TO:

FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. 2010022518103

Department of Enforcement
Financial Industry Regulatory Authority (“FINRA™)

Azim Nakhooda, Respondent
General Securitics Representative
CRD No. 2913470

Pursuant 1o FINRA Rule 9216 of FINRA’s Code of Procedure, I submit this Letter of
Acceptance, Waiver and Consent (“"AWC”) for the purpose of proposing a settlement of the
alleged rule violations described below. This AWC is submitted on the condition that, if
accepted, FINRA will not bring any future actions against me alleging violations based on the
same factual findings described herein.

ACCEPTANCE AND CONSENT

[ hereby accept and consent, without admitting or denying the findings, and solely for the
purposes of this proceeding and any other proceeding brought by or on behalf of FINRA,
or to which FINRA is a party, prior to a hearing and without an adjudication of any issue
of law or fact, to the entry of the following findings by FINRA:

BACKGROUND

Azim Nakhooda has been working in the securities industry since 1996. Nakhooda
became associated with Securities America, Inc. (“SAI”) in August 2005, when he joined
Cedar Brook Financial Partners, LLC (“Cedar Brook™). Nakhooda became the CEO of
Cedar Brook in May 2011, Prior to that, Nakhooda served as Cedar Brook’s chief
investment officer. Nakhooda is currently a registered representative with SAl and an
investment advisor representative with Securities America Advisors, Inc.

OVERVIEW

From October 2007 to September 2008, Nakhooda sent emails to seven SAI customers in
connection with their purchases of units in the IMH Securcd Loan Fund, LLC (*IMH
Fund”} and/or notes issued by Medical Provider Funding Corporation V (*Med Cap V™)
that contained misrepresentations regarding the features of the IMH Fund and Med Cap
V. From October 2007 to September 2008, Nakhooda sent emails to seven SAl
customers who did not purchase the IMH Fund or Med Cap V that also contained
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misrepresentations regarding the IMH Fund and Med Cap V. By sending these emails to
SAI customers, Nakhooda violated NASD Rule 2110.} Nakhooda also violated NASD
Rules 2210(d)(1)(A), 2210(d)(1)(B), 2211(d)(1), and 2110 because these emails failed to
comply with the content standards for communications with customers.

FACTS AND VIOLATIVE CONDUCT

Facets
The IMH Fund

The IMH Fund was a Delaware limited liability company organized in May 2003 for the
purpose of investing in short-term commercial mortgage loans. The IMH Fund used
funds received from investors to make mortgage loans to owners and developers of real
property, principally in Arizona and California, whose financing needs were not met by
traditional [enders. By investing in these mortgage loans, the IMH Fund undertook the
risks of defaults by those borrowers. As a result, an investment in the IMH Fund entailed

significant risks.

The Private Placement Memorandum (“PPM) for the IMH Fund cautioned that “[t]he
underwriting standards and procedures used by IMH may be more flexibie than
conventional lenders, so we may invest in loans to borrowers who may not always meet
the standards of conventional lenders. . .. Due to the nature of the loan approval process,
there is a risk that the underwriting IMH performs will not reveal all material facts
pertaining to the borrower and the collateral. There may be a greater risk of default by
our borrowers which may impair our ability to make timely distributions to you and
which may reduce the amount we have available to distribute to you.” The PPM also
cautioned investors that “{ajny failure of a borrower to repay loans or to pay interest on
loans will reduce our revenue and your distributions, the value of your units and vour
interest in the Fund as a whole.”

The PPM also described “significant limitations™ on an investor’s ability to redeem his or
her investment in umts of the IMH Fund. According to the PPM, an investor was
required to hold IMH Fund units for at ieast 60 days before submitting any written
redemption request to IMH. The IMH Fund made redemption payments just once a
month on a first-come, first-served basis and were subject to several limitations. For
example, the PPM stated that redemption payments would be made only to the extent
sufficient cash was available and only if the redemption would neither impair the
liquidity or operation of the IMH Fund nor have an adverse effect on the IMH Fund or its
members. In addition, the PPM explained that redemption requests would not be granted
if the total amount withdrawn through redemptions during any fiscal year exceeded 10%
of the total amount of capital contributed by all of the investors. The PPM further
explained that if IMH permitted an investor’s units to be redeemed—in light of the

' Effective December 15, 2008, FINRA Rule 2010 replaced NAST Rule 2110, The test of the rule was unchanged.
Because Nakhooda's misconduct took place before December 13, 2008, NASD Rule 2110 applies.
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limitations just described—the investor would be paid within an additional 60 to 90 days
following the receipt of the investor’s redemption request.

