STATE OF ILLINOIS
SECRETARY OF STATE
SECURITIES DEPARTMENT

)
IN THE MATTER OF: )
) File No. 2000838
GPB Capital Holdings, LLC (CRD #169825), )
Ascendant Alternative Strategies (CRD #283881), and )
Ascendant Capital, LLC, their managers, officers, )
affiliates, subsidiaries, representatives, successors, and )
assigns; and David Gentile (CRD #6763402), )
Jeffry Schneider (CRD #2089051), and )
Jeffrey Lash, individuals )
)
NOTICE OF HEARING
TO THE RESPONDENTS:
GPB Capital Holdings, LLC David Gentile
535 West 24th Street, 6th Fl. 331 Cleveland St. Apt. 2503
New York, NY 10011 Clearwater, FL 33755

Ascendant Alternative Strategies, LLC Jeffry Schneider

777 Westchester Ave., Ste. 105 2505 Bettis Blvd.
White Plains, NY 10604 Austin, TX 78746
Ascendant Capital, LLC Jeffrey Lash

2505 Bettis Blvd. 6620 Glen Arbor Way
Austin, TX 78746 Naples, FL 34119

YOU ARE HEREBY NOTIFIED that pursuant to Section 11.F of the Illinois Securities
Law of 1953 [815 ILCS 5] (the “Act™) and 14 Il1l. Adm. Code 130, Subpart K, a public hearing
will be held at 69 West Washington Street, Suite 1220, Chicago, Illinois 60602, on April 1, 2021
at 10:00a.m., or as soon as possible thereafter, before Hearing Officer John M. Gabala, or such
other duly designated Hearing Officer of the Secretary of State.

| Said hearing will be held to determine whether an Order shall be entered to permanently
| prohibit Respondents from recommending and selling securities in or from the State of Illinois,
and/or grant such other relief as may be authorized under the Act, including but not limited to the
imposition of a monetary fine in the maximum amount pursuant to Section 11.E(4) of the Act.

The grounds for such proposed action are as follows:
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NATURE OF THE ACTION

This action involves a massive securities fraud affecting tens of thousands of investors
across the United States, including hundreds of Illinois residents. Overall, Respondents raised
approximately $1.7 billion between 2013 and 2018 through sales of unregistered, high-commission
limited partnership interests in a series of alternative-asset investment funds. At least 20 [llinois
registered broker-dealers, and 65 Illinois registered and resident salespersons, accounted for
recommendations and sales of over 750 investments into the funds, totaling over $50 million.

The two leaders of the scheme were David Gentile (“Gentile”) and Jeffry Schneider
(“Schneider”). Gentile, a former accountant, started GPB Capital in 2013 and has been its sole
managing member. Schneider, a friend and former accounting client of Gentile, is a registered
securities broker with a long and troubled history in the securities industry. Respondents defrauded
investors through a series of investment funds managed by a New York—based investment advisor
named GPB Capital Holdings, LLC (“GPB Capital™). Led by Gentile and Schneider, Respondents
made repeated false representations of reliable and generous monthly cash distributions “fully
covered” by operating profits of the companies in the funds’ portfolios, which included auto
dealerships and waste management companies. Respondents increasingly relied on Ponzi
financing, using more than $100 million of new investors’ capital contributions by the time the
funds closed to new investments in mid-2018 to pay the monthly distributions to existing investors,
sacrificing long-term returns in order to cover up how poorly the funds were doing.

Respondents concealed the true state of the funds’ finances by creating false documents
and making undisclosed, and sometimes entirely undocumented, interfund loans. The individual
Respondents depleted fund assets by diverting monies from portfolio companies to themselves

through shell companies. Gentile and Schneider collected nearly $2 million in undisclosed
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“stipends™ and fees for work they were already otherwise compensated. Investors paid for private

planes and payments to Gentile’s wife. Gentile even had a portfolio company purchase a Ferrari

for his personal use. He shifted nearly $5 million of personal liabilities to investors, which —

because of how he structured it — cost them at least $14 million. The funds also paid tens of millions

of dollars in undisclosed acquisition fees, further enriching Schneider and Gentile.

As of 2019, the GPB Funds estimated the fair market value of their portfolio assets at $1.1

billion, representing a nearly 40% loss on investors’ initial capital contributions. The current values

are unknown, as the GPB Funds have not issued audited financials since 2016.

)

PARTIES

Respondent GPB Capital is a Delaware limited liability corporation with its principal
place of business at 535 West 24th Street, New York, New York. GPB Capital is
registered with the Securities and Exchange Commission (“SEC™) as an investment
adviser, with the Investment Adviser Registration Depository (“IARD”) number 169825.
GPB Capital serves as the general partner of a series of limited partnership investment
vehicles that Respondents managed, marketed and sold within and from Illinois.

