Introduction
This letter details new evidence which, I believe, proves that Rockingham acted negligently by
withholding key facts / information from investors when advising them to invest in ARM bonds. Had
investors been told the full facts then it is highly likely that they would not have accepted the
Rockingham advice to invest in the ARM Bonds and, consequently, would not have “lost” a substantial
amount. I hope that this new evidence will enable the FSCS to reconsider investors’ claims.
As you are aware, I represent a small group of fellow ARM investors who were also former clients of
Rockingham. The result of this resubmission is very important to us due to the catastrophic losses
which we have suffered, even after the receipt of compensation against Catalyst for which we are
very grateful.
From our conversations you explained that it needed only one piece of evidence (which would be
admissible in a court of law) for the FSCS to change its position on Rockingham and the advice it gave
relating to ARM-based products.
I have attached four statements made by, or on behalf of,
Rockingham in October 2009, October 2011 and March 2012. In the three sections below I explain
where this evidence comes from, what it is and why we think it proves that Rockingham had
information which was withheld from clients.
1.

ARM Bondholders Website (see Attachments 1 and 2)

This evidence is based on actual statements to clients published on behalf of Rockingham during the
few months after ARM’s financial problems became public knowledge in late summer 2011.
In August 2011 Rockingham set up a WordPress blog to communicate information about ARM to other
IFAs. In early September 2011 Rockingham started to use this website to communicate with its clients
who were affected by the financial problems at ARM, and signed these communications “Rockingham
‘ARMHelp’ Support Team”. From 12 September it was intended by Rockingham that these
communications would be published daily.
Rockingham was regulated by the (then) FSA and hence any information or advice it provided to
clients was subject to the control and regulations of the FSA. Also, I believe the information published
by Rockingham on this ARM Bondholders website was regularly monitored by the FSA. It must,
therefore, be reasonable to assume that anything published on this website was intended by
Rockingham to be believed by its clients as factually correct. Rockingham did not attribute the
information to other parties, and hence it was believed by clients to be information that Rockingham
knew itself.
From around the middle of October 2011 Rockingham handed over control of this ARM Bondholders
website to an independent group of investors, after which date any content was no longer subject to
FSA regulations.
I believe the Rockingham ARM Bondholder website served two main purposes:
a) It was intended to alleviate the obvious concerns which Rockingham clients were having at the
time
b) It was used by Rockingham as a way of defending its actions, both to the FSA and to its clients
Regarding this latter point, it is clear that Rockingham has always tried to shift the blame away from
either itself, Catalyst or ARM and on to the CSSF (Luxembourg Regulator) and the FSA. To the vast
majority of investors, however, it is abundantly clear that this was a “smokescreen” to cover up its
own failings.
In a post-dated 6th October, 2011 Rockingham attempted to explain in ‘plain English’ what was
happening with ARM. The post includes the following statements:
“When ARM set up the bond in Luxemburg they did not need a license to sell the bond.”

