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Make a Steady 7-10% pa
And Avoid the Stock Market

> o “We are in the midst of a financial depression thesligéwhich we
o Lo sed e " haven't seen since the Great Depression.”
;101.. 0‘1 i Cu_‘ = \& IE:T Syar ma  George Soros

The New Paradigm for Financial Markets. The Credit Crisis of 2008

The legendary hedge fund manager outlines the features oflépression. It restricts credit and forces
deleveraging - the paying down of borrowed money. This mpunctures asset prices as the borrowed money
which inflated then drains away.

With 70% home ownership and widespread exposure to equitieasiopelans, ISAs and the like, few have
escaped this bruising deflation since the credit crumshidroke in August 2007.

Figure 1: FTSE 100 1 year performance to Sept 18, 2008
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Further benchmark performances for the year to Septeb&bezll a broadly similar story, albeit with more
extreme volatility in emerging markets with the mainr@sie stock market index more than halving in value.

Eurostoxx 50 -32%
S&P 500 -21%
Nikkei -24%

Shanghai Composite -64%

In addition, commercial property prices are falling angvhas we all know, are house prices too. And then
there’s the banks...

But not all asset prices have been deflating. The chart below shbe performance of a little known
alternative investment over a period when the FTSE 10€hes by more thaB%.

Figure 2: Meteor Life Settlement Master Fund performarce Jan 06-July 08
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SourceMeteor Asset Management Ltd

This alternative investment has been delivering steadyvimetility returns of 7-10%pa for investors and,

unlike equities, is not derailed in the slightest by grelbdgkers or ruthless speculation. Increasingly it is
attracting institutional investors — pension funds, hedge fetcls— as an attractive port in a storm from
mainstream financial markets.

“A new breed of asset class”

So what is it? Well, it's unusual but after somethingaofalse start, it's proving itself to be an effective
investment.

The asset class is based on the hitherto neglectad eahtained in second-hand American life insurance
policies.

These are known in the trade Bsded Life PolicieTLPs), Life Settlementsor ‘Senior Life Settlements’
We refer to them throughout as TLPs.

We will come on to the details soon but presently,the market is still a relatively small and immatureep
which few - even financial advisers - have got to grighwihe potential for growth is significant. Research
suggests the market doubled in 2005 and doubled again in 2006. Frong niothime 1990sBernstein
Researchestimates $5bn worth of TLP business was written in 2004, $iD[2005, and Credit Suisse
estimate $20bn in 2006.

Analyst Suneet Kamath of Bernstein Research anticigabecoming @l61bnmarket by 2030 in an initial
market assessment in 2005. A further note a year lagkittsaimight be achieved earlier than anticipated as
market growth had been “quicker than expected”.


http://www.docudesk.com
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Figure 3: Forecast growth in TLP market (Bernstein Researe Call 2005)

180- Although it is relatively new to the UK, in
1601 Germany, a nation renowned for its cautious
140- approach to investment, it is the fourth largest
1201 asset class says Gary Flowers of Centurion
100- Portfolio Managers, which manage a number of
$bn 801 TLP funds.
23: An alternative with-profits fund..?
zg- Professional and private investors alike have

been hurt in this financial depression but the need

1990s for sound investments remains.

2006 2030

The ensuing disenchantment in equity markets is spurriegest in alternatives... The hunt is on for the
investors’ holy grail of low risk and acceptable perfonoc&above cash. This is the promise of investing in
TLPs. Specifically they offer an investment with:

No correlation with the stock market
Consistent 7-10% pa growth

Low volatility

Dependability

PwpE

These attributes draw comparison with traditional witbfits style funds which for many years offered
investors ‘smoothed’ returns in the form of bonuses gaah

What's a Traded Life Policy?

Traded Life Policies are life insurance policies issuetienUnited States where the policy proceeds
on death can be assigned by the life assured to a thisdipa&xchange for a lump sum cash payment.

Figure 4: How TLPs are traded

Exhibit 1
How the Life Settlement Process Works (Flowchart)

Exhibit 2
How the Life Settlement Process Works (Description)

Steps Discussion

1. Institutional investor supplies capital to life settlement firm

Agent or broker refers an exisiting client for a settlement transaction

Life Insurance
‘Companies

Clhent case is reviewed; life s2ttlement firm makes cash offer for policy

Client reassigns beneficial ownership of the policy to the life settlement firm

- T SRR

Life settlement pays agent/ broker a commission

Life settlement firm continnes to make ongoing premium payments to the primary
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Life insurer pays benafit claim upon the death of the original policyholder 10
the settlement firm
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Life Settlement
Companies

3

Source: Corporate reports and Bernstein estimates. Source: Corporate reports and Bernstein estimates

Source:Bernstein Research Call 2005

In a report on the investment potential of TLPs for Wiestors, Professor Merlin Stone of Bristol Business
School identified two classes of policy which link to tireef history of their evolution as an asset class:

1. Viatical settlements

The sale of a life insurance policy on the ‘impairef# of the life assured deemed to have less than tleaes y
to live.

