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Aequitas Receiver Report

l. Introduction

During the course of an investigation into the business practices of Aequitas
Management, LLC (“AM”); Aequitas Holdings, LLC (“AH”); Aequitas Commercial Finance,
LLC (“ACF”); Aequitas Capital Management, Inc. (“ACM”); and Aequitas Investment
Management, LLC (“AIM”) (collectively “Entity Defendants”), as well as 43 subsidiaries
and/or majority-owned affiliates (collectively “Receivership” or “Receivership Entity” or
“Aequitas”), the Securities and Exchange Commission (“Commission” or “SEC”)
concluded that the appointment of a receiver was necessary and appropriate for the
purposes of marshaling and preserving all assets of the Receivership Entity (the
“Receivership Property”). Accordingly, on March 10, 2016, the Commission and the
Entity Defendants filed a Proposed Stipulated Order Appointing Receiver (the “Proposed
Receivership Order”) [Dkt. 2-2].1

On March 16, 2016, pursuant to the Stipulated Interim Order Appointing Receiver
(the “Interim Receivership Order”), Ronald Greenspan was appointed as Receiver for the
Entity Defendants and 43 related entities on an interim basis. On April 14, 2016,
pursuant to the Order Appointing Receiver, Mr. Greenspan was appointed as Receiver for
the Receivership Entity on a final basis (the “Final Receivership Order”) [Dkt. 156].

In accordance with the Final Receivership Order, the Receiver is required to file a
report (the “Receiver’s Report”) with the Court within thirty (30) days after the end of
each calendar quarter. This report (the “Report”) represents the report and

recommendations to the Court for the quarter ending December 31, 2019. A voluntary

1 All Dkt (or Docket) references are available at the Receiver’s website - http://www.kccllc.net/aequitasreceivership
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report and recommendations to the Court (the “Initial Report”) for the first “stub quarter”
ending June 30, 2016 [Dkt. 246], the first mandated quarterly report covering the period
through September 30, 2016 [Dkt. 298] and subsequent reports covering the period
through December 31, 2016 [Dkt. 365], through March 31, 2017 [Dkt. 444], through
June 30, 2017 [Dkt. 491], through September 30, 2017 [Dkt. 559], through December
31, 2017 [Dkt 587], through March 31, 2018 [Dkt. 610] through June 30, 2018 [Dkt.
644], through September 30, 2018 [Dkt. 662], through December 31, 2018 [Dkt 674],
through March 31, 2019 [Dkt 700], through June 30, 2019 [Dkt 749], and through
September 30, 2019 [Dkt 776] are collectively referred to herein as the “Receiver’s
Reports”. In the accompanying discussion of Receivership matters, the Report provides
an update regarding some matters previously reported and does not include all details
contained in prior Receiver’'s Reports. For a complete and fulsome discussion and for
such additional details please refer to prior Receiver’s Reports.

As is the case for the prior Receiver’'s Reports, the findings and recommendations
of the Receiver contained in this Report should be considered preliminary and subject to
change due to the volume of material and information acquired, the complexity of

matters analyzed and the need for additional information, verification and analyses.

Il. Limitations of Report

The information contained herein has been prepared based upon financial and
other data obtained from the Receivership Entity’s books and records and provided to
the Receiver and FTI Consulting, Inc. from the staff employed by the Receivership Entity
as well as its contract staff and advisers, or from public sources.

The Receiver has not subjected the information contained herein to an audit in

accordance with generally accepted auditing or attestation standards or the Statement
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on Standards for Prospective Financial Information issued by the American Institute of
Certified Public Accountants (the “AICPA”). Also, most of the Receivership Entity’s assets
discussed herein are not readily tradable, have no public value indication, are illiquid,
are often minority and/or other partial interests, and might be detrimentally affected by
affiliation with Aequitas and uncertain consequences of past and future events involving
Aequitas. Accordingly, the Receiver cannot express an opinion or any other form of
assurance on, and assumes no responsibility for, the accuracy or correctness of the
historical information or the completeness and achievability of the projected financial
data, valuations, information and assessments upon which the following Report is

rendered.

