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S V S   L O N G E V I T Y   C O N F E R E N C E 

English_General 

This presentation was prepared exclusively for the benefit and internal use of the JPMorgan client to whom it is directly addressed and delivered (including 

such client’s subsidiaries, the “Company”) in order to assist the Company in evaluating, on a preliminary basis, the feasibility of a possible transaction or 

transactions and does not carry any right of publication or disclosure, in whole or in part, to any other party.  This presentation is for discussion purposes 

only and is incomplete without reference to, and should be viewed solely in conjunction with, the oral briefing provided by JPMorgan.  Neither this 

presentation nor any of its contents may be disclosed or used for any other purpose without the prior written consent of JPMorgan.  

 

The information in this presentation is based upon any management forecasts supplied to us and reflects prevailing conditions and our views as of this date, 

all of which are accordingly subject to change.  JPMorgan’s opinions and estimates constitute JPMorgan’s judgment and should be regarded as indicative, 

preliminary and for illustrative purposes only.  In preparing this presentation, we have relied upon and assumed, without independent verification, the 

accuracy and completeness of all information available from public sources or which was provided to us by or on behalf of the Company or which was 

otherwise reviewed by us.  In addition, our analyses are not and do not purport to be appraisals of the assets, stock, or business of the Company or any 

other entity.  JPMorgan makes no representations as to the actual value which may be received in connection with a transaction nor the legal, tax or 

accounting effects of consummating a transaction.  Unless expressly contemplated hereby, the information in this presentation does not take into account 

the effects of a possible transaction or transactions involving an actual or potential change of control, which may have significant valuation and other 

effects.  

 

Notwithstanding the foregoing, the Company (and any employee, representative or other agent of the Company) may disclose to any and all persons, 

without limitation, the U.S. Federal income tax treatment and tax structure (if applicable) of any transaction contemplated hereby and all materials of any 

kind (including opinions or other tax analyses) relating to such tax treatment or tax structure.  However, no disclosure of any information relating to such 

tax treatment or tax structure may be made to the extent nondisclosure is reasonably necessary in order to comply with applicable laws.  

 

JPMorgan’s policies prohibit employees from offering, directly or indirectly, a favorable research rating or specific price target, or offering to change a 

rating or price target, to a subject company as consideration or inducement for the receipt of business or for compensation.  JPMorgan also prohibits its 

research analysts from being compensated for involvement in investment banking transactions except to the extent that such participation is intended to 

benefit investors.  

 

JPMorgan is a marketing name for investment banking businesses of JPMorgan Chase & Co. and its subsidiaries worldwide. Securities, syndicated loan 

arranging, financial advisory and other investment banking activities are performed by a combination of J.P. Morgan Securities Inc., J.P. Morgan plc, J.P. 

Morgan Securities Ltd. and the appropriately licensed subsidiaries of JPMorgan Chase & Co. in Asia-Pacific, and lending, derivatives and other commercial 

banking activities are performed by JPMorgan Chase Bank, N.A.  JPMorgan deal team members may be employees of any of the foregoing entities.  

 

This presentation does not constitute a commitment by any JPMorgan entity to underwrite, subscribe for or place any securities or to extend or arrange 

credit or to provide any other services. 

Approved on 

April 5, 2006 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

English_General 

Analysts’ Compensation: The research analysts responsible for the preparation of this report receive compensation based upon various factors, including the quality and 

accuracy of research, client feedback, competitive factors and overall firm revenues. The firm’s overall revenues include revenues from its investment banking and fixed 

income business units. Ratings System: JPMorgan uses the following sector/issuer portfolio weightings: Overweight (over the next three months, the recommended risk position 

is expected to outperform the relevant index, sector, or benchmark), Neutral (over the next three months, the recommended risk position is expected to perform in line with 

the relevant index, sector, or benchmark), and Underweight (over the next three months, the recommended risk position is expected to underperform the relevant index, 

sector, or benchmark). JPMorgan uses the following fundamental credit recommendations: Improving (the issuer’s credit profile/credit rating likely improves over the next 

six to twelve months), Stable (the issuer’s long-term credit profile/credit rating likely remains the same over the next six to twelve months), Deteriorating (the issuer’s long-

term credit profile/credit rating likely falls over the next six to twelve months), Defaulting (there is some likelihood that the issuer defaults over the next six to twelve 

months). Valuation & Methodology: In JPMorgan’s credit research, we assign a rating to each issuer (Overweight, Underweight or Neutral) based on our credit view of the 

issuer and the relative value of its securities, taking into account the ratings assigned to the issuer by credit rating agencies and the market prices for the issuer’s securities. 

