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Copyright and DisclaimerCopyright and Disclaimer

The material contained in this presentation has been prepared soThe material contained in this presentation has been prepared solely for lely for 
informational purposes by Aquarius Capital Solutions Group LLC (informational purposes by Aquarius Capital Solutions Group LLC (Aquarius).  Aquarius).  
The material is based on sources believed to be reliable and/or The material is based on sources believed to be reliable and/or from proprietary from proprietary 
data developed by Aquarius, but we do not represent as to its acdata developed by Aquarius, but we do not represent as to its accuracy or its curacy or its 
completeness.  The content of this presentation is intended to pcompleteness.  The content of this presentation is intended to provide a general rovide a general 
guide to the subject matter.  Specialist advice should be soughtguide to the subject matter.  Specialist advice should be sought about your about your 
specific circumstances.  This document and its contents are propspecific circumstances.  This document and its contents are proprietary to rietary to 
Aquarius.  Neither this document nor its contents may be copied Aquarius.  Neither this document nor its contents may be copied or reproduced or reproduced 
in any manner without the express consent of Aquarius.  Any requin any manner without the express consent of Aquarius.  Any requests or ests or 
questions about this material should be forwarded to questions about this material should be forwarded to questionsquestions--
hsc@aquariuscapital.comhsc@aquariuscapital.com..
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Biography of SpeakerBiography of Speaker
•• 20+ Years Experience 20+ Years Experience -- Life, Accident & HealthLife, Accident & Health
•• www.aquariuscapital.comwww.aquariuscapital.com & & www.aquariuslife.comwww.aquariuslife.com
•• Specialties Specialties –– Insurance, Reinsurance & Employee BenefitsInsurance, Reinsurance & Employee Benefits
•• Services Services –– Actuarial, Brokering/Consulting, Reinsurance, U/Wing, Risk MgmtActuarial, Brokering/Consulting, Reinsurance, U/Wing, Risk Mgmt
•• Services in Life Settlements Services in Life Settlements –– Actuarial Services, Brokering, Intermediary Svcs.Actuarial Services, Brokering, Intermediary Svcs.
•• Actuarial Credentials:  ASA, FCA, MAAAActuarial Credentials:  ASA, FCA, MAAA
•• Actuarial Society of Greater NY, Appointed Chairperson for ContiActuarial Society of Greater NY, Appointed Chairperson for Continuing nuing 

EducationEducation
•• Society of Actuaries Society of Actuaries -- Section Councils:  Section Councils:  

Reinsurance Section & Entrepreneurial Actuarial Section Reinsurance Section & Entrepreneurial Actuarial Section -- CurrentCurrent
Actuary of the Future Section Actuary of the Future Section –– RetiredRetired
Various NAIC/AAA Committees & Task ForcesVarious NAIC/AAA Committees & Task Forces

•• Other CredentialsOther Credentials
Licensed life, accident and health broker (25+ states)Licensed life, accident and health broker (25+ states)
Licensed reinsurance intermediary & managing general underwriterLicensed reinsurance intermediary & managing general underwriter
Licensed life settlement brokerLicensed life settlement broker
Listed Arbitrator for Reinsurance Association of America (RAA) Listed Arbitrator for Reinsurance Association of America (RAA) 
Associate, American College of Healthcare Executives (ACHE) Associate, American College of Healthcare Executives (ACHE) 
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OverviewOverview
•• What is a life settlement? What is a life settlement? 
•• SecuritizationSecuritization
•• Understanding the Understanding the ““Food ChainFood Chain””
•• Longevity Risk & Pricing ConsiderationsLongevity Risk & Pricing Considerations
•• Impact of the SubprimeImpact of the Subprime
•• Specialty ProductsSpecialty Products

Premium FinancingPremium Financing
Beneficial InterestBeneficial Interest
Risk Transfer ProductsRisk Transfer Products
SyntheticsSynthetics

•• TransparencyTransparency
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What is a life settlement?What is a life settlement?
•• Transactions in which an insurance policyholder sells Transactions in which an insurance policyholder sells 

his/her insurance policy to a life settlement provider his/her insurance policy to a life settlement provider 
for cash compensation.for cash compensation.

