
Finding the Path to Legitimate Life Settlements

Bill Clark

Much of the confusion about life set-
tlements is caused by erroneously
putting life settlements, STOLI, viati-
cals, and investing in life settlements in
the same bucket. This confusion can
lead advisors to give the wrong advice
to clients or to avoid a legitimate life
policy exit strategy that is in the best

interest of the clients. Accurate knowledge is a powerful tool
to help mitigate risk.

As the market for life settlements matures and the opportu-
nity for advisors to serve senior clients through legitimate life set-
tlements becomes clearer, more advisors are finding the path to
legitimate life settlements.

Life Settlements Defined

Definition: A life settlement is an exit strategy, the sale of an
unwanted or underperforming life insurance policy (asset) in the sec-
ondary market for its fair market value.
• New wealth is often created for senior clients because a life

settlement can produce a lump sum cash payment to the
client in excess of the policy’s cash surrender value. The
financial institution purchasing the policy then owns the
asset, pays future premiums, and receives the death benefit.

• A life settlement is an alternative exit strategy for an unwant-
ed or underperforming life policy. Other commonly used pol-
icy exit strategies are policy lapse, surrender, 1035 exchange,
or change of ownership to charity or family member.

• It is a way to provide your client additional liquidity at a time
when raising cash can be very important to maintaining life style.
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Editor’s Note: This month’s edition
focuses on Life Insurance Risk Man-
agement from two points of view.

Client-Centric Life Settlements: Bill
Clark’s article brings you up to date
on regulatory changes and “legiti-
macy” for Life Settlements. Some
states have enacted rules to require
disclosure of Life Settlement options
prior to policy surrender. The IRS
has given tax guidance. Life Settle-
ments are not in the closet anymore.

Guarantees in Variable Universal Life
products: When author Jim Otar, a
Canadian member, refers to UL in his
article, he really means VUL. In
today’s interest rate environment,
many carriers have withdrawn or
repriced their guaranteed products.
When the market turns, will VUL with
guarantees come out ahead?  



Life Settlement Legitimacy

Legitimate life settlements have been rec-
ognized by AALU, ACLI, NAIFA, the Internal
Revenue Service, legislators, and some life
insurance companies.
• Legitimate life settlements have industry

support. Quote from the STOLI
Alert–March 2007 published by AALU,
ACLI, and NAIFA: “The life insurance
community recognizes that many circum-
stances may lead the owner of a life insurance
policy to explore a life insurance settlement.
We have always supported and will continue
to support legitimate life settlements.”

• Consumer-friendly life settlement legisla-
tion recently passed in the states of Wash-
ington, Oregon, and Maine that requires
life insurance companies to notify policy
owners that there are alternatives to the
standard policy exit strategies. Similar leg-
islation is pending in several states.

• Some life insurance carriers recognize the
role life settlements play in the financial
planning process by approving life settle-
ment brokerage firms that agents are per-
mitted to use for legitimate life settlements.

• The Internal Revenue Service recently
released two revenue rulings (Rev. Rul.
2009-13 and Rev. Rul. 2009-14) dealing
with the sale to and purchase of a life insur-
ance policy involving a third party. These
rulings increase the importance of the life
settlement discussion as a legitimate and
recognized financial service product.

The Confusion

The history of the life settlement industry
contributes to confusion for advisors desiring
to serve their clients well. Terms are often

used interchangeably when there are distinct
differences among the definitions of the
terms. A thorough understanding of the dif-
ferences between life settlements and other
products that are confused with life settle-
ments is critical.

Stranger Originated Life Insurance
(STOLI): Definition: A practice or plan to
initiate a life insurance policy for the benefit
of a third party investor who, at the time of
policy origination, has no insurable interest in
the insured.
• Much of the confusion about life settle-

ments has been caused by thinking STOLI
is synonymous with life settlements. It’s
not. The “O” in STOLI stands for origina-
tion. STOLI is about the creation of a poli-
cy and lack of insurable interest before pol-
icy issuance. STOLI happens long before
policy exit. A life settlement is an exit strat-
egy for an existing life policy.

• Legislation, regulation, scrutiny by carriers,
and provider diligence are thwarting
STOLI. Both NCOIL (National Confer-
ence of Insurance Legislators) and NAIC
(National Association of Insurance Com-
missioners) have proposed different models
to deter Stranger Originated Life Insurance.

• STOLI is not a life settlement.
Viaticals: Viatical settlements of the 1990’s

were controversial and differed from present-
day life settlements in several ways:
• Many states consider it a viatical settlement

if the insured has a life expectancy of two
years or less. Viatical settlements are for the
terminally ill. By contrast, life settlements
serve senior clients with life expectancies of
25 months to 20 years.

• The viatical market of the 90’s sold to pri-
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vate investors and had little or no regula-
tion at the time. Most of the controversy
was on the purchasing side of the transac-
tion. By contrast, in a majority of states a
life settlement involves institutional
investors and is highly regulated.

