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10 UNITED STATESSTATE DISTRICT COURT
CVO5-874hDSFPJWX

11 CENTRAL DISTRICT OF CALIFORNIA

12
XMfJJsu

IPLS-s043

SECURITIESSECURITIE AND EXCHANGE Case No.

COMMISSION
14 COMPLAINT FOR

Plaintig VIOLATIONSVIOLATION OF THE
15 FEDERAL SECURITIESSECURITIE

16
vs. LAWSLAW

CREDIT FIRST FUND LP California
17 limited partnership CREDIT FIRST LLC

California limited liability comnanv
18 CREDIT FIRST INCOME PLUSPLU LLSC

California limited liability company
INVESTORSINVESTOR FIRST FINANCIAL
SERVICESSERVICE INC. California corporation

20 and INVEStORSINVEStOR GUILD INC.
California corporation and DAVID R.

21 LUND.

22 Defendants.

23

24 Plaintiff SecuritiesSecuritie and Exchange Commission Commission allegesallege as

25 followsfollow

26 JURISDICTION AND VENUE

27 1. ThisThi Court has jurisdiction over thisthi action pursuant to SectionsSection 20b

28 20d1 and 22a of the SecuritiesSecuritie Act of 1933 SecuritiesSecuritie Act 15 U.S.C.



77tb 77tdl and 77va and SectionsSection 21dl21d3A 21e and 27 of

the SecuritiesSecuritie Exchange Act of 1934 Exchange Act 15 U.S.C. 78udl
78ud3A 78ue and 78aa. DefendantsDefendant have directly or indirectly made use

of the meansmean or instrumentalitiesinstrumentalitie of interstate commerce of the mailsmail or of the

facilitiesfacilitie of national securitiessecuritie exchange in connection with the transactionstransaction actsact

practicespractice and coursescourse of businessbusines alleged in thisthi complaint.

2. Venue is proper in thisthi district pursuant to Section 22a of the

SecuritiesSecuritie Act 15 U.S.C. 77va and Section 27 of the Exchange Act 15 U.S.C.

78aa because certain of the transactionstransaction actsact practicespractice nd coursescourse of conduct

10 constituting violationsviolation of the federal securitiessecuritie lawslaw occurred within thisthi district.

11 SUMMARY

12 3. ThisThi case involvesinvolve an ongoing Ponzi scheme by defendant David R.

13 Lund through entitiesentitie he controlscontrol defendantsdefendant Credit First Fund LP Fund

14 Credit First LLC Fund II Credit First Income PlusPlu LLC Fund III

15 InvestorsInvestor First Financial ServicesService Inc. InvestorsInvestor First and InvestorsInvestor Guild Inc.

16 DefendantsDefendant have been engaged in the fraudulent and unregistered offering of

17 securitiessecuritie issued by Fund Fund II and Fund III the FundsFund since April 2001

18 and have raised at least $10.7 million from more than 200 investorsinvestor nationwide.

19 4. From April 2001 to the present defendant Lund through InvestorsInvestor

20 First and InvestorsInvestor Guild the FundsFund managersmanager the ManagersManager offered and sold

21 securitiessecuritie in the form of ownership unitsunit in the Funds. The defendantsdefendant then

22 purportedly used the offering proceedsproceed to invest in distressed debt which the

23 defendantsdefendant would collect on or resell purportedly for profit.

24 5. Defendant Lund and his salespersonssalesperson cold-called prospective

25 investorsinvestor nationwide targeting elderly investorsinvestor in particular and soliciting them

26 to invest in the Funds. Defendant Lund and his salespersonssalesperson also sent offering

27 materialsmaterial and other documentsdocument pertaining to the FundsFund through the United StatesState

28 mail to prospective investors.
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6. DefendantsDefendant misrepresent and conceal material factsfact to lure investorsinvestor

into the Funds. DefendantsDefendant represent that the debt collection businessbusines is profitable

and that investorsinvestor will be paid %-3%on their investment with proceedsproceed from the

FundsFund operations. In fact the FundsFund have consistently been losing money and the

cash generated from the businessbusines is insufficient to make the promised returns. As

result the defendantsdefendant are using new investor fundsfund to pay the l%-3%monthly

returnsreturn to earlier investors. Simply put defendantsdefendant are operating the FundsFund as

Poiizi scheme.

