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EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2013

Or
o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
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 For the transition period from _________ to ________
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
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Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    x  Yes    £  No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company (as defined in Rule 12b-2 of the Exchange Act).

Large accelerated filer o Accelerated filer o

Non-accelerated filer o Smaller reporting
company x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
£ Yes    T No

As of October 30, 2013, GWG Holdings, Inc. had 9,124,000 shares of common stock outstanding.
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PART I—FINANCIAL INFORMATION

ITEM 1.  FINANCIAL STATEMENTS

GWG HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

September
30,
2013

December 31,
2012

(unaudited)
A S S E T S

Cash and cash equivalents $ 32,429,294 $ 27,497,044
Restricted cash 3,509,650 2,093,092
Investment in life settlements, at fair value 214,166,193 164,317,183
Other assets 5,847,872 4,040,716
TOTAL ASSETS $ 255,953,009 $ 197,948,035

L I A B I L I T I E S   A N D   S T O C K H O L D E R S '   E Q U I T Y   (D E F I C I T)
LIABILITIES
Revolving credit facility $ 79,000,000 $ 71,000,000
Series I Secured notes payable 32,038,372 37,844,711
Renewable secured debentures 110,059,651 55,718,950
Interest payable 6,331,314 3,477,320
Accounts payable and accrued expenses 1,604,726 1,761,558
Deferred taxes, net 7,212,233 5,501,407
TOTAL LIABILITIES 236,246,296 175,303,946

CONVERTIBLE, REDEEMABLE PREFERRED STOCK
    (par value $0.001; shares authorized 40,000,000; shares issued and outstanding
3,378,044 and 3,361,076; liquidation preference of $25,335,000 and $25,208,000,
respectively) 24,660,578 23,905,878

STOCKHOLDERS' EQUITY
    Common stock (par value $0.001: shares authorized  210,000,000; shares issued
and outstanding is  9,124,000 and 9,989,000 on September 30, 2013 and December
31, 2012, respectively) 9,124 9,989
Additional paid-in capital 3,085,760 6,971,844
Accumulated deficit (8,048,749) (8,243,622)
TOTAL STOCKHOLDERS' EQUITY (DEFICIT) (4,953,865) (1,261,789)

TOTAL LIABILITIES & STOCKHOLDERS' EQUITY (DEFICIT) $ 255,953,009 $ 197,948,035

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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GWG HOLDINGS, INC. AND SUBSIDIARIES 
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

Three Months Ended Nine Months Ended
September
30, 2013

September
30, 2012

September
30, 2013

September
30, 2012

REVENUE
Gain on life settlements, net $ 5,437,580 $ 4,788,291 $ 21,511,182 $ 10,257,537
Interest and other income 89,927 5,681 3,531,922 54,576
TOTAL REVENUE 5,527,507 4,793,972 25,043,104 10,312,113

EXPENSES
Employee compensation and benefits 1,100,159 745,386 4,101,502 1,862,469
Legal and professional fees 420,874 250,648 1,134,181 952,051
Interest expense 5,537,326 2,803,185 14,946,484 7,621,177
Other expenses 755,066 474,504 2,955,237 1,737,157
TOTAL EXPENSES 7,813,425 4,273,723 23,137,404 12,172,854

INCOME (LOSS) BEFORE INCOME TAXES (2,285,918) 520,249 1,905,700 (1,860,741)
INCOME TAX EXPENSE (BENEFIT) (656,968) 633,572 1,710,826 103,712

NET INCOME (LOSS) $ (1,628,950) $ (113,323) $ 194,874 $ (1,964,453)

NET INCOME (LOSS) PER SHARE
Basic $ (0.18) $ (0.01) $ 0.02 $ (0.20)
Diluted $ (0.11) $ (0.01) $ 0.01 $ (0.20)

WEIGHTED AVERAGE SHARES OUTSTANDING
Basic 9,124,000 9,978,250 9,735,925 9,989,000
Diluted 14,978,001 9,978,250 15,607,894 9,989,000

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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GWG HOLDINGS, INC. AND SUBSIDIARIES 
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

(unaudited)

Three Months Ended Nine Months Ended
September
30, 2013

September
30, 2012

September
30, 2013

September
30, 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) $ (1,628,950) $ (113,323) $ 194,874 $ (1,964,453)
Adjustments to reconcile net income (loss) to net
cash flows from operating activities:
Gain on life settlements (6,960,335) (8,881,542) (25,904,240) (19,871,791)
Amortization of deferred financing and issuance costs 1,125,913 394,438 3,056,793 1,303,895
Deferred income taxes (655,968) 633,572 1,710,826 103,712
Convertible, redeemable preferred stock dividends
payable 185,231 215,059 443,486 636,069
(Increase) decrease in operating assets:
Other assets 432,671 (115,761) (3,181,461) 941,525
Increase (decrease) in operating liabilities:
Accounts payable and accrued expenses 470,395 791,825 2,168,874 1,450,958

                 NET CASH FLOWS USED IN
OPERATING ACTIVITIES (7,031,043) (7,075,732) (21,510,848) (17,400,085)

CASH FLOWS FROM INVESTING ACTIVITIES
Investment in life settlements (14,030,797) (5,361,540) (26,916,790) (7,983,570)
Proceeds from settlement of life settlements 1,331,743 - 4,203,895 416,665
                 NET CASH FLOWS USED IN
INVESTING ACTIVITIES (12,699,054) (5,361,540) (22,712,895) (7,566,905)

CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from revolving credit facility - - 8,000,000 6,000,000
Proceeds from issuance of Series I Secured notes
payable - - - 50,000
Payments for redemption of Series I Secured notes
payable (2,311,710) (1,843,032) (6,242,586) (5,311,989)
Proceeds from issuance of renewable secured
debentures 19,617,094 17,878,571 62,056,755 33,635,657
Payments for redemption and issuance of renewable
secured debentures (4,305,558) (914,880) (9,642,129) (1,627,467)
Proceeds from restricted cash 954,217 3,427,198 (1,416,558) 3,369,837
Repurchase of common stock - - (3,252,400) -
Issuance (redemptions) of convertible, redeemable
preferred stock (35,285) 500,000 (347,089) 6,287,375
Payments of issuance cost for preferred stock 558,729 (1,050,633)
                 NET CASH FLOWS PROVIDED BY
FINANCING ACTIVITIES 13,918,758 19,606,586 49,155,993 41,352,780

(5,811,339) 7,169,314 4,932,250 16,385,790
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                 NET INCREASE IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS
    BEGINNING OF PERIOD 38,240,633 11,094,825 27,497,044 1,878,349
    END OF PERIOD $ 32,429,294 $ 18,264,139 $ 32,429,294 $ 18,264,139

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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GWG HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS – CONTINUED

(unaudited)

Three Months Ended Nine Months Ended
September
30, 2013

September
30, 2012

September
30, 2013

September
30, 2012

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION
Interest paid $ 3,605,000 $ 1,839,000 $ 10,117,000 $ 4,958,000
NON-CASH INVESTING AND FINANCING
ACTIVITIES
Series I secured notes:
    Non-cash conversion of Series I secured notes $ 350,000 - 350,000 4,220,000
    Non-cash conversion of accrued interest  and
commissions payable to principal $ 39,000 $ 43,000 $ 190,000 $ 80,000
Renewable secured debentures:
    Non-cash conversion of accrued interest and commission
payable to principal $ 91,000 $ - $ 191,000 $ -
Convertible, redeemable preferred stock
    Non-cash conversion of dividends payable $ 182,000 $ 160,000 $ 443,000 $ 408,000
    Non-cash accretion of convertible, redeemable preferred
stock to redemption value $ 192,000 $ 378,000 $ 658,000 $ 1,031,000
Investment in life settlements included in accounts payable $ - $ 340,000 $ - $ 501,000

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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GWG HOLDINGS, INC. AND SUBSIDIARIES 
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

(unaudited)

Common
Common
Stock

Additional
Paid-in Accumulated

Shares (par) Capital Deficit
Total
Equity

Balance, December 31, 2011 9,989,000 $ 9,989 $ 8,169,303 $ (7,230,723) $ 948,569

  Net income - - - (1,012,899) (1,012,899)

  Issuance of warrants to purchase
common  stock - - 380,946 - 380,946

  Accretion of preferred stock to liquidation
value - - (1,578,405) - (1,578,405)

Balance, December 31, 2012 9,989,000 9,989 6,971,844 (8,243,622) (1,261,789)

  Net income 194,874 194,874

  Repurchase of common stock (865,000) (865) (3,251,535) (3,252,400)

  Issuance of stock options 23,753   23,753

  Accretion of preferred stock to liquidation
value (658,302) (1) (658,303)

Balance, September 30, 2013 9,124,000 $ 9,124 $ 3,085,760 $ (8,048,749) $ (4,953,865)

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

( 1 )       Nature of business and summary of significant accounting policies

Nature of business - GWG Holdings, Inc. (Holdings) (previously GWG Holdings, LLC) and Subsidiaries, located in
Minneapolis, Minnesota, facilitates the purchase of life insurance policies for its own investment portfolio through its
wholly owned subsidiary, GWG Life Settlements, LLC (GWG Life), and its subsidiaries, GWG Trust, LLC (Trust),
GWG DLP Funding II, LLC (DLP II) and its wholly owned subsidiary, GWG DLP Master Trust II (the Trust II).
Holdings converted from a limited liability company into a corporation effective June 10, 2011 and as a result of this
change all member units were converted into common stock.  Holdings finances the acquisition of life insurance
policies, and pays policy premiums, through funds available on its line of credit and the issuance of debt and equity
securities. GWG Member, LLC, a wholly owned subsidiary formed November 2010 to facilitate the acquisition of
policies, has not commenced operations as of September 30, 2013.  The entities were legally organized in Delaware
and are collectively referred herein to as GWG, or the Company.

