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UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA
SOUTHERN DIVISION

SECURITIES AND EXCHANGE Case No. SACV 09-818 DOC (RNBx)

COMMISSION,
FIRST AMENDED COMPLAINT

Plaintiff, FOR VIOLATIONS OF THE
FEDERAL SECURITIES LAWS
Vs.
MEDICAL CAPITAL HOLDINGS,

INC.: MEDICAL CAPITAL
CORPORATION; MEDICAL
PROVIDER FUNDING
CORPORATION VI; SIDNEY M.
FIELD; and JOSEPH J.
LAMPARIELLO,

Defendants.

Plaintiff Securities and Exchange Commission (“Commission”) alleges as
follows:

SUMMARY |
L. This matter concerns fraud in the offer and sale of over $1.7 billion of
securities in the form of notes by Defendants: Medical Capital Holdings, Inc.
(“MCHI”); Medical Capital Corporation (“MCC”); Sidney M. Field; and
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Joseph J. Lampariello, including fraud in the offer and sale of $74.7 million in
securities in the form of notes by Defendants MCHI, MCC, Field, Lampariello, and
Medical Provider Funding Corporation VI (“MP VI”). MCHI is a medical
receivables financing company that operates through MCC, its wholly-owned
subsidiary, to administer several Special Purpose Corporations (“SPCs”), including
MP VI, and its predecessor entities Medical Provider Funding Corporations I through
V (“MP I”” through “MP V”). Defendants Field and Lampariello were directors of
MCHI, MCC, and MP I through MP VI. Field served as the Chief Executive Officer
(“CEO”), and Lampariello as the president and Chief Operating Officer (“COQ”), of
MCHI, MCC, and MP I through MP V1. Since 2003, MCHI, MCC, Fields, and
Lampariello have raised over $1.7 billion through offerings of notes in MP I through
VI. As of November, 2009, MP I through VI have over $1 billion in notes
outstanding. Since August 2008, five of the SPCs have been in default or late in
paying principal and/or interest on $992.5 million in notes. Defendants MCC,
MCHI, and MP VI, as well as MP I through MP V, have been placed into
Receivership by the Court.

2. The Defendants committed fraud in the offer and sale of MP VI notes.
As of June 19, 2009, the Defendants misappropriated approximately $20.4 million
of the $74.7 million raised through the sale of MP VI notes to pay purported
administrative fees to MCC. These fee payments were contrary to representations
in MP VI’s original private placement memorandum (“PPM”), which stated that
administrative fees would not be paid out of the offering proceeds, as well as
representations in MP VI’s May 27, 2009 supplemental PPM (“Supplemental
PPM”) that less than $4 million of offering proceeds had been used for purposes
other than purchasing accounts receivables. The Defendants also misrepresented
that none of the SPCs affiliated with MP VI had defaulted on, or been late in
making payments of, principal and/or interest to their respective investors. In fact,

two MP VI-affiliated SPCs began defaulting on interest and/or principal payments
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in the same month that MP VI began its offering, and thereafter two other MP VI-
affiliated SPCs have defaulted or been late in making interest payments.

3. Moreover, Defendants Field, Lampariello, MCC, and MCHI engaged
in fraud in the offer and sale of securities in the form of notes issued by MP I
through MP V, by misappropriating over $300 million of investor funds through
payments of administrative fees, contrary to representations in the PPMs for those
offerings which contained restrictions substantially similar to those in the PPM for
MP VI. Defendants’ financing activities were not profitable and were resulting in
substantial cash outflows for each fund, so that as Defendants paid themselves
administrative fees the only cash source were investor funds. Field, Lampariello,
and MCC orchestrated intercompany transfers of new investor funds to earlier
offerings, through the sale of fake, overstated, and/or aged and worthless
receivables, to make those new investor funds available to pay principal and
interest to investors in prior offerings, as well as to pay administrative fees to
MCC. Defendants Field, Lampariello, and MCC inflated the asset values on
“collateral coverage reports” (“CCRs”) submitted to the administrator of trust
accounts for the MP entities to obtain administrative fees to which MCC, Field,
and Lampariello were not entitled.

4.  The Defendants, by engaging in the conduct described in this
Complaint, have violated, or aided and abetted, and unless enjoined will continue
to violate, or aid and abet, the antifraud provisions of the federal securities laws.
By this First Amended Complaint, the Commission seeks permanent injunctions,
disgorgement with prejudgment interest, and civil penalties.

JURISDICTION AND VENUE

5. This Court has jurisdiction over this action pursuant to Sections 20(b),
20(d)(1) and 22(a) of the Securities Act of 1933 (“Securities Act”), 15 U.S.C.

