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On February 3, 2010, the American Council of Life
Insurers (ACLI) issued a statement recommending a
ban on the securitization of life settlements, which are
transactions in the secondary market for life insurance
policies. ACLI represents more than 300 legal reserve
life insurance companies and fraternal benefit 
societies operating in the United States. The ACLI
statement is in Appendix A. 

STOLI/Spinlife
The statement is part of ACLI’s long-standing oppo-

sition to what it calls “stranger-originated life insur-
ance” (STOLI), and what I call “speculator-initiated
life insurance” (spinlife). In a spinlife transaction, an
elderly person (usually someone at least 70 years old)
applies for a large life insurance policy (usually with a
face amount of at least $1 million) with the under-
standing that the policy will be sold in the secondary
market upon expiration of the policy’s two-year
period of contestability. The applicant enters into a
nonrecourse premium finance agreement with a
lender and borrows the money needed to pay the pre-
miums for the policy’s first two years. The senior may
or may not receive additional cash or other item of
financial value up front as an inducement to apply for
the insurance and enter into the transaction.

The plan is that at the end of the two years the pro-
moter will arrange for the sale of the policy in the sec-
ondary market. The promoter hopes that the price
obtained for the policy will be large enough to pay off
the premium loan, pay off the interest on the premium
loan, reimburse the promoter for any additional
upfront payment that may have been made to the
insured, cover a large fee for the promoter, cover
administrative expenses, cover the large fees paid to
the many intermediaries between the promoter and the
eventual speculator in human life, and still leave a

large amount for the senior whose life is insured. At
the same time, the promoter hopes that the price will
be small enough to allow for payment of the future
premiums needed to maintain the policy in force, and
to provide adequate compensation for the eventual
speculator who assumes the longevity risk. 

Comments by ILMA
On February 4, the Institutional Life Markets Asso-

ciation (ILMA) issued a response to the ACLI state-
ment. ILMA consists of a number of institutional
investors and intermediaries in the longevity market-
place. According to its mission statement, ILMA
encourages prudent and competitive development of
several evolving longevity-related businesses, includ-
ing the businesses of life settlements and premium
finance. Among the members of ILMA are Credit
Suisse, EFG Bank, JP Morgan Chase & Co., Mizuho
International plc, and WestLB AG. 

ILMA’s comments are by its executive director,
Jack Kelly. His comments are in Appendix B. 

ILMA suggests that seniors should be allowed to
make educated and informed decisions about whether
a life settlement is suitable. Unfortunately, the sec-
ondary market is characterized by a lack of informa-
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institutions led to the near collapse of our finan-
cial system. In order to complete its deal, Bank of
America’s management misled its shareholders by
not disclosing massive losses that were mounting
at Merrill Lynch so that the shareholders would
vote to approve the deal. Once the deal was
approved, Bank of America’s management manip-
ulated the federal government into saving the deal
with billions in taxpayer funds by falsely claiming
that they intended to back out of the deal through
a clause in the Merger Agreement. Ultimately, this
was an enormous fraud on taxpayers who ended
up paying billions for Bank of America’s mis-
deeds. Throughout this episode, the conduct of
Bank of America, through its top management,
was motivated by self-interest, greed, hubris, and a
palpable sense that the normal rules of fair play did
not apply to them. Bank of America’s management
thought of itself as too big to play by the rules and,
just as disturbingly, too big to tell the truth.

The allegations in the Cuomo complaint fall into
four categories. First, before the shareholder vote on
the transaction, Bank of America’s management con-
cealed from shareholders Merrill’s mounting losses
during the fourth quarter of 2008. Second, after the
vote, the bank forced the federal government to save
the merger with taxpayer assistance. Third, the bank’s
management failed to disclose the timing, amount,
and new criteria for Merrill’s executive bonuses for
2008. Fourth, the defendants made other misstate-
ments to shareholders. The complaint seeks injunctive
relief, disgorgement of gains, penalties, restitution,
attorneys’ fees, and costs. 

The Firing of the Bank’s Top Lawyer
One of the most extraordinary aspects of the con-

troversy over the nondisclosures in the proxy 
statement was the firing of Timothy Mayopoulos, vice
president and general counsel of Bank of America. He
was involved in discussions about what disclosures
should be made concerning Merrill’s mounting losses
during the fourth quarter of 2008. On December 10,
2008, he was summarily fired with no explanation,

and was immediately escorted from the premises
without the opportunity to say good-bye to his staff. 

