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May 26, 2006

The Honorable William Thomas, Chairman

Committee on Ways and Means

U.S. House of Representatives

1102 Longworth House Office Building

Washington DC 20515

RE:
OPPOSITION TO EXCISE TAX ON LIFE SETTLEMENTS

Dear Congressman Thomas:

As CEO and President of Life Settlement Solutions, Inc. (“LSS”), I am writing you to urge you to reject any proposal for inclusion of an excise tax on life settlements in the second tax reconciliation bill (or any other legislation).  In writing this letter, I ask your consideration on behalf of my company, the 30+ people that I employ in California, our families, and our customers and their families throughout the country.  LSS is one of the leading life settlement companies in the world, working only with large and well-respected institutional capital providers, and providing much needed financial resources to senior citizens in 47 jurisdictions within the United States.

The valuable options life settlements provide consumers are being threatened by legislation currently being proposed by life insurer lobbyists, which would impose a 100 percent excise tax on life settlements and other transactions related to the acquisition and financing of life insurance.  The natural effect of such a tax, if enacted, would be to eliminate valuable and needed financial options currently available to senior citizens in meeting their estate and financial planning goals.  At the same time, the tax would inevitably result in a drastic reduction in actual tax revenues collected, since persons currently recognizing taxable income upon the sale or collection of a life insurance policy would essentially be driven out of the market.

The board of the American Council of Life Insurers (ACLI) recently voted to promote legislation that would impose a federal excise tax equal to 100 percent of any consideration paid to acquire or continue an interest in a policy, including premiums paid under covered premium financing agreements, as well as any separate payments or fees to the insured (or policy owner).  This 100 percent excise tax would apply to any taxable arrangement entered into prior to or within five years following issuance of the policy.  Under the ACLI’s outline of the proposal, a taxable arrangement would include sale of the policy, an option to acquire an interest in the policy at a later date, or granting of a security interest in favor of anyone not within a specified class of exempt transferees.  The classes of persons exempt from the tax include persons generally viewed as having an insurable interest in the insured (family members, etc.), life insurance companies (ACLI members), certain qualified lenders, and viatical companies only if the transaction involves a terminally or chronically ill person.  The management of Life Settlement Solutions, Inc. strongly opposes this proposal.  

In my opinion, such an excise tax would essentially effect a forfeiture of property rights currently enjoyed by U.S. citizens, primarily senior citizens, who would be prevented from managing their own life insurance assets as they choose - a property right that has been upheld by U.S. courts since the 1800’s.  If enacted, many seniors who want to use life settlements as a financial-planning tool will be unable to sell their policies during the first five years of their life-insurance contracts.  Often this option fills a significant need in helping seniors respond to changes in circumstances arising after issuance of the policy – such as retirement from business, death of a spouse, or development of unforeseen long term care needs.  The cash benefit provided by a life settlement can be a much needed and very welcome resources for seniors in these situations, and typically generates 300-400 percent or more income for the policy owner than would have been realized if the policy were surrendered to the insurer.

While the ACLI contends the excise tax is necessary to protect against unscrupulous persons possibly circumventing insurable interest laws through what the ACLI characterizes as “stranger-owned life insurance” programs, I believe that the proposed 100 percent excise tax is an ill-advised and unnecessary response to such a threat.  Like the ACLI, my company opposes life insurance schemes designed to circumvent state laws.  We believe, however, that existing state insurance laws, including insurable interest laws, anti-rebating regulations, viatical and life settlement laws and regulations, premium financing regulations and other insurance and consumer protections laws, provide ample protection.  Congress should not undertake piecemeal regulation interfering with state laws already on the books by means of imposing an excise tax that seems destined to destroy the entire life settlement industry.  Enforcement of insurable interest laws and insurance regulations are state law issues that should be left to the NAIC, NCOIL and state legislators and regulators whose job it is to police the viatical and life settlement business and the insurance industry as a whole.  To tax it into oblivion would be an unwarranted and unnecessary exercise of Congressional power.
The ACLI proposal also creates a clear risk of negative revenue impacts to the federal government, counter-productive to sound tax policies.  Currently, sale of an in-force life insurance policy can be expected to produce three sources of tax revenue.  First, sale of a life insurance policy is generally a taxable event for the seller.  In addition, the large institutional investors that provide capital for the life settlement market will have taxable revenue upon collection of the policy benefits, another taxable event.  In between, premiums paid by the institutional investors to keep the policies in force create taxable income for life insurance companies.  Some industry experts estimate that over $20 billion in face amount of life insurance has been sold through life settlements generating $2 billion in income to policy owners, almost half of which involved sales occurring two to five years from issuance of the policies.  Market analysts project that, in absence of an excise tax, this level of economic activity can be expected to grow rapidly over the course of the next decade.   These sources of tax revenues will dry up if the ACLI proposal is adopted.

Life Settlement Solutions, Inc. is a life settlement provider offering owners of qualifying life insurance policies the opportunity to convert their life insurance policies into cash.  A pioneer in the non-viatical life settlement field, Life Settlement Solutions and its management represent one of the largest, most experienced, and most well-respected institutionally funded life settlement companies in the market.  Our management team has 60+ years in the life insurance and life settlement fields, having completed approximately $1 billion aggregate face value life settlements to date.  Should you or your committee wish to call upon our company and its management as resources for any research or analysis in connection with the economic and social value of the life settlement industry, we would be happy to be of service to you.

Respectfully submitted,

Larry A. Simon, President & CEO

LIFE SETTLEMENT SOLUTIONS, INC.




� EMBED Word.Picture.8  ���








9201 Spectrum Center Blvd., Suite 105  ●  San Diego, CA 92123  ●  Phone (858) 576-8067  ●  Fax (858) 576-9329


[image: image2..pict]_1114431161.doc
[image: image1.png][ ife

SETTLEMENT SOLUTIONS