•• What traditionally happens when policy is sold?What traditionally happens when policy is sold?
Policyowner is purchaser of policy Policyowner is purchaser of policy -- -- pays pays 
premiumspremiums
Beneficiary is purchaser of policy Beneficiary is purchaser of policy -- -- received death received death 
benefitsbenefits
Insured remains the sameInsured remains the same
Retail broker remains the sameRetail broker remains the same
Policy could potentially be sold againPolicy could potentially be sold again



AQUARIUS CAPITAL
6

Mortality vs Longevity RiskMortality vs Longevity Risk
•• Mortality Risk:  Mortality Risk:  

Premature deaths create unexpected liabilities.Premature deaths create unexpected liabilities.

•• Longevity Risk:  Longevity Risk:  
Deviation of mortality (or life expectancy) results Deviation of mortality (or life expectancy) results 
from the curves used for pricing purposes.from the curves used for pricing purposes.
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What are nonWhat are non--mortality risk issues?mortality risk issues?

•• Is Closing Document/Agreement appropriate?Is Closing Document/Agreement appropriate?
•• Mitigating third party exposuresMitigating third party exposures

Various parties in the food chainVarious parties in the food chain
•• Believable life insurance illustrations Believable life insurance illustrations 
•• Liquidity Liquidity -- -- -- Could be largest issue today?Could be largest issue today?
•• Compliance Compliance -- Insurable interest, ContestabilityInsurable interest, Contestability
•• Reporting to validate/revalidate assumptionsReporting to validate/revalidate assumptions
•• State regulations State regulations -- -- many variationsmany variations
•• Changes and application of tax rulesChanges and application of tax rules
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Websites to KnowWebsites to Know

Tip:  See SOA Taxation Section Newsletter (Vol. 5, Tip:  See SOA Taxation Section Newsletter (Vol. 5, 
Issue 1, Feb. 2009, Deliotte Tax LLP) link for Issue 1, Feb. 2009, Deliotte Tax LLP) link for 
taxation information taxation information 
http://www.soa.org/library/newsletters/taxinghttp://www.soa.org/library/newsletters/taxing--
times/2009/february/taxtimes/2009/february/tax--20092009--vol5vol5--iss1.pdfiss1.pdf. . 

Life Insurance Settlement Association (LISA) Life Insurance Settlement Association (LISA) 
143 Member Companies (6/1/09)143 Member Companies (6/1/09)
www.thevoiceoftheindustry.comwww.thevoiceoftheindustry.com



AQUARIUS CAPITAL
9

Managing Risk within Managing Risk within ““Food ChainFood Chain””
•• ClientClient

Insured, Policyholder & BeneficiariesInsured, Policyholder & Beneficiaries
•• Life Insurance CompanyLife Insurance Company
•• Referring Party(ies) Referring Party(ies) –– Broker/General Agent/OtherBroker/General Agent/Other
•• Life Settlement Broker(s)Life Settlement Broker(s)
•• Life Settlement ProviderLife Settlement Provider
•• Life Settlement Funder(s)Life Settlement Funder(s)
•• FundersFunders’’ Funders Funders -- Private Equity/Hedge FundsPrivate Equity/Hedge Funds
•• ReinsurersReinsurers
•• Medical UnderwritingMedical Underwriting
•• Other PartiesOther Parties

Premium Finance, Aggregators, Trusted AdvisorsPremium Finance, Aggregators, Trusted Advisors
•• And so onAnd so on…………
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Baby BoomersBaby Boomers
(Humana:  Winter 2009 Newsletter)(Humana:  Winter 2009 Newsletter)

•• Start Collecting Social Security Benefits (SSB)Start Collecting Social Security Benefits (SSB)–– Feb Feb 
20082008

•• 2008 2008 –– 3.2 Million turn 62  (365 per hour)3.2 Million turn 62  (365 per hour)
Half Expected to retire early and draw 75% of SSBHalf Expected to retire early and draw 75% of SSB

•• 80 Million to qualify for SS & Medicare over next 22 80 Million to qualify for SS & Medicare over next 22 
YrsYrs

•• 2011:  First group turn 65 and become Medicare 2011:  First group turn 65 and become Medicare 
EligibleEligible

•• 2012:  Boomers that do not retire early turn 66 and 2012:  Boomers that do not retire early turn 66 and 
become eligible for full benefitsbecome eligible for full benefits