Moreover, under the heading “Your units lack liquidity and marketability,” the IMH
Fund PPM warned investors that the investors “may not be able to sell ftheir] units in a
timely manner or at all.” In addition, the PPM also warned investors that—because of
the limitations placed on redemption requests described above—they had “a limited
ability to have [their] units redecemed by [the IMH Fund]. Because of the limitations on
redemptions, [investors] may not be able to have [their] units redeemed when [investors]
request a redemption, or at all.”

Med Cap V

Medical Capital Holdings, Inc. (“MCHI™) was a medical receivables financing company
based in Anaheim, California. MCHI’s core business was to provide financing to
healthcare providers by purchasing their accounts receivable and making secured loans to
the providers. In 2001, MCHI began raising funds for its operations through the sales of
promissory notes issued by special purpose corporations it created. In September 2007,
MCHI formed Med Cap V---its fifth special purpose corporation—to continue to raise
funds for #ts operations through sales of Med Cap V notes through registercd broker-

dealers.

As described in the Med Cap V PPM., Med Cap V notes were redeemable secured notes
of various maturities (two, three, and six years) and interest rates (10.0% to 10.5%). Med
Cap V sold these notes through a continuous offering to accredited investors. The notes
were secured by the assets that were acquired using the proceeds from the note sales,
including healthcare accounts receivabie, real and personal property. Although these
were notes were “secured” notes, there were significant risks involved in an investment in

Med Cap V.

Indeed, the Med Cap V PPM warned that “INVESTMENT IN OUR NOTES INVOLVES
SIGNIFICANT RISK. THE NOTES ARE SUITABLE ONLY FOR PERSONS WHO HAVE
SUBSTANTIAL FINANCIAL RESOURCES AND HAVE NO NEED FOR LIQUIDITY IN THIS
INVESTMENT. NO ONE SHOULD INVEST IN OUR SECURED NOTES WHO IS NOT PREPARED
TO LOSE YOUR ENTIRE INVESTMENT.” The PPM alsc warned numerous times that
certain conditions could result in Med Cap Vs inability to make principal payments on
the notes, including inadequate performance by an individual seller of healthcare
accounts receivables and Med Cap V’s reliance on debt financing.

Nakhooda Made False and Misleading Statements.

During the period October 2007 through Junc 2008, Nakhooda sent emails to seven SAI
customers in connection with their purchases of units in the IMH Fund and Med Cap V
contained false and misleading statements, including material misrepresentations
regarding the liquidity and safety of the IMH Fund and the safety of the Med Cap V

notes:
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On October 12, 2007, Nakhooda emailed SAI customer LS representing that the
IMH Fund “pays 10% and is liquid after 60 days.” On November 19, 2007, LS
purchased $100,000 of the IMH Fund through Nakhooda.

On October 31, 2007, Nakhooda emailed to SAI customer RG a document
entitled “IMH Secured Loan Fund, Executive Summary—Investment
Opportunity” (the “IMH Executive Summary”). The IMH Executive Summary
stated that the IMH Fund was “[cJompletely LIQUID after 60 days” and that the
IMH Fund had an “11 Year track record—never failed to retom a penny of
principal” and “Never missed an interest payment.” On November 1. 2007,
Nakhooda emailed SAI customer RG representing that the IMH Fund “is a very
safe, sleep at night investment.” On November 16, 2007, RG purchased
$1,000,000 of the IMH Fund through Nakhooda.

On November 15, 2007, Nakhooda emailed SAI customer HW representing that
the IMH Fund “is liquid after 60 days;” and, “Bottom line—we fecl this 1s an
extremely attractive rate in this environment (or any environment) without
principal fluctuation.” On November 26, 2007, HW purchased $250,000 of the
IMH Fund through Nakhooda.

On December 23, 2007, Nakhooda emailed SAI customer JD representing that the
i1MH Fund “can be even more selective and have better terms, ete. on their deais,
thus ensuring an ever more consistent and safe investment for you - the investor”
and “[t}hey provide an independent 10% return, paid monthly, and are liquid after
60 days. The portfolio has never failed to return a penny of principal in 12 years,
and has never missed an interest payment.” On January 17, 2008, JD purchased
$80,000 of the IMI{ Fund through Nakhooda.

On January 22, 2008, Nakhooda emailed SAI customer JA referring to the IMH
Fund as a “liquid 10% variable note.” On February 12, 2008, JA purchased
$75,000 of the IMI Fund through Nakhooda.

On March 18, 2008, Nakhooda emailed SAI customer DS explaining that “we
continuc to love the 10% yicld and principal protection afforded by IMH . . .. ”
On March 27, 2008, DS purchased $100,000 of the IMH Fund through Nakhooda.

On June 11, 2008, Nakhooda emailed SAI customer JP describing the IMH Fund
as “a 10% annualized note, paid monthly, liquid after 90 days, with no principal
fluctuation.” On June 27, 2008, JP purchased $50,000 of the IMH Fund through
Nakhooda.