Respondent Ascendant Alternative Strategies, LLC (“AAS”) is a Delaware limited
liability corporation with its principal place of business in White Plains, New York. AAS
is a broker-dealer registered with the SEC, the Financial Industry Regulatory Authority
(“FINRA™) and 53 U.S. states and territories, including Illinois. AAS’ CRD number is
283881. AAS is indirectly majority-owned by Gentile and Schneider. AAS served as

GPB Capital’s managing broker-dealer beginning in 2017.
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Respondent Ascendant Capital, LLC (“Ascendant™) is a Texas limited liability company
with its principal place of business in Austin, Texas. It is wholly owned by Schneider.
Between 2012 and May 2020, Ascendant operated as a wholesaler and placement agent,
a non-registered entity providing a wide range of marketing services and back-office
operations, and serving as a third-party liaison to AAS, issuers, retail broker-dealers and
investment advisers. Ascendant forfeited its Texas corporate status in May 2020 for
failure to pay taxes. Upon information and belief, Schneider has since shifted his activities
to a new entity called Kensington Analytics, LLC, which shares Ascendant’s address, as
well as many key personnel and business assets.

Respondent Gentile is the sole managing member of GPB Capital. Gentile is also
indirectly a part-owner of AAS. His CRD number is 6763402.

Respondent Schneider was, until in or about May 2020, the Chief Executive Officer
(“CEO”) and sole member of Ascendant. He is currently a registered broker-dealer
representative outside of Illinois, and an indirect part-owner of AAS. Schneider was
previously a broker-dealer representative of Axiom Capital Management, LLC
(“Axiom”). Schneider’s CRD number is 2089051. He was at all relevant times deeply
involved in the management and direction of GPB Capital and AAS.

Respondent Jeffrey Lash (“Lash™) was GPB Capital’s Director of Automotive Retail from

2013 through February 2018.
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STATEMENT OF FACTS

GPB CAPITAL’S BUSINESS AND STRUCTURE

Respondents Gentile and Schneider created corporate structures in 2012 and 2013 that
they used for the better part of a decade to defraud investors and enrich themselves and
their co-Respondents. Using a series of interconnected entities, Respondents marketed
and sold limited partnership interests in a series of alternative-asset investment funds (the
“GPB Funds™”, as defined below).

GPB Capital — the manager of each of the GPB Funds — was at the center of the fraudulent
scheme, but it relied heavily on the individual and corporate Respondents described
below. GPB Capital worked especially closely with Schneider’s company, Ascendant,
the placement agent for the funds. Indeed, one marketing document from 2017 described
the two companies as “essentially one organization.”

A. The Individuals

The leaders of the fraudulent scheme were Gentile and Schneider, who respectively
founded GPB Capital and Ascendant. They misled investors about the fact that significant
and increasing portions of the monthly distributions to investors were secretly being paid
from investors’ own capital contributions rather than from operating profits, as promised.
Both also misappropriated monies from the GPB Funds and their portfolio companies,
received undisclosed payments, and caused the GPB Funds to pay Respondents’
luxurious personal expenses — such as a Ferrari for Gentile. Lash, as manager at GPB
Capital, also participated in creating false and misleading documents, and participated in
and profited from diverting assets from the portfolio companies owned by the GPB

Funds.

Page 5 of 57




10.

12,

NOTICE OF HEARING
FILE NO. 2000838

i David Gentile

David Gentile is an accountant who, before founding GPB Capital, was a partner in a
New York-based accounting firm, Gentile, Pismeny & Brengel, LLC (“GP&B”).
Gentile’s clients included local small businesses, to whom Gentile offered strategic
advice on growth and business development. It was through his work at GP&B that
Gentile met Lash and Schneider, who were clients of the firm.

In marketing the GPB Funds, Respondents touted Gentile’s accounting background,
claiming that “during [Gentile’s] career at GP&B, David has advised, oversaw(sic],
structured or financed over $1 billion worth of transactions in the private and public
markets.” Gentile, however, had never previously managed an investment fund. In fact,
Gentile has admitted under oath that he was a “novice™ in private placements and private
equity funds: “I'd never been in this business. I've been a CPA for 25 years in an
accounting firm .... So, I'm learning. I'm a novice....”

Gentile was personally involved in the key decisions of the GPB Funds, including
decisions on how to deploy investor capital and whether distributions should made. Yet,
the decisions that Gentile made were clouded by his own self-interest. Through his
involvement with GPB Capital and the GPB Funds, Gentile directed the movement of
money from the GPB Funds and their investors to entities in which he had a direct or
indirect interest. Gentile also ensured that several of the early fund acquisitions were
companies in which he had an ownership interest. Gentile used the GPB Funds to benefit
himself and his family through, among other things, expense payments for luxury items
and family salaries, and offloading financial obligations on to the GPB Funds. All told,

Gentile reaped benefits of over $27 million.
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ii. Jeffry Schneider

Jeftry Schneider assisted Gentile in setting up and running the GPB Funds. As he once
told an interviewer:

I reached out to a friend of mine, David Gentile, who had been buying

and expanding companies for over 25 years. Throughout my relationship

with Dave, | had witnessed the tremendous growth of companies he

purchased and partnered with. It was fascinating. / approached him with

the idea of partnering on an income-producing private equity fund.