2. Whole-of-Life Policies

The sale of a life insurance policy with no set tetheo than the death of the life assured whenever trscc
Whole of life policies typically have an investmefdraent that builds over time over and above the at$te
life assurance.

In both policy classes a pre-agreed sum, the sum assipadd on the death of the insured life.

Typically, a person may be attracted to the idea dihgetheir life insurance policy to a third party when age
or infirmity mean life expectancy is short and imnagelicash is needed.

The buyers of such policies are unconnected investgrpaBing a discounted price to the face value of the
sum assured, they calculate to receive the full vatee on the death of the life assured.

The purchase price is determined by underwriters basefé @xpectancy and related factors.

Part of the attraction with TLPs is that, unlike mmsestments, the return can be clearly determinedtaebu
as the sum assured on a life insurance policy is known.

Why US policies?

The US has a quirk in its insurance law that makesite gunique. Thesewwwfm@ﬂ
are its rules on non-contestability. @‘" n g E“"é‘[

b
LBz 3

Trseshbetytal

i

i

These rules mean a policy cannot be contested on tlhmdgof either |

non-disclosure or suicide once it has been in fooretWo years. Such i
rules mean that after this initial period it is a able bet a policy, if &
maintained, has irrevocable value.

The other attractive feature of the US_ life msurannmke_t iS its sheer size E}E%% P
In 2006, Suneet Kamath of Bernstein Research estimatesl Was over -

$9trn worthof individual life insurance in the US, making it the bigigan the world. In addition, it boasts
$1trn just in lapsed policies a year. Some 20% of th&260bn worth - are deemed suitable for trading.

In a recent report, The Pensions Institute puts lgerall market penetration at under 1% presently. Plus an
ageing baby boomer generation is expected to see the popuébver 65s near double in the next 25 years,
so “the number of policyholders willing to sell mightalacrease,” they conclude.

How a health crisis kick-started the TLP market...
According to the Merlin Stone Report:

“The market for TLPs started to grow rapidly back in 1880s at the start of the AIDS epidemic. A large
number of people needed to pay for their care and a stibstaarket developed to meet those needs.”

This group consisted mainly of gay US males, whose needrfgent cash usually exceeded the need to
provide for dependents.
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Ultimately these deals (viatical settlements) proved haglness for investors as new drugs and treatments For insurance companies the impact on their busindsssasclear cut. On the plus side it benefits fromelow

extended the lives of AIDS sufferers. This together wikoriously unreliable life expectancy predictions led
to investor losses.

Despite this inauspicious start, the concept was showave merit and survived by adapting itself to focus on
an older age group...so called ‘seniors’. These include polidgnelaged 65 and over, whose life expectancy
can be more reliably assessed. This has proved a mafadaty business for both responsible buyers and
sellers of TLPs. As such, interest in the sectorghawn accordingly.

And the contracts now traded have changed significaratiy those back in the 1980s. Specifically, the Merlin
Stone report identifies three ways life settlememtseniors differ from their viatical predecessor:

1. It is an older demographic

2. The average sum assured on the life insurance pdkcids to be higher

3. The anticipated life expectancy of the life assuedlze considerable longer than three years. It mas be
long as 15 years.

A decent way to turn a profit?

Investing in traded life policies is a bet on the mastadif strangers. A profitable return relies on buying at a
deep discount and successfully predicting when peopledigillNot without reason have TLPs been dubbed
grimly as “death bonds”.

Such a gloomy notion stirs the emotions and raisesality issues. It is a question the Pensions Institute
addresses squarely - is this is an ethical way to makek& buc

Acknowledging it is a matter of personal opinion, tpeynt out it is not the first commercial activity bet on
and profit from mortality. Some examples include tetablished practices of pooled risk in life assurance,
defined benefit pension plans, annuities and equity resedmsames.

In addition, the creation of a second-hand marketifieraksurance policies provides a useful role. It emes
liquidity for what has traditionally been a notorioughguid asset. Plus it adds a further and potentiallyeoet
value choice for a policyholder beyond continuing ptempayments or surrendering the policy for a modest
cash value.

