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UNITED STATES DISTRICT COURT
SOUTHEERN DISTRICT OF FLORIDA

CASE NO. 04-60573-CIV-MORENO/SIMONTON -
SECURITIES AND EXCHANGE
COMMISSION,
Plaintiff,
V.
MUTUAL BENEFITS CORP.,

JOEL STEINGER a/k/a JOEL
STEINER, LESLIE STEINGER

© a/k/aLESLIE STEINER,

PETER LOMBARDI, .
_And STEVENK.STEINER,. . oo

Defendaﬁts,

> VIATICAL BENEFACTORS, LLC,
VIATICAL SERVICES, INC,,
KENSINGTON MANAGEMENT, INC.
RAINY CONSULTING CORP., :
TWIN GROVES INVESTMENTS, INC,,
P.J.L. CONSULTING, INC.,,

CAMDEN .CONSULTING, INC.

and SKS CONSULTING, INC.

Relief Defendants.
: . /

EIGHTEENTH REPORT OF THE RECEIVER |
Roberto Martinez, cqurt—gppoiﬁted_recéiver (the “Receivef’) of Mutual Benefits Corp.
(“MBC™), Viatical Benefactors, LLC (“\.}BLLC’?), Viatical Services, Inc. (“VSI®), A}_athony
iivoti; Ir., P.A. and. Anthopy Li.voﬁ, Itr., solely in their capacity as tru'%tee, all of which
collectively are referred to as the “Receiversﬁip Entities,” hereby submits his f'Eigh’te:enrl’th Report

of the Receiver. This Report addresses: (1) the guilty plea of one of the former principals of
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:MBC,. Peter Lombardi; (2) the financial statements of the ‘i’elc:eivership entitigs;: (3) the
implcme’n’tation of the biliing process for policies désignated to' be retained; @) the
implementation of the sales process and updated timeline for policies designated to be sold; (5) |
+ update on the investor-to-investor sales process; (6) the current projections regarding payment of
policy Iﬁremiums; (7) update on distribution of death bénéﬁts on Iﬁatured policies; and (8) the
formal adoption of internal controls by the I;eceivership.

Lombardi Guilty Plea .

On October 17, 2006, Peter Lombardi, the former president of MBC, was charged with
o.ne count of securities fraud in a criminal case filed in the U.S. Distriqt Court and aséigned to thé
Honorable Judge Paul C. Huck. On October 23, 2006 Mr. Lombardi entered a guilty plea to the
.crirn'inal charge. Mr. Lombardi’s sentencing is presently scheduled for January 3, 2007.

. Financial Statements

Attached to this Report as Eiﬁibit A are the financial statements for the Receivership
Entit'ieé for the six months ended June 30,. 2006. The financial statements are unaudited, and the
data is derived from the Receivership Entities® accounting records and bank stétements.

Billing Process for Retained Policies

~ In September 2006, VSI commenced the issuance of billing notices for the adnﬁnist;ative

fees payable by investors for VSI’s services as viatical services adminis’rratoi' for the policies to
. be retained by investors. As indicated in the Notice 10 Invéstoré previously provided ’tg 'alIA
investors, the Receiver was authorized b}; the Court’s September 14, 2005 Order on Disposition
-of Policies and Proceeds (“Disposition Order”) to collect fees for VSI’s services on these
policies, including the collection and remittance of premiums, policy-maintenance,ﬁolicy

conversions and waivers of premium, tracking of viators, processing of death benefits and

.2 .
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investor relations. Administrative invoices will continue to be issued, ultimately for all of the
retained policies, through J anua:ry' 2007. VSI will soon commence the issuance of inveices for
the investors’ share of the premiums on the retained policies. That process will continue for

- several months.

Investors are reminded that the failure to timely pay
either the administrative or the premium invoices will
result in the forfeiture of the investor’s interest in the
policy. - -

Sales Process -
As a result of &e-disposition process directed by the Disposition Order, approximately
3,700 policies with a face value of apprdximately $430 million were desi@ated to be sold. The
. Receiver has determined ‘that the best method to sell these policies is to divide 'them into
portfc_;lios, which will then be subject to a corapetitive bidding process. The comﬁctitive bidding
Process qontemplateé the solicitation of a “Stalking Horse” bid rleﬂected' by a proposed ﬁurqhalse
agreefnent that will éervé as the leading initial Bid for the purchase of a particular portfolio. That
) leadlirig initial bid, after approval by the Court, will then be subject to further compeﬁtive bidding
af an auction sale. | |
The initial portfblio selected for sale consisted of policies with a cash value of at least 5%
or greater of the policf’s face value. Using this criferion, the Initial Auction Portfolio consists of
1,405 policies, with a total face value of approximately $119 million, and an approximate net
c.:ash surrender value of $12,728,867. The Tnitial Auction Portfolio consists primarily but not
exclusively of HIV-positive viators: it includes 1,373 HIV:positive policies with a face value _of

appfoximately $104 million and approximate cash value of $11,437,494, and 32 non-HIV-

3.
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positive i:olicies with a face value of app'roxima;cdy $15 million and approximate cash value of

$1,291,3 73 The minimum bid established by the Receiver for the Tnitial Auction Portfolio must

exceed the cash sumender value of $12,728,867. The remaining policies not included m the -
© Initial Auction Portfolio \.?Vi].l ultimately be sold in a similar manner until all policies designated '
for sale have been liquidated.

‘On October 10, 2006, the Receiver sent out a letter s;)liciting stalking horse bids for the
Tnitial Anction Portfolio from all parties known to the Receiver to have éxpressed an interest in
purchasing policies held by the Receiverslﬁp Entities. The solicitation létte;t was sent to over 40
potentially interested parties.

