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Should I Sell My 
Life Insurance Policy?
A Consumers’ Guide to Life Settlements 

About This Guide
Deciding to keep a life insurance policy, surrender it, let it 
lapse, or sell it as a life settlement requires careful thought. 
The purpose of this document is to help you become 
more informed and to understand your choices.  But, this 
booklet cannot fully discuss all considerations, and you 
should seek the advice of an independent financial advisor 
or legal professional to fully appreciate the complexities 
and ramifications of a life settlement transaction.

About ISI
Insurance Studies Institute (“ISI”) is a non-profit (501(c)3) 
research think-tank focused on three compelling goals: a) 
identify opportunities within the paradigms of insurance 
and risk management; b) research and analyze issues 
and opportunities to bring clarity and understanding to 
industry stakeholders and to the public; c) share findings 
to encourage dialogue and informed actions to foster 
industry advancements, benefits to consumers, and fair 
public policy. To accomplish these goals, ISI facilitates 
innovative and collaborative research, co-sponsors 
educational symposiums, and hosts thought-provoking 
forums.
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Often there are good reasons to maintain some level of life insurance:

• Debts or obligations may need to be settled from your estate, and not left as a
burden upon your survivors

• A surviving spouse or dependants may need funding for living and/or care

• Your estate is large and mostly illiquid, and funds are needed to pay estate
taxes

• You can easily afford the insurance and you desire to create tax-free money for
your children or other beneficiaries

If you determine that life insurance is a necessity, then seek the most 
economical arrangement for the amount of insurance that is needed.  You 
may have several options:
• Continue your existing policy

• Reduce the death benefit and costs to match your needs

• Determine if a loan from the carrier against the survivor benefit is available and
does it make economic sense

• Sell the policy as a life settlement, and use the proceeds to purchase a more
economical policy

• If selling the policy is not an option, surrender it or allow it to lapse; then,
purchase a more economical policy

But … perhaps your circumstances have changed and continuation of your 
current policy cannot be justified:
• Estate planning needs have lessened

• Life insurance that was required for business reasons is no longer needed

• Insurance premiums are curtailing your ability to take care of basic living needs

• Social security dollars are being used to pay premiums

•
You would rather use the premium money for travel, cultural involvement,
socializing, hobbies, or other activities that provide wholeness of life in
retirement

• More profitable savings and investment opportunities are available

• Your retirement funding is sufficient to fund your spouse following your death

• Your retirement funds have been materially depleted and alternative funding is
needed

• Better life insurance can be purchased for less cost

Do You Need Life Insurance?
Life insurance is a valuable asset.  Most policyholders 
purchase life insurance with the intent of providing a 
financial safety net for survivors and beneficiaries, or as 
part of an estate plan, business arrangement, or savings. 
However, upon reaching retirement age, it is important 
to re-evaluate the need for life insurance.

Do You Need Life Insurance?

>>> If an examination of your 
circumstances reveals that your 
current life insurance coverage 
is not needed, then it is crucial to 
dispose of the policy in the most 
economical or profitable way.  You 
can surrender it, let it lapse, or sell 
it as a life settlement, or your life 
insurance advisor may suggest 
other options.
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What is a Life Settlement?  
A life settlement is the sale of an unneeded or unwanted 

life insurance policy to a third party buyer.  The settlement 

price should be  greater than the policy’s cash surrender 

value but less than its net survivor benefit.  Policy sellers 

will typically receive the payment immediately upon 

completion of the sale.  Ownership of the life insurance 

policy transfers to the buyer, who continues to pay the 

policy premiums.  The policy survivor benefits are paid 

to the buyer upon the insured’s death.

Are Life Settlements Legal? 
Yes, life settlements are legal in the United States, and 
are regulated in most states.  A Supreme Court decision 
in 1911 (GRIGSBY v. RUSSELL, 222 U.S. 149) determined 
that a life insurance policy is private property that can be 
sold at the will of the owner. This ruling also stated that 
a life insurance policy does not become invalid when a 
policyholder sells the policy to a third party that does not 
have an “insurable interest” in the insured.  

Some people believe that life settlements are only for 
someone who is terminally ill.  This is incorrect.  Today, 
most life settlements involve seniors with normal, or even 
longer than normal, life expectancies.