Ultimately, investors need income, and I knew that if we could buy

companies and generate income, there would be huge demand. (Emphasis
added).

Others at GPB Capital similarly described Schneider as the “co-creator” with Gentile of
the overall business plan. Both Schneider and Gentile stated under oath that they jointly
developed GPB Capital and its fund structures. Others have described Schneider and
Gentile as “essentially partners.”

Schneider first registered as a broker-dealer agent in 1991; since that time, he has worked
for twelve different broker-dealers. He has twice been terminated or permitted to resign
by an employer; once by Merrill, Lynch, Pierce, Fenner & Smith, Inc. and once by CIBC
World Markets Corp. (“CIBC”). He was permitted to resign by CIBC after that firm
discovered his involvement in a fraudulent scheme in which he transferred accounts to
another broker to help that broker secure a loan, the proceeds of which Schneider shared.
Two securities regulators sanctioned Schneider in connection with his misconduct at
CIBC. In 2004, the National Association of Securities Dealers (a predecessor to FINRA)
suspended him for ninety days and fined him $15,000.00. In 2006, the Illinois Secretary
of State, Securities Department initiated an action denying Schneider’s salesperson
registration application. The action resulted in a Consent Order wherein Schneider agreed

to withdraw his application and not re-apply for registration for a period of two years.
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Schneider has been the subject of fourteen customer complaints, with allegations that
include unauthorized trading, unsuitable investments, excessive trading, and
misrepresentation. Six of the customer complaints, still pending, relate to his activities in
connection with the GPB Funds.

Schneider also has a history of involvement with firms and individuals that regulators or
prosecutors found have violated the law. Two of his former employers — J.P.R. Capital
Corp. and IMS Securities, Inc. — were expelled by FINRA from the securities industry.
While working at another firm, Paradigm Global Advisors LLC, as a marketer, Schneider
helped create a co-branded fund with R. Allen Stanford. Although Schneider’s fund was
not accused of wrongdoing, Stanford was later convicted and sentenced to 110 years in
prison in connection with a $7 billion Ponzi scheme — the second-largest in history.
Schneider also marketed Ponte Negra Fund I LLC, a private investment fund that was
revealed to be an accounting fraud. Francesco Rusciano, the fund manager of Ponta
Negra, later pleaded guilty to wire fraud in connection with misrepresentations made in
that fund’s marketing materials.

Immediately before the creation of GPB Capital, Schneider was a registered
representative at Axiom, primarily selling real estate investment trusts.

Schneider is the founder and sole owner of Ascendant, an unregistered entity of which he
is the sole member, which acted as a placement agent for the GPB Funds. And although
Schneider is a de facto senior manager of GPB Capital, he holds no formal title there, and
the company has not disclosed Schneider’s checkered regulatory history to investors.

Finally, Schneider is, together with Gentile, an indirect majority owner of AAS.
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Based on a review of bank records, Schneider received at least $13 million from his
association with GPB Capital, the GPB Funds and Gentile from 2016 through 2019 alone.
iii. Jeffrey Lash
Jeffrey Lash had been a business associate and friend of Gentile since around 1990 when
Lash was a client of GP&B. Lash owned and operated a series of automobile dealerships,
for which GP&B performed auditing and accounting services. Before the creation of GPB
Capital, Gentile invested in several of Lash’s Volkswagen dealerships. These dealerships
were some of the first assets purchased for the GPB Funds. Lash served as GPB Capital’s
Director for Automotive Retail, overseeing various operating companies, until February
2018, when he resigned with a generous severance package.
Lash participated in the misappropriation of fund assets for Respondents’ personal
benefit. In addition, Lash was involved in the creation of back-dated and misleading
“performance guarantees™ that inflated the reported income of some of the GPB Funds.
Lash himself signed these guarantees.
B. The Entities
s GPB Capital and the GPB Funds
GPB Capital is an SEC-registered investment adviser that describes itself as “a New
York-based middle-market acquisition and operations firm with a management team of
experienced financial, management and accounting professionals with private investment
and acquisitions experience.”
GPB Capital serves as the general partner or manager of a series of investment funds.