7. Defendant Lund and InvestorsInvestor Guild Inc. are continuing to offer and

10 sell Fund III securities. In addition the defendantsdefendant are continuing to misuse

11 investor fundsfund to pay purported returnsreturn to earlier investors.

12 DEFENDANTSDEFENDANT

13 8. Credit First Fund LP Fund is California limited partnership.

14 Fund is located in Anaheim HillsHill California. Neither Fund nor its securitiessecuritie are

15 registered with the Commission.

16 9. Credit First LLC Fund II is California limited liability

17 company. Fund II is located in Anaheim HillsHill California. Neither Fund II nor its

18 securitiessecuritie are registered with the Commission.

19 10. Credit First Income PlusPlu LLC Fund III is California limited

20 liability company. Fund III is located in Anaheim HillsHill California. Neither Fund

21 III nor its securitiessecuritie are registered with the Commission.

22 11. InvestorsInvestor First Financial ServicesService Inc. InvestorsInvestor First is

23 California corporation. InvestorsInvestor First is located in Anaheim HillsHill California.

24 InvestorsInvestor First is the manager of Fund and is wholly owned and operated by

25 Lund.

26 12. InvestorsInvestor Guild Inc. is California corporation. InvestorsInvestor Guild is

27 located in Anaheim HillsHill California. InvestorsInvestor Guild is the manager of Fund II

28 and Fund III and is wholly owned and operated by Lund.
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13. David R. Lund age 32 residesreside in Huntington Beach California.

Defendant Lund is the sole owner and controlling person of the FundsFund ManagersManager

InvestorsInvestor First and InvestorsInvestor Guild Inc. and through them he controlscontrol the Funds.

From 1999 through late 2003 defendant Lund was associated with variousvariou broker-

dealersdealer and held SeriesSerie 22 and 63 securitiessecuritie licenses.

TILE FRAUDULENT SCHEME

DefendantsDefendant Offer And Sell SecuritiesSecuritie In The Fraudulent Scheme

14. Since April 2001 defendantsdefendant have been offering and selling securitiessecuritie

in the FundsFund and have raised at least $10.7 million from over 200 investorsinvestor

10 nationwide. Fund raised nearly $4.3 million from April 2001 through early 2004

11 from 120 investorsinvestor nationwide. Fund II raised $5.8 million from April 2003

12 through early 2005 from 97 investorsinvestor nationwide. Starting in early 2005 Fund HI

13 has raised $600000 from 16 investors. The defendantsdefendant offer and sale of Fund

14 IIIsIII securitiessecuritie is continuing.

15 15. Defendant Lund and his salespersonssalesperson have engaged in general

16 solicitationssolicitation of investorsinvestor in the FundsFund including nationwide cold-calling of

17 pbtential investors.

18 16. Defendant Lund controlscontrol the FundsFund through his wholly owned

19 companiescompanie InvestorsInvestor First and Investor Guild which manage the operationsoperation of the

20 Funds. Lund makesmake all management decisionsdecision regarding the FundsFund operationsoperation

21 including decisionsdecision relating to the FundsFund purchase and collection of debtsdebt

22 distributionsdistribution to the FundsFund investorsinvestor maintenance of the FundsFund booksbook and recordsrecord

23 and administration of the FundsFund bank accounts. Defendant Lund is also the sole

24 signatory on all of the FundsFund bank accounts.

25 17. Defendant Lund profitsprofit through the compensation to the ManagersManager by

26 way of syndication feesfee annual management feesfee and sharing in the proceedsproceed

27 from the FundsFund operations. Defendant Lund has received directly and indirectly

28 through the ManagersManager total of approximately $1.5 million from the Funds.
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The Investment As Represented To InvestorsInvestor

18. DefendantsDefendant have made and are continuing to make oral and written

representationsrepresentation to lure investorsinvestor into their fraudulent scheme.

19. Defendant Lund and other salespersonssalesperson orally told and continue to

tell prospective investorsinvestor in the FundsFund that the FundsFund would use the offering

proceedsproceed to purchase distressed debt which they would collect on or resell the

FundsFund businessbusines of buying and collecting on or reselling of the distressed debt

yielded substantial profitsprofit and the investorsinvestor would receive 1%-3%returnsreturn of

income per month from the FundsFund operations.

