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Thomas A. Seaman ("Receiver"), Court-appointed permanent receiver for Small Business 

Capital Corp. ("SBCC"), Investors Prime Fund, LLC ("IPF"), SBC Portfolio Fund, LLC ("SPF") 

and their subsidiaries and affiliates, including Small Business Capital, LLC ("SBC LLC") and 

SBC Senior Commercial Mortgage Fund, LLC ("SCMF") (collectively, "Receivership Entities"), 

submits this Tenth Interim Report.  The Receiver has previously filed nine quarterly status reports.  

This Tenth Interim Report covers the Receiver's activities during the three-month period from 

April 1, 2014 through June 30, 2014, and also provides inception-to-date accounting information. 

I. EXECUTIVE SUMMARY 

Operations of the Receivership Entities were stable during the second quarter of 2014.  

Operating revenue for the quarter was $468,294.47 and is comprised of loan interest income of 

$216,548.18, servicing revenue of $244,865.07, and late fees of $6,881.22.  The operating 

expenses of managing the assets and administering the receivership estate, not including 2013 

income taxes of $238,563.87, were $283,412.83 and the loans generated operating profits of 

$184,881.64.  The cash balance declined from $5,744,168.51 to $5,582,709.81 primarily due to 

the payment of 2013 income taxes in the amount of $238,563.87 and protective advances of 

$234,227.63 on the 3AM and Rampur loans discussed in further detail below.  Total receipts were 

$1,277,521.04, while disbursements were $1,438,979.74 and the cash balance declined by 

$161,458.70.   

Significant progress was made in servicing loans and resolving non-performing loans.  The 

loans are all being properly serviced and the Receiver is in compliance with all requirements of the 

SBA’s SOP 5057, the standard operating procedure that SBA lenders are required to follow.  

Collection efforts on problem loans have been successful.   Specific actions taken on various 

problem loans are set forth in detail below. 

Now that the Court has determined the Receivership Entities and Mr. Feathers violated 

securities laws, the Receiver recommended the loan portfolios, license, and other assets of the 

Receivership Entities be converted to cash and prepared for future distribution to investors.  The 

Receiver held discussions with the U. S. Small Business Administration ("SBA") regarding the 

anticipated sale and the SBA's contingent claim for approximately $24 million ("SBA Claim"), 

Case5:12-cv-03237-EJD   Document944   Filed08/18/14   Page3 of 30



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

 

814592.01/SD 
 -2- 
 

LAW OFFICES 

Allen Matkins Leck Gamble
Mallory & Natsis LLP 

resolution of which was deferred by stipulation and a $4,000,000 reserve was established which is 

held by the Receiver.   

The Receiver developed proposed sale procedures for consideration by the Court 

consistent with the SBA’s requirements and the matter was heard on April 25, 2014.  The Court 

approved the Receiver's proposed sale procedures on May 9, 2014.   

The sale process is underway and going well.  The Receiver has exposed the loan portfolio, 

SBA license, and servicing rights to approximately 7,000 qualified bidders.  192 interested parties 

have signed confidentiality agreements and 21 bidders have paid the $500 deposit (which is 

refundable with the submission of a bid).  The due diligence materials, including complete loan 

files (over 100,000 pages) are available digitally to prospective bidders.  Seven bidders have 

indicated an interest in the SBA license and 7-A loans.  The Receiver’s agents have responded to 

substantive due diligence related inquiries from nine prospective bidders.  The Receiver is actively 

exposing the assets to the market place and is hopeful for a good outcome.  The deadline for 

bidders is August 27, 2014.   Depending upon the time it takes to obtain SBA approvals, the 

Receiver is hopeful a sale can be closed around December 1, 2014.  Upon closing, the Receiver 

intends to propose a second, or potentially final distribution and close the receivership.   

II. SUMMARY OF RECEIVER'S ACTIVITIES 

A. Operations and Accounting 

1.  Post-Receivership Receipts and Disbursements 

Exhibit A provides cash basis financial statements through June 30, 2014, and includes a 

Profit and Loss Statement, Balance Sheet, and a redacted General Ledger for April, May, and 

June 2014.  The total gross receipts to the estate during the three-month period were 

$1,277,521.04, comprised of loan interest income of $216,548.18, loan servicing income of 

$244,865.07, late fees of $6,881.22, bank interest income of $969.89, net loan payments from 

borrowers owing to participants in the amount of $223,550.93, and loan principal repayments of 

$151,376.14. 

Total disbursements during the quarter were $1,438,979.74, comprised of distributions to 

investors of $23,145, payments to lending participants of $656,880.54, advances to borrowers 
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added to the unpaid balances of the loans of $234,227.63,1 income taxes of $238,145.00, and 

operating expenses of $283,412.83, which includes approved professional fees of $229,337.42.  