GPB Capital’s four flagship funds (the “GPB Funds”™) are:
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e GPB Holdings, LP (“*Holdings™), launched in March 2013;

e GPB Automotive Portfolio, LP (“Automotive Portfolio™), launched in May
2013;

e GPB Holdings 11, LP (*Holdings II”), launched in April 2015; and

e GPB Waste Management, LP (“Waste Management™), launched in August
2016.

The GPB Funds are structured as limited partnerships that act as holding companies,
“acquir[ing] controlling majority (and in many cases, wholly owned) interests . . . in
income-producing, middle-market private companies in North America.” The portfolio
companies acquired by the GPB Funds were in the “automotive retail, waste
management, technology enabled services, energy, healthcare, and real estate™ sectors.
GPB Capital promotes its “hands-on managerial and operational assistance™ to the
portfolio companies owned by the funds.

From 2013 through approximately October 2018, the GPB Funds sold unregistered
limited partnership interests in what are known as “private placement™ transactions. The
limited partnership interests were marketed to “accredited investors™ as defined by the
SEC’s Regulation D. When a securities offering qualifies for a Regulation D exemption
from registration, its regulatory burden is significantly reduced. That is to say, there are
fewer rules and less oversight.

Respondents raised over $1.7 billion from tens of thousands of investors nationwide.
Hundreds of Illinois residents invested millions of dollars into the GPB Funds.

At least 20 Illinois registered broker-dealers, and 65 Illinois registered and resident
salespersons, recommended and sold the GPB Funds, accounting for over $50 million of

investments.
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Gentile was and is the sole member and Chief Executive Officer of GPB Capital, and thus
had total legal control over it and, therefore, also over each of the GPB Funds.
Schneider, despite having no formal role at GPB Capital, in practice exercised significant
control over the GPB Funds and their portfolio companies. He was regularly involved in,
among other things, acquisition discussions, analysis of fund and portfolio company
performance, negotiation of payments that would flow from the portfolio companies to
the GPB Funds, meetings with portfolio company operators, and establishing the structure
of the funds. Schneider also reviewed and approved the language used in the funds’
private placement memoranda (“PPMs™).

Employees and management at GPB Capital viewed Schneider’s approval as necessary
for major operational decisions, regularly kept Schneider apprised of management issues
and sought his input. When they failed to do so, he reprimanded them. When Schneider
learned that a GPB Capital executive had left him off an e-mail about a potential portfolio
acquisition, Schneider responded quickly: “Can you please keep me in the loop on any
and all info regarding potential or existing portfolio companies. 1 have asked you this in
the past and should not have to ask again.” Text messages sent among Lash, Gentile and
Schneider from 2014 through 2016 contained discussions of portfolio company budgets
and revenues, the timing of special distributions, and the coverage ratios of the funds.
Schneider was also involved in the negotiation of Lash’s performance guarantees and
severance agreements, discussions on the release of dealership financials, and whether

the Waste Management fund should acquire a portfolio company.

Page 11 of 57




34.

35.

36.

37

NOTICE OF HEARING
FILE NO. 2000838

Despite Schneider’s actual management of GPB Capital and the GPB Funds, he was not
listed as a control person in any PPMs or in any marketing materials. His extensive
disciplinary history also was not disclosed to investors.

ii. Ascendant and AAS
Schneider founded Ascendant and was its sole owner. Ascendant, based in Texas, acted
as a branch office of two different New York broker-dealers. Initially, Ascendant was a
branch office of Axiom, where Schneider was a registered representative. Later,
beginning in 2017, Ascendant began acting as a branch office of AAS, a new broker-
dealer majority-owned by Schneider and Gentile jointly through a company called DJ
Partners, LLC.
Ascendant was the exclusive marketer and wholesaler for the GPB Funds from their
inception until they closed to new investments in 2018. Ascendant typically did not sell
the GPB Funds directly to investors. Rather, Ascendant focused on marketing the GPB
Funds to independent broker-dealers and investment advisers who would in turn sell the
GPB Funds to their retail investors. Ascendant would reach out to those firms’
compliance and due diligence personnel with the goal of getting the firms to approve one
or more GPB Funds for sale on their platforms. Ascendant and GPB Capital together
prepared due diligence presentations that were often hosted at GPB Capital’s office in
New York. GPB Capital and Ascendant often paid for the target firms’ personnel to attend
these events.
Ascendant was responsible for assisting GPB Capital in drafting investor updates and
preparing offering documents, limited partnership agreements, and marketing materials.

They also prepared responses to due diligence questionnaires (“DDQs™) from the broker-
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dealers and investment advisers. These DDQs often contained detailed information about
the performance and strategies of the GPB Funds.

38. The fees and commissions that the GPB Funds charged investors flowed, at least in part,
to Axiom, and later, to AAS, and were then distributed to Schneider and Gentile, among
others. Based on a review of bank and other financial records, from 2013 through 2018,
GPB Capital and the GPB Funds paid Axiom and AAS more than $77 million in fees and
commissions, with approximately $37 million paid to Axiom and over $40 million paid
to AAS. As indirect owners of 33.3% interests in AAS, Gentile and Schneider
individually obtained over $13 million each for marketing the GPB Funds.

