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This is the second report to the Court.  The purpose of this report is to: 
 

• Provide additional preliminary financial and investor information. 
• Provide a current summary of major issues confronted by the receivership 

estate. 
• Advise the Court of a pending action in California Superior Court and seek 

this Court’s approval for Robb Evans to accept appointment as State Court 
Receiver over related assets currently not available to liquidate for the benefit 
of the investors. 

 
This report does not constitute an audit of the financial condition of the receivership; 
it is intended only for the information of the Court and should not be relied upon for 
other purposes. 
 
Overview 
 
During the period covered by this report the Receiver, his staff, and counsel have 
focused a great deal of effort in the following broad areas: 
 

• Contacting and interviewing owners and/or operators of businesses in which 
Daniel W. Heath (Heath) invested. 

 
• Seeking turnover of accounting data and other records from various 

businesses in which Heath invested. 
 

• Evaluating the value of the businesses in which Heath invested. 
 

• Reconstructing the financial history of Heath’s entities and entities that are 
closely related to or jointly owned through Larre Schlarmann (Schlarmann). 
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• Reconstructing and reconciling information on investments from three 
databases maintained by Heath and Schlarmann. 

 
• Communicating with investors.1 

 
Criminal Proceedings 
 
Under Tab 1 is a July 2, 2004 newspaper article from The Press Enterprise that 
describes the arrests by the Riverside County District Attorney’s Office of Daniel 
William Heath, John William Heath, Denis Timothy O’Brien, and Larre Jaye 
Schlarmann. 
 
Under Tab 2 is a July 2, 2004 Temporary Restraining Order for Protective Relief 
Necessary to Preserve Property and Assets and Order to Show Cause re: Preliminary 
Injunction Pursuant to Penal Code 186.11 (Temporary Restraining Order). 
 
Some of the assets contained in the Temporary Restraining Order and the proposed 
appointment of a State Court Receiver to take control over those assets will be 
discussed later in this report. 
 
The Intertwined Relationship of Heath, PCM, other Heath Entities, 
Schlarmann and Schlarmann Entities 
 
In the first report, the Receiver stated that “a recurring factor in the portfolio is the 
role played by Larre Schlarmann and his investment management firm.  Directly or 
indirectly he seems to be involved in PCM loans and investments amounting to 
approximately 50% of the entire portfolio.” 
 
As more fully described in this report, Heath raised investor money through a web of 
entities and bank accounts.  Often funds were placed directly with entities controlled 
by Heath and Schlarmann or by them individually.  Heath would then send funds 
raised by PCM to these entities to pay expenses, including investor interest payments. 
 
Heath and Schlarmann, or their owned entities, share or shared ownership of many 
of the assets described in more detail later in this report. 

                                                 
1 The Receivership has received and responded to hundreds of email inquiries, telephone and written 
inquiries from victims. Investors in Hemet organized a meeting coordinated by the Riverside County 
CARE Program which the Receiver and representatives from the SEC, elected officials and others attended. 
There were an estimated 800 mostly elderly attendees (see Riverside Press-Telegraph article under Tab 1) . 
A web site established by the Receiver at http://heath-receiver.com receives an average of 1,900 hits per 
day. 
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Preliminary Investor Information 
 
The first report detailed the methods in which Private Capital Management, Inc. 
(PCM) maintained its investments and noted that the Receiver was in possession of 
PCM’s investor database.  Since that report, the Receiver learned that a bookkeeper 
and former bookkeepers employed by Schlarmann also maintained financial 
information and investment information on investors in at least two databases 
covering funds raised by Heath and bank accounts supervised by Schlarmann.  The 
descriptions of the PCM and Schlarmann databases, the number of investors 
identified to date, and the amount invested identified to date are as follows: 
 

Database or Investment Name Number of Investors Amount Invested 
   
PCM Notes 1,343 $145,540,151 
Northwoods Resort 220 $  21,104,467 
Quiznos 96 $   5,141,350 
Practice Golf Management2 69 $   4,729,829 
Bear Manor3 27 $      771,936 
Janet Kaye Bed & Breakfast4 93 $      718,391 
Lakeview Condominiums Being reconciled  
   
Total5 1,848 $178,006,124 

 
The Receiver has been informed by a number of investors and by Schlarmann that 
Heath’s organization raised the funds from all of the investors in the above table.  
Records show that funds raised for investments, other than PCM notes, would be 
placed into separate bank accounts under the supervision of Schlarmann. 
 
The databases also show substantial repayments in the form of interest and return of 
capital to investors who placed their funds in accounts under the supervision of 
Schlarmann.  The databases show that at least $32 million was raised through 
mechanisms other than PCM notes and that at least $25 million was repaid on those 
investments since 1993.  While the Receiver is still in the process of reconciling this 
data, it appears that most of the $25 million repaid was designated as interest 
payments. 
 
The Receiver has determined that the non-PCM note investments never had positive 
cash flow. 
                                                 
2 Data prior to 1995 is in the process of being reconciled. 
3 Data prior to 1995 is in the process of being reconciled. 
4 Data prior to 1995 is in the process of being reconciled. 
5 The Receiver believes the number of investors to be overstated.  Some investors placed funds into two or 
more of the described investments.  The Receiver is in the process of reconciling the databases to determine 
the number of unique investors. 
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Therefore, the Receiver has preliminarily determined that those investors who 
received payments in the form of interest or return of capital on non-PCM notes 
received those payments from funds that were invested in PCM notes.  For example, 
the Receiver has reconciled about $11.2 million in PCM investor funds that were paid 
to the Northwoods Resort account for further distribution to Northwood’s investors 
and that about $3.6 million in PCM investor funds were paid through the Quiznos 
entities for further distribution to Quiznos investors. 
 
Information on Business Assets 
 
The first report described some specific problems with investments made by Heath.  
Those problems included lack of transactional documentation.  The Receiver has 
since been able to assemble a great deal of information about a number of the assets.  
The Receiver assembled this information through discovery, review of files and 
documents seized from Heath’s office and residence and documents turned over by 
accountants and others, interviews with accountants and others that did business with 
Heath, interviews with staff employed by Heath, and review and reconstruction of 
multiple bank accounts.  Under Tab 3 is a summary of what the Receiver believes, at 
this preliminary stage, is a best case and worst case outcome to the resolution of 
those assets.  Information presented in the summary and in the more descriptive 
details in the following paragraphs is subject to change as new information is 
developed. 
 
Prestige Resort Development, LLC (PRD) $22 million disbursed by PCM & 
TITL 
 
In the First Report the Receiver described PRD as the developer of a fractional 
ownership resort known as The Club at Big Bear Village located at 4067 Village 
Drive, Big Bear, California.  The Club is a luxurious, gated residence club and high-
end resort, with a total of 180 fractional units in 18 residences completed or nearly 
completed, each with 1/10 undivided, deeded ownership interest in a particular 
residence.  The existing development entitlements allow 260 fractional units in 26 
residences.  The project was planned, and the drawings and site work are complete, 
for a total of 540 fractional units in 54 residences.  Of the 180 1/10 fractional units 
available, 56 have been sold. 
 
In June 2003 some of the members, including Heath, Schlarmann, Sharre 
Schlarmann, and NADM Equities, LP, withdrew from the LLC.  The currently 
documented members of PRD, and their ownership percentages are: PCM 80%, 
TITL Equities L.P. (TITL) 10%, and Pamela Jandt 10%. 
 
The Receiver’s staff has studied and compared the accounting records of PCM’s 
investment in PRD, and PRD’s record of capital received. 
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Both sets of records confirm that PCM invested, and PRD received, funds totaling 
$15.87 million.  PRD also received and recorded as capital another $9.47 million.  
That sum is cited as $6.74 million provided by NADM Equities, LP or Schlarmann 
and Associates, or donated land and building assets believed to have originated from 
funds promoted and raised by Heath and Schlarmann.  Another $2.5 million 
investment came through TITL from the sale proceeds of Aquatic Rehab, and 
$231,215 is unclassified.  The PRD record of the additional $9.47 million is not yet 
reconciled with other records. 
 
The total use of victim funds in The Club at Big Bear Village, including money TITL 
received from the sale of Aquatic Rehab, is $25.34 million.  With the loan proceeds 
described in the following paragraph, PRD has caused about $42.5 million in total to 
be spent on The Club development project. 
 
PRD borrowed and owes $17.2 million to Capital Source Finance, LLC 
(CapitalSource), located in Maryland.  CapitalSource holds a first trust deed on the 
project, has declared the credit facility in default, accelerated the balance and 
demanded payment in full of the $17.2 million owing.  The Receiver and 
CapitalSource have discussed and each has proposed resolution scenarios.  Currently, 
CapitalSource has not agreed to make the required advances to maintain the project 
and to meet current operating obligations as the Receiver has proposed. 
 
The immediate cash needs for PRD and the Home Owners Association (HOA) are 
$262,000, plus continuing monthly operating requirements of $75,000 to $150,000.  
Additionally, there are substantial amounts due for construction already completed 
and required to finish the interior of one residential building.  An additional 
complication has arisen because PRD is not meeting its subsidy obligation to the 
HOA and the association’s attorney has filed a claim against the three surety bonds 
securing PRD’s obligation. 
 
The previous report discussed the slow sales rate at the project and the fire, drought, 
and other natural disasters that have impacted the marketability of the project.  
Despite the current financial condition and the resulting problems, the Receiver 
believes there may be some meaningful long-term equity to be realized if the project 
is completed.  CapitalSource does not agree.  However, discussions between the 
Receiver and the lender (including Patton Boggs, their attorneys) continue on a daily 
basis, to seek a fair resolution of the $25.3 million of victim funds spent on the 
project by Daniel Heath.   
 
At this point, in the absence of a strong sales record, it does not appear justified for 
the receivership estate to advance the funds necessary to keep the operation 
functional unless such advances are assured of a priority position ahead of the first 
mortgage position of CapitalSource. 
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If CapitalSource is unwilling to make the necessary advances and the Receiver and 
CapitalSource are unable to negotiate a resolution of any possible equity in the 
project, the only alternatives may be for the Receiver to seek advances to maintain 
operations if such advances are given priority over all other liens on the project, or to 
suspend operations at the project. 
 