•• 2020:  People ages 552020:  People ages 55--65 projected to increase 75%65 projected to increase 75%
•• 2030:  People 2030:  People >> 65 expected to double65 expected to double
•• 2050:  People 2050:  People >> 85 expected to grown by 382%85 expected to grown by 382%
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Why new buyers entered market?Why new buyers entered market?
((““PerceivedPerceived”” Opportunities)Opportunities)

•• PERCEIVED High Returns (20+% ROI)PERCEIVED High Returns (20+% ROI)
•• PERCEIVED Low VolatilityPERCEIVED Low Volatility
•• PERCEIVED High DemandPERCEIVED High Demand

Plenty of Unwanted Insurance PoliciesPlenty of Unwanted Insurance Policies
•• PERCEIVED Low Supply (Room for New PERCEIVED Low Supply (Room for New 

Buyers)Buyers)
Reputation Risk has reduced supplyReputation Risk has reduced supply

•• PERCEIVED Unique DistributionPERCEIVED Unique Distribution
•• Increased Credibility in MarketIncreased Credibility in Market

AM Best Debt Rating AM Best Debt Rating –– Initially released 2004 Initially released 2004 
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Life Settlement SecuritizationLife Settlement Securitization
•• Type of Policies Permitted/ConditionsType of Policies Permitted/Conditions
•• Service Providers Service Providers –– Medical UWingMedical UWing, Legal Review, Administration, Legal Review, Administration
•• Medical RecordsMedical Records
•• Policy Tracking/InforcePolicy Tracking/Inforce
•• DiversityDiversity
•• Longevity/Risk Mitigation/Liquidity FacilityLongevity/Risk Mitigation/Liquidity Facility
•• Estimating Portfolio Residual ValueEstimating Portfolio Residual Value
•• Liquidity Risk MitigationLiquidity Risk Mitigation
•• Life Settlement PricingLife Settlement Pricing
•• Acquisition ScheduleAcquisition Schedule
•• Policy OptimizationPolicy Optimization
•• Portfolio Liquidation PlanPortfolio Liquidation Plan
•• Management ExpertiseManagement Expertise
•• DocumentationDocumentation
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Tip:  Visit AM Best & Company website link Tip:  Visit AM Best & Company website link 
http://www.ambest.com/debt/lifesettlemenhttp://www.ambest.com/debt/lifesettlemen
t.pdft.pdf to learn more about life settlement to learn more about life settlement 
securitization.securitization.
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Art vs ScienceArt vs Science

•• Why Sellers Sell?Why Sellers Sell? Sale Price > Cash ValueSale Price > Cash Value

•• Why Buyers Buy?  Why Buyers Buy?  Sale Price < Sale Price < ““ActuarialActuarial”” ValueValue

QuestionQuestion:  Who calculated the :  Who calculated the ““ActuarialActuarial”” Value?Value?
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Pricing ConsiderationsPricing Considerations

•• The Providers determine policy value based onThe Providers determine policy value based on
Actuary tablesActuary tables
Medical underwritingMedical underwriting
Administrative expenses Administrative expenses –– Commissions, internal costs, etc.Commissions, internal costs, etc.
Funding Source Returns Funding Source Returns -- ROIROI

•• Purchase price will be based on above as well as:Purchase price will be based on above as well as:
Cash surrender value (defined by nonCash surrender value (defined by non--forfeiture laws)forfeiture laws)
ClientClient’’s thresholds threshold
Other providersOther providers’’ offers (bidding process)offers (bidding process)
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Actuarial FormulasActuarial Formulas

•• Qx Qx -- Mortality TablesMortality Tables
•• Ax:n Ax:n –– PV of Future Benefits  (x=age; PV of Future Benefits  (x=age; 

n=duration)n=duration)

•• aax:n x:n –– PV of Future Premium (x=age; PV of Future Premium (x=age; 
n=duration)n=duration)

•• Commutation FunctionsCommutation Functions
Nx, Mx, Cx, DxNx, Mx, Cx, Dx

•• Vx Vx –– Reserves or PV Future Benefits less Reserves or PV Future Benefits less 
PremiumPremium

•• Cash Values (nonCash Values (non--forfeiture laws)forfeiture laws)
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How do we manage the How do we manage the ““once & doneonce & done””
pricing?  Do our rates have enough pricing?  Do our rates have enough 
conservatism to meet ROIs?conservatism to meet ROIs?
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How do we meet ROIsHow do we meet ROIs
““Mortality ArbitrageMortality Arbitrage””