Potential stalking horse bidders were required to provide: (1) an afﬁdévit attesting to the
absence of any affiliation with any of the Receivership Entities or their principals; (2) a
confidentiality agreement with respect to information provided in the course of their due
dili-gencel;‘ (3) evidence of financial capability to perform on an offer for at least the minimum bid
amount; and (4) a cash deposit of $100,000. The Receiver has set a deadline of October 20,
2006 for the submission of these qualifying materials and there are multiple parties who have
qualiﬁed. as potential stalking horse bidders. |
| Those qualified bidders will be perﬂlitted to conduct due diligence on the Initial Auction
Portfolio. The Recei.ver’s staff has prepared a spreadsheet on the Initiai Auctién Portfolio
containing relevant information as to each policy. The Receiver’s staff has also prepared a D\'fD
of scanned Veriﬁcatioﬁ of Coverage (“VOC”) information provided by the carriers as to eéch
policy. Qualified potential stalking horse bidders will be permitted to conduct .on-site due

diligence review of the Initial Auction Portfolio files as well.

4 .
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- Due diligence must be completed by November 10, 200§ and the Receiver has set a-
deadline .lof November 13, 2006 for submission of bids to serve as the stalking horse for the
Injtial Auction Portfolio. Once the Bid deadline has passed, the Receiver will evalﬁafe all
- stalking horse bids'- that have been submitted and make a determination as to which one _the
Receiver believes to be the highest and best initial offer. That stalking horse proposal will then
be presenfed to the Court for approval, together with approval of all bidding procedures to be
followed in the auction sale. |

Upon approval of a stalking horse bid and the bidding procedures by the Court, the
R ceiver will proceed to market and advertise the auction sale of the Initial Auctlon Portfoho
The timeline for completion of the auction and sale dcpends on the timing of the Couxt approval
and the terms of the stalking horse bid, but the Receiver anticipates that after marketing and
advertisi_ng the auction sale, the auction sale could be conducted in January, 2007. l‘

Investor-to-Investor Sales Process

The Evestor—to~lnvestor salés process nears coﬁpletion. Since the ﬁling of the last
Receiver’s report, ﬂie necessary documentation has been received for 338 sales of investment
units totéling $899,012.55. For those successful purchaseslwhere all documentaﬁon has been
. returned by both pa:rtles, the interests currently are being transferred to the successful bidders
from the sellers. 214 bids have been deemed “failed” bids, as they were either exceeded by other
bids, invalidated, rejected, or the policy in question matured duri_ng the process. The total value
of those failed bids is $305,469.52. Those funds are being teturned to the bidders either by
chéqk, if they were initially sent by wire transfer, or by copy of the canceled cﬁeck if they

initially paid by check.

05 s
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The selling investors for approximately 109 bids which were initially deemed successful .

have yet to return the required documentation. A large percemtage of those bids laclﬁng

" documentation are relatively small in purchasé amount. The correspondence from several

investors indicates that those selling investors are unclear as to the penélty‘ for failure to return
documentation. In an abundance of caution, le&ers are being sent to all selling investors who
have not returned the required documentation t(; give them & final opportunity to complete the
documentation é.nd complete their sale without penalty. |
Premivm Péyments

Pursnant to the Disposition Order, the Receiver continues to make premium. payments on
:ﬁl policies. This includes policies designated to bg sold, policies retained -outside of life
expectancy, _ax;d policies .retained within their life expectancy. For the approximately 3,700
policies designated to be sold, rtheSe, payments will be ongoing until the time of sale.
| For the retained policies outside of their assigned life expectancy, it is anticipated that the
J.m’clal premium.- invoicing on these policies will soon commence and continue through March
2007. Accordingly, the Receiver will continus to. pay the premiums related o these policies and

will-seek reimbursement through the premium invoices for premium ‘costs subsequent to the

" latter of June 30, 2006 or MBC’s assigned life expectancy date. Based on the Receiver’s time .

estimate for the corhpietion of the initial premium billing and the established 135-day premium
billing cycle, he expects that hi;s obligation to advance premium dollars on retained policies Vﬁll
cease on July 31, 200’7.. Following that .date, premium invoices will be generated in direct
corrglation to the given policy’s anniversary date and allow sufficient time for investors to pay

for their share of the premium costs ptior to the premium due date.

6 . .
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—

For the retained policies wfchm lh-/'IBC’s' éssigned life expectancies, the Receiver will
contiﬁue'making premium péyments out of the MBC premium accounts imﬁl the policies reach
their respective life expectancfy‘ dates.

| As of Septembef 30, 2006, the Reéeivgr has approximately $21,600;000.06 in the MBC
premium accounts. These funds will be used to the make the hecessary payments described.
above on all retained policies, until premium. billing cycles are established, and on all policies
designét'ed to be sold until their final disposition. |

Death Benefits Distributions

As degcribed in prior reperts, death ﬁeneﬁt proceeds from matured p;alicies held By the
Recei{rer are Ibeing distributed on an ongoing basis to investors. Before making such
distributions, the Receiver has requested that investors return required tax. forms to allow the
Receiver to determine U.S. federal income tax to be withheld, if applicable, and fo then disburse
the‘fu.n.ds. As of September 30, 20‘06, the Receiver had received death benefit proceeds with
their acgrued inferests in the amount' of $47,499,280, Through September 30, 2006 MBC had
processed checks in the amount of $41,25‘8;283 to return these funds to investors.
** Concurrently, death Beneﬁt proceeds from matured policies held' by insurance companies
. also are being distributed to investors directly by the insurance companies pursuan;t o the
. Court’s September 14, 2005 ruling. VSI is coordinating the claim process with investors and
insurance companies for these poiicies. | |

Internal Controls

After extensive consultation and review by the Receiver’s accountants, Berkowitz Dick

Pollack & Brant, the Receiver has instituted and adopted a new internal controls policy for the

el
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operation of the Receivership Entities. For reasons of confidentiality and security, this formal

policy is not being filed with the Court.