Our credit view of an issuer is based upon our opinion as to whether the issuer will be able service its debt obligations when they become due and payable. We assess this by 

analyzing, among other things, the issuer’s credit position using standard credit ratios such as cash flow to debt and fixed charge coverage (including and excluding capital 

investment). We also analyze the issuer’s ability to generate cash flow by reviewing standard operational measures for comparable companies in the sector, such as revenue 

and earnings growth rates, margins, and the composition of the issuer's balance sheet relative to the operational leverage in its business. Other Disclosures: Planned 

Frequency of Updates: JPMorgan may provide periodic updates on companies/industries based on company-specific developments or announcements, market conditions or any 

other publicly available information. Legal Entities: JPMorgan is the marketing name for JPMorgan Chase & Co. and its subsidiaries and affiliates worldwide. J.P. Morgan 

Securities Inc. is a member of NYSE and SIPC. JPMorgan Chase Bank, N.A. is a member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. 

J.P. Morgan Futures Inc., is a member of the NFA. J.P. Morgan Securities Ltd. (JPMSL) is a member of the London Stock Exchange and is authorized and regulated by the 

Financial Services Authority. J.P. Morgan Equities Limited is a member of the Johannesburg Securities Exchange and is regulated by the FSB. J.P. Morgan Securities (Asia 

Pacific) Limited (CE number AAJ321) is regulated by the Hong Kong Monetary Authority. JPMorgan Chase Bank, Singapore branch is regulated by the Monetary Authority of 

Singapore. J.P. Morgan Securities Asia Private Limited is regulated by the MAS. JPMorgan Securities Japan Co., Ltd. is regulated by the Japan Financial Services Agency (FSA).  

J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS Licence No: 238188) (JPMAL) is regulated by ASIC.  General: Information has been obtained from sources believed to be 

reliable but JPMorgan does not warrant its completeness or accuracy except with respect to any disclosures relative to JPMSI and/or its affiliates and the analyst’s involvement 

with the issuer. Opinions and estimates constitute our judgment as at the date of this material and are subject to change without notice. Past performance is not indicative of 

future results. The investments and strategies discussed here may not be suitable for all investors; if you have any doubts you should consult your investment advisor. The 

investments discussed may fluctuate in price or value. Changes in rates of exchange may have an adverse effect on the value of investments. This material is not intended as 

an offer or solicitation for the purchase or sale of any financial instrument. JPMorgan and/or its affiliates and employees may act as placement agent, advisor or lender with 

respect to securities or issuers referenced in this report. Clients should contact analysts at and execute transactions through a JPMorgan entity in their home jurisdiction unless 

governing law permits otherwise. This report should not be distributed to others or replicated in any form without prior consent of JPMorgan.  U.K. and European Economic 

Area (EEA): Issued and approved for distribution in the U.K. and the EEA by JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL’s Policies 

for Managing Conflicts of Interest in Connection with Investment Research, which can be found at http://www.jpmorgan.com/pdfdoc/research/ConflictManagementPolicy.pdf. 

This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) 

Order 2001 (all such persons being referred to as "relevant persons"). This document must not be acted on or relied on by persons who are not relevant persons. Any investment 

or investment activity to which this document relates is only available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report 

has been issued to persons regarded as professional investors (or equivalent) in their home jurisdiction.  Germany: This material is distributed in Germany by J.P. Morgan 

Securities Ltd. Frankfurt Branch and JPMorgan Chase Bank, N.A., Frankfurt Branch who are regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht.  Australia: This 

material is issued and distributed by JPMAL in Australia to “wholesale clients” only. JPMAL does not issue or distribute this material to “retail clients.” The recipient of this 

material must not distribute it to any third party or outside Australia without the prior written consent of JPMAL. For the purposes of this paragraph the terms “wholesale 

client” and “retail client” have the meanings given to them in section 761G of the Corporations Act 2001. JPMAL may hold an interest in the financial product referred to in this 

report. JPMCB, N.A. may make a market or hold an interest in the financial product referred to in this report.  Korea: This report may have been edited or contributed to from 

time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch. 

Revised April 1, 2006. 

Copyright 2006 JPMorgan Chase & Co. All rights reserved. Additional information available upon request.  

Approved on 

April 1, 2006 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

Overview 

A new market for longevity and mortality risk is emerging 

Based on the capital markets 

 Involves insurance companies and pension plans as hedgers 

Longevity risk transfer deal via the capital markets have been done  

Hedges have been traded 

Customized Hedges 

Mimic reinsurance but in capital markets format 

Standardized Index Hedges 

A new paradigm based on risk management rather than indemnification 

Basis risk can be managed 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

Source: LifeMetrics Index and Human Mortality Database 
1. So-called “period” life expectancy assuming no further improvements in mortality 

Longevity risk reflects the uncertainty in future life expectancy 

Life expectancy for 65-year olds in years1 
Life expectancy has been 

steadily improving 

Common trends across 

countries 

 Increasing longevity is 

driven by falling  or 

“improving” mortality rates 

 

Uncertainty in future 

improvements is trend-

driven 

Usually a long-term, 

cumulative risk 

 Increases in longevity 

materialise gradually 

Mortality rates for 65-year olds 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

