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Life Settlement is an added option for the owner/Trustee of a Life Insurance Policy.  Life Settlement is the possibility to transfer all or part of a life insurance policy to a third party for potentially more than its cash value or surrender value.  This new option releases the policy holder from the monopoly which has existed for Hundreds of years.  Before the life settlement industry, life insurance policy holders have only the insurance company who issued the policy to deal with.  Historically, those options were to terminate your policy for its surrender value, cash value, or unearned premiums.  Life settlements allow the owner to negotiate with other companies instead of only with the insurance company who issues the life insurance policy.  Life settlements allow a policy holder to realize the actual market value of their life insurance verses settling for what their insurance company offers.  The difference may be huge. 

A feature most life insurance companies added to their policies recently is called the accelerated benefit rider which allows the owner to receive 50% of the death benefit if the insured is terminal (expected to die within 2 years).

My first case arose from a client, a 69 year old man, with a 3 million dollar universal life policy.  He had not paid the $50,000 premium.  His options, historically, were to continue the insurance another six months until the cash value was exhausted or terminate the insurance immediately and receive his $15,000 of cash surrender value.  We suggested the life settlement option where he might receive several hundred thousand dollars in the sale of his life insurance instead of letting his insurance merely lapse.  He was delighted to learn of this new possibility.  This client received $1,650,000 verses $15,000 from the insurer.  Granted this was an exceptional case because he has several health issues which increased his policies market value.
The industry rule of thumb is to expect thirty percent of the Death benefit as the market value for a life settlement.  Therefore, a 3 million policy should sell for around $900,000 to 1 million.


Life Settlements are very negotiable.  The above client first received an offer of $1.2 million which he was ready to accept.  We negotiated with a handful of the top life settlement companies during the next month finally topping out at $1,650,000 to our client.  The purchaser wants to pay as little as possible to build in cushion for themselves and profit while the insured wants to maximize his policy value – negotiating for clients is key.


The client was so pleased he decided to sell his other $1 million life policy, which had $200,000 of cash value.  This policy was sold for $635,000.  The total $4 million death benefit of life insurance with a cash value of $215,000 was sold for $2,285,000 to the benefit of our client.


Candidates for a life settlement are people age 70 and above, healthy or unhealthy with Whole life, Universal, and even Term with death benefits of $500,000 or more.  The market is very large.  Many older clients are currently faced with underperforming policies purchased in the 1980’s and early 1990’s when interest rates were ten percent or more.  The projections on their policies at these rates were to pay only four to ten years then “minimum deposits” thereafter.  Interest rates credited by the insurance companies have been five to seven percent for the past ten years.  This means clients are now disappointed to learn they need to pay significant premiums to maintain the life insurance they thought was fully funded years ago.  A life settlement may be a valuable option.

As advisors we owe it to our clients to make them aware of this new option.  Their life insurance company will not volunteer this option to them.  My experience is most life insurance agents do not know of this option or have been forbidden to tell their clients of it.  It is unclear whether a life settlement falls under life insurance or securities.  If a life policy is sold to a fund which individuals can invest in, it would more likely be considered a security.  If deemed a security, the advisors broker dealer would also be liable in the transaction

The life settlement industry is so new, five to six years, the IRS has not written it into the tax code or issued private letter rulings on how the sale should be treated for tax purposes.  The CPA’s I have talked with treat the amount received up to the basis as tax-free, with the remainder taxed as long-term capital gain.


Life settlements have created an additional option for owners of life insurance which is potentially huge.  Your clients will appreciate knowing the option exists and conversely will be very upset and litigious if they terminate their insurance and discover afterwards a life settlement was an option.