The Profit and Loss statement in Exhibit A provides a summary of all operating expenses and 

costs of administration.  The Receiver was holding cash in the total amount of $5,582,709.81 as of 

June 30, 2014.  The current unpaid balance of the retained portion of the loans is $15,120,517.31. 

From inception of the receivership through June 30, 2014, the total gross receipts are 

$39,011,982.65, comprised of cash on hand at the time of the Receiver’s appointment of 

$10,249,494.45, loan interest income of $2,370,345.89, loan servicing revenue of $2,430,250.35 

net loan payments from borrowers owing to participants the amount of $14,513,268.46, loan 

principal repayments of $7,980,935.53, rental income of $50,830, Coast Capital revenue of 

$70,509.10, late fees of $37,353.58, refunds of $56,785.28, proceeds from asset sales of 

$1,242,838.22, and bank interest income of $9,371.79.   

From inception of the receivership through June 30, 2014, the total disbursements were 

$33,429,272.84, comprised of distributions to investors of $15,023,143.49, payments to lending 

participants of $14,498,390.87, operating expenses of $1,016,217.69, Receiver’s fees of 

$813,114.79, Receiver’s counsel’s fees and expenses of $526,346.58, taxes of $816,177.44, 

payments on the Natoma REO mortgage of $400,140.04, Feathers’ living expenses of $30,000, 

and loan funding and advances of $305,741.94.  

2. Receiver and Professional Fees and Costs 

For the quarter ending June 30, 2014, the Receiver’s fees were approximately $220,000, or 

17.2% of the gross receipts to the receivership estate.  The fees incurred by month are as follows: 

April 2014 $82,989.50 

May 2014 $74,973.50 

June 2014 $61,770.50 

                                                 
1 3 AM property taxes    $130,752.25 

3 AM insurance and collection expenses    $25,350.09 

Kallapa Lampur property taxes     $78,125.29 

Total borrower advances   $234,227.63 
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The Receiver’s fees declined from the prior quarter due primarily to completing the first 

interim distribution of $15,000,000 to investors and other non-recurring work performed in the 

first quarter, but offset in part by higher costs for the disposition of the loan portfolios including 

Court approval and a hearing to approve the sale procedures.  From inception through June 30, 

2014, the Receiver incurred fees of $1,770,402, or 4.5% of the gross receipts for the 25-month 

duration of the receivership, an average of $70,816 per month. 

Allen Matkins’ fees and costs for the quarter were approximately $132,000 or 

approximately 10.3% of the gross receipts to the receivership estate.  From inception through 

June 30, 2014, Allen Matkins’ incurred fees of approximately $1,149,000, or approximately 2.9% 

of the gross receipts.   

To date, $1,228,461.37 has been paid in Court-approved professional fees and costs to the 

Receiver and his counsel, representing 3.4% of gross receipts.  The Receiver's unpaid fees through 

June 30, 2014, are approximately $955,847.21 and Allen Matkins' unpaid fees and expenses are 

approximately $631,000.  The total unpaid professional fees are therefore approximately 

$1,586,847.21.   

The Receiver has operated the Receivership Entities efficiently.  More specifically, prior to 

the appointment of the Receiver, the operating expenses of the Receivership Entities were 

$290,000 per month.  This resulted in a cash shortfall of $490,000 per month and the equity of the 

Receivership Entities was dissipating rapidly.  As discussed above, the cash flow is now stabilized 

and, excluding the $15 million distribution to investors, the cash balance has increased by 

$10.3 million since the Receiver’s appointment.  The Receiver’s fees associated with operating the 

companies, as well as for administering the receivership estate, were approximately $220,000 in 

the second quarter (on average, $73,300 per month), or 75% less than the Receivership Entities’ 

operating expenses prior to the Receiver's appointment.  

3. Loan Portfolio and Loan Servicing 

The Receivership Entities currently hold 55 loans, with unpaid principal of approximately 

$15.120 million.  When the Receiver was appointed there were 72 loans; 17 loans have since been 

paid-off.  Portions of the majority of the loans had been sold to unrelated parties, with the 
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remaining portion held by the Receivership Entities.  All REO properties formerly held by the 

Receivership Entities as a result of previously defaulted loans have been sold pursuant to the 

Court's order authorizing such sales. 

(a) Impaired Loans 

The Receiver has aggressively enforced the rights of the lender and significant progress 

has been made in collecting and resolving problem loans.  There are six loans on the watch list -- 

four 7(a) loans and two 504 FMLP loans.  The Receiver is pleased to report only one of the watch 

list loans is in monetary default and not making payments.   