Keep Policy
-

And it is not uncommon for a life insurance policy taneoto the end of its
useful life long before it has run its full course.

Research by the Hartford 2003 Consumer Survey, found lthast80% of
life insurance policies are bought by people to provide fpedgents. This
need typically diminishes for “seniors” (TLPs are trhdm lives aged 65
years and up) more likely to have grown up children.

Other leading reasons for purchase, include estate anehrent planning
and key-man insurance for businesses. Here too the ctanees under
which these policies were originally set up are subgahtnge over time,
which may reduce their relevance.

L Settlement.

lapse rates as premium payments continue on unwantedepoliai the third party buyer. The industry as a
whole may benefit too as more people are encouragedythfdinsurance receive in the knowledge they can
get value for it if they don't need it later on. Howgvihe cost to the insurer may be that they will have
increased payouts in future as more policies run to an evexdual If this happens premiums for senior lives
could rise.

Risks of the new

This is by no means a comprehensive checklist, but ifi nvestor there are a number of factors to consider
when weighing the idea of investment in TLPs.

Immature funds
John Dengate of TLP find provider MPL describes the dewadop of TLPs as an asset class as “embryonic”.

This means TLP funds are young and five-year track recardmgnificant performance benchmark, rare. As
such their ability to perform over a longer economicleyas yet to be fully tested.

The funds are still small. This raises questions agh&ether some can provide sufficient assets to sucdgssfu
diversify risk for the investor. Experienced practitioleremy Leach of MPL, quoted in Fund Strategy
magazine, asserts from the experience of the funddited in 2004 - Shepherds Select fund — that “to achieve
the right risk spread 100-150 policies are considered negés@athin the group of companies mentioned in
this report, few meet that minimum. However, funds c#igate this via the development of TLP derivatives
or by investing in other TLP funds.

Penalties on early withdrawal

The underlying asset is fairly illiquid and only yields #svard over time. It is, therefore, suited to theqodti
investor with at least a five-year time horizon in mipceferably longer.

The fund choices available reflect this in their ter@suctured plans offer terms of 5-10 years with penalties
for early withdrawal and other funds charge redemptiamalpies, which may stretch for seven years. Any
investor taking a shorter-term view runs the substamsialof being penalised on exit.

Offshore investing

At time of writing, the UK regulator has no categorisatfor TLAs. This may materialise in due course as the
market grows but presently the FSA is more concernddregulating the sales process and correctly advising
the customer than keeping tabs on TLP funds per se andipga safety net in the event of failure.

Investor choice consists entirely of offshore funfisough some investors feel a certain reticence investing
offshore, each of these funds is regulated in the patied in which it is domiciled. These include Ireland, the
Channel Islands, Luxembourg and the Cayman Islands.

Effective underwriting is crucial

For the investor, a successful outcome depends in good pim giality of the underwriting. Miscalculation
of life expectancy can mean an investor has to watjeorio collect on the policy and pay out more in
premium payments. In a worst case scenario says Tirk, ladcXD Management who manages the Utopia
TLP fund, “delay in payment can ruin an investment”. Tdas happen where there are questions over the
detail in the policy itself, the circumstances surrongdis set up or the fact of its sale to a third partnd-
managers can guard against this risk with longevity insuravitieh compensates the owner of a TLP in the
event of a delay in payment though adds a further cost foideand, in turn, its investors.



[eul - JISluM 4dd 4AdXSap UM paleald 4dd

WI02°}Sapnaop MMM/ :dny ::

No universal regulation

The US regulation of TLPs is uneven. Laws are made $#ter than Federal level. Life settlements areanot
classified security and not all State’s even regulagentarket. According to Bernstein Research, in 2005 only
36 of the 50 States had enacted some form of regulatienP&hsions Institute comment:

“...the regulation of life settlements in the US isghgt and inconsistent and concerns are already emerging in
the light of evidence of aggressive pricing that incorfsraunrealistically low life expectations of
policyholders.”

In addition, the market relies on the lynchpin of th@-ear contestability laws. The Merlin Stone report
warns “there is a risk this may be extended to fivesyaasome stage”.

Fund gearing

In some cases, among the TLP funds available tori¥Kstors, risk may be increased with borrowing. Some
funds do not quantify the limit of gearing allowed withie fund in their offer documentation, though to date
those funds that did comment on the matter denied havingtedacility. This appears due to a combination
of manager caution and the general deleveraging refasratithe beginning. One manager commented that
they put no restriction on potential borrowing in theitiah offer prospectus as they were unaware at the time
as to what extent the banks would lend against themenGhe current state of the banking sector this nedy n
be generous!

