
 
 
 
 
 

 
Life Settlements: Breathing New Life into an Old Life Insurance Policy 

 As a result of a relatively recent innovation in the life insurance industry, policyholders may now be able 
to sell an unwanted life insurance policy for a price in excess of its cash surrender value. These transactions, 
commonly referred to as life settlements, may provide an individual with the much-needed cash to pay for 
medical care or living expenses, or the funds to pursue a revised estate plan. A life settlement may be a better 
alternative for certain eligible policyholders than allowing the policy to lapse or surrendering it for its cash 
value before the benefits are paid. 
 
 This report provides a brief overview of life settlements, the most likely candidates for this opportunity, 
and a cautionary note. 
 
 Life settlements are transactions in which a policyholder, who no longer wants to maintain his or her life 
insurance policy (term or permanent) due to some change in circumstance, sells it to the life settlement provider 
(the "provider") for more money than its cash surrender value. The provider pays a lump sum cash payment to 
the policyholder to acquire the ownership rights and obligations of the policy. The provider becomes the new 
policy owner, is responsible for the premium payments, and is entitled to receive the policy death benefits from 
the issuing insurance company upon the death of the insured. The original policyholder is now free to use the 
proceeds to achieve other goals. 
 
 There are a variety of reasons why the sale of a policy may make sound financial sense: 
 

• the premiums on the policy may no longer be affordable; 
• the beneficiary for whom the policy was originally purchased is now deceased, or the risk 

insured against no longer exists;  
• there is a change in financial circumstances, and liquidity is required; 
• a key-man policy, designed to protect a company from the financial loss of a key executive, 

is no longer necessary either because the business has dissolved or the individual is no longer 
a key employee; or 

• the objectives of a life insurance trust have changed.   
 
 Life settlement providers are typically large institutional investors, such as major banks and insurance 
companies. A potential candidate submits the policy, along with supporting documents, such as medical 
records, to the provider for an appraisal of the policy's fair market value. The provider then states what it is 
willing to pay to acquire the policy. Unlike the viatical settlements of the late 1980s, which primarily focused 
on the policies of AIDS patients, life settlements are not limited to terminally ill insureds with less than a two-
year life expectancy. A likely candidate for the life settlement market is a policy with a face amount of 
$250,000 or more, in which the insured is 65 years or older, has a remaining life expectancy of between two and 
one-half to 12 years, and the policy is beyond its two-year contestable period.  
 
 The fair market value of the policy is just one factor to be considered in determining whether a life 
settlement is the right course of action for an insured. The policyholder must consider the tax implications of the 
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sale (the sale of a life insurance policy may be a taxable event) and the reputation of the provider.  A 
policyholder will want to ensure that the provider has sufficient security safeguards in place to keep the 
insured's personal data confidential.   
 
 A life settlement may provide a policyholder with the flexibility to respond to changes in financial 
circumstances. While not appropriate for every policyholder, life settlements are worthy of consideration when 
determining the best way to exit from an unwanted life insurance policy. 
 
This newsletter was written by Cathleen C. Opel, an Associate in Saul Ewing’s Personal Wealth, Estates and 
Trusts Group. The statements contained in this newsletter are intended for general information and do not 
constitute legal advice. 
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If you would like additional information about Personal Wealth, Estates and Trusts at Saul Ewing, please contact one of 
the following attorneys. 

 
 

Partners Concentration Telephone Email Address 
George Asimos, Jr. Real Estate (610) 251-5076 gasimos@saul.com 
Winston T. Brundige Estate Planning & Administration (410) 332-8730 wbrundige@saul.com 
Charles Cahn, II Estate Planning & Administration (410) 332-8928 ccahn@saul.com 
Martha R. Hurt Estate Planning & Administration (215) 972-7822 mhurt@saul.com 
Maurice D. Lee, III Estate Planning & Administration (215) 972-7746 mlee@saul.com 
Robert H. Louis Executive Compensation & 

 Retirement Planning (215) 972-7155 rlouis@saul.com 
John F. Meigs Estate Planning & Administration (215) 972-7812 jmeigs@saul.com 
Howard B. Miller Family Businesses (410) 332-8716 hmiller@saul.com 
Lawrence C. Norford Estate Planning, Administration 

  and Litigation (215) 972-8417 lnorford@saul.com 
Eileen D. O’Brien Estate Planning & Administration (410) 332-8703 eobrien@saul.com 
Sheldon S. Satisky Estate Planning & Administration (410) 332-8732 ssatisky@saul.com 
William E. Scholtes Estate Planning & Administration (410) 332-8737 wscholtes@saul.com 
    
Special Counsel Concentration Telephone Email Address 
Nancy S. Hearne Estate Planning & Administration (609) 452-3156 nhearne@saul.com 
Donn L. Snyder Estate Planning & Administration (717) 257-7552 dsnyder@saul.com 
Judith A. Sprague Estate Planning & Administration (215) 972-8679 jsprague@saul.com 
John R. Suria Estate Planning & Administration (215) 972-7817 jsuria@saul.com 
    
Associates Concentration Telephone Email Address 
Elizabeth A. Green Estate Planning & Administration (410) 332-8944 egreen@saul.com 
Lisa H. Lanphear Estate Planning & Administration (215) 972-7167 llanphear@saul.com 
Cathleen C. Opel Estate Planning & Administration (410) 332-8615 copel@saul.com 
Kevin M. Scott Estate Planning & Administration (717) 257-7551 kscott@saul.com 
 
The Personal Wealth, Estates and Trusts Group of Saul Ewing LLP offers an ongoing, coordinated approach to 
acquiring, preserving and passing on wealth. After carefully considering your unique circumstances, we will work with 
you to organize your estate planning and related financial affairs into an efficient program suited to your objectives. 
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 SAUL EWING LLP OFFICES 

 
Baltimore 
100 South Charles Street 
Baltimore, MD  21201-2773 
(410) 332-8600 
fax: (410) 332-8862 

Chesterbrook 
1200 Liberty Ridge Drive, 
Suite 200 
Wayne, PA  19087-5569 
(610) 251-5050 
fax: (610) 651-5930 

Harrisburg 
Penn National Insurance Tower 
2 North Second Street, 7th Fl. 
Harrisburg, PA  17101-1604 
(717) 257-7500 
fax: (717) 238-4622 

   
Philadelphia 
Centre Square West 
1500 Market Street, 38th Fl. 
Philadelphia, PA  19102-2186 
(215) 972-7777 
fax: (215) 972-7725 

Princeton 
214 Carnegie Center, 
Suite 202 
Princeton, NJ  08540-6237 
(609) 452-3100 
fax: (609) 452-3122 

Wilmington 
222 Delaware Ave., Suite 1200 
P.O. Box 1266 
Wilmington, DE  19899-1266 
(302) 421-6800 
fax: (302) 421-6813 

   
 Washington 

1025 Thomas Jefferson Street, 
N.W., Suite 425W 
Washington, D.C.  20007 
(202) 342-1402 
fax: (202) 342-8387 

 

 
 


