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Introduction 

 Over the years, life settlements have become vital to the life insurance industry. 

According to the 2018 Conning Report (Life Settlements: Continued Growth, Positive 

Outlook), the market for life settlements has grown rapidly and the increased interested 

by investors is reflected by the continued increase in the amount of settled face values 

every year. Conning provides a comprehensive life settlement industry review and 

market forecast, in addition to an analysis of the different life insurers most frequently 

targeted by life settlement investors. It also identifies the many factors which drive Cost 

of Insurance (COI) increases, which is an important issue addressed by life settlement 

investors.  

 Fernandez Andrew and Kenneth Sunnet composed the Andrew & Sunnet 

Research Report of 2006, which demonstrated that the life settlement industry has been 

receiving greater attention from life insurance companies, financial investors, attorney 

generals, and industry regulators alike. Andrew & Sunnet provide critical insights into 

the developments which have occurred in the life settlement industry over the past 

decade, based on data published in their March 2015 report. This report adds to the 

conclusions established in their 2006 publication, which provides identifying factors of 

the “ins and outs” of the life settlement industry. 

Life Settlement Market Outlook 

In their 2005 report, Andrew & Sunnet predicted that the life settlement industry 

would expand from an estimated $13 billion of in-force life insurance policies, to $161 

billion of in-force policies, from 2014 forward. However, the market began growing long 
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before then. In 2004, it was anticipated that the amount of in-force life insurance policies 

would reach approximately $5 billion dollars by the following year. Surprisingly, the 

actual numbers exceeded $10 billion in in-force policy face value, doubling the 

previously projected model. 

Andrew & Sunnet had also predicted that this rapid growth would affect lapse 

rates of life insurance policies, greatly decreasing the gross number of policy 

cancellations. Lapse-related insurance pricing indeed existed and posed potential 

harmful effects to the life settlement sector. 

In 2006, individuals aged sixty-five years represented 96% of total life settlement 

transactions. It is estimated that about 47% of the population aged sixty-five and older 

had life insurance policies, and so controlled about $416 billion of in-force life insurance. 

Therefore, approximately $13 billion of in-force life insurance policies represented a 

penetration rate of three percent. Based on data presented by the US Census Bureau, 

this age group is expected to control almost $800 billion of life insurance by 2030. Using 

the 3% penetration estimation, the growth in population alone is likely to contribute to an 

expansion of nearly $12 billion in the life settlement market. However, Andrew & Sunnet 

also acknowledged that the estimated 3% penetration could be an underestimation 

because the real potential is at almost 20%. This shows that the prevalent expectations 

of the supply of policies with low cash values, as well as the number of individuals that 

are willing to settle, will continue to steadily increase over time. Thus, if the life 

settlement industry achieves the desired penetration rate, the sector could further 

access close to $137 billion. 
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Andrew & Sunnet showed, that based on these estimations, the life settlement 

market outlook anticipates growth from $14 billion to $161 billion over the next several 

decades. These assessments are conservative because increased awareness of life 

settlements as a viable option for today’s seniors would drive the in-force business 

penetration beyond the estimated 20%.  Andrew & Sunnet’s projection shows that the 

life settlement market outlook is likely to remain vibrant over the course of the next three 

decades with about $5.6 billion in annual increases from 2004 to 2030. The findings of 

these reports show that the life settlement sector has been developing faster than its 

original expectations. 

The Conning Report (2018) also showcased how the life settlement market has 

exhibited a continuous increase in strength in the recent past. Conning’s reviews have 

provided steady analysis of the life settlement industry since 1999. Statistics reveal 

continued development in the life settlement market that is characterized by growth in 

annual figures, and in in-force life insurance policies, between 2002 and 2017. The 

significant input by various key market players in litigation as well as in the regulatory 

action which occurred in the second half of 2017 and the first half of 2018, also 

displayed growth in strength exhibited by the continuously increasing amounts of life 

settlements. In 2017 Conning estimated that an annual volume of $2.5 billion worth of 

face value was purchased by investors, which presented a significant increase from 

2011 to 2016, the third and second highest amounts respectively, thus far. 

