owed to prior
investors. In that regard, the company operates as a classic ponzi scheme. Such was clearly the
case as to SIS, its predecessors and related entities.

4. Based upon his substantial experience in the industry, and in anticipation that the
Temporary Order Appointing Receiver would be made permanent, the Receiver made the
decision very early on to cease all business operation of SIS and its related entities. Set forth
below is a description of a series of activities undertaken by the Receiver in that regard.

H R RECEIVER ACTIVITIES
Offices/Books and Records

3. Historically, SIS has conducted its business operations in Redding, California, out
offices located at 2875 Churn Creek Road, Redding, California 96002. All of the company’s
books and records known to the Receiver were located at these offices other than those in the
possession of the SEC and/or the criminal authorities (the Receiver has access to these records
upon request). Various items of furniture and equipment of nominal value were also located in
the offices. When the Receiver closed the offices he sold various items of furniture for an
aggregate of §1,350.00. The office lease has been terminated by the Receiver effective as of
November 30, 2007. In connection with the early termination, the Receiver has paid all monthly
rent due to the landlord through November 30, 2007, In exchange, the landlord agreed to waive
any further amounts owed under the office lease. The Receiver has also allowed trade vendors
who had leased equipment (i.e. copiers, etc.) to SIS to obtain possession of that equipment. All
company mail is being forwarded to the Receiver. During the week of October 22, 2007, ali
boolks, records and computers of 8IS were boxed and shipped to Dallas, Texas where the
Receiver has leased a small office in his building in which to store and maintain the books and

records during the course of these proceedings.

RECEIVER’S PRELIMINARY REPORT

Page 3
1239831



a4

Case 2:07-cv-01724-L EW-CMK  Document 90 Filed 11/28/2007 Page 6 of 13

Employees

6. At the time the Receiver was appointed, SIS had 4 employees including Neuhaus
and his daughter Kimberty Snowden. In that the business operations of SIS were terminated
effective at the time the Receiver was appointed, no additional funds were accepted by the
Receiver from investors, and each of the employees has been terminated.

Bank Accounts

7. At the time the Receiver was appointed, SIS maintained three bank accounts af
Wells Fargo Bank, Set forth below is a schedule of the accounts closed by the Receiver and the
amounts forwarded to the Receiver by the financial mstitution, All funds from the accounts were

deposited by the Receiver into his receivership account at Soveretgn Bank in Dallas, Texas.

Account Name Account Number Closing Balance
Secure Investment Services 9686852360 $417,551.07
Secure Investient Services 9686852378 $ 21,957.22
Secure Investment Services 8326514588 b 269.95
TOTAL $439,778.24

Viaticals/Life Settlement Contracts

8. At the time the Receiver was appointed, the primary assets of SIS consisted of the
insurance policies in the portfolio. Attached hereto as Bxhibit “A” is a schedule which sets forth
various information as to each policy.? As indicated on the schedule, ownership of 21 of the
policies is in the name of entities which are the subject of these proceedings. Fourteen (14) of
the policies are in the name of Donald/Linda Neuhaus, ownership of which they have agreed to
transfer to the Receiver pursuant to a settlement agreement [Dkt. No. 72]. The remainder of the

17 policies are in the name of other entities or multiple individuals. The Receiver is in the

* In order to continue to protect the identity of the insared {rom those who may be interested in their early death, the
Receiver will, during this report and throughout these proceedings, use an identifier comprised of the first three
fetiers of the last name and the first letter of the first name. John Smith = SMI ~ J. If the policy covers two
individuals, John and Sally Smith, the identifier is SMI ~ &8, If there are muldple policies on the insured(s) a

RECEIVER’S PRELIMINARY REPORT
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process of addressing these ownership issues. This summary was prepared by the Receiver
based upon information currently available to him. To summarize the schedule, there are
currently 52 known policies having a death benefit value of approximately $53,728,276.00.

9, As indicated on Exhibit A, two of the policies have matured meaning that the
insureds have died. The Receiver is in the process of submitting paperwork to the insurance
companies o obtain the deaih benefits.

10.  The single biggest challenge facing the Receiver is to find a way to pay the
premiums on the policies while the insureds are alive. Prior to the appointment of the Receiver,
there was insufficient funds set aside by SIS to pay premiums due under each policy. Since his
appointment, the Receiver has been in the process of obtaining complete and accurate premium
information as to ail the policies at a very nominal cost. During September, October and
November 2007, the Receiver paid $477,611.09 of premiums on the policies. The premium
obligation for December 2007 is approximately $77,300,00,

11, In an effort to prepare for the inevitable depletion of cash available in the
receivership estate to pay premiums, as an emergency measure, the Receiver sought and obtained
Court approval [Dkt. No. 57] to obtain a line of credit to be secured by all of the policies, which
have been pooled by Order of the Court [Dkt. No. 56]. In that the $200,000 quickly proved to be
insufficient, Sovereign Bank agreed to increase the line of credit to $500,000. The bank has also
agreed 1o increase the line of credif to $3,000,000 once the Receiver is able to provide accurate
policy information. The Receiver will seek Court approval for these actions in the near future.
The Recelver does not anticipate any problems in the line of credit being implemented. In short,
there is no danger of the policies lapsing in the foreseeable future.