“ARM had been building up its portfolio and was doing well as all the previous bond
Factsheets will show. The CSSF then advised ARM that if they wanted to continue to sell the
bond they needed to get a license which ARM applied for.”
“Now, it is important to point out that through all of this the actual bond itself had been
performing exceptionally well. Maturities were in line with actuarial projections and the
portfolio ARM had amassed, through careful and diligent purchase, was the envy of the Life
Settlement world. The one area where the bond model was failing badly was new money into
the bond, caused directly by the CSSF and then the CBI, preventing further growth of the
asset pool.”
How did Rockingham know all this? This information must have come from ARM and/or Catalyst and
clearly demonstrates that Rockingham must have been discussing the matter with Catalyst, and hence
knew far more than was being conveyed to clients. In particular, Rockingham clearly had information
about the licensing issue, and also knew that continued investment of new money was required but
revealed that in this area the model was failing badly.
On the 21st October, 2011 Rockingham wrote a further detailed post on the website, which stated the
following:
“Rockingham selected the ARM bond after months of extensive due diligence on not
only ARM and its Directors but on the Asset Class itself. We also directly contacted
the other support companies that ARM used to establish the bond (counterparties)
without ARM’s knowledge to check their credentials and their legal relationships with
ARM. Rockingham also studied the Deloitte’s actuarial modelling associated with the
ARM bond and were happy that the bond was capable of producing the anticipated
returns suggested by ARM over the period of the investment.”
“ARM also provided us with Deloitte’s actuarial model for the fund which
depicted the results of over 5,000 permutations in relation to maturities at different
times and their relationship to expected mortality and cash flow. These showed
without doubt that provided the bond continued to receive regular inflows of new
investment until 2015 that the ARM bond would contain millions of dollars in
surplus funds by 2025.”
This post confirms that the ARM Bond had an inherent and major liquidity/cash-flow risk - the need
for regular inflows of new investment for many future years for the model to be successful.
Rockingham must have known this from the time it undertook its ‘extensive due diligence’ but this
information was not made available to all Rockingham’s clients.
As Rockingham had detailed
knowledge of the ARM’s Business Model, it was NOT reasonable to say that the ARM Product was either
low-risk or viable as it needed continuing sales for a substantial period of time. Rockingham gave the
impression that each ARM Bond was self-fulfilling in its objectives - a guaranteed annual return with
original capital returned. This impression was wrong because the Business Model shows that each
Bond was reliant on the next (and for many years to come!). To me as a layman it is clear that this
was a “rob Peter to pay Paul” situation.
Investors’ funds must have been channelled back into either paying coupons to themselves or to fellow
investors! Rockingham did not tell this to investors or explain the very high liquidity risks involved. I
think that this proves negligence through misrepresentation of the actual facts to investors.
Rockingham advised many investors that “ARM has a lower risk profile”. Based on the above facts,
this is, clearly, not true.
At no time were investors given the opportunity to agree to this “high-risk” strategy. If investors had
been told of the reality of the situation then, due to their attitude to risk, it is almost certain that
many would NOT have invested in the ARM Bonds. No matter what type of risk profile investors had
been allocated (even if they were “high-risk”), Rockingham would, surely, have had a legal
responsibility (“duty of care”) to inform them of the inherent risks within the ARM Business Model.
In addition, while it may have been reasonable for Rockingham to predict recurring sales of the ARM
Bonds for a few months, it was totally unreasonable (I would say negligent) to think that future sales,

over six or seven years, would match current sales. A lot could happen in that time which would be
out of the control of Rockingham.
Rockingham confirmed publically and to many investors that extensive due diligence had been
undertaken on Catalyst and, by implication, the ARM product.
I believe that this confirms that
Rockingham had very detailed and prior knowledge of the intricacies of the ARM Bonds.
2

ARM Investors Forum (see Attachment 3)

In March 2012 Rockingham went into liquidation. Steve Hunt, the former MD of Rockingham, joined the
ARM Investors Forum to explain the situation and apologise to former clients. In a post to the Forum
dated 9th March 2012 Steve Hunt made the following statements:
“By way of background information we conducted hundreds of hours of due diligence, not only
on ARM but the entire asset class”
“We also knew that the risks that would significantly affect those returns were: Longevity
risk, Exchange risk & Liquidity risk.”
“Liquidity risk; to some degree we controlled this ourselves. We never thought in a million
years that it would be the regulator themselves who actually caused the liquidity problem
which caused the bond to fail”
In this post Steve Hunt confirms (again) that Rockingham had undertaken significant due diligence and
that he knew liquidity was a significant risk. He further confirmed that the liquidity risk was
“controlled by ourselves”, which I take to mean that Rockingham expected to be able to continue
selling bonds for the period necessary for the Business Model to succeed. Clearly it was massively
optimistic to assume that new investment funds would continue for the necessary 7 years until 2015.
3

Retirement Adviser Magazine (see Attachment 4)

