CAUSE NO. D-1-GV-10-000454

STATE OF TEXAS, IN THE 126"

Plaintiff,
V.

RETIREMENT VALUE, LLC,

RICHARD H. "DICK" GRAY,

HILL COUNTRY FUNDING, LLC, a Texas

Limited Liability Company,

HILL COUNTRY FUNDING, a Nevada

Limited Liability Company, and

WENDY ROGERS DISTRICT COURT OF
Defendants,

AND

KIESLING, PORTER, KIESLING,
& FREE, P.C,,
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Relief Defendant. TRAVIS COUNTY, TEXAS
PLAINTIFF’S FIRST AMENDED VERIFIED PETITION AND APPLICATION
FOR INJUNCTIVE RELIEF, RESTITUTION, DISGORGEMENT OF ECONOMIC
BENEFITS, RECEIVERSHIP, AND OTHER EQUITABLE RELIEF

TO THE HONORABLE JUDGE OF SAID COURT:

The State of Texas, Plaintiff in the above-entitled and numbered cause
(hereinafter referred to as the “State” or “Plaintiff”), acting by and through Greg Abbott,
Attorney General of Texas, at the request of John R. Morgan, Deputy Securities
Commissioner of the State of Texas (hereinafter referred to as the “Deputy Securities
Commissioner”), files this First Amended Petition and Application, verified upon
information and belief by the Deputy Securites Commissioner, complaining of
Defendants Retirement Value, LLC, Richard H. "Dick" Gray, Hill Country Funding,
LLC, a Texas Limited Liability Company, Hill Country Funding, a Nevada Limited
Liability Company and Wendy Rogers, and makes this application for temporary and
permanent injunction, restitution, disgorgement, temporary and permanent receiver and
other equitable relief.

The purpose of this First Amended Petition and Application is to join Hill Country
Funding, LLC, a Texas Limited Liability Company, Hill Country Funding, a Nevada
Limited Liability Company (collectively referred to herein as “Defendant Hill Country




Funding”) and Wendy Rogers as Defendants based on information learned by the
undersigned since the filing of the State’s Original Petition herein.

The State requests that the injunctive relief previously granted against Defendant
Gray and Bruce Collins, the Chief Operating Officer of Defendant Retirement Value and
a Defendant in the State’s Original Petition (“Collins”), be maintained as well as the
Court’s appointment of Eduardo S. Espinosa of K&L Gates, LLP as Receiver for
Defendant Retirement Value, LLC (“Receiver”).

The State also seeks to maintain the injunctive relief previously granted against
Kiesling, Porter, Kiesling, & Free, P.C., as Relief Defendant, to restrain any transfer
of money or other assets it holds in the name of or pursuant to any account or interest
of Defendants to the extent such money or assets are derived from Defendants’
operations and to restrain any alteration, destruction, concealment or transfer of any
records or information related to Defendants, or the disposition of investor-derived
funds, and to restrain from cancelling the Master Escrow Agreement by and between
Retirement Value, LLC and Kiesling, Porter, Kiesling & Free, P.C. dated March 10, 2009
(“Escrow Agreement”) (Exhibit A) without the express written consent of the Receiver
or by order of the court. The State has reason to believe that the Relief Defendant held
money or other assets derived from investor funds, or records related to the
Defendants’ scheme. The money and assets sought to be thus protected include all
money and assets on deposit with, held by, or under the control of the Relief Defendant
to the extent such money or assets are subject to any claim whatsoever, whether direct
or contingent.

In support of these requests, the State would show the Court the following:

DISCOVERY CONTROL PLAN

1. Pursuant to Texas Rule of Civil Procedure 190, discovery in this cause is
intended to be conducted under Level 2.

NATURE OF THIS ACTION

2. This action is brought in the name of the State of Texas by the Attorney General
of Texas, acting within the scope of his official duties under the authority granted
him under the Constitution and laws of Texas. It is brought for injunctive relief,
restitution, disgorgement of economic benefits, receivership and other equitable
relief at the request of the Deputy Securities Commissioner, who, in making such
a request, is acting within the scope of his official duties and authority under The
Securities Act, TEX. REV. CIv. STAT. ANN. Art 581-1 et seq. (Vernon 1964 & Supp.
2009) (hereinafter referred to as the “Texas Securities Act” or the "Securities
Act"). It is also brought pursuant to the Attorney General's authority under the
Texas Deceptive Trade Practices Act, Tex. Bus. & Com. Code § 17.41, et seq.
(the "DTPA").
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THE DEFENDANTS

3. RETIREMENT VALUE, LLC (hereinafter referred to as "Defendant Retirement
Value") is a Texas Limited Liability Company for which the Court appointed
Eduardo S. Espinosa of K&L Gates, LLP as Receiver on May 5, 2010. It may be
served with this First Amended Petition and Application pursuant to Rule 21a of
the Texas Rules of Civil Procedure by delivering same to the attorney of record
for the Receiver of Retirement Value, LLC, Michael D. Napoli, at K&L GATES,
LLP, 1717 Main Street, Ste. 2800, Dallas, Texas 75201.