IL. RESPONDENTS MISREPRESENTED THE SOURCE OF MONTHLY

DISTRIBUTIONS TO INVESTORS

39. The core misrepresentations to investors were repeated representations that the monthly
distributions were fully from the profits of the portfolio companies, when in fact they
were not. GPB was instead using money from new investors’ capital contributions to pay
promised distributions to existing investors, thus covering up how poorly the investments
were doing.

40. The central marketing concept for the GPB Funds was that they were “unique™ products
without any real competitors in the alternative investment space — “income-producing
private equity,” as Respondents often described them. GPB Capital and Ascendant
consistently told investors, broker-dealers and investment advisors that the GPB Funds
would pay investors regular monthly distributions, at an 8% annualized rate, that were
“fully earned” or “fully covered™ by cash flow from the portfolio companies. Respondents

also made representations that the funds might pay special additional distributions where
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GPB Capital determined it was appropriate, based on the funds’ ability to pay them.
Variations on these fundamental representations appeared in offering and marketing
documents, responses to DDQs, and correspondence with potential investors and
salespeople.

Given the low interest-rate environment that prevailed during the time the GPB Funds
were offered, the robust 8% annual distribution from operating profits was a powerful
marketing tool that enabled GPB Capital to raise nearly $2 billion in investor capital in
five years.

For example, an August 2014 GPB Capital response to a DDQ described a fund as
“[u]nlike any other private equity investment program” because “it pays a substantial
current dividend that is fully covered with funds from operations.” In differentiating the
fund from other investments, GPB Capital identified as “of utmost importance™ that the
fund “is the only income producing private equity offering in the space” paying
distributions “fully covered with funds from operations.”

GPB Capital and Ascendant’s emphasis on this issue demonstrates that the source of the
monthly distributions was material to investors. Indeed, Ascendant repeatedly responded
to broker-dealers and investment advisers who sought to clarify and confirm that the
distributions paid by the GPB Funds would not include invested capital.

Respondents also lured investors by having the GPB Funds pay additional “special”
distributions on top of the regular monthly distributions. The special distributions were
effective fundraising tools for at least two reasons. First, they served as a proof of concept,
demonstrating the GPB Funds’ ability to generate excess income from their portfolio

companies. GPB Capital and Ascendant routinely represented that these special
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distributions were also “fully covered with funds from operations.” Second, they created
a sense of urgency. The special distributions were announced in advance, and payable
only to those who invested by a stated deadline. Ascendant then sent out “blast” e-mails
promoting the special distributions and investment deadlines to whip up investor interest.
GPB Capital and Ascendant used special distributions as a critical part of their plan to
raise money for the GPB Funds.

But these representations were false and misleading. It simply was not true that the
portfolio companies steadily produced income that fully funded the monthly distributions
to investors. In fact, the Respondents routinely returned investor capital as distributions,
falsely claiming the money was from portfolio company operations.

The Respondents’ own internal records demonstrate the falsity. Internally, GPB Capital
and Ascendant tracked whether distributions to investors were “fully covered by cash
flow” from operations. This measurement was expressed as a percentage figure —
sometimes referred to as the “coverage ratio” — that was based on a fund’s net investment
income, plus any realized gains or losses, divided by the distributions paid to investors.
A coverage ratio of 100% or higher meant the fund’s net investment income plus realized
gains were equal to or greater than the distributions to investors; in other words, the
distributions were “fully covered.” A coverage ratio below 100% meant that a fund was
paying distributions in excess of operating income. In that event, the shortfall would have
to be made up from another source — most commonly, investors’ capital contributions. If
a fund had negative operating income — i.e., was losing money — but continued to pay

distributions, the coverage would also be negative, or less than zero percent. A negative
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coverage ratio effectively meant that every dollar distributed to investors was coming
from investors” own capital contributions.
Any use of investor capital to pay distributions necessarily reduced the amount of capital
a GPB Fund could deploy in productive investment. Because GPB Capital assumed
significant positive returns on deployed capital, each dollar of investor capital paid out in
distributions would reduce long-term value by an even greater amount.
Starting in 2014, the GPB Funds repeatedly used investor capital to make distributions to
investors, while repeatedly falsely stating that the distributions were fully funded from
operations. Between 2014 and 2018, more than $100 million was distributed to investors
under the false pretenses that the monies were profits from the GPB Funds’ profitable
investments in income-producing portfolio companies.
A. GPB Holdings, LP Fund
50. Holdings, launched in March 2013, was the first GPB Fund. The initial offering was in
the amount of $150 million, and the PPM described the purpose of the fund as investing
in “early-stage and middle-market Portfolio Companies™ in the sectors of automotive
retail, information technology and healthcare.
51. A 2014 due diligence presentation prepared to educate broker-dealers about the GPB
Funds stated that the targeted monthly distributions at an annualized rate of 8% were
“paid 100% [with] funds from operations™ — in other words, with the “cash flow from
portfolio companies.” A 2015 version of the presentation repeated these representations,
and added a “highlights™ slide stating that the GPB Funds provided investors with