10 20-. Thereafter defendant Lund and other salespersonssalesperson mailed written

11 offering materialsmaterial to investorsinvestor in the FundsFund along with subscription agreements.

12 They mailed copiescopie of the private placement memoranda the PPMsPPM for Fund

13 Fund II or Fund III to potential investorsinvestor in the respective Fund.

14 21. The PPM for each Fund statesstate that the offering proceedsproceed lessles 15% for

15 selling expensesexpense would be used to purchase distressed debt to further the

16 objectivesobjective of the business.

17 22. The PPM for each Fund also statesstate that it anticipatesanticipate distributing

18 to investorsinvestor monthlyan amount equal to 1% of the investorsinvestor capital contribution.

19 The PPMsPPM further state that the FundsFund will pay those distributionsdistribution out of Cash

20 Available for Distribution which the PPMsPPM defme as the FundsFund operating profit.

21 23. Additionally defendant Lund and the salespersonssalesperson gave to certain

22 investorsinvestor distribution history of Fund which stated that Fund was paying

23 monthlyreturnsreturn of l%-4%on investorsinvestor principal defendant Lund and the

24 salespersonssalesperson represented to investorsinvestor that the distribution history showed monthly

25 returnsreturn of income.

26 24. Based on the defendantsdefendant representationsrepresentation the FundsFund investorsinvestor

27 understood that they would earn substantial monthly income generated from the

28 FundsFund flourishing debt collection business.
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DefendantsDefendant Operation Of The FundsFund As Ponzi Scheme

25. Through the PPMsPPM the distribution history for Fund and direct oral

representationsrepresentation defendantsdefendant misled investors. Despite defendantsdefendant representationsrepresentation

that the FundsFund businessbusines was substantially profitable the FundsFund yielded net losseslosse

year after year. In addition unbeknownst to investorsinvestor defendantsdefendant were using new

investor fhndsfhnd to pay earlier investorsinvestor their promised monthly returns.

Accordingly as demonstrated below defendantsdefendant are operating the FundsFund as

Ponzi scheme.

26. Fund I. Fund began purchasing debt portfoliosportfolio in July 2001. Over

its four-year history Fund has consistently collected lessles than it paid for its debt

portfolios. From July 2001 through October 31 2005 Fund paid $3.5 million to

purchase debt portfoliosportfolio but has collected only $3.2 million i.e. 91% collection

rate resulting in $300000 loss. Accordingly Fund not only failed to generate

profit on its collectionscollection it actually lost money. After paying operating expensesexpense

Fund Is cumulative net losslos as of October 31 2005 was $2.1 million. The chart

below showsshow Fund Is annual offering proceedsproceed operating profit losslos and

distributions.

Period Investor FuidsFuid
Raised

Operating ProfitsProfit

Las
Djstributpi.

2001 $68000 $71000 $5000

2002 $2664000 $2165000 $367000

2003 $1471000 $355000 $1285OQO

2004 $25000 $537000 $580000

2005 $43000 $75000

atmicrsicscrsic

27. Despite these net losseslosse of more than $2 million Fund has

distributed more than $2.3 million to investors. Because Fund alwaysalway operated at
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losslos and had no source of cash for distributionsdistribution other than operationsoperation or new

investor money Fund has used new investor fundsfund to pay the distributions.

28. Fund II. Fund II began purchasing debt portfoliosportfolio in mid-2003.

Over its two-and-a-half year history Fund II has consistently collected lessles than it

paid for its debt portfolios. From July 2003 through October 31 2005 Fund II

paid $7.5 million to purchase debt portfoliosportfolio but has collected only $6.4 million

i.e. an average collection ratio of 85% resulting in $1.1 million loss.

Accordingly Fund not only failed to generate profit on its collectionscollection it

actually lost money. After paying operating expensesexpense Fund IIs cumulative net

losslos as of October 31 2005 was $3.2 million. The chart below showsshow Fund IIs

annual offering proceedsproceed operating profit losslos and distributions.