•• Can Mortality Arbitrage cover the costs of the Can Mortality Arbitrage cover the costs of the 
following:following:

Brokerage Commissions Brokerage Commissions -- -- may be multiple brokersmay be multiple brokers
Facility Overhead/Administrative ExpensesFacility Overhead/Administrative Expenses
Borrowing ExpensesBorrowing Expenses

Initial Transaction Fees Initial Transaction Fees –– Purchase PolicyPurchase Policy
Ongoing Costs Ongoing Costs –– Ongoing Premium Payments & Facility Ongoing Premium Payments & Facility 
FeesFees

TaxesTaxes
Create margin to continue future premiumCreate margin to continue future premium
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What Mortality Tables are being used?What Mortality Tables are being used?
•• Types of TablesTypes of Tables

SOA 1975SOA 1975--80 Basic Table (Later 198580 Basic Table (Later 1985--90, 199090, 1990--95)95)
2001 VBT or 2008 VBT (Valuation Basic Table)2001 VBT or 2008 VBT (Valuation Basic Table)
1980 CSO or 2001 CSO (Commissioner Standard 1980 CSO or 2001 CSO (Commissioner Standard 
Ordinary)Ordinary)
RP2000 RP2000 –– Retirement Protection Act in 1994Retirement Protection Act in 1994
83 GAM or 94 GAM (Group Annuity Mortality)83 GAM or 94 GAM (Group Annuity Mortality)
US 91 TableUS 91 Table
UP 84 Table (Uninsured Pension)UP 84 Table (Uninsured Pension)
Others Others –– Industry vs HomegrownIndustry vs Homegrown
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Mortality Tables (Continued)Mortality Tables (Continued)

•• Ultimate vs Select/UltimateUltimate vs Select/Ultimate
•• Smoker/NonSmoker/Non--SmokerSmoker
•• Gender vs UnisexGender vs Unisex
•• Selection of MortalitySelection of Mortality

Date of Policy IssueDate of Policy Issue
Date of Life Settlement TransactionDate of Life Settlement Transaction
Date of ValuationDate of Valuation
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Mortality Tables (Continued)Mortality Tables (Continued)

•• Mortality ImprovementsMortality Improvements
DurationDuration
AgeAge--SpecificSpecific
Gender vs UnisexGender vs Unisex
Industry (e.g., Blue Collar vs White Collar)Industry (e.g., Blue Collar vs White Collar)
Morbidity Class or IllnessMorbidity Class or Illness
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2007 Report of SOA Mortality Table 2007 Report of SOA Mortality Table 
Survey SubcommitteeSurvey Subcommittee

50 Direct Writers Surveyed for Pricing Tables50 Direct Writers Surveyed for Pricing Tables
•• SOA 1975SOA 1975--80 Basic Table80 Basic Table 42%42%
•• 2001 VBT2001 VBT 32%32%
•• Own ExperienceOwn Experience 14%14%
•• Remaining TablesRemaining Tables 14%14%
•• SubtotalSubtotal 100%*100%*

*Note:  Some carriers may use multiple tables.*Note:  Some carriers may use multiple tables.
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2007 Report of SOA Mortality Table 2007 Report of SOA Mortality Table 
Survey Subcommittee (continued)Survey Subcommittee (continued)

Top Reasons for Table SelectionTop Reasons for Table Selection
•• Best reflects their businessBest reflects their business
•• Relationship of Select to Ultimate best reflects Relationship of Select to Ultimate best reflects 

future experiencefuture experience
•• Maintain continuity with prior pricing Maintain continuity with prior pricing 

assumptionsassumptions
•• Consistent with ceding companiesConsistent with ceding companies’’ experienceexperience

Note:  SOA Reinsurance Section Council Newsletter, November 2007Note:  SOA Reinsurance Section Council Newsletter, November 2007
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Sample Loss of Life Expectancy Sample Loss of Life Expectancy 
Calculations (in Years)Calculations (in Years)

Ave. LifeAve. Life MortalityMortality
Revised Revised 

LifeLife
Reduction Reduction 

inin

IndividualIndividual AgeAge ExpectancyExpectancy LoadLoad ExpectancyExpectancy Life YearsLife Years

