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DAVID A. GILL (State Bar No. )
dgill@dgdk.com _

2029 Century Park East, Third Floor
Los Angeles, California 90067-2904
Telephone: g3 10) 277-0077
Facsimile: (310)277-5735

Permanent Receiver

UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA

WESTERN DIVISION
SECURITIES AND EXCHANGE Case No. CV 09-01533-R (SSx)
COMMISSION,
o RECEIVER'S THIRD REPORT
Plaintiff, (Local Rule 66-6.1)
Vs.
[No hearing required]

DIVERSIFIED LENDING GROUP,
INC.; APPLIED EQUITIES, INC.; AND
BRUCE FRIEDMAN,

Defendants,
and

TINA M. PLACOURAKIS,

Relief Defendant.

The undersigned, David A. Gill, the Permanent Receiver (the “Receiver”) of
Diversified Lehding Group, Inc. and Applied Equities, Inc., and their subsidiaries
and affiliates, including but not limited to MMHIM, Inc., DLG International, a
Panamanian company, and SunWest Bottlers, LLC, hereby respectfully submits my
Third Report pursuant to the orders of the Court, Fed. R. Civ. P. 66 and Local Rule |
66-6.1. This Report supplements my First Report which was filed on March 9, 2009,
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and Second Report which was filed on August 14, 2009. Herein I describe the
several entities whose property I administer as "Diversified."
I.
INTRODUCTION

L. I am the Permanent Receiver appointed by this Court for Diversified
Lending Group, Inc. (“DLG”), and Applied Equities, Inc. (“AEI”) and certain
subsidiaries and affiliates (collectively hereinafter referred to as “Diversified”),
pursuant to the Order of Preliminary Injunction and Orders: (1) Continuing Asset
Freeze, (2) Appointing a Permanent Receiver, (3) Prohibiting the Destruction of
Documents, (4) Granting Expedited Discovery, and (5) Requiring Accountings (the
“Preliminary Injunction Order”), signed and entered by this Court on March 10, 2009
in the above-captioned case and thereafter amended, most recently on March 31,
2009.

2. Local Rule 66-6.1 requires that I file at six month intervals and Local
Rule 66-7 requires that I give notice of a report of all receipts and expenditures and
all acts and transactions performed in the receivership. The Court has previously
noted that it is not disposed to approve or disapprove such interim reports, and,
accordingly, no such request is made. |

3. In summary, I have made great progress in my first year of
administration of this sizeable Ponzi scheme case in tracing the hundreds of millions
of dollars in and out of the enterprise, in identifying the assets which were acquired
using the investors’ funds and in liquidating or preserving those assets which could
be salvaged. These assets include real and personal property owned or recovered
from transferees or debtors of Diversified, investments in ventures owning real estate
or other assets, and collection of debts owed to Diversified. I have settled claims and
initiated litigation, where appropriate, to recover funds which were fraudulently
transferred by Diversified and to recover damages to Diversified. I anticipate that

the next phase of the case will involve substantial litigation as I continue my efforts
2-
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to attempt to recover funds for the benefit of the investors and investigate to see if
property which I have liquidated, including installment receivables arising out of
investments or settlements, can be marketed at a reasonable price.
IL.
ACCOUNTING FOR ASSETS

4. Attached hereto as Exhibit "A" and incorporated herein is a schedule of
all cash receipts and disbursements from the inception of the case through
February 28, 2010 for which I am chargeable with and entitled to credit. As of
March 25, 2010, I have $5,503,593.09 cash on hand.

5. Attached hereto as Exhibit "B" and incorporated herein by this reference
is a schedule and brief description of the major properties or categories of properties
that we have administered in the case. I am chargeable and entitled to credit for
those assets. The latter schedule includes property initially disclosed to us, thereafter
disclosed to or otherwise discovered by us and includes assets received by reason of
judgments, settlements and renegotiation of investments and claims, all of which
were made with the requisite Court authority. We must necessarily be and will be
cautious in disclosing matters that will impair administration of the case, such as
expectations of receipts on sales not yet made and as to matters under investigation,

including transfers.