lll. Case Background

A. Introduction

The focus of this Report is to provide an update on various aspects of the
Receivership. Additionally, the Final Receivership Order requires that certain items be
addressed with the filing of this Report. Pursuant to Section IV Stay of Litigation,
paragraph 24 states the following;:

The Receiver shall also investigate the probable impact of discovery
directed to the Receiver and the Receivership Entity in Ancillary Proceedings and
those actions authorized in Paragraph 23. The Receiver shall include in the
report and petition it must file pursuant to Paragraph 39 below, a
recommendation to the Court as to a plan to govern all discovery directed to the
Receiver and the Receivership Entity in Ancillary Proceedings and those actions
authorized in Paragraph 23.

Each of the required topics will be addressed individually in the Report.



Case 3:16-cv-00438-JR Document 793 Filed 02/07/20 Page 9 of 202

B. Focus of the Activities to Date

The Receiver has successfully stabilized the Receivership Entity, preserved value
when possible and facilitated the monetization of a majority of the Receivership assets.
Through the quarter ended December 31, 2019, the Receiver has sold Receivership
Entity gross assets and collected receivables totaling approximately $321.8 million plus
an additional $32 million of gross assets owned by CPFIT, an affiliate of the Receivership
Entity but excluded from the Receivership itself. The Receiver has also entered into and
substantially completed the implementation of a settlement with the Consumer Financial
Protection Bureau (“CFPB”) and fourteen state Attorneys General in connection with the
Corinthian Colleges student loan portfolio held by CSF - including modification or
cancellation of each of the approximately 47 thousand loans, and appropriate
notification to each of the borrowers.

As previously discussed, on March 10, 2016, the SEC filed a complaint in this
Court alleging that certain Aequitas executives and five entities had violated various
federal securities laws. On June 6, 2016, the SEC and the Receiver, acting on behalf of
the Aequitas Entity Defendants, filed a consent judgment with the Court, which resolved
the claims set forth in the SEC Complaint against the Entity Defendants only, without
admitting or denying the numerous allegations.

Having made substantial progress on the asset dispositions and resolution of the
numerous governmental investigations, the Receiver proceeded with a preliminary
investor data validation process involving the compilation and dissemination of 2,561
individually-tailored investment data verification packets. As mandated by the Order, the

Receiver conducted his forensic investigation, and the resulting forensic report (the
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“Forensic Report”) was filed with the Court and posted to the Receiver’'s website2 on
November 21, 2018 [Dkt. 663].

Throughout 2019, the Receiver continued to expend significant effort in data
analysis and financial modeling necessary for an efficient claims process as well as
analyses of potential distribution plans. On April 25, 2019, the Court entered the Order
(1) Establishing Claims Bar Date, (2) Approving The Form And Manner Of Notice, And (3)
Approving The Proof Of Claim Form, Procedures And Other Related Relief (the “Claims
Procedures Order”).

The Receiver then proceeded expeditiously to implement the claims process as
mandated in the Claims Procedures Order. As of December 31, 2019, 339 claims had
been received and 4,830 Notices of Receiver’s Initial Determination had been issued.3

During the second half of 2019, the Receiver and his team continued to refine
the tools and systems necessary for the implementation of the claims process, perform
initial review and assessment of the filed claims as they were received, as well as
conduct additional research and verification of the claimant data that is expected to be
needed for execution of the proposed future distribution plan.

During the current reporting period, the Receiver and his team expended
significant effort finalizing the development and drafting of the Receiver’s proposed
distribution plan, performing related analyses, and investigating options related to the
future administration and wind-down of the Receivership. On December 23, 2019, with
the goal of mitigating certain potential tax consequences and maximizing the future
distributions on the Allowed Claims, the Receiver filed his Motion and the Court entered
the Order To Authorize, Approve, And Take Continuing Jurisdiction Over A Qualified

Settlement Fund (“QSF”), And For Related Relief [Dkt 781]. Subsequently, on December

2 http://www.kccllc.net/aequitasreceivership/document/1600438181121000000000001
3 The Receivership team is processing and reviewing the filed claims. Certain claims appear to agree with the Notice of Receiver’s Initial Determination, and a number of filed
claims are likely duplicative. Therefore, the number of actual claims is less than the sum of the filed claims and NODs issued.