11 6666 14.114.1 175%175% 10.210.2 3.93.9

22 3939 35.735.7 200%200% 28.428.4 7.37.3

33 4747 28.628.6 250%250% 19.819.8 8.88.8

44 4141 33.933.9 325%325% 22.022.0 11.911.9

55 5959 18.918.9 450%450% 7.97.9 11.011.0
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Sample Policy ValuationSample Policy Valuation
(Illustrative Purposes)(Illustrative Purposes)

•• Present Value of Future Claims less Future Premium (see next Present Value of Future Claims less Future Premium (see next 
slide)slide)

Mortality Table = RP 2000Mortality Table = RP 2000
Discount Rate = 5.5%Discount Rate = 5.5%
PV Scenarios:  For simplicity, excludes admin expenses, profit PV Scenarios:  For simplicity, excludes admin expenses, profit 
margin/ROI, acquisition costs/commissions, taxes, and other facimargin/ROI, acquisition costs/commissions, taxes, and other facility lity 
expenses  expenses  

•• Sample PolicySample Policy
MaleMale
Policy Issue Age = 84Policy Issue Age = 84
Policy Valuation Age = 86Policy Valuation Age = 86
Face Amount = $5,000,000 (Assumed payable end of year)Face Amount = $5,000,000 (Assumed payable end of year)
Annual Premium = $500,000 to age 100 (Assumed payable beginning Annual Premium = $500,000 to age 100 (Assumed payable beginning of of 
year)year)
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Sample Valuation Sample Valuation -- Age 86Age 86
(Scenarios of (Scenarios of ““Mortality ArbitrageMortality Arbitrage””))

Medical Underwriting Life Present Value

Mortality Expectancy Divided by

Load % in Months Face Amount

75% 83 16.7%

90% 73 24.4%

100% 67 28.8%

110% 63 32.6%

120% 59 36.1%

150% 50 44.5%

200% 40 54.2%

250% 33 60.9%

300% 29 65.8%
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Sample Third Party UnderwritersSample Third Party Underwriters
•• 2121stst Services (Services (www.21stservices.comwww.21stservices.com) ) 
•• AVS  AVS  
•• Examination Management Services,  Inc. (Examination Management Services,  Inc. (www.emsinet.comwww.emsinet.com))
•• Fasano Associates (Fasano Associates (www.fasanoassociates.comwww.fasanoassociates.com) ) 
•• Global Life Underwriting (Global Life Underwriting (www.globallifeunderwriting.comwww.globallifeunderwriting.com))
•• Insurance Strategies Services  dba ISC Services Insurance Strategies Services  dba ISC Services 

((www.iscservices.comwww.iscservices.com) ) 
•• OtherOther

Barry Reed  Barry Reed  
ARHart ConsultingARHart Consulting
Many othersMany others
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Portfolio Sale Portfolio Sale –– Buyers Exit Buyers Exit 
MarketMarket

•• Litigious situation Litigious situation –– Policies in receivershipPolicies in receivership
•• Change or Change or ““lossloss”” of funding sources of funding sources -- -- Liquidity Liquidity 

Longevity!Longevity!
Unanticipated Costs/Premium Unanticipated Costs/Premium -- Possible RuinPossible Ruin

•• Change in business planChange in business plan
ROIs need to be higherROIs need to be higher
Concern of Reputation Risk Concern of Reputation Risk –– Managing the Managing the ““GoogleGoogle”” FactorFactor

•• Did not purchase enough policies (no critical mass)Did not purchase enough policies (no critical mass)
Unsuccessful in creating fund for debt ratingUnsuccessful in creating fund for debt rating
Administrative expenses for maintaining facility is too highAdministrative expenses for maintaining facility is too high
ROIs not being metROIs not being met
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Can Can ““policy manufacturingpolicy manufacturing””
generate positive ROIs?generate positive ROIs?
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NonNon--Recourse Premium FinancingRecourse Premium Financing

•• NonNon--recourse recourse –– Potentially free coverage for 2 to 4 Potentially free coverage for 2 to 4 
yearsyears

•• Perception:  Perception:  ““Easy to GetEasy to Get””
Low or no down paymentsLow or no down payments
No or minimal credit checkNo or minimal credit check

•• Business popular in property & casualty insuranceBusiness popular in property & casualty insurance
•• Insured Decision at Loan Repayment Date (Several Insured Decision at Loan Repayment Date (Several 

Choices)Choices)
•• Does it meet Does it meet ““insurable interestinsurable interest”” requirements?requirements?