4, RICHARD H. "DICK" GRAY (hereinafter referred to as “Defendant Gray”) is a
natural person who is licensed as a General Lines Agent with the Texas
Department of Insurance, and he holds qualifications in life, accident, health and
HMO. He is also a majority interest owner and Managing Member of Defendant
Retirement Value and a part owner and Managing Member of Defendant Hill
Country Funding. He may be served with this First Amended Petition and
Application pursuant to Rule 21a of the Texas Rules of Civil Procedure by
delivering same to his attorneys of record, Kevin F. Lee, Jay Thompson and Jeff
Otto, at THOMPSON COE COUSINS & IRONS, L.L.P., 701 Brazos Street, Suite 1500,
Austin, Texas 78701.

5. HILL COUNTRY FUNDING, LLC (hereinafter referred to as “Defendant HCF-
Texas”) is a Texas Limited Liability Company owned, managed and controlled by
Defendant Richard H. “Dick” Gray and which maintains a business and mailing
address at the same location as Defendant Retirement Value, 707 N. Walinut,
New Braunfels, Texas 78130 and P.O. Box 310635, New Braunfels, Texas
78131. It may be served with process through its Registered Agent, Richard
H. “Dick” Gray, which, by agreement, may be served through his attorneys of
record, Kevin F. Lee, Jay Thompson and Jeff Otto, at THOMPSON COE COUSINS &
IRONS, L.L.P., 701 Brazos Street, Suite 1500, Austin, Texas 78701.

6. HILL COUNTRY FUNDING, LLC, a Nevada Limited Liability Company
(hereinafter referred to as “Defendant HCF-Nevada”) is a Nevada Limited
Liability Company owned, managed and controlled by Defendant Richard H.
“Dick” Gray and his wife, Catherine Gray, which was formed on February 21,
2008 and dissolved on February 23, 2009. Its registered agent was Laughlin
Associates, Inc. located at 2533 N. Carson Street, Carson City, NV 89706. It
may be served with process through its former managing member, Richard
H. “Dick” Gray, which, by agreement, may be served through his attorneys of
record, Kevin F. Lee, Jay Thompson and Jeff Otto, at THOMPSON COE COUSINS &
IRONS, L.L.P., 701 Brazos Street, Suite 1500, Austin, Texas 78701.

7. WENDY ROGERS (hereinafter referred to as “Defendant Rogers”) is a natural
person who is a part owner, Managing Member, and former Chief Executive
Officer and Vice President of Defendant Retirement Value. She may be served
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with process at her residential address at 1312 Havenwood Blvd., New
Braunfels, Comal County, Texas 78132.

THE RELIEF DEFENDANT

8. KIESLING, PORTER, KIESLING, & FREE, P.C. (hereinafter referred to as
“Relief Defendant Kiesling Porter”), a Texas Professional Corporation, is a Law
Firm which is a Relief Defendant herein. It may be served with this First
Amended Petition and Application pursuant to Rule 21a of the Texas Rules of
Civil Procedure by delivering same to its attorneys of record, Matthew Nielsen
and Spencer C. Barasch, Esq., at ANDREWS KURTH, L.L.P., 1717 Main Street,
Suite 3700, Dallas, Texas 75201.

JURISDICTION

9. The Court has jurisdiction over this action under Sections 25-1 and 32 of the
Texas Securities Act and Sections 17.41 et seq. of the DTPA.

VENUE

10.  Venue is proper in Travis County, Texas under Sections 25-1.B and 32.A of the
Texas Securities Act. Venue is also proper in Travis County, Texas under
Section 17.47(b) of the DTPA because one or more of the subject transactions
occurred in Austin, Travis County, Texas.

NOTICE BEFORE SUIT

11.  Pursuant to §17.47(a) of the DTPA, the Consumer Protection Division of the
Office of the Attorney General did not make contact with the Defendants herein
to inform them of the unlawful conduct alleged herein prior to filing the Original
Petition, for the reason that the undersigned was of the opinion that there was
good cause to believe that such an emergency existed that immediate and
irreparable injury, loss or damage would have occurred as a result of such delay
in obtaining a temporary restraining order, and that Defendants might have
evaded service of process, destroyed relevant records and secreted assets if
prior notice of the suit had been given.

12. The undersigned informed the attorneys for Defendants Gray and Hill Country
Funding on June 16, 2010 of the unlawful conduct alleged herein and the relief
being sought. The attorney for Defendant Rogers is unknown at the time of this
filing.
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13.

15.

16.

17.

18.

BACKGROUND OF THIS SUIT

On May 5, 2010, the State filed its Original Petition herein and the Court granted
its requests for an ex parte temporary restraining order against Defendants
Retirement Value, Gray and Collins as well as the appointment of Eduardo S.
Espinosa of K&L Gates, LLP as the Receiver for Retirement Value (“First
Amended TRO”").