DATED: October 27, 2006.
ResP ectfully submiited,

Ly ‘\/W\ﬂ

BE OMARTINEZ BE
EIVER -

CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of the foregoing was served by

electronic mail to the parties on the attached Receiver’s Service List on October 31 , 2006.

"

LRMA

TURTIS MINER . :

.8 .
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Alise Meredith Johnson, Esq.

Linda Schirmidt, Bsq.

Securities & Exchange Commission
801 Brickell Avenue, Suite 1800,
Miami, FL, 33131

Fax: (305) 536-4154

E-mail; johnsona@isec.gov
schmidtlsimsec gay

almontif@sec.gov
Counsel for Securities & Exchange Commission

Case No.: 04-60573 CIV-Moreno

Michael A, Hanzman, Esq.

Kenvin Love, Esq,

Hanzman Criden Chaykin & Ralnick

Carmmercebank Center

220 Alhambra Circle, Suite 400

Coral Gables, FL 33134

Fax: (305) 357-0050

E-mail; mhanzman@hanzmanesiden.com
klove@hanzmancriden.col

Cowunsel for Scheck Invesimenis LP, et al,
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SERVICE LIST OF RECEIVER

Brian J. Stack, Bsq,

Stack Fernandez Anderson & Harris, P.A.
1200 Brickeli Avenue, Suite 9350

Miami, FL 33131-3255

Fax: (305) 371-0002

E-mail: bstack{@stackfernandez.com
Counsel for Traded Life Policies Lid,

David L. Rosendorf, Esq.
Kozyak Tropin & Throckmorton
2525 Ponce de Leon, Suite 900
Coral Gables, Florida 33134
Fax: (305) 372-3508

E-mail; Imit@ktttaw.com
Co-counsel for Receiver

Victor M. Diaz, Jr,, Bsq.

Podhurst Orseck Josefsberg et al.

City National Bank Building

25 West Flagler 8t., Svite 800

Miami, FL 33130

Fax:(305) 358-2382

E-mail: ydiaz@podhurst.com
ndasher@nadhurst.com

Counsel for Scheck Investments LP, et al.

J. David Hopkins, Esq,

Lord, Bissell & Brook LLP

Suite 1900, The Proseceninm

}170 Peachtree Strest, N.E.

Atlanta, Georgia 30309

Fax; (404) R72-5547

E-mait: dhopkins@lordbissell.com
Counsel for Traded Life Policies Lid,

George Mahfood, Esqg.

Ferrell Scholtz Carter & Fertel

201 South Biscayne Boulevard

34th Floor, Miami Center

Miami, Florida 33131

Fax: (305) 371-5732

Ermail: gmahfood@ferrellschultz com

Counsel for Joel Steinger, Leslie Steinger, Peter
Lombardi, PJL Consulting Co., Kensinglon
Consuliing Co.

Robert C. Gilbert, Esq.

220 Alhambra Circle, Suite 400
Coral Gables, FL 33134-5174
Fax: (305) 529-1612

E-mail: ppilblawi@laol.com

Special Cozmse! for Scheck Investments LP atal

Hilarie Bass, Esq.

Facqueline Becerra, Esq.

Greenberg Traurig P.A.

1221 Brickell Avenue

Miami, Florida 33131

Fax: (305) 579-0717

E-mail; becerraj@atlaw.com
bassh@atlaw.com

Counsel for Union Planters Bank, N.A

Edward M. Mullins, Esq.
Danietla Friedman, Esq.
Astigarrega Davis Mulling
& Grossman, P. A
7701 Brickell Ave,, 16" Floor
Miami, FL 33131
Fax: (305) 372-8202
E-mail: emullins@astidavis.com
diriegman@estidavis.com
Co-comnsel for Life Settlement Holding, A.G.

‘| Angela Daker, Bsq,

White & Case, LLP

4900 Wachovia Financial Center
200 8- Biscayna Boulevard
Miami, Floirda 33131

Fax: (305)358-3744 -
.E-mail: adakenZ@whitecase com

Former counsel jor Steven Steiner

David Levine, Esq.

Jeffrey Schneider, Esq.

Tew Cardenas LLP

The Four Seasons Tower, 15% Floor
1441 Bricke!l Avenus

Miami, FL 33131

Fax: (303) 536-1116

E-mail: jes@tewlaw.com
dml@tewlaw.com

Counsel Patricia Cook, et al

J. Raul Casie, Bsg.

Holland & Knight

701 Brickell Avenue, Suite 3000
Miami, FL 33131

Fax: (305) 785-7799

E-mail: raul cosio@hklew.com .
Counsel for Northern Trust Bank of Florida

Gary Timin, Esq.

Mayra Calzadilla, Esqg.

Squire, Sanders & Dempsey, LLP

200 S, Biscayns Blvd, 41% Floor

WMiami, FL 33131

Fax:(305) 577-7001

E-mail; gary.iminfdsteelhector.com
mayta.calzadilla@steelhactor com

Counsel for Transamerica Occidental Life

Joseph A Paella, Esq,

- Andrew & Kurth, LLP

450 Lexington Avenug

‘New York, NY 10017

JosephPatella@andrewskurth.com

Counsel for American Express Tax & Business
Services, Inc.

Christopher J. Klein

Baur & Klein, P.A.

100 N. Biscayne Blvd, 21st Floor

Miami, FL 33132 '

Fax: (305) 3714380 )

E-mail: cklzin@worldwidelaw.com
Co-counsel for Life Settlement Holding, A.G.
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Charles H. Lichtman, Esq.