Currently, twenty-nine states have life settlement laws.

You can review life settlement laws in your state by visiting 
the Life Insurance Settlement Association (LISA) website:  

http://www.thevoiceoftheindustry.com/state-document-report.aspx

Additionally, data can be obtained from the insurance 
commissioner of your state.  Visit the National Association of 
Insurance Commissioners website for more information:  

http://www.naic.org/state_web_map.htm 

Life Expectancy of Seniors Aged 75
Health advances have enabled many to enjoy retirement 

into later years.  The graph below, based on data 

published by the ACLI, shows how life expectancy has 

materially lengthened from just 1940.  Along with this 

comes an increased requirement for retirement and 

healthcare funding.
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Can a life settlement benefit me?  
• Saves the cost of paying ongoing policy premiums

• Provides a cash payment greater than the policy surrender value

• The sale proceeds can be used to:

Purchase different life insurance or annuity products

Supplement retirement income

Buy long-term care insurance and/or paying health care costs

Pay down debts

Enhance personal living through more travel, a new car, college 
tuition for a grandchild, charitable contributions, or anything you 
might desire

How might a life settlement be bad for me?

• Discovering some time later that you need more life insurance 
and can no longer get it

• Family beneficiaries may feel that they have been cheated

•
All of your medical and much of your personal information 
will be available to others, even though they are required to 
keep it confidential

•
There are many documents and agreements to understand 
and sign, possibly including some for your spouse and benefi-
ciaries 

If you answer “yes” to he following questions, you may be a 
good candidate for a life settlement. 

Are you age 65 or older?

Does your life insurance policy have a face value of $250,000 
or more? (A few buyers will go down to $50,000.)

Is your life expectancy between 2 years and 20 years?

Has your policy been in force for at least 2 years?

Links to Related Information

AARP, Senior Advocacy
www.aarp.org

Center for Retirement Research @ Boston College, 
Retirement Studies / Senior Issues
http://crr.bc.edu/

FINRA (Financial Industry Regulatory Authority), Articles 
/ Hearings
www.finra.org

ISI (Insurance Studies Institute), Industry and Consumer 
Research
www.insurancestudies.org

LISA (Life Insurance Settlement Association), Trade 
Association Providing Consumer and Industry 
Information
http://www.thevoiceoftheindustry.com/content/30/
Education-Center.aspx 

LISA, Legislative Review by State 
http://www.thevoiceoftheindustry.com/state-
document-report.aspx 

LSI (Life Settlement Institute), Industry and Legislative 
Watchdog
http://www.lifesettlementinstitute.org/

NAIC (National Association of Insurance Commissioners)
http://www.naic.org/

NAIFA (National Association of Insurance and Financial 
Advisors), Industry and Consumer Information
www.naifa.org

NCOIL (National Conference of Insurance Regulators)
http://www.ncoil.org/

SOA (Society of Actuaries), Articles and Industry 
Information
www.soa.org

What is a Life Settlement?
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This section illustrates a typical process.  Your actual experience may vary somewhat by the firms with which you do business.  Your 
life insurance agent can help through the steps.  It begins with an application form disclosing your desire to sell your policy.  You 
will also sign a HIPAA form to release your medical records from your health providers.  

In limited situations, it may be possible for you to contact and sell directly to life settlement providers, or to deal directly with an 
investor.  You may even work through lawyers, CPAs, trustees, financial planners, and other such professional advisors to help you 
sell your life insurance policy.  Whatever process you utilize, be careful not to accidentally circumvent laws and regulations that 
your state may have put in place for your protection.  Know your legal rights and responsibilities.

1 Your life insurance agent submits your application, a copy of your policy, a financial illustration of your policy, and your medical 
information to a life settlement broker. (Some agents will submit this information to several brokers to seek the best market 
action for you.)  The broker then submits this information to life expectancy professionals who evaluate your health and estimate 
your life expectancy.  (The value of your life insurance policy is largely determined by your life expectancy.)

2 When your life expectancy is completed, the broker submits your information to life settlement provider firms who represent 
investors.  The provider firms determine a value for your policy and submit bids to your broker.  The broker solicits as many bids 
as possible from provider firms and, working with your life insurance agent, provides the best bids to you. Some states require 
that all bids be disclosed to you.  