In late 2009 Rockingham launched its RITA product. The RITA product was based on the ARM bond and
was designed to provide a higher return than conventional annuity products. It is interesting to note
that very shortly after this article was published ARM was prevented by the CSSF from issuing bonds,
although Rockingham continued to sell the RITA product including ARM bonds.
In this article Steve Hunt makes the following statements:
“As a result, with RITA we have just chosen to have three investments - they are all low risk
and simple to understand”
“The third product in the mix is one we have been looking at very closely which is a life
settlement product from ARM. We have done extensive due diligence on this product and
believe it is the right one to use”
“I think the worst case scenario is if you get to the end of the l0-year term and you have not
made any money but you would still have your fund.”
“From initial concept to now it has taken 16 months”
"The main risk you find with life settlement is fraud so you do have to be careful. But if you
get one that is managed well then there are benefits to be had"
The article repeats the statements that Rockingham undertook extensive due diligence and had
concluded that the ARM product was low risk and simple to understand. This is clearly misleading and
Rockingham was well aware that the product was neither low risk nor simple to understand.
Steve Hunt states he believed that in the worst case scenario and investor would still have his fund.
This is clearly untrue and he will have known that it was possible for an investor to lose the whole of
an investment, which of course is what happened when new investment funds dried up.

The article was published in October 2009, at which date Steve Hunt states that Rockingham had
already been researching ARM for 16 months (i.e. since early 2008). Accordingly, Rockingham must
have been aware since early 2008 that investors’ capital was at risk and that liquidity (i.e. ongoing
new investment funds until 2015) was a major risk.
Conclusion
In conclusion, I feel that the evidence presented with this letter shows that Rockingham:
i.
ii.
iii.
iv.
v.
vi.

Had undertaken extensive due diligence
Had detailed knowledge of the Deloitte actuarial model which formed the basis of the ARM
Business Model
Knew of the significant risks of a liquidity shortfall
Had detailed inside knowledge of ARM from at least as early as 2008
Significantly underplayed the risks by describing ARM as low risk and simple to understand,
and
Strongly suggested that investors’ capital was not at risk

It is absolutely clear to me that Rockingham had a very good understanding of ARM, but did not act in
a professional way by deliberately withholding this information; most likely because they knew that
very many of their clients would not have agreed to the ARM investment if they had known of its “high
risk” Business Model.
I trust that the enclosed information will help the FSCS to reconsider investors’ claims.

Attachments:
Posts from Rockingham on ARM Bondholders Website (attachments 1 & 2)
Statement from Steve Hunt posted on ARM Investors Forum (attachment 3)
Interview with Steve Hunt in Retirement Planner Magazine (attachment 4)

Attachment 1
Post on ARM Bondholders Website by Rockingham – October 6th, 2011
ROCKINGHAM UPDATE ON ARM ASSET BACKED SECURITIES S.A.
Posted on 6 October, 2011 by Rockingham Retirement

We have had a number of requests to put what is happening in ‘plain English’ so we have tried to do this.
When ARM set up the bond in Luxemburg they did not need a license to sell the bond.
ARM had been building up its portfolio and was doing well as all the previous bond Factsheets will show.
The CSSF then advised ARM that if they wanted to continue to sell the bond they needed to get a license
which ARM applied for.
The CSSF then went back to ARM and said that before we (the CSSF) grant you (ARM) a license we
want to impose conditions on how you run the bond, namely the CSSF wanted both a ‘hedge
facility’ (where you pay lots of money to bank to ‘insure’ that if the exchange rate goes the wrong way
you won’t lose out) and a ‘liquidity facility’. These hedge facilities are very expensive and ARM and their
Actuaries Deloittes did not feel a hedging facility was necessary. The main reason for this is because they
were generating cash in three separate currencies, US Dollars, Euro and British Pounds which, provides a
‘natural’ hedge i.e. you are not forced into doing a currency exchange if you don’t want to if things are
bad. Let me explain further:
Sum Assured
Price of policy in US Dollars
Exchange Rate, $ to £
Cost in £ of policy
Profit on death if $ goes to 2.2$ to
the £
Profit if wait till $ goes back down
to 1.4$ to the £