“meaningful income... 100% fully covered distribution — funds from operations.”
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But in truth, for the full year 2014, Holding’s income fell far short of the roughly $2.5
million in distributions it made to investors. Effectively, a large chunk of the distributions
Holdings paid out in 2014 was simply a return of the investors’ own capital.
Respondents covered up this shortfall by manufacturing fictitious “performance
guarantees” and falsifying financial statements. Specifically, on May 8, 2015, Holdings
released its audited financial statements for 2014, which reported $2,498.858 in net
investment income. This was false: the net investment income figure relied on fictitious
earnings from portfolio companies — in particular, two auto dealerships that Lash
Operated.

The falsehood had its roots in February 2015, when GPB Capital and Ascendant
personnel began to prepare the 2014 financial statements. As they looked at the numbers,
they saw a significant shortfall in Holdings’ income “when you compare it to what we
distributed.”

To help cover up the shortfall, GPB Capital created back-dated “performance guarantees”
from Lash to two auto dealerships. The performance guarantees purported to require Lash
to pay the portfolio companies for any shortfalls in dealership net income below stated
thresholds. Although the documents are dated “as of February 20, 2014,” they were not
drafted until early 2015, after GPB Capital and Ascendant had discovered the income
shortfall.

As an Ascendant Managing Director wrote in an October 2015 e-mail, the guarantees
were “issued for 2014 audit purposes.” They were reverse engineered to generate the
amount of fictitious dealership income that Holdings needed to get its coverage ration

back to 100%. For that reason, Respondents had to wait to finalize the guaranty

Page 17 of 57




57.

58.

59.

NOTICE OF HEARING
FILE NO. 2000838

agreements for “all of the accounting to be resolved as the first step so the agreements
would reflect that,” as GPB Capital’s Director of Asset Management described in a March
2015 e-mail.

Gentile, Schneider, and Lash were actively involved in this deception. In early March
2015, one GPB Capital employee e-mailed another about getting Gentile and Schneider
to agree to the precise amount of the income manipulations (referred to as a “true up”):
“to make sure that you and I are totally in agreement regarding the remaining true up for
2014 from the dealerships.... | know that Dave [Gentile] and Schneider are together in
Texas, can we please get them to agree, along with Lash and [Non-Party Manager, as
defined below], to the amount of the true up this week.”

On March 18, Gentile texted Schneider and Lash asking them to “please get on a call now
with [a partner at the accounting firm GP&B (“GP&B Partner™)]...[GP&B Partner] feels
based on his convo with Schneider that the guarantee that keeps neutral income and no
losses on the tax returns and therefore no negative effect to the capital accounts is
1.Imm.... I told [GP&B Partner] it was prudent to follow Schneider’s instructions.” Later
that day, GPB Capital’s Chief Operating Officer sent Lash two “deficiency notices” for
the portfolio companies operating the dealerships, stating that Lash owed a combined
total of $1,136,201 pursuant to the performance guarantees.

The amounts supposedly due under the performance guarantees were never collected in
full. In October 2015, a GPB Capital finance manager noted that no payments had been
made, commenting: “Let’s be real. This is not going to be collected.... [W]ouldn’t the

investor want to know there is a shaky, non-performing receivable on the books?”
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The fictional guarantees were also part of a false marketing scheme. GPB Capital was

offering a new fund in April 2015, called Holdings I1. The marketing pitch relied heavily

on the supposed 100% coverage ratio for the original Holdings fund. Disclosing the large
shortfall in Holdings” 2014 income would have undermined the central premise of GPB

Capital’s business model.

Indeed, despite the 2014 shortfall, Holdings made yet another special distribution in order

to maintain the false image of the GPB Funds as producing dependable returns from

portfolio companies’ operations. Thus, in April 2015, Holdings made a special
distribution of 1.5%, which totaled roughly $500,000. Even Lash, whose fake
performance guaranty was being crafted at the time, texted Gentile and Schneider that he
had met with GPB Capital’s Chief Financial Officer (*CFO-1"), who told Lash that
making another special distribution under the circumstances was “basically suicide.”

Holdings, nonetheless, went ahead and made the April 2015 distribution, using investor
capital again. For the second quarter of 2015, Holdings booked net investment income of
only $3,219,501, but paid total distributions of $3,851,958 — a quarterly coverage ratio of
84%. By this point, Holdings" quarterly coverage ratio had been below 100% for three of
the first seven quarters in which it had paid distributions.