Hotel Management, Inc. (HMI) $13.6 million disbursed by PCM
 
In the First Report, the Receiver described Hotel Management, Inc. as the General 
Partner and 1.5% owner of Northwoods Resort Holdings, LP (Northwoods), which 
operates Northwoods Resort Hotel and Conference Center located in Big Bear, CA.  
The hotel has 150 rooms and a complete conference center.  The Agreement of 
Limited Partnership shows the ownership of Northwoods as:  
 
 Limited Partners 

NADM Equities, L. P.  38% 
TITL Equities, L. P.   38% 
Thomas A. Johnson  12.5% 
Barney Family Trust  10% 
Total Limited  Ownership 98.5% 
 
General Partner 
Hotel Management, Inc. 1.5%  

 
The shareholders of the General Partner are Schlarmann 45%, Heath 45%, and 
Sharre Schlarmann 10%.  The Barney Family Trust has abandoned its 10% limited 
partnership share.  Thomas A. Johnson (Johnson), through his company, The 
Alderwood Group, has been the manager of the hotel under a management contract 
dated August 1, 1999. 
 
The Receiver’s staff has studied and compared the accounting records of 
Northwoods, PCM, and accounting records maintained by outside CPAs and 
database records kept by Schlarmann’s entities.  The records of Northwoods have 
been well maintained since 1999. 
 
To open the general ledger in 1999, Northwoods entered the sum $26,154,540 as 
“Loans from Lenders” following the direction of Schlarmann and his accountant.  
They stated the funds were loaned to the project by earlier investors of Heath and 
Schlarmann.  We have identified victim funds totaling $21,104,467 from the 
Schlarmann database that were carried as loans to the Northwoods Resort.  The 
study and reconcilement with other records are continuing. 
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The Records of PCM and Northwoods confirm that PCM sent additional funds 
totaling about $13.65 million to Northwoods, primarily for interest payments to the 
“Lenders,” and also for building improvements. 
 
PCM records show $11.25 million sent to Northwoods, who immediately forwarded 
it to the investment funds maintained by Schlarmann for interest payments to the 
individual investors.  In June 2003 Johnson, the hotel manager, stopped accepting 
advances for interest payments from PCM.  He reasoned that the hotel could not pay 
the interest on its own and could not repay the accumulated $11.25 million plus 
additional advances for continuing interest payments. 
 
PCM records also document $1.03 million for building improvements and another 
$1.30 million for expenses and repairs.  The records of Northwoods do not exactly 
match the PCM payment totals but also include other payments from Schlarmann 
entities, and total $14.23 million. 
 
The documented and verified use of victim funds to purchase, develop, and operate 
the hotel, and to pay interest to earlier investors, is $35.1 million.  The December 31, 
2003 Balance Sheet of Northwoods carries total assets of $16.0 million centered in 
land and buildings.  There is no outside debt except current liabilities of $662,000.  
Without the interest expense previously funded by PCM, the hotel has been operating 
at a break-even rate with about 45% occupancy.  In earlier years, before the series of 
natural disasters in the Big Bear area, operations were profitable with an occupancy 
rate of about 55%.  
 
The Receiver has not yet had the hotel appraised.  Early indications are that the 
current realizable value is between $5.0 million and $8.0 million. 
 
Quiznos related entities $11.6 million disbursed by PCM
 
The Receiver, the Receiver’s counsel, and his staff have had numerous conversations 
and meetings with the management company that oversees the accounting for the 
franchises and with attorneys and executives from the corporate headquarters of 
Quiznos.  The focus of these conversations and meetings has been an analysis of the 
operations of the stores and projected sales prices, funding and ownership problems.  
A number of matters remain unresolved, but all parties are working together with the 
objective of continuing an orderly sale of the stores to new owners. 
 
Of the amount disbursed by PCM, at least $3.6 million was for payment of interest to 
investors. 
 
The Receiver anticipates a potential recovery of about 30% of the amount disbursed 
by PCM. 
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QSD Development and QIE Development are two entities in which Schlarmann has 
ownership interests.  These entities are called area directorships and receive revenues 
from the royalties generated within the region of the area directorship.  Royalties are 
based on store revenue.  Reportedly, these assets are quite valuable.  Based on all of 
the information available to the Receiver, he believes these entities have benefited at 
the expense of investors.  These assets are among those included under Tab 2. 
 
Mastermind Distribution, Inc. (MD) and related entities $8.2 million 
disbursed by PCM & TITL 
 
MD’s six-month interim profit and loss statement for the period ending June 30, 
2004 reported total revenues of $402,000 and net operating losses of $635,000.  The 
balance sheet on the same date showed total assets of $855,000, and notes payable to 
PCM of $7.74 million, resulting in negative equity of $7.28 million. 
 
TITL owns 50% of this company.   
 
The value in the company is centered in registered trademarks in the skateboard 
industry.  The Receiver’s staff has met with the operators of the company and is 
attempting to reach a resolution with the other 50% owner.  Based on information 
developed to date, this could be a litigious situation.  The Receiver does not anticipate 
a recovery that exceeds $1,000,000.  
 
Fitness Care, Inc. (FCI) and related entities $5.3 million disbursed by PCM  
 
As previously reported, FCI operated as a start-up incubator to acquire, restructure, 
and spin off companies, which included the following: 
 
Valley of the Sun Cosmetics 
Magnum Sports International 
Novelties USA 
TechNiGlove, Intl. 
 
According to corporate documents turned over to the Receiver, Heath was originally 
a 100% shareholder and was the company’s president until June 2002.  On June 26, 
2002, 50% of the shares were transferred to PCM and 50% to Maximum Physical 
Therapy, a company owned by Ed Sullivan (Sullivan).  Sullivan claims he invested 
$100,000 in June 2002 as consideration for the shares held by his brother and he is 
not involved in operations. 
 
FCI apparently has the right to distribute products with the Voit trademark and is 
reportedly doing some small amount of business.  The Receiver anticipates that most 
of this investment will be lost. 
 

Page 8 of 17 



However, the Receiver has subpoenaed records from FCI to determine what 
investments were made by this company and what assets, if any, remain.  It appears 
that at least $1.3 million was invested in a company in Mexico called Polygama.  The 
Receiver is continuing to research this matter. 
 
TechNiGlove International, Inc. (TI) $2.7 million disbursed by PCM 
 
TI was incorporated on July 1, 1998.  The directors were Janine Gass, Heath, and 
James Sullivan, Jr.  The officers were Roger Gass, president, Janine Gass, secretary, 
and Heath, chief financial officer. After the death of Roger Gass, Janine Gass took 
control of the company in late 2002. The exact ownership of this business is not 
clear, but Heath’s personal financial statement dated December 31, 2002 showed a 
50% ownership in this company.  
 
TI is in the business of manufacturing various industrial high-grade latex gloves for 
export to North America, Japan, and Europe. The plant is located in Malaysia with a 
work force of 270.  
 
TI loaned $500,000 to Flexitech, a Malaysian company.  Reportedly, the stock of 
Flexitech may soon be publicly listed on the Malaysian stock exchange and may have 
some value.  The Receiver is not yet able to estimate a return on this investment. 
 
The Receiver’s staff is negotiating a recovery plan with TI. 
 
Practice Golf Management $2.5 million disbursed by PCM 
 
As previously reported, upon learning of the sale of this property, the  Receiver froze 
the funds remaining in this bank account.  The amount frozen was $642,031.02 and 
those funds have since been turned over to the Receiver. 
 
Kenneth Hafker-Hafker Drywall, Inc. (HD) $2.1 million disbursed by PCM & 
TITL 
  
HD was incorporated on January 3, 2002 in California.  Kenneth Hafker (Hafker) is 
the Chief Executive Officer and Heath is the Chief Financial Officer and Secretary.  
 
The Receiver’s staff has met with Hafker, reviewed and analyzed the company’s 
financial statements, and is attempting to work with Hakfer on a repayment plan.  
Based on the review and discussions to date, it may be possible for the investment to 
be recovered substantially or in full over a period of time. 
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Valley of the Sun Cosmetics (VSC) $1.67 million disbursed by PCM & TITL 
 
This company was spun off by FCI in late 2003 and is no longer operating in its 
original form.  Two former employees formed Valley of the Sun Cosmetics LLC 
(VSC LLC) and borrowed an additional $315,000 from Heath in the year 2004.  The 
Receiver’s staff has been negotiating with the operators of VSC LLC and has 
analyzed the company’s financial statements.  Based on this analysis, the Receiver 
does not anticipate recovering more than $300,000 from this investment over a 
period of time. 
 
Design Solutions, Inc. $1.06 million disbursed by PCM 
 
The company designs circuit boards and reportedly has creditworthy national 
companies as customers.  The company is contesting at least one half of the debt 
claiming that Heath failed to fulfill his obligations for additional funding.  The 
Receiver’s staff is continuing negotiations toward a satisfactory resolution. 
 
Integrated Financial Company / Surgery Pro $954,010 disbursed by PCM 
 
According to one of Heath’s accountants, Heath was the 100% owner of Integrated 
Financial and it was the 100% owner of Surgery Pro.  The company is out of 
business.  There are residual accounts receivable that have been assigned to a 
collection agency and one remaining piece of equipment.  According to the manager 
overseeing the collection agency, the Receiver should anticipate a return on this 
investment of not greater than $400,000. 
 
KHS Enterprises, Inc. $917,160 disbursed by PCM
 
In an interview with one of Heath’s accountants, the Receiver’s staff was informed 
that this company ceased operations and closed in January 2002.  It was in the 
business of managing attorneys who worked personal injury cases.  There are no 
assets remaining to repay this obligation. 
 
CSI Technologies, Inc. $866,250 disbursed by PCM and TITL
 
The Receiver is attempting to locate operating officers to discuss a resolution of this 
investment. 
 
Progressive Rehab, Inc. $792,102 disbursed by PCM
 
This company is no longer operating.  A Texas entity is collecting the residual 
accounts receivable.  The Receiver has not yet been able to determine the potential 
return on this investment. 
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Direct PT, National Nursing & Rehab, Restorative Health Care $758,776 
disbursed by PCM
 
The Receiver understands that Heath was a director of these entities and some of the 
stock is held in Heath’s name, not PCM’s.  The Receiver’s staff negotiated a full 
repayment of the amount owed and Heath verbally agreed that, given the 
circumstances, it would not be in the receivership estate’s best interests to speculate 
on the future success of the companies.  The agreement reached by the Receiver is 
now in jeopardy because one of Heath’s attorneys later reportedly told the 
companies’ attorneys that Heath did not agree with the settlement. 
 
