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Abstract

Randomization describes the idea to replace known quantities, like, for example, model param-
eters, by random variables. In derivative pricing, randomizing the maturity time often leads to
much more convenient valuation formulas that well approximate its non-random counterpart.
The same valuation concept can be applied if payment dates are per se random - as is the case in
insurance. We focus on death-linked contingent claims paying a random financial return at the
time of death. In the very general case where financial returns follow a regime switching model
with two-sided phase-type jumps, the advantage of our approach is that prices are closed-form,
avoiding numerical Fourier inversion or Monte-Carlo simulation. Further, the distribution of
remaining lifetime is approximated by a series of Erlang distributions, respectively a Laguerre
series expansion, whose capability to fit the tail of the observed mortality data turns out to be
much better than the commonly used series of exponential distributions.
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