Berger Singerman, Suite 1600

350 East Las Olas Blvd.

Fort Lauderdale, FL, 33301

Fax: (954) 523-2672

E-mail: elichtman@bergersingerman.com -
Counsel for Mutual Bengfits Japan Co.

Joel L., Kirschbaum, Esq.

Bunnell Wolfe Kirsehbaum Keller Mclntyre
Gregoire & Klein, PA

100 SE 3™ Avenue

Suite 900

Fort Landerdale, FL 33394

E~mail, cxmi@bunneliwoulfe com

Coungel for Diana Steinger

Wendy L. Furman, Esq.

Pett, Furman & Jacobson, P.L.

2101 N.W, Corporate Boulevard

Suite 316

Boca Raten, FL 33431

Fax: 994-4311

E-mail: wiurman@pfilaw.com

Counsel for American United Life surance Co.

I. Randolph Liebler, Esq.
Liebler, Gonzalez & Poryoundo, P.A.

| 44 West Flagler Street, 25" Floor

Miami, Florida 33130
Fax: (305} 379-9626

E-mail: jri@]eplaw.com
Counsel for Bank of America

Rick Critchlow, Esq,
Harry R, Scliafer, Esq,
Kenny Nachwalter, PA
201 South Biscayne Blvd,
1100 Miami Center
Miami, Florida 33131
Fax: (305) 372-1861

Email: reritchlow@kennynachwalter.com

hschafer(@kennynachwalter.com
Counsel for Cltibank

Glenn Berger

Joshua Reitzas

Jaffe & Asher LLP

600 Third Avenue

New York, NY 10016

E-mail; GBerger@jatfeandasher.com

Counsel for American Express Travel Related
Services Company, Inc.

Daniel Small, Esq,

Puane Mormris, LLP-

200 So. Biscayne Blvd. , Suite 3400

Miami, FL 33131

Fax: (303) 960-2201

E-mail; dsmallflduanemorris.com

Counsel for Dr. Christine Walsh, et al, (the
“Investors Group™)

Bruce A. Zimet Esq.

100 S.E.3rd Avenue, Suite 2612
Ft. Lauderdale, FL 33394

Fax: (954) 760-4421

E-mail: bazimetlawi@aol.com
Counsel jor Leslie Steinger

Kenneth D, Post, Esq.
Shutts & Bowen

1500 Miami Center

201 8. Biscayne Boulevard
Miami, FL 33131

B-mail: kpost@shuits-law.com

Counsel for William Penn Life Insurance

Johst H. Genovess, Esq.

Genovese Joblove & Battista, P.A.

100 §.E. 2™ Street, 36™ Floor

Miami, Florida 33131 .

Fax: (305} 349-2310

Counsel for Great West Growth, LLC, et al,

Creig Rasile, Esq.

Funton & Wllliams

E-Mail: azaron@hunton.com
crasile@hunton .com
mitkowskik@whiteandwilliams.com
ggitomer@mkbattorneys.com

Counsel for Charitable Concepts, Inc., et dl.

Eric Ellsley, Esq.

Krupnick Campbell Malone Roselli Buser et al

700 SE 3rd Ave Ste 100

Fort Landerdale Florida 33161

E-Meil: eellsleyiikrupnicklaw.com
Counsel for Certain nvestors

Sandra M. Upegui, Esq,
Shotts & Bowen, LLP

201 South Biscayne Blvd,
Suite 1500 — Miami Center
Miami, Florida 33131

Counsel for Instituto de Prevision Militar
Inverma .

Carla M, Barrow, P.A,

- 1395 Brickell Avenue

8% Floor
Miami, FL 33129

E-Mail: carjabarrowi@bellsonth.net

Counsel for Claimants Maria Antonieta Mefta, et
al.

Jack Dempsey, Esq.

Susan Guerrieri, Esq.
Drinker Biddle & Reath, LLP
One Logan Square

18" & Cherry Strests
Philadelphia, PA 19103
John.Dempsey@dbr.com

Susan.guerrierifddbr. com

.Counnsel for American United Life Insurance Co.

Charles E. Ray, Esq.

887 E. Prima Vista Blvd.
Port St. Lucie, FL 34952
Email: charfeserav@eol.com

Counsel for Aurora Bifulco

Edward Montoya, Esq.
Montoys Law Firm, PA
2600 Douglas Road
Penthouse 7 :
Coral Gables, FL 33134

Emiail: emontoya@fnclaw.com
Attorney for the Class .

David P. Harinett, Esq.

Hinshaw & Culbertson

9122 8. Dadeland Blvd., Suits 1600
Miami, FL 33156

E-mail: dhorineti@hinshawviow.com

Counsel for Connecticut Gener&l. el al

Carla M. Barrow, Esq.

Pardo, Gainsburg & Barrow, LLP
One Biscayne Tower — Suite 2475
2 Sauth Biscayne Blvd.

Miami, FL 33131

Email: sharrow@peblaw.com
Attorney for NAII

Jay S. Blumenkopf, Esq.

Adorno & Yoss

700 S. Federal Highway, suite 200
Boca Rafon, FL 33432

E-mail: jblutnenkopfidadomo.com

Counsel f'or Allmerica Financial Life, et ol

Charles Wachter, Esq,

Fowler white Boggs Banker

501 E. Kennedy Boulevard, Suite 1700
Tampa, FL. 33602

E-mail: gwachier@fowlerwhite cont

Counsel for John Hancock Life Ins..

Jeffrey Rubinstein, Esq.

Rubinstein & Associates, PA

1428 Brickell Avenne

Penthouse .