On May 28, 2010, the Court issued an Agreed Temporary Injunction Order
Against Defendants Retirement Value, LLC and Richard H. “Dick” Gray and the
Relief Defendant and Order Appointing Receiver (“Gray Tl and Order Appointing
Receiver”) which granted the State’s request for a temporary injunction against
Defendants Retirement Value and Gray and the Relief Defendant, Kiesling Porter
and which also continued the appointment of Eduardo S. Espinosa of K&L Gates,
LLP as the Receiver for Retirement Value. By its terms, the Gray Tl and Order
Appointing Receiver dissolved the First Amended TRO to the extent it pertained
to Defendants Retirement Value and Gray and the Relief Defendant, Kiesling
Porter.

On June 2, 2010, the Court signed a Second Agreed Order to Extend the TRO
Against Defendant Bruce Collins extending the TRO only as it pertained to
Defendant Collins until such time as the Court could consider for approval an
agreement between the State, the Receiver and Defendant Collins for a
permanent injunction and final judgment.

On June 17, 2010, the Court entered a Permanent Injunction and Final Judgment
as to Defendant Collins (“Collins PI”). Upon entry of the Collins PI, the State
moved for and the Court agreed to sever the claims against Defendant Bruce
Coillins from this cause of action and make them the subject of a separate action
numbered D-1-GV-10-000802 in the 126" District Court of Travis County, Texas,
so that it could proceed to final judgment.

Since the filing of the State’s Original Petition, the undersigned has learned
additional facts which make it necessary to now seek (1) the appointment of a
Receiver for Hill Country Funding to conserve and protect the assets thereof for
the benefit of its investors; (2) injunctive relief against Defendants Hill Country
Funding and Rogers and (3) the disgorgement of economic benefits from
Defendant Rogers.

Such facts are discussed further herein and include:

A. Defendant Gray dissolved Defendant HCF-Nevada on February 23, 2009
with sums remaining due and owing to investors;

B. While Defendant HCF-Nevada did not reincorporate, merge or otherwise
consolidate with Defendant Texas HCF-Texas, Defendant HCF-Texas has
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40.

Based on the purported mortality bond, Defendant Hill Country Funding
told investors from the outset the lowest annualized yield for their
participation. However, investors were further told that should the insured
pass away before life expectancy, their net annualized yield would be
higher.

Investors in the HCF Bonded Program signed a “Loan Agreement” and a
“Supplemental Agreement” wherein Defendant Hill Country Funding
agreed to pay investors their principal investment plus a specified rate of
return or "yield” on either the death of the insured, or by the bond carrier
after life expectancy of the insured is reached.

Hill Country Funding investors were told the “fotal preservation” of their
principal in the HCF Bonded Program was achieved by:

‘having Tax Lawyers Exchange receive & distribute client
funds to: (1) purchase the policy through an escrow account
at Pacific Northwest Title Co. of Oregon; (2) purchase the re-
insurance mortality or surety bond; and (3) function as the
third-party fiduciary to make all the premium payments for
[their] policy on a quarterly basis through the time-line of the
policy, issuing quarterly policy-status reports.”

The HCF Bonded Program was represented as a “Secure Money ldea”
because investors would purportedly receive a guaranteed return on their
investment payable from the proceeds of the insurance policies upon the
death of the insured, or from the bond carrier if the insured lived past the
stated life expectancy.

At the time the HCF Defendants offered for sale and sold bonded life settlement
contracts issued by Defendant Hill Country Funding, the Texas Department of
Insurance and the Texas State Securities Board had already taken actions
against Provident Capital Indemnity, Ltd., one of the aforementioned bonding
companies, to wit:

A.

On or around November 6, 2006, the Insurance Commissioner of Texas
entered Emergency Cease and Desist Order No. 06-1154. The Insurance
Commissioner found therein that Provident Capital Indemnity, Ltd., was
engaging in the unauthorized business of insurance in Texas, the conduct
was fraudulent, illegal, hazardous, and created an immediate danger to
public safety, and that such conduct was designed to evade the insurance
laws of the State of Texas.

On or about January 17, 2008, the Securities Commissioner entered
Emergency Cease and Desist Order No. ENF-08-CDO-1647, styled In the
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41.

42.

Matter of Provident Capital Indemnity, LTD, et al. The Securities
Commissioner found, inter alia, that:

L. The bonded life settlement contract and bonds were “securities” as
that term is defined in Section 4 of the Securities Act,

. Provident Capital Indemnity, Ltd., made offers containing
statements that were materially misleading or otherwise likely to
deceive the public and engaged in securities fraud, and

iii. Harold Maridon, a control person of Provident Capital Indemnity,
Ltd., was previously convicted of conspiracy to commit mail and
wire fraud in United States of America v. Harold Maridon, Cause
No. 8:97CR-149-1, in the United States District Court, District of
Nebraska.