On July 11, 2011, the Company entered into a Purchase and Sale Agreement with Athena Securities Group, LTD and
Athena Structured Funds PLC. Under this agreement, Holdings issued to Athena Securities Group, LTD (Athena)
989,000 shares of common stock, which was equal to 9.9% of the outstanding shares in the Company, in exchange for
shares equal to 9.9% of the outstanding shares in Athena Structured Funds, PLC (Athena Funds) and cash of $5,000.
In accordance with Accounting Standards Codification (ASC) 505-50, the Company recorded the share-based
payment transaction with Athena at the fair value of the Company’s 989,000 shares of common stock issued as it was
the most reliable measurable form of consideration in this exchange the total value ascribed to the common stock
issued to Athena was $3.6 million. The $5,000 cash paid by Athena, which represents the fair value of the shares of
Athena Funds, is included in financing activities of the Consolidated Statement of Cash Flows.

On June 28, 2013, GWG Holdings, Inc. entered into a new Purchase and Sale Agreement with Athena Securities
Limited and Athena Securities Group Limited. The June 28, 2013 agreement terminated the parties’ original Purchase
and Sale Agreement dated July 11, 2011. Under the new agreement, Holdings appointed Athena Securities Group
Limited (i) as Holdings’ exclusive representative for the offer and sale of Holdings’ Renewable Secured Debentures in
Ireland, and (ii) as a distributor for the offer and sale of those debentures in Europe and the Middle East, in each case
until May 8, 2014. Any compensation payable to Athena Securities Group Limited will be in accordance with the
compensation disclosures set forth in Holdings’ prospectus for the offering filed with the SEC on dated June 4, 2013,
as the same may be supplemented or amended from time to time. In addition, the new agreement effected the sale by
Athena Securities Limited to Holdings of 865,000 shares of Holdings’ common stock, and Holdings’ sale back to
Athena Securities Group Limited of certain shares of GWG Securities International Public Limited Company
(formerly known as Athena Structured Funds PLC) originally transacted under the original July 11, 2011 agreement.
The Company recorded a non-cash gain on the transaction of $3,252,000.

Basis of presentation - The condensed consolidated balance sheet as of September 30, 2013 and December 31, 2012,
the condensed consolidated statements of operations for the three and nine months ended September 30, 2013 and
2012, the condensed consolidated statements of cash flows for the three and nine months ended September 30, 2013
and 2012, the condensed consolidated statement of changes in equity for the twelve months ended December 31, 2012
and nine months ended September 30, 2013, and the related information presented in these notes, have been prepared
by management in accordance with U.S. generally accepted accounting principles for interim financial information
and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X, without audit. To the extent that
information and notes required by U.S. generally accepted accounting principles (“GAAP”) for complete financial
statements are contained in or are consistent with the consolidated audited financial statements in the Company’s Form
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10-K for the year ended December 31, 2012, such information and notes have not been duplicated herein. In the
opinion of management, all adjustments considered necessary for a fair presentation of results have been included.
The condensed consolidated balance sheet at December 31, 2012 was derived from the audited consolidated financial
statements as of that date. Operating results for the three and nine months ended September 30, 2013 are not
necessarily indicative of the results that may be expected for the year ending December 31, 2013. For further
information, refer to the consolidated financial statements and notes thereto included in the Company’s Annual Report
on Form 10-K for the year ended December 31, 2012.

Use of estimates - The preparation of consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported
amounts of revenues and expenses during the reporting period. The Company regularly evaluates estimates and
assumptions. The Company bases its estimates and assumptions on current facts, historical experience, and various
other factors that it believes to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities and the accrual of costs and expenses that are not readily
apparent from other sources. The actual results experienced by the Company may differ materially and adversely from
the Company’s estimates. To the extent there are material differences between the estimates and the actual results,
future results of operations will be affected. The most significant estimates with regard to these consolidated financial
statements relates to (1) the determination of the assumptions used in estimating the fair value of the investment in life
insurance policies, and (2) the value of deferred tax assets and liabilities.

8
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Life settlements - ASC 325-30, Investments in Insurance Contracts, allows a reporting entity the election to account
for its investments in life settlements using either the investment method or the fair value method. The election shall
be made on an instrument-by-instrument basis and is irrevocable. Under the investment method, an investor shall
recognize the initial investment at the purchase price plus all initial direct costs. Continuing costs (policy premiums
and direct external costs, if any) to keep the policy in force shall be capitalized. Under the fair value method, an
investor shall recognize the initial investment at the purchase price. In subsequent periods, the investor shall
re-measure the investment at fair value in its entirety at each reporting period and shall recognize the change in fair
value in current period income net of premiums paid. The Company uses the fair value method to account for all life
settlements.

The Company recognizes realized gains (revenue) from life settlement contracts upon one of the two following
events:

1)       Receipt of death notice or verified obituary of insured
2)       Sale of policy and filing of change of ownership forms and receipt of payment

The Company recognizes the difference between the death benefits and carrying values of the policy when an insured
event has occurred and the Company determines that settlement and ultimate collection of the death benefits is
realizable and reasonably assured. Revenue from a transaction must meet both criteria in order to be recognized.  In an
event of a sale of a policy the Company recognizes gain or loss as the difference between the sale price and the
carrying value of the policy on the date of the receipt of payment on such sale.

Deposits and initial direct costs advanced on unsettled policy acquisitions are recorded as other assets until policy
ownership has been transferred to the Company.  Such deposits and direct cost advances were $0 and $785,000 at
September 30, 2013 and December 31, 2012, respectively.

Deferred financing and issuance costs - Financing costs incurred to obtain financing under the revolving credit
facility, as described in note 6, have been capitalized and are amortized using the straight-line method (which
approximated the interest method) over the term of the revolving credit facility.  Amortization of deferred financing
costs was $89,000 and $58,000 for the three months ended September 30, 2013 and 2012, respectively, and $365,000
and $175,000 for the nine months ended September 30, 2013 and 2012, respectively.  The expected future
amortization is $89,000 and $358,000 for the three months ending December 31, 2013 and the year ending December
31, 2014, respectively.  The Series I Secured notes payable, as described in note 7, are reported net of issuance costs,
sales commissions and other direct expenses, which are amortized using the interest method over the term of each
respective borrowing.  The Renewable Secured Debentures, as described in note 8, are reported net of issuance costs,
sales commissions and other direct expenses, which are amortized using the interest method over the term of each
respective borrowing.  The Series A preferred stock, as described in note 9, is reported net of issuance costs, sales
commissions, including the fair value of warrants issued, and other direct expenses, which are amortized using the
interest method as interest expense over the three-year redemption period.

Earnings (loss) per share - Basic per share earnings (loss) attributable to non-redeemable interests is calculated using
the weighted-average number of shares outstanding during the period.  Diluted earnings per share is calculated based
on the potential dilutive impact, if any, of the Company’s convertible, redeemable preferred stock, and outstanding
warrants, and stock options.
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Recently adopted pronouncements - In May 2011, the FASB issued ASU No. 2011-04, “Fair Value Measurement
(Topic 820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP
and IFRS”, which amends disclosure requirements related to categorization within the fair value hierarchy. This update
results in common principles and requirements for measuring fair value and disclosing information about fair value
measurements in accordance with GAAP and International Financial Reporting Standards. The guidance became
effective for the annual period beginning January 1, 2012. The adoption of this guidance did not have a material
impact on the Company’s consolidated financial statements.

Other pronouncements issued by the FASB or other authoritative accounting standards groups with future effective
dates are either not applicable or are not expected to be significant to the Company.

( 2 )       Restrictions on cash

The Company is required by its lenders to maintain collection and escrow accounts. These accounts are used to pay
annual premiums of insurance policies, pay interest and other charges under the revolving credit facility, and collect
policy benefits. DZ Bank AG, as agent for Autobahn Funding Company, LLC, the lender for the revolving credit
facility as described in note 6, authorizes the disbursements from these accounts. At September 30, 2013 and
December 31, 2012 there was a balance of $3,510,000, and $2,093,000, respectively, maintained in these restricted
cash accounts.

9

Edgar Filing: GWG Holdings, Inc. - Form 10-Q

13



GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

( 3 )       Investment in life insurance policies

The life insurance policies (Level 3 fair value measurements) are valued based on unobservable inputs that are
significant to the overall fair value measurement. Changes in the fair value of these instruments are recorded in gain or
loss on life insurance policies in the consolidated statements of operations (net of the cash premiums paid on the
policies). The fair value is determined on a discounted cash flow basis that incorporates life expectancy
assumptions.  Life expectancy reports have been obtained from widely accepted life expectancy estimate providers.
The discount rate incorporates current information about market interest rates, the credit exposure to the insurance
company that issued the life insurance policy and our estimate of the risk premium an investor in the policy would
require. As a result of management’s analysis, discount rates of 11.77% and 12.08% were applied to the portfolio as of
September 30, 2013 and December 31, 2012, respectively.