Miami, FL 33133
leffrev@RubinsteinAssosiatés.com
Attorneys for Clainants
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255 Aragon Avenug, 2nd Floor, Coral Gables, Florida 33134-5008 Telephone. {305) 476-7400 Fax: (305) 476-7444




Case 0:04-cv-60573-FAM Doéument 1813-2  Filed 10/31/2006 | Page 1 of 8

'EXHIBIT “A”

. Colson Hicks Eidson
255 Aragon Avenue, 2nd Fioor, Coral Gables, Florida 33134-5008 Telephone: (305) 476-7400 Fax: {(305) 476-7444



Page 2 of 8

Filed 10/31/2006

04-cv-60573-FAM  Document 1813-2

Case 0

Mutual Benefits Corporation and Affiliated Entifies and Accounts Under Receivership Cantral
Combining Statements of Operations and Retained Earnings (Accumutated Oeficit)
Six Manths Ended June 30, 2006 {Unaudited)

Revenues:
Premium Servicing Fees (Note 12)

Operating Expenses:
Salaries and Consulting
Copying and Office Expenses
Depreciation and Amariization
[nstrance
Licenses and Permits
Medical Records and Exams
Other
Postage and Delivery
Rent ~ Equipment
Rent - Office
Security
Telephone

- Utilities

Total Operating Expenses:

Income (Loss) From Operations
Other Income

Gain on Sale of Stock (Note 13)
Other Income - Primarily Interest

Other Expenses:
Interest on Settlement (Note 8)
Receivership Expenses (Note 15)
Income (Laoss) before Taxes
Federal, State and Local Taxes
Net Income {Loss)

Retained Earnings {(Accumulated Deficit) - Beginning of the Year

Retained Eamings (Accumulated Deficit) - End of the Period

Mutual Viatical Viatical Receivership
Benefits Comporation Benefaefors LLC Sevices Ine. Efiminations (Totaly
$ - $ - $ 626,198 - $ 526,195
391,405 - 453,110 - 844,515
14,498 - 19,204 - 33,702
63,151 - 1,653 - 64,804
44,629 - 40,752 - 85,381
- - 186 - 186
2,269 " 6,231 - 8,500
7,508 237 bhB5 - 8,330
49 638 - 13,861 - 63,499
2,968 - 5,695 - 8,664
45622 - 45,895 - 91,518
25,127 - 25,127 - 50,254
5,481 - 6,748 - 12,229
7,147 7,148 14,295
659,444 237 626,196 - 1,285,877
{659,444) {237) - (659,681)
1,776,010 - - - 1,775,010
1,182,518 11 7,073 - 1,199,602
940 828 - ) - - 940,828
1,367,256 (226) 7,073 - 1,374,103
- - (731) - {731)
1,367,256 {226) 7,804 - 1,374,834
482,819 (565,354) 448,015 - 364,480
3 1,850,075 $ {568,580) 3 455 819 - $ 1,739,314




Mutual Benefits Corporation and Affiliated Entities and Accounts Under Receivership Control
Notes to Combining Financial Statements
June 30, 2006 (Unaudited)

Note 1. Basis Of Preparation. The Combining Balance Sheet of Mutual Benefits Corporation And Affiliated Entities And Accounts Under Receivership
Control include the following entities and actounts {referred to collectively as "MBC et. al.): Mutual Benefits Corporation ("MBC"), MNorthern Trust Bank
Premium Accounts, Viatical Benefastors LLC ("VBLLC"), and Viatical Services Inc. (*V81.") The Combining Statements of Operations and Retained
Earnings of Mutual Benefits And Affiliated Entities And Aecounts Under Recetvership Control include the following entities and accounts: Mutual Benefits
Corporation ("MBC™), Viatical Benefactars LLC ("VBLLC™), and Viatical Services Inc. ("V8IM).

The combining financial statements were not prepared in accordance with GAAP (the notes herein describe the basis of accounting methods vsed), but ate
based upon MBC et, al, continwing as a going cencem wherein the assets will be realized and liabilities will be paid in the ordinary course of business.

Additionally, MBC et al, has elected to present selected note disclosures to the combining financial stetements and has omittad the combining statement of cash
flows.

On May 4, 2004, the United States Southern Distriet Court entered a Temporary Restraining Order (the “TRO"), in part restraining MBC and VBLLC from
engeging ir new business. Atthe same time, the Court entered its Order Appointing Receiver, which among other things appointsd the Receiver and directed
him to take control of the Receivership Entities. While the uitimats resolution of the entities’ status remain uncertain, there is substantial doubt that the entities

will be able to sontinue as going concerns. The accompanying financial statements do not include any adjustments to present the entities on a liquidating basis
and such adjustments could be material.

Note 2. Cash Available for Operations, Cash available for aperations inftially arose primarily from funds that were in the operating and money market
accounts of the Receivership Entities at the time the receivership was put in place. MBC has depleted these funds over the course of the Receivership. On June
29, 2004, an order was entered by the Court giving the Receiver the authority to pay insurance premiums for al] policies from the various premium escrow
accounts incinding premiums for those policies that were previously paid out of the MBC operating account, As such, the Recsiver paid premiums previously

paid out of the MBC operating account, fivst, using funds from the VSE Northern Trust Premium Reserve account and then from the Union Planters Premium
Accounts.

On September 6, 2005, the Court ardered that Union Planters (now known and hereinafter referred to as Regions Bank) should release the accrued interest in the
premium escrow aceounts to the MBC Operating Account, It was also directed to release firture interest income in the preminm escrow accounts to the MBC
Operating Account The funds in these accounts were transferred to Northers Trust Bank on February 1, 2006. The Receiver was authorized to use the interest
to fund continuing Receivership operations, In the first 6 months of 2006, $841,747 has been earned as interest on these fimds and $396,570 has been
transferred from the premiuem escrow accounts held by Northem Trust Bank to the Receiver's Operating Account at MBC. At June 30, 2006, MBC recorded a
receivable of $445,177 which represents interest earned in the second quarter of 2006 on the premium escrow funds but not et transferred to MBC.