The Life Settlement Process: What Can I Expect?
The process of selling your life insurance policy requires numerous documents and extensive information verification.  It can require 
two to three months.  Also be aware that in states where life settlement laws exist, agents and firms are typically required to be 
licensed to do business in such states.  This is for your protection.  

The Life Settlement Process

Policy Holder Agent Broker Provider

Policy Holder The person who contracts with an insurance company for a life insurance policy

Agent Helps determine if a life insurance policy should be sold and assist the policyholder in completing a life settlement

Broker Person or entity who negotiates the sale of a life insurance policy between a policy owner and a buyer/investor

Provider Person or entity who manages the acquisition of a life insurance policy for a buyer/investor
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3 You decide which bid, if any, you want to accept. The highest price may not always be the best offer.  You should consider the 
closing time, the experience, professionalism, and reputation of the involved parties, protection of your information, ongoing 
policy servicing arrangements, and fees/commissions to be paid to all parties.  You should evaluate the bid carefully - read its 
conditions and attempt to determine how much money is being paid in fees to your agent and broker.  Agent and broker fees 
are paid from your gross policy value.  Fees paid to the life settlement provider firms are typically paid by the investor, so these 
should be of less concern to you.  

4 After you accept a bid, the provider firm will issue you a formal “offer/acceptance” agreement for you to sign.  This offer/
acceptance agreement will typically contain several conditions, including: 

a) verification of your policy and its ownership by the insurer; 

b) discovery and verification of ownership documents if the policy is owned by a trust or entity; 

c) verification of the life expectancy report(s) and of the information in your application; and 

d) a check for evidence of fraud in all information related to your insurance policy.

5 When all verifications are completed, the provider firm prepares a package of closing documents for you to sign. Such packages 
may contain 20-30 forms, similar to a house purchase or mortgage closing.  Your life insurance agent (or if you prefer, your attorney 
or other advisor) will help you understand and execute these documents.  There may be some room for negotiation in these 
documents to accommodate situations unique to you, so don’t hesitate to request reasonable modifications if appropriate.

6 Within several days of receiving your signed closing documents (some states specify the number of days), the provider arranges 
for the money to be paid to you to be deposited with an independent escrow agent.  The money is held in escrow until the 
insurance carrier has transferred ownership of your policy to the investor.  One to three days thereafter, the money is paid to 
you.

7 After the money has been paid to you, in a regulated state, you will typically have a period of 15-30 days to rescind the transaction 
for any reason.  In a non-regulated state, you may or may not have a rescission period, depending on the terms of your closing 
agreement.  This rescission period gives you time to reflect on what you did and enables you to rescind the transaction if it was 
the wrong thing to do.  If you rescind, you must return all money prior to having the ownership of the policy revert to what it 
was prior to the transaction.

8 From there on until your death, the policy owner will periodically contact you or your named representative to verify your 
address and health status.  Most states prohibit such contacts to be more frequent than once per quarter until the 12 months 
preceding your life expectancy, at which time they may contact you monthly.  Depending on the closing agreements, the new 
policy owner may have the right to require you to produce updated medical records or to submit to a physical examination; if 
this happens, it should be infrequent.  Upon your death, your estate executor or heirs will be obligated to provide a copy of your 
death certificate to the policy owner to file with the insurance carrier for the policy survivor benefits.  

The Life Settlement Process
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Frequently Asked Questions
A Life Settlement is an extensive and complex process.  Before entering into a transaction, you and your trusted advisor should 
consider any and all obstacles you may encounter, as well as the possible outcomes of settling a policy.  Below is a comprehensive list 
of questions, complete with answers, that will help clarify the process and assist you in fully understanding life settlements.

How Much Money Can I Expect to Receive If I Sell My Life Insurance Policy?  
It is not possible for you to estimate your proceeds because it depends on a range of factors including your age, the policy size, the 
policy’s terms and conditions, your health, the tenacity and experience of your agent/broker, and the number of active buyers in the 
life insurance secondary market.  However, the amount has to be greater than the cash surrender value offered by your insurer.  