$1,500,000.00
$330,000.00
1.1
£300,000.00
£381,818.18

$1.5 million
divided by 2.2 less
cost of policy

£771,428.57

$1.5 million
divided by 1.4 less
cost of policy

This is an exaggerated example to make the point. If ARM wanted to buy a $1.5 million policy, the price
of which was $330,000 (which is about what they were paying) then, at an exchange rate of 1.10 dollars
to the pound the policy would cost them £300,000 British pounds. Then, let’s say when the policy
matured 5 years later the exchange rate had gone up to 2.20 dollars to the pound. The profit, if ARM had
to convert back the maturity value $1.5 million to pounds would have been £381,818.18. But, if they had
cash coming in in pounds and euro and did not have to convert the $1.5 million back at 2.20 dollars to the
pound and could wait for the rate to come back down again to say 1.40 dollars to the pound that would
increase their profit to £771,428.57. We did specifically ask ARM what they would do in the event of the
US dollar collapsing and going to say 4.00 dollars to the pound to which they gave us the response that
the model had a ‘trigger point’ at which they (ARM) would hedge. The reason ARM did not want to
hedge is that they and Deloittes did not think it necessary at the time and it would have had a significant
and detrimental impact on the bond.
The other condition the CSSF wanted to impose on the bond was a ‘liquidity facility’. A liquidity facility
is a form of credit line whereby if there is a shortage of cash available, the credit line can be used. These
type of facilities are generally secured against the assets of the fund (i.e. the policies) and also charge a

high interest rate on funds available regardless if they have been used or not. It would be like you having
a credit card with a £5k limit on and being charged £1000 per year just to have it in your wallet. Again
ARM did not feel this was necessary as the policies themselves were liquid. I.e. if they needed cash they
could sell policies to raise cash. So, ARM, to prove their point put a dozen policies up for sale for which
they then secured buyers to prove they could raise liquidity if necessary. Again ARM’s decision was
based on the fact that this was an unnecessary financial burden on the fund which would have had a
negative effect on returns and the bondholders future coupon %.
After all this the CSSF still refused to grant ARM a license so ARM said, OK, if you won’t grant the
license we will go to Ireland and get it from them, which the CSSF agreed to. ARM put in place a Dublin
based structure, very similar to that which was set up in Luxembourg. It is normal for the Dublin based
company to be able to issue bonds without authorisation and the necessary documents were put in place
to ensure the new ARM structure abided by the rules. After the Irish Stock Exchange had come back with
‘no comment’ on the new prospectus, the Central Bank of Ireland steeped in literally hours later and
prevented ARM from issuing new bonds on the basis it wanted to examine the prospectus in greater
detail. After a few months, the CBI withdrew the banking exemption which is normally applied, thus
formally preventing ARM from issuing new bonds until it could meet the criteria applied to
banks…….the CBI was effectively classing ARM as a bank. ARM tried for a number of months to get
clarity over this and at times correspondence went unanswered for long periods of time. Eventually, the
CBI said they would only allow new bonds to be issued if ARM found tens of millions of euro’s to hold
in a separate account ‘unencumbered cash’ as a cash buffer and obtain a ‘liquidity facility’ and put in
place a ‘hedging facility’. The hedge and liquidity facility were put in place even though ARM did not
want to do so but the cash buffer proved to be an impossible requirement, despite ARM trying to
determine the justification for such an unprecedented high figure. Such a large cash facility would have
decimated the bond and made it more or less a cash bond and decimating coupon payments.
Now, it is important to point out that through all of this the actual bond itself had been performing
exceptionally well. Maturities were in line with actuarial projections and the portfolio ARM had amassed,
through careful and diligent purchase, was the envy of the Life Settlement world. The one area where the
bond model was failing badly was new money into the bond, caused directly by the CSSF and then the
CBI, preventing further growth of the asset pool.
This, of course was all being done under the watchful eye of the FSA, who first inspected Catalyst/ARM
on 14 July 2009 and who, quite rightly wanted the situation resolving with the European regulators as
there was no reason why the ARM bond should not and could not perform based on the Deloittes actuarial
model (which would have provided ARM with hundreds of millions of dollars surplus [profit] by 2025 if
they had been allowed to sell the bond until 2015, which included all coupon payments and maturities).
We also want to make it absolutely clear that no one other than ARM, the FSA and presumably the CSSF
know about the FSA visit and sanctions on Catalyst/ARM in August 2010. The FSA, by their actions
clearly thought, that this matter would be resolved and the Bond would be allowed to restart and deliver
the coupon as modelled by Deloittes.
So, after being stonewalled by both the Lux and Irish regulators ARM had no choice but to find another
‘vehicle’ for the bond; hence the Insetco proposal. And to go full circle the Insetco deal needs the
approval of the CSSF! All the time the CSSF and CBI prevaricated the strength of your bond was
growing weaker by the day.
We have confirmation from ARM that for tranches one to eight the total invested by bondholders is $175
million and the total face value of policies is $320 million. Current annual premiums are $8 million which
will reduce each year as policies mature and the average Life Expectancy is 8 years.

