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Life Settlement Securitization
 Life settlement transactions have become a
common topic of discussion among partici-
pants in the asset-backed industry.  The fu-
ture of life settlement securitization is
promising.Life settlement transactions pro-
vide investors with an opportunity to earn
better yields than may be available from their
other investments. Page  1

Synthetic Replication of Cash CDOs
Synthetic replication of cash CDOs is becom-
ing the latest technological advancement,
amid tight collateral spreads and strong de-
mand for CDO paper.  Page 1

Using Foreign Subsidiary to Accelerate
A/R Deductions
Sellers of products often establish reserves for
returned merchandise. While the allowance
makes good accounting sense, the IRS has not
permitted deductions before returns occur.
The Service has recently approved an ac-
counts receivable factoring strategy that gives
companies more options. Page 2

Trade Agreements
On March 1, the United States implemented
CAFTA with respect to El Salvador, the first
of the countries to have satisfied all the U.S.
requirements, and it is implementing CAFTA
on a rolling basis with other countries. Coun-
try-by-country implementation has created a
number of practical difficulties. Page 3

Public Private Partnerships in Mexico
The Mexican federal government has adopted
a new form of PPP arrangement known as
“projects for the provision of services” or
“PPS”. The PPS scheme is based on and very
similar to the UK’s PFI model. Page 4

See foreign exchange rates on page 7.

What is the Future of Life
Settlement Securitization?

BY BORIS ZISER (BROWN RUDNICK BERLACK ISRAELS, LLP)

Over the course of the last few years, life settlement transactions have
become a common topic of discussion among participants in the asset-
backed industry. The discussions have been more than academic, since in
that same period, a number of life settlement transactions have been com-
pleted. Will this asset class grow in the near future?

“Life settlements” is the term used to describe the sale of life insurance
policies on the secondary market. The types of policies that have been in-
volved in the transactions completed to date have included whole-life poli-
cies, universal life policies as well as term policies. Each type of policy has
certain characteristics (e.g. a term policy expires after the specified time pe-
riod covered by the policy concludes) that require the transaction to be struc-
tured in a manner that will accommodate such policy. In addition, a number
of recent transactions have included annuity contracts, which among other
things, provide predictability and a source of cash to pay the policy premi-
ums. Generally, in such transactions, the owner of a life insurance policy
sells the policy to a purchaser (which may be an intermediary that will sub-
sequently sell the policy into the structured transaction). Subsequent to the
sale, the new owner of the policy will be entitled to receive the death benefit

Synthetic replication of cash CDOs is becoming the latest technolog-
ical advancement, amid tight collateral spreads and strong demand for
CDO paper. Synthetic CDOs-squared all but disappeared last year, after
the major turmoil in the correlation market hurt deal economics and made
investors skeptical about the high leverage employed in these structures.
However, market participants began to explore ways to “piggy back” on
managed cash CDOs by referencing them in a synthetic deal.

In the past, CDOs-squared were either (1) re-securitization of existing
cash CDOs, or (2) synthetic deals referencing a portfolio of hypothetically-
constructed corporate CDO tranches. The new breed of CDOs-squared, in
contrast, synthetically replicates a portfolio of cash CDOs. For example,
Stanton Vintage CDO, currently in the pipeline, uses a total return swap
(TRS) to replicate the cash flow of a portfolio of CDO tranches. The reference
portfolio, managed by UNIQA, will include at least 50 CDOs. Another deal
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under the policy and will be obligated to pay the
on-going premiums and comply with the re-
quirements of the insurance company in connec-
tion with the transfer of the policy as well as the
payment of the death benefit.

ing a major portion of available life settlements
that satisfied their eligibility criteria. Since then,
several billion dollars in life settlements have been
purchased by German funds. A favorable tax re-
sult helped the German market grow rapidly. Ger-
man funds have continued to invest in life settle-
ments, as the yields remain attractive.

The universe of parties interested in life set-
tlement transactions has expanded to include in-
vestment banks, hedge funds and commercial
paper conduits. Moreover, funds interested in in-
vesting in U.S. life settlements are not limited to
those in Germany, but include funds from Asia,
Australia and other jurisdictions around the
world. Attendees at recent life settlement confer-
ences included originators of policies, medical
underwriters, representatives from investment
banks and funds from various jurisdictions out-
side of the U.S.

Despite an increased interest in life settle-
ments, the supply appears to be available to meet
the demand. This is especially true for policies cov-
ering insureds with a life expectancy in excess of
ten years and a death benefit in excess of $10 mil-
lion, which is an underserved market segment. In
addition, as word spreads informing seniors of the
option to sell their life insurance policy for an
amount significantly greater than the cash-surren-
der value, I expect the volume of life settlements
to increase.

From a structural standpoint, as is often the
case with assets that have an impact on individu-
als, transactions involving life settlements must
be structured to navigate a complex regulatory
environment. Life settlements are regulated on a
state-by-state basis, and the extent of the regula-
tions varies widely. In addition, regulation at the
Federal level comes into play, including in the form
of the Securities Act of 1933, the Investment Com-
pany Act of 1940 and the Bank Holding Company
Act of 1956. In transactions involving a source of
funds outside the U.S., extensive tax analysis is
often required.

Life settlement transactions provide investors
with an opportunity to earn better yields than may
be available from their other investments. Inves-
tors can develop eligibility criteria for purchasing
life settlements that target yields within their de-
sired range. Such flexibility and economics will
help sustain life settlements as an asset class. ❏

Boris Ziser is a partner in the Structured Finance Group
of Brown Rudnick Berlack Israels LLP and has repre-
sented purchasers and originators in life settlement
transactions. Mr. Ziser can be reached at (212) 209-
4825 or bziser@brownrudnick.com.

Life settlements involved in recent transac-
tions are not what are often thought of as
“viatical” policies. A “viatical” settlement often
refers to a life insurance policy where the insured
suffers from a terminal illness. In contrast, life
settlements described in this article relate to
insureds who do not have a terminal illness, but
who are seniors (typically over the age of 70) and
whose health is impaired in some manner, which
enables a medical underwriter to produce a life
expectancy determination on which a purchaser
relies as a key factor in pricing the life settlement.
Seniors choose to sell their life insurance poli-
cies for a variety of reasons, including their de-
clining need for a large policy or a desire to un-
lock the value of the policy and use the funds for
an alternative purpose. A purchase price for a
policy can significantly exceed the policy’s cash-
surrender value and provide the insured with
proceeds that can be used to by a smaller policy,
to invest in a different type of investment vehi-
cle or for other purposes.

The practice of aggregating and monetizing
pools of life settlements has grown in the past
few years, and, by some estimates, over $10 bil-
lion in face value of policies was traded in 2005.

A few years ago, when this asset class was
in its early stages, an insurance product was
available to cover the extension risk associated
with life settlements, i.e. the risk that the insured
will live beyond the life expectancy determined
by the medical underwriter. When such cover-
age was no longer available, many expected the
end of life settlements securitization to arrive
quickly, as investors would have to get comfort-
able with the associated mortality risk. Howev-
er, funds based in Germany began to invest in
portfolios of life settlements (without the bene-
fit of annuity contracts) and were quickly buy-

Life settlement transactions provide investors
with an opportunity to earn better yields than
may be available from their other investments.

What is the Future, from Page 1