A summary of the Company’s life insurance policies accounted for under the fair value method and their estimated
maturity dates, based on remaining life expectancy estimates, is as follows:

As of September 30, 2013 As of December 31, 2012

Years Ending December
31,

Number
of

Contracts

Estimated
Fair
Value

Face
Value

Number
of

Contracts

Estimated
Fair
Value

Face
Value

2013 - $ - $ - - $ - $ -
2014 - - - - - -
2015 2 1,296,000 2,000,000 2 1,163,000 2,000,000
2016 12 10,512,000 18,485,000 13 11,608,000 22,229,000
2017 20 30,856,000 60,914,000 17 21,155,000 53,439,000
2018 32 30,498,000 71,239,000 31 28,252,000 75,668,000
2019 38 35,001,000 97,862,000 35 26,947,000 84,579,000
Thereafter 150 106,003,000 454,569,000 113 75,192,000 334,331,000
Totals   254 $ 214,166,000 $ 705,069,000  211 $ 164,317,000 $ 572,246,000

The Company recognized death benefits of $5,000,000 and $0 during the three-month periods ended September 30,
2013 and 2012, respectively, related to policies with a carrying value of $1,332,000 and $0, respectively.  The
Company recorded realized gains of $3,668,000 and $0 on such policies.  The Company recognized death benefits of
$15,600,000 and $4,500,000 during the nine-month periods ended September 30, 2013 and 2012, respectively, related
to policies with a carrying value of $4,204,000 and $417,000, respectively.  The Company recorded realized gains of
$11,396,000 and $4,083,000 on such policies.

Reconciliation of gain on life settlements:

Three Months Ended
September 30,

Nine Months Ended 
September 30,

2013 2012 2013 2012
Change in fair value $ 6,960,000 $ 8,881,000 $ 25,904,000 $ 18,249,000
Premiums and other annual fees (5,191,000) (4,093,000) (15,789,000) (12,074,000)
Policy maturities 3,668,000 - 11,396,000 4,083,000
Gain on life settlements, net $ 5,437,000 $ 4,788,000 $ 21,511,000 $ 10,258,000
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The estimated expected premium payments to maintain the above life insurance policies in force for the next five
years, assuming no mortalities, are as follows:

Years Ending December 31,
Three months ending December 31, 2013 $ 5,735,000
2014 22,692,000
2015 24,530,000
2016 26,912,000
2017 29,964,000

$ 109,833,000

10
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Management anticipates funding the estimated premium payments as noted above with proceeds from the DZ Bank
revolving credit facility and through additional debt and equity financing as well as from cash proceeds from
maturities of life insurance policies. The proceeds of these capital sources are also intended to be used for the
purchase, financing, and maintenance of additional life insurance policies.

( 4 )       Fair value definition and hierarchy

ASC 820 establishes a hierarchical disclosure framework which prioritizes and ranks the level of market price
observability used in measuring assets and liabilities at fair value. Market price observability is affected by a number
of factors, including the type of investment, the characteristics specific to the investment and the state of the
marketplace including the existence and transparency of transactions between market participants. Assets and
liabilities with readily available active quoted prices or for which fair value can be measured from actively quoted
prices in an orderly market generally will have a higher degree of market price observability and a lesser degree of
judgment used in measuring fair value. ASC 820 establishes a three-level valuation hierarchy for inputs used in
measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable inputs by
requiring that the most observable inputs be used when available. Observable inputs are inputs that market participants
would use in pricing the asset or liability developed based on market data obtained from sources independent of the
Company. Unobservable inputs are inputs that reflect the Company’s assumptions about the assumptions market
participants would use in pricing the asset or liability developed based on the best information available in the
circumstances. Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
(i.e., the “exit price”) in an orderly transaction between market participants at the measurement date.

The hierarchy is broken down into three levels based on the observability of inputs as follows:

● Level 1 - Valuations based on quoted prices in active markets for identical assets or liabilities that the Company
has the ability to access.  Since valuations are based on quoted prices that are readily and regularly available in
an active market, valuation of these products does not entail a significant degree of judgment.

 ● Level 2 - Valuations based on one or more quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly.

 ● Level 3 - Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

The availability of observable inputs can vary by types of assets and liabilities and is affected by a wide variety of
factors, including, for example, whether an instrument is established in the marketplace, the liquidity of markets and
other characteristics particular to the transaction. To the extent that valuation is based on models or inputs that are less
observable or unobservable in the market, the determination of fair value requires more judgment. Accordingly, the
degree of judgment exercised by management in determining fair value is greatest for assets and liabilities categorized
in Level 3.

Level 3 Valuation Process

The estimated fair value of the Company’s life settlements are determined on a quarterly basis by the Company’s
portfolio management committee, taking into consideration changes in discount rate assumptions, estimated premium
payments and life expectancy estimate assumptions, as well as any changes in economic and other relevant
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conditions.  These inputs are then used to estimate the discounted cash flows using the MAPS probabilistic portfolio
pricing model, which estimates the cash flows using various probabilities and scenarios.  The valuation process
includes a review by senior management as of each valuation date.  Management has also engaged a third party expert
to independently test the accuracy of the valuations using the inputs provided by management on a quarterly basis.

Life insurance policies represent financial instruments recorded at fair value on a recurring basis. The following table
reconciles the beginning and ending fair value of the Company’s Level 3 investments in life insurance policies for the
three and six month periods ending September 30, as follows:

Three month ended
September 30,

Nine months ended
September 30,

2013 2012 2013 2012
Beginning balance $ 193,892,000 $ 133,848,000 $ 164,317,000 $ 122,169,000
Purchases 14,646,000 5,100,000 28,149,000 7,827,000
Maturities (cash in excess of carrying value) (1,332,000) - (4,204,000) (416,000)
Net change in fair value 6,960,000 8,881,000 25,904,000 18,249,000
Ending balance (September 30) $ 214,166,000 $ 147,829,000 $ 214,166,000 $ 147,829,000

11
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

The fair value of a portfolio of life insurance policies is based on information available to the Company at the
reporting date. Fair value is based upon a discounted cash flow model that incorporates life expectancy estimate
assumptions.  Life expectancy estimates are obtained from independent and third-party widely accepted life
expectancy estimate providers at policy acquisition. The life expectancy values of each insured, as determined at
policy acquisition, are rolled down monthly for the passage of time by the MAPS actuarial software the Company uses
for ongoing valuation of its portfolio of life insurance policies.  The discount rate incorporates current information
about discount rates applied by other reporting companies owning portfolios of life insurance policies, discount rates
observed in the life insurance secondary market, market interest rates, the credit exposure to the insurance company
that issued the life insurance policy and management’s estimate of the risk premium a purchaser would require to
receive the future cash flows derived from our portfolio of life insurance policies.

On January 22, 2013, one of the independent medical actuarial underwriting firms we utilize, 21st Services,
announced advancements in its underwriting methodology, resulting in revised estimated life expectancy mortality
tables.  We have been advised by 21st Services that the changes are very granular and relate to both specific medical
conditions and lifestyles of insureds.  These changes are the result of the application of additional medical information
that has been gathered by 21st Services over a period of time, and which has now been applied to the inputs and
methodologies used to develop the actuarial life expectancy estimates.  While we do not believe these revised
methodologies indicate the previous life expectancy estimates were inaccurate, we believe the revised methodologies
provide additional information that should be considered in updating life expectancy estimates of the insureds within
our portfolio of life settlement contracts as of September 30, 2013 and December 31, 2012.  Based upon our
evaluation and analysis of data made available by 21st Services, as well as information regarding the insureds within
our portfolio, we have estimated the impact of the changes in 21st Services’ methodologies for determining life
expectancy estimates on a policy-by-policy basis within our portfolio and applied such changes to the life expectancy
inputs used to estimate fair value.  We have adjusted the original life expectancy estimates provided by 21st Services
based on four factors, the impact of each analyzed individually for each insured in the GWG portfolio.  The four
factors are gender, anti-selection, age, and primary impairment.  While the analysis and adjustments were applied on
an individual policy basis, the result was an average overall increase in the original life expectancy estimates of
8.67%.  We have a standard practice of obtaining two third-party life expectancy estimates for each policy with a
policy face value in excess of $250,000 in our portfolio.  As a result, the effective change in the life expectancy
estimate on the portfolio was an average increase of approximately 4.33%, which resulted in an aggregate decrease in
the fair value of our portfolio of life insurances policies of $12.4 million as of December 31, 2012.  Life
expectancy  is, by its very nature, an estimate.  