How can I be sure I’m getting a “fair market price” for my policy?  
The fair market value is typically determined by examining the future cash flow your policy will return to an investor, i.e., the policy 
survivor benefit less the gross purchase price and premiums and expenses required to maintain your policy to your death, plus 
or minus considerations for risk.  But investors have different risk criteria and different internal costs, so they will offer different 
valuations for your policy.  A good broker working for you will submit your policy to several providers to ensure that a cross section 
of investors will make offers.  It will not be possible to obtain bids from all investors active in the market at any one time.  To assure 
that you are getting fair market bids, you should ask your agent and/or broker for the names of the providers and investors from 
which they solicited bids. 

Alternatively, there are several trading platforms where life insurance policies are listed by brokers for bids from investors.  These 
function similarly to an over-the-counter stock market.  The operators of these platforms claim that they get competitive bids and 
efficiently close policies.  Some brokers work with such trading platforms and some do not.  If your policy is listed on such a trading 
platform, it will not be submitted to other providers and investors for bids.

Whichever process is used to solicit bids, you will want to get multiple bids (but sometimes only one bid will be offered).  You need 
to evaluate the bids in terms of price, terms, conditions, quality of the provider firm, and quality of the investor.  The best bid may 
not always be the highest bid.

After considering all the information in this booklet and your personal priorities, it is time to make your choice.  If the amount offered 
for your policy is attractive to you, then perhaps you should accept it.  If the amount offered is not sufficiently greater than the cash 
surrender value to justify obligating yourself to terms of a life settlement contract for the rest of your life, or if other alternatives 
offered by the insurer are more attractive, then don’t accept the offers to purchase your policy. You are under no obligation to do 
so.

Are the proceeds from my life settlement taxable?  
This depends on the tax cost basis you have in your policy.  The information in this booklet is not provided for tax advice; you must 
seek tax advice from your own tax advisor.  As of date of this booklet, the total premiums you have paid, less withdrawals you have 
taken, generally represent your tax cost basis.  However, the IRS has issued new rules (to be effective in 2010) that require your tax 
cost basis to be further reduced by the insurer’s cost of insurance for your policy.  If the amount paid to you for your policy is less 
than or equal to your tax cost basis, you will not pay taxes.  However, if the amount paid to you exceeds your tax cost basis, the 
excess will be taxable income.   SEEK INDEPENDENT ADVICE FOR TAXES APPLICABLE TO THE SALE OF YOUR LIFE INSURANCE POLICY.  
NOTE THAT THIS SAME TAX TREATMENT APPLIES TO PROCEEDS PAID TO YOU IF YOU SURRENDER YOUR POLICY IN EXCHANGE FOR 
ITS CASH VALUE.

If I sell my policy, will I be able to later purchase more life insurance? What is my “insurable capacity?” 
You are entitled to an “insurable capacity.”  Your insurable capacity is typically determined by your assets, income, and obligations.  
It is a somewhat abstract measure of your financial capability and needs.  There is no specific formula, but when you apply for life 
insurance, insurers examine your financial information to be sure that you are not seeking excessive life insurance.  For example, if you 
have an insurable capacity of $1,000,000 and apply for $10,000,000 of life insurance, you may be denied. This is because insurance 
laws prohibit policyholders from seeking “excessive profits” from life insurance policies.  The face value of a sold life insurance policy 
remains outstanding and reduces your insurable capacity.  So, when considering selling a life insurance policy, be sure to look ahead 

FAQs
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and make a prudent judgment as to the likelihood of needing 
more life insurance in the future.  Another example would be 
if you sell your policy with the intent to concurrently purchase 
a new policy at a lower cost, but discover that your insurable 
capacity will not cover both the sold and a new policy.  You may 
not be able to buy the replacement policy.

Are there any restrictions as to how I can use the proceeds 
from the sale of my policy? 
Proceeds from a life settlement are not restricted in any way.

Who is likely to buy my policy?  What buyers or investors 
should I avoid?  
Know who the new owner of your policy will be.   Nearly all life 
insurance policies are purchased by investors seeking a long-term 
profit.  Most investors are large banks, insurance companies, 
or hedge funds, i.e. they are large investors that deal in large 
volumes.  Many are international in scope.  However, there are 
some investors who are individuals, small trusts, or syndicates.  
The smaller they are, the more you should be certain to know 
them and trust them.  Like mortgages, it is probable that over the 

years, your policy may be traded to other investors.  If this happens, you should be notified of the new owner, but such subsequent 
trades will generally be done with no requirement for your involvement.