Other Assets
{2, Other than the assets set forth above, there are no other known physical assets

belonging to SIS.

RECEIVER’S PRELIMINARY REPORT

Page S
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Investor Claim Liabilities

13, The primary liabilities of SIS are the investor claims. Given the fact that the
claims process has only just begun®, the exact amount of claims is not yet known. However,

based upon the records of SIS and information currently available to the Receiver, there appears

~to be approximately 660 investors and the total amount of money invested is approximately

$31.1 million. Those claimants expected to receive a tofal of approximately $51.8 million of
death benefits. As of November 26, 2007, 202 claims have been submitted to the Receiver.

Qther Liabilities

14.  Based upon information available to the Receiver as of this date, there appear to
be unpaid invoices owed to various trade vendors, service providers and lawyers. Due to time
constraints, the Receiver has not vet been able to ascertain these amounts. However, B claim
forms have been sent to each potential claimant.

Emplovment of Professionals

15, The Receiver has retained National Viatical, Inc. to track and manage the
insurance policies for $50.00 per policy per month [Dkt. No. 531 He has also retained his law
firm, Quilling, Selander, Cummiskey & Lownds, P.C., to act as his counsel [Dkt. No. 54] and
Boutin, Dentino, Gibson, Di Giusto Hodell, Inc. to act as his local counsel [Dkt. No. 55].

Settlement with Bonald Neuhaus

16, The Receiver has negotiated and obtained Court approval of a settlement
agreement with Neuhaus [Dkt. No. 72]. The major components of the agreement are that (1)
Neuhaus and his wife will transfer ownership of all insurance policies held in their name to the
Receiver and (2) possession of thetr §1,400,000 house and an automobile will be sold by the
Receiver which he is in the process of doing at this time. Neuhaus is being very cooperative

with the Receiver.

* On Octeber 29, 2007, the Courl entered an Order [DkL. No. 73] approving claim procedures. As of November 26,
2007, the Receiver has miailed 661 claim forms to potential claimants,

RECEIVER’S PRELIMINARY REPORT
Page 6
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Financial Information

17. As of November 26, 2007, the Receiver has $57,493.24 on deposit at Sovereign
Bank, $149,000 is owed against the line of credit. In addition o the amounts received by the
Receiver as a result of the account closures set forth above (para. 7) and the funds from sale of
furniture (para. 5), the Receiver has also recovered $65,103.00 of escrow funds at Pacific
Northwest Title and $8,537.90 from Millennium Trust Co.

Receiver’s Website

18 In order to establish a cost effective and informative way of communicating with

the claimants, the Receiver has established a website, www secreceiver.com to allow them to

monitor these proceedings. All activities of any importance are reported there.
III. CAVEATS

19, Due to Hime constrainis, the Receiver has necessarily focused on matters that he
considered to be top priority, i.e., the offices of SIS, the insurance policies and a premium
funding solution, Now that those matters have been addressed, the Receiver will focus on items
of lesser importance.

20.  The Receiver has only had 95 days of investigation time, including holidays and
weekends, to investigate the affairs of S1S. Accordingly, this Report, as additional information is
acquired and after the Accounting is prepared, could change in whole or in part. No person
should rely on any portion of this Report other than for basic information that is believed to be
true as of this date. Nothing in this Report shall constitute an admission by the Receiver and this

Report is expressly subject to change.

RECEIVER’S PRELIMINARY REPORT
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DATED: November 28, 2007

123983 1

Respectfully submitted,

s/ Michael J_Cuilling
MICHAEL J. QUILLING (Tex. Bar No. 16432300)
D. DEE RAIBOURN, III {Tex. Bar No. 24009495)
BRENT J. RODINE {Tex, Bar No. 2404877()

Attomneys for Receiver
QUILLING, SELANDER, CUMMISKEY &
LOWNDS, P.C.

RECEIVER’S PRELIMINARY REPORT
Page 8
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EXHIBIT A
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VIATOR CARRIER
Secure Investmernt Services, inc.