The Enforcement Division of the Texas State Securities Board conducted an
investigation of Defendants Gray and Hill Country Funding. On or about
September 8, 2008, Defendant Gray, both individually and in his capacity as
Managing Member of Defendant Hill Country Funding filed an Undertaking with
the Securities Commissioner wherein he:

A. Agreed to notify all persons who made loans or any forms of investment
with Defendant Hill Country Funding that related to any form of bond or
reinsurance to be procured from Provident Capital Indemnity, Ltd., and
advise them of the existence of the Emergency Cease and Desist Orders
entered by the Texas Department of Insurance and the Texas State
Securities Board.

B. Agreed to offer to rescind any transactions with persons who made loans
or any form of investment with Defendant Hill Country Funding that related
to any form of bond or reinsurance to be procured from Provident Capital
Indemnity, Ltd., and

C. Agreed to comply with all provisions of the Texas Securities Act and to
cooperate with any future inquiries by the Texas State Securities Board.

SUMMARY OF RETIREMENT VALUE SCHEME

While still operating Defendant Hill Country Funding, Defendants Gray and
Rogers organized Defendant Retirement Value to fraudulently sell securities to
the investing public. From in or about April 2009, through February 28, 2010,
Defendants Retirement Value, Gray and Rogers (collectively referred to herein
as the “RV_Defendants”) collectively raised approximately $65 million from over
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43.

44,

45.

46.

47.

48.

800 investors through the sale of fraudulent investments in the death benefits of
life insurance policies.

Investors were told that their funds would be used to purchase life insurance
policies and that investors would receive a return on the investment payable from
the proceeds of the insurance policies upon the death of the insured.

RV Defendants, either directly or through a network of numerous unregistered
salespersons, told investors that a third party or third parties had performed
analyses of the medical histories of the insureds. These analyses reportedly
determined the estimated longevity of the insureds and thereby allowed the
Defendants to estimate the date that the insureds would die.

The analyses determined the anticipated maturity of the investment because
investors are not entitled to receive a return on their investment until or unless
the insureds die. Defendant Retirement Value, moreover, purportedly only
reserved funds to pay for premiums for the life insurance policies through a term
equal to the estimated life expectancy of the insureds plus twenty-four (24)
months. If the insureds live past this term, investors are required to pay for the
ongoing premium payments for the life insurance policies until the insured dies or
lose their entire investment.

RV Defendants, directly or indirectly, made a number of representations to
investors regarding the accuracy in the determination of the life expectancy of the
insureds. They represented, for example, that in excess of 90% of insureds die
within their estimated life expectancy and that 98.5% of insureds die within their
estimated life expectancy plus a term of twelve (12) months. These
representations are important, because as discussed elsewhere herein, the
estimated life expectancies of the insureds are the critical factors used to
determine the anticipated maturity of the investments and assess whether
investors need to pay additional funds to satisfy ongoing premium obligations.

RV Defendants made these statements in connection with a scheme to
misrepresent the reliability of the life expectancies to investors in the Re-Sale Life
Insurance Policy Program. They also did not tell investors that the life
expectancies are obtained through a company controlled by a convicted felon
who has provided similar life expectancies in other schemes that were eventually
subject to regulatory action.

RV Defendants also misrepresented or failed to disclose material facts about
their business repute and qualifications and the safety and security of the
investments. Investors tendered more than $65 million to Defendants based
upon these fraudulent representations and nondisclosures.
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50.

51.

RV DEFENDANTS’ SALES
OF ILLEGAL SECURITIES ISSUED BY
DEFENDANT RETIREMENT VALUE

Beginning in or about April 2009, and continuing through March 29, 2010, RV
Defendants offered for sale and sold investments in the death benefits of life
insurance policies. RV Defendants marketed and referred to the investments as
Retirement Value's Re-Sale Life Insurance Policy Program (the “RSLIP

Program”).

RV Defendants told investors that their purchase of an investment in the RSLIP
Program would entitle them to "base-line expected income" at an annual rate of
16.5% that would be payable upon maturity of the investment. Individuals who
invest $100,000 in the RSLIP Program will therefore expect to receive "base-line
expected income" in the amount of approximately $74,800 upon maturity.
Investors should therefore expect to receive $174,800, representing the "base
line expected income" and the original principal contribution, upon the maturity of
the investment.

RV Defendants told investors they could realize the "base-line expected income"
by using investor funds to purchase interests in re-sale life insurance policies.
RV Defendants represented the structure of the transaction as follows:

A. Investors were provided with a "portfolio" of re-sale life insurance policies
selected by Defendant Retirement Value.

B. The "portfolio" of re-sale life insurance policies identified certain aspects of
each individual policy, including the anticipated life expectancy of the
person insured by each policy.

C. Investors chose to participate in one or more of the re-sale life insurance
policies identified within this portfolio.