Note 3. Cash For Premiums On Viaticals Sold To Investors & Funds Held For Premiums On Viatieals Sold To Investors. At the time life insurance
policies were sold to investors, a portion of the investors' funds were paid into various premium accounts to pay kife insurance policy pretniums during the
insured's projected life expectancy, Over the course of this Receivership, it has become apparent that: (a.) a significant number of insureds outlived the life
expectancy that was represented to the respective investors by MBC; (b.) the premiums set aside for such pelicies have been exhausted; (c.) in order to continue
to fund these insurance palicies, MBC used premium funds that were received from. other investors that purchased other policies and to a lesser extent other
sourees of funds (e.g.; policy dividends, procesds from demutualization of insurance policies, etc.); and (d.} that significant additional insureds have end will

Hikely continue to ouslive the life expectancies represanted by MBC. The combining financial statemnents do not reflect any reserves or other adjustment related
to these potential circuristances,

Policies sald to investors by MBC in the early years (1994 - 1997) were historically paid out of MBC's cperating account. {Effective June 29, 2004, pursuant t
Coutt order, these premiums were subject to reimbursement using funds from premium accounts then maintained by Regions Bank.) Beginning in 1996, Livoti,
as trustee, entered into an agreement with MBC whereby he agreed 1o pay premiums using investor fimds that wers segregated at the time of closing and
transferred to various accgunts under his control. (Once these funds were sxhausted in mid-January, 2605, the Receiver obtained Court authorization to make
premium payments on the Livoti policies using funds then maintained at Regions Bank.) In June, 2002, MBC entered into an escrow agreement with American
Express Business Serviees, Inc. ("AMEX") whereby, among other services, AMEX set up & premium account at Bank of America to pay premiums with
investar funds identified and transferred at the time of closing. Upon entering into an agreement with Regions Bank in approximately April, 2003, most funds
held et Bank of America were transferred to Regions Bank, along with any future investor funds identified for the payment of premituns on new policies.

Tn February 2006, the Receiver consolidated the remaining premium funds held by Bank of America and Regions Bank into accounts maintained at Northem
Trust Bank and began making premium payments for alf policies, including the policies sold to investors by MBC in the eady years, out of these accounts.

Note 4. Note Receivable - Officer. This account ineludes a loan receivable, principal balance of $1,160,000, from Steven Steiner. MBC carms interest on the
principal batance, which amounted to $104,920 through June 30, 2006. The Receiver has made a demand for repayment of the loan and has filed a lawsuit in
ar) attemypt to colfect these finds. At this time, the Receiver believes the principel and accrued interest should be fully collectible.
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Mutual Benefifs Corporation and Affiliated Entities and Accounts Under Receiverskip Control
Notes to Combining Financial Statements
June 30, 2006 (Unaudited)

Note 5. Due to/from Receivership Entity. Consists of the following items: (a.) During the second quarter of 2003, the Receivership consolidated the
operations of the entities into one location. During the second quarter of 20086, certain expenses were paid in full by VSI. A portion of these costs, $102,621,
were allocated to MBC by VSI and had not been paid; (b.) As stated in Note 2, the Court has ordered that interest on fimds in the premium escrow accounis be
used to find the operations of the receivership, Interest in the amount of $445,177 was earned in the second quarter of 2006 and had not been transferred to the
MBC operating account from the premium accounts; (d.) Professional fees of $420,383 that were previousty paid by MBC have been reallocated to YBLLC, in
relationship to the face value of vietical policies originated by each entity. As of June 30, 2008, VBLLC had reduced its obligation to MBC o $275,383.

Note 6. Restricted Casli from Death Benefit Proceeds. Funds received from Insurance policy maturity claims have been deposited into 2 separate interest
bearing account at Northern Trust Bank. These funds include death benefit proceeds, interest ou death benefits paid by the insurance companies, return of
unearned insurance premiums aad intersst on the funds in the account paid by the bank. On September 14, 2003, the Court ordered that all death benefits ba
paid to investors along with any eccrued interest. The Receiver has notified investors that their policies have matured and has requested that investors retucn the
appropriate tax forms to allow the Receiver to determine U.S, federal income tax to be withheld, if applicabie, and to disburse the funds, As of Jure 30, 2006,
the Receivar has received Death Benefit proceeds and interest in the amount of $45,367,902. Through June 30, 2006 MBC had processed checks in the smount
0f $37,797,611 to return these finds to investors. MBC continues to distribute death benefit proceeds and the interest earned on these fimds to investors.

Nate 7. Other Funds Being Held. MBC received funds frem the federal government in connection with the settlement of a pre-receiversiiip forfeiture action.
Additionally, MBC has received funds from its joint settlement with the Brinkley McNerny law fivm in the amount of $7,485,016. These funds, which total
$8,562,390 as of June 30, 2005, inclusive of accerued interest, are to be distributed to jnvestors and creditors of MBC pursuant to a plan of distribution to be
authorized by the Court, An equal and offsetting lizbility has been established for these funds pending their ultimate disposition.

Note 8. Investments in Policies at Cost and Settlement Payahle. MBC has acquired interests in various policies over time by refunding monies to investors.
Its interest in these policies are stated at MBC's cost of $1,879,618. It is enticipated at this time that any assets realized from the sale/maturity of these
investments will be distributed in some manner to investors of MBC. As the value of the assets is dependent upon the payment of premiums and such premium
funds are being depleted, an equal and offsetting reserve has been established for these assets. As policies mature, and death benefits are realized, the Receiver
will recognize the gains and other income received.

