
Life settlements are one of the few asset classes offering 

structurally uncorrelated returns driven by mortality rather 

than financial markets. They represent life insurance policies 

of US policyholders that are sold to investors. Life settlements 

have been traded in substantial quantities since the early 

2000s. Thus, life settlements are nothing new, and there has 

been a multitude of investment products including open-end 

funds, closed-end funds, securitizations and certificates. 

The charm of an investment in life settlements is threefold: (i) 

the absence of correlation with traditional financial markets, 

(ii) generally high credit quality of the insurance carriers that 

owe the death benefits, and (iii) attractive projected returns. 

The key risk, however, is longevity i.e. insured individuals liv-

ing longer than expected. 

How are returns generated? 

From a hold-to-maturity perspective, a life settlement invest-

ment can be understood as a simple cash flow ‘engine’. 

An investor acquires a portfolio of policies at an initial pur-

chase price. Over time, the portfolio generates two types of 

cash flows: 

- Cash-out: premium payments and other costs 

- Cash-in: death benefits collected at maturity of policies 

The performance of the investment is therefore entirely de-

termined by the balance of these cash flows. A positive return 

is achieved if the balance of cash-in versus cash-out exceeds 

the initial acquisition 

cost of the portfolio. 

The investor is paid 

back the initial in-

vestment and re-

ceives a profit on 

top. Conversely, if 

cash-in fails to suffi-

ciently exceed costs, 

the investment re-

sults in a partial or 

total loss. In es-

sence, life settle-

ment performance is 

a function of lifetime 

net cash flow gener-

ation. 

The role of longevity risk 

Longevity is the dominant risk in life settlements and directly 

impacts both sides of the cash flow equation. 

First, longer lifetimes of insureds delay or reduce the realiza-

tion of death benefits, thereby lowering cash-in. Second, they 

increase the duration and magnitude of premium payments, as 

policies remain in force for longer and cost-of-insurance charg-

es typically rise with age of insureds. 

This dual effect makes longevity risk particularly powerful: it 

simultaneously reduces inflows and increases outflows. As a 

result, deviations in experienced mortality from life expectancy 

assumptions translate directly into deviations in realized profit-

ability. 

Implications for performance measurement 

Given this structure, the most relevant metric for assessing a 

life settlement investment is its actual cash flow profitability 

i.e. the realized balance of cash-in and cash-out over time. 

While the net asset value (NAV) of an investment is commonly 

reported, it is inherently model-based and dependent on as-

sumptions, particularly life expectancy estimates and discount 

factors. As such, a NAV alone is not a sufficient indicator of 

underlying performance. 

A transparent view of cumulative cash flows allows investors to 

directly assess whether a portfolio is generating the expected 

economic value and to distinguish between model-driven valu-

ations and realized outcomes. 

Implications for reporting and benchmarking 

For asset managers, this implies that reporting should include 

clear and consistent disclosure of cash-in and cash-out metrics 

alongside traditional valuation measures. Without such trans-

parency, investors are left with an incomplete picture and may 

effectively be exposed to a “black box”. 

For investors, cash flow-based profitability provides the most 

robust basis for performance assessment and enables mean-

ingful comparisons across managers, independent of valuation 

methodologies. 

Importantly, this information is readily available from standard 

fund accounting.  

Conclusion 

Life settlement investments are governed by a simple principle: 

the performance is ultimately determined by the relationship 

between cash inflows and cash outflows. 

Transparency on these cash flows is not optional, it is essential. 

Only by understanding the underlying profitability of a portfo-

lio, investors can properly assess performance, compare man-

agers, and make informed allocation decisions in this asset 

class. 
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constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any 

jurisdiction. No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the infor-

mation contained herein, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the re-

port. AA-Partners Ltd. does not undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability 

for any investment losses. Investments involve risks and the report should not be regarded by recipients as a substitute for the exercise of their own 

judgment. Any opinions expressed in this report are subject to change without notice and may differ or be contrary to opinions expressed by other 

market participants as a result of using different assumptions and criteria. AA-Partners Ltd. is under no obligation to update or keep current the infor-
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or options thereof.   

The disclosures contained in research reports produced by AA-Partners Ltd. shall be governed by and construed in accordance with Swiss law. The re-

port is assigned to the use of the subscriber to this publication. AA-Partners Ltd. prohibits the redistribution of this material in whole or in part without 

the written permission of AA-Partners Ltd. to any other person or company or legal entity, and AA-Partners Ltd. accepts no liability whatsoever for the 

actions of third parties in this respect.  
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AA-Partner is a boutique company specialized on life 

settlement consulting. The company is domiciled in Zur-

ich, Switzerland and provides services as independent 3rd 

party for institutional clients.  
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