Physical Therapy Dynamics /Aquatic Rehab $762,792 disbursed by PCM 
 
Heath invested in this company in partnership with Sullivan in 1991.  This was a 
profitable business and last year it was sold to Rivien Health Aquatic Inc.  As set out 
below, Heath’s company, TITL, received substantial proceeds from the sale, and 
future payments are anticipated later this year.     
 
The Receiver’s representatives spoke with Sullivan on June 29, 2004.  Sullivan, the 
former President and Chief Executive Officer, stated that Heath, or one of his 
entities, first invested in Aquatic Rehab in 1991.  Heath or his entities later provided 
additional funding for expansion.  Sullivan stated that the company paid off all 
Heath-related advances in 2000.  The October 2002 balance sheet, the final balance 
sheet produced before the company was sold, does not show any debt due to Heath 
or any Heath-related entity.  Sullivan also confirmed that Heath’s ownership share of 
Aquatic Rehab was 50%. 
 
The Aquatic Rehab companies, Physical Therapy Dynamics, Inc. and Centre for 
Hand Therapy Inc., were sold on April 30, 2003 to Rivien Health Aquatic, Inc.  The 
sales price was $37,810,998, payable $20,000,000 in cash at closing, a non-compete 
agreement for $500,000 payable annually over five years, and a note for $17,310.998.  
Terms of the note are discussed in a following section.  After paying bonuses and 
commissions of about $1.8 million, taxes of $3.4 million, closing expenses of 
$600,000, and $1.0 million to Sullivan’s Charitable Remainder Unitrust, Sullivan 
received $6.7 million and Heath received $6.5 million. 
 
The Receiver’s staff has reviewed the bank records of TITL and Heath.  These 
records show that Heath deposited the $6.5 million he received in his TITL account.  
TITL’s total receipts from Aquatic Rehab were $8.4 million.  Through TITL, Heath 
sent $2.5 million of the Aquatic Rehab proceeds to PRD and used another $1.5 
million of the proceeds for a down payment on a $4.75 million property in Newport 
Coast, CA.  Heath also put $3.4 million back into PCM.   
 

Page 11 of 17 



The $17,310,998 promissory note taken as part of the sale proceeds is payable 
$400,000 principal each quarter, plus interest payable monthly.  Any remaining 
balance is payable April 30, 2006.  The note is subject to adjustments based on the 
2003 financial results and changes in the California workers’ compensation 
reimbursement rates and practices. 
 
Based on the preliminary financial results for December 2003 provided by the 
auditors, the note balance could be subject to a reduction of $5.6 million to about 
$10.8 million.  The impact on the note balance from changes in the California 
Workers’ compensation reimbursement rates and practices is unknown at this time.  
Accordingly, when Heath’s 50% share of the promissory note becomes an asset of 
the receivership estate, the realization from interest and principal could be in excess 
of $5.0 million, but subject to dilution because of changes in the California workers’ 
compensation reimbursement rates and practices.  The Receiver and his staff are 
closely monitoring and pursuing this asset.  Several checks, representing Heath’s 
principal and interest payments and non-compete payments under the terms of the 
sales contract, were recently forwarded to the Receiver and are being held in a trust 
account.  The total funds transmitted are approximately $450,000.  
 
Coast Energy Management (Coast) $500,000 disbursed by PCM 
 
As previously reported, documentation provided by the SEC revealed two notes to 
Heath and Associates from Coast, totaling $400,000.  Heath sued the company in 
April 2004 for defaulting on the notes. 
 
Litigation is pending in the Superior Court of Maricopa County, Arizona, based on 
defaults under the notes.  The Receiver’s staff is negotiating with Coast in an attempt 
to resolve the debt and has located a third party interested in buying the inventory of 
Coast.  Coast has been very uncooperative in this process, rejecting the Receiver’s 
demand to inspect records and inventory.  The Receiver’s staff will submit a motion 
ordering access to the facility if Coast remains uncooperative.  Upon completion of 
the Receiver’s inspection, a determination will be made as to the best course of action 
for the liquidation of the notes and inventory. 
 
The BikeBoard Company LLC (BB) $399,800 disbursed by PCM and TITL 
 
BB was formed in December 2003 in California.  Mr. Walter Stender is the president 
and chief financial officer and Rick Caparole is the secretary.  While the entire 
operating capital in cash ($399,800) was funded between December 2003 and April 
2004, the actual ownership is not yet clear.  
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The Receiver’s staff has met with Mr. Stender and has been discussing a repayment 
plan.  The CEO claims that BB is not in a financial position to buy back BB stock 
from the Receiver. The Receiver is not yet able to estimate the financial situation and 
a potential recovery from this investment.  
 
Alligator Smoke Wood $375,665 disbursed by PCM 
 
This entity was reportedly owned and operated by defendant Denis O’Brien.  The 
current status has not yet been determined. 
 
Lone Star Family Health, Inc. $241,254 disbursed by PCM
 
In an interview with one of Heath’s accountants, the Receiver’s staff was informed 
that this company ceased operations and closed in September 2003.  There are 
collections of residual accounts receivable being processed by a company in Texas.  
The Receiver has not been able to obtain an estimate on the potential recovery, if 
any, from this investment. 
 
Foam Technologies, Inc. $239,800 disbursed by PCM 
 
The Receiver’s staff met with one of the shareholders.  PCM is a 15% shareholder.  
The company is not operational.  There is a patent pending on a waterproof zipper 
for specialty sport goods cases.  There is no evidence of any near-term recovery 
potential. 
 
Advanced Medical Systems, Inc. $153,359 disbursed by PCM
 
The corporation was dissolved in February 2004.  There is no possible recovery. 
 
Summary of Assets and Investor Liability 
 
In the first report, the  Receiver presented PCM’s balance sheet6 that listed total cost 
of investments in business assets of about $92.3 million and total owed to PCM 
investors of about $132.1 million7.  Through interviews with a number of business 
operators, accountants, attorneys, and others associated with Heath’s business 
activities and through research conducted by the Receiver’s internal CPA staff and 
other staff, the Receiver has determined that the stated cost of assets presented in the 
first report was overstated by at least $15.5 million. 
 

                                                 
6 As stated in the first report, the balance sheet was prepared by Heath’s outside bookkeeper. 
7 The Receiver has compared the amount invested furnished by numerous victims to the database that 
tracks the liability to investors and has found no discrepancies.  In addition, a sample audit of hard copy 
investor records to the database also produced no discrepancies. 
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Additionally, based on all of the information currently available to the Receiver as 
detailed under Tab 3, the Receiver believes an optimistic current realizable value of 
the PCM assets is about $24.5 million.  This amount does not include the possible 
value of certain assets whose estimated worth has not been ascertained. 
 
Therefore, based on the liability to investors as stated on PCM’s books, the shortfall 
between the current projected realizable value of the assets and the amount owed to 
PCM investors is estimated to be about $107.6 million.  Earlier in this report it was 
noted that Schlarmann maintained at least two other databases covering funds raised 
by Heath and bank accounts supervised by Schlarmann.  When the review and 
reconcilement of this additional information is complete, the amount owed to 
investors could significantly increase or decrease depending on three factors: 
 

• The information contained in the two other databases covering funds raised 
by Heath and bank accounts supervised by Schlarmann. 

• The extent to which investor claims are adjusted downward to account for 
interest payments received. 

• The actual amount realized upon liquidation of the assets. 
 
Asset Ownership Difficulties 
 
As previously reported, documents reviewed by the  Receiver’s deputies showed that 
TITL had an ownership interest in at least one of the companies to which PCM 
loaned funds.  Public records list Heath as the principal of TITL.  Heath was asked 
about the ownership of TITL during a May 12, 2004 interview with the  Receiver’s 
staff.  Heath replied that TITL was his own private entity.  The Receiver has since 
located bank statements and most of the supporting bank documents for TITL and 
has substantially reconstructed its financial history (Tab 4). 
 
With the exception of an immaterial amount of unclassified receipts and bank 
documents not yet received and classified, TITL received most of its cash from 
investments made from PCM investor funds because Heath vested ownership of the 
stock of some entities in TITL, not PCM. 
 
Following is a list of entities the Receiver has identified to date in which TITL holds 
an interest: 
 
Northwoods Resort   38% 
Prestige Resort Development 10% 
QSD Management   35% 
QIE Management   45% 
Bear Manor    50% 
Mastermind Distribution, Inc. 50% 
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Two disbursements from TITL totaling $1,525,566 were made to Mariners Escrow 
Corp.  The Receiver located an escrow statement showing that in April 2004 Heath 
purchased in his and his wife’s name a $4,750,000 property located in Newport Coast, 
California with the proceeds of funds received from PCM’s investment in Aquatic 
Rehab. 
 
Heath also placed other investments made with PCM investor funds in his name.   As 
described under Direct PT, Inc. above, the ownership issue is presenting a challenge 
to the Receiver’s ability to maximize the value of some assets for the benefit of the 
investors. 
 
A number of other investments that received substantial PCM investor funds are 
partially or completely owned by Schlarmann or his entity, NADM Equities, LP 
(NADM). 
 
Following is a list of entities the Receiver has identified to date in which Schlarmann 
or NADM hold an interest: 
 
NADM 
 
Northwoods Resort  38% 
QSD Management  45% 
QIE Management  50% 
QSD Development  50%  8   
QIE Development 100% 
Bear Manor   50% 
 
Schlarmann 
 
P.S. Restaurant Management, Inc. 100% 
 
The Receiver’s staff met with Schlarmann and his attorney prior to Schlarmann’s 
arrest.  At that meeting, Schlarmann agreed to work with the Receiver to begin the 
process of documenting the turnover of his interests in a number of the entities listed 
above.  The documentation process was not completed at the time of his arrest. 

                                                 
8 According to Schlarmann, the 50% ownership is vested with QCS LLC, which is 100% owned by 
NADM. 
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The Proposed State Court Receivership 
 
Under Tab 5 is a graph that shows an analysis9 of the movement of funds raised from 
investors and routed to and through a number of entities.  As described in earlier 
sections of this report, the ultimate ownership of some of the assets is not consistent 
with the fund-raising activities.  For example, assets held in the name of TITL, Heath, 
Schlarmann, and others came from investor funds.  Certain of these individuals are 
named in the State criminal proceedings but not the Federal civil proceedings.  It is 
these assets, seized in the criminal proceedings, which will be reached by the 
proposed State Court Orders and effectively turned over to this receivership estate 
for distribution to the victims of the fraud as this Court may ultimately direct.  Under 
present circumstances, without the State action, this Receiver could reach those assets 
only through more costly asset tracing and subsequent litigation.  
 