According to the Conning Report, the annual amount of life settlements 

transacted over a sample five-year period (from 2004 to 2009) was $2.1 billion, and the 

annual amounts of life settlement transactions over the most recent five years ranged 
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between $1.7 billion and $2.6 billion. This shows a growing interest among capital 

providers for this asset class. These annual reviews reveal steady growth as well as 

great potential for continued growth. This success, based on prevalent state filings, was 

estimated to have increased industry-wide by 19%. Continued inflation is expected to 

slow the decrease in the volume of transacted life settlements and ultimately encourage 

its prosperity. This would be a positive indicator for the supply of policies becoming 

available in the tertiary market in the future. 

The table below represents the estimated annual volume of in-force life 

settlements according to Conning’s Life Settlement Market Outlook:

 

Key players in the life settlement industry had made various announcements 

from mid-2017 to mid-2018 that broadly affirmed the growth and expansion of the life 

settlement market outlook. The announcements made by these players listed market 

expansion, sales of policy portfolios, and capital raises among the most recurring topics. 

The table below from Conning’s 2018 report is a summary of the key announcements 

made by different firms: 
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The life settlement market outlook was also characterized by key regulatory and 

legal moves. For example, the eradication of the requirement to eliminate COI from the 

basis of life settlements showed a positive regulatory change made by the TCJA (Tax 

Cuts and Jobs Act of 2017). The active legal arena was exhibited by the Second Circuit 

in the Federal Court. Conning’s report provided a summary of the recent legal and 

regulatory activities as shown in the table below: 
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The importance of businesses utilizing technology has also become a critical 

element in the life settlement market outlook. Conning provides an analysis of the use of 

various online tools used by life settlement industry participants to improve overall 

efficiency and experience. This analysis was driven by the growing importance of 

promoting the Internet and social media platforms to enhance and attract new business. 

In the summary table below, Conning provides an overview of calculators employed by 

today’s life settlement companies: 
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            Access to such calculators gives potential sellers an idea of the monetary 

amount they could receive with a life settlement, as well as reliable and faster means of 

communication between those sellers and possible providers. Of course, actual benefits 

provided to the original owner of the policy depend upon the outcome of underwriting, 

as well as the settlement itself. Ease of access to such calculators stimulates the 

interest of policy owners by giving an approximate* idea of their policy’s worth. This is 

important because policy owners can assess a viable appraisal of their policies beyond 

the estimations of their insurer. Advancing technologies have enabled policy owners to 

easily follow up with life settlement providers and informs them of steps that can be 

taken to successfully settle the transaction.  

Inclusion of such calculators shows growing competition among providers. Life 

settlement providers are using enhanced visual, audio and computer graphics – 

including videos posted on their websites – to ease access to key concepts about life 

settlements. 

Evidently, these reports show how significant developments have characterized 

the life settlement market outlook in the past few decades. They have shown that the 

life settlement business has exhibited strength in growth, quantified in billions of US 

dollars, which continues to increase from year to year. The capacity for continued 

growth is exhibited in the elevated use of advancing technologies to appeal to potential 

clients. This presents a crucial element which has defined the life settlement market 

outlook in the recent past, showing increased competition which necessitates 

businesses to enhance their efficiency and accessibility.  
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Benefits 

Both the Conning Report (2018) and Andrew & Sunnet’s research report (2006) 

relied on feedback from various key players in the life settlement trade to analyze the 

common trends exhibited by their data on benefits. According to data compiled by 

Conning, there was an approximate 26% decrease in the number of life insurance 

claims paid out from 2015 to 2016. The gross income amount for AIG (one of the public 

companies whose data was analyzed in the report) decreased from $453 million to $266 

million between 2016 and 2017. Emergent Capital Inc. reported an increase in gross 

income from the maturation of life insurance policies from $37.5 million to $67.2 million 

during the same time period. GWG Holdings also experienced an inflation of gross 

income from $48.5 million to nearly $64.7 million between those years. 