Brian T. Moynihan, a board favorite, headed Bank
of America’s investment banking operations and was
considering leaving the bank. He was appointed 
vice president and general counsel, replacing Mr.
Mayopoulos, even though Mr. Moynihan had not
practiced law for 15 years and had an inactive bar
membership. He served in that position for only six
weeks, when he became the bank’s president and
chief executive officer. The bank’s explanation 
was that it did not want to lose the services of Mr.
Moynihan. That explanation is hard to accept, given
all the circumstances. A more logical explanation is
that Mr. Mayopoulos was fired because he was
uncomfortable with the failure to disclose Merrill’s
mounting losses during the fourth quarter of 2008.

The North Carolina Settlement
On February 4, 2010, Bank of America and North

Carolina Attorney General Cooper entered into a 
settlement. It ended an investigation started in 
February 2009 by the attorney general’s consumer
protection division. Without admitting wrongdoing,
the bank agreed to various reforms, some of which are
parallel to and some of which are in addition to those
in the bank’s settlement with the SEC. The bank 
also agreed to pay $1 million to the North Carolina
department of justice for consumer protection and
education efforts. The settlement says the payment
should not be construed as a fine or penalty, but does
not say how the payment should be construed.

Availability of Documents
For those who want to learn more about this matter,

we are making five documents available without
charge as PDFs. Please contact us through our website
(www.theinsuranceforum.com) and ask for the “Bank
of America package.” It consists of the amended SEC
complaint, the court order approving the settlement,
the Cuomo complaint, a statement of facts, and a 
supplemental statement of facts. 

John Grisham is the author of 22 works of fiction
and one of nonfiction. His most recent book, Ford
County (2009), is a collection of seven short stories.
One of them, entitled “Michael’s Room,” is the story
of an infant who suffers severe brain damage after a
botched delivery. The family files a lawsuit against
the physician, and he is defended successfully by an
attorney representing the physician’s liability insur-
ance company. The story focuses on the family’s
abduction of the defense attorney years after the 
litigation, and his forced confrontation with the 
consequences of his actions during the trial.

Mr. Grisham’s sixth book, The Rainmaker (1995),
deals with the claims practices of a fictional insurance
company. A young man is stricken with acute
leukemia, he needs a bone marrow transplant, and his
twin brother provides a perfect match. However, the
company denies the claim, the transplant is not 
performed, and the young man dies. Discovery in the
lawsuit produces many surprises. 

Mr. Grisham was an attorney before he started his
literary career. “Michael’s Room” and The Rainmaker
are his stories about claims practices. I think they
should be read by persons interested in insurance.

JOHN GRISHAM AND THE INSURANCE INDUSTRY
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Our October 2010 issue includes an article about
retained asset accounts (RAAs). It discusses the
media emphasis on beneficiaries who received an
RAA instead of either a check for the full death benefit
or a series of checks following the death of a member
of the military. While the focus on the military gener-
ated extensive public attention, the investigations
spawned in the wake of the media furor encompass
RAAs for the general population.

Our November 2010 issue includes an article about
unclaimed property. It is a follow-up article prompted
by the fact that at least two companies held substantial
funds in long-dormant RAAs. 

This second follow-up article discusses several
areas: the origin of RAAs, a subject addressed only
briefly in the October 2010 article; a class action law-
suit filed against The Prudential Insurance Company
of America, which administers the Servicemembers
Group Life Insurance (SGLI) and Veterans Group
Life Insurance (VGLI) programs, by a few beneficia-
ries of coverage on deceased members of the military;
the critical interest rate issue; and the ongoing work of
two committees of the National Association of Insur-
ance Commissioners (NAIC) relating to RAAs. 
A separate article in this issue further examines the
origin of RAAs. Also, another separate article in this
issue discusses an earlier furor over problems faced
by veterans of the Vietnam War.

The Origin of RAAs
On July 28, 2010, Bloomberg News released a 

special report entitled “Duping the Families of Fallen
Soldiers.” The report focuses on and criticizes RAAs.
The next day the NAIC issued a press release in
which NAIC President and West Virginia Insurance
Commissioner Jane L. Cline is quoted as making the
following assertion: 

The accounts were initially created at the
request of consumers to provide options for
receiving benefits from a life insurance policy, and
with proper disclosure, consumers have generally
been happy with this flexibility.