D. Principal tendered by investors was deposited into purported escrow
accounts maintained by Wells Fargo.

E. The investors’ funds were managed by Relief Defendant Kiesling Porter in
its purported capacity as “an independent escrow agent” and “third party
fiduciary”. RV Defendants told investors that the use of Relief Defendant
Kiesling Porter "assure[d] the total safeguarding and preserving of [the]
basis and targeted income" because “[a]t no time do any [of the] funds
come to, pass through, or get handled by anyone at Retirement Value.”
These were described as "essential components" of the RSLIP Program.

F. The investors’ funds were used to purchase the re-sale life insurance
policies identified on the aforesaid portfolio from a "policy aggregator.”
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G. Funds were purportedly maintained in “escrow” to cover all premium
payments for the life insurance policies that come due and owing on the
life insurance policies for a term equal to the life expectancy of the insured
plus twenty-four (24) months. Investors are entitled to receive a pro-rata
return of all unused premiums that remain in escrow upon the death of the
insured. Relief Defendant Kiesling Porter, in its capacity as escrow agent,
was purportedly responsible for processing all premium payments.

H. Investors would be required to advance additional funds to cover a pro-
rata portion of future premiums if the insured lived past his or her
projected date of death plus a term of twenty-four (24) months. Investors
who were unable to advance these funds under those circumstances
would forfeit their interests and lose their expected returns

l. Defendant Retirement Value became the owner of the re-sale life
insurance policies.

J. As owner of the re-sale life insurance policies, RV Defendants said
Defendant Retirement Value would name Kiesling, Porter as the
beneficiary and surrender its rights and authority to change the beneficiary
thereafter.

K. Investors were told that Kiesling Porter, as the beneficiary, would be
required to pay investors, as "irrevocable co-beneficiaries," a pro-rata
distribution of the death benefit of the selected policies upon the maturity
of the policy due to the death of the insured.

52. RV Defendants touted the business repute and qualifications of Defendants Gray |
and Rogers. For example:

A. RV Defendants promoted Defendant Gray as being credible and qualified
by representing that:

[Defendant Gray] has helped clients make wise money
decisions in hard financial times for the past 35 years and
has been a licensed insurance agent for over 18 years.
Personal participation in the re-sale life insurance policies for
his own retirement planning reinforces his credibility when
assisting numerous clients in doing the same. After earning
an A.B. degree in political science and a Master of Divinity
degree - and prior to the start of his business career -
[Defendant Gray] proudly completed four years of U.S. Army
active duty as a Chaplain, which included 13 months of
decorated field duty in Viet Nam [sic].

State of Texas v. Retirement Value, LLC, et al.
Plaintiff's First Amended Verified Petition Page 17 of 55



53.

B.

RV Defendants also promoted Defendant Rogers as being credible and
qualified by representing:

“[Defendant Rogers] supervises our Client Services
Department  while  contributing personally to the
development, design and implementation of all marketing
and print materials; she also coordinates all computer and
information technology needs. [Defendant Rogers] manages
the massive data accumulation an operation like ours
generates and assures client privacy, while providing timely
on-line access for licensees and clients alike to all
information needed for a satisfying business relationship with
us. [Defendant Rogers] combines 10 years of service in the
insurance, financial planning, and banking industries with
several years of re-sale policy sales experience. [Defendant
Rogers’] B.S. in Agribusiness was earned at Texas A & M
University — College Station, and she has also earned a
Masters of Business Administration.

RV Defendants also touted the business repute, qualifications and reliability of
the third party or third parties that provide the medical reviews and estimate the
life expectancies of the insureds. For example:

A.

RV Defendants represented that Defendant Retirement Value procured
estimates provided by a third party or third parties to predict the date that
the insured will die. RV Defendants told investors that the “fundamental
data” for these estimates is “thoroughly underwritten by and provided... by
as many as three (3) independent and totally objective... sources.” RV
Defendants purported to only use the longest availabie life expectancy
from these sources to determine the life expectancy of the individuals
insured by the insurance policies that are part of the RSLIP Program.

RV Defendants represented that all policies are accompanied with a life
expectancy certificate. However, RV Defendants failed to disclose that
these life expectancy certificates are received by Defendant Retirement
Value from James Insurance and not directly from Midwest Medical.
Midwest Medical issues a disclaimer for any certificates not received
directly from Midwest Medical and will not guarantee certificates received
otherwise as authentic.

RV Defendants touted the accuracy of the life expectancy estimates. For
example, RV Defendants told investors that 95% of insureds die at or
before their estimated date of death. RV Defendants also told investors
that 98.5% of insured die within twelve months of their estimated date of
death.
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54.

55.

56.

57.

58.

THE LIFE EXPECTANCY REPORTS USED BY
DEFENDANT RETIREMENT VALUE TO ESTIMATE
THE DATE THAT THE INSURED WILL DIE

Although RV Defendants represented to investors that Defendant Retirement
Value received three life expectancy evaluations and always selected the
longest, in truth and in fact, RV Defendants relied upon life expectancy reports
that were provided solely by Midwest Medical.