§§ 77t(b), 77t(d)(1), and 77v(a), and Sections 21(d)(1), 21(d)(3)(A), 21(e), and 27
of the Securities Exchange Act of 1934 (“Exchange Act”), 15 U.S.C. §§ 78u(d)(1),
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78u(d)(3)(A), 78u(e), and 78aa. The Defendants have, directly or indirectly, made
use of the means or instrumentalities of interstate commerce, of the mails, or of the
facilities of a national securities exchange in connection with the transactions, acts,
practices and courses of business alleged in this Complaint.

6.  Venue is proper in this district pursuant to Section 22(a) of the
Securities Act, 15 U.S.C. § 77v(a), and Section 27 of the Exchange Act, 15 U.S.C.
§ 78aa, because certain of the transactioné, acts, practices and courses of conduct
constituting violations of the federal securities laws occurred within this district,
and all of the defendants reside and/or are located in this district.

| DEFENDANTS
7.  Medical Capital Holdings, Inc., a Nevada corporation with its

principal place of business in Tustin, California, is currently in Court ordered
Receivership. Through various wholly-owned operating subsidiaries and SPCs,
MCHI provided financing to healthcare providers by purchasing their accounts

receivables and making secured loans to them. MCHI used its special purpose

{| corporations to raise money from investors to fund the purchase of receivables and

other lending activity. MCHI used its operating subsidiaries to underwrite,
monitor, administer, and service the financing. MCHI is not registered with the
Commission in any capacity. MCHI received over $70 million from MCC during
the period from 2003 through 2009. In February 2001, the California Department
of Corporations issued a Desist and Refrain Order against MCHI from the further
offer or sale of securities in the State of California.

8. Medical Capital Corporation, a Nevada corporation and wholly-
owned subsidiary of MCHI, with its principal place of business in Tustin, California,
is currently in Court ordered Receivership. MCC was the administrator for each of
MCHTI’s SPCs and provided management, underwriting, and administrative services,
such as bookkeeping, payroll; and accounting services, including administration of

all investor promissory notes and interest payments. MCC is not registered with the
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Commission in any capacity. Between 2003 and 2009, MCC received over $320
million in administrative fees from MP I through MP VI. |

9.  Medical Provider Funding Corporation VI, a Nevada corporation
and wholly-owned SPC of MCHI that was formed in April 2008, is currently in
Court ordered Receivership. From August 2008 through June 2009, MP VI
conducted a note offering that raised $74.7 million through the issuance of notes to
about 700 investors. MP VI has never been registered with the Commission in any
capacity, nor has it registered an offering of securities under the Securities Act or a
class of securities under the Exchange Act. From May to June 2009, MP VI was
late on interest payments to investors by several days.

10. Sidney M. Field, age 63, resides in Villa Park, California. Field was
the CEO and a director of MCC since 1994, and served as the CEO and a director
of MCHI and other of its subsidiaries since 1996, until the entities were placed into
Receivership. Field also served as the CEO and Director of MPI through MP V1,
from the inception of each entity until they were placed into Receivership. Field
received a salary from MCC, and was paid dividends by MCHI.

11.  Joseph J. Lampariello, age 55, resides in Huntington Station, New York,
and Newport Beach, California. Lampariello was the president, COOQ, and a director
of MCHI and its subsidiaries from 1996 until the entities were placed into receivership.
Lampariello also served as the president, COO, and a director of MP I through MP VI,
from the inception of each entity until they were placed into Receivership.

Lampariello was responsible for the day-to-day operations of MCC, which included

funding underwriting, collections and all computer information services. Lampariello
received a salary from MCC, and was paid dividends by MCHI.
RELATED ENTITIES
12. Medical Provider Financial Corporation I (“MP I”) is a Nevada
corporation and wholly-owned special purpose subsidiary of MCHI that was
formed in September 2003. From December 2003 to August 2007, MP I
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conducted a note offering, raising approximately $253 million through the issuance
of about 3,821 notes to investors. As of May 31, 2009, MP I had repaid all but
$375,000 of its investors’ principal. |

13.  Medical Provider Financial Corporation II (“MP II"”) is a Nevada
corporation and wholly-owned SPC of MCHI that was formed in October 2003.
From January 2004 to December 2005, MP II raised approximately $250.7 million
through the issuance of about 3,458 notes to investors. As of May 27, 2009, MP II
had $88 million in outstanding notes and had defaulted in paying $43 million in
principal and $1.3 million in interest to its investors.

14. Medical Provider Financial Corporation III (“MP III”) is a Nevada
corporation and wholly-owned SPC of MCHI that was formed in February 2005.
From July 2005 to January 2008, MP III conducted two series of note offerings,
raising a total of about $352.2 million by issuing 4,532 notes to investors. As of
March 31, 2009, MP III had $110.7 million in outstanding notes, and as May 27,
2009, MP III had defaulted in paying principal on $26.5 million in outstanding notes.