Due to the estimating changes made by 21st Services, and because refinement in estimating methods is ongoing, we
have been obtaining updated life expectancy estimates for all policies purchased where we used a life expectancy
estimate from 21st Services.  Of the 211 policies we owned on December 31, 2012, we have obtained updated medical
records and life expectancy estimates for 138 policies and are in the process of updating medical records and life
expectancy estimates for the remaining 73  policies as of September 30, 2013.  For the other 138 policies we have
obtained updated life expectancy estimates, we compared the life expectancy estimate used on September 30, 2013 to
that used on December 31, 2012, including the above-described adjustments made to 21st Services’ life expectancy
estimates.  After accounting for the nine months that elapsed between these dates using the MAPS actuarial software
and the mortalities with the portfolio, the updated life expectancy estimates at September 30, 2013 were shorter than
those used on December 31, 2012 by an average of 1.2 months, or 1.4%.   We therefore believe that, at this time, the
adjustments made to the 21st Services’ life expectancy estimates on December 31, 2012 were adequate. We plan to
continue the process of updating medical records and life expectancy estimates on the remainder of the 73 policies in
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the portfolio in the months ahead. 

The fair value of life insurance policies is estimated using present value calculations of estimated cash flows based on
the data specific to each individual life insurance policy. Estimated future policy premium payments are calculated
based on the terms of the policy and the premium payment history. The following summarizes the unobservable inputs
utilized in estimating the fair value of the portfolio of life insurance policies:

As of 
September

30,
2013

As of
December

31,
2012

Weighted average age of insured 81.9 81.3
Weighted average life expectancy estimates, months* 88.9 91.6
Average face amount per policy $ 2,775,863 $ 2,712,063
Discount rate 11.77% 12.08%

* Standard life expectancy as adjusted for insured’s specific circumstances where an updated life expectancy
estimate has not been obtained.

12

Edgar Filing: GWG Holdings, Inc. - Form 10-Q

19



GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

These assumptions are, by their nature, inherently uncertain and the effect of changes in estimates may be significant.
The techniques used in estimating the present value of estimated cash flows are derived from valuation techniques
generally used in the industry that include inputs for the asset that are not based on observable market data. The extent
to which the fair value could reasonably vary in the near term has been quantified by evaluating the effect of changes
in significant underlying assumptions used to estimate the fair value. If the life expectancy estimates were increased or
decreased by four and eight months on each outstanding policy and the discount factors were increased or decreased
by 1% and 2%, while all other variables are held constant, the fair value of the investment in life insurance policies
would increase or (decrease) by the  amounts summarized below:

Change in life expectancy estimates
plus

8 months
minus

8 months
plus

4 months
minus

4 months

September 30, 2013 $ (31,840,000) $ 33,480,000 $ (16,127,000) $ 16,540,000

December 31, 2012 $ (24,072,000) $ 25,268,000 $ (12,185,000) $ 12,484,000

Change in discount rate
plus 2% minus 2% plus 1% minus 1%

September 30, 2013 $ (21,533,000) $ 25,475,000 $ (11,207,000) $ 12,189,000

December 31, 2012 $ (16,811,000) $ 19,978,000 $ (8,759,000) $ 9,547,000

Other Fair Value Considerations

Carrying value of receivables, prepaid expenses, accounts payable and accrued expenses approximate fair value due to
their short-term maturities and low credit risk. The estimated fair value of the Company’s Series I Secured notes
payable is approximately $33,068,000 based on a weighted-average market interest rate of 7.47% based on an income
approach. The Company began issuing Renewable Secured Debentures in the first quarter of 2012. The current
interest rates on the Renewable Secured Debentures approximate market rates. The carrying value of the Renewable
Secured Debentures approximates fair value. The carrying value of the revolving credit facility reflects interest
charged at the commercial paper rate plus an applicable margin. The margin represents our credit risk, and the strength
of the portfolio of life insurance policies collateralizing the debt. The overall rate reflects market, and the carrying
value of the revolver approximates fair value. All of the financial instruments are level 3 fair value measurements.

The Company has issued warrants to purchase common stock in connection with the issuance of its convertible,
redeemable preferred stock. Warrants were determined by the Company as permanent equity. The fair value
measurements associated with the warrants, measured at issuance represent level 3 instruments.

As of September 30, 2013:

Month issued
Warrants
issued

Fair value
per share Risk free rate Volatility Term
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December 2011 137,874 $ 0.11 0.42% 25.25% 3 years
March 2012 76,260 $ 0.26 0.38% 36.20% 3 years
June 2012 323,681 $ 0.58 0.41% 47.36% 3 years
July 2012 289,093 $ 0.58 0.41% 47.36% 3 years
September 2012 5,000 $ 0.36 0.31% 40.49% 3 years

831,908

Volatility is based upon the weekly percentage change in the stock price of selected comparable insurance companies.
In June 2012, we evaluated the comparable companies used, and made certain changes to those used.  The percentage
change is calculated on the average price of those selected stocks at the weekly close of business for the year
preceding the balance sheet date.  We compare annual volatility based on this weekly information. 

13
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

( 5 )       Notes receivable from related parties

As of September 30, 2013 and December 31, 2012, the Company had receivables totaling $5,000,000 due from an
affiliate, Opportunity Finance, LLC, which were fully reserved. Opportunity Finance ceased operations in 2008.

( 6 )       Credit facilities

Revolving credit facility – Autobahn Funding Company LLC

On July 15, 2008, DLP II and United Lending entered into a revolving credit facility pursuant to a Credit and Security
Agreement (Agreement) with Autobahn Funding Company LLC (Autobahn), providing the Company with a
maximum borrowing amount of $100,000,000. Autobahn is a commercial paper conduit that issues commercial paper
to investors in order to provide funding to DLP II and United Lending.  DZ Bank AG acts as the agent for Autobahn.
The original Agreement was to expire on July 15, 2013.  On January 29, 2013, Holdings, together with GWG Life and
DLP II, entered into an Amended and Restated Credit and Security Agreement with Autobahn, extending the facility
expira t ion date  to  December  31,  2014,  and removing Uni ted  Lending as  a  par ty  to  the  amended
and restated Agreement.  The amount outstanding under this facility as of September 30, 2013 and December 31,
2012, was $79,000,000 and $71,000,000, respectively.

The Agreement requires DLP II to pay, on a monthly basis, interest at the commercial paper rate plus an applicable
margin, as defined in the Agreement. The effective rate was 6.19% and 2.02% at September 30, 2013 and December
31, 2012, respectively.  The weighted-average effective interest rate was 6.23% and 2.15% (excluding the unused line
fee) for the three months ended September 30, 2013 and 2012, respectively, and 6.12% and 2.17% for the nine months
ended September 30, 2013 and 2012, respectively.  The Agreement also requires payment of an unused line fee on the
unfunded amount under the revolving credit facility. The note is secured by substantially all of DLP II assets, which
consist primarily of life settlement policies.

The Agreement has certain financial and nonfinancial covenants. The Company was in compliance with these
covenants at September 30, 2013 and December 31, 2012. The Agreement generally prohibits the Company from:

● changing its corporate name, offices, and jurisdiction of incorporation
● changing any deposit accounts or payment instructions to insurers;
● changing any operating policies and practices such that it would be reasonably likely to adversely affect

the collectability of any asset in any material respect;
● merging or consolidating with, or selling all or substantially all of its assets to, any third party;
● selling any collateral or creating or permitting to exist any adverse claim upon any collateral;
● engaging in any other business or activity than that contemplated by the Agreement;
● incurring or guaranteeing any debt for borrowed money;
● amending the Company’s certificate of incorporation or bylaws, making any loans or advances to, investments

in, or paying any dividends to, any person unless both before and after any such loan, advance, investment or
dividend there exists no actual event of default, potential event of default or termination event;

 ● removing an independent director on the board of directors except for cause or with the consent of the lender; or
 ● making payment on or issuing any subsidiary secured notes or debentures, or amending any agreements

respecting such notes or debentures, if an event of default, potential event of default or termination event exists
or would arise from any such action.
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In addition, the Company has agreed to maintain (i) a positive consolidated net income (as defined and calculated
under the Agreement) for each complete fiscal year and (ii) a tangible net worth (again, as defined and calculated
under the Agreement) of not less than $15 million, and (iii) maintain a borrowing base surplus or cash cushion
sufficient to pay three to twelve months (increasing throughout 2013) of premiums and facility fees.

Consolidated net income and tangible net worth as of and for the four-quarter period ended September 30, 2013, as
calculated under the Agreement, were $9,806,000 and $50,775,000, respectively.

Advances under the Agreement are subject to a borrowing base formula, which limits the availability of advances on
the borrowing base calculation based on attributes of policies pledged to the facility. Over-concentration of policies by
insurance carrier, over-concentration of policies by insurance carriers with ratings below a AA- rating, and the
premiums and facility fees reserve are the three primary factors with the potential of limiting availability of funds on
the facility. Total funds available for additional borrowings under the borrowing base formula criteria at September
30, 2013 and December 31, 2012, were $268,000 and $15,043,000 respectively.

14
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

On July 15, 2008, Holdings delivered a performance guaranty in favor of Autobahn pursuant to which it guaranteed
the obligations of GWG Life, in its capacity as the seller and master servicer, under the Credit and Security
Agreement and related documents.  On January 29, 2013 and in connection with the Amended and Restated Credit
and Security Agreement, Holdings delivered a reaffirmation of its performance guaranty.  The obligations of Holdings
under the performance guaranty and subsequent reaffirmation do not extend to the principal and interest owed by DLP
II as the borrower under the credit facility.