Midwest Medical is controlled by George Kindness. In or around November
2003, George Kindness was indicted for twenty-one counts involving conspiracy
and fraud in the introduction of misbranded and adulterated drugs into commerce
in United States of America v. George Kindness et al., CR. No. 03-20433BV, in
the United States District Court for the Western District of Tennessee, Western
Division. The indictment also alleged that George Kindness falsely represented
himself to be a medical doctor. He later pleaded to one count of the indictment
and is a convicted felon.

Midwest Medical and George Kindness have been previously accused of
providing inaccurate life expectancies that incorrectly and falsely predict the
dates that insureds will die. These accusations were made in cases that resulted
in the appointment of a receivership, such as SEC v. Mutual Benefits Corp., 408
F.3d 737 (11th Cir. 2005), SEC v. Secure Investment Services Inc. et al., Case
No. 2:07-cv-01724-LEW-CMK, in the Eastern District of California, Sacramento
Division, and more recently, SEC v. American Settlement Associates et al., Case
No. 4:10-cv-00912, in the Southern District of Texas, Houston Division.

Midwest Medical retained HMH Consulting to perform a detailed audit of its life
expectancy estimate process and anaiysis of its resuit. On or about February 22,
2010, HessMorganHouse Consulting (“HMH”") issued a preliminary report, which
concluded that, on the surface:

...there seems to be clear evidence that [Midwest Medical]'s Life
Expectancy Estimates have not been accurate and there is a strong
tendency for [Midwest Medical]s Median Life Expectancy
Estimates to be too short.

HMH Consulting qualified its finding by noting that it uncovered a large number of
data issues during the audit and analysis and that these data issues precluded a
fully reliable statistical analysis.

AVS Underwriting, LLC, and 21% Services, LLC conducted life expectancy
evaluations for at least 43 of the same insureds covered under the life insurance
policies offered in the RSLIP Program. The reports show life expectancies
averaging anywhere from 55 months up to 75 months longer than the life
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59.

60.

61.

expectancies provided by Midwest Medical for policies offered in the Re-Sale Life
Insurance Program.

RELIEF DEFENDANT KIESLING PORTER
AS THE “ESCROW AGENT”

RV Defendants represented that an essential component of the RSLIP Program
is that Relief Defendant Kiesling Porter served as the “independent” escrow
agent and “[a]t no time do any [investor] funds come to, pass through, or get
handled by anyone at [Defendant Retirement Value].” In truth and in fact, Relief
Defendant Kiesling Porter owed no duty to anyone other than Defendant
Retirement Value and investors were specifically excluded as beneficiaries to the
Escrow Agreement.

The Escrow Agreement between Defendant Retirement Value and Relief
Defendant Kiesling Porter sets forth, among other things, the following
responsibilities and duties as it pertains to Relief Defendant Kiesling Porter:

A. Relief Defendant Kiesling Porter is not obligated to perform any
independent, objective or fiduciary duties, to include independently verify
commissions, administrative fees and the purchase price, premiums or
terms of the life insurance policies;

B. Relief Defendant Kiesling Porter is only obligated to follow Defendant
Retirement Value's instructions for the use of investor funds even if it
receives conflicting instructions from any third party, which would include
any investor;

C. Relief Defendant Kiesling Porter owes no duty to anyone other than
Defendant Retirement Value except for instances of willful misconduct;

D. Neither investors nor licensees are intended to be a party or a third-party
beneficiary of the Escrow Agreement;

E. Relief Defendant Kiesling Porter has no legal obligation to negotiate,
mediate, arbitrate or litigate any contestable matters that relate to the life
insurance policies or the payment of claims thereon; and

F. Relief Defendant Kiesling Porter is not required to continue to serve as the
escrow agent and can relinquish its duties by canceling the Escrow
Agreement at any time.

RV Defendants represented to investors that Relief Defendant Kiesling Porter
deposited investor funds in separate policy escrow accounts to cover the specific
policy purchase price and premium payments. However, the accounts are not
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62.

63.

64.

65.

held in “escrow” since Relief Defendant Kiesling Porter owes no duty to anyone
other than Defendant Retirement Value. Moreover, Defendant Retirement Value
directed Relief Defendant to co-mingle investor funds by using funds from one
policy account to pay the purchase price or the premiums for other policies.

RV Defendants told investors that Relief Defendant Kiesling Porter is required to
pay investors, as "irrevocable co-beneficiaries," a pro-rata distribution of the
death benefit of selected policies upon the death of the insured. However,
neither Relief Defendant Kiesling Porter nor investors are listed as “irrevocable
beneficiaries or irrevocable co-beneficiaries” on any of the policies and
Defendant Retirement Value retains the rights and authority under the policies to
change the beneficiary or beneficiaries at any time.