Andrew & Sunnet had postulated that the fast growth of the life settlement sector 

could result in an actual experience that would differ from previous assumptions made 

on pricing models. The life insurer who has created a reserve from collected premiums 

can use that capital (usually required to keep policies in-force) to fund the death benefits 

for in-force policies. Some of the feedback that Andrew & Sunnet obtained from different 

life insurance firms confirmed that they apply realistically low lapse rates to new 

insurance policies. For instance, a life insurance policy owned by a primarily healthy 

individual is more likely to lapse than a life insurance policy which is owned by an 

individual who is in poor to declining health. Based on such estimations, in 2006, AXA 

Financial and Manulife Financial had said that their projected lapse rates ranged from 

1% - 3%, which seemed quite low. The lapse-rate assumption should be a critical 
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element in the life settlement industry because market players apply lapse-based 

pricing to their insurance quotes, making this an important factor worth considering. 

During the Protective Life Investor Day on March 14, 2006, Protective Life 

showed how some industry players apply lapse-based pricing to their products. The 

company exhibited how both the low cumulative lapse rates and low investment benefits 

could cause adverse returns for different life commodities. Example: A life insurance 

policy owned by a 72-year-old male, with a $10 million face value without guaranteed 

lapse, would require a minimum 7.8% annual investment return due to the life insurer, 

for the carrier to be able to pay $10 million in death benefits in approximately twelve 

years. This projection assumes that life insurance companies do not incur costs such as 

marketing, maintenance and underwriting. In Andrew & Sunnet’s conclusion, the only 

way a life insurance company can sell such a product with such a benefit is if they are 

counting on policies to lapse.  

Andrew & Sunnet’s example illustration of the above-referenced pricing assumption: 

SINGLE PREMIUM UNIVERSAL LIFE WITH A NO-LAPSE GUARANTEE PRICING EXAMPLE 
Model Parameters  Assumptions 
Candidate Male, age 72, non-tobacco 
Underwriting Category Table 4 to Standard 
Death Benefit $10,000,000 

Average Single Premium (1) $4,069,127 
Life Expectancy 12 years 
Required Investment Yield to Pay Death Benefit  7.8% 

 



12 | P a g e  
 

The table shown above shows how some players apply lapse-based pricing to 

products such as Universal Life insurance policies. It also demonstrates the extent to 

which lapse-based products are targeted by life settlement companies, and how the 

providing associations can face negative returns if fixed benefits remain as they are.  

Market Forecast Drivers 

Andrew & Sunnet attribute the growing exposure of life settlement providers to 

the recent increase in single-premium Universal Life policy sales, such as in the 

example shown in the table above. According to data obtained from LIMRA (the Life 

Insurance Market Research Association), single-premium Universal Life sales grew 

from 16% of overall Whole Life premiums to 27% between 2001 and 2005. The single-

premium Universal Life product was 60% of the total growth in premiums between 2001 

and 2004. It is expected that a large percentage of these policies are characterized by 

no-lapse guarantees. 

There was a decline between 2004 and 2005, showing that the life insurers could 

possibly avoid single-premium Universal Life products given the increased awareness 

of prevailing the life settlement market outlook and the effect of higher reserves 

necessitated by single-premium Universal Life products. Generally, life insurance 

carriers do not provide statistics for single premium payments in comparison to more 

frequent (i.e., monthly) payments. However, given the market trends presented by the 

market outlook, most insurance providers are prone to the expanding life settlement 

industry despite their best efforts to avert from its impact. 
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According to Andrew & Sunnet, the analysis of the potential exposure of life 

insurance firms to life settlements showed that Universal Life policies were less 

attractive to life settlement providers because the buyers of the such policies would face 

equity market risk. It shows that life settlement investors covet firms that have large 

stock of Universal Life policies, which have seen incredible growth in recent decades, 

and which create considerable volumes of earning from life insurance transactions. 