The cost of providing a pension increases dramatically with increasing 

longevity 

 The value of providing a 

pension depends on the 

expected trend of future 

mortality improvements 

 

 Longevity risk: 

The risk is that the trend of 

mortality improvements is 

greater than expected 

11% 11% 

23% 

Increase in pension value of a 65 year 
old due to mortality improvements (%) 

+2.3 
years 

+1.0 
years 

Life 
Expectancy 

5%

11%

+1% Annual

improvement

above expected

+2% Annual

improvement

above expected
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S V S   L O N G E V I T Y   C O N F E R E N C E 

Capital markets solutions for longevity risk transfer are 

complementary to insurance solutions 

 Insurance-based solutions 

 Annuities 

 Longevity insurance 

 Capital markets-based solutions 

 Customized longevity hedges 

 Standardized (Index) longevity 

hedges 

 Longevity Bond (funded) vs Longevity Swap (derivative) 

 Customised (longevity of beneficiaries) vs. Standardised (longevity index) 

Longevity risk transfer format 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

Standardized Index Hedge:  

 Standardized to reflect national 

population longevity experience 

 But calibrated to match mortality 

sensitivity of liabilities 

 Maturity of Hedge: 

 Finite 

 Risk management paradigm 

Customized hedges vs. Standardized Index hedges 

 Tailored to reflect actual longevity 

experience of the 

pension/annuitants 

 

 Maturity of Hedge: 

 When last annuitant dies 

 Indemnification paradigm 

Customized Hedge:  

Standardized has advantages of simplicity, cost & liquidity 

=> Exact hedge  => Cheaper, more liquid 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

LifeMetrics is a toolkit for longevity risk management 

LifeMetrics 

Toolkit 

Launched by J.P. Morgan in March 2007 – free to all 

Longevity Index 

Longevity and mortality indices – national population 

England & Wales, US, the Netherlands and Germany 

Framework 

Documents and analytics for risk management 

Software 

Tools for modelling and forecasting mortality 

Features 

Open-source, transparent, non-proprietary and free 

Independent Calculation Agent 

Independent Advisory Committee 

www.lifemetrics.com 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

LifeMetrics Index: 

Current and historic data available on website and Bloomberg  

www.lifemetrics.com 

Bloomberg: LFMT <GO> 

Designed for trading: 

 Increases visibility of 

longevity risk 

Provides a standardised 

reference for longevity 

hedges 

Broken down by age, gender, 

country, metric 

Full documentation 

Free, no login needed 

Chilean Index will be produced using the same robust framework 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

Software and research resources available from website 

Research papers on website 

Software available on website 

Research mortality projection models 

Mortality rate simulations Surface of mortality projections 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

Chile longevity bond: 

A standardized index hedge of longevity 

The longevity bond is a long-dated UF-denominated amortizing bond 

 Sponsored by the World Bank which is a counterparty to the transaction 

 Structured by J.P. Morgan 

 Partnership with SVS 

Bond amortizes on the basis of a longevity index of Chilean annuitants 

 The longevity index is constructed from SVS data on Chilean annuitants 

 The longevity index provides the longevity hedge 

The longevity bond provides three benefits to insurers: 

 A Longevity Hedge 

 An Attractive Investment 

 Capital Relief 

 

9 H
 E

 D
 G

 I
 N

 G
  
 L

 O
 N

 G
 E

 V
 I
 T

 Y
  
 R

 I
 S

 K
 



S V S   L O N G E V I T Y   C O N F E R E N C E 

Outline of the longevity bond 

1. Chilean life insurance company (“insurer”) purchases a UF-denominated 

Longevity Bond issued by an SPV 

 Each year, the insurer receives a UF cash flow corresponding to the annuity 

payments associated with the longevity index 

 Longevity of insurer’s annuitants is highly correlated with the longevity of 

the index 

2. The SPV purchases a portfolio of bonds which are held in a collateral account 

3. JPMorgan enters into a longevity swap with the World Bank/re-insurer to receive 

the actual Longevity Index level and pay the best-estimate in each year 

4. The SPV enters into a swap with J.P. Morgan to exchange the bond cash flows for 

the UF Cashflows that are linked to the actual longevity index 

5. The insurer receives annual UF payments linked to actual longevity index 
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S V S   L O N G E V I T Y   C O N F E R E N C E 

Chile longevity bond structure 

Chilean life 
insurance 
company 

Policy 

holders Actual UF 

Longevity of 

Policyholders 

SPV 

Investment 

Bond investment 

CLP, settled in USD 

Custodian 

Bond  UF Cashflows 

Actual UF 

Longevity 

Index 

1 

2 

5 

Actual UF 

Longevity Index 

Bond UF Cashflows 

J.P. Morgan 

World Bank 

Actual UF Longevity 

Index 

3 

Fixed UF 

Longevity 

Re-insurer 

Actual UF 

Longevity 

Index 

4 

Fixed UF Longevity 
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