Period Investor FundsFund Qpeting rotitsrotit ThstribufionsThstribufion

Raised LossLos

2003 $2505000 $1563000 $335000

2004 $2298000 $1299000 $880000

2005 $1073000 $365000 $971000

Sit 4S11N t$Mi
29. Despite these losseslosse of more than $3.2 millionFund II has distributed

$2.1 million to investorsinvestor from April 2003 to October 2005. Because Fund II has

operated at losslos and had no source of cash for distributionsdistribution other than operationsoperation

or new investor money Fund II has used new investor fundsfund to pay the

distributions.

30. Fund III. During 2005 Fund III paid $194000 for debt portfoliosportfolio

against which it has no collections. NeverthelessNevertheles Fund III has distributed $11000

to investorsinvestor in August and September 2005. Because Fund III had no collectionscollection

in 2005 and no other source of cash the distributionsdistribution to Fund III investorsinvestor were

necessarily made from new investor moneys.
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DefendantsDefendant Know Or Are RecklessReckles In Not KnØwing

The Falsity Of Their RepresentationsRepresentation

31. In his role as the sole owner and controlling person of the ManagersManager

through which he controlscontrol the FundsFund defendant Lund is responsible for the FundsFund

operationsoperation and representationsrepresentation to investors. Defendant Lund explainsexplain the FundsFund

businessbusines to investorsinvestor and is responsible for providing information to and training

the FundsFund salespersons.

32. Lund also controlscontrol all aspectsaspect of the FundsFund businessbusines including its

banking activitiesactivitie and has sole signatory authority over all of the FundsFund bank

10 accounts. Additionally defendant Lund is aware of the past performance of Fund

11 and Fund II and knowsknow or is recklessreckles in not knowing that the operationsoperation are losing

12 money.

13 33. Defendant Lund knowsknow or is recklessreckles in not knowing that the

14 defendantsdefendant have misrepresented and are continuing to misrepresent to investorsinvestor

15 the profitability of the FundsFund and the FundsFund expected returnsreturn to investors.

16 DefendantsDefendant know or are recklessreckles in not knowing that defendantsdefendant have been using

17 investor fundsfund to pay investorsinvestor and that they are operating the FundsFund as Ponzi

18 scheme.

19 FIRST CLAIM FOR RELIEF

20 FRAUD IN THE OFFER OR SALE OF SECURITIESSECURITIE

21 ViolationsViolation Of Section 17a OfThe SecuritiesSecuritie Act

22 34. The Commission reallegesreallege and incorporatesincorporate by reference paragraphsparagraph

23 through 33 above.

24 35. DefendantsDefendant and each of them by engaging in the conduct described

25 above directly or indirectly in the offer or sale of securitiessecuritie by the use of meansmean or

26 instrumentsinstrument of transportation or communication in interstate commerce or by use

27 of the mailsmail

28 a. with scienter employed devicesdevice schemesscheme or artificesartifice to
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defraud

b. obtained money or property by meansmean of untrue statementsstatement of

material fact or by omitting to state material fact necessary in

order to make the statementsstatement made in light of the

circumstancescircumstance under which they were made not misleading or

c. engaged in transactionstransaction practicespractice or coursescourse of businessbusines which

operated or would operate as fraud or deceit upon the

purchaser.

36. By engaging in the conduct described above each of the defendantsdefendant

10 violated and unlessunles restrained and enjoined will continue to violate Section 17a

11 of the SecuritiesSecuritie Act 15 U.S.C. 77qa.

12 SECOND CLAIM FOR RELIEF

13 FRAUD IN CONNECTION WITH THE PURCHASE OR SALE OF

14 SECURITIESSECURITIE

15 ViolationsViolation Of Section 10b Of The Exchange Act And Rule lOb-SlOb- Thereunder

16 Against All DefendantsDefendant

17 37. The Commission reallegesreallege and incorporatesincorporate by reference paragraphsparagraph

18 through33 above.

