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Simon Says

Almost a year after the financial crisis
began, Congress will open hearings to
examine recent innovations in securiti-
zation — with a particular emphasis on
those related to life settlements. In are-
lease published on September 15, 2009,
Congressman Paul E. Kanjorski, Chair of
the House Financial Services Subcom-
mittee on Capital Markets, Insurance
and Government Sponsored Enterprises,
stated: “As we work to reform the rules
by which the financial industry operates,
let us remain cognizant of the dangers
of excess that securitization can cause.”
Chairman Kanjorski's statement admits
that he has great difficulty in under-
standing how securitization of life settle-
ments could contribute to economic
growth, but also states that securitization
can play an important role in our finan-
cial system and that he looks forward to
learning more about how settlements
can provide a benefit to people. This
comes at a time when the capital mar-
kets are finally starting to stabilize but the
impacts of the crisis confinue to have a
restrictive impact on capital availability
in the seftlement marketplace.

Like all of you, we will happy to put this
year behind us but we are making sure
that lessons learned will get carried for-
ward. One constant has stayed the same
and is gaining attention from institution-
al investors worldwide — life settlements
are a viable alternative asset class that
is not going away and offers key ben-
efits that are strongly desired nowadays.
Namely, life settlements offer attractive
returns in a non-correlated asset with

highly rated receivables. Many inves-
tors learned that assets believed to be
non-correlated turned out to have sig-
nificantly higher correlation to the major
markets. As such, increasing attention
is being paid by various financial insti-
tutions as they are seeking assets that
are not correlated to fraditional stock
and bond markets, and assets with high
credit quality — both of which are key
characteristics of life settlements.

The restrictive capital environment con-
tinues to provide attractive buying op-
portunities for investors in both the indi-
vidual case (secondary) market as well
as the portfolio (tertiary) market. Asis the
case with all financial markets, capital
supply decreased significantly in the life
settlement market and is beginning to
improve. Life Solutions International has
been active with portfolios working with
exclusive buyers which have helped the
tertiary market’'s activity. We've also
seen more activity in recent months in
<$2,000,000 FV individual case market
we expect that this trend will contfinue
until more new money comes into the
market and liquidity facilities return. The
current market conditions have en-
abled investors to increase their IRR re-
quirements n this market segment and
increase even further in less active seg-
ments like larger face value cases as
well as premium financed cases. We ex-
pect these conditions to remain until the
capital supply increases and the market
achieves more balance between buy-
ers and sellers.
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The first quarter of 2010 is when | believe
we will see substantial upticks in the mar-
ket, catapulted by the rise in interest to
securitize portfolios of life settlements,
which will likely come to fruition late in
the fourth quarter of 2009. The elonga-
tion and decreased variability of the
life expectancy underwriting from the
various LE providers has also fostered
greater confidence from investors and
enabled them to account for longevity
risk more effectively in their asset evalu-
atfions. After the significant changes in
2008, we do not foresee any major life
expectancy underwriting changes in
the near future.

High quality portfolios are a treasured
commodity in today’s buyer's market
and are closing quickly if they have
had excellent origination and servicing
quality throughout the asset’s existence.
Rating agencies are focusing more at-
tention on the origination of the life set-
tlement asset and its servicing quality as
key aspects of the rating evaluation as
carriers and regulators focus more atten-
tion on the insurable interest issue for the
underlying life insurance policies. Qual-
ity origination and servicing are strong
indicators that the life insurance policies
possessed proper insurable interest at
time of issue and that these assets are in
compliance with carrier and regulatory
requirements.

Another frend that has emerged is relat-
ed tfo investors attempting to securitize
asset pools contingent upon their tak-
ing ownership. It is obviously important
that portfolios should not be securitized
without current, verified ownership of
the policies. Most investors are refusing
to tie up funds without the seller’s prov-

en ability to close the pools. Especially
in market conditions like we have cur-
rently, it is crifical that portfolio buyers
and sellers work with experienced and
capable firms like Life Solutions Interna-
tional to meet your transactional goals
in the tertiary life settlement market.

In May the IRS issued tax rulings 2009-
13 and 14. While the industry has long
awaited a more clear definition on the
taxation of life settlements, these rulings
verified some long standing treatment of
gains but also added a few new wrinkles
that both policy sellers and buyers need
to address. We believe that the rulings
will have a somewhat minor impact on
policy sellers in secondary market trans-
actions as gains are sfill likely to be treat-
ed as capital gains, but there is an ad-
justment that reduces cost basis by the
cost of insurance of the policy. This ad-
just, we believe, will have a much larger
impact though on sellers whose policies
were financed as the increased amount
of taxable gains further offsets any po-
tential gain for the client that also have
loan balances to satisfy. This aspect of
the ruling is anti-consumer by freating
basis differently depending upon wheth-
er a client sells their policy back to the
issuing insurance carrier (where no cost
of insurance adjustment is made to ba-
sis) or an independent buyer in the life
settlement market. The Life Insurance
Setftlement Association is working with
regulators and the IRS to develop more
balanced practices.