63. Yet GPB Capital and Ascendant continued to falsely represent that Holdings’
distributions were fully covered by operating income. For example, on May 8, 2015 (the
very same day that Holdings released its false 2014 financial statements), an Ascendant
representative e-mailed a prospective investor, attaching a copy of the financial

statements and highlighting Holdings’ “full FFO coverage (funds from operations).”
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Similarly, a June 2015 GPB Capital DDQ response again falsely stated that all Holdings’
“distributions are fully covered with funds from operations.”

In the summer of 2015, Holdings continued to use investors’ money to pay distributions.
On August 10, 2015, the third-party fund administrator transferred $8.7 million of new
investor capital into Holdings” investment account. The following month, GPB Capital
caused Holdings to transfer nearly $700,000 of that new investor capital from its
investment account to its distribution account, used to make the monthly payments to
investors.

Gentile was fully aware of and approved these transactions. In October 2015, a GPB
Capital employee e-mailed Gentile and CFO-1 to get approval to move cash from
Holdings’ investment account to the distribution account.

In the next calendar year, May 2016, Holdings issued a second amended PPM. For the
first time, this new PPM stated that “we could include LPs” invested capital in amounts
we distribute to LPs,” but then stated, “we have no present plans to do so.” This new
statement was false and misleading. As Gentile and Schneider well knew, Holdings
already had used investor capital to pay distributions, and falsified financial statements
to cover it up.

And, notwithstanding its assertion of no “present plans,” the fund continued to pay
distributions using investor capital. Between July and September 2016, Holdings lost
more than $1.5 million. Despite that, Gentile continued to direct and approve monthly
distributions. Holdings paid nearly $4 million in distributions during the third quarter.

Holdings" quarterly coverage ratio came in at negative 38%, meaning that every single
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dollar distributed to investors during those three months came from investor capital rather
than operations.
The fourth quarter of 2016 was even worse. Holdings recorded positive net investment
income of $1.4 million, but also realized a loss of more than $3.6 million in connection
with an asset sale. Holdings continued to use investor funds to make monthly
distributions, which totaled more than $3.9 million and led to a coverage ratio of negative
57%.
For full-year 2016, Holdings booked net investment income of $8.4 million, realized a
loss of $3.6 million, and paid distributions of nearly $15.8 million, resulting in an annual
coverage ratio of 30%. In other words, more than two of every three dollars Holdings
distributed to limited partners in 2016 came directly from investor funds.
In December 2016, Holdings issued a third amended PPM, which repeated the phrase that
had first appeared in May: “While we have no present plans to do so, we could include
LPs’ invested capital in amounts we distribute to LPs.” This statement was false and
misleading. Holdings had been paying distributions mostly out of invested capital for the
preceding six months, and would continue to do so for at least the next three quarters.
By the end of 2017, the cumulative amount of distributions funded by investors’ own
capital exceeded $20 million. The repeated statements that Holdings’ distributions were
fully funded by operational income, and that there were no “present plans” to use investor
capital to make distributions, were false and misleading.

B. GPB Automotive Portfolio, LP Fund
The Respondents repeated the scheme in Automotive Portfolio, GPB’s second fund,

which was launched in May 2013 — only two months after Holdings. The Automotive
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Portfolio fund was focused on the acquisition, operation and resale of retail car
dealerships, relying heavily (at least initially) on Lash’s existing dealership portfolio.

As it had for Holdings, the Respondents marketed the Automotive Portfolio fund to
investors as a reliable, income-generating investment. Thus, in February 2014, GPB
Capital issued an amended PPM for Automotive Portfolio that stated: “At the core of the
GPB strategy is the provision that all distributions paid to limited partners will be fully
covered by funds from the portfolio company’s operations.” (Emphasis added). In early
2015, GPB Capital and Ascendant continued to represent in marketing and due diligence
materials that Automotive Portfolio distributions were fully covered with funds from
operations. For instance, in March 2015 GPB Capital represented in a DDQ response that
“the initial distribution rate of 8% is paid monthly only from funds from operations.”
(Emphasis added).

But as the year went on, GPB Capital and Ascendant personnel repeatedly noted in
internal e-mails that Automotive Portfolio’s distributions exceeded income from the
portfolio companies. In July 2015, CFO-1 reviewed the monthly management report and
wrote, “‘we are not covering our distributions with profits from operations at June YTD.”
In September, GPB Capital’s Director of Fund Accounting confirmed to CFO-1 that
Automotive Portfolio was “not able to cover its monthly distributions from the
assets/investments it currently holds.” CFO-1 forwarded the e-mail to Ascendant’s then—
Chief Operating Officer, saying, “Let’s you and I both be sure [Schneider] and [Gentile]
understand this is the case.” In October, the Director of Fund Accounting e-mailed

Gentile directly, making clear that Automotive Portfolio had used more than $500,000
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from its investment account to pay investor distributions for the preceding two months.
He also sought Gentile’s approval to repeat the transfer to cover the October distribution.
Nonetheless, the false statements continued. In January 2016, an Ascendant sales
representative e-mailed an investment adviser firm and insisted that Automotive
Portfolio’s distributions were solely from operating profits: “It is important to note, the
distributions received by investors are fully covered (100% derived from FFO) at all
times. There is zero return of capital.”