( 7 )       Series I Secured notes payable

Series I Secured notes payable have been issued in conjunction with the GWG Series I Secured notes private
placement memorandum dated August 25, 2009 (last revised November 15, 2010). On June 14, 2011, the Company
closed the offering to additional investors, however, existing investors may elect to continue advancing amounts
outstanding upon maturity subject to the Company’s option. Series I Secured notes have maturity dates ranging from
nine months to seven years with fixed interest rates varying from 5.65% to 9.55% depending on the term of the note.
Interest is payable monthly, quarterly, annually or at maturity depending on the terms of the note. At September 30,
2013 and December 31, 2012 the weighted-average interest rates of Series I Secured notes were 8.30%, and 8.22%
respectively. The notes are secured by assets of GWG Life. The principal amount outstanding under these Series I
Secured notes was $32,698,000 and $38,570,000 at September 30, 2013, and December 31, 2012, respectively.  The
difference between the amount outstanding on the Series I Secured notes and the carrying amount on the consolidated
balance sheet is due to the netting of unamortized deferred issuance costs. Overall, interest expense includes
amortization of deferred financing and issuance costs of $165,000 and $382,000 for the three and nine months ended
September 30, 2013, respectively, and $200,000 and $947,000 for the three and nine months ended September 30,
2012, respectively.  Future expected amortization of deferred financing costs is $659,000 over the next six years.

On November 15, 2010, the holders of a majority of the membership interests in the Company (then a limited liability
company), Messrs. Jon R. Sabes and Steven F. Sabes, pledged their ownership interests in the Company to the Series I
Trust as security for advances under the Series I Trust arrangement.

The use of proceeds from the issuances of Series I Secured notes was limited to the following: (1) payment of
commissions of Series I Secured note sales, (2) purchase life insurance policies, (3) pay premiums of life insurance
policies, (4) pay principal and interest to Senior Liquidity Provider (DZ Bank), (5) pay portfolio or note operating fees
or costs, (6) pay trustee (Wells Fargo Bank, N.A.), (7) pay servicer and collateral fees, (8) pay principal and interest
on Series I Secured notes, (9) make distributions to equity holders for tax liability related to portfolio, (10) purchase
interest rate caps, swaps, or hedging instruments, (11) pay GWG Series I Trustee fees, and (12) pay offering expenses.

On November 1, 2011, GWG entered into a Third Amended and Restated Note Issuance and Security Agreement with
Lord Securities Corporation after receiving majority approval from the holders of Series I Secured notes. Among other
things, the amended and restated agreement modified the use of proceeds and certain provisions relating to the
distribution of collections and subordination of cash flow. Under the amended and restated agreement, GWG is no
longer restricted as to its use of proceeds or subject to restrictions on certain distributions of collections and
subordination of cash flows. Under the amended and restated agreement, GWG may extend the maturity of Series I
Secured notes of a six month term for up to two additional six month terms, and Series I Secured notes of a one year
term for up to six months.

Future contractual maturities of Series I Secured notes payable at September 30, 2013 are as follows:
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Years Ending December 31,
Three months ending December 31, 2013 $ 4,189,000
2014 14,901,000
2015 6,675,000
2016 2,030,000
2017 4,085,000
Thereafter 818,000

$ 32,698,000

( 8 )       Renewable secured debentures

The Company has registered with the Securities and Exchange Commission, effective January 2012, the offer and sale
of $250,000,000 of Renewable Secured Debentures. Renewable Secured Debentures have maturity dates ranging from
nine months to seven years with fixed interest rates varying from 4.75% to 9.50% depending on the term of the note.
Interest is payable monthly, annually or at maturity depending on the terms of the debenture. At September 30, 2013
and December 31, 2012, the weighted-average interest rate of Renewable Secured Debentures was 7.53% and 7.65%,
respectively. The debentures are secured by assets of GWG Life and GWG Holdings. The amount outstanding under
these Renewable Secured Debentures was $113,664,000 and $57,609,000 at September 30, 2013 and December 31,
2012, respectively. The difference between the amount outstanding on the Renewable Secured Debentures and the
carrying amount on the consolidated balance sheets is due to the netting of unamortized deferred issuance costs and
cash receipts for new issuances in process.  Amortization of deferred issuance costs was $630,000 and $1,253,000 for
the three and nine months ended September 30, 2013, respectively, and $135,000 and $182,000 for the three and nine
months ended September 30, 2012, respectively.  Future expected amortization of deferred financing costs is
$4,541,000. Subsequent to September 30, 2013, the Company has issued approximately an additional $7,000,000 in
principal amount of these secured debentures.

15

Edgar Filing: GWG Holdings, Inc. - Form 10-Q

25



GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

The use of proceeds from the issuances of Renewable Secured Debentures is limited to the following: (1) payment of
commissions on sales of Renewable Secured Debentures, (2) payment of offering expenses, (3) purchase of life
insurance policies, (4) Payment of premiums on life insurance policies, (5) payment of principal and interest on
Renewable Secured Debentures, (6) payment of portfolio operations expenses, and (7) for general working capital.

Future contractual maturities of Renewable Secured Debentures at September 30, 2013 are as follows:

Years Ending December 31,
Three months ending December 31, 2013 $ 7,735,000
2014 23,060,000
2015 35,467,000
2016 21,974,000
2017 6,843,000
Thereafter 18,585,000

$ 113,664,000

The Company entered into an indenture effective October 19, 2011 with Holdings as obligor, GWG Life as guarantor,
and Bank of Utah as trustee for the benefit of the debenture holders.  The indenture has certain financial and
nonfinancial covenants.  The Company was in compliance with these covenants at September 30, 2013 and December
31, 2012.

( 9 )       Convertible, redeemable preferred stock

The Company began offering 3,333,333 shares of convertible redeemable preferred stock (Series A preferred stock)
for sale to accredited investors in a private placement on July 31, 2011. The offering of Series A preferred stock
concluded on September 2, 2012 and resulted in 3,278,000 shares being issued for gross consideration of $24,582,000.
As of September 30, 2013, 142,000 shares have been issued as a result of conversion of $995,000 in dividends into
shares of Series A preferred stock.  The Series A preferred stock was sold at an offering price of $7.50 per share.
Series A preferred stock has a preferred dividend yield of 10% per annum, and each share has the right to convert into
1.5 shares of the Company’s common stock. The Company may elect to automatically convert the Series A preferred
stock to common stock as described below. Series A preferred shareholders also received three-year warrants to
purchase, at an exercise price per share of $6.25, one share of common stock for every 20 shares of Series A preferred
stock purchased.  The warrants are exercisable immediately. In the Certificate of Designations for the Series A
preferred stock dated July 31, 2011, the Company agreed to permit preferred shareholders to sell their shares back to
the Company for the stated value of $7.50 per share, plus accrued dividends, according to the following schedule:

● Up to 33% of the holder’s unredeemed shares one year after issuance:
● Up to 66% of the holder’s unredeemed shares two years after issuance; and
● Up to 100% of the holder’s unredeemed shares three years after issuance.

The Company’s obligation to redeem Series A preferred shares will terminate upon the Company completing a
registration of its common stock with the SEC. The Company may redeem the Series A preferred shares at a price
equal to 110% of their liquidation preference ($7.50 per share) at any time after December 15, 2012.
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At the election of the Company, the Series A preferred shares may be automatically converted into the common stock
of the Company in the event of either (1) a registered offering of the Company’s common stock with the SEC
aggregating gross proceeds of at least $5.0 million at a price equal to or greater than $5.50 per share of common stock,
or (2) the consent of shareholders holding at least a majority of the then-outstanding shares of Series A preferred
stock. As of September 30, 2013, the Company had issued 3,426,000 preferred shares resulting in gross consideration
of $25,619,000 (including cash proceeds, conversion of Series I Secured notes and accrued interest on Series I notes,
and conversion of preferred dividends payable). In 2013, the Company redeemed 48,000 shares valued at $357,000
resulting in 3,378,000 shares outstanding with the gross value of $25,262,000. The Company incurred Series A
preferred stock issuance costs of $2,838,000, of which $2,237,000 was amortized to additional paid in capital as of
September 30, 2013, resulting in a carrying amount of $24,661,000.
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The Company determined that the grant date fair value of the outstanding warrants attached to the Series A preferred
stock was $395,000 for warrants issued through September 30, 2013. The Company may redeem outstanding warrants
prior to their expiration, at a price of $0.01 per share upon 30 days written notice to the investors at any time after (i)
the Company has completed a registration of its common stock with the SEC and (ii) the weighted-average sale price
per share of common stock equals or exceeds $7.00 per share for ten consecutive trading days ending on the third
business day prior to proper notice of such redemption. Total warrants outstanding as of September 30, 2013, were
831,909 with a weighted-average remaining life of 1.59 years. Total warrants outstanding at December 31, 2012, were
831,909 with a weighted-average remaining life of 2.34 years.

Dividends on the Series A preferred stock may be paid in either cash or additional shares of Series A preferred stock
at the election of the holder and approval of the Company. The dividends are reported as an expense and included in
the caption interest expense in the consolidated statements of operations.