8
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31, 2019, the Receiver filed his Motion For Order (1) Approving Form And Manner Of
Notice Regarding Approval Of Proposed Distribution Plan And Ponzi Determination, (2)
Approving Procedures And Deadlines, (3) Setting A Hearing, And For Related Relief [Dkt
785] which was approved by the Court on January 14, 2020 [Dkt 790]. Also on
December 31, 2019, the Receiver filed the Motion To Approve The Receiver’s
Distribution Plan And Determination Of A Ponzi Scheme [Dkt 787], which is currently
being considered by the Court.

From the outset of the Receivership including during this reporting period, the
Receiver and his team have expended considerable time and effort to orchestrate
successful resolution of investors’ claims against the professional firms that served the
various Aequitas entities, including but not limited to Tonkon Torp, Integrity Bank &
Trust, Deloitte & Touche, EisnerAmper, Sidley Austin, Duff & Phelps, and TD Ameritrade.

By facilitating mediation sessions and through other significant efforts, during 2017 and
2018, the Receiver aided the four principal investor litigation groups in reaching settlements
with Tonkon Torp and Integrity Bank & Trust.

In December 2018, shortly after completing work on the Forensic Report, the
Receiver began efforts to organize and facilitate numerous large-scale mediation
sessions to resolve investors’ claims against the remaining professional firm defendants
- Deloitte & Touche, EisnerAmper, Sidley Austin, Duff & Phelps and TD Ameritrade.
Those significant efforts over the ensuing months ultimately proved successful. All
parties agreed to mediate in San Francisco, with the Honorable Daniel Weinstein,
Ambassador David Carden and Lizbeth Hasse acting as the mediators. Once all parties
agreed to the terms governing the mediation process, the Receiver and his team
devoted considerable time and resources to providing extensive data and counsel to aid

the parties in reaching negotiated resolutions. The Receiver’s efforts prior to, during and
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after five multi-day mediation sessions between April and September of 2019, together
with his efforts in 2017 and 2018 to facilitate settlement of the investors’ claims against
Tonkon Torp and Integrity Bank & Trust paved the way for the following:

e Payments from the professional firm defendants to the class totaling
$234,613,000, as well as multiple additional seven- and eight-figure
payments to other plaintiff groups presently subject to confidentiality
agreements;

e Releases of contribution and other claims of the professional firm
defendants against the Receivership Entity, including the release of a $50
million contribution claim presented by Deloitte; and

e Contingent releases of contribution and other claims of the professional
firm defendants against the Individual Defendants, Advisory Board
members and other former officers and directors. The releases are
contingent upon those parties releasing claims to the proceeds of the
insurance policies maintained by entities comprising the Receivership
Entity.

As the Court is aware, on December 16, 2019, Judge Hernandez entered Limited
Judgments of Dismissal in favor of Tonkon Torp and Integrity Bank & Trust (Ciuffitelli, et.
al. v. Deloitte & Touche, et. al., Case No. 3:16-cv-00580-AC - Dkt. Nos. 622 and 623).
On December 17, 2019, Judge Hernandez entered Final Judgment and Order as to the
remaining professional firm defendants - Deloitte & Touche, EisnerAmper, Sidley Austin,
Duff & Phelps and TD Ameritrade (Dkt. No. 624).

The efforts of the Receiver to facilitate resolution of investor claims against the
professional firm defendants have greatly accelerated anticipated distributions to the

investors, both direct distributions of the settlement proceeds and ultimately
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distributions from the Receivership estate and will meaningfully reduce the cost of
administering the Receivership.