This was untrue. Automotive Portfolio recorded a fourth quarter 2015 coverage ratio of
only 34%. Measured from the inception of the fund, Automotive Portfolio’s coverage
ratio had fallen to 80% as of year-end 2015, meaning that one of every five dollars
distributed to limited partners had come from investor capital rather than profits from
operations.

Even the 80% coverage rate was inflated. As Respondents had done for Holdings in 2014,
Automotive Portfolio’s 2015 numbers were inflated by a manufactured performance
guaranty from Lash. Like the earlier guaranty, this was a document created after-the-fact
to generate artificial earnings to “cover up for the income [Automotive Portfolio] did not
make,” as one GPB Capital employee described it.

In March 2016, GPB Capital’s Director of Automotive Strategy e-mailed a large group,
including Gentile and Schneider, summarizing “the final income numbers for 2015 per
my phone call today with Dave Gentile.” The e-mail proposed increasing Automotive
Portfolio’s 2015 net investment income by $1,050,000 in order to “get us to... 70.4%

coverage” for the year.
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Initially, Respondents intended to inflate the fund’s net investment income by reducing
fund expenses. An early draft of the fund’s 2015 financial statements said that GPB
Capital (by Gentile) had “agreed to refund $1,050,000” in management fees to
Automotive Portfolio.
By late April 2016, however, Respondents scrapped that plan and decided to increase net
investment income by padding Automotive Portfolio’s top-line earnings. As CFO-1 wrote
in an e-mail, the management fee refund “will no longer be there and it will become a
performance guarantee from Lash. So revenue will increase to 1,050,000...” Although
the Automotive Portfolio performance guaranty was first conceived of in April 2016 and
was not signed by Lash until early May, it is falsely dated as of January 1, 2015.
Automotive Portfolio’s final 2015 financial statements, released in May 2016, stated:

In some cases the Partnership has agreements in place with the operating

partners to guarantee a certain amount of income at the dealership level for

a specified amount of time. For the year ended December 31, 2015,

$1,050,000 was earned by the Partnership and is included in income

receivable from investments on the balance sheet. The $1,050,000 was
collected in April 2016.

This statement was materially misleading. The performance guaranty was not in place
during 2015 (it was manufactured after the fact) and it was never paid in full. In December
2016, Automotive Portfolio wrote off a related receivable of $515,808 from Country
Motors Il, the Lash dealership whose performance purportedly was being guaranteed.

Even had the performance guaranty been paid in full, Automotive Portfolio’s coverage
ratio would have been no better than 71% for full-year 2015, and only 80% inception-to-
date. Without the artificial boost provided by the performance guaranty, the fund’s

inception-to-date coverage ratio at the end of 2015 would have been 61%.
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Nevertheless, Respondents continued to falsely assure investors that the distributions
were funded from operations. For instance, an Ascendant representative e-mailed a
broker-dealer firm in April 2016, falsely stating that Automotive Portfolio’s distributions
were “fully earned.”

In June 2016, Automotive Portfolio amended its PPM, stating for the first time that the
fund reserved the “right to return Capital Contributions to LPs as part of our
distributions,” but adding that it had “no present plans to do so.” This statement was false
and misleading. At the time the PPM was issued, Automotive Portfolio had used over $2
million of investor capital to pay distributions.

In December 2016, Automotive Portfolio issued yet another amended PPM, and repeated
the representation that the fund had “no present plans™ to use investor capital to fund
investor distributions. This statement was still false and misleading. Automotive
Portfolio’s own 2016 financial reports show that for the full year the fund made $14.3
million in distributions to investors while recording only $5.4 million net investment
income. Its coverage ratio for the full year was only 35%. In other words, at the moment
that Automotive Portfolio was assuring investors it had “no present plans” to include
investor capital in its monthly distributions, more than $9 million — nearly two of every
three dollars distributed to limited partners over the previous twelve months — had come
from investors’ capital. GPB Capital’s then CFO (*CFO-2") stated in sworn testimony
that the December 2016 PPM language was not accurate.

The scheme continued into 2017. In March 2017, CFO-2 e-mailed Gentile and Schneider,

stating that the inception-to-date coverage ratio for Automotive Portfolio had fallen below
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