While many states are enacting regula-
fions that are fair and balanced to con-
sumers and the life seftlement market,
there are also a few states that have en-
acted regulations that have driven the
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majority of life settlement business out of
the state and have significantly harmed
their state's consumer rights. Read on
in our legislative and regulatory updates
below for more detailed information on
these rulings.

One of the most important recommen-
dations that we can offer based on
what we're seeing in the current mar-
ket relates to proper servicing of life
seftlement portfolios to ensure that the
policies remain in force at the lowest
possible cost to the investor and that
revenues are obtained as efficiently as
possible. Life Solutions International and
its affiliates have an industry-renowned
servicing entity that has expanded to
provide servicing to portfolios that were
not originated by our firm. This capability
is a one-stop-shop for policy servicing,
life tracking, and premium optimization
and payments. A lapsed policy could
mean significant losses. It is important
that your servicer has proper state-spe-
cific licensing in all states represented in
the portfolio and experience in the insur-
ance and life settflement industry. Vari-
ous firms have come to us for help in this
key area because they were either han-
dling servicing themselves without any
experience or had contracted with one
of the firms that have recently formed as
a servicer. Our aoffiliates have been able
to find significant savings in premium
payments as well as prevent a number
of policy lapses saving the investors mil-
lions of dollars in both expenses and in-
vestment losses.

In addition, we have successfully estab-
lished tracking relationships with insureds
for portfolios that were previously not
monitoring the health status of insureds,

or who were relying solely on passive
monitoring of death records through in-
ternet database services without cross-
checking that information against the
much more accurate, up-to-date and
detailed information that can be ob-
tained through an active tracking pro-
gram.

This past February and June we held
the first Insurance Linked Investments
Awareness Month™ (ILIAM) and the
fourth annual Life Settlement Awareness
Month (LSAM)®, respectively. Collec-
tively the two month-long educational
awareness events garnered more than
2,000 attendees. We are already in the
planning stages for the 2010 events and
would welcome your input on fopics
and feedback from previous events.

In connection with its recent announce-
ment of extending life settlement port-
folio servicing beyond its existing client
base, Life Settlement Solutions is present-
ing a free webinar to explain the details
and importance of servicing a portfolio
of life settflements. The free-of-charge
event is open to qualified purchasers,
life settlement portfolio owners and their
adyvisors, and will be held online Thurs-
day, Sept. 24 at 1:30 p.m. Eastern time.
To register, contact Angie Robert at
arobert@lifefirms.com.

As always, we appreciate your business
and look forward to a prosperous year
to come. If you have any questions or
suggestions, feel free to contact me at
info@lifesolutionsint.com.
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Industry Analytics

The following charts provide an overview of life settlement assets. For more detailed
analytics, contact us at info@lifefirms.com.

Submissions by State
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Face Value of Submissions
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Legal Briefs

Legal Updates - August 2009

Taxation of Settled Policies

In May 2009, the IRS released two rulings
that provide some guidance as to when
proceeds may be taxable as capital gains
or ordinary income, or a combination of
both:

¢ Revenue Ruling 2009-13 discusses the
amount and characterization of recog-
nized income, from the standpoint of a

policy owner (other than an investor-own-
er) resulting from either a surrender of the
policy for cash value or sale of a policy
through a settlement. The full text of the
Revenue Ruling 2009-13 can be down-
loaded from the IRS website at http://

www.irs.gov/pub/irs-drop/r-09-13.pdf.
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Legal Briefs Continued

¢ Revenue Ruling 2009-14 addresses tax
freatment from a secondary or terfiary
market perspective. This ruling is focused
on the buyer’s receipt of the death ben-
efits from a previously settled policy or
proceeds from re-sale of the policy on the
tertiary market, including discussion of cal-
culation of the amount and characterizo-
fion of income recognized in certain cir-
cumstances. The full text of the Revenue
Ruling 2009-14 can be downloaded from
the IRS website at http://www.irs.gov/
pub/irs-drop/rr-09-14.pdf.