In 2019, the Receiver filed a coverage action against the Receivership Entity’s
insurers. Concurrently, the insurers filed an action for declaratory relief. The Receiver
sought and secured the agreement of all interested parties to consolidate the two
insurance coverage actions and immediately address the priority issues (relative rights
of insureds to the insurance proceeds). Related motions were heard on November 20,
2019, and the Court issued its Findings and Recommendations on December 2, 2019
[Dkt. 139]. By Order dated January 6, 2020, Judge Hernandez struck the deadlines for
objections to the Court’s Findings and Recommendations noting that they will be reset at
a later date. Presently, in accordance with the direction of the Court, the Receiver is
diligently working to set a mediation amongst the numerous parties to the insurance
coverage litigation. As noted above, the Receiver secured conditional releases of the
Individual Defendants, other former Aequitas officers and directors, as well as Aequitas
Advisory Board members. Those parties will be released from claims of investors and
the professional firm defendants provided they forgo any further draws upon the
insurance policies.

During this reporting period, the Receivership continued to facilitate discovery,
with 278 people accessing the database, which contains 17.5 million documents, and
provide financial and tax administration including preparing and filing of over 100 entity

tax returns.
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C. Compromise of “Lux” Claims

The Receivership Entity is involved in a complex trust structure related to several
series of bonds offered on the Luxembourg Stock Exchange to non-U.S. investors. The
issuer of the bonds is Aequitas Income Opportunities S.A. (“Issuer”), which is not part of
the Receivership Entity. The Issuer purchased limited partnership interests in Aequitas
International Opportunities LP, a Cayman Islands limited partnership (“Cayman”) which
is one of the “Extended Entities” under the Order Appointing Receiver. Cayman is the
holder of certificates of beneficial interest in ACC Holdings 5, LLC (“ACCH5”) and part of
the Receivership Entity, which is wholly-owned by AH, which is also part of the
Receivership Entity. ACCH5 established a series of Grantor Trusts that purchased and
currently hold certain C+ and F+ Freedom loan portfolios, as well as proceeds from the
on-going monetization of such portfolios.

As previously reported, after considerable investigation and negotiation, the
Receiver reached a settlement agreement with the Board of Directors and certain
bondholders of the Issuer to resolve their claims against the Receivership. Similar to
other settlements of claims with CCM Capital Opportunities Fund, ETC Founders’ Fund
and WindowRock Feeder Fund, the Receiver agreed to the following:

1. ACC Funding Series Trust 2015-5 (“ACC Trust”): ACF will (a) resign as the
grantor of the ACC Trust and (b) release the funds held in a segregated bank
account on the date of Court Approval (approximately $9.2 million as of
December 31, 2019), in consideration of (i) the ACC Trust and Cayman entity
paying the Receivership Entity any accrued and unpaid ASA and management
fees determined as of the date of Court Approval (subject to adjustments for
any overpayments), (ii) Cayman terminating the ACC Entities Repurchase

Obligation and any other similar or related obligation, and (iii) termination of



13

Case 3:16-cv-00438-JR Document 793 Filed 02/07/20 Page 15 of 202

ACF’s and AES’s management obligations. The ACC Trust will be removed
from the Receivership Entity.

2. Convertible Preferred Equity Certificates (“CPEC”): Aequitas Enhanced
Income Fund, LLC (AEIF) will transfer all CPECs to Lux.

3. Revolving Line of Credit: Cayman will release ACF from all obligations
pursuant to promissory notes dated July 31, 2015, October 1, 2015 and
October 14, 2015, evidencing a revolving line of credit with a current principal
balance of $3,786,671.

4. Mutual Releases: The Receivership Entity will release all claims against
Cayman, Lux, ACC Trust and their affiliates (the “Lux Parties”) and the Lux
Parties will release all claims against Receivership Property, the Receivership
Estates (as those terms are defined in the Receivership Order), any other
assets of the Receivership Entity, the Receivership Entity, the Receiver, and
any person acting on behalf of the Receiver or the Receivership Entity,
including but not limited to any claim under any Court-approved distribution
plan.