(i) 7(a) Loans Watch List 

Z&H Happy Hands Corporation dba Happy Hands Car Wash:  The unpaid principal 

balance for this loan is $1,746,786.18.  This is an SBA 7(a) loan secured by a first trust deed on 

property located at 1205 W. 17th Street, Santa Ana, California and a second trust deed on a multi-

unit investor property located at 17616 Sherman Way, Van Nuys, California.  SBC LLC owns 

10% of this loan.  To date, the loan is current and borrower continues to pay as agreed.  All current 

and delinquent property taxes have been paid.  Based on the January 1, 2013 through 

September 30, 2013 financial statements submitted by the borrower, the business has returned to 

marginal profitability with a positive cash flow.  Additionally, the debt coverage ratio has 

improved as expenses have been cut.  No evidence of any deferred maintenance was noted at the 

property during the recent site inspection.  The loan is well secured by the real and personal 

property collateral as well as personal guaranties.  The Receiver continues to monitor the loan. 

Bragato Paving Company:  The unpaid principal balance for this loan is $1,756,050.52.  

This is an SBA 7(a) loan secured by a first trust deed on property located at 500 – 506 Bragato 

Road, San Carlos, California and a second trust deed on property located at 2141 San Carlos 

Avenue, San Carlos, California.  SBC LLC owns 10% of this loan.  The loan is current.  Property 

taxes for the 2013 first and second installments have been paid.  The borrower represented to the 

Receiver that they had an installment payment plan with the San Mateo County Tax Collector’s 

Office for the prior year delinquencies, however the Receiver was not able to confirm the 

installment plan was ever approved.  The Receiver is therefore attempting to obtain the borrower’s 
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compliance.  The borrower had also accrued significant late charges which the Receiver has now 

fully collected over time.   

8098 Professional Building, Ltd.:  The principal balance on this loan is $1,534,315.67.  

This loan is secured by a first mortgage on property located at 8094 – 8098 Market Street, Warren, 

Ohio.  SBC LLC owns 25% of this loan.  The loan is current and borrower continues to pay as 

agreed.  Property taxes for the 2013 first and second installments have been paid and the borrower 

is current under his installment payment plan for the prior delinquent property taxes.  Also, the 

borrower agreed to pay the outstanding late charges under an installment payment plan.  Payment 

of the late charges per the plan commenced on April 10, 2014.  All other technical default(s), if 

any, have been cured by the borrower.  The Receiver continues to monitor the borrower’s payment 

performance on both property tax and late charge payment plans.  The loan is now fully compliant 

and performing.   

Meyers Castle:  This was added to the watch list during the first quarter of 2014.  There are 

two loans with unpaid balances of $1,559,049.10 and $1,133,672.56 respectively.   SBC LLC 

owns 24% of these loans.  The loans were brought the loans current and the borrower resolved the 

property tax issue.  Also, the borrower agreed to pay the outstanding late charges under an 

installment payment plan, and paid them.   

(ii) 504 Loans Watch List 

Decorative Paving:  The principal balance on this loan is $392,312.71.  This is an SBA 504 

FMLP loan originated by SPF.  The loan is current and the borrower continues to pay as agreed.  

Property taxes for the 2013 first and second installments have been paid and borrower is current 

under his installment payment plan for the prior delinquent property taxes.  The Receiver 

continues to monitor the borrower’s payment performance on the loan.  The Receiver is removing 

the loan from the watch list. 

White Walls:  The principal balance on this loan is $698,161.00.  This is an SBA 504 

FMLP loan originated by IPF.  The loan is current and the borrower pays as agreed.  However, 

property taxes for the 2013 first and second installments have not been paid.  The borrower has 

attempted to enter into an installment payment plan with the County Tax Collector’s Office, but 
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has been unsuccessful.  Once the property has become tax defaulted on July 1, 2014, the borrower 

will be eligible to enter into an installment payment plan with the county.  The Receiver is 

assisting the borrower with resolving the unpaid property issue.  Also, the borrower promised to 

cure the additional loan covenant violations (Mechanics Lien, IRS Tax Lien, and Domestic 

Disputes of Obligors/Guarantors) at the soonest possible time.  