118
NARRATIVE OF ACTIVITIES IN THIS REPORTING PERIOD

Summary of investigative results thus far

6. Through my counsel and forensic accountants I continue to investigate
into pre-Receivership transactions. I have concluded that Diversified was a classic
Ponzi scheme, where earlier investors were paid fictitious returns with the funds

generated from new investors, and where Bruce Friedman and other insiders received
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over $57 million. We continue to augment and refine our earlier report about the
sources and uses of cash by Diversified which we believe are as follows:

Analysis of Sources and Uses of Investment Funds'

Receipts

Investor deposits

Return of loans and investments

Earnings - interest and gains

Additional information required
Total Receipts

Disbursements
Investor repayments
Investments
Commissions
Business expenses
Insider transfers
Bruce Friedman
Friedman family members
Other insiders
Additional information required
Total Disbursements

$228,251,167
18,516,642
2,452,292
8,702,031

$257.922.132

($37,865,949)
(129,810,415)
(17,545,913)
(8,635,567)

(41,291,091)
(8,508,683)
(5,027,569)
(8,957,646)

($257,642,833)

! In this table, receipts exceed disbursements as a result of the balances in the accounts of
Diversified and related entities at the inception of the Receivership.
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Detail as to Disposition of Funds Received By or For Bruce Friedman
Detail on the transfers to Bruce Friedman reflects our current state of
knowledge as to transfers to or for the benefit of Bruce Friedman. We do not believe

that we yet know the totality of such transactions.

Transfers to or for benefit of Bruce Friedman

Art (876,037)
Automobiles (1,418,740)
Cash (943,831)
Charity (4,877,079)
Credit cards (93,558)
Dining/entertainment (681,357)
Gifts/shopping/retail (530,001)
Hotels/casinos : (1,244,353)
Housing/real estate (900,348)
Jewelry (1,480,510)
Personal and miscellaneous (1,006,286)
Personal life insurance (1,089,828)
Private aircraft (8,893,737)
Travel (538,131)
127 North Mountain, Montclair, NJ? | ($668,311)
174 Upper Mountain, Montclair, NJ (2,945,845)
Cancun property (328,500)
Edgemere : (634,564)
Malibu Property (8,460,699)
Unable to identify thus far (4,479,376)

Total ($41,291.091)

Portfolio of assets

7. We continue to administer, collect accounts and sell assets, investigate

into acts and transactions of Diversified and to pursue claims by negotiation and

? These next five items reflect properties not in the name of Diversified but vested in or
controlled by Bruce Friedman, who transferred them to the Receiver on demand. Receiver is not
confident that he has located all such transfers.
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litigation. We have continued to attempt to reconstruct or create, where none
existed, books and records and therefrom to trace moneys and locate assets in
addition to those disclosed or discovered heretofore. As mentioned above, we have
compiled and attempt to keep current a list of significant tangible and intangible
assets of the Receivership estate which we identified from statements of the
principals of Diversified, discovered from other sources, or acquired by litigation or
settlement. Necessarily we do not include in Exhibit “B” confidential matters, or
matters where it 1s inadvisable to disclose publicly our position on sales prices and
the like. To the best of our knowledge none of these assets consist of “scratch and
dent” real property.

Significant Events During Repotting Period

8. The following significant activities have taken place during the period
covered by this Report and Account.

Sales

0. The only sales transacted during the reporting period were the sale of
the Malibu property, netting $3.032 million, interest in the Edgemere property in
New York, netting $405,504 and the 2008 Lexus vehicle, netting $62,000.

Settlements and Judgments

10.  We have made a number of settlements to avoid litigation, which were
approved by the Court, which we believe to have been beneficial. These include the
following:

* Discovery of an unrecorded $6 million transfer to Mark Friedman, a
relative of Bruce Friedman. Mark Friedman has agreed to repay
these moneys by payment of $50,000 cash and to pay the balance of
$5.95 million payable over 74 months. He has provided collateral

therefor.
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e Recovery from Jackson Life Insurance Company, of cash in the
amount of approximately $85,000 plus recovery of approximately
$1,300,000 of alleged collateral in excess of principal amounts
owing to six investors by Diversified by reason of settlements with

those individuals.

o Settlement of a transfer of $200,000 to Diane Dubois Kovats for
$180,000 cash and a $2 million life insurance policy, which policy is

marketable.

e Settlement of a claim against Kevin Keller, relating to the
acquisition of residential real property for transfer of approximately
$1.3 million, by recovery of the referenced real estate property which|

has an estimated value of $900,000.

e Discovery of an undocumented, unsecured personal loan to Robert
Fields for improvement to Mr. Fields' dental office. With the Court's
approval, Dr. Fields and the Receiver have reached an agreement
wheréby Dr. Fields will pay the total sum of $175,000 in installment
payments over the course of three years. Mr. Fields has paid
$51,000 to date.