There are various key drivers that are favorable to continually expanding growth 

in the life settlement industry. It is expected to remain an appealing alternative asset 

class to the investors who look beyond average returns, compared to the current 

relatively low interest rates within the global business environment. An increasing 

number of investors are becoming more interested in seeking alternative methods to 

funding retirement, which is a primary concern for today’s seniors. The table below 

provides a summary of the major long-term drivers of the life settlement market growth: 
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There are positive economic and capital factors that drive the life settlement 

industry. If investors and asset managers continue seeking substitute assets to allocate 

capital to, the life settlement industry will remain one of the top alternative opportunities 

for this expenditure. The Conning Report shows that the interest rates obtainable from 

treasury rates have decreased from 6.6% to 2.4% from the 1990s to 2010. This drives 

the desire to seek other types of assets such as life settlements.  

 

 

 

 

 

Asset managers are always seeking alternative methods to create investment 

returns, and life settlements have proved to be one of the most attractive categories of 

assets that can do so. Willis Tower Watson analyzed the top 500 biggest asset 

managers and revealed that, between 2012 and 2016, available assets grew from $68 

trillion to $81 trillion, according to the Conning Report. This growth shows great 

appreciation of new industry assets, such as life settlement transactions. Macro-level 

drivers and varying demographic trends are increasing, resulting in the desire to invest 

more money for retirement as pension plans grow. This culminates in a growing influx of 

investors to private equity firms and asset managers. 
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Insurance-related assets valued at $39 billion (compared to the $1.9 trillion 

associated with real estate) form a small percentage of the alternative resource. 

However, the report shows that capital allocated to life settlements exceeds life 

insurance-related securities. Consumer drivers such as advancing age increases the 

number of policy owners who might wish to sell their life insurance policies. Conning 

projects that the overall number of retirees in the United States will increase from 47.8 

million to 65.9 million between 2015 and 2025. This drives the potential expansion of 

the life settlement industry. 

Stabilizations in industry regulations, the passage of the TCJA, and business 

drivers demonstrate how life settlements may become the preferred method for 

allocating capital. Increasing costs of insurance will play a significant role in 

encouraging the growth of the life settlement industry, and investors should conduct 

extensive due diligence before appropriating funds into the life settlement business.  

Life Settlement Market Projection 

As the life settlement industry has surpassed all expectations, it is evident that it 

will continue to generate a large volume of financing. This will result in increased 

competition between providers, and it will put pressure on the key players to identify and 

settle claims more quickly. Thus, performing due diligence will remain integral in 

ensuring that business is conducted responsibly.  

Conning’s analysis of the potential growth of the life settlement industry in the 

United States shows an approximate $194 billion annual gross market capacity. This is 

an increase from previous projections. The average annual value of new life settlement 
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transactions over the next ten years is projected to be around $2.7 billion, which is an 

increase from previous projections. The increasing popularity of life settlements as an 

asset class will undoubtedly continue to change these projections over the next forecast 

period. Changes in capital return, increased desire for new policies, and increased 

competition among providers could lower the minimum age requirement as well as the 

minimum face value stipulation. The selectiveness of potential investors, especially 

concerning the insured’s health condition, is a key determinant in the market forecast. If 

prospective buyers are willing to buy policies insuring critically ill individuals, the 

potential gross market projection could range from $213 billion in 2018 to $251 billion in 

2027. However, if potential investors are more selective in choosing which policies to 

invest in, the potential gross market in the United States could range from $144 billion in 

2007 to $170 billion in 2018. 

 

 

 

  

 

 

However, not every policyholder will meet the minimum criteria for receiving a life 

settlement. The percentage of qualified candidates provides the projected net market 

potential. This projection shows the total maximum face values of policies that could 
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become life settlement at any given time. Based on the 2010 Insurance Studies Institute 

survey, there has been an increase in consumer awareness, and drivers of consumers 

demand. The total estimated average annual potential of the life settlement market over 

the next decade (2018-2027) is approximately $162 billion based on a 70% limit. This 

projection is based on potential policies holding a face value of $100,000.00 

 

 

 

 

 

 

          Only a small percentage of the potential net market participates in life settlement 

transactions in any given year. The potential annual volume of life settlements is 

obtained from the actual amount of acceptable policies sold in the market, as well as the 

funds dedicated to buying policies by investors and asset managers. The average 

annual volume of life settlements between 2018 and 2027 is projected to be 

approximately $2.7 billion with a 1% - 2% annual growth of face value. 
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Industry Response 

Licensing and regulation are very important issues in the life settlement industry, 

as key players push for improvements and continued growth. Life insurance agents and 

advisors alike are becoming more familiar with and educated about life settlements, so 

that they will become well-versed in its components and procedures. These financial 

professionals will and do have the tools to help move their clients in to more favorable 

economic situations, which is a great moral victory in otherwise adverse conditions. 