3 AM, LLC:  The principal balance on this loan is $3,873,506.22.  This is an SBA 504 

FMLP loan purchased by SCMF from an unrelated party.  Subsequently, 85% of the loan was 

pooled and sold to an unrelated party.  The loan is secured by a first trust deed on a hotel property 

located at 8850 Hampton Mall Drive North, Capitol Heights, Maryland, as well as a UCC-1 

security interest in the furniture and fixtures at the hotel.  To date, the loan is severely delinquent 

and foreclosure proceedings have been initiated.  Trustee’s Sale was scheduled for April 23, 2014, 

but was postponed to May 29, 2014, due to acceptance of approximately $48,000 in payments 

from the borrower to the Receiver.  Delinquent property taxes in the amount of $130,752.25 were 

paid in full on May 2, 2014, by the Receiver.  Payment of the delinquent property taxes stopped 

the County’s Tax/Certificate Sale scheduled for May 9, 2014.  An appraisal report dated April 4, 

2014, reflected an ‘as is” Market Value of $4,700,000.  Based on this updated appraisal, the loan 

appears to be well secured by the real property collateral.  On the eve of the foreclosure, the 

borrower filed bankruptcy, staying the foreclosure action.  In the meantime, the Receiver 

attempted to resolve cash collateral issues and other deficiencies in the bankruptcy.  The efforts 

lead to the dismissal of the bankruptcy and the Receiver has therefore noticed a foreclosure sale 

for September 5, 2014.  This loan has consumed considerable resources of the estate both in terms 

of cash payments to cure the property taxes, payment of legal and collections expenses, force 

placed insurance, and other expenses, in addition to complying with the SBAs procedures for 

administering foreclosures.      

(iii) Non-SBA Loans Watch List 

Kallapa Rampur:  The unpaid principal balance on this loan currently is $2,069,267.72.  

The collateral is a gas station located at 4500 Park Boulevard in Oakland, California.  This loan 

has had chronic monetary defaults.  The Receiver sought to stabilize the loan before marketing it 
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for sale in order to obtain a stabilized price for the asset.  The terms of the forbearance are as 

follows.  Principal in the amount to of $200,000 was forgiven provided that all payments for the 

term of the loan are timely paid, the amount of the forgiveness is based the appraised value of the 

collateral.  The Receiver paid the unpaid property tax delinquency which increased the unpaid 

balance.  The interest rate was increased from 5% to 6%.  The unpaid principal adjusted for the 

foregoing forgiveness of debt and additional advance is amortized over a twenty year term, due in 

ten years.  Payments must be made by Automated Clearing House payment (ACH) on the first of 

the month.  Since execution of the forbearance agreement, all loan payments have been made.  

The Receiver believes now that the loan is performing with a reasonable amount of collateral and 

there is a significant deterrent to future monetary defaults such that prospective bidders will make 

an appropriate bid for it.  The Receiver continues to closely monitor the borrower’s performance 

to ensure the borrower is in full compliance with the forbearance agreement.  

Dunn/Pajaro Street, Inc.:  The principal balance on this loan is currently $21,000.00. This 

unsecured interest-only loan of $30,000 was purchased by SPF from another lender on June 21, 

2012, three months before it was scheduled to mature.  The Receiver requires $500 monthly 

principal reductions in addition to the interest.  The borrower is current on all loan payments.  All 

current/delinquent Property Taxes have been paid in full.  The Receiver continues to closely 

monitor the borrower’s payment performance pursuant to the agreement.   

B. Analysis of Loans 

The Receiver has continued to conduct due diligence on the Receivership Entities' loan 

portfolio.  The following table provides the number and amount of loans held by each entity. 
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Loan 
Summary IPF SBC LLC SPF 

Sen. Comm. 
Mortgage Total 

7(a) SBA Loans 
# of loans               -    37               -                   -    37 
$ value               -    6,129,976               -                   -    6,129,976 

504 SBA Loans 

# of loans 1 
 

4 10 15 
$ value 1,043,165 3,096,199 2,726,780 6,866,143 

Non-SBA loans 
# of loans 1 2                 -  3 
$ value 2,069,268 55,358                 -   2,124,625 

Total  
# of loans 2 37 6 10 55 
$ value 3,112,432 6,192,976 3,151,557 2,726,780 15,120,745 

The loan balances set forth above reflect the unpaid balances owed by borrowers and do 

not include the allowance for loan losses of $985,000 estimated by the Receiver, which is lower 

than the $2.284 million set forth in the Receiver’s Forensic Accounting due to repayment of 

certain loans discussed above and changing circumstances of the borrowers and collateral values.  

The net par value of the retained portion of the loans is therefore estimated at $14,135,745.   

C. Litigation Against California Business Bank 

California Business Bank ("CBB") and the directors and officers named in the Receiver's 

complaint other than N. Aaron Yashouafar ("Individual Defendants") filed motions to dismiss 

which were granted on October 30, 2013, with leave to amend.  The parties participated in a 

mediation with a Court-assigned mediator on November 19, 2013, in San Francisco.  The case did 

not settle and the Receiver filed his First Amended Complaint on December 2, 2013.  The 

Defendants filed a motion to dismiss the First Amended Complaint on December 19, 2013.  The 

Court granted the motion in part, dismissing the Receiver's federal securities claims with prejudice 

and declining to exercise supplemental jurisdiction over the Receiver's state law claims.  The 
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