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COMMENT 25
Reawakening interest in an asset class

Policy Selection's Redfarn
on traded life policies

industry
voice
BOB DOLL

Up is the path of
least resistance

Are the days of doing business behind closed doors over vyith this high-profile tribunal?

An ungentlemanly sense of deja vu?

Jmjl fter a couple of weeks of declines
and sideways movements, US
equity markets posted strong
gains last week. The rallies
reflected more good news and
investors' willingness to keep moving
money out of cash and into higher-risk
assets. For the week, the Dow Jones
Industrial Average rose 1.7 per cent to
9,6O5, the S&P 5OO index advanced 2.6 per
cent to l,O42 and the Nasdaq Composite
climbed 3.1 per cent to 2,08O.
BlackRock has been suggesting for weeks
the recession in the US is coming to an end.
Initial unemployment claims have fallen to
last January's level, manufacturing data has
picked up, residential building permits have
risen and the Leading Economic Index series
has advanced for four months running.
The economy is still deleveraging but this
should not preclude a mild economic recovery. Households should keep cutting debt in
the coming years, and consumer spending
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PSL's Rogan Redfarn talks to Stephen Wilmot about specialising in traded life policies and investing only in US assets

Reawakening interest in an asset
class with a colourful history
he hunt for uncorrelated
11 assets has taken sophisticated investors into some pretty
far-flung regions in recent
years. Mostly they return
bearing collectable commodities such as Victorian
stamps or exclusive French
wines, demand for which is
largely unrelated to economic activity.
But one asset with an altogether different set
of drivers is the traded life policy, which pays
out when the insured individual dies.
"Death is uncorrelated," as Rogan Redfarn,
business development director at Policy
Selection Limited (PSL), succinctly puts it.
PSL is one of only a handful of UK companies that specialise in traded life policies. It was
founded in October 2003 by Mr Redfarn and
two friends, Mark Hindle and Andrew Walters,
and now has $423m (£255m) in its single
product, the Assured fund. Mr Hindle manages
the vehicle from the Cayman Islands with the
help of seven analysts, while Mr Walters is the
company's finance director.
Investors in the Assured fund include private
rlients from the UK and KUFODC, often within

ket, which eventually spread to the less morbid
business of buying policies from the elderly
rather than purely from the infirm. By 2007,
the total market volume in the US had reached
$12bn.
PSL does not invest in policies covering the
terminally ill because the more certain time
frame for death makes them expensive, according to Mr Redfarn. But he stresses the company
is not against the asset class for ethical reasons.
"If done properly, the viatica! market can be
just as pro-consumer. It still fulfils a need," he
says.
PSL also only invests in US assets. This is
because, unlike most financial innovations,
traded life policies never really crossed the
Atlantic. In the US, the principle of "non-contestability" dictates that the insurance company
typically has only 24 months to contest a policy
claim.
In the UK, by contrast, companies can refuse
to pay up for years by alleging fraud. "It can
chug on for years," says Mr Redfarn. PSL is not
prepared to take on these legal risks.
He also claims US counterparties - even after
the failure of AIG - are more reliable than their
UK equivalents. "I'd much rather have a US
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"Lately advisers
have been asking
very sensible
questions.
TheyYe acutely
interested in
understanding
non-correlated
assets at the
moment"

founded in October 2003 by Mr Redfarn and
two friends, Mark Hindle and Andrew Walters,
and now has $423m (£255m) in its single
product, the Assured fund. Mr Hindle manages
the vehicle from the Cayman Islands with the
help of seven analysts, while Mr Walters is the
company's finance director.
Investors in the Assured fund include private
clients from the UK and Europe, often within
Sipp-type products, and discretionary managers, according to Mr Redfarn. The product was
launched in the wake of the 2000-03 bear market, just in time to see markets coast up for four
years. Now, following another grave bear market, interest in genuinely non-correlated, alternative assets has been reawakened.
"Lately advisers have been asking very sensible questions," says Mr Redfarn. "They're acutely interested in understanding non-correlated
assets at the moment. Five years ago we were
always going through the basics. Now I'm only
asked to explain the asset class at one appointment in 10. They're definitely more engaged."
For those who are not already familiar with
traded life policies, however, they are, in
essence, life insurance policies that are traded
as a financial asset.
For example, Mr Jones might decide to take
out an insurance policy to protect his dependants in the event of his untimely death. He pays
annual premiums in exchange for a policy value
of $lm. But then he finds he can no longer
afford the premiums - or perhaps his children
have become highly successful and he would
rather have the money for himself before he
dies.
In his early 80s, therefore, he sells the policy
through his financial adviser for 25 per cent of
its face value - $250,000. A few steps down the
financial food chain, it is bought by PSL, which
assumes responsibility for the premium payments as well as the right to claim the $lm
when Mr Jones dies.
Colourful history
The asset class has a more colourful history
than most. It originated as Viaticals' - life
insurance policies sold by the terminally ill during the Aids epidemic of the late 1980s. The
early victims of Aids in the US were largely gay
men who had no dependants to protect and
either needed the funds for medical care or
wanted to spend them during the remaining
months of their life. Entrepreneurs saw a mar-

typically has only 24 months to contest a policy
claim.
In the UK, by contrast, companies can refuse
to pay up for years by alleging fraud. "It can
chug on for years," says Mr Redfarn. PSL is not
prepared to take on these legal risks.
He also claims US counterparties - even after
the failure of AIG - are more reliable than their
UK equivalents. "I'd much rather have a US
insurance company paying out than a UK one,"
he says, noting that life insurance ranks above
all debt in the event of an insolvency.
Counterparty risk aside, Mr Redfarn claims
the insurance payout is "guaranteed" - a rare
and dangerous declaration in the world of
finance. The only major investment risk is the
longevity of the insured individual. If he or she
dies at a later date than PSL calculated, prolonging the period during which it has to pay
the policy premiums, the company could make
a loss on the investment.
Taxation loophole
The other major risk is tax, says Mr Redfarn.
The American Inland Revenue Service (IRS)
recently clarified its intention to tax any capital
gains from offshore life policy investments at
30 per cent - enough to severely curtail performance. PSL has found a way to circumvent
the IRS ruling, however, by taking advantage of
a double taxation treaty between the US and
Belgium. Ownership of the Assured Fund's policies will be transferred to a Belgium company,
which will involve moving the company's
administration from the Cayman Islands to
Brussels but will have no practical impact on
investors.
The Assured fund currently contains 271 policies, with an average face value of nearly $3m.
This makes the total face value of the fund the amount insurance companies will eventually have to pay it - $762m, which is over 40 per
cent more than the net asset value.
The difference represents, in financial terms,
the value of the years the 271 insured individuals have left to live. The average age of the individuals insured by PSL's policies is 83 years and
four months, and on average the company's
actuarial analysts expect them to live a further
four and a half years.
If they live longer, the value of the fund may
dip slightly - but the one thing that is certain is
that they will die, and PSL's investors will
receive their money, in the end.
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