e We also succeeded in clarifying disputes as to the validity and nature
of claims against and investments in various investment entities and
restructuring them when appropriate, including those commonly

known as Brown Field, RockDoc and Kidfresh.
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Filing of Lawsuits

11.  We have thus far filed several lawsuits, as listed in the next paragraph.
The case therein described as "Complaint Against Bruce F. Friedman, et al." is the
subject of a motion to employ special counsel on a contingent fee basis. We have
also entered into tolling agreements with other potehtial defendants, which we are

not at liberty to disclose. .
12.  The suits thus far filed are:

e Complaint Against Bruce F. Friedman and others including

11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

26

27
28

350567.06 [XP]

Jackson National Life Insurance Company, Insiders of
Diversified and Sales People: On March 2, 2010, I filed a
complaint against fifty-one defendants seeking, among other things,
recovery of damages in the amount of at least $200 million for aiding
and abetting fraud and negligent misrepresentation contributing to
the perpetraﬁon of the Ponzi scheme by Diversified. The complaint
additionally seeks recovery of the particular transfers made to the
defendants as fraudulent transfers. (USDC Case No. CV 10-01554-R
(SSx)) These include recovery from Bruce Friedman of more than
$57 million in transfers (see paragraph 6, supra). This case is

sometimes hereafter described as "the Friedman Suit."

Complaint Against Family Members: On March 2, 2010, I filed a
complaint against relatives of Bruce Friedman seeking recovery of
nearly $10 million in cash and gifts transferred to these defendants.
(USDC Case No. CV 10-01552-R (SSx))

25176A
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-~ o Complaint Against ""Net Winner" Investors: On March 2, 2010, I

filed a complaint against the investors in Diversified who received
amounts back from Diversified in excess of the amount that they had
invested in Diversified, totaling $3,162,294. (USDC Case No. CV
10-01551-R (SSx)). This is in addition to the moneys that are
described in Paragraph 10, second bulleted subparagraph.

Complaint Against Elizabeth Versten and Lizzi's Heavenly Stuff,
Inc.: On March 1, 2010, I filed a complaint against these defendants
seeking recovery of over $400,000 in connection with an unpaid,
delinquent promissory note owed to Diversified. (USDC Case No.
CV 10-01500-R (SSx))

Complaint Against Lenders Depot, Inc. and PetroReal Energy,
Inc. et al.: On March 2, 2010, I filed a complaint against these
defendants seeking recovery of at least $500,000 in connection with
a payment made by Diversified to PetroReal Energy, Inc., on account
of an obligation owed by Lenders Depot, Inc., to PetroReal Energy,
Inc. (USDC Case No. CV 10-01468-R (SSx)) |

Complaint Against Lenders Depot, Inc. and Tierra Rejada Golf
Club LLC: On February 26, 2010, I filed a complaint in the United
States District Court against these defendants seeking recovery of
$22,250 in connection with a payment made by Diversified to Tierra
Rejada Golf Club LLC on account of an obligation owed by Lenders
Depot, Inc., to PetroReal Energy, Inc. and others. (USDC Case No.
CV 10-01475-R (SSx))
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e Complaint Against Kevin Keller: On June 26, 2009, I filed a

complaint in the United States District Court against Kevin Keller to
avoid and recover allegedly fraudulent transfers, for unjust
enrichment, constructive trust and equitable lien, for transfers
totaling more than $1.3 million, which were utilized to purchase
residential real property. The United States Marshal served a writ of
attachment on Mr. Keller’s residence pending resolution of the
litigation. Mr. Keller and I recently entered into a settlement
agreement which will result in the turnover of the residence to the
Receiver. (USDC Case No. CV 09-04630-R (SSx))

Complaint Against Karen O’Callaghan and KABR Shamrock,
LLC: On June 26, 2009, I filed a complaint in the Uhited States
District Court against Karen O’Callaghan and KABR Shamrock,
LLC, to avoid and recover allegedly fraudulent transfers, for unjust
enrichment, constructive trust and equitable lien, for transfers
totaling more than $1.35 million. The United States Marshal served
a writ of attachment on Ms. O’Callaghan's residence pending
resolution of the litigation. Litigation is ongoing. (USDC Case No.
CV 09-04632-R (SSx))

Complaint Against Kevin Mehlman: On August 7, 2009, I filed a
complaint in the United States District Court against Kevin Mehlman
to avoid and recover allegedly fraudulent transfers, for unjust
enrichment, constructive trust and equitable lien, fof transfers
totaling more than $310,000. The United States Marshal has served

a writ of attachment on Mr. Mehlman's residence pending resolution
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