On October 31, 2007, Nakhooda emailed to SAl customer RG a document
entitled “Medical Capital Note, Executive Summary—Investment Opportunity”
(the “Med Cap Executive Summary”). The Med Cap Executive Summary stated
that Med Cap V provided “[p]rincipal [plrotection,” “{a]ttractive [ijncome,” and it



“can pay their 9.75% dividend even if no more money is raised.” On December
18, 2007, RG purchased $500,000 of the Med Cap notes through Nakhooda.

Nakhooda’s statements to these customers relating to the IMH Fund’s liquidity directly
contradicted the disclosures in the IMH Fund PPM about the illiquidity of the IMH Fund
and the significant limitations on redemptions. Nakhooda’s statements regarding the
safety of the IMH Fund also directly contradicted the disclosures of significant risks in
the IMH Fund PPM. The Med Cap Executive Summary Nakhooda emailed to RG stated
that the Med Cap V notes provided “principal protection,” which was directly contrary to
disclosures in the Med Cap V PPM about the potential risks to principal. Therefore,
Nakhooda’s representations to the seven customers above regarding the liquidity and
safety of the IMH Fund and the principal protection afforded by Med Cap V were false
and misieading.

In addition, between October 2007 and September 2008, Nakhooda sent the IMH
Executive Summary to seven SAl customers who did not purchase the IMH Fund. The
IMH Executive Summary represented that the IMH Fund was “[clompletely LIQUID
after 60 days” or “[clompletely LIQUID after 90 days.” These statements were false, as
described above. Other statements in the IMH Executive Summary exaggerated the
safety of the IMH Fund in light of the risks presented by the IMH Fund PPM.
Nakhooda’s representations between October 2007 and September 2008 to these seven
customers regarding the safety of the IMH Fund were, therefore, mislcading.

In addition, between October 2007 and June 2008, Nakhooda sent the Med Cap
Executive Summary to six SAI customers (of the seven who received the IMH Executive
Summary but did not purchase units) who did not purchase the Med Cap V notes. The
Med Cap Executive Summary claimed that Med Cap notes provided “[p]rincipal
[plrotection” which directly contradicted disclosures in the Med Cap V PPM about the
potential risks to principal. Other statements in the Med Cap Executive Summary
exaggerated the safety ol the Med Cap V notes in light of the risks presented by the Med
Cap V PPM. Nakhooda’s representations between October 2007 and June 2008 to these
six customers regarding the safety of the Med Cap V notes were, therefore, misleading.

Moreover, none of Nakhooda’s communications with any of the fourteen SAI customers
described above provided a balanced discussion of the IMH Fund and Med Cap V notes
and instead addressed only positive attributes of the investments. The communications
omitted any discussion of the significant risks associated with an investment in the IMH
Fund and the Med Cap V notes.

Violations

Nakhooda Violated NASD Rules 2110, 2210 and 2211 by Making False and Misleading
Statements.

NASD Rule 2110 required an individual associated with a member firm to “observe high
standards of commercial honor and just and equitable principle of trade” “in the conduct
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of [his or her] business.” Making misrepresentations to a customer in connection with
the sale of securities is a violation of NASD Rule 2110.

NASD Conduact Rule 2211(d) establishes content standards for institutional sales material
and correspondence. NASD Rule 2211(d)(1) provides that all correspondence, which
includes electronic communications with customers such as an email, must comply with
the content standards of NASD Rule 2210{d)(1). NASD Rale 2210(d)}1)(A), in turn,
requires that all member communications with the public shall be based on principles of
fair dealing and good faith, must be fair and balanced, and must provide a sound basis for
evaluating the facts in regard to any particular security or type of security, industry, or
service. NASD Rule 2210{(d)(1)(B) states that no member may make any false,
exaggerated, unwarranted or misleading statement or claim in any communication with

the public.

As described above, Nakhooda sent emails to fourteen customers from October 2007
through June 2008 that contained misrepresentations about the Hquidity and safety of the
IMH Fund and/or the safety of Med Cap V notes. By doing so, he violated NASD Rule
2110. In addition, by making the statements described above, which also failed to
provide a balanced discussion of the IMH Fund and Med Cap V notes, Nakhooda
violated NASD Rules 2210(d){1}A). 2210(d}(1}(B), and 2211(d)(1). By virtue of his
violation of NASD Rules 2210(d)(1)(A), 2210{d}1X¥B), and 2211(d)(1), Nakhooda also
violated NASD Rule 2110.

B. [ also consent to the imposition of the following sanctions:

e A 9-month suspension from associating with any FINRA member in any
capacity; and

o A fine of $50,000.