And on the subject of RISK:
http://www.armhelp.co.uk/slideshow.htm
I hope this has provided a bit more clarity and put things in more plain English. The main reason why we
have not done this in the past is because we have been concerned what the regulators would say about our
communications to investors and also we assumed working with regulators would eventually lead to a
satisfactory conclusion for everyone. Unfortunately it seems this was the incorrect assumption, it would
appear that the regulators do not have the best interests of our investors at heart and it is imperative they
are made aware of the absurdity of the current situation so that they may evaluate and act accordingly. We
are not trying to ‘blame’ anyone, the facts are the facts and it is time this mess was sorted out.
Thank you
Rockingham ‘ARMhelp’ Support Team.

Attachment 2
Post on ARM Bondholders Website by Rockingham – October 21st, 2011
ROCKINGHAM UPDATE ON ARM ASSET BACKED SECURITIES S.A.
Posted on 21 October, 2011 by Rockingham Retirement

One of the most common questions we are being asked is why did we sell ARM within our RITA contract
in the first place so again we will try and answer.
It is a fact, annuities are both poor value and in some cases unsuitable due the low initial income, total
lack of flexibility and lack of inflation proofing. The calculator on this link shows the true rate of return
for an annuity based on how long the average person lives ( http://www.my-rich.co.uk/info/
InflationCalculator.aspx ). Most annuities today, based on average life expectancy provide true returns
(taking into account the total loss of all capital at outset) of less than 2% per annum.
It should also be noted that conventional annuities are irrevocable once established and cannot take into
account any changes in lifestyle or health during the payment term. One could ask would anybody
commit to a 25 year mortgage that could never be changed in any way? That is exactly what you are
doing when you buy an annuity. However, unfortunately there is very little alternative for most people
and this is why Rockingham has specialised over the last seven years in ensuring that we secure the best
possible annuity for customers (over 18,000 of them) in terms of rate and annuity type.
It is also a fact that in general income drawdown products are expensive and also unsuitable for most
people as almost all drawdown plans are based on anticipated returns from Equities, Bonds, Gilts and
Property. Anyone who went into conventional drawdown and invested in these areas five years ago will
now almost certainly be regretting that decision.
It was Rockingham’s aim to develop a genuine alternative that gave people the flexibility of
drawdown with some of the underlying capital protection offered by an annuity.
RITA was created to meet those needs in that the SIPP, the ‘Wrapper’ the RITA drawdown was contained
within was offered for free, which is as low as you can go in relation to charges.
Rockingham then considered which investments to put into the structure and, came up with three core
investments, Prudential’s Trustee Investment Plan which has a 100% capital guarantee as did the second
the Met Life Guaranteed Investment Bond. The third investment was a life settlement fund and we chose
the ARM Assured Income plan which whilst not containing explicit capital or income guarantees was an
asset class that was described by many at that time as low risk with the underlying assets being
guaranteed life assurance contracts underwritten by A rated insurers or better. The following link provides
examples from many journalists and fund managers who believed life settlement funds to be a Low risk
option for investors, and we make no excuses for repeating this slideshow as it is easy to rate an
investment with the benefit of hindsight. The simple truth is that at the time we, along with a great many
others considered life settlements as lower risk than equities and if the truth be known they still probably
are if they are not starved of new cash or bled by a run of redemption requests. (http://
www.armhelp.co.uk/slideshow.htm ).
Rockingham selected the ARM bond after months of extensive due diligence on not only ARM and its
Directors but on the Asset Class itself. We also directly contacted the other support companies that ARM
used to establish the bond (counterparties) without ARM’s knowledge to check their credentials and their
legal relationships with ARM. Rockingham also studied the Deloitte’s actuarial modeling associated with