On July 30, Connecticut Insurance Commissioner
Thomas R. Sullivan made the same comment in a 
letter to Connecticut Attorney General Richard 
Blumenthal. The latter had just announced an investi-
gation of RAAs. Commissioner Sullivan also said: 

Public officials reacting to one news story with 
little fact checking and due diligence, only elevates
unnecessary concern over a product that has
served beneficiaries for over 20 years. I appreciate
your willingness to offer your assistance and in the
future would request the courtesy of learning 
of your concerns directly, rather than through 
the press. I will continue to work with my fellow
regulators throughout the country on this matter.

As mentioned in the October 2010 article, Attorney
Gerry H. Goldsholle (Sausalito, CA) is credited with
developing the RAA. I asked him whether the asser-
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among the offerings of a few hundred companies. Yet
neither price information nor any other information
was provided to assist them in selecting a company.
Senator Hart was brushed off when he asked the 
Veterans Administration to address the problem. 

The hearings were devoted to the problems of con-
sumers generally rather than just Vietnam veterans.
Fifteen witnesses testified. The first was Ralph Nader.
I also testified on the first day, as did Ernest J. 
Moorhead, FSA. Among the witnesses on the other
three days were Wisconsin Insurance Commissioner
Stanley C. DuRose, Jr., Professor Spencer L. Kimball
of the University of Chicago Law School, Special
Assistant to the President for Consumer Affairs 
Virginia H. Knauer, Senior Executive Vice President

J. Edwin Matz of the John Hancock Mutual Life
Insurance Company, New Hampshire Insurance 
Commissioner John A. Durkin, and Pennsylvania
Insurance Commissioner Herbert S. Denenberg.
Excerpts from their testimony are on page 133.

Senator Hart later introduced a “Truth in Life
Insurance” bill providing strong price disclosure
requirements not only for Vietnam veterans but also
for consumers generally. The bill died in the face of
strong opposition by the life insurance industry. 

Senator Hart and several of the witnesses are no
longer living. However, what they said remains rele-
vant and resembles the comments that knowledgeable
observers would make if hearings on the same subject
were held today. 

Recently I received from a reader an interesting
question about the secondary market for life insurance
policies in general and life settlements in particular.
I declined to answer the question because I am not in
the business of providing individualized consulting
services. Also, I was not sure how to answer the ques-
tion. After thinking more about the question, 
I decided to write this article to provide a generalized
answer to the question. 

Our reader owns a policy on the life of her former
husband. She bought it when they were married, and
they later divorced. Her question is this: “Can I sell
the policy in the secondary market without my former
husband knowing about it?” Because I refrained 
from answering the question, I did not inquire about
the policy type, the policy size, the age of the policy,
the age of the former husband, his health status, or
what the divorce agreement says, if anything, about
the disposition of the policy. 

I discussed the question with a few attorneys who
are more knowledgeable than I am about the legal
aspects of life settlements. In those discussions 

I expanded the question to encompass key person life
insurance where an employer owns the policy and the
key person is no longer with the employer. The 
following paragraph describes the consensus.

In theory, the owner of a life insurance policy has
the right to dispose of the policy as he or she sees fit,
and neither the knowledge nor the consent of the
insured is needed. In practice, however, the owner
cannot sell the policy in the secondary market without
the insured’s knowledge and consent. The reason is
that no secondary market firm would be willing to
acquire the policy without information about the
insured’s current health. Such information is needed
to establish a price for the policy in the secondary
market. Therefore, the secondary market firm would
insist on obtaining a medical authorization from the
insured. By signing the authorization, the insured in
effect would have been provided with knowledge of
the sale of the policy in the secondary market. Also,
by signing the authorization, the insured in effect
would be giving his consent to the sale of the policy
in the secondary market. 

A QUESTION ABOUT LIFE SETTLEMENTS

John Grisham is the author of 23 works of fiction
and one of nonfiction. His most recent work is a 263-
page novel entitled Theodore Boone—Kid Lawyer
(2010). It is an easy-to-read “page turner.” 

The central character is a precocious 13-year-old
eighth grader. Both his parents are attorneys. He
seems headed for a legal career himself, but cannot
decide whether he wants to be a great attorney or a
great judge. He knows all the attorneys, judges,
bailiffs, and just about everyone else connected with
the justice system in his home town. 