The Company declared and accrued dividends of $632,000 and $625,000 during the three months ended September
30, 2013 and 2012, respectively, and $1,897,000 and $1,654,000 during the nine months ended September 30, 2013
and 2012, respectively, pursuant to a board resolution declaring the dividend.  26,000 and 23,000 shares of Series A
preferred stock were issued in lieu of cash dividends in the three month periods ended September 30, 2013 and 2012,
respectively, and 63,000 and 58,000 shares of Series A preferred stock were issued in lieu of cash dividends in the
nine month periods ended September 30, 2013 and 2012, respectively. The shares issued in lieu of cash dividends
were issued at $7.00 per share.  As of September 30, 2013, Holdings has $632,000 of accrued preferred dividends
which were paid or converted to shares of Series A preferred stock on October 15, 2013.

(10)       Income taxes

For the three month ended September 30, 2013, the Company recorded income tax benefit of $657,000 or 28.7% of
income before taxes, and for the nine months ended September 30, 2013, the Company recorded income tax expense
of $1,711,000, or 89.8% of income before taxes, compared to the recognition of an income tax expense of $675,000,
or 121.8% of income before taxes, for the three months ended September 30, 2012 and an income tax expense of
$104,000, or (5.6%) of income before taxes, for the nine months ended September 30, 2012.  The primary differences
between the Company’s September 30, 2013 effective tax rate and the statutory federal rate result from the accrual of
preferred stock dividend expense, state taxes, and other non-deductible expenses.

The most significant temporary differences between GAAP net income and taxable net income are the treatment of
interest costs with respect to the acquisition of the life insurance policies and revenue recognition with respect to the
mark-to-market of life insurance portfolio.

(11)     Stock Option Plan

The company adopted the GWG Holdings, Inc. 2013 Stock Incentive Plan on March 27, 2013.  The plan shall be
administered by the Board of Directors of the Company.  The Company’s Chief Executive Officer may, on a
discretionary basis and without committee review or approval, grant incentives to new employees of the Company
who are not Officers of the Company.  Incentives under the plan may be granted in one or a combination of the
following forms: (a) incentive stock options and non-statutory stock options; (b) stock appreciation rights; (c) stock
awards; (d) restricted stock; (e) restricted stock units; and (f) performance shares.  Eligible participants include
officers and employees of the company, members of the Board of Directors, and consultants or other independent
contractors.  2,000,000 shares are issuable under the plan.  No person shall receive grants of stock options and SARs
under the plan that exceed, in the aggregate 400,000 shares of common stock in any one year.  The term of each stock
option shall be determined by the committee but shall not exceed ten years.  Vested stock options may be exercised in
whole or part by the holder giving notice to the Company.  The holder of the option may provide payment for the
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exercise price of surrender shares equal to the exercise price.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

The Company issued stock options for 618,000 shares of common stock to employees and officers of the Company on
September 5, 2013.  Options for 335,000 shares vested immediately, and the remaining options vested over three
years.  The shares were issued with an exercise price of $3.76, which is equal to the estimated market price of the
shares on the date of grant.

Binomial Forfeiture Compensation

Grant Date
Exercise
Price Shares Vesting Value Factor Expense

9/5/2013 $3.76 335,000 Immediate 0.18 0.8700 $ 52,461
9/5/2013 $3.76 94,333 1 year 0.18 0.8500 $ 14,433
9/5/2013 $3.76 94,333 2 years 0.30 0.7225 $ 20,447
9/5/2013 $3.76 94,334 3 years 0.41 0.6141 $ 23,752

( 12 )     Earnings per share and pro-forma information

The Company began issuing Series A preferred stock September, 1, 2011, as described in note 9.  The Series A
preferred stock is dilutive to the earnings per share calculation at September 30, 2013 and 2012.  The Company has
also issued warrants to purchase common stock in conjunction with the sale of convertible preferred stock, as
discussed in note 9.  The warrants are anti-dilutive at September 30, 2013 and 2012 and have not been included in the
fully diluted earnings per share calculation.

( 13 )     Commitments

The Company entered into an office lease with U.S. Bank National Association as the landlord. The lease was
effective April 22, 2012 with a term through August 31, 2015. The lease is for 8,881 square feet of office space
located at 220 South Sixth Street, Minneapolis, Minnesota. The Company is obligated to pay base rent plus common
area maintenance and a share of the building operating costs. Rent expenses under this and previous agreements were
$149,000 and $104,000 during the nine-month periods ended September 30, 2013 and 2012, respectively.  Rent
expenses under this and previous agreements were $51,000 and $31,000 during the three-month periods ended
September 30, 2013 and 2012, respectively.  Minimum lease payments under the lease agreement effective April 22,
2012 are as follows:

Three months ending December 31, 2013 $ 25,000
2014 104,000
2015 70,000
Total $ 199,000

( 14 )     Contingencies

Litigation - In the normal course of business, the Company is involved in various legal proceedings. In the opinion of
management, any liability resulting from such proceedings would not have a material adverse effect on the Company’s
financial position, results of operations or cash flows.

Opportunity Finance, LLC, owned by Jon Sabes and Steven Sabes, is subject to litigation clawback claims by the
bankruptcy trustee for third-party matters for payments that may have been deemed preference payments, as well as
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related third-party civil claims. In addition, Jon Sabes and Steven Sabes are subject to litigation clawback claims by
the bankruptcy trustee for third-party matters for payments received from Opportunity Finance that may have been
deemed preference payments, as well as related third-party civil claims. If the parties are unsuccessful in defending
against these claims, their equity ownership in the Company may be sold or transferred to other parties to satisfy such
claims. In addition, the Company loaned $1,000,000 to Opportunity Finance, LLC in 2006, and was repaid in full plus
interest of $177,000. This investment amount may also be subject to clawback claims by the bankruptcy court. These
matters may also distract management and reduce the time and attention that they are able to devote to the Company’s
operations.
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

( 15 )     Guarantees of secured debentures

Holdings has registered with the SEC the offer and sale $250,000,000 of secured debentures as described in note 8.
The secured debentures are secured by the assets of Holdings as described in note 8 and a pledge of all the common
stock by the largest shareholders. Obligations under the debentures are guaranteed by Holding’s subsidiary GWG Life.
This guarantee involves the grant of a security interest in all the assets of GWG Life. GWG Life is a wholly owned
subsidiary of Holdings and the payment of principal and interest on the secured debentures is fully and
unconditionally guaranteed by GWG Life. Substantially all of the Company’s life insurance policies are held by DLP
II, a wholly owned subsidiary of GWG Life. The policies held by DLP II are not collateral for the debenture
obligations as such policies are collateral for the credit facility.

The consolidating financial statements are presented in lieu of separate financial statements and other related
disclosures of the subsidiary guarantors and issuer because management does not believe that separate financial
statements and related disclosures would be material to investors. There are currently no significant restrictions on the
ability of Holdings or GWG Life, the guarantor subsidiary, to obtain funds from its subsidiaries by dividend or loan,
except as follows. DLP II is a borrower under a credit agreement with Autobahn, with DZ Bank AG as agent, as
described in note 6. The significant majority of insurance policies owned by the Company are subject to a collateral
arrangement with DZ Bank AG described in notes 3 and 6. Under this arrangement, collection and escrow accounts
are used to fund premiums of the insurance policies and to pay interest and other charges under the revolving credit
facility. DZ Bank AG and Autobahn must authorize all disbursements from these accounts, including any distributions
to GWG Life. Distributions are limited to an amount that would result in the borrowers (GWG DLP Funding II, LLC,
GWG Life Settlements, LLC, and GWG Holdings, Inc.) realizing an annualized rate of return on the equity funded
amount for such assets of not more than 18%, as determined by DZ Bank AG. After such amount is reached, the credit
agreement requires that excess funds be used for repayments of borrowings before any additional distributions may be
made.

The following represents consolidating financial information as of September 30, 2013 and December 31, 2012, with
respect to the financial position, and for the three and nine months ended September 30, 2013 and 2012 with respect to
results of operations and cash flows of Holdings and its subsidiaries. The parent column presents the financial
information of Holdings, the primary obligor of the secured debentures. The guarantor subsidiary column presents the
financial information of GWG Life, the guarantor subsidiary of the secured debentures, presenting its investment in
DLP II and Trust under the equity method. The non-guarantor subsidiaries column presents the financial information
of all non-guarantor subsidiaries including DLP II and Trust.