I understand that if I am barred or suspended from associating with any FINRA member,
I become subject to a statutory disqualification as that term is defined in Article III,
Section 4 of FINRA’s By-Laws, incorporating Section 3(a)(39) of the Securities
Exchange Act of 1934, Accordingly, | may not be associated with any FINRA member
in any capacity, including clerical or mintisterial functions, during the period of the bar or
suspension (see FINRA Rules 8310 and 8311).

I agree to pay the monetary sanction(s) upon notice that this AWC has been accepted and
that such payment(s) are due and payable. I have submitted an Election of Payment form
showing the method by which I propose to pay the fine imposed.

I specifically and voluntarily waive any right to claim that I amn unable to pay, now or at
any time hereafter, the monetary sanction(s) imposed in this matter.
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The sanctions imposed herein shall be effective on a date set by FINRA staff. Pursuant
to FINRA Rule 8313(¢c), a bar or expulsion shall become cffective upon approval or
acceptance of this AWC.

1L
WAIVER OF PROCEDURAL RIGHTS

I specifically and voluntarily waive the following rights granted under FINRA’s Code of
Procedure:

A To have a Complaint issued specifying the allegations against me;

B. To be notified of the Complaint and have the opportunity to answer the
allegations in writing;

C. To defend against the allegations in a disciplinary hearing before a hearing panel,

to have a written record of the hearing madc and to have a written decision issued;
and

D. To appeal any such dccision to the National Adjudicatory Council ("NAC”) and
then to the U.S. Securities and Exchange Commission and a U.S. Court of
Appeals.

Further, I specifically and voluntarily waive any right to claim bias or prejudgment of the
General Counsel, the NAC, or any member of the NAC, in connection with such person’s or
body’s participation in discussions regarding the terms and conditions of this AWC, or other
consideration of this AWC, including acceptance or rejection of this AWC.

I further specifically and voluntarily waive any right to claim that a person violated the ex parte
prohibitions of FINRA Rule 9143 or the separation of functions prohibitions of FINRA Rule
9144, in connection with such person’s or body’s participation in discussions regarding the terms
and conditions of this AWC, or other consideration of this AWC, including its acceptance or

rejection.
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HI.

OTHER MATTERS

I understand that:

A.

Submission of this AWC is voluntary and will not resolve this maiter unless and
until it has been reviewed and accepted by the NAC, a Review Subcommittee of
the NAC, or the Office of Disciplinary Affairs (“ODA”), pursuant to FINRA Rule
9216,

If this AWC is not accepted, its submission will not be used as evidence to prove
any of the allegations against me; and

If accepted:

1. this AWC will become part of my permanent disciplinary record and may
be considered in any future actions brought by FINRA or any other
reguiator against me;

2. this AWC will be made available through FINRA's public disclosure
program in response to public inquiries about my disciplinary record;

3. FINRA may make a public announcement concerning this agreement and
the subject matter thereof in accordance with FINRA Rule 8313; and

4, I may not take any action or make or permit to be made any public
staterment, including in regulatory filings or otherwise, denying, directly or
indirectly, any finding in this AWC or create the impression that the AWC
1s without factual basis. I may not take any position in any proceeding
brought by or on behalf of FINRA, or to which FINRA is a party, that is
inconsistent with any part of this AWC. Nothing in this provision affects
my: (i) testimonial obligations; or (ii) right to take legal or factual
positions in litigation or other legal proceedings in which FINRA is not a

party.

I may attach a Corrective Action Statement to this AWC that is a statement of
demonstrable corrective steps taken to prevent future misconduct. I understand
that I may not deny the charges or make any statement that is inconsistent with
the AWC in this Statement. This Statement does not constitute factual or legal
findings by FINRA, nor does it reflect the views of FINRA or its staff.

I certify that I have read and understand all of the provisions of this AWC and have been given a

200344122

&



full opportunity to ask questions about it; that I have agreed to its provisions voluntarily; and that
no offer, threat, inducement, or promise of any kind, other than the terms set forth herein and the
prospect of avoiding the issuance of a Complaint, has been made to induce me to submit it.

LIIE
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Date

Reviewed Egy*

Bruce Bcttfigole,_ﬁsq.
Carmen Brun, gsq

Sutherland, Asbill & Brennan LLP

700 Sixth Street, NW, Suite 700
Washington, DC 20001
T:(202) 383-0165

Counsel for Respondent

Accepted by FINRA:

Date
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;Roberta Vassallo
* Counsel
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Azim Nakhooda, K_:é:s);;o;dent

Signed on behalf of the
Director of ODA, by delegated authority

FINRA Department of Enforcement
15200 Omega Drive, 3rd Fioor
Rockviile, MD 20850

Phone: (301) 258-8590

Fax: (202) 974-2805