the ARM bond and were happy that the bond was capable of producing the anticipated returns suggested
by ARM over the period of the investment.
Our research also showed that returns on Life Settlement policies were running at 18%-22%. In addition
we considered in depth every single risk area associated with the investment and asked ARM for their
mitigating actions to reduce client exposure to the identified risks. These risks and associated mitigating
actions were then reflected in the documentation provided to all clients.
Our interpretation of the core risks, that would significantly affect the bond were covered by the natural
currency hedging and the wide diversification of policies within the portfolio creating a defined spread of
health conditions should there be a cure for cancer for example that would affect the ultimate Life
expectancy of the insured group. ARM also gave us full details of their methodology of covering liquidity
risk including the potential sale of policies and the raising of cash by a third party liquidity facility if
required.
ARM also provided us with Deloitte’s actuarial model for the fund which depicted the results of over
5,000 permutations in relation to maturities at different times and their relationship to expected mortality
and cash flow. These showed without doubt that provided the bond continued to receive regular
inflows of new investment until 2015 that the ARM bond would contain millions of dollars in
surplus funds by 2025.
Unfortunately Rockingham did not consider that the risks associated with the cash flow modeling by
Deloitte’s would actually be exacerbated by the Lux and Irish regulators themselves who were also
provided with the same Deloitte’s reports by ARM. We also did not consider the basic mechanics of the
ARM bond complex and certainly no more difficult to understand than many other investments including
bank deposits especially for those banks that have casino style subsidiaries. It is a simple fact that very
few investing individuals know where bank deposit money is invested other than in subprime American
Mortgages or Greek national debt.
The bottom line with the life settlement asset class is that the basic underlying asset ‘risk’ (the whole of
life insurance policy) is without doubt ‘low’. The Insured individuals are regrettably going to pass on and
it is regrettably for them just a case of when. If premiums are therefore paid on the policy to maturity then
the proceeds will be paid out to the legal owners. In fact there has never been the case where an American
whole of life policy has failed to pay under these circumstances in the last 100 years.
As a result of customers wanting to invest more of their funds into the life settlement asset class back in
2009/10 we started to promote a small number of other life settlement investments. In total we sold these
products to 39 people. At the time of placing these contracts we were not advised by the product
providers or our external compliance contractors that these investments were classed as UCIS
(Unregulated Collective Investment Scheme’s) and as a result we did not obtain full sophisticated or high
net worth Investor sign off for these clients although the vast majority would have been eligible to make
the investment. As a result of this Rockingham has recently been fined by the FSA for this breach in
regulatory protocol and been criticised for not understanding the ARM bond which we totally refute, and
other related matters.
We would like to make it clear that the ARM bond is not a UCIS investment under FSA guidelines. It
should also be noted to put the 39 UCIS cases into perspective that that over the last 7 years Rockingham
has successfully completed annuity and retirement income business for over 18,000 clients.

For whatever reason, if the CSSF had granted ARM a license in 2009 things would be very different now
for us all.
Rockingham ‘ARMhelp’ Support Team.
This entry was posted in ARM Update by Rockingham Retirement. Bookmark the permalink.

