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A
quiet evolution in the life in-
surance market has caused
some life policies to be
worth a significant amount
over the cash surrender val-

ue in many situations.
Even a straight term
life policy may be
worth a significant
amount of cash!

Financial profession-
als, whose clients of-
ten carry high-face-
value policies, should
know how to access
that insurance’s real
market value. Otherwise, they may be
overlooking an asset that can be turned
into a substantial amount of cash.

A senior settlement enables individ-
uals, businesses, and other organiza-
tions to sell existing life insurance poli-
cies, and receive a cash payment ex-
ceeding the policy’s surrender value.

According to a December 1999 re-
port by Conning and Co., more than
20% of life insurance policies on indi-
viduals 65 and older have a fair mar-
ket value greater than the cash surren-

der value. In other
words, there is $108
billion of insurance in
force on insureds over
age 65 that may quali-
fy for a life settlement.
This includes term, uni-
versal life, whole life,
and survivorship poli-
cies. 

This translates into
$43 billion of term insurance and $65
billion of permanent insurance in force
for insureds over age 65 that may be
worth more than the cash surrender val-
ue available to the client.

In recent years, Wall Street investors’
increased interest in life settlements has
led to an influx of capital into the mar-

ket. According to the Conning study,
$1 billion of death benefit was pur-
chased in 2001. This number is ex-
pected to increase — estimates show
that the annual amount of policies pur-
chased could go as high as $10 billion.

How much could a policy be worth?
The amount of money the policyhold-
er receives for the policy is calculated
based on the age and relative health of
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the insured, as well as the policy’s
costs, duration, and cash surrender val-
ue. Most clients have experienced a de-
cline in their health status since the pol-
icy was issued. Each transaction is eval-
uated individually. Here are some ex-
amples to illustrate the range of possi-
bilities.

Example 1:
Universal Life
Face amount: $450,000
Cash value: $0
Male insured age: 68
Client sold policy for: $70,000.
A mid-sized manufacturer was op-

erating in Chapter 11 bankruptcy. As
part of the process of submitting op-
erating reports, the consultant decided
to confirm the key-person insurance
policy’s cash surrender value. He
learned the policy had been fully bor-
rowed against and management was
ready to terminate the policy because
the large annual premium was coming
due.

The consultant remembered a senior
settlements ad in an industry publica-
tion. The curious consultant contacted
the purchasing company. At the time
of review the insured was a 68-year-
old whose health status had declined
slightly since the policy was issued.
The policy had no cash surrender val-
ue. The $450,000 policy was sold for
$70,000.

Example 2:
Whole Life
Face amount: $8 million
Cash value: $795,000
Male insured age: 76
Client sold policy for $2.3 million.
Because of a family conflict, the in-

sured wanted to surrender his $8 mil-
lion whole life policy and invest the
$795,000 of cash value. The insured’s
producer was not aware of the oppor-
tunity to sell the policy and did not sug-
gest senior settlement as an option. The
insured consulted his attorney for a sec-
ond opinion. The attorney referred the
insured to a life producer who active-
ly is involved with senior settlements.

The insured was underwritten for a
senior settlement. The client received
$2.3 million for his policy, $1.5 mil-
lion over its cash surrender value. The
producer received compensation for the
senior settlement and additional refer-
rals. 

Six months later, the insured asked
the same producer to write him a new
policy to satisfy his divorce settlement

with a total face value of $5 million.
The new policy was issued as substan-
dard with an annual premium of
$376,000. The insured made a single
premium deposit of $1 million into a
universal life contract with a projected
annual premium of $150,000 a year. 

According to this producer, since be-
coming involved with senior settle-
ments, his income has quadrupled and
he made more than $2 million in 2001.

Example 3:
Term
Face amount: $3 million
Cash value: $0
Male insured age: 75
Client sold policy for $930,000.
The insured had a $3 million term

insurance policy that had been taken
out three years prior to cover a loan
for his company. Because of a change
in his health, the business was sold
and the loan was repaid. There no
longer was a need for the term poli-
cy.