The stated objective of the Riverside County District Attorney’s Office in seeking 
appointment of a State Court Receiver is to make more assets available to the 
defrauded investors in the most efficient and economic fashion.  
 
If someone other than the Federal Receiver is appointed as State Court Receiver, it 
would mean a far more expensive liquidation process to the detriment of the 
investors, and raise the possibility of counterproductive conflict.  As previously 
reported, the Receiver was appointed by the Superior Court as custodian of records 
and is in possession of all seized paper and computer records. 
 
A state court hearing is scheduled for July 19, 2004 when the Riverside County 
District Attorney’s motion to appoint the undersigned as State Court Receiver will be 
considered.  If appointed, it is the Receiver’s intent to operate the state and federal 
receiverships largely on a consolidated basis with only such separate reporting and 
accounting as is necessary, reasonably economic or required by either court.  The 
potential for significant redundant expense if two separate receivers operate two 
separate receiverships over different assets seized in the civil and criminal 
proceedings in the same case  is considerable.  In the event an issue arises which may 
affect the administration of both receivership estates which the Receiver believes 
requires Court determination or instruction, the proposed State Court Orders provide 
that the Receiver shall present such issue to this Court for hearing and determination. 
 
This Court’s approval to accept that appointment is therefore requested.   
 
Under Tab 6 is a draft of one of the proposed State Court Orders as it pertains to 
Schlarmann. 
 

                                                 
9 This analysis will be further refined when the reconcilement process between numerous bank accounts 
and investor databases is competed. 
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Other Matters 
 
During the course of reviewing and reconciling bank account information, one of the 
Receiver’s CPAs discovered that $23,000 was withdrawn from the TITL bank 
account on May 3, 2004 in violation of this Court’s Temporary Restraining Order and 
Asset Freeze.  The Receiver’s staff obtained a copy of the withdrawal instrument that 
showed Heath’s signature on the cash withdrawal.  The Securities & Exchange 
Commission made a demand on one of Heath’s lawyers for return of the funds and 
the funds were turned over to the Receiver on July 1, 2004. 
 
Respectfully submitted, 
 
 
 
 
Robb Evans 
Receiver 
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 Investors told they face millions in losses 
RECEIVER: Hundreds of Inland people put money into a firm accused of running a Ponzi scheme. 

July 1, 2004 

By DEVONA WELLS / The Press-Enterprise 

HEMET - The man tracking down money invested in D.W. Heath & Associates painted a bleak picture Wednesday for Inland investors 
whose life savings have been caught up in what the government now alleges was a Ponzi scheme.  
 
More than 550 people peppered officials with questions in a meeting that overwhelmed organizers with unexpectedly large crowds. They 
wanted to know the whereabouts of their money, when they might get it back and why action wasn't taken sooner.  
 
Some investors didn't get a chance to ask their questions at Wednesday's first meeting, because only so many could reach the microphone in 
the allotted hour. With so many more people than expected, dozens lined walls and many took chairs that had been put up on the stage of the 
auditorium of the James Simpson Senior Center. Frustration erupted in outbursts and grumbling, though many said they were happy for the 
details they've hungered for since they learned their money was in trouble.  
 
 

 
(Terry Pierson  / The Press Enterprise) 

Receiver Robb Evans speaks to hundreds of people at the James Simpson 
Senior Center in Hemet who want to find out what can be done to recover 

money they invested in D.W. Heath & Associates. 
 
But much of what was revealed Wednesday did little to boost hopes about the savings and Individual Retirement Accounts that more than 
800 elderly investors are believed to have turned over to Heath & Associates.  
 
At least $69.9 million was invested with Heath & Associates, according to the U.S. Securities and Exchange Commission. But receiver Robb 
Evans, CEO of Robb Evans & Associates, who was appointed by the court to seize assets and return money to investors, said he now knows 
of $145 million invested since 1990.  
 
Of that, Heath & Associates put $50 million into two projects in Big Bear with another $42 million going to 50 different companies.  
 
"I want to tell you it's an ugly, ugly picture," he said. "Many of those investments are totally worthless." 
  
 
Losses called significant  
 
Money will be recovered, Evans said. But based on what's been located so far, he said, losses will be significant.  
 
In May, the SEC sued Heath & Associates and said it operated a Ponzi scheme paying early investors with money from later ones.  
 

kchapin
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The assets of Heath & Associates, along with PCM Fixed Income Fund 1, Private Capital Management and Private Collateral Management, 
were frozen last month. The companies were placed into receivership. Daniel William Heath, 47, of Chino Hills, and Denis Timothy O'Brien, 
49, of Yorba Linda, were sued for violating securities laws. Heath's assets also were frozen.  
 
Had the SEC not interfered with his businesses, Heath believes he could have turned them profitable, said David Bortman, Heath's attorney. 
Reached by phone Wednesday afternoon, Bortman reiterated that Heath & Associates did not operate a Ponzi scheme.  
 
Heath "assures me that these are all legitimate investments he made. Any mistakes he may have made were made in good faith. He never 
intended to mislead anyone or cheat or defraud anyone," Bortman said.  
 
Heath, he said, continues to cooperate with the SEC and receiver.  
 
Many attendees scribbled notes on legal pads and envelopes, exchanging phone numbers and names with fellow investors. At 10:45 a.m., 15 
minutes before the scheduled start of the meeting, organizers began turning investors away and asking them to return for an impromptu 
meeting set up for later in the day.  
 
Karen Pickl of Perris came to find out about the $400,000 her mother-in-law gave to Heath & Associates. The money included college funds 
for Pickl's 13-year-old and 17-year-old children.  
 
Her mother-in-law, who has Alzheimer's disease, lives in a nursing home and hasn't been told about the state of her finances.  
 
"I may have to go look for a second job to pay for her care," said Pickl, 53, who stood against a wall through the two-hour event.  
 
Investors were lured to Heath & Associates with the promise of safe investments returning 5.5 percent to 8 percent yearly, according to the 
SEC. Others say they were told their money was put into specific projects funded by Heath & Associates. Of the $145 million brought in, 
Evans said, $40 million was returned to investors.  
 
 
Question on lawsuit  
 
Investor Marjorie McIntosh, who helped organize Wednesday's meeting, asked a question many say they've pondered: Would filing a class-
action lawsuit do any good? McIntosh, of Hemet, put $40,000 into Heath & Associates.  
 
"What I'm always worried about on a class-action is that money you would recover is split with lawyers," Evans, the receiver, said.  
 
Some wanted to know why the assets of Heath were frozen but O'Brien's weren't. The SEC did not have enough evidence to go after 
O'Brien's personal assets, SEC attorney David Brown said.  
 
But the Securities and Exchange Commission, which started looking into Heath & Associates in February, has not finished investigating, 
Brown said.  
 
"Patience is something we ask you for as we go forward," he said.  
 
The question that won the most applause came late in the morning meeting: "Are these guys going to do any jail time?"  
 
The Riverside County district attorney's office has said it is investigating Heath & Associates, but did not send a representative to the 
meeting.  
 
"I am here to assure you they are working many long hours," said Margo Hamilton, regional manager for Curtailing Abuse Relating to the 
Elderly, or C.A.R.E., which moderated Wednesday's meeting.  
 
A few investors pointed fingers at First Trust Corp., Heath & Associates' IRA administrator, for not doing more to safeguard their money. 
First Trust, based in Denver, oversees more than 300,000 accounts and operates as a background player for its clients, said attorney James R. 
Hoy.  
 
"We were not in a position to do due diligence to find out what Dan Heath says is true," he said.  
 
Evans declined to discuss individual investments. He said his team is one or two months from starting to reconcile investor accounts with the 
records kept by Heath & Associates. While Evans called the Heath & Associates paperwork tracing its varied investments "absolutely 
abominable," he said the company kept good records of the individuals it took money from.  
 



Recovering money  
 
Four methods can be used to recover money and return it to investors, Evans said. Among them: liquidating the assets of Heath and Heath & 
Associates; securing a court judgment ordering Heath to repay money; and suing others who helped perpetrate the fraud. Also, those who 
made more money than they invested may have to repay it, he said.  
 
Bortman, Heath's attorney, said the timing of returning money is in the hands of the receiver. But he said Heath wants to make his businesses 
healthy to get cash back to investors.  
 
"It's extremely complicated, because now that the SEC has begun these proceedings, these companies are not allowed to continue to pull in 
money," he said.  
 
In 1998, the state Department of Corporations ordered Heath to halt illegal sales of investments and to stop acting as an unlicensed securities 
broker. Several wanted to know Wednesday why the order wasn't enforced.  
 
Evans said the department's investigation team, which follows up on such orders, was disbanded because of budget cuts. 

Reach Devona Wells at (909) 368-9559 or dwells@pe.com.  

Copyright 2004 The Press-Enterprise 
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Four arrested in fraud scheme 
July 2, 2004 

By DEVONA WELLS / The Press-Enterprise 

Four men accused of running a massive Ponzi scheme through D.W. Heath & Associates were arrested Thursday on charges of elder abuse, 
grand theft and money laundering in the biggest fraud ever prosecuted in Riverside County.  
 
The district attorney's office made the coordinated arrests of Daniel William Heath, 47; his father, John William Heath, 77; Denis Timothy 
O'Brien, 50; and Larre Jaye Schlarmann, 46.  
 
Daniel Heath and Schlarmann each face 232 felony charges and up to 200 years in prison if convicted, said deputy district attorney Mike 
Silverman. John Heath and O'Brien each face about 77 felony counts and up to 61 years in prison if convicted, according to sentencing 
guidelines provided by Silverman.  
 

  
 

Daniel Heath, left, and Denis O'Brien were arrested Thursday on charges of elder abuse, 
grand theft and money laundering in a case officials call the biggest fraud ever prosecuted 
in Riverside County. 

 
Bail for each of the four is set at $144 million - the amount the district attorney's office says Heath & Associates illegally brought in from 
803 seniors lured by promises of guaranteed investments returning 5.5 percent to 8 percent a year. Many found the pitch - often given over 
free lunches at a local restaurant - appealing enough to turn over their life savings and Individual Retirement Accounts.  
 
Daniel Heath's attorney, David Bortman, said his client denies the charges and believes any mistakes he made were in good faith.  
 