19

Edgar Filing: GWG Holdings, Inc. - Form 10-Q

32



GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Condensed Consolidating Balance Sheets

September 30, 2013 Parent
Guarantor

Sub
Non-Guarantor

Sub Eliminations Consolidated
A S S E T S

Cash and cash
equivalents $ 31,547,700 $ 881,594 $ - $ - $ 32,429,294
Restricted cash - 654,285 2,855,365 - 3,509,650
Investment in life
settlements, at fair  value - - 214,166,193 - 214,166,193
Other assets 317,559 341,687 5,188,626 - 5,847,872
Investment in
subsidiaries 108,672,685 142,192,689 - (250,865,374) -

-
TOTAL ASSETS $ 140,537,944 $ 144,070,255 $ 222,210,184 $ (250,865,374) $ 255,953,009

L I A B I L I T I E S   A N D   S T O C K H O L D E R S '   E Q U I T Y   (D E F I C I T)

LIABILITIES
Revolving credit facility $ - $ - $ 79,000,000 $ - $ 79,000,000
Series I Secured notes
payable - 32,038,372 - - 32,038,372
Secured renewable
debentures 110,059,651 - - - 110,059,651
Interest payable 3,087,060 2,919,210 325,044 - 6,331,314
Accounts payable and
other accrued expenses 472,287 439,988 692,451 - 1,604,726
Deferred taxes 7,212,233 - - - 7,212,233
TOTAL LIABILITIES 120,831,231 35,397,570 80,017,495 - 236,246,296

CONVERTIBLE,
REDEEMABLE
PREFERRED STOCK 24,660,578 - - - 24,660,578

STOCKHOLDERS'
EQUITY (DEFICIT)
Member capital - 108,672,685 142,192,689 (250,865,374) -
Common stock 9,124 - - 9,124
Additional paid-in
capital 3,085,760 - - 3,085,760
Accumulated deficit (8,048,749) - - (8,048,749)
TOTAL
STOCKHOLDERS'
EQUITY (DEFICIT) (4,953,865) 108,672,685 142,192,689 (250,865,374) (4,953,865)
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TOTAL LIABILITIES
AND
STOCKHOLDERS'
EQUITY (DEFICIT) $ 140,537,944 $ 144,070,255 $ 222,210,184 $ (250,865,374) $ 255,953,009

20

Edgar Filing: GWG Holdings, Inc. - Form 10-Q

34



GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Condensed Consolidating Balance Sheets (continued)

December 31, 2012 Parent
Guarantor

Sub
Non-Guarantor

Sub Eliminations Consolidated
A S S E T S

Cash and cash
equivalents $ 25,035,579 $ 2,461,465 $ -

$
- $ 27,497,044

Restricted cash - 1,748,700 344,392 2,093,092
Investment in life
settlements, at fair  value - - 164,317,183 - 164,317,183
Other assets 96,994 211,592 3,732,130 - 4,040,716
Investment in
subsidiaries 60,608,585 96,914,613 - (157,523,198) -

TOTAL ASSETS $ 85,741,158 $ 101,336,370 $ 168,393,705 $ (157,523,198) $ 197,948,035

L I A B I L I T I E S   A N D   S T O C K H O L D E R S '   E Q U I T Y   (D E F I C I T)

LIABILITIES
Revolving credit facility $ - $ - $ 71,000,000 $ - $ 71,000,000
Series I Secured notes
payable - 37,844,711 - - 37,844,711
Secured renewable
debentures 55,718,950 - - 55,718,950
Interest payable 905,017 2,444,097 128,206 - 3,477,320
Accounts payable and
other accrued expenses 971,695 487,497 302,366 - 1,761,558
Deferred taxes 5,501,407 - - - 5,501,407
TOTAL LIABILITIES 63,097,069 40,776,305 71,430,572 - 175,303,946

CONVERTIBLE,
REDEEMABLE
PREFERRED STOCK 23,905,878 - - - 23,905,878

STOCKHOLDERS'
EQUITY (DEFICIT)
Member capital - 60,560,065 96,963,133 (157,523,198) -
Common stock 9,989 - - - 9,989
Additional paid-in capital 6,971,844 - - - 6,971,844
Accumulated deficit (8,243,622) - - - (8,243,622)
TOTAL
STOCKHOLDERS'
EQUITY (DEFICIT) (1,261,789) 60,560,065 96,963,133 (157,523,198) (1,261,789)
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TOTAL LIABILITIES
AND
STOCKHOLDERS'
EQUITY (DEFICIT) $ 85,741,158 $ 101,336,370 $ 168,393,705 $ (157,523,198) $ 197,948,035
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Condensed Consolidating Statements of Operations

 For the nine months ended
September 30, 2013 Parent

Guarantor
Subsidiary

Non-Guarantor
Subsidiaries Eliminations Consolidated

REVENUE
       Contract servicing fees $- $2,818,309 $ - $(2,818,309 ) $ -
       Gain on life settlements, net - - 21,511,182 21,511,182
       Interest and other income 3,324,771 1,956,863 69,943 (1,819,655 ) 3,531,922

  TOTAL REVENUE 3,324,771 4,775,172 21,581,125 (4,637,964 ) 25,043,104

EXPENSES
       Origination and servicing fees - - 2,818,309 (2,818,309 ) -
       Employee compensation and
benefits 2,801,017 1,300,485 - - 4,101,502
       Legal and professional fees 766,785 367,396 - - 1,134,181
       Interest expense 8,249,849 2,763,918 3,932,717 - 14,946,484
       Other expenses 1,752,769 1,164,968 1,857,155 (1,819,655 ) 2,955,237

  TOTAL EXPENSES 13,570,420 5,596,767 8,608,181 (4,637,964 ) 23,137,404

        INCOME (LOSS) BEFORE
EQUITY IN INCOME OF
SUBSIDIARIES (10,245,649) (821,595 ) 12,972,944 - 1,905,700

  EQUITY IN INCOME OF
SUBSIDIARY 12,151,349 13,021,463 - (25,172,812) -

INCOME BEFORE INCOME
TAXES 1,905,700 12,199,868 12,972,944 (25,172,812) 1,905,700

INCOME TAX EXPENSE 1,710,826 - - 1,710,826
NET INCOME $194,874 $12,199,868 $ 12,972,944 $(25,172,812) $ 194,874

For the nine months ended
September 30, 2012 Parent

Guarantor
Subsidiary

Non-Guarantor
Subsidiaries Eliminations Consolidated

REVENUE
       Contract servicing fees $ - $ 1,184,627 $ - $ (1,184,627) $ -
       Gain on life settlements, net - - 10,257,537 - 10,257,537
       Interest and other income 8,650 222,863 42,734 (219,671) 54,576
  TOTAL REVENUE 8,650 1,407,490 10,300,271 (1,404,298) 10,312,113

EXPENSES
       Origination and servicing fees - - 1,184,627 (1,184,627) -

- 1,862,469 - - 1,862,469
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       Employee compensation and
benefits
       Legal and professional fees 851,954 86,927 13,170 - 952,051
       Interest expense 2,555,271 3,770,808 1,295,098 - 7,621,177
       Other expenses 703,373 996,284 257,171 (219,671) 1,737,157
  TOTAL EXPENSES 4,110,598 6,716,488 2,750,066 (1,404,298) 12,172,854

        INCOME (LOSS) BEFORE
EQUITY IN LOSS OF SUBSIDIARIES (4,101,948) (5,308,998) 7,550,205 - (1,860,741)

  EQUITY IN LOSS OF SUBSIDIARY 2,241,207 7,637,541 - (9,878,748) -

    INCOME (LOSS) BEFORE
INCOME TAXES (1,860,741) 2,328,543 7,550,205 (9,878,748) (1,860,741)

    INCOME TAX EXPENSE 103,712 - - - 103,712
    NET INCOME (LOSS) $ (1,964,453) $ 2,328,543 $ 7,550,205 $ (9,878,748) $ (1,964,453)
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Condensed Consolidating Statements of Operations (continued)

For the three months ended
September 30, 2013 Parent

Guarantor
Subsidiary

Non-Guarantor
Subsidiaries Eliminations Consolidated

REVENUE
       Contract servicing fees $- $1,004,107 $ - $ (1,004,107 ) $ -
       Gain on life settlements, net - - 5,437,580 - 5,437,580
       Interest and other income 57,317 979,007 32,322 (978,719 ) 89,927

  TOTAL REVENUE 57,317 1,983,114 5,469,902 (1,982,826 ) 5,527,507

EXPENSES
       Origination and servicing fees - - 1,004,107 (1,004,107 ) -
       Employee compensation and benefits 587,961 512,198 - - 1,100,159
       Legal and professional fees 164,334 256,540 - - 420,874
       Interest expense 3,273,250 914,056 1,350,020 - 5,537,326
       Other expenses 399,634 342,932 991,219 (978,719 ) 755,066

  TOTAL EXPENSES 4,425,179 2,025,726 3,345,346 (1,982,826 ) 7,813,425

INCOME (LOSS) BEFORE EQUITY IN
INCOME OF SUBSIDIARIES (4,367,862) (42,612 ) 2,124,556 - (2,285,918 )

  EQUITY IN INCOME OF
SUBSIDIARY 2,081,944 2,124,556 - (4,206,500 ) -

INCOME BEFORE INCOME TAXES (2,285,918) 2,081,944 2,124,556 (4,206,500 ) (2,285,918 )

INCOME TAX BENEFIT (656,968 ) - - (656,968 )
NET INCOME (LOSS) $(1,628,950) $2,081,944 $ 2,124,556 $ (4,206,500 ) $ (1,628,950 )

For the three months ended
September 30, 2012 Parent

Guarantor
Subsidiary

Non-Guarantor
Subsidiaries Eliminations Consolidated

REVENUE
       Contract servicing fees $ - $ 746,377 $ - $ (746,377) $ -
       Gain on life settlements, net - (229,277) 5,017,568 - 4,788,291
       Interest and other income 5,601 219,670 81 (219,671) 5,681
  TOTAL REVENUE 5,601 736,770 5,017,649 (966,048) 4,793,972