The insured met with his producer
who suggested that rather than letting
the policy lapse and receiving nothing
for it, there was a new option. He could
sell his policy and obtain value where
none existed before.

The insured sold his term insurance
policy through a senior settlement and
received $930,000. The producer re-
ceived compensation for the senior set-
tlement and a commission on the $3
million term conversion.

A financial professional is in a po-
sition to structure a sale that best
meets his clients’ objectives, and to
outline the various benefits and set-
tlement options. While each person’s
needs are unique, the following ex-
amples highlight some situations that
might lead to recommending a senior
settlement transaction.

Senior Settlements in Business
Situations

Senior settlements can be useful in
many business situations:

Mergers and Acquisitions 
• A policy to finance a buy/sell agree-

ment isn’t needed after the business is
sold to a third party.

• Because of an ownership change,
a key-person policy no longer is need-
ed.

Business-Owned Life Insurance
• A business owns a key-person pol-

icy on a former executive.
• A company owns policies bought

to fund deferred compensation or re-
tiree benefit programs after such pro-
grams have been changed.

• A business is sold and insureds re-
tire. Buy-sell funding isn’t needed.

• There is unwinding of the split dol-
lar plan because of bankruptcy or em-
ployment termination.

Senior Settlements in Estate Planning
Applications

Senior settlements also have estate
planning applications:

• A reduction in a client’s estate size
or a change in tax policy means less
insurance is needed to pay projected es-
tate taxes.

• A client’s financial condition
changes and he or she can’t afford the
premium.

• A client outlives his or her family
or beneficiaries.

• An increase in a client’s liquidity
makes life insurance a less desirable
funding mechanism to pay estate taxes.

• A policy gifted to a not-for-profit
organization can be sold by the orga-
nization to supplement cash flow. 

If the producer considers which of his
clients might be a senior settlement
prospect, he will see the huge need for
senior settlements in the growing group
of retired people in their senior years.

Clients whose circumstances have
changed so the need for their insurance
is gone and whose insurability has
changed since the policy was issued are
ideal senior settlement candidates. Such
situations as business changes, compa-
ny solvency issues, estate changes, and
poorly performing policies create the
need for a senior settlement.

To qualify for a senior settlement, a
case must meet the following profile
requirements:

• An insured who is 65 or older.
• Policy face amount: $100,000 min-

imum.
• Life expectancy: 14 years or less.
• A change in insurability since issue.
• Any kind of insurance policy (i.e.

universal life, whole life, term, sur-
vivorship).

• A lower cost to carry the policy is
more attractive.

• Annual premium usually can’t ex-
ceed 5% of face value.

Our Opinion
Life insurance became a commodity

long before the senior settlement busi-
ness evolved. An enormous stock of
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about $12 trillion of face value of an
illiquid investment held by millions of
people will become liquid.

The senior settlement business is in
the infant stages. Life insurance pro-
ducers, estate planners, attorneys, and
accountants should realize that they are
responsible for informing their clients
about this new option. 

Seniors sell such assets as homes,
boats, jewelry, stocks, and bonds to
meet their changing needs. The pro-
ducer might ask himself, “Why would-

n’t seniors sell their life insurance pol-
icy?” The answer is simple: They
would!

Life insurance producers are trained
to sell insurance for life insurance
companies that offer competitive pric-
ing, underwriting expertise, training,
and marketing support. The purchasing
companies must follow the same mod-
el. The purchasing company should of-
fer fair and competitive purchasing pa-
rameters, expertise in reverse under-
writing and insurance premium calcu-

lations, and comprehensive knowledge
of actuarial tables and assumptions. The
senior settlement companies must pro-
vide training and marketing support.
They also should conduct their busi-
ness in an ethical and responsible man-
ner. 

A major transformation of the senior
settlement business within the next few
years will bring phenomenal growth and
an enormous money making opportuni-
ty for life insurance professionals
who embrace this new business.
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