Currency risk

The US-centric nature of the underlying investments (ieecan life insurance policies) means currency
exposure to the US dollar. Non dollar denominated fundscanter this risk by hedging.

Market abuse

Though the market addresses a need, “the potential for traslkiees remains” warns the Pensions Institute.
The onus is on standards of conduct by agents handlingathes. Suspect practices where third parties have
funded life policies on others (so called Stranger oaigad life policies or STOLI for short) have emerged and

on occasion relatives have claimed no knowledge oegbficy having been sold on the death of the family

member. Best practice would ensure beneficiary approvat pwidhe sale of a policy says the Pensions

Institute.

Financial institutions are taking an interest:

The Merlin Stone report notes:

“The market is now showing signs of maturity as a majeestment class because large financial institutions
are showing clear appetite for market share.”

Among the developments that have elevated the stdttine 3LP market are:

» Cantor Fitzgerald established Cantor LifeMarkets in 2004 afetso&n online trading platform —
LexNet — to trade TLAs on the behalf of institutional istees. It is licensed in 34 US states.
wWww.cantor.com
www.lexnet.com

» The Life Exchange was established in January 2005 as droeledrading platform for life assurance
policies.
www.life-exchange.com

* The Institutional Life Markets Association was estsitiid in New York in April 2007 as the industry
body for TLPs “formed to encourage the prudent and cotiygetievelopment of a suite of evolving
mortality and longevity related financial businesses”.
www.lifemarketsassociation.org

* In December 2007, Goldman Sachs launched an index to “measanage and trade exposure to
longevity and mortality risks”. It is based on 46,290 “de-idext’ lives over the age of 65 as a
representative sample of the US senior insured populatien the age of 65. It is the first in an
expected series of indices for the sector.

WWW.Qgxx-index.com

And other institutions that have participated in the Tiidtket in some capacity:

UBS

Deutsche Bank

Citibank

GE Capital

The Bank of New York

Dresdner Bank

Merrill Lynch

Gen Re (formerly Berkshire Hathaway)
Zurich

Abbey National

AIG

Source:Catalyst Investment Group

How to Invest

Given the expertise needed to source and trade TLPs, thentwathis asset class for UK investors is via a
professional manager running a fund. In comparison with m@astream investment sectors, the range of
choice in this asset class is relatively modest. ©frtime providers in this report offering TLP funds, four
managers are based in the UK. These inckidgdata Investment Services, Catalyst Investment Group
and MPL and Meteor Asset Management.

All the funds identified have a target return. Typicatlyis falls into the range of 7-10%pa growth. Not all
funds have achieved their targets from inception adeaeen from See the table.

A fund offers straightforward participation in the penfance of an underlying portfolio of US life policies.
US credit rating agency, A M Best, provides ratings onviddal policies on which the overall quality of a
portfolio can be objectively assessed.

Funds from MPL and PCP include traded endowment plans [TtB®sThese are second-hand endowment
policies typically running for 25 years. These now diditegl savings plans, as with TPLs, may be bought at a
discount by a third party investor and continued to matuHtgywever, unlike with TLPs, the payout at
maturity is unknown as it is based on bonuses addedktdEP each year and at maturity. These depend on
the generosity or otherwise of the insurer providing th@.pfome have been distinctly stingy in recentsyear
as poorly performing stock markets have cut returns. Asrsecjuence US style traded life policies are
preferred. As the sum assured of a US life insurance plityed, an investor knows exactly what return to
expect at the time an investment is made.

Open-ended OEIC funds target the more experienced investamiamum subscription levels reflect that.
Generally they are high with $50,000 (or sterling, euro equitileing fairly standard.
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Closed-ended (ie with restricted offer periods in whichneest) bond structured products from Catalyst
Investment Management and Keydata, however, have lowlegeshtry bar considerably. Their offerings start
with minimum subscriptions from £2,000 and £3,600 respectivdfgr tigh levels of income and are
available for investing within an ISA wrapper.

[Seespreadsheet]
Up to 10%pa for incomeinvestors...
The nature of the underlying asset is such that it isanmtural provider of income. TLPs pay not interest,

coupon or dividend. What's more they actually incur costsngntain in the form of ongoing premium
payments.

Though this may be a relatively young market, it is devetppapidly assisted by a favourable demographic
trend in senior lives. And, though a sombre subject,haged on mutual need where each participant stands to
gain.