Attachment 3
Post on ARM Investors Forum by Steve Hunt, March 9th, 2012 at 10:05am
(Investor Discussions>General>Steve Hunt – Rockingham Questions)
Firstly I would like to state categorically that Rockingham did make mistakes, but in no way did anything
we do contribute to the decimation of the ARM fund; these are two entirely separate issues.
Issue one, a perfectly sound investment has been destroyed by the negative actions over a protracted
period of time by the Lux regulator and the fall-out is hundreds of people losing out on much needed
coupon income.
Issue two, Rockingham were fined for over exposing some clients to the ARM investment plan and for
underestimating the level of 'risk' for this type of investment for which I am genuinely sorry. With RITA
we thought we had found the illusive 'silver bullet' and I can assure you 100%, we put this together
primarily for the benefit of customers, I cannot apologise enough for how things have turned out and for
the mistakes Rockingham made.
By way of background information we conducted hundreds of hours of due diligence, not only on ARM
but the entire asset class. When we were asked to start our past business review our ARM DD file was
passed to the barrister in charge of the review who told us and the FSA that it was one of the most
extensive DD files they had ever seen, I have a copy of the file and I invite inspection by any bondholder.
Rockingham rated ARM as moderately cautious 3-4 (not LOW risk) let me explain why:
Risk is defined as the risk of loss, the risk of losing any of the initially invested capital.
We knew from our DD that life settlements were obtaining investment returns of 18-22%. We also knew
that the risks that would significantly affect those returns were: Longevity risk, Exchange risk &
Liquidity risk. We also knew that the base asset the 'life policy' itself was low risk as it was incontestable
and no American life policy has ever failed to pay on a legitimate claim. In that respect you cannot have
any lower risk as no-one lives forever.
These were also the main risks identified by Peter Smith Head of Investment at the FSA at the ELSA
conference in February 2010.
There are of course many other risk factors outlined in the risk fact sheet provided by Rockingham and
Catalyst to investors but their impact on the bond by and large were deemed to be minimal. So let’s
examine the risks:
Longevity Risk; ARM had literally hundreds of policies covering a great many health conditions so even
if there had been a cure for cancer it would not have had a significant impact on the bond performance.
Exchange risk; the bond created liquidity in three currencies, USD, Euro and Stirling which creates a
natural hedge. Hedging is very expensive and the ARM board decided that with a natural hedge
increasing charges by adding additional hedging would only reduces returns on the bond. This was all
fully explained in their prospectus.
Liquidity risk; to some degree we controlled this ourselves. We never thought in a million years that it
would be the regulator themselves who actually caused the liquidity problem which caused the bond to

fail. Additionally the ARM board proved to regulators that they could sell policies at any time to raise
liquidity.
Where is the evidence that this asset class should be rated anything other than low risk prior to the
Keydata collapse which was also caused by regulator intervention (spot the theme)? It is very easy now to
find opinion to support that viewpoint but at the time we did our DD everyone considered SLS as
relatively low-risk. Just because the FSA suddenly decide something is high risk does not mean it is,
again where is the evidence/research on which they based this decision?
In an independent report Debbie Harrison a very well respected reporter and part of the CASS business
school called the asset class to 'compare favourably with more aggressive bond funds’; she did not call it
high risk. Also, we sent two files to the FSA in 2009 two of which had 100% investments in ARM, the
FSA in 2009 did not say this was high risk or that we had over exposed these customers; they, the FSA
did not tell us to stop telling ARM. In fact no-one at the time was calling the asset class high risk; on the
contrary it was referred to as a lower risk uncorrelated asset across the board and we actually increased
the risk to moderately cautious.
So what is the truth? I met you Dale and you are an intelligent man as indeed a great many of our clients
were (we had professors, doctors, consultants and yes even ex FSA staff as customers) what makes the
asset class high risk? Do any of the main risk factors above mean there is a high risk of loss of initial
capital? There is a risk that returns reduce from 18% to 13% for example if there is a cure for cancer but
this would not cause a LOSS of initial capital.
Low risk does allow for an element of risk no matter how small or improbable. In this case the
improbable happened, no-one could have foreseen the regulator making such devastating decisions
on behalf of those it was supposedly trying to protect. I do not claim to understand it, but it has
happened against the odds.
Before the CSSF initial intervention we knew that ARM were in the process of having the portfolio
formally rated by AM Best and we saw the early informal results which were indicating an 'A' rating for
the portfolio and there was press coverage to show that other large portfolios had been rated similarly (see
attracted).
I hope these comments provide at least some back ground into our thought process in evaluating the risk
of the ARM bond.
Br
Steve

Attachment 4
Article published on 26th October 2009 in Retirement Planner Magazine
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