• Viatical settlements are for the termi-
nally ill. 
Investing in life settlements: Life settle-

ments as an investment class is one of the
fastest growing asset classes. It is a noncorrelat-
ed asset with potential for a high rate of return.
Many consider life settlements one of the last
safe harbor assets available for investment.
• Investing in life settlements happens on the

purchasing side of the life settlement trans-
action. Depending on state regulation,
investing in life settlements is offered to
private and institutional investors.

• A life settlement on the other hand, hap-
pens on the selling side of the transaction
when a policyowner sells his policy on the
secondary market.

• Investing in life settlements (purchasing
side) is not a life settlement (selling side).

Due Diligence

Once you decide that a life settlement is
in the best interest of your senior client you
will find an unending variety of settlement
firms available to offer help. Firms vary in
their business models and expertise. You will
want to carefully select a firm to partner with
that is a good fit with your core values and
practices. Your investigation could include
questions such as:

Does the life settlement company rep-
resent investors vs. the policyowner and
advisor? This is probably the most important

question because it reveals who really repre-
sents your client.
• Life settlement providers represent the insti-

tutions purchasing the life insurance poli-
cies. Their business model is to purchase the
policy for the least amount and secure the
highest internal rate of return for the fund.

• Life settlement brokers represent the owner
of the life insurance policy. Their job is to
negotiate with all of the providers licensed
in the state where the life insurance policy
is domiciled to secure the most competitive
offer for the client.
Does the settlement company practice

transparency, disclosing the entire offer
including commissions?
• Lack of transparency has been a major issue

in the life settlement market.
• All gross offers should be disclosed to you

before completing a transaction.
• Ask for the official sheet the broker receives

from the provider.
Have any legal or disciplinary actions

been taken against the company or any indi-
vidual associated with the company?
• It takes years to earn your good reputation.

Protect that reputation by knowing who you
are working with as a settlement partner.

• Due diligence on your part is essential.
Google is a powerful tool!
Is the settlement company licensed in all

states that require licensing?
• Ask the life settlement company you are

considering for a copy of their license in
the state where the policy is domiciled.

• If they cannot produce it, they may be
using another firm’s license.
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• Your client’s privacy must be protected by only
working directly with a licensed company.
Does the settlement company sell life

insurance or any other products that could
compete with you?
• Find out if the life settlement partner you

are considering has other lines of business.
This may or may not be what you are look-
ing for. Why bring a competitor directly to
your client?

• It could be very important for you to work
with a life settlement company that is
focused entirely on the life settlement mar-
ket without the distraction of other lines of
business…they’re on top of the life settle-
ment business.

Summary

A life settlement is one of many exit strate-
gies that should be explored when your senior
client no longer wants his/her life insurance
policy. The secondary market for life insurance
is regulated in a majority of states and is sup-
ported by institutional funds. As an advisor, it
is important to protect your reputation by hav-
ing a clear understanding of the differences
between legitimate life settlements, STOLI,
viatical settlements, and investment in life set-
tlements. Confusion surrounding the differ-
ences can lead advisors to give the wrong advice
to clients or to avoid a legitimate life policy exit
strategy that is in the best interest of the clients.
Investigate life settlements so you are informed
of the potential and can advise and service your
clients appropriately. Select a life settlement
company that is in position to meet you and
your clients’ expectations while enhancing your
reputation in the financial services market. �

Bill Clark is a Regional Vice-President for the
Ashar Group, LLC, a nationally recognized life
settlement brokerage firm. The Ashar Group is an
independently owned and operated firm that rep-
resents advisors of policy owners who seek to sell
their policies on the secondary market. Advisors
interested in learning more about life settlements
should contact Bill at 800-384-8080 or
bill.clark@ashargroupllc.com. Additional infor-
mation can be found on the Ashar website at
www.ashargroupllc.com.

7www.financialpro.org Society of FSP

RISK MANAGEMENT is published four times a year
by and for Risk Management Section members. This
newsletter is designed to provide a forum for ideas
and topics pertinent to risk management. Statements
of fact or opinion are the responsibility of the authors
and do not represent an opinion on the part of com-
mittee members, officers, individuals, or staff of the
Society of Financial Service Professionals.

EDITOR Jim Waldorf, CFP, CLU
Independent Insurance Group
3010 LBJ Freeway, Suite 920
Dallas, TX 75234
jimw@indinsgrp.com

CHAIR Bill Rives, PhD, CLU, ChFC, RHU
Department of Finance
Fisher College of Business
The Ohio State University
Columbus, OH 43210
brives@pipeline.com

STAFF Bill Drennan
LIAISON Managing Editor, Sections Newsletters

Society of FSP™

610-526-2559
bdrennan@financialpro.org

Copyright © 2009 Society of FSP™

17 Campus Blvd., Ste. 201

Newtown Square, PA 19073-3230

Tel: 610-526-2500 • Fax: 610-527-4010

E-mail: newsletters@financialpro.org

Web Site: www.financialpro.org

Finding the Path
continued from page 3