Under the terms of a Settiement Agresment dated June 2003, as smended, the Company was previously obligated to pay to eertain parties 4 principal amount of
2,165,000, This payment was to repurchase investments {n the death benefits of life insurance policies. These policies are part of the amount reflected in
Tnvestment it Policies at Cost. It was determined that, as of the date of the Receivership, no additional interest was o be eamed on the note. As such, all
interest accruals after May 5, 2005 have been reversed, Payments made to the investor as a result of the maturity of an investment, have reduced the amount
owed to the investor to $1,320,066 at June 30, 2006.

Additionally, certain pelicies were not fully placed with investors as of May 5, 2004. The unplaced portion of these investments represented $52,960,167 of the
total death benefits of these palicies which is §84,904,300. On certain of these palicies, no funds were received for payment of premiums. Based on life
expectancies projected by MBC prior to the Receivership, $9,176,704 should have been depasited in the Regions Bank premium account, However, because of
the timitg of the Receivership, this $,176,704 was not transferred from the Purchase Escrow Accounts, The Court has determined that the Purchase Escrow
Accounts are autside of the Receivership. Nonetheless, the need to find the premiums on these policies through the original life expectancy remains an
obligation of the Receivership.

MBC has no cost basis in those policies that were not flly placed with investors as of May 5, 2004. As such, these policies are reflected on WMBC's financial
staterments at their $0 cost. Elowever, certain additional amounts may be realized upon their sale/maturity, The value of these investments, and any gain/loss
realized, will be dstesmined upon their disposition.

Note 9. Lease Deposits and Other Assets. Includes approximately $154,026 in certificates of deposit securing vatious State bonds in conjunction with
licenges and an additional $24,395 securing various deposits on MBC / V5I's new facility.

Note 10. Accounts Payable, Accounts Payable represents only those payables where the Receiver has made a defermination that the payment of which
provides on-goiug and/or necessary benefits to the Receivership, Amounts representing obligations that existed or were caused to be incurred prior ic the
Receivership have been included in the Other Liabilities Section under Pre-Receivership Obligations.

Note 11. Income Taxes Payable. Prior to the Receivership, VBLLC elected to treat itself as a tax paying entity. As such, an accrual was made for the
anticipated federal, local and state taxes payable by the entity.

Note 12. Unearned Viatical Management Services.  VSI was paid a fee at the closing of each policy, These fees were intended to provide VSI with the
funds required to service the premium payments and track the insureds over the remaining life of each policy and to file the death claim upon each policy's
maturity. When the Receiver assumed control over VSI, its books and records reflected uneamed revenues of $2,492,366. Given the cumrent unavailability of
reliabie actuarial estimates, premium servicing fees eamed for the period have been Limited ta the expenses incurred during the period.
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Mutual Beneflts Corporation and Affiliated Entities and Accounts Under Receivership Control
Notes to Combining Financial Statements
June 3¢, 2006 (Unandited)

Note 13. Gain on Sale of Stock. Certain of the Jife insurance policies purchased from viators were with mutual insurance companies. As such, these policies
had an ownership interest in the insurance company. When these cotnpanies de-mutualized, common shares of stock were awarded to the owners of the life
insurance pelicies. During the second quarter of 2008, the Receivership liquidated its interests in these demutualized stocks recognizing a gain on the sale and
placing the proceeds of $1,775,010 into its operating account.

Note 14. Due From Escrow Agent. Pursuant to an order issued by the Court in February 2005, funds paid by the investor into the various purchaser escrow
accounts of MBC are not considered assets of the corpany and are being held in the purchaser escrow accounts pending distribution of these funds to the
investors. The Court has ordered tirat the pre-closing investment finds not used to purchase interest in insurance policies be teturned to the eriginal investors,
The disbursement of these finds has been managed by Regions Bank. As MBC neither has control nor plays any role with regard to the disbursement of these
funds, they are no longer being reflected on these financial statements,
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Filed 10/31/2006 Page 7 of 8

04-cv-60573-FAM  Document 1813-2

Case O

Note 15, Professional Fees and Costs, (Cont'd)