Managing Regulatory LongevityManaging Regulatory Longevity
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PFC PFC -- Debate of Debate of ““Insurable InterestInsurable Interest””
•• NY Insurance Law Section 3205(b)NY Insurance Law Section 3205(b)

(A) (A) ““In the case of persons closely related by blood or by law, a In the case of persons closely related by blood or by law, a 
substantial interest engendered by love and affection;substantial interest engendered by love and affection;””
(B) (B) ““In the case of other persons, a lawful and substantial In the case of other persons, a lawful and substantial 
interest in the continued life, health, bodily safety of the interest in the continued life, health, bodily safety of the 
insured person, as distinguished from an interest which would insured person, as distinguished from an interest which would 
arise only by, or would be enhanced in value by, the death, arise only by, or would be enhanced in value by, the death, 
disability, or injury of the insureddisability, or injury of the insured””

•• Section 3205(b)(1) Section 3205(b)(1) -- Appears to permit insured to Appears to permit insured to 
procure and immediately transfer a policy on his own procure and immediately transfer a policy on his own 
life, irrespective of the existence of insurable interest in life, irrespective of the existence of insurable interest in 
the assigneethe assignee

•• Challenges:  Challenges:  Is the PFC a disinterested third party? Is the PFC a disinterested third party? 
Rebating?Rebating?
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Beneficial Interest PoliciesBeneficial Interest Policies

•• Reduces the level of paperwork with the insurance carrierReduces the level of paperwork with the insurance carrier
•• Need to compress number of parties that were initial Need to compress number of parties that were initial 

beneficiaries of the trustbeneficiaries of the trust
Multiple beneficiaries means low transaction success rateMultiple beneficiaries means low transaction success rate

•• Untested in the marketUntested in the market
How will carriers react when policies mature (death claims)How will carriers react when policies mature (death claims)
How will regulators react?How will regulators react?
Importance of Good Paperwork & Pricing!Importance of Good Paperwork & Pricing!
Is there a mortality arbitrage?Is there a mortality arbitrage?
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Risk Transfer or Leverage DealsRisk Transfer or Leverage Deals

•• Life Extension Risk CoversLife Extension Risk Covers
•• ReinsuranceReinsurance
•• Residual Value CoversResidual Value Covers
•• OptionsOptions
•• Contestability CoversContestability Covers
•• Surety Bonds Surety Bonds –– Coupon or Mortality BondsCoupon or Mortality Bonds
•• SyntheticsSynthetics
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Do you know what you are purchasing?Do you know what you are purchasing?
Is the underwriter solvent?Is the underwriter solvent?
Will underwriter pay the full amount Will underwriter pay the full amount 

owed?owed?
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Where does the ROIs come from?Where does the ROIs come from?

•• Mortality Arbitrage Mortality Arbitrage –– Life SettlementsLife Settlements
•• Tax Arbitrage Tax Arbitrage –– COLI/TOLI/VOLICOLI/TOLI/VOLI
•• Where do other products get their returns?Where do other products get their returns?

Pension Owned Life InsurancePension Owned Life Insurance
OptionsOptions
SyntheticsSynthetics
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DefinitionsDefinitions
•• SwapSwap

Definition:  An exchange of premiums over time Definition:  An exchange of premiums over time 
according to specific termsaccording to specific terms
Policy vs Lives BasedPolicy vs Lives Based

•• Other termsOther terms
Notes Notes –– Payout on occurrence or a prePayout on occurrence or a pre--defined datedefined date
IndexIndex

MicroMicro--longevity:  Small number lives with medically longevity:  Small number lives with medically 
UWingUWing
MacroMacro--longevity:  10,000 to 100,000 lives with no UWinglongevity:  10,000 to 100,000 lives with no UWing
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OptionsOptions
•• Put Option Put Option –– Price is prePrice is pre--set with rights to set with rights to 

exercise during a specific periodexercise during a specific period
•• ““Look backLook back”” provision provision –– Price not determined Price not determined 

until option is exerciseduntil option is exercised
•• Pricing Pricing -- In the In the ““redred”” or in the or in the ““blackblack”” options?options?
•• Option GuaranteeOption Guarantee