OTHER REGULATORY ACTIONS AGAINST
DEFENDANTS RETIREMENT VALUE AND GRAY

On March 29, 2010, the Securities Commissioner entered Emergency Cease and
Desist Order ENF-10-CDO-1686 (hereinafter referred to as the “Securities
Emergency Order”), styled In the Matter of Retirement Value et al. The
Securities Commissioner found therein that Defendants Retirement Value Gray
and Collins engaged in fraud in connection with the offer and sale of securities,
offered for sale unregistered securities and offered for sale securities without
being registered as a dealer or agent.

On April 9, 2010, the Insurance Commissioner entered Emergency Cease and
Desist Order No. 10-0289 (hereinafter referred to as the “Insurance Emergency
Order”) against Defendants Retirement Value and Gray and Midwest Medical.
The Insurance Commissioner found therein that the named parties committed
fraudulent and dishonest acts and/or engaged in an unfair or deceptive act or
practice in the business of insurance.

As of the entry of the Securities Emergency Order and the Insurance Emergency
Order, Defendant Retirement Value received approximately $65 million from over
800 investors who collectively made approximately 1100 investments in the
RSLIP Program. Defendant Retirement Value used these funds in part as
follows:

A. Defendant Retirement Value paid approximately $9.3 million as
commissions to unregistered sales agents;

B. Defendant Retirement Value, and subsequently the RV Defendants,
retained approximately $8.4 million in purported “profits”, including more
than $3 million that was paid to or for the benefit of Gray; $600,000.00 that
was paid to Collins and almost $1 million that was paid to or for the benefit
of Rogers; and
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C. Defendant Retirement Value used $20.2 million to acquire the life
insurance policies, approximately $1.2 million to pay life insurance
premiums, almost $1.3 million for escrow fees, and set aside
approximately $22 million to finish acquiring certain life insurance policies
and to establish funds for future premium payments during the life
expectancy of the insured plus twenty-four (24) months.

FACTS IN SUPPORT OF JOINING DEFENDANTS
HILL COUNTRY FUNDING AND WENDY ROGERS

Since the State filed the Retirement Value Lawsuit on May 5, 2010, the
undersigned has learned many of the following facts that make it necessary for
the State to now seek injunctive relief against Defendants Hill Country Funding
and Rogers, as well as the disgorgement of economic benefits from Defendant
Rogers and the appointment of a Receiver for Defendant Hill Country Funding to
conserve and protect the assets for the benefit of its investors:

A. Defendant HCF-Nevada entered into “Loan Agreements” and
“Supplemental Agreements” with investors wherein it obligated itself to
pay investors the principal amount loaned to HCF-Nevada plus interest

upon the maturity thereof. See Exhibit B-11.

B. Defendant HCF-Nevada’s “Loan Agreement” provides that an investor
may declare the unpaid principal balance, earned interest and any other
amounts owed on the agreement immediately due if Defendant HCF-
Nevada defaults in the performance of an obligation in any instrument
safeguarding or coliateral to the agreement. See Exhibit B-11.

C. Defendant HCF-Nevada's “Supplemental Agreement” provides that a
default exists, inter alia, if Defendant HCF-Nevada is dissolved. See
Exhibit B-11.

D. On February 23, 2009, Defendant Gray dissolved Defendant HCF-Nevada
and declared that all debts, obligations and liabilities had been paid and
discharged or that adequate provisions had been made therefore. See
Exhibit C-2.

E. Defendant HCF-Nevada was not re-incorporated in Texas, merged with or
otherwise consolidated with Defendant HCF-Texas. See Exhibit C
(Affidavit of Eduardo S. Espinosa).

F. Defendant HCF-Texas has assumed custody and control of all of
Defendant HCF-Nevada’'s funds and the administration of the life
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K.

insurance policies Defendant HCF-Nevada purchased using funds loaned
to it by investors. See Exhibit C.

Other than the liquidation value of its policies and any claims to recover
funds from Defendant HCF-Texas, Defendant HCF-Nevada has no funds
with which to satisfy the investors demands should they exercise their
right to accelerate payment based on Defendant HCF-Nevada's default.
See Exhibit C.

Defendants Hill Country Funding and Retirement Value were commonly
owned and managed. In addition, the two companies co-mingled their
assets and resources, including the sharing of office space, utilities, staff,
supplies, and other business expenses in addition to the transfer of funds
discussed in sub-paragraphs | and W below. See Exhibit C.

Between February 23, 2010 and April 13, 2010, Defendant Retirement
Value transferred $2,075,000.00 to, and received $824,893.79 back from,
Defendant Hill Country Funding, thereby resulting in a net transfer of
$1,150,106.21 from Defendant Retirement Value to Defendant Hill
Country Funding during that time period. See Exhibit C.

Defendant Hill Country Funding currently still owns at least five (5) life
insurance policies it purchased using investor funds for which premiums
are or will become due within the next few months. The Receiver for
Retirement Value has already, at the request of Gray, made quarterly
premium payments in excess of $35,000.00 on Defendant Hill Country
Funding’s policies. See Exhibit C.

Defendant Hill Country Funding currently owes monthly interest payments
to investors totaling almost $5,000.00 per month. See Exhibit C.