App. ¥ Application Date Fees Costs Amount Fees Awarded Costs Date Total AmE _ Date _ Amount Paid
Period Submitted Requested Requested Awarded Awarded Awarded Paid
Integrity Plus Servicas
1 5/9/04 ~ 6/18/04 7/15/2004 183,780.30 6,909.17 100,689.47 183,780.00 6,909,000 | 10722/2004 190,685.00 1152004 190,689.00
2 5/19/04 — 9/30/04 12/27/2004 81,237.50 1,295.77 82,533.27 81,237.50 129537 6/1/2005 B2,533.27 6/15/2004 52,722.17
5/15/2005 29,811,10
3 10/1/04 - 2/4/05 3/24/2005 54,125,00 343273 55,557.73 54,125.00 1,432.73 6/1/2005 55,557.73 9712005 55,557.73
4 2/7/05 - 5{31/05 8/19/2003 28,075.00 980.88 29,055.88 25,000.00 980.00 Bf30/2005) 25,580.00 | 10/28/2005 25,980,00
- 5 06/01/85 - 10/31/05 13/22/2005 30,525.00 1.040.47 31,565.47 25,000.00 1,040.00 2/8f2006 26,040.00 2/21/2006 26,040.00
[ 11/0305 - 2/17/06 3/8/2006 11,500.00 387.87 11,887.87 10,000.08 387.00 543£2005 10,387.40 §{25/20068 10,387.00
7 2/27/06 - 5/26/06 7{26{2006 8,275.00 296.37 8,571.37
TOTAL £307, 51780 $32,343.28 5449 86%.06 =372,142,50]  $12.044.50] 5391 187.80 mmmu,»mu&.&
Kozyak Tropin & Throckmorton,
PA
1 /4704 — 5/18f04 FJ8{2009 353,813.47 22,227 52 376,040,959 118,000.00 22,252.00 | 10/22/2004 1406,252.00 11/5/2004 140,252.00
235,813.00 - 12/15/2004 235,813.00 [ 12/17/2004 235,813.00
2 6/15/04 —9/30/04 12/7f2004 156,416.85 29,051.41 22546806 170,948.59 29,058.41 5/1/4005 200,000.00 9/7/2005 200,000,00
3 10/1/04 — 1/31/05 371172005 103,976.05 8,124.12 112, 200.17 91,775.68 B,224.12 B6/1/2005 100,000.00 9/7/2005 100,000.00
4 2{1/B5 - 6/30/05 7/2742005 146,465.25 11,383,942 157,848.67 100,006.60 11,393.00 Bf1B/2005 111,383.00 9/72005 111,383.00
5 7/1/05 - 9/30/05 11/1/4/05 70,213,785 2,887.23 73,100.98 50,000.00 2,887.00 2/6/2008 52,687.0% 2212006 52,887.00
6 10/1/05 - 12/31/05 3/8/2006 64,020.00 1,898.05 65,918.05 48,101.95 1,898.05 51372006 50,000.00 572512006 50,000.00
7 171406 - 5{31/65 Bf2{2006 §9,425.50 3,699.35 03,088.85
TOTAL 531,024,334.67] $793315.18 $1,163,665.77 351463942 mfu!m.mwm.wa 596,235.00 $850,335.00]
Rachlin Cohen & Holtz
1 5/5/05 — 6/25/04 7/15/2004 33,558.28 | 134,50 33,602.78 33,558.00 134,00 [ 1072372004 33,692.00 [ 11/5/7004 33,692,00
2 6/26/(4 - 8/30/04 12/17f2604 7,762.50 | - 7,762.50 7,762.50 - |__7/1272005 7,762.50 | 8/7{2005 7,762.50
TOTAL §51.320.75| $134.50 $41,455,28 $41,329.50 5334.60] 54%,454.50] 541,454,50
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Case 0

Mutual Benefits Corporation and Afiiliated Entifles and Actaunts Under Receivership Control

ASSETS

Current Assets:
Cash Available for Gperations (Noie 2)

Cash for Premiums on Viaticals Sold to Investars (Note 3)

Note Regceivable - Officer (Note 4)
Due from Receivership Enfity (Nofe 5)
Restricied Cash from Death Benefit Proceads (Note 6)

Total Current Assets

Office Furniture and Equiprment, net

Other Assets:
Funds Held - Other {Note 7)
Invesiments in Policies, at Cost (Note 8)
Lease Deposits and Other (Note 9)

Total Assefs

LIABILITIES AND SHAREHOLDER'S EQUITY

Current Liabilities:
Accounts Payable and Acctued Expenses {Notes 10, 15)
income Taxes Payable (Note 11)
Funds Held from Death Benefit Proceeds {(Note 6)
Withholdings Payable
Duie io Receivership Entity (Nate 5)
Funds Held for Premiums on Viaticals Sold to Inveslors (Nole 3)

Total Current Liabilities

Long Term Liabilities:
Funds Held - Other {Note 7}
Investments In Policies Held for Restricted Use (Note 8)
Pre-Receivership Cbligations
Setilement Payable (Note 8}
Unearned Viatical Management Services (Note 12)

Total Long Term Liabilifies

Total Liabifities

Sharsholder's Equity (Deficit):
Common Stock
Additional Paid-In Capital
Retained Earnings {Accumulated Deficif)

‘Tolal Shareholder's Equity (Deficit)

Total Liabiltties and Shareholder's Equity (Deficit)

Combining Balance Sheet

June 30, 2006 (Unaudited)

Muiual Benefits Northern Trust Bank Vialicat Viatical Recelvership
Carporation Premlum Accounts Benefactors LLC Sevigas Inc. Elimmnations (Total)
$ 3375127 % - $ 15851 $ 415341 § - 3,806,119
~ 30,562,183 ’ - - - 30,562,183
1,264,920 - - - 1,264,920
720,560 - - 102,621 (823,181) -
7,570,291 - - - - 7,670,281
12,930,898 30,562,183 15,651 517,862 (823,181) 43,203,513
156,669 - - 1,380 - 168,049
8,552,830 - - - - 8,552,890
1,873,618 - - - - 1,879,618
154,026 - - 24,395 - 178,421
$ 23,674,101 $ 30,562,183 $ 15,651 $ 543,737 $ (823,181) 53,972,491
$ 15,819 $ - $ - $ 12,097 $ - 28,816

- - 239,540 - - 239,540

7.213,957 - - - - 7,213,957
356,338 - - - - 356,335
102,621 445177 275,383 - (823,181) -

- 30,117,008 - - - 30,117,008
7,688,732 30,562,183 514,023 12,997 {823,181 37,855,664
8,652,890 - - - - 8,552,890
1,879,618 - - - - 1,879,618
2,362,720 - 17,208 - - 2,379,928
1,320,066 - - - - 1,320,066

- - - 74,821 - 74,821

14,115,204 - 17,208 74,821 - 14,207,323
21,804,026 30,562,183 532,131 87,818 Ammm.._m@.. 52,162,977
100 - 100 100 - 300

19,800 - -50,000 - - 69,900
1,850,076 - {6566,580) 455,819 - 1,739,314
1,870,075 - {516,480) 455,819 - 1,800,514

$ 23674101 $ 30,562,183 $ 15,651 $ 543,737 § (823,181) 53,972,491