The story focuses primarily, but not exclusively, on
a murder trial. The defendant is accused of murdering

his wife, and everyone thinks he is guilty. However,
the prosecution has nothing but circumstantial 
evidence, such as a $1 million life insurance policy
that the defendant purchased on his wife a couple of
years earlier. Everyone thinks the defendant will
escape conviction for what appears to be a perfect
crime. Our hero, however, uncovers tangible evidence.

Mr. Grisham was an attorney before he started his
literary career. His previous books in which insurance
plays a role are The Rainmaker (1995) and “Michael’s
Room,” a short story in a book entitled Ford County
(2009). I think those works should be read by persons
interested in insurance. 

JOHN GRISHAM STRIKES AGAIN
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of the University of Chicago Law School, Special
Assistant to the President for Consumer Affairs 
Virginia H. Knauer, Senior Executive Vice President

J. Edwin Matz of the John Hancock Mutual Life
Insurance Company, New Hampshire Insurance 
Commissioner John A. Durkin, and Pennsylvania
Insurance Commissioner Herbert S. Denenberg.
Excerpts from their testimony are on page 133.

Senator Hart later introduced a “Truth in Life
Insurance” bill providing strong price disclosure
requirements not only for Vietnam veterans but also
for consumers generally. The bill died in the face of
strong opposition by the life insurance industry. 

Senator Hart and several of the witnesses are no
longer living. However, what they said remains rele-
vant and resembles the comments that knowledgeable
observers would make if hearings on the same subject
were held today. 

Recently I received from a reader an interesting
question about the secondary market for life insurance
policies in general and life settlements in particular.
I declined to answer the question because I am not in
the business of providing individualized consulting
services. Also, I was not sure how to answer the ques-
tion. After thinking more about the question, 
I decided to write this article to provide a generalized
answer to the question. 

Our reader owns a policy on the life of her former
husband. She bought it when they were married, and
they later divorced. Her question is this: “Can I sell
the policy in the secondary market without my former
husband knowing about it?” Because I refrained 
from answering the question, I did not inquire about
the policy type, the policy size, the age of the policy,
the age of the former husband, his health status, or
what the divorce agreement says, if anything, about
the disposition of the policy. 

I discussed the question with a few attorneys who
are more knowledgeable than I am about the legal
aspects of life settlements. In those discussions 

I expanded the question to encompass key person life
insurance where an employer owns the policy and the
key person is no longer with the employer. The 
following paragraph describes the consensus.

In theory, the owner of a life insurance policy has
the right to dispose of the policy as he or she sees fit,
and neither the knowledge nor the consent of the
insured is needed. In practice, however, the owner
cannot sell the policy in the secondary market without
the insured’s knowledge and consent. The reason is
that no secondary market firm would be willing to
acquire the policy without information about the
insured’s current health. Such information is needed
to establish a price for the policy in the secondary
market. Therefore, the secondary market firm would
insist on obtaining a medical authorization from the
insured. By signing the authorization, the insured in
effect would have been provided with knowledge of
the sale of the policy in the secondary market. Also,
by signing the authorization, the insured in effect
would be giving his consent to the sale of the policy
in the secondary market. 

A QUESTION ABOUT LIFE SETTLEMENTS

John Grisham is the author of 23 works of fiction
and one of nonfiction. His most recent work is a 263-
page novel entitled Theodore Boone—Kid Lawyer
(2010). It is an easy-to-read “page turner.” 

The central character is a precocious 13-year-old
eighth grader. Both his parents are attorneys. He
seems headed for a legal career himself, but cannot
decide whether he wants to be a great attorney or a
great judge. He knows all the attorneys, judges,
bailiffs, and just about everyone else connected with
the justice system in his home town. 

The story focuses primarily, but not exclusively, on
a murder trial. The defendant is accused of murdering

his wife, and everyone thinks he is guilty. However,
the prosecution has nothing but circumstantial 
evidence, such as a $1 million life insurance policy
that the defendant purchased on his wife a couple of
years earlier. Everyone thinks the defendant will
escape conviction for what appears to be a perfect
crime. Our hero, however, uncovers tangible evidence.

Mr. Grisham was an attorney before he started his
literary career. His previous books in which insurance
plays a role are The Rainmaker (1995) and “Michael’s
Room,” a short story in a book entitled Ford County
(2009). I think those works should be read by persons
interested in insurance. 

JOHN GRISHAM STRIKES AGAIN