15. Medical Provider Financiai Corporation IV (“MP IV”) is a Nevada
corporation and wholly-owned SPC of MCHI that was formed in July 2005 and
commenced operations in October 2006. From November 2006 through February
2008, MP IV conducted two series of note offerings, raising a total of $405.2
million by issuing 4,222 notes to investors. As of May 27, 2009, MP IV had
$403.8 million in outstanding notes and defaulted on interest payments in January
2009 and since March 20009.

16. Medical Provider Funding Corporation V (“MP V”) is a Nevada
corporation and wholly-owned SPC of MCHI that was formed in September 2007.
From November 2007 to about July 2008, MP V conducted a note offering, raising
$402.7 million by issuing 4,323 notes that begin to mature in November 2009. As of
March 31, 2009, MP V had $401.1 million in outstanding notes issued to 4,270

investors. In May 2009, interest payments to investors were delayed by several days.
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THE FRAUDULENT SCHEME

A. MCHI’s Business and SPC Note Offerings ,
17.  MCHI provides financing to healthcare providers by purchasing

accounts receivables from, and making secured loans to, medical providers. MCHI
funds its healthcare financing by offering notes issued by its SPCs. Between
November 2003 and July 2009, MCHI raised approximately $1.7 billion from over
20,000 investors from the offerings of MP I through MP VI. MCHI managed the
operations of each of the SPCs through its operating subsidiary, MCC, which
essentially ran the SPCs and administered their day to day opefations, provided
underwriting services and originated purchases of accounts receivable, and
performed marketing, sales and client support functions. In addition, MCC
provided bookkeeping, payroll, and accounting services, including administration
of all promissory notes and interest payments. MCC also opened, maintained, and
directed bank accounts and lock box accounts for the SPCs.

18.  For each offering and series, Defendants MCHI, MCC, Field, and
Lampariello prepared a PPM which described the offering and made numerous
representations to investors concerning management of the offering. Field and
Lampariello reviewed, edited, and approved each PPM. The PPMs for the notes sold
by MP I through MP VI contained many substantially similar representations and
statements concerning the management and operation of the MP. Defendants MCHI,
MCQC, Field, and Lampariello provided the PPMs and related subscription documents
to various registered broker-dealers, who in turn were to provide them to investors.

19. The PPM for each MP offering disclosed that MCC was to be paid
“administrative fees” from each of the SPCs to which it provided services. In each
PPM for each offering made by MP I through MP VI, Defendants MCHI, MCC,
Field, and Lampariello represented that the proceeds from the sale of notes to
investors would not be used to pay administrative fees to MCC. The PPMs for
each offering by MP I through MP VI contained a section titled “Restriction on
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Use of Proceeds,” which were substantially similar. The statement in the PPM for
MP Vlis typical, and stated, in part: “We will not use any proceeds from the sale
of notes to pay administrative fees to Medical Capital Corporation for the services
it provides as administrator or to pay servicing fees to MediTrak as the servicer of
the receivables.”

20. The PPMs also explained how administrative fees were calculated
using a “collateral coverage ratio” (“CCR”). Each MP purportedly acquired
batches of accounts receivables from medical providers, or made secured loans to
borrowers, which were collateral for the notes issued by the MP. When
Defendants acquired batches of receivables, they paid less than face value — or the
billed amount — of the receivables, and Defendants called this lower purchase price
for a batch the “expected net receivable,” or “ENR.” In the PPMs, Defendants
stated that they did not “expect to be able to collect anything more than the ENR”
of receivables. The administrative fees paid to MCC were to be “equal to the
amount in the trust account that exceeds the amount needed for the collateral
coverage ratio to equal 100%, after all required payments to trustee, servicer and
lockbox fees, and all principal and interest then due on the notes.” The PPMs
defined the CCR as the ratio of (A) the ENR of all eligible accounts receivable
included in the collateral plus the value of other assets plus funds and investments
in the lockbox and trust accounts, to (B) the aggregate outstanding principal
amount of all notes. MCC, as administrator, was responsible for certifying to the
trustee that the CCR equaled or exceeded 100% in connection with any application
for administrative fees. The PPM further stated that it was an event of default if
the CCR fell below 100% at the beginning of any month, and remained below
100% for five consecutive days after such information was reported to the trustee.

21.  The SPCs sold the notes through registered broker-dealers to
accredited investors under Rule 506 of Regulation D. 17 C.F.R. §§ 230.501-

230.508. In the offerings, the SPCs sold notes with various maturities (one to
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