"He's never said anything that wasn't true. If left to run his business, everyone would be OK," Bortman said.  
 
The four men are tentatively scheduled to enter pleas Tuesday in Riverside County Superior Court.  
 
Complaint lists 26 victims  
 
In terms of money involved, Silverman said, the complaint filed Thursday by the district attorney's office amounts to the largest fraud the 
county has ever prosecuted. He said the defendants sold themselves as senior advocates while lying to vulnerable investors.  
 
In May, the Securities and Exchange Commission sued Heath & Associates, Daniel Heath and O'Brien and accused them of operating a 
Ponzi scheme - paying early investors with money from later ones. Court-appointed receiver Robb Evans & Associates has been working to 
recover assets and return investor money.  
 
The district attorney's complaint lists 26 victims, with investments ranging from $17,143 to $1.6 million. Charges against the four men 
include selling unqualified securities, selling them by misrepresentation and violating a 1998 Department of Corporations order to stop 
selling securities. Elder abuse, a felony charged numerous times, constitutes theft or embezzlement from a victim 65 years old and older, 
Silverman said.  
 
Investor Marjorie McIntosh, who gave Heath & Associates $40,000, said Thursday she felt comforted knowing the four men were behind 
bars.  
 



"They have hurt so many people," McIntosh said. The investors "are not rich people, they're people who've managed to accrue substantial 
sums of money because they've worked hard."  
 
About $92 million brought in to Heath & Associates was funneled to two Big Bear projects and an assortment of 50 companies - many of 
them now worthless, according to Evans.  
 
Bortman, Dan Heath's attorney, repeatedly has said his client's businesses were legitimate.  
 
The arrests came one day after meetings in Hemet that drew more than 550 investors anxious to know when they would see their money 
returned, if at all. Evans told the overflow crowd that their losses would be significant.  
 
Considered a flight risk  
 
Steve Crise said then he'd lost hope for recovering his mother's $250,000 savings and only wanted Daniel Heath and the Ponzi scheme's 
other perpetrators held accountable. With the four men arrested, Crise said he's relieved to know they won't be fleeing the country.  
 
"I think they did this with the full knowledge they were scamming somebody," he said Thursday. "At least there's a local agency who has 
gotten their act together and are taking it seriously."  
 
Bortman said Daniel Heath was shocked by the 7 a.m. arrest because he has been cooperating with the SECand Evans. He said he plans to 
request that bail be reduced so Heath can continue to assist a receiver in returning investors' money.  
 
"I've never heard of bail that high," Bortman said.  
 
Daniel Heath, a Canadian citizen, was considered a flight risk, which added urgency to the timing of the arrests, Silverman said.  
 
"We did not want to have to take the time to extradite him," he said.  
 
In May, the SEC froze the assets of Daniel Heath, along with those of Heath & Associates, PCM Fixed Income Fund 1, Private Capital 
Management and Private Collateral Management.  
 
The district attorney's office now is seeking to freeze the assets of Schlarmann, O'Brien and John Heath.  
 
Heath & Associates, with offices in Hemet and Temecula, sold Private Capital Management securities to victims, Silverman said. John 
Heath and O'Brien operated as Heath & Associates salesmen, according to Silverman.  
 
Of the $145 million Evans said was brought in since 1990, he said just $40 million has been returned to investors.  
 
Search warrants for the homes of John Heath and Schlarmann also were served Thursday on top of ones already executed at Heath & 
Associates offices, as well as the homes of Dan Heath and O'Brien. 

Reach Devona Wells at (909) 368-9559 or dwells@pe.com.  

Copyright 2004 The Press-Enterprise 
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Robb Evans, Receiver of D.W. Heath & Associates, et al.

Entity Name Subsidiary Entities Amount Disbursed Worst Case Best Case

Advanced Medical Systems, Inc. $153,359.53 $0.00 $0.00 

Alligator Smoke Wood $375,644.68 unable to determine unable to determine

Coast Energy Mgt. / E.S. Management $500,000.00 unable to determine unable to determine

CSI Technologies, Inc. $866,250.00 unable to determine unable to determine

Design Solutions, Inc. $1,063,605.00 $500,000.00 $1,063,605.00 

Direct P. T. Inc., National Nursing & Rehab, 
Inc., & Restorative Heath Care Services 
Inc.

$758,776.45 $500,000.00 $915,000.00 

Fitness Care, Inc., Novelties USA $5,542,684.00 $0.00 $250,000.00 

Foam Technologies, Inc. $239,800.00 $0.00 $0.00 

Hotel Management, Inc. $13,652,087.48 $5,000,000.00 $8,000,000.00 

Kenneth Hafker - Hakfer Drywall, Inc. $2,064,206.16 $0.00 $2,000,000.00 

KHS Enterprises, Inc. $917,159.69 $0.00 $0.00 

Lone Star Family Health, Inc. dba 
Healthcare Network Management 

$241,253.66 unable to determine unable to determine

Mastermind Distribution, Inc. $6,125,619.66 $100,000.00 $1,000,000.00 

Kubic Marketing, Inc. $90,080.56 $0.00 $0.00 

Industry Threat $91,552.18 $0.00 $0.00 

Lethol Elements, Inc. $1,871,339.00 $0.00 

Physical Therapy Dynamics, Inc., dba 
Aquatic Rehab

Centre for Hand Therapy, Inc. $762,792.12 $1,000,000.00 $5,000,000.00 

Practice Golf Management, Inc. $2,491,280.21 $642,031.02 $642,031.02 

Prestige Resort Development, LLC The Club at Bear Village $22,005,665.40 $0.00 $1,500,000.00 

Progressive Rehab, Inc. $792,102.49 unable to determine unable to determine

Quiznos Related Entities $11,566,647.37 $2,700,000.00 $3,200,000.00 

Intergrated Financial Company Surgery Pro Centers of So. Cal. 
LLC

$954,010.00 $275,000.00 $400,000.00 

Techniglove International, Inc. $2,676,323.01 unable to determine unable to determine

The BikeBoard Company LLC $399,800.00 $50,000.00 $250,000.00 

Valley of the Sun, LLC $1,678,039.00 $100,000.00 $300,000.00 

Total $77,880,077.65 $10,867,031.02 $24,520,636.02
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 TITL EQUITIES L.P.
 Cash Receipts & Disbursements

 December 1, 1993 through May 24, 2004
Dec 93 Jan - Dec 94 Jan - Dec 95 Jan - Dec 96 Jan - Dec 97

Income
Harley-Davidson Motor Company 0.00 0.00 0.00 0.00 0.00
Techniglove International, Inc. 0.00 0.00 0.00 0.00 0.00
Advanced Medical Systems, Inc. 0.00 0.00 0.00 0.00 0.00
Allstate Property & Casualty In 0.00 0.00 0.00 0.00 0.00
Arrowhead Credit Union 0.00 0.00 0.00 0.00 0.00
CLC/Ed 0.00 0.00 0.00 0.00 0.00
Coastal Diagnostic Service 0.00 0.00 0.00 0.00 0.00
Creig L. Christensen 0.00 0.00 0.00 0.00 0.00
ECKL, L.P. 0.00 0.00 0.00 0.00 0.00
Fitness Care Inc/Valley of Sun 0.00 0.00 0.00 0.00 0.00
M/M 0.00 0.00 0.00 0.00 0.00
Restorative Heathcare 0.00 0.00 0.00 0.00 0.00
National Nursing & Rehab 0.00 0.00 0.00 0.00 0.00
Pending for Records from Bank 0.00 0.00 0.00 0.00 0.00
Physical Therapy Dynamic Inc

Centre For Hand Therapy, Inc. 0.00 0.00 0.00 0.00 0.00
Physical Thera Dyn/Aquatic SPHC 0.00 0.00 0.00 0.00 0.00
Rivien Health Aquatic, Inc. 0.00 0.00 0.00 0.00 0.00
Physical Therapy Dynamic Inc - Other 0.00 0.00 0.00 0.00 0.00

Total Physical Therapy Dynamic Inc 0.00 0.00 0.00 0.00 0.00

Progressive Rehab & Sport Med 0.00 0.00 0.00 0.00 0.00
Silver Pines Escrow, Inc./escro 0.00 0.00 0.00 0.00 0.00
The Alderwood Group 0.00 0.00 0.00 0.00 0.00
Interest Income

Bank of America 0.00 0.00 0.00 0.00 0.00
Interest Income - Other 0.00 0.00 0.00 0.00 0.00

Total Interest Income 0.00 0.00 0.00 0.00 0.00

Total Income 0.00 0.00 0.00 0.00 0.00

Expense
Family Member

Leslee Heath 0.00 2,750.00 0.00 0.00 0.00
Sarah Heath Szemerei 0.00 0.00 0.00 0.00 0.00

Total Family Member 0.00 2,750.00 0.00 0.00 0.00

Christian Research Institute 0.00 0.00 0.00 0.00 0.00
Citurs Landscape 0.00 0.00 6,000.00 0.00 0.00
Thompson's Building Mat 0.00 0.00 1,300.00 0.00 0.00
Robbins Antique Mart 0.00 0.00 433.00 0.00 0.00
C.V.C.C. 0.00 5,000.00 0.00 0.00 0.00
J & E Wrought Iron 0.00 2,000.00 0.00 0.00 0.00
Greg Gonzales 0.00 31,821.00 0.00 0.00 0.00
Aaron Heath 0.00 0.00 0.00 0.00 0.00
A.C.L.J. 0.00 0.00 0.00 0.00 0.00
Allen Eggers 0.00 0.00 0.00 0.00 0.00
Amil Tsarfati 0.00 0.00 0.00 0.00 0.00
Austin Construction 0.00 0.00 0.00 0.00 0.00
Bank Service Charge 0.00 27.05 90.00 (5.92) 0.00
Best Billards 0.00 0.00 0.00 0.00 0.00
Big Bear Escrow 0.00 0.00 0.00 0.00 0.00
BMW of Palm Springs 0.00 0.00 0.00 0.00 0.00
Charles Baumer 0.00 0.00 0.00 0.00 0.00
Chino Hills Ford 0.00 0.00 0.00 0.00 0.00
Corporation Force, Inc. 0.00 0.00 0.00 0.00 0.00
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 TITL EQUITIES L.P.
 Cash Receipts & Disbursements

 December 1, 1993 through May 24, 2004
Dec 93 Jan - Dec 94 Jan - Dec 95 Jan - Dec 96 Jan - Dec 97