19 38. DefendantsDefendant and each of them by engaging in the conduct described

20 above directly or indirectly in connection with the purchase or sale of security

21 by the use of meansmean or instrumentalitiesinstrumentalitie of interstate commerce of the mailsmail or of

22 the facilitiesfacilitie of national securitiessecuritie exchange with scienter

23 a. employed devicesdevice schemesscheme or artificesartifice to defraud

24 b. made untrue statementsstatement of material fact or omitted to state

25 material fact necessary in order to make the statementsstatement made

26 in the light of the circumstancescircumstance under which they were made

27 not misleading or

28 c. engaged in actsact practicespractice or coursescourse of businessbusines which
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operated or would operate as fraud or deceit upon other

persons.

39. By engaging in the conduct described above each of the defendantsdefendant

violated and unlessunles restrained and enjoined will continue to violate Section 10b

of the Exchange Act 15 U.S.C. 78jb and Rule lOb-SlOb- thereunder 17 c.F.R.

240.lOb-5.

TifiRD CLAIM FOR RELIEF

UNREGISTERED OFFER AND SALE OF SECURITIESSECURITIE

ViolationsViolation Of SectionsSection 5a And 5c OfThe SecuritiesSecuritie Act

10 40. The Commission reallegesreallege and incorporatesincorporate by reference paragraphsparagraph

11 through33 above.

12 41. DefendantsDefendant and each of them by engaging in the conduct described

13 above directly or indirectly made use of meansmean or instrumentsinstrument of transportation or

14 communication in interstate commerce or of the mailsmail to offer to sell or to sell

15 securitiessecuritie or to carry or cause such securitiessecuritie to be carried through the mailsmail or in

16 interstate commerce for the purpose of sale or for delivery after sale.

17 42. No registration statement has been filed with the Commission or has

18 been in effect with respect to the offeringsoffering alleged herein.

19 43. By engaging in the conduct described above each of the defendantsdefendant

20 violated and unlessunles restrained and enjoined will continue to violate SectionsSection 5a

21 and 5c of the SecuritiesSecuritie Act 15 U.S.C. 77ea and 77ec.

22 PRAYER FOR RELIEF

23 WHEREFORE the Commission respectftully requestsrequest that the Court

24 I.

25 Issue findingsfinding of fact and conclusionsconclusion of law that defendantsdefendant committed the

26 alleged violations.

27 II.

28 Issue judgmentsjudgment in form consistent with Fed. R. Civ. P. 65d
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temporarily preliminarily and permanently enjoining the defendantsdefendant and their

officersofficer agentsagent servantsservant employeesemployee and attorneysattorney and those personsperson in. active

concert or participation with any of them who receive actual notice of the

judgment by personal service or otherwise and each of them from violating

SectionsSection 5a 5c and 17a of the SecuritiesSecuritie Act 15 U.S.C. 77ea 77ec

77qa and Section 10b of the Exchange Act 15 U.S.C. 78jb and Rule lOb-SlOb-

thereunder 17 C.F.R. 240.lOb-5.

III.

Issue in form consistent with Fed. R. Civ. P. 65 temporary restraining

10 order and preliminary injunction freezing the assetsasset of the defendantsdefendant requiring

11 accountingsaccounting from each of the DefendantsDefendant prohibiting each of the defendantsdefendant from

12 destroying documentsdocument ordering expedited discovery and appointing temporary

13 receiver over the FundsFund and the ManagersManager

14 IV.

15 Order each defendant to disgorge all ill-gotten gainsgain from their illegal

16 conduct together with prejudgment interest thereon.

17 V.

18 Order defendantsdefendant Lund InvestorsInvestor First and InvestorsInvestor Guild to pay civil

19 penaltiespenaltie under Section 20d of the SecuritiesSecuritie Act 15 U.S.C. 77td and Section

20 21d3 of the Exchange Act 15 U.S.C. 78ud3.

21 VI.

22 Retain jurisdiction of thisthi action in accordance with the principlesprinciple of equity

23 and the Federal RulesRule of Civil Procedure in order to implement and cany out the

24 termstermof all ordersorder and decreesdecree that may be entered or to entertain any suitable

25 application or motion for additional relief within the jurisdiction of thisthi Court.

26

27

28

11



v-lI.

Grant such other and thrther relief as thisthi Court may determine to be just and

necessary.

DATED December 14 2005

ICHAEL A. PIAZZA
ALKA N. PATEL
CATHERINE A. WIMBERLY
AttorneysAttorney for Plaintiff

SecuritiesSecuritie and Exchange Commission
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