Proposed tax changes affecting life insur-
ance are also under discussion in Wash-
ington, including changes eliminating the
deductibility of expenses associated with
certain employer-owned policies. Other
proposals would require informational re-
tfurns to be filed by settlement providers
and other purchasers of settlement poli-
cies in connection with the purchase of
any policy, as well as by insurance carri-
ers upon payment of death benefits. As
proposed by the IRS, these informational
returns would be required to include the
name and address of each party receiv-
ing any proceeds from sale of a policy or
payment of death benefits, the amount
of each payment, the policy number and
the name of the issuing insurance carrier.

Proposals for Federal Regulation of the
Insurance Industry

Early this year, the U.S. Treasury Depart-
ment issued its report, Financial Regula-
tfory Reform, A New Foundation: Rebuild-
ing Financial Supervision and Regulation,
which, while espousing a commitment to
the contfinued regulation of insurance at
the state level, also recognized concerns

with respect to the lack of uniformity from
state-to-state and “patchwork” approach
to regulatfion at the state level. Accord-
ingly, the Treasury Department recom-
mended establishment of a federal Office
of National Insurance, within Treasury, to
“gather information, develop expertise,
negotiate international agreements, and
coordinate policy in the insurance sector”.
The Treasury Department also proposes to
assume greater oversight with respect to
insurance holding companies, as well as
bank holding companies and other finan-
cial institutions.

Following release of the Treasury report,
HR 1880, the National Insurance Consum-
er Protection Act, was infroduced in Con-
gress. This bill proposes to establish the
federal Office of National Insurance as
recommended in the Treasury report. As
infroduced, however, it goes much further
to appoint a National Insurance Commis-
sioner as head of the Office, whose pri-
mary duties would be to (1) oversee the
organization, incorporation, operation,
regulation, and supervision of national
insurers and national insurance agencies
and shall issue charters therefore; and (2)
license, regulate, and supervise national
insurance producers. HR 1880 proposes
the establishment of an optional national
charter for insurance companies, as well
as national licensing for producers. If ad-
opted and subject to a few excepftions,
HR 1880 would provide that any nationally
chartered insurer, insurance agency or in-
surance producer would be regulated at
the federal level only, and would not be
subject to licensing, examination, report-
ing, regulation, or supervision by any State
as related to the insurance operations of
such insurer, agency or producer.
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As an alternative to a natfional charter
structure, HR 2554 wasintroduced to effect
the reestablishment of the National Asso-
ciation of Registered Agents and Brokers
“to provide a mechanism through which
licensing, continuing education, and oth-
er nonresident insurance producer quali-
fication requirements and conditions can
be adopted and applied on a multfi-state
basis (without affecting the laws, rules,
and regulations pertaining fo resident in-
surance producers or appointments or
producing a net loss of producer licensing
revenues to States), while preserving the
right of States to license, supervise, disci-
pline, and establish licensing fees for in-
surance producers, and to prescribe and
enforce laws and regulations with regard
to insurance-related consumer protection
and unfair frade practices”.

HB 2609 seeks to establish an Office of
Insurance Information, the Director of
which would report to the Secretary of
the Treasury, serving information gather-
ing and advisory purposes similar to the
description previously set out in the Trea-
sury Department’s report.  Specifically,
HB 2609 provides that the Director of the
Office of Insurance Information would be
responsible to (1) collect, analyze and dis-
seminate data and information from state
insurance departments and from other
sources, (2) coordinate federal efforts and
establish policy on international insurance
matters, (3) determine whether State in-
surance measures are consistent with fed-
eral policy, (4) serve as a ligison between
the federal government and the states re-
garding insurance matters of national or
infernational importance, (5) serve as the
primary advisor to the Treasury represen-

tative on the Trade Promotion Coordinat-
ing Committee with regard to promoting
the export of U.S. insurance products, and
(6) advise the Secretary of the Treasury on
major domestic and international insur-
ance policy issues.

All bills pending in the U.S. House of Repre-
sentatfives may be accessed through the
following website: http://thomas.loc.gov/
home/c111bills.html

Legislative Activities at the State Level
Heading into the third quarter, the 2009
legislative calendar has shown significant
interest in the life settlement industry in a
maijority of states. From January through
July 2009, six states have passed new life
settflement laws, while fen other states
have amended existing life settlement
acts.

A minority of jurisdictions, 16, have still not
enacted any laws regulating life settle-
ments, but legislation is pending in 7 of
them with a likelihood of adoption in at
least a few of them before the end of the
year. The trend sfill favors legislation based
on the NCOIL Model Act as amended in
2007, although proponents of the NAIC
Act and its 5-year rule have had some
success in certain states.