As with all things, there are positives and negatives to every company and 

product, and life settlements are no different. The industry has faced some controversial 

backlash, as opponents of the trade have argued that it is an ethical hazard to allow 

third parties to benefit from the death of another individual. Though this element is true, 

the individual selling their life insurance policy benefits from this transaction as well: 

They are relieved of their obligation to pay often-increasing premiums, and they receive 

a cash settlement which is usually greater than the policy’s cash surrender value 

(though the settlement amount will always be less than the policy’s face value). This is 

one of the best options currently available to today’s seniors, and for those who qualify, 

it is an excellent opportunity to acquire monies which would otherwise seem impossible 

to attain. 

When a life insurance agent or advisor can provide this advantage to eligible 

clients, they too have the potential to benefit by earning a referral commission. That 

agent / advisor will be able to grow his or her investment portfolio and continue to 

maintain their annual returns. Everyone wins. 
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Cost of Insurance (COI) 

According to the Conning Report, between 2015 and 2017, six major insurance 

carriers increased their COI rates on Universal Life policies, even though such policies 

are prohibited from unexpected rate increases. The major driving factors for COI 

increases included higher than projected death rates, lower investment returns, and 

lower policy crediting rates than what was initially estimated. This is one motivating 

factor for those considering selling their life insurance policies – a life settlement will 

allow the policyholder to relinquish their responsibility of paying expensive premiums, 

passing this financial burden onto the new owner as designated by the life settlement 

transaction. 

Lapse Rates and Surrender Rate 

With consumers becoming more enlightened about life settlements and following 

through on those transactions, the lapse rates as reported by life insurance carriers 

have significantly declined. This means that more policies are remaining in-force longer. 

When a policy lapses, coverage is terminated and no death benefit is paid out, so the 

insurance carrier retains that money with no loss to their institution. However, when a 

policy is sold in a life settlement transaction, the policy remains active, and the 

probability of the insurance carrier paying out the death benefit greatly increases. 

Though the policy premiums will still be paid, the full-face value of the policy will be Cost 

disbursed to the designated beneficiary upon the insured’s passing. 
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Profitability 

Profitability is the major cause of increased COI and can be measured as the net 

operating gain. The Conning Report shows that the companies who announced 

increased COI rates had -2.2% to -17.6% decreases between 2016 and 2017. One key 

factor which prompted life insurance companies to increase their COI rates was the 

pressures imposed on Universal Life policies. Conning demonstrates that there is little 

evidence to prove that the life settlement industry was motivation for COI increase. On 

the contrary, the structure of Universal Life products and its capability to optimize 

premium payments makes it that much more appealing to life settlement investors. 

Risks 

Life settlements are of a complex asset class, so performing due diligence on the 

processes and procedures of the industry is highly encouraged. The life settlement 

industry is prone to risks such as lengthy life expectancies, the need for portfolio 

diversification, premium optimization, and associated challenges. Investors depend on 

medical underwriters to produce life expectancy reports to assist in the appraising of 

potential cases. Some underwriters will take industry statistics into consideration when 

determining such values, factoring in data obtained from the designated population 

demographic. Elongated estimates translate to reduced profitability, and various 

portfolio complexities could expose investors to lower profits. 

Andrew & Sunnet report that a gradual increase in economic rates can create an 

improved operating environment. Product innovation, insurance segments, and asset 

accumulation can drive product sales. Favorable legislations such as tax reduction in an 
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individual’s or group’s annuity distributions can promote increased interest in annuity 

products. The more aware consumers become of life settlements, and the more due 

diligence that is performed, will only continue to encourage the growth of the industry. 

There is a lot of money to be made with the life settlement industry, and investors who 

do their research will be able to access it in due time. 
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