As of May 5, 2010, Defendant Hill Country Funding had approximately
$375,000 available to pay operating expenses, monthly interest payments
due investors and premiums necessary to keep the five life insurance
policies in force. See Exhibit C.

Defendant Hill Country Funding has insufficient funds to meet its
anticipated obligations for monthly interest payments and policy premiums
for the benefit of investors. If Defendant Hill Country Funding makes the
monthly interest payments to investors, as requested by Defendant Gray,
and pays the insurance premiums to maintain the policies, it will deplete
its available funds by or about May 2011. Or if Defendant Hill Country
Funding does not make the monthly interest payments and pays only the
premiums necessary to keep the policies in force, it will deplete its
available funds by or about July 2011. However, the earliest any funds
from any of the bonds purportedly securing payment to investors would
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become available is January 2012, approximately six months after
Defendant Hill Country Funding will have depleted its available funds and
the life insurance policies will have lapsed. See Exhibit C.

N. Defendants Gray and Rogers formed Defendant Retirement Value merely
as a vehicle to continue to sell life settlement contracts, but without a
bond. Defendants Gray and Rogers offered Defendant Retirement
Value’s RSLIP Program for sale to investors on Defendant Hill Country
Funding's letterhead. See Exhibit F

0. Defendant Rogers is a 20% interest owner and founding Managing
Member of Defendant Retirement Value and has held the positions of Vice
President and Chief Executive Officer. See Exhibit C.

P. Almost $1 million of Retirement Value funds were paid directly to or for the
benefit of Defendant Rogers, including $12,300.00 that was paid to her in
commissions from her sale of the RSLIP Program. See Exhibit C.

Q. Defendant Rogers executed, on behalf of Defendant Retirement Value,
many of the informational and substantive documents that were delivered
to the investor-victims at or about the time of their investment, including a

day “free look” period had expired. See Exhibit C.

R. Defendants Gray and Rogers, together with Gray’'s wife, Catherine H.
Gray, and Morales, formed Absolute Betah (which purportedly means
“security” in Hebrew) in Delaware on March 1, 2010. See Exhibit C.

Defendant Retirement Value's “policy aggregator’, James Settiement
Services, refused to do business with Defendant Gray following the
Securities Emergency Order that was issued on March 29, 2010; and
therefore Defendants Gray and Rogers had to abandon their plans to use
Absolute Betah as the next company under which they would offer for sale
and sell a “securitized product” involving the death benefits of life
insurance policies. See Exhibit C.

»

T. Morales, a friend Defendant Rogers met in college and a part-time
employee of Defendant Retirement Value, set up a new company in the
name of Special Acquisitions to take the place of Absolute Betah and
under which Defendants Gray and Rogers intended to offer for sale and
sell a “securitized product” involving the death benefits of life insurance
policies. See Exhibit C.

U. Special Acquisitions was incorporated by Morales on March 30, 2010, the
day after the Securities Emergency Order was entered against Retirement
Value, Gray and Collins. See Exhibit G.
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68.

More than $1 million of Retirement Value’s funds were transferred to an
account at Chase bank in the name of Special Acquisitions for which
Defendant Rogers and Morales were the only signatories. See Exhibit C.

Special Acquisitions opened a bank account at Chase Bank on March 31,
2010 with $1,492,000 which was funded with $1,075,000 from Defendant
Hill Country Funding, $75,000 from an as-yet unidentified source and
$342,000 from Defendant Retirement Value. See Exhibit C.

Special Acquisitions returned $260,000 to Defendant Retirement Value
during the month of April 2010. See Exhibit C.

Defendant Rogers provided the Receiver for Defendant Retirement Value
with the following three explanations as for the purpose of diverting more
than $1 million of Defendant Retirement Value funds to Special
Acquisitions on March 30, 2010 (Exhibit C):

1) to fund a “war chest” so that money could be set aside for
attorneys to fight the regulatory action brought by the Texas State
Securities Board;

2) to continue funding development of a “securitized" product; and

3) to repay Defendant Gray's clients who had invested through
Defendant Gray in bonded life settlements from SIS, a prior
vehicle utilized to sell interest in the death benefits of life
insurance policies that was sued by the United States Securities
and Exchange Commission in August 2007 for, inter alia,
operating a Ponzi scheme.

Defendants Gray and Rogers planned to create yet another entity by
which they intended to continue selling an investment scheme, a “NON-
security” if possible, after “jettison[ing]” Defendants Gray, Rogers and
Collins and finding a suitable “composite replacement” therefor. See
Exhibit C-5.

DEFENDANTS RETIREMENT VALUE, GRAY AND ROGERS

OFFERED FOR SALE AND SOLD SECURITIES

The purpose of the Texas Securities Act is to protect investors. e.g., Texas
Securities Act Section 10-1.B; Shields v. State, 27 S.W. 3d 267 (Tex. App. 2000).

Section 4.A of the Texas Securities Act defines the term “securities” to include
investment contracts.
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