For the investor, they promise steady, reliable retofnbetween 7-10%pa with low volatility completely
uncorrelated to the stock market.

For the policyholder, it offers a third choice on anvanted life insurance policy over and above continuing
premium payments and cashing it in with the respectigeaurance company.

And for the life assurers, it offers lower lapse rav@spolicies as more continue in third party hands, so
increasing premium income. Plus it gives a general doaste life assurance market in toto as it encourages
buyers, now aware they can receive better value amamanted policy at a later date. Against these benpefits

But that has not stopped some innovative product developimnhas seen high income products backed by however, life companies are likely to be paying out omenmlicies.

TLPs be made available. Essentially these funds splities raised between cash and TLPs to ensure they

meet the needs of both income investors and ongoing pmemayments. For example, all Keydata’'s fund
series are split 70% TLPs and 30% cash.

Annual Term Provider
I ncome (%) (yrs)

ARM Assured Income 7.5 5 Catalyst
8.25 7
10 10

Defined Income Plan 7.75 5 Keydata
8 7
8.25 10

Other funds within the sector may include share claskese regular income can be elected at outset.

Typically, income is paid gross and usually attributable fotalbgains tax as opposed to income tax. This is
generally advantageous for most investors who can offsejainst the annual capital gains tax allowance
(£9,600 per person for 2008/9).

Wrap Eligibility — something different for your ISA and SIPP

TLP funds may be eligible to be held within ISA, SIPE/an personal portfolio insurance
bonds. Most funds are structured as OEICs and have a isbiig on an international
stock exchange such as the Channel Islands, Ireland >a&mhourg exchanges which
underscore their eligibility as SIPP investments. Hateweven those funds without
listings may be acceptable to some SIPP administrators.

Where UK investors own a TLP fund outside a wrapper, gamor income will be

subject to tax. Where income withdrawals are an opti@se may be subject to capital gains tax as opposed to

income tax. For most, this means they are effectitetyfree if withdrawals do not exceed the annual CGT
allowance - currently £9,600 for 2008/09.

“Interest is picking up...”

With, in Soros’s words, the “financial depression” uponTisPs offers a valuable opportunity to diversify
away from equity markets and may be a potential replanefar with-profits policies.

UK investors can access the TLP asset class via aecbbifunds. Most funds are targeted at experienced,
affluent investors but bot@atalyst Investment Group andKeydata have expanded their appeal by offering
relatively low entry level products with subscriptiondés from £2,000 which can be invested in an ISA.

The funds available to UK investors are young and thmityato hit the return targets set over the long-term
has yet to be established — usually between 7-10%pa. Pasthmrte to date has been positive though not all
funds have achieved their target performances from laundlerms of funds under management, the largest
providers areEEA Fund Management and Keydata. Each hold portfolios of 200 or more TLPs in their
funds. In the case, of Keydata, in each of their muted offer period issues to date.

In addition, some of the funds available to UK investare small and expensive to administer making them
costly in comparison to more mainstream UK-based inve#tsn Share classes can carry initial charges up to
9% and an array of annual, performance and redemption Jestsfication for the latter is based on the fact
that these assets are fairly illiquid by nature and expens manage and administer. Consequently, the funds
seek to attract committed longer-term investors (betVee®d years) and should be seen as such.

The emerging credibility of the TLP is reflected in #tgention it merits from institutional investors. Golaim
Sachs for one recently launched a longevity index, wihickaims will be the first in a series. The challenge
on to commercialise the unfolding phenomenon of living longe

For UK investors, the demise of once dependable withtpitaids has left a large hole amongst lower risk
category savers. The track record of TLPs showsititedf smooth, consistent and low volatility retuorse
associated with with-profits and some, such as Prafédsolin Stone, see them as a potential alternative:
“Investors looking for attractive returns with the sameel| of risk associated with with-profits should calesi
funds investing in TLPs.”

Of late, TLPs have been a beneficiary of the spetadislocation of the financial system as investook|
for new ways to protect and grow capital. HeA Life Settlements fund has grown from $40m at the stiar
the year to $260m by early September.

TLPs may be an “embryonic asset class” in the wordbh Dengate of MPL but interest “is picking up all
the time”. Increasingly, they are finding a place ia well-diversified portfolios of forward-thinking investors.

Sources:
* The Merlin Stone Report 2007
e Financial Times
* And Death Shall Have No Dominid®ensions Institute Report, July 2008
» Bernstein Research 2005, 2006
e TLP Fund Managers
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