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This is for informational purposes only, does not constitute as individual 

investment advice, and should not be relied upon as tax or legal advice. 

Please consult the appropriate professional regarding your individual 

circumstance. Because investor situations and objectives vary this 

information is not intended to indicate suitability for any individual 

investor.

Guarantees are based on the claims-paying ability of the insurance 

company and assume compliance with the product's benefit rules, as 

applicable.

Case studies are for illustration purposes only. Induvial circumstances 

and results may vary.
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Discussion 

Outline

Life Settlements

• What are Life Settlements?

• What is the Opportunity?

• Tax Treatment of Life 
Settlements and Timing

• Our Process

• How Can a Life Settlement Assist 
your Client?

• Private Wealth Client Case Study

• Other Case Studies

Concluding Thoughts
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What are Life Settlements?

 Most advisors, insureds and policyholders do not know that life 

insurance is property that can be sold (Grigsby v. Russell, 222 

U.S. 149 (1911))

 Historically, the owner of a life insurance policy that was no 

longer needed, desired or advisable had two options: (1) to let 

the policy lapse or (2) surrender it to the insurer for its cash 

surrender value

 The secondary market for existing life insurance policies 

provides a third alternative that most advisors and clients are 

unaware of: (3) to sell the policy to a third party for less than 

the expected death benefit but more than the cash surrender 

value

 The value of a particular life settlement depends on various 

factors, including the insured’s life expectancy and the nature 

and terms of the policy
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What are Life Settlements?

 At the close of a life settlement transaction, the 

investor/purchaser owns the policy and all rights to the 

death benefit and pays all future premium payments

 The policyholder receives a lump sum payment that can 

be used for any purpose—including investment in other 

assets that may yield a higher return than continued 

investment in the insurance contract
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What is the Opportunity?

 The life settlement market has evolved and is a vibrant 
market backed by multi-billion dollar investment funds 
and these funds require policies to generate returns

 Largest purchasers—Coventry (over 40% of all transactions in 
2020—spend $30M plus on DTC advertising); Coventry is a 
buyer but is not always an investor and sells policies 
purchased to investment funds in the tertiary market

 Other investment funds are backed by Apollo, KKR, 
Blackstone, TPG, Vida Capital, Stone Point, McKinsey & Co.   

 Market is projected to reach a volume of $60B by 2025
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What is the Opportunity?

 Life settlements are as seller friendly as they have ever been:

 Tax law changes clarified that a seller’s cost basis in a life 
insurance policy is the aggregate premiums paid without 
reduction for costs of insurance (I.R.C. §1016(a)(1)(B); see also 
Rev. Rul. 2020-5 (modifying Rev. Rul. 2009-13)

 Some clients no longer require insurance with increase in estate 
tax exemption and success of other wealth transfer strategies

 Increased competition in the settlement marketplace increases 
value to sellers

 Regulations in 43 of the 50 United States

 Prolonged low interest rate environment allows investors to pay 
more for policies

 London Business School (2013) study concluded life settlements 
pay more than 4 times on average than the cash surrender value

 Conning study (2018) determined that $200 billion worth of life 
insurance is allowed to surrender or lapse annually which results 
in an estimated $37.5 billion in lost wealth—lapses occur because 
most people do not know there is an option to sell their life 
insurance
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Tax Treatment of Life Settlements 

and Timing
 To the extent the amount received in a life settlement 

is in excess of the aggregate premiums paid less 

amounts received, the policy seller will have taxable 

gain

 The gain will be long term capital gain income unless 

the cash surrender value is in excess of the premiums 

paid less amounts received, in which case only that 

difference would be ordinary income (I.R.C. 

§1016(a)(1)(B); Rev. Rul. 2020-5 (modifying Rev. Rul. 

2009-13)) 

 If properly conducted, transactions can close within 60 

days
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Our Process

 Policy Pre-Pricing- the most important part of the entire 
process to manage client expectations

 Request necessary in-force illustrations 

 Have client complete Treyled Life Settlement Application

 Compile all client medical records

 Order Life Expectancy Reports

 Send case out to market

 Case is shopped using an auction format to extract every last 
dollar of value on the open market

 Work with the Buyer to expedite closing documents

 Our fees have averaged 40% less than current market fees
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Private Wealth Client Case Study
 Client had an underfunded universal life policy held in 

trust that was not guaranteed to provide coverage past 

age 85 without significant premium increases

 Client had concerns about continuing to make gifts, and 

cash value was going to be consumed in the near term 

to cover increased costs of insurance

 The amount required to guarantee the insurance to age 

100 was $224,000, and the client had been paying 

annual premiums of $75,000

 Policy Summary:

14



Private Wealth Client Case Study
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Private Wealth Client Case Study
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Private Wealth Client Case Study
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 Average life expectancy from multiple reports indicated 

a 14.8 year life expectancy (50% chance that client 

would live longer than 14.8 years)—well beyond the 

potential for lapse

 76% chance that client will live beyond age 85

 Pre-pricing analysis indicated the policy value would be 

in excess of the total premiums paid ($1.7M) and may 

be significantly higher

 Client indicated she would have been happy to receive 

amount equal to cash value—essentially return of premium



Private Wealth Client Case Study
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 Treyled Life Settlements Auction Results:



How Can a Life Settlement Assist 

your Client?
 Life settlements can provide an immediate increase in 

liquidity to the policyholder and avoid a policy lapse for 

insurance that cannot or will no longer be maintained

 Trustees have fiduciary duties and may not be aware 

that if a donor does not wish to continue to make 

premium payments there is an option for a settlement 

to preserve value

 Life settlement is an important option for all trustees, 

including corporate trustees, to understand

 Proceeds from sales of policies held in trust continue to be 

held for the benefit of desired beneficiaries

 Grantor pays income taxes for policies held in grantor 

trusts 
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How Can a Life Settlement Assist 

your Client?
 What polices are suitable for a life settlement?

 Individual and second-to-die universal life, indexed 

universal life, variable universal life and convertible term 

life insurance policies typically qualify for life settlements 

and the insured should be over 70 or under 70 with 

impairment

 “Healthy Fund” option presents opportunity for healthy 

insureds to sell policies

 Fund purchases policy and an annuity for amount equal to 

the difference between death benefit and purchase price—

receives entire capital contributed upon death and return 

equal to the difference between annuity and premium 

payment during life of insured
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Additional Case Studies
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Additional Case Studies
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Additional Case Studies
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Concluding Thoughts
 Studies have found that an estimated 88% of all universal life 

insurance policies issued lapse before paying a claim

 A staggering amount of premium dollars are wasted

 Private wealth advisors may be able to access additional liquidity 
for their clients and avoid ongoing outflows of assets to fund 
insurance that may no longer yield an optimal result

 By becoming more informed regarding a client’s life insurance and 
working with other advisors both internal and external, advisors 
can coordinate policy audits and obtain pre-pricing estimates for 
policies that may be a candidate for a settlement

 To date in 2021, Treyled has worked to settle policies with a total 
death benefit of $67.3 million and a return of $22.1M to the 
policyowners

 None of these insureds were “viatical”; clients are wealthy 
individuals looking to exit insurance contract on favorable terms
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Concluding Thoughts
 Not every policy is a candidate for a life settlement

 A policy auction process conducted by a knowledgeable 

team creates real competition in the market and yields 

better pricing than a direct sale to a purchaser

 The purchaser always wants to pay less and the client is 

not educated about the value of the policy 

 The direct purchaser’s interests are NOT aligned with the 

clients 

 There is no incentive to offer best pricing without market 

competition
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