A quick summary of the current landscape
as of August 2009:

e States, to-date, that have adopted life
settlement acts: AK, AR, CO, CT, FL, GA,
HI, ID(eff. Jul-09), IA, IL (eff. Jul-2010, IN,
KY, KS, LA, MA, MD, ME, MN (eff. May-09 &
Aug-09), MS, MT, NC, ND, NE, NJ, NV, OH,
OK, OR (eff. Jan-2010), PA, TN, TX, UT, VT
(eff. Jul-09 & Jan-2010), VA, WA (eff. Jul-
09) & W.VA
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» States that have recently amended pre-
viously adopted life settlement acts: AR,
GA, IA, ME, MT, ND, NV, TN, UT & W.Va

e States that currently regulate only viati-
cals: CA*, DE, MA*, MI*, NM, NY*, & WI*

e States that have not adopted any settle-
ment act: AL, AZ, D.C.*, MO, NH, RI*, SC,
SD & WY

* States with proposed legislation currently
under review: CA(passed & pending the
governor's signature, D.C., MA, MI, NJ, NY,
RI, TN, TX, & WI

e States where administrative rule-mak-
ing processes are ongoing or expected in
near future: AR, GA, HI, ID, LA, MT, NV, OH,
OR, VT, WA, W.Va

» States that have recently amended pre-
viously adopted life settlement acts: AR,
GA, IA, ME, MT, ND, NV, TN, UT & W.Va

e States that, separately from any settle-
ment act, have recently adopted or
amended other laws of interest: AZ (pro-
hibits stranger originated life insurance),
FL (investor protection), KS (securities), MN
(insurable interest).

Issues of Continuing Concern at

State Level

Stranger Originated Life Insurance, or
“STOLI," and the insurable interest issues
raised by STOLI practices, continue to be
the number one topic of conversation in
legislative and regulatory activities.  Bro-
ker compensation issues and consumer
disclosures also remain high on the list of
fopics being addressed by lawmakers
throughout the country.

Differing approaches in efforts to combat
STOLI practices include:

* Extended waiting periods following issu-
ance of a policy before it may become
the subject of a settlement fransaction:
Two years still remains the rule in the vast
maijority of life settlement laws, although a
few have followed the NAIC five-year rule
applicable primarily to premium-financed
policies. There are certain exceptions stat-
ed under both 2-year and 5-year statutes,
generally designed to protect consumers
that suffer a material change in circum-
stances after a policy is issued.

e Insurable interest laws: A number of
states have enacted statutes that at-
tempt to define STOLI and declare such
programs to be illegal insurance prac-
tices and violations of insurable interest
laws. Often, these laws are part of or en-
acted in tandem with new or amended
settflement laws, although in 2008 Arizona
elected to adopt a stand-alone anti-STOLI
statute without adopting any settlement
laws. Minnesota recently adopted a new
insurable interest law, applicable to poli-
cies issued after the May 2009 effective
date of the law, which essentially says that
any settlement within four years after the
policy was issued is presumed to be part
of an illegal STOLI transaction. However,
that presumption may be rebutted and a
seftlement can be lawfully conducted if
it can be proven that the policy was not
a STOLI product. This places the burden
on the policy owner (and the producing
agent) to document details about pro-
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curement of the policy through the date
of the proposed settlement. Ultimately,
this law will compel settlement brokers
and providers to obtain copies of such
documentation prior to entering intfo any
settlement transaction.

* Non-recourse premium financing: In
nearly all seftlement legislation adopted
in 2008 and 2009, non-recourse premium
finance transactions are idenftified as ei-
ther falling within the definition of a “seftle-
ment contract,” or as a primary element of
consideration under anti-STOLI provisions,
or both. Exceptions are often provided,
such as for policy loans from the carrier,
loans from banks or licensed lending com-
panies, loans that are fully recourse to the
policy owner or insured, loans that are se-
cured by assets other than the policy that
are owned by the policy owner, or loans
for which the lender’s collateral interest in
the policy does not exceed its cash sur-
render value.

* Beneficial interest transfers: In a few
states, newly enacted or amended set-
tlement laws expressly include within the
definition of a “settlement contract” any
fransfer of beneficial interests in an insur-
ance trust or other vehicle established
for the primary purpose of owning one or
more life insurance policies. Even in states
that have not adopted express statutory
language that specifically addresses frans-
fers of beneficial interests in the policy-ow-
ing entity or vehicle, an argument might
be made that such fransfers could be
covered by more generic provisions that
include “indirect” transfers of a policy

or fransfers of the beneficial interest in a
policy.