Craig Brewster 0.00 0.00 0.00 0.00 0.00
CSI Technologies, Inc. 0.00 0.00 0.00 0.00 0.00
Dan Heath

Mariners Escrow Corp. 0.00 0.00 0.00 0.00 0.00
Cash/Cashier's Check (50,100.00) (9,598.13) 100.00 0.00 0.00
Dan Heath - Other 50,000.00 (45,400.00) 5,583.00 0.00 0.00

Total Dan Heath (100.00) (54,998.13) 5,683.00 0.00 0.00

Department of Motor Vehicles 0.00 0.00 0.00 0.00 0.00
D.W. Heath & Ass. Inc. 0.00 0.00 0.00 0.00 0.00
Elizabeth Heath 0.00 0.00 0.00 0.00 0.00
Expo Design Center 0.00 0.00 0.00 0.00 0.00
Fidelity National Title 0.00 0.00 0.00 0.00 0.00
Franchise Tax Board 0.00 0.00 0.00 0.00 0.00
Freedom Cycle 0.00 0.00 0.00 0.00 0.00
Games for Fun 0.00 0.00 0.00 0.00 0.00
Gloria Kubota 0.00 0.00 0.00 0.00 0.00
Haus & Home Interiors 0.00 0.00 0.00 0.00 0.00
Harwell Distributing Inc. 0.00 0.00 0.00 0.00 0.00
Hafker Drywall 0.00 0.00 0.00 0.00 0.00
Interiors 0.00 0.00 0.00 0.00 0.00
International Interns, Inc. 0.00 0.00 0.00 0.00 0.00
Jim Sullivan 0.00 0.00 0.00 0.00 0.00
Jim Piper 0.00 0.00 0.00 0.00 0.00
Jim & Rhonda Piper 0.00 0.00 0.00 0.00 0.00
Jones Construction 0.00 0.00 0.00 0.00 0.00
Kurt Dewinter 0.00 0.00 0.00 0.00 0.00
Mastermind Distribution, Inc. 0.00 0.00 0.00 0.00 0.00
Marshall Design/Rustix 0.00 0.00 0.00 0.00 0.00
Orange County Ct. Escrow 0.00 0.00 0.00 0.00 0.00
Parkview Realty Escrow 0.00 0.00 0.00 0.00 0.00
Pending for Bank Docs 0.00 0.00 0.00 0.00 0.00
Prestige Resort Development 0.00 0.00 0.00 0.00 0.00
Private Capital Management, Inc 0.00 0.00 0.00 0.00 0.00
Prudential Properties of Big Be 0.00 0.00 0.00 0.00 0.00
REMAX/Coldwell Banker Parkview 0.00 0.00 0.00 0.00 0.00
RNC 0.00 0.00 0.00 0.00 0.00
Sam Davidson 0.00 0.00 0.00 0.00 0.00
Schlarmann & Ass. Inc/Menifee

Interest - Schlarmann & Ass Inc 0.00 0.00 0.00 0.00 0.00
Schlarmann Credit - Income 0.00 0.00 0.00 0.00 0.00
Schlarmann Debit - Expense 0.00 0.00 0.00 0.00 0.00

Total Schlarmann & Ass. Inc/Menifee 0.00 0.00 0.00 0.00 0.00

Sears 0.00 0.00 0.00 0.00 0.00
The Good Guys 0.00 0.00 0.00 0.00 0.00
Tom Johnson 0.00 0.00 0.00 0.00 0.00
Toyota of Orange 0.00 0.00 0.00 0.00 0.00
Valley of the Sun 0.00 0.00 0.00 0.00 0.00
Young Life 0.00 0.00 0.00 0.00 0.00
Washington Mutual 0.00 0.00 0.00 0.00 0.00

Total Expense (100.00) (13,400.08) 13,506.00 (5.92) 0.00

Net Income 100.00 13,400.08 (13,506.00) 5.92 0.00
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 TITL EQUITIES L.P.
 Cash Receipts & Disbursements

 December 1, 1993 through May 24, 2004

Income
Harley-Davidson Motor Company
Techniglove International, Inc.
Advanced Medical Systems, Inc.
Allstate Property & Casualty In
Arrowhead Credit Union
CLC/Ed
Coastal Diagnostic Service
Creig L. Christensen
ECKL, L.P.
Fitness Care Inc/Valley of Sun
M/M
Restorative Heathcare
National Nursing & Rehab
Pending for Records from Bank
Physical Therapy Dynamic Inc

Centre For Hand Therapy, Inc.
Physical Thera Dyn/Aquatic SPHC
Rivien Health Aquatic, Inc.
Physical Therapy Dynamic Inc - Other

Total Physical Therapy Dynamic Inc

Progressive Rehab & Sport Med
Silver Pines Escrow, Inc./escro
The Alderwood Group
Interest Income

Bank of America
Interest Income - Other

Total Interest Income

Total Income

Expense
Family Member

Leslee Heath
Sarah Heath Szemerei

Total Family Member

Christian Research Institute
Citurs Landscape
Thompson's Building Mat
Robbins Antique Mart
C.V.C.C.
J & E Wrought Iron
Greg Gonzales
Aaron Heath
A.C.L.J.
Allen Eggers
Amil Tsarfati
Austin Construction
Bank Service Charge
Best Billards
Big Bear Escrow
BMW of Palm Springs
Charles Baumer
Chino Hills Ford
Corporation Force, Inc.

Jan - Dec 98 Jan - Dec 99 Jan - Dec 00 Jan - Dec 01 Jan - Dec 02

0.00 0.00 0.00 0.00 100.00
0.00 0.00 0.00 0.00 2,918.27
0.00 3,000.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 10,000.00 0.00 0.00
0.00 0.00 5,000.00 0.00 10,000.00
0.00 0.00 9,000.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 2,500.00 0.00
0.00 0.00 10,000.00 0.00 0.00
0.00 0.00 0.00 0.00 13,400.00
0.00 0.00 0.00 0.00 0.00

270,113.91 13,271.09 132,568.93 2,900.00 272,500.00

0.00 0.00 0.00 0.00 0.00
0.00 39,000.00 29,500.00 0.00 781,000.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 29,500.00
0.00 39,000.00 29,500.00 0.00 810,500.00

0.00 6,000.00 7,000.00 0.00 0.00
0.00 0.00 0.00 0.00 111,192.77
0.00 0.00 0.00 0.00 0.00

0.00 281.45 1,552.67 129.98 211.66
1,728.70 0.00 0.00 0.00 0.00
1,728.70 281.45 1,552.67 129.98 211.66

271,842.61 61,552.54 204,621.60 5,529.98 1,220,822.70

0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 68.00 255.00 290.00 90.00
0.00 0.00 5,410.54 0.00 0.00
0.00 0.00 0.00 0.00 24,000.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
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 TITL EQUITIES L.P.
 Cash Receipts & Disbursements

 December 1, 1993 through May 24, 2004

Craig Brewster
CSI Technologies, Inc.
Dan Heath

Mariners Escrow Corp.
Cash/Cashier's Check
Dan Heath - Other

Total Dan Heath

Department of Motor Vehicles
D.W. Heath & Ass. Inc.
Elizabeth Heath
Expo Design Center
Fidelity National Title
Franchise Tax Board
Freedom Cycle
Games for Fun
Gloria Kubota
Haus & Home Interiors
Harwell Distributing Inc.
Hafker Drywall
Interiors
International Interns, Inc.
Jim Sullivan
Jim Piper
Jim & Rhonda Piper
Jones Construction
Kurt Dewinter
Mastermind Distribution, Inc.
Marshall Design/Rustix
Orange County Ct. Escrow
Parkview Realty Escrow
Pending for Bank Docs
Prestige Resort Development
Private Capital Management, Inc
Prudential Properties of Big Be
REMAX/Coldwell Banker Parkview
RNC
Sam Davidson
Schlarmann & Ass. Inc/Menifee

Interest - Schlarmann & Ass Inc
Schlarmann Credit - Income
Schlarmann Debit - Expense

Total Schlarmann & Ass. Inc/Menifee

Sears
The Good Guys
Tom Johnson
Toyota of Orange
Valley of the Sun
Young Life
Washington Mutual

Total Expense

Net Income

Jan - Dec 98 Jan - Dec 99 Jan - Dec 00 Jan - Dec 01 Jan - Dec 02

0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00
144,000.00 0.00 20,000.00 9,000.00 62,500.00

0.00 0.00 47,000.00 0.00 18,500.00
144,000.00 0.00 67,000.00 9,000.00 81,000.00

0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 33,228.68 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 800.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 2,538.75 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 14,358.60 0.00 0.00
0.00 0.00 14,723.87 0.00 0.00
0.00 0.00 6,300.00 0.00 0.00
0.00 0.00 1,100.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 4,000.00 0.00 0.00 0.00
0.00 0.00 67,311.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 48,000.00 0.00
0.00 0.00 1,325.32 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00

10,758.70 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 720,000.00

5,000.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 1,150.00 0.00 0.00

0.00 (416.70) (750.06) (916.74) 0.00
0.00 0.00 0.00 0.00 0.00

100,000.00 0.00 0.00 0.00 0.00
100,000.00 (416.70) (750.06) (916.74) 0.00

0.00 0.00 1,134.04 0.00 0.00
0.00 0.00 6,514.71 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00

259,758.70 3,651.30 221,600.45 57,173.26 825,090.00

12,083.91 57,901.24 (16,978.85) (51,643.28) 395,732.70
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 TITL EQUITIES L.P.
 Cash Receipts & Disbursements

 December 1, 1993 through May 24, 2004

Income
Harley-Davidson Motor Company
Techniglove International, Inc.
Advanced Medical Systems, Inc.
Allstate Property & Casualty In
Arrowhead Credit Union
CLC/Ed
Coastal Diagnostic Service
Creig L. Christensen
ECKL, L.P.
Fitness Care Inc/Valley of Sun
M/M
Restorative Heathcare
National Nursing & Rehab
Pending for Records from Bank
Physical Therapy Dynamic Inc

Centre For Hand Therapy, Inc.
Physical Thera Dyn/Aquatic SPHC
Rivien Health Aquatic, Inc.
Physical Therapy Dynamic Inc - Other

Total Physical Therapy Dynamic Inc

Progressive Rehab & Sport Med
Silver Pines Escrow, Inc./escro
The Alderwood Group
Interest Income

Bank of America
Interest Income - Other

Total Interest Income

Total Income

Expense
Family Member

Leslee Heath
Sarah Heath Szemerei

Total Family Member

Christian Research Institute
Citurs Landscape
Thompson's Building Mat
Robbins Antique Mart
C.V.C.C.
J & E Wrought Iron
Greg Gonzales
Aaron Heath
A.C.L.J.
Allen Eggers
Amil Tsarfati
Austin Construction
Bank Service Charge
Best Billards
Big Bear Escrow
BMW of Palm Springs
Charles Baumer
Chino Hills Ford
Corporation Force, Inc.