Is the life settlement process confidential? What happens to my medical information when I enter into a life settlement contract?  
The life settlement process is confidential and as per most state laws, your personal information (name, address, phone numbers, 
social security number, medical information, etc.) must be carefully protected.  Your agent, brokers, and the life settlement providers 
assisting the buyer, will all have access to your information.  However, they are legally obligated to not share it with others or to sell 
it without your permission.  

Does the purchaser of my policy know who I am?  Will they want me to die sooner rather than later?  
The purchaser will know who you are; please see the answers to # 6 and #7 above regarding purchasers and privacy.  On average, 
mortality generally follows population norms so there is no desire among investors for any one insured to die sooner or later.  Large 
purchasers calculate investment yields based on large numbers of policies of which some insured will, statistically speaking, die 
earlier than expected and some will die later.  Some purchasers create portfolios of policies and later sell interests in the portfolios 
or fractional interests in specific policies to other investors.  In such situations, the additional investors generally do not have access 
to your identity or information.

Will I be expected to sign an agent or broker representation agreement?  
Some brokers to whom your agent submits your policy to get purchase offers may request that you sign a “Broker of Record” letter 
agreement.  If such an agreement is presented to you by any agent or broker, be sure that it has a termination date, such as two 
months out, and that it sets out the commission the broker will collect for successfully selling your policy.  Further, be sure someone 
well versed in such agreements reviews the letter agreement to assure your interests are protected. 

What is a fair commission amount for brokers and agents?  What are the motivations of those advising me to sell my policy?  
A trusted advisor should seek to help you do what is in your best interest, but be alert to those who are motivated strictly by their 
commissions.  ASK FOR FULL DISCLOSURE OF ALL COMMISSIONS AND FEES PAID.  As of this writing, there is no standard commission 
structure for life settlements.  Some agents and brokers have charged as much as 30-50% of the gross policy sale price, while others 

FAQs
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have charged as little as 5-15%.  These commissions are typically shared between the agent and broker.  Be sure that the persons 
handling your policy sale are working for you and not just for themselves.

Other than commission, are there any additional costs that I should expect to incur? 
If you work with agents and brokers who represent you, you should not incur any additional costs beyond commission.  Be wary of 
anyone asking for an application fee or other front end fees.  However, if you try to sell your policy directly to life settlement providers 
or investors, you may incur costs for a life expectancy evaluation (about $300) and perhaps costs for copies of medical records. Of 
course, in either arrangement, you may incur costs for advice from your financial and legal advisors.

Does the insurance company that holds my policy care if I sell it?  
Some insurers understand the value of life settlements and encourage policyholders to consider the option.  Others, however, do not 
like life settlements because the investors will keep the policy in force until your death, when the policy survivor benefits will have to 
be paid.  Insurers prefer to have you surrender or lapse your policy 
so they can benefit from the premiums you have paid and never 
have to pay the survivor benefit.  However, your insurance carrier 
cannot prevent you from selling your policy.

Who should I go to for help and advice? 
Life insurance agents or financial planners who are educated and 
experienced in the life settlement realm should be able to provide 
guidance. However, understand that they may seek to make 
commissions from your life settlement transaction.  If you don’t 
want to incur commissions, you should seek advice from your CPA, 
lawyer, trustee, or fee-only financial planner.  If none of the above 
work well for you, and you reside in a regulated state, you can 
contact your state insurance commissioner’s office (http://www.
naic.org/state_web_map.htm) for the names of life settlement 
brokers licensed in your state.  These brokers will help you connect 
with life insurance agents who are experienced in life settlements.  
If your state is unregulated and has no such list, look up state 
insurance commissioner offices in other states, e.g. Texas, and 
search for licensed brokers.  They will be happy to help you.  

You can also review life settlement laws in your state by visiting the 
Life Insurance Settlement Association (LISA) website:  http://www.
thevoiceoftheindustry.com/state-document-report.aspx.  (Insurance Studies Institute does not provide personal financial advice.  
However, ISI’s website does have other life settlement information papers that may be useful to you: www.insurancestudies.org.)