5. Expenses: Each party will pay its own expenses, including legal fees.

The Receiver and the Lux Parties worked closely during the fourth quarter of
2019 to finalize the documentation of the settlement, which was subsequently

completed in January 2020.

D. Settlement of Claims Against William Malloy and Related Entities

On July 25, 2019, the Receivership Entity filed suit against William Malloy and
related entities - Case No. 3:19-cv-01153-MO. Before initiation of discovery and

incurring related litigation expenses, the parties negotiated a settlement of all claims.
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Malloy and the related entity defendants will pay the Receivership Entity $1,000,000.
Malloy will release personal claims for distributions from the Receivership estate as well
as any claim to the proceeds of any insurance policies maintained by entities comprising
the Receivership Entity. The parties executed a final Settlement Agreement on January
10, 2020.

E. Court Approval of Settlements

The Receiver anticipates presenting all of the aforementioned settlements,
together with the prior settlements with the Terrell Parties and Weider/Forman, to the
Court for approval within 30 days.

F. Recommendation regarding Continuance of the Receivership

It remains the Receiver’'s recommendation that the Receivership be continued.
Many of the conditions under which the Receivership was imposed still exist. While
much has been accomplished, several crucial steps remain before the Receiver can
wind up operations and seek an order terminating the Receivership. The Receiver must
finish monetizing the remaining assets in a manner and timeline consistent with
reasonably maximizing the value to stakeholders. The Receiver also must (i) complete
the claims processes, (ii) complete necessary litigation, (iii) resolve investor and other
creditor claim amounts, (iv) obtain Court approval of an asset distribution plan, and (v)
manage the distribution process.

Although the consumer loan portfolios have been immensely reduced, the
thousands of remaining loans owned by the Receivership require management until they
are monetized completely. The Receiver and his team fill the management gap left after
the termination of the Individual Defendants and the departures of other management

and staff (more than 90% of pre-Receivership employees are no longer with the
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Receivership Entities). Absent that day-to-day, hands-on management, the Receivership
Entity’s and, ultimately, the investors’ value would languish.

Feedback from SEC Staff and Aequitas investors regarding our progress thus far
has been positive. The Receiver is very mindful of the priorities to proceed both
expeditiously and economically, to seek an interim distribution when possible, and
conclude this Receivership in an equitable fashion as soon as practicable. The Receiver
believes he has the constituents’ support and encouragement to continue his efforts,
and that they also support the continuation of the Receivership.

G. Probable Impact of Discovery Directed to the Receiver and the

Receivership Entity

1. Consolidated Database

The Receiver has consolidated all digital data within his control into a centralized,
organized database. The database now contains approximately 17.5 million
documents/emails. |In addition to the Receivership Entity’s database, the Receiver has
also integrated the multiple data repositories in DTI's* possession as well as the data
repository hosted by Pepper Hamilton.> The database was effectively utilized to fulfill
requests for production (RFP) from governmental agencies.

In accordance with the directive contained in paragraph 24 of the Order
Appointing Receiver, the Receiver made the centralized database available for access

and use by counsel for litigants and other appropriately-authorized parties.¢ Additional

4 DTl (aka Document Technologies, Inc. and Epiq) was the previous eDiscovery vendor employed by Aequitas and the database contains valuable work product related to prior
productions in the ASFG litigation and to the SEC. The work product has been preserved.

5 The Pepper Hamilton repository contains certain files provided by the Receivership Entity as well as Sidley Austin and the SEC.

6 As of December 31, 2019, access has been provided to 278 users from the following law firms, advisors and interested parties: Akerman Law Firm, Beugelmens LLP, Boise
Matthews, Bressler, Amery & Ross, P.C., Calfo Eakes & Ostrovsky, Corr Cronin, Covington & Burling, LLP, Cozen O'Connor, Deloitte, Department of Justice (United States), Epiq
Systems, Eversheds Sutherland, Federal Bureau of Investigation, Hart Wagner LLP, Larkins 