CLAR wass Gen/ Consece Life

FRIWARD New Eagiand Financial / Metlife
A00-R (1) Jeffersan Pilol
PER-TAE Fraveters
JER-E {1} Travelers / Meit ife
Continenlat Assutance
JER-E £2} Company
JER-E €3} Traveters / Mettife
JER-E {4} William Pgan
MOG-R {2} Jetterson Pilot

American Financial Services, inc,

RIC-J (1} Unitad of Omaba
RIC-J 2} Hnited of Omahe
SHU-ARH {1} Sun Life Financiat
MAN-S Security Mufual

Lyndon Group, inc,

BAL-REL (1} PadificLife Ins Co
Alnexica Financial /

BER-E&B (1) Commonwealth Annuity

HAN-GER DS Life nsurance

KEU-F Pacific Lile

BAU-R&L{2) Conn Gen Life ! Lincoln Life
Allrerica Finan

SER-EAR (2} Commonweaith Annuity

FLK-A New York Life

POLICY # FACE &KQCZ* DEATH BENEFIT
10042608 400.000 00 400,000.90
1200564 1 2.300.000.00 2,360000.00
MFEBOTS1S SU0.000.00 530.000.00
2430001 500080600 5,000,000.00
T143627 1.080,000.00 1,080,000.00
BTOZT 198 1.250.008.00 1,247,278.30
7103849 1.025.000.00 1.025.000.60
67108024518 1.000,000.08 lapsed
JFSE0751E 500.000.00 S00,000.00
12.975,000.098  11972,27830
BU10487CH 750.004.00 75G,006.00
BU1099720 250.008.00 250.00000
{20070476 100000580 1.000,000 80
1282096 2,004.000.00 Z.000,000.00
4.080,006.00 4,060,000.00
1AZ2591080 1.000.000.09 517.545.3¢
LOs 1178300 458 770.00 458,770.00
- 90905914458 1,408,000.05 1,408 600.05
VES{323870 1,006,000.00 1.000,000.00
2025772 127405523 950.483.88
153868800 447 519.00 447 ,019.00
44556205 500,000.00 434,020.40
6,072,845.23 5,317,838.58

£ BAHESELLRE IWESTRERT G511 D% Wigtizy irnemonFoley Intpematon: (Back (ot 2037 11 46 - Page

ACCUMULATED CASH
VALUE

68.383.40 (31123107}

4,894 84
B8.438.78

4584 54

261268

43.087.05

6,474.03

5,304 .58

CASH SURRENDER
VALUE

45,595.81

27.116.90

£3,707.00
20,736.35

20,752.65,

75,937.67,

7285643,

852144
11,768.85.

71,966 82

37,964.08

INSURED 1
TYPE OF POLICY AGE
Universal 82
Universai 76
Lniversal 78
Universal 84
Universal 77
Universal 77
Universal 77
7
Universal 78
Universal 78
Universat 79
Universal &9
Universal 73
Whole 81
Uni { dee d
Universal wkisown
Universal 64
Whele 81
Universal deceased
Whisle 64

BSURED 1
BO8B

O202025

O6/08/3t
033029
0714123
041730

041130
AT
GAMTI30
033028

Q2T
G726
Q262418
10124034

7i2ze

DOD H8/05103

0542543
UTf2126

DQD 08086/03
02/18/43

INSURED 2
AGE

2

a8

78

84
unknown

79

CEI30/35

020033¢

0alT22

3127

ABI24/Z3

AU

08124/23

ATILET
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Case 2

WVIATOR

Donald Neuhaus

CARRIER

ARM-A Empire Ganarat
BOM-HAP Was: Coast Life ins Co
JOH-H beltife

QU {1) Linitad of Omatsa

QUI-W {2) Uniled of Omaha

SCH-T Banner {ile

Sl Metife

SLEK(Y) Jotny Hancock Mot Lite
SLEK (2} John Hancock Mutaal Life
SLE-K{3) New York Life

SLE-K {4) New York Life

Wi Conseco

FRE-K Adstate

LARRESECHRE s ESTaENT 91 10855 Feiey APskey

ACCUMUALATED CASH

POLICY # FACE AMOUNT DEATH BENEFIT
SO0B7 1854 250.000.00 256.000 00
ZUATZTS35S £ D00.060.00 4,000,000.00
9BBY51314UM SG0.000.00 $80.006.00
BUCHE008S 500.000.00 50000000
81063056 SCE008.00 560.000.00
t7B154880 200.003.00 20000000
OET 100763627 814,868 38 61874618
ULO025684 666.666.00 666.665.00
ULGDZE7 151 666,566,00 668,6066.00
BEYB2845 1.000.000.06 1,000G.060.00
2702843 1.000.060.00 1,635.080.00
60251085 00,6000 106.000.00
763605188 50.800.08 51.768.95
16,238198.38  10,053.787.14

CepyIEONT 31 35 Page 2

CASH SURRENDER
VALLE

nla afa
111,781.84

51.887.58

nia nia

na nia

927407

115,142.13

98130

8.755.8%

“.868.04

4.868.04
4,634.33
1,708.95

TYPE OF POLICY

Tesm
Universal
Universat

Term

Ferm
Universaf

Whole
Universal
Universal
Universal
Universat
Universal
Universal

unknown

81

70

75

It

a2

73

o1

91

g1

g1
sAKnown
uaknown

84116726
Qo437
{LCAYTRY
T2
1210444
04/23/34
G4118/16
04/18/16
04/18/1%

(041188

SURED Z
AGE

INSURED 2
boB

113426

Taedl