How can I avoid problems and dishonest services?  
As in any business transaction, try to be alert to anyone who appears less than honest or is not serving your best interests.  There 
are some practices that are frowned upon and most regulated states have established specific rules to prevent dishonesty and 
fraud.  Some of these rules may apply to you; for example, submitting false information to an insurer or a life settlement provider is 
considered insurance fraud and can result in felony charges.  The most common bad practices are: providing false information; not 
getting competitive bids; not providing all relevant information to you; or attempting to make decisions for you.  Other bad practices 
include investors delaying payments, insurers delaying policy processing, conflicts of interest and self-dealing without disclosure to 
you, and excessive commissions.  

How Concerned Are Seniors Regarding:
In April, 2007 ACLI and AARP published a report describing 

concerns among seniors regarding retirement.  Unfortunately, 

the extended recession of 2008/2009  has caused too many 

of these concerns to become reality.

Not Being Able to Work For 
Pay, If Needed

Using Up Most of Your 
Savings and Investments

Having to Pay For Health 
Care and Prescription Drugs

A Decline In The Stock 
Market

Inflation

0% 20% 40% 60% 80%

• Very Concerned • Somewhat Concerned
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A comprehensive list of bad practices, remedies and legal 
consequences can be found on the ISI website, www.
insurancestudies.org.  Click on the Research tab,  then under 
Published Works you can reference the textbook chapter entitled: 
Life Settlement Abuses, Problems and Fraud.

What does it mean to have an “insurable interest” in my policy?  
Insurance laws require that the owner of your life insurance 
policy, at the time it became effective, have an “insurable 
interest” in your life.  This means that the policy owner must have 
a good reason to want you to live.  However, it is not required 
for someone buying your policy from you to have an insurable 
interest in your life. Some life insurance sales promoters have 
offered financial deals to individuals for the right to purchase 
life insurance on their lives for the sole purpose of later selling 
the policies for a profit.  Most states have classified such 
arrangements as “Stranger Originated Life Insurance” or “STOLI”, 
and have deemed these transactions to be illegal.  You should 
avoid any such promotions.

Can I buy life insurance with the intent to later sell the policy as a life settlement?  
Yes you can, but it may be difficult.  Insurers do not want people to purchase life insurance for the sole purpose of selling it to make 
a profit.  As a result, many insurers are careful to determine your intent when you apply for a new policy.  The insurer may ask:

Do you intend to sell the policy?

Have you previously sold a policy?

Have you obtained a life expectancy report?

Will you be using financing to pay your premiums?

Have you arranged for ownership of the policy to transfer to a trust or other entity after it has been issued to you? 
None of your answers result in automatic denial of a new policy, but they can cause the insurer to seek more clarification of your 
intent.  Providing false information to these questions may later give the insurer cause to challenge the validity of your policy and 
they may attempt to void the policy. Recent court decisions appear to indicate that simple “intent” to later enter into a life settlement 
is not sufficient reason for an insurer to void a policy, but a written plan to enter into a life settlement may give an insurer the right 
to void the policy.

Furthermore, some states have established laws that prohibit a life insurance policy from being sold within a fixed number of years 
of when the policy was first effective, ranging from 2-5 years. This is sometimes known as a “seasoning requirement.”

What else might I give up when selling my life insurance policy?
When you sell your life insurance policy, you typically relinquish all ownership rights.
Your beneficiaries will have no future rights to the policy benefits, and you will no longer be able to designate the policy 
beneficiaries.

If you are currently a Medicaid recipient, be aware that income from a life settlement transaction may alter your eligibility for 
Medicaid benefits.  Contact a Medicaid professional for guidance. (A Medicaid professional may be an attorney that specializes in 
senior/aging rights, an estate and trust attorney, your state’s Attorney General if they have an aging/senior rights division, or a tax 
accountant.)

FAQs
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GLOSSARY OF TERMS 

Accelerated Death Benefit:  A policy provision or rider that allows 
a terminally ill insured to collect a part of the death benefit 
before they die. 

Agent: Typically a life insurance agent, working for a commission 
or fee and knowledgeable in life settlements.  Agents assist in 
determining if a life insurance policy should be sold and assist 
the policyholder in completing a life settlement.

Assign (assignment):  To give rights under an insurance policy to 
someone else.  Beneficiary rights can be assigned, as can policy 
ownership.