Special Purpose Vehicle (SPV)Special Purpose Vehicle (SPV)
NewCoNewCo
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SyntheticsSynthetics
•• ““RealReal”” lives and lives and ““mockmock”” policies  policies  
•• Trading based on an indexTrading based on an index
•• Longevity or Survivor SwapsLongevity or Survivor Swaps

Based on survival of a pool of defined individualsBased on survival of a pool of defined individuals
Low correlation to traditional assetsLow correlation to traditional assets

•• Looks like a life settlement or IOLI  or Looks like a life settlement or IOLI  or ““pension pension 
schemescheme””

•• May have redemption costs or redemption May have redemption costs or redemption 
period to prevent early exit of investorsperiod to prevent early exit of investors
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Selection of Risk ClassificationsSelection of Risk Classifications
•• AgeAge
•• GenderGender
•• Life ExpectancyLife Expectancy
•• Geographic RegionGeographic Region
•• ImpairmentImpairment

CancerCancer
CardiovascularCardiovascular
DiabetesDiabetes
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Synthetics (Samples)Synthetics (Samples)

•• Goldman Sachs (QxX Index)Goldman Sachs (QxX Index)
•• JP Morgan (Life Metrics)JP Morgan (Life Metrics)
•• Deutsche BankDeutsche Bank
•• Credit SuisseCredit Suisse
•• OthersOthers
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Synthetics Synthetics –– What is appealing?What is appealing?

•• Success FactorsSuccess Factors
Reduced the food chain and associated feesReduced the food chain and associated fees
No insurance companies or real policies involvedNo insurance companies or real policies involved

Removes risks of direct policy ownership (insurable Removes risks of direct policy ownership (insurable 
interest and contestability)interest and contestability)
No risk of policy lapsation No risk of policy lapsation 
Reduces the due diligence process of paper files, etc.Reduces the due diligence process of paper files, etc.

Selection of Risk ClassificationsSelection of Risk Classifications
Higher number of lives and perceived credibilityHigher number of lives and perceived credibility
Involves financially strong companies?Involves financially strong companies?
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Synthetics Synthetics –– ChallengesChallenges

•• FailureFailure
““HouseHouse”” sets the rules of engagement (e.g., pricing)sets the rules of engagement (e.g., pricing)
No true (or limited) mortality arbitrage No true (or limited) mortality arbitrage 
Purchases of synthetics do not quite know what Purchases of synthetics do not quite know what 
they are purchasing?they are purchasing?
Counterpart risk still existsCounterpart risk still exists
Major participants are hedge fundsMajor participants are hedge funds
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Transparency IssuesTransparency Issues
•• Do investors know what they are investing in?Do investors know what they are investing in?

Reputation Risk:  Making money on maturities (death Reputation Risk:  Making money on maturities (death 
claims)claims)
Products in the Portfolio:  Viaticals, STOLI, beneficial Products in the Portfolio:  Viaticals, STOLI, beneficial 
interest, contestable, premium finance, etc. interest, contestable, premium finance, etc. 
Understand the Understand the ““mortality arbitragemortality arbitrage””
Liquidity challengesLiquidity challenges

•• What fees are involved and who is getting paid?What fees are involved and who is getting paid?
•• What parties are participating?  Any What parties are participating?  Any ““skin in the skin in the 

gamegame””??
•• Is the policy a security?Is the policy a security?
•• Consumerism Consumerism –– Do investors know the good, bad & Do investors know the good, bad & 

l ?l ?
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Thank youThank you

Michael L. Frank, ASA, FCA, MAAAMichael L. Frank, ASA, FCA, MAAA
President & ActuaryPresident & Actuary

Aquarius CapitalAquarius Capital
Phone:  (914) 933Phone:  (914) 933--00630063

EE--Mail:  Mail:  michael.frank@aquariuscapital.commichael.frank@aquariuscapital.com
Websites:  Websites:  www.aquariuscapital.comwww.aquariuscapital.com & & www.aquariuslife.comwww.aquariuslife.com

(Visit (Visit ““Aquarius in the NewsAquarius in the News”” on Websites)on Websites)