EXPENSES
       Origination and servicing fees - 6,500 739,877 (746,377) -
       Employee compensation and
benefits - 745,386 - - 745,386
       Legal and professional fees 196,354 41,124 13,170 - 250,648
       Interest expense 1,287,059 1,074,260 441,866 - 2,803,185
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       Other expenses 169,274 292,730 232,171 (219,671) 474,504
  TOTAL EXPENSES 1,652,687 2,160,000 1,427,084 (966,048) 4,273,723

        INCOME (LOSS) BEFORE
EQUITY IN LOSS OF
SUBSIDIARIES (1,647,086) (1,423,230) 3,590,565 - 520,249

  EQUITY IN LOSS OF
SUBSIDIARY 2,167,335 3,619,677 - (5,787,012) -

INCOME BEFORE INCOME
TAXES 520,249 2,196,447 3,590,565 (5,787,012) 520,249

INCOME TAX EXPENSE 633,572 - - - 633,572
NET INCOME (LOSS) $ (113,323) $ 2,196,447 $ 3,590,565 $ (5,787,012) $ (113,323)
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Condensed Consolidating Statements of Cash Flows

For the nine months ended
September 30, 2013 Parent

Guarantor
Sub

Non-Guarantor
Sub Eliminations Consolidated

CASH FLOWS FROM
OPERATING ACTIVITIES
Net income $ 194,874 $ 12,199,868 $ 12,972,944 $ (25,172,812) $ 194,874
Adjustments to reconcile net
income to cash:
Equity income of subsidiaries 1,099,118 1,256,636 - (2,355,754) -
(Gain) loss on life settlements - - (25,904,240) - (25,904,240)
    Amortization of deferred
financing and issuance costs 1,368,147 599,431 1,089,215 - 3,056,793
Deferred income taxes 1,710,826 - - - 1,710,826
Preferred stock issued for dividends 443,486 - - - 443,486
(Increase) decrease in operating
assets:
Other assets (49,033,785) (46,664,803) (2,830,802) 95,347,929 (3,181,461)
 Increase (decrease) in operating
liabilities:
Accounts payable and other accrued
expenses 1,914,318 614,418 (359,862) - 2,168,874
   NET CASH FLOWS USED IN
OPERATING ACTIVITIES (42,303,016) (31,994,450) (15,032,745) 67,819,363 (21,510,848)

CASH FLOWS FROM INVESTING
ACTIVITIES
Investment in life settlements - - (26,916,790) - (26,916,790)
Proceeds from settlement of life
settlements - - 4,203,895 - 4,203,895
    NET CASH FLOWS USED IN
INVESTING ACTIVITIES - - (22,712,895) - (22,712,895)

CASH FLOWS FROM
FINANCING ACTIVITIES
Net proceeds from revolving credit
facility - - 8,000,000 - 8,000,000
    Payments for redemption of Series
I Secured notes payable - (6,242,586) - - (6,242,586)
Proceeds from issuance of
debentures 62,056,755 - - - 62,056,755
    Payments from redemption and
issuance of debentures (9,642,129) - - - (9,642,129)

- 1,094,415 (2,510,973) - (1,416,558)
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Proceeds (payments) from restricted
cash
Issuance of member capital - 35,562,750 32,256,613 (67,819,363) -
Repurchase of common stock (3,252,400) - - (3,252,400)
Payments for redemption of
preferred stock (347,089) - - (347,089)
    NET CASH FLOWS PROVIDED
BY FINANCING ACTIVITIES 48,815,137 30,414,579 37,745,640 (67,819,363) 49,155,993

    NET INCREASE (DECREASE)
IN CASH AND CASH
EQUIVALENTS 6,512,121 (1,579,871) - - 4,932,250

CASH AND CASH
EQUIVALENTS
BEGINNING OF THE PERIOD 25,035,579 2,461,465 - - 27,497,055

END OF THE PERIOD $ 31,547,700 $ 881,594 $ - $ - $ 32,429,294
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Consolidating Statements of Cash Flows (continued)

For the nine months ended
September 30, 2012 Parent

Guarantor
Sub

Non-Guarantor
Sub Eliminations Consolidated

CASH FLOWS FROM
OPERATING ACTIVITIES
Net income (loss) $ (1,964,453) $ 2,328,543 $ 7,550,205 $ (9,878,748) $ (1,964,453)
Adjustments to reconcile net income
(loss) to cash:
(Equity) loss of subsidiaries (2,241,206) (7,637,542) - 9,878,748 -
(Gain) loss on life settlements - 999,677 (20,871,468) - (19,871,791)
Amortization of deferred financing
and issuance costs 182,410 946,813 174,672 - 1,303,895
Deferred income taxes 103,712 - - - 103,712
Accrued convertible, redeemable
preferred stock dividends 636,069 - - - 636,069
(Increase) decrease in operating
assets:
Other assets (19,717,082) (20,256,072) (146,874) 41,061,553 941,525
Increase (decrease) in operating
liabilities:
Accounts payable and accrued
expenses 334,182 1,092,292 24,484 - 1,450,958
NET CASH FLOWS USED IN
OPERATING ACTIVITIES (22,666,368) (22,526,289) (13,268,981) 41,061,553 (17,400,085)

CASH FLOWS FROM INVESTING
ACTIVITIES
        Investment in life settlements - - (7,983,570) - (7,983,570)
        Proceeds from settlement of life
settlements - - 416,665 - 416,665
NET CASH FLOWS PROVIDED
BY (USED IN) INVESTING
ACTIVITIES - - (7,566,905) - (7,566,905)

CASH FLOWS FROM
FINANCING ACTIVITIES
        Net proceeds from revolving
credit facility - - 6,000,000 - 6,000,000
Proceeds from issuance of Series I
Secured notes payable - 50,000 - - 50,000
Payments for redemption of Series I
Secured notes payable - (5,311,989) - - (5,311,989)

33,635,657 - - - 33,635,657
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Proceeds from issuance of
debentures
Payments for issuance of debentures (1,627,467) - - - (1,627,467)
Proceeds (payments) from restricted
cash - 796,227 2,573,610 - 3,369,837
Issuance of member capital - 28,799,277 12,262,276 (41,061,553) -
Issuance of preferred stock 6,287,375 - - - 6,287,375
Payments for issuance of preferred
stock (1,050,633) - - - (1,050,633)
NET CASH FLOWS PROVIDED
BY (USED IN) FINANCING
ACTIVITIES 37,244,932 24,333,515 20,835,886 (41,061,553) 41,352,780

NET INCREASE IN CASH AND
CASH EQUIVALENTS 14,578,564 1,807,226 - - 16,385,790

CASH AND CASH
EQUIVALENTS
BEGINNING OF THE YEAR 1,746,456 131,893 - - 1,878,349

END OF THE YEAR $ 16,325,020 $ 1,939,119 $ - $ - $ 18,264,139
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GWG HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
Consolidating Statements of Cash Flows (continued)

For the three months ended
September 30, 2013 Parent

Guarantor
Sub

Non-Guarantor
Sub Eliminations Consolidated

CASH FLOWS FROM
OPERATING ACTIVITIES
Net income (loss) $ (1,628,950) $ 2,081,944 $ 2,124,556 $ (4,206,500) $ (1,628,950)
Adjustments to reconcile net
income (loss) to cash:
Equity income of subsidiaries 2,081,944 2,124,556 - (4,206,500) -
(Gain) loss on life settlements - - (6,960,335) - (6,960,335)
    Amortization of deferred
financing and issuance costs 630,188 165,000 330,725 1,125,913
Deferred income taxes (655,968) - - (655,968)
Preferred stock issued for dividends 185,231 - - 185,231
(Increase) decrease in operating
assets:
Other assets (21,755,694) (22,309,588) 500,000 43,997,953 432,671
 Increase (decrease) in operating
liabilities:
Accounts payable and other accrued
expenses 425,529 494,915 (450,049) - 470,395
    NET CASH FLOWS USED IN
OPERATING ACTIVITIES (20,717,720) (17,443,173) (4,455,103) 35,584,953 (7,031,043)

CASH FLOWS FROM
INVESTING ACTIVITIES
Investment in life settlements - - (14,030,797) - (14,030,797)
Proceeds from settlement of life
settlements - - 1,331,743 - 1,331,743
    NET CASH FLOWS USED IN
INVESTING ACTIVITIES - - (12,699,054) (12,699,054)

CASH FLOWS FROM
FINANCING ACTIVITIES
    Payments for redemption of
Series I Secured notes payable - (2,311,710) - (2,311,710)
Proceeds from issuance of
debentures 19,617,094 - - 19,617,094
    Payments from redemption and
issuance of debentures (4,305,558) - - (4,305,558)
Proceeds (payments) from restricted
cash - 1,847,215 (892,998) 954,217
Issuance of member capital - 17,537,798 18,047,155 (35,584,953) -

(35,285) - - (35,285)
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Payments for redemption of
preferred stock
    NET CASH FLOWS
PROVIDED BY FINANCING
ACTIVITIES 15,276,251 17,073,303 17,154,157 (35,584,953) 13,918,758

NET (DECREASE) IN CASH AND
CASH EQUIVALENTS (5,441,469) (369,870) - - (5,811,339)

CASH AND CASH
EQUIVALENTS
BEGINNING OF THE PERIOD
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