Beneficiary:  The person designated to be paid a death benefit 
when you die.  A policy may have one or more beneficiaries.

Buyer/Investor/Purchaser:  The party providing funds for the 
purchase of the policy.  The buyer is often termed an investor 
or may be termed a purchaser.

Broker:  A settlement broker is the person or entity who, for a 
fee or commission, negotiates the sale of a life insurance policy 
between a policy owner and a buyer.  In the simplest terms, 
a broker represents and owes a fiduciary duty to the policy 
owner.

Death Benefit:  The money that a life insurance policy promises 
to pay when you die.

Fair Market Value: The price at which buyers and sellers are 
willing to do business - with reasonable knowledge of pertinent 
facts, and not acting under any compulsion.

HIPAA: The Health Insurance Portability and Accountability 
Act (of 1996).  This act protects the privacy of individually 
identifiable health information.  HIPAA is enforced by the 
Office of Civil Rights.  “HIPAA” can also refer to the document 
one signs to legally release one’s health information to outside 
entities, such as brokers.

In-Force Policy:  A policy is in-force when all conditions have 
been satisfied (premiums paid, loans paid, etc.) to ensure the 
insurance company’s obligation to pay the death benefit upon 
your death.

Insurable Capacity:  There is a general rule that each person has 
a maximum amount of life insurance that can be written on 
their life.  While this general rule is not specifically written, it is 
generally based on consideration of one’s income (current and 
potentially foreseeable), assets, and obligations.

Insurable Interest: In order to purchase a life insurance policy, 
the policy applicant must have some relationship to the 
insured person, at the time the policy is issued, that motivates 
the policyholder to preserve the life of the insured.  See Also:  
STOLI.

Lapse (Policy Lapse): The termination of an insurance policy 
resulting from failure to pay the premiums.

Life Expectancy: The projected period of time the insured will 
be living.
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GLOSSARY OF TERMS (contiued)

Life Insurance Secondary Market (LISM):  After a life insurance 
policy has been issued by an insurance carrier, the policy 
may be sold to investors seeking profits in such policies.   The 
investors, agents, brokers, and providers who help facilitate 
the sale of life insurance policies constitute the Life Insurance 
Secondary Market.

Life Settlement:  The sale of a life insurance policy by the policy 
owner to a third party for more than the cash surrender value 
offered by the insurance company, but less than the policy face 
amount.

NAIC:  National Association of Insurance Commissioners.  

NCOIL:  National Conference of Insurance Legislators.

Net Death Benefit:  The money that a life insurance policy is 
obligated to pay when you die, minus any unpaid premiums 
that are due and outstanding loan balances, liens, or other 
obligations attached to the policy.

Policy Owner (Policyholder):  The person who contracts with an 
insurance company for a life insurance policy.  The owner of 
the policy is obligated to pay all premiums when due and has 
the right to designate beneficiaries.  This may be someone or 
some entity other than the insured.

Premiums:  Payments that a life insurance policy owner must 
make to maintain the policy.

Proceeds (from a life settlement): The payment that a policy owner 
receives from a buyer in a life settlement transaction.

Provider:  The person or entity who, for a fee or commission, 
manages the acquisition of a life insurance policy on behalf of 
a buyer (investor).  In the simplest terms, a provider represents 
and owes a fiduciary duty to the buyer.

STOLI:  Stranger Originated Life Insurance.  STOLI policies 
typically circumvent insurable interest laws.  The NAIC, NCOIL, 
life insurers, and the life settlement industry have together 
sought to ban STOLI policies, which are considered an abuse 
of the insured, an abuse of insurers, and an abuse of the social 
purpose of life insurance.

Surrender (Policy Surrender):  A policy owner “surrenders” the life 
insurance policy by returning the policy (prior to death) to the 
insurance carrier in exchange for collection of all cash value 
that the policy has accumulated, minus any surrender charges 
and outstanding loan balances, liens, and other obligations 
attached to the policy.

Viatical Settlement: The sale of a life insurance policy by a 
terminally ill policy owner to a third party for more than the 
cash surrender value offered by the insurance company, but 
less than the policy face amount.  For the purposes of life 
settlement, any person having a life expectancy of 24 months 
or less is deemed to be terminally ill.
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