Jan - Dec 03 Jan 1 - May 24, 04 TOTAL

0.00 0.00 100.00
1,168.28 0.00 4,086.55

0.00 0.00 3,000.00
11,064.41 0.00 11,064.41

815.43 0.00 815.43
0.00 0.00 10,000.00

10,000.00 0.00 25,000.00
0.00 0.00 9,000.00

92,393.99 27,439.75 119,833.74
0.00 0.00 2,500.00
0.00 0.00 10,000.00

39,092.60 24,387.04 76,879.64
416.66 18,749.98 19,166.64

1.00 0.00 691,354.93

5,500,000.00 0.00 5,500,000.00
1,906,221.90 0.00 2,755,721.90

39,597.43 11,759.49 51,356.92
53,238.54 0.00 82,738.54

7,499,057.87 11,759.49 8,389,817.36

0.00 0.00 13,000.00
0.00 0.00 111,192.77

15,000.00 0.00 15,000.00

31.97 10.38 2,218.11
0.00 0.00 1,728.70

31.97 10.38 3,946.81

7,669,042.21 82,346.64 9,515,758.28

0.00 0.00 2,750.00
5,000.00 0.00 5,000.00
5,000.00 0.00 7,750.00

1,000.00 0.00 1,000.00
0.00 0.00 6,000.00
0.00 0.00 1,300.00
0.00 0.00 433.00
0.00 0.00 5,000.00
0.00 0.00 2,000.00
0.00 0.00 31,821.00

1,364.41 0.00 1,364.41
500.00 0.00 500.00
324.00 0.00 324.00

2,500.00 0.00 2,500.00
0.00 3,525.00 3,525.00

319.29 130.00 1,263.42
0.00 0.00 5,410.54
0.00 0.00 24,000.00

51,570.00 0.00 51,570.00
550.00 0.00 550.00

5,397.64 0.00 5,397.64
0.00 0.00 0.00
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 TITL EQUITIES L.P.
 Cash Receipts & Disbursements

 December 1, 1993 through May 24, 2004

Craig Brewster
CSI Technologies, Inc.
Dan Heath

Mariners Escrow Corp.
Cash/Cashier's Check
Dan Heath - Other

Total Dan Heath

Department of Motor Vehicles
D.W. Heath & Ass. Inc.
Elizabeth Heath
Expo Design Center
Fidelity National Title
Franchise Tax Board
Freedom Cycle
Games for Fun
Gloria Kubota
Haus & Home Interiors
Harwell Distributing Inc.
Hafker Drywall
Interiors
International Interns, Inc.
Jim Sullivan
Jim Piper
Jim & Rhonda Piper
Jones Construction
Kurt Dewinter
Mastermind Distribution, Inc.
Marshall Design/Rustix
Orange County Ct. Escrow
Parkview Realty Escrow
Pending for Bank Docs
Prestige Resort Development
Private Capital Management, Inc
Prudential Properties of Big Be
REMAX/Coldwell Banker Parkview
RNC
Sam Davidson
Schlarmann & Ass. Inc/Menifee

Interest - Schlarmann & Ass Inc
Schlarmann Credit - Income
Schlarmann Debit - Expense

Total Schlarmann & Ass. Inc/Menifee

Sears
The Good Guys
Tom Johnson
Toyota of Orange
Valley of the Sun
Young Life
Washington Mutual

Total Expense

Net Income

Jan - Dec 03 Jan 1 - May 24, 04 TOTAL

1,100.00 0.00 1,100.00
666,250.00 0.00 666,250.00

192,500.00 1,333,066.57 1,525,566.57
34,444.18 23,000.00 233,346.05
69,700.00 146,000.00 291,383.00

296,644.18 1,502,066.57 2,050,295.62

1,778.00 0.00 1,778.00
(300.00) 37,000.00 36,700.00

1,500.00 0.00 1,500.00
0.00 0.00 33,228.68
0.00 0.00 0.00

800.00 366.99 1,966.99
5,341.77 0.00 5,341.77

0.00 0.00 2,538.75
300.00 0.00 300.00

0.00 0.00 14,358.60
0.00 0.00 14,723.87
0.00 0.00 6,300.00
0.00 0.00 1,100.00

15,000.00 0.00 15,000.00
10,500.00 0.00 10,500.00

495.00 0.00 495.00
0.00 0.00 4,000.00
0.00 0.00 67,311.00

5,000.00 0.00 5,000.00
0.00 0.00 48,000.00
0.00 0.00 1,325.32
0.00 20,000.00 20,000.00

26,000.00 0.00 26,000.00
0.00 0.00 10,758.70

2,462,500.00 0.00 2,462,500.00
3,640,000.00 (892,491.00) 3,467,509.00

0.00 0.00 5,000.00
2,000.00 0.00 2,000.00
1,000.00 0.00 1,000.00

0.00 0.00 1,150.00

0.00 0.00 (2,083.50)
0.00 (5,379.00) (5,379.00)
0.00 0.00 100,000.00
0.00 (5,379.00) 92,537.50

0.00 0.00 1,134.04
0.00 0.00 6,514.71

101,125.00 0.00 101,125.00
10,000.00 0.00 10,000.00

150,000.00 0.00 150,000.00
10,000.00 0.00 10,000.00
2,500.00 0.00 2,500.00

7,478,059.29 665,218.56 9,510,551.56

190,982.92 (582,871.92) 5,206.72
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SUPERIOR COURT OF CALIFORNIA 
COUNTY OF RIVERSIDE 

(Riverside) 
 
THE PEOPLE OF THE STATE OF 
CALIFORNIA,  
 

Plaintiff, 
 

v. 
 

DANIEL WILLIAM HEATH 
DENIS TIMOTHY O’BRIEN 
JOHN WILLIAM HEATH 
LARRE JAYE SCHLARMANN, 

Defendants. 

CASE NO. RIF117775 
 
PROPOSED ORDER APPOINTING 
ROBB EVANS AS RECEIVER OF THE 
SCHLARMANN INTERESTS 
PURSUANT TO PENAL CODE  § 186.11  
 
 
 

DRAFT 

 
TO DEFENDANTS To the Defendants DANIEL WILLIAM HEATH, DENIS TIMOTHY 
O’BRIEN, JOHN WILLIAM HEATH, and LARRE JAYE SCHLARMANN, and to their attorneys 
of record herein; AND EVERY PERSON WHO MAY HAVE AN INTEREST IN, OR CUSTODY 
OR CONTROL OVER, ANY PROPERTY OR ASSET MENTIONED HEREIN  
 
Having read and considered the following documents filed herein:  

ORDER APPOINTING RECEIVER, PENAL CODE §186.11 

1  

36
 

              GROVER TRASK 
             DISTRICT ATTORNEY 

              County of Riverside 
              4075 Main Street 

              Riverside, California 

1. EX PARTE APPLICATION FOR ORDER TO SHOW CAUSE AND TEMPORARY 
RESTRAINING ORDER PURSUANT TO PENAL CODE §186.11(e) TO PRESERVE 
PROPERTY OR ASSETS SUBJECT TO LEVY OR SEIZURE UNDER PENAL CODE 
§186.11 [“AGGRAVATED WHITE COLLAR CRIME ENHANCEMENT”]; 
MEMORANDUM OF POINTS AND AUTHORITIES AND DECLARATION OF 
GERALD FOX 

kchapin
TAB 6
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2. PETITION PURSUANT TO PENAL CODE §186.11(e) TO PRESERVE PROPERTY OR 
ASSETS SUBJECT TO LEVY OR SEIZURE UNDER PENAL CODE §186.11 
[“AGGRAVATED WHITE COLLAR CRIME ENHANCEMENT”] 

3. NOTICE OF PETITION PURSUANT TO PENAL CODE §186.11(e) TO PRESERVE 
PROPERTY OR ASSETS SUBJECT TO LEVY OR SEIZURE UNDER PENAL CODE 
§186.11 [“AGGRAVATED WHITE COLLAR CRIME ENHANCEMENT”] 

4. NOTICE OF MOTION AND MOTION TO APPOINT RECEIVER TO MARSHAL AND 
PRESERVE DEFENDANTS’ PROPERTY AND POINTS AND AUTHORITIES IN 
SUPPORT THEREOF: PENAL CODE  § 186.11 

5. STIPULATION APPOINTING ROBB EVANS AND ASSOCIATES AS RECEIVER OF 
THE SCHLARMANN INTERESTS. 

 
 
IT IS ORDERED THAT:  
 

I. 
Robb Evans is appointed as receiver of The Schlarmann Interests, and their subsidiaries and 

affiliates, with full powers of an equity receiver, including, but not limited to, full power over all 
funds, assets, collateral, premises (whether owned, leased, occupied, or otherwise controlled), 
choses in action, books, records, papers and other real or personal property, including notes, deeds 
of trust and other interests in real property, belonging to, being managed by, or in the possession of 
or control of The Schlarmann Interests, and any of their subsidiaries and affiliates, and that such  
receiver is immediately authorized, empowered and directed: 

A. to have access to and to collect and take custody, control, possession, and charge of all 
funds, assets, collateral, premises (whether owned, leased, occupied, or otherwise 
controlled), choses in action, books, records, papers and other real or personal property, 
including notes, deeds of trust and other interests in real property, of The Schlarmann 
Interests, and their subsidiaries and affiliates, with full power to sue, foreclose, marshal, 
sell, liquidate, collect, receive, and take into possession all such property; 

ORDER APPOINTING RECEIVER, PENAL CODE §186.11 
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              GROVER TRASK 
             DISTRICT ATTORNEY 

