


In addition, seniors may be losing a
valuable method of ensuring their estate
is protected and they may be subject to
liability risks and the cancellation of their
insurance policy. And while the life insurance
purchased by an investor remains in force,
the individual insured may find it difficult if
not impossible to obtain additional coverage
or replacement coverage.

Third, STOLI undermines the financial
underpinnings of the life insurance industry
itself. Many underwriting and investment
decisions are posited on the understanding
that a certain percentage of policies lapse
each year, and with them, the exposure to
claims from those policies.

However, with STOLI, investors
will hold them to maturity, increasing the
probability of companies having to pay out
greater numbers of claims. One probable
result will be an increase in the cost of
insurance for all consumers. Ironically, even
the investors behind STOLI transactions may
lose. If companies believe there is risk of a
STOLI exposure, they will price the product
accordingly, leaving investors to realize the

economic consequences.

Fourth, even though STOLI is
opposed by the life insurance industry, public
perception ties it closely to the industry. It’s a
classic case of guilt by association. We can’t
afford not to be proactive in combating
the problem.

Left untreated, it could result in tighter
regulation and less favorable tax treatment
for life insurance.

Why Does Debate about STOLI Continue?

Given the real dangers STOLI
represents, why is there still debate about it,
and why does it still have its advocates in the
investment community?

As to the latter, human greed will
always seek an outlet, though STOLI seems
a particularly unsavory way to make a profit.
As for the debate, you have to look no further
than the admittedly clever argument that
some STOLI proponents have pushed.

They contend that people who buy life
insurance have the right to sell their property
as they see fit. They say that the insurance
industry’s opposition to STOLI is merely
another example of giant corporations putting
the consumer at a disadvantage.

The irony, of course, is that STOLI puts
the consumer at the disadvantage. Arguably,
applications that do not disclose the ultimate
purpose of the coverage (a STOLI scheme)
are fraudulent, since the applicant has no
intention of keeping the policy and may not
even be using his or her own money to make
the purchase.

And while the industry supports
legislation that prevents such maneuverings,
it does not, as STOLI supporters imply,
support any kind of legislation that would
make it impossible for consumers to sell their
life insurance policies.

The industry has long recognized that
changes in someone’s situation, such as
illness or divorce or the death of a beneficiary
can result in a person wishing to sell a policy.

The issue is the prospect of people
purchasing life insurance with the sole
intention to sell — of corrupting the
traditional purpose of insurance for quick
monetary gain.

Editor’s Note: To comment on this issue,
please email Mr. Cook at JCook@mib.com
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Of course, STOLI is not the first, nor
the only, scheme people have used to take
advantage of the life insurance industry. We
at MIB have been fighting insurance fraud
for more than a century and are working
diligently to address new schemes as they
appear.

Currently we are working with the
industry to determine whether to develop
a financial database that could be used
to provide an alert to potential STOLI
transactions

During my years in the industry,
I’ve seen numerous changes. We’ve
developed new products, responded to new
challenges. That’s a key to our ongoing
vitality. But we’ve also stayed true to the
idea that there is a highly personal element
to life insurance. Traditionally, life insurance
companies have had long-term relationships
with policyholders and have shared a sense
that life insurance is a special kind of
investment — not a commodity to be traded
on the open market.
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