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Peter Katt provides a blow-by-blow account of the life
settlement process.

A Complex Game: The Life Settlement Process
by Peter Katt, CFP, LIC

I have written about various aspects of the life settlement world, but until now I
haven't described the life settlement process. This column provides details of a life
settlement case I dealt with last year.

I have worked with Mark for 10 years managing three $2 million UL policies
insuring him that are owned by an irrevocable trust. Mark, now 80, has been in
poor health since my work began with him. It is getting worse. The insurance
company involved, let's call it AB Life, has only fair financial strength ratings that
have been declining. However, the pricing for these policies has been excellent.
Because of Mark’s poor heath we have used a just-in-time premium strategy of
paying only the cost of insurance charges, leaving very little cash value in policies.

Although we have discussed and considered the possibility of selling one or more of
the policies in the life settlement market for several years, it wasn't until last year
that Mark got serious about diversifying his risk due to AB Life's declining financial
strength ratings. Mark’s situation is significantly different than the typical life
settlement circumstance. Mark is very wealthy. The life insurance isn't needed and
he definitely can afford to continue the premiums. The life insurance is viewed as
other investments he has, thus the logic of wishing to pursue selling some of his
policies to diversify his perceived risk with AB Life. (Mark and I have disagreed
about the nature of the risk and I have counseled him to keep the policies, but he
is the client and I follow his lead and carry out his wishes).

Can’'t Tell the Players Without a Program

Several key players in life insurance have distinguishing roles and compensation
channels that advisers should be aware of:

Life Settlement Firm: firms that obtain an insured’s life expectancy, secure a
funder/buyer, and coordinate the transaction. The best known is Coventry First.
Life settlement firms can receive a case directly from a policyowner (very rare), a
fee-only adviser, a life insurance agent, or from a life settlement broker. A life
settlement firm’s compensation isn't disclosed. I believe they are compensated
when a policy or blocks of policies are acquired by the funding source (actual buyer
of the policy).

Settlement Broker: firms that coordinate the matching of a policyowner and life
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