              County of Riverside 
              4075 Main Street 

              Riverside, California 

B. to have control of, and to be added as the sole authorized signatory for all accounts of 
The Schlarmann Interests, and their subsidiaries and affiliates, including all accounts over 
which The Schlarmann Interests, and any of their officers, employees or agents, have 
signatory authority, at any bank, title company, escrow agent, financial institution or 
brokerage firm which has possession, custody or control of any assets or funds of The 
Schlarmann Interests, or which maintains accounts over which The Schlarmann Interests, 
and/or any of their officers, employees or agents have signatory authority; 
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C. to conduct such investigation and discovery as may be necessary to locate and account 
for all of the assets of, or managed by The Schlarmann Interests, and their affiliates and 
to engage and employ attorneys, accountants and other persons to assist in such 
investigation and discovery; 

D. to take such action as is necessary and appropriate to preserve and take control of and to 
prevent the dissipation, concealment, or disposition of any assets of, or managed by, The 
Schlarmann Interests, and their affiliates; 

E. to make an accounting, as soon as practicable, to this Court of the assets and financial 
condition of The Schlarmann Interests, and the assets under their management, including 
all notes, deeds of trust and other interests in real property, and to file the accounting with 
the Court and deliver copies thereof to all parties; 

F. to make such payments and disbursements from the funds and assets taken into custody, 
control, and possession or thereafter received by him, and to incur, or authorize the 
making of such agreements as may be necessary and advisable in discharging his duties 
as receiver; 

G. to employ attorneys, accountants, and others to investigate, advise and, where 
appropriate, to institute, pursue, and prosecute all claims and causes of action of whatever 
kind and nature which may now or hereafter exist as a result of the activities of present or 
past employees or agents of The Schlarmann Interests; 

H. to have access to and monitor all mail of The Schlarmann Interests, in order to review 
such mail which he deems relevant to the business of The Schlarmann Interests, and the 
discharging of his duties as receiver; and 

I. to exercise all of the lawful powers of The Schlarmann Interests, and their officers, 
directors, employees, representatives, or persons who exercise similar powers and 
perform similar duties. 

II. 
 IT IS FURTHER ORDERED that defendant Larre Schlarmann, The Schlarmann Interests, 
any of their subsidiaries and affiliates, and their officers, agents, servants, employees and attorneys, 
and any other persons who are in custody, possession or control of any assets, collateral, books, 
records, papers, notes, deeds of trust and other interests in real property, or other property of, or 
managed by, The Schlarmann Interests, and/or their subsidiaries and affiliates shall forthwith give 
access to and control of such property to the receiver. 

III. 

ORDER APPOINTING RECEIVER, PENAL CODE §186.11 
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 IT IS FURTHER ORDERED that no officer, agent, servant, employee, or attorney of 
defendant Larre Schlarmann, The Schlarmann Interests, or their subsidiaries or affiliates shall take 
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any action or purport to take any action, in the name of or on behalf of The Schlarmann Interests, 
or any of their subsidiaries and affiliates, without the written consent of the receiver or order of this 
Court. 

IV. 
 IT IS FURTHER ORDERED that, except by leave of this Court, during the pendency of 
this receivership, all clients, investors, trust beneficiaries, note holders, creditors, claimants, 
lessors, including but not limited to Capital Source Finance LLC, and all other persons or entities 
seeking relief of any kind, in law or in equity from The Schlarmann Interests, or their affiliates and 
subsidiaries, and all persons acting on behalf of any such investor, trust beneficiary, note holder, 
creditor, claimant, lessor, or other person, including sheriffs, marshals, servants, agents, employees, 
and attorneys, are hereby preliminarily restrained and enjoined from, directly or indirectly, with 
respect to The Schlarmann Interests, and their subsidiaries and affiliates; 

A. commencing, prosecuting, continuing or enforcing any suit or proceeding (other than the 
present action by the Commission) The Schlarmann Interests or any of their subsidiaries 
and affiliates; 

B. using self-help or executing or issuing or causing the execution or issuance of any court 
attachment, subpoena, replevin, execution or other process for the purpose of impounding 
or taking possession of or interfering with or creating or enforcing a lien upon any 
property or property interests owned by or in the possession of The Schlarmann Interests, 
and any of their subsidiaries or affiliates, wherever situated; and 

C. doing any act or thing whatsoever to interfere with taking control, possession or 
management by the receiver appointed hereunder of the property and assets owned, 
controlled or in the possession of The Schlarmann Interests, any subsidiaries or affiliates, 
or in any way to interfere with or harass the receiver, or his attorneys, accountants, 
employees or agents or to interfere in any manner with the discharge of the receiver’s 
duties and responsibilities hereunder. 

V. 
 IT IS FURTHER ORDERED that defendant Larre Schlarman, The Schlarmann Interests, 
and their subsidiaries and affiliates and their officers, agents, servants, employees and attorneys, 
shall cooperate with and assist the receiver, his attorneys, accountants, employees and agents and 
shall take no action, directly or indirectly, to hinder, obstruct, or otherwise interfere with the 
receiver, his attorneys, accountants, employees or agents or to in the conduct of the receiver’s 
duties or to interfere in any manner, directly or indirectly, with the custody, possession, 
management, or control by the receiver of the funds, assets, collateral, premises, and choses in 
action described above. 

ORDER APPOINTING RECEIVER, PENAL CODE §186.11 
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VI. 
 IT IS FURTHER ORDERED that The Schlarmann Interests shall pay the costs, fees and 
expenses of the receiver incurred in connection with the performance of his duties described in this 
Order, including the costs and expenses of those persons who may be engaged or employed by the 
receiver to assist him in carrying out his duties and obligations.  All applications for costs, fees and 
expenses for services rendered in connection with the receivership other than routine and necessary 
business expenses in conducting the receivership, such as salaries, rent and any and all other 
reasonable operating and liquidating expenses, shall be made by application setting forth in 
reasonable detail the nature of the services and shall be heard by the Court. 

VII. 
 IT IS FURTHER ORDERED that no bond shall be required in connection with the 
appointment of the receiver.  Except for an act of gross negligence, the receiver shall not be liable 
for any loss or damage incurred by any of the defendants, their officers, agents, servants, 
employees and attorneys or any other person, by reason of any act performed or omitted to be 
performed by the receiver in connection with the discharge of his duties and responsibilities. 

VIII. 
 IT IS FURTHER ORDERED that representatives of the Riverside County. District 
Attorney's Office are authorized to have continuing access to inspect or copy any or all of the 
corporate books and records and other documents of The Schlarmann Interests and their 
subsidiaries and affiliates, and to inspect their funds, property, assets and collateral, wherever 
located. 

IX. 
 IT IS FURTHER ORDERED that this Court shall retain jurisdiction over this action for the 
purpose of implementing and carrying out the terms of all orders. 

X. 

ORDER APPOINTING RECEIVER, PENAL CODE §186.11 
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 IT IS FURTHER ORDERED that in the event an issue arises which affects or may affect 
both the administration of the receivership estate created by this Order and the administration of 
the receivership estate created in the case of Securities and Exchange Commission v. D.W. Heath 
& Associates, Inc. etc. et al, United States District Court, Central District of California, Western 
Division, Case No. 04-02949 JFW (Ex) (the "Federal Action") which the Receiver believes 
requires Court determination or instruction, then the Receiver shall present such issue to the 
District Court in the Federal Action for hearing and determination. Provided that the Receiver 
gives notice of such motion, application or other proceeding as may be required by this Court or 
applicable state law, any order issued by the District Court in the Federal Action pursuant to this 
paragraph shall be binding to the same extent as if such order had been issued by this Court.  
Nothing in this order shall be construed to limit the powers of the Receiver in his capacity as the 
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XI. 

IT IS FURTHER ORDERED that during the pendency of the Receivership administration, 
defendants and defendants’ employees, servants, agents, representatives, and each of them, and all 
persons acting by, through, in concert, in aid of, or in conjunction with any of them, are enjoined and 
restrained during the pendency of this action from engaging in, doing; or attempting to do, 
committing, performing or causing to be done, either directly or indirectly, by any means, methods, 
or devices whatsoever, any of the following acts: 

(a) Selling, assigning, transferring, hypothecating, or otherwise disposing of any individual or 
business assets; 

(b)  Interfering in any way with the Receiver appointed by this Court in carrying out his duties as 
such Receiver. 

 
XII. 

The following definitions are made part of this order: 
 
A) The Schlarmann Interests consist of the Quizno’s Entities and the Hotel Entities. 
 
B) The Quizno’s Entities consists of defendant Larre Jaye Schlarmann’s interests in Quizno’s 
stores, Quizno’s franchises, real and personal property held directly or indirectly in or through QSD 
Management LLC, QIE Management, LLC, PS Restaurant Management, Inc., NADM, Investment 
Management Inc., Schlarmann and Associates, Inc. or any other entity, interests held directly or 
indirectly in QSD Management LLC, QIE Management, LLC, PS Restaurant Management, Inc, 
interests in any Area Directorships held either directly or indirectly in or through QSD Development 
LLC, QIE Development LLC, NADM, Schlarmann and Associates, Inc or any other entity, and 
interests held directly or indirectly in QSD Development LLC, QIE Development LLC, QCS San 
Diego LLC, QIE Corporate Income Fund LLC, QSD Corporate Income Fund LLC, QSD Corporate 
Income Fund II LLC, and Investment Management Inc.  
 
/// 
/// 
/// 
/// 
/// 
/// 
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/// 
C) The Hotel Entities consists of defendant Larre Jaye Schlarmann’s interests in Bear Manor, and 
Northwoods Resort Holdings LP, real and personal property held directly or indirectly in or through 
Hotel Management, Inc., NADM, Schlarmann and Associates, Inc or any other entity, and interests 
held directly or indirectly in Hotel Management, Inc., Lakeview Investment Fund LP, HMI Income 
Fund, Fixed Income Mortgage Fund LP, Mortgage Loan Income Fund LP, Mortgage Planners 
Income Fund LP, Newport Mortgage Fund LLC, Northwoods II Mortgage Fund LP, Northwoods 
Mortgage Fund LP,  Northwoods Preferred Income Fund, PSR Corporate Income Fund I LP, PSR 
Corporate Income Fund II LP, Professional Income Fund LP, and Professional Income Fund II LP.  
 
 
 
 
 
Dated:  This ____ day of _____________________, 2004. 
 
 
 
 

DRAFT 
 

 ________________________________________   
 JUDGE OF THE SUPERIOR COURT OF  
 CALIFORNIA, COUNTY OF RIVERSIDE   

 
 
 
 
 
 
 
 
 
          (SEAL) 
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