Disclosure requirements continue to hold
the attention of lawmakers, as more states
adopt new or more specific requirements
for consumer-protection disclosures to be
given to policy owners. These include, in
particular, specifications for detailed dis-
closure of the amount and method of
calculating broker commissions, and ad-
ditional disclosures related to risks that
should be considered by a policy owner
prior to selling a policy. A few states have
also been wiling to address the topic of
disclosures that carriers may be required
to provide to policy owners alerting them
to the possibility of settlement as an alter-
native to letting a policy lapse or surren-
dering it for cash value.

Burdensome Laws Threaten to Leave
Consumers Without Options in Some
States

There seems to be a consensus that the
life settlement market has a legitimate
place in business and provides valuable
financial options for our nation’s growing
senior population. Unfortunately, all of the
positive economic impacts of the settle-
ment industry are sometimes overlooked
in crafting legislation or administrative
rules. In their zeal to fight what everyone
agrees are bad practices, such as STOLI,
and to assure that consumers are treated
fairly and given enough information to en-
able them to make intelligent decisions,
lowmakers may sometimes shortchange
the public by failing to carefully draft laws
that will also protect the financial viability
of the business of life setflements.
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In arecent survey sponsored by the Life In-
surance Settlement Association (LISA) and
published in the August issue of the Life
Settlement Review, it was revealed that
some settlement firms have already dis-
continued doing business in certain states
due to overly burdensome or ambiguous
laws that have been enacted over the
past two years. The survey found that 43%
of participants state that they have dis-
continued tfransacting business in one or
more states, with North Dakota, Vermont
and West Virginia being named most fre-
quently. At the same time, while lack of
capital was most often identified as the
biggest challenge facing settlement com-
panies today, a significant majority of re-
spondents identified regulatory controls
and otfher legal issues as the largest chal-
lenge that will fact the settlement industry
as it grows.

Carrier Litigation

Although we have not seen widespread
regulatory enforcement actions aimed at
STOLI practices, no doubt due at least in

About LSI

part to budgetary constraints, various in-
surance carriers are pursuing civil lawsuits
challenging the procurement of policies
alleged to be the product of STOLI pro-
grams or fraud. In cases alleging misrepre-
sentation in the original policy application,
such as in responses to questions asking if
the applicant intends fo settle the policy
or if premiums are being financed through
a third party, the results will most often de-
pend upon whether the action was filed
prior to expiration of the contestability
clause in the policy. The law is well estab-
lished in virtually every state that, once the
contestability period has passed, a carrier
cannot deny liability based on alleged
misrepresentations or failure to disclose
material information when completing a
policy application.

It remains fo be seen as to when, or based
on what set of facts, any jury or court of
record will uphold a carrier's defense to
liability based on STOLI allegations if first
raised after expiration of the contestability
period.

LSI and its affiliates work with investors with varying needs including major institutional
investors who need to deploy large amounts of capital via custom managed life settle-
ment investment accounts. These portfolios are tailored to meet the investor’s risk and
return parameters as well as timelines for capital deployment. LSI and its affiliates also
work with investors whose risk/return and portfolio allocation needs are better fulfilled
by other investment vehicles available in the marketplace including structured notes,
leverage, fund investments and derivatives.

For more information, visit wwwv.lifesolutionsint.com
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Contact Us

Life Solutions International
9201 Spectrum Center Blvd.
Suite 105

San Diego, CA 92123
858/576-8067
info@lifesolutionsint.com
www lifesolutionsint.com

This newsletter is not intended for consumers or sellers of life settlements and should not be viewed by anyone that is not a “qualified
institutional buyer” as defined under as defined in Rule 144A of the Securities Act of 1933, as amended (the “Securities Act”) or an
“accredited investor” as defined in Rule 501 of Regulation D promulgated under the Securities Act. It is infended only for residents
of the United States and is not for distribution in any country or jurisdiction where such use would constitute a violation of law. Noth-
ing herein should be construed as a solicitation to buy or sell any securities, and Life Solutions International, LLC and its aoffiliates
(collectively, “LSI") do not provide legal accounting or tax advice. LS| has gathered the information furnished in the newsletter from
sources believed to be reliable. LSI does not, however, guarantee the accuracy, validity, fimeliness, completeness or suitability of
any information or data made available therein, none of which are implied or guaranteed in any way.

Life Solutions International, LLC has attempted to summarize the referenced rulings by the Internal Revenue Service. Such summa-
ries are qualified in their entirety by the language contained in the actual IRS rulings, and LSI makes no warranty or other representa-
fion with respect to the completeness or accuracy of such summaries. Readers are advised to consult a tax professional for more
information or advice tailored to their particular situation.
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