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AALU Bulletin No:  10-32 March 19, 2010 

Subject: Insurer Files Complaints Against Broker and Trustees in 
“STOLI” Cases 

 
Major References:  Complaints filed in Sun Life Assurance Co. of Canada v. Paster, et. al., Nos. 

09-553, 09-512 & 09-438 (D.R.I. November 9, 2009) 
 
Prior AALU Washington Reports: 09-45; 08-104; 08-29; 08-25; 08-11 
 
MDRT Information Retrieval Index Nos.: 4400.00; 8100.00 
 

SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  
THE CONCLUSION OF THIS WASHINGTON REPORT. 

Insurer Sun Life Assurance Co. has filed a series of related complaints in the 
Rhode Island Federal District Court against defendants Vincent Passananti, an insurance 
broker, and Benjamin Paster and Jonathan Homich, individually and as trustees of 
certain insurance trusts.  (See Complaints filed in Sun Life Assurance Co. of Canada v. 
Paster, et. al., Nos. 09-553, 09-512 & 09-438 (D.R.I. November 9, 2009).)  The complaints 
seek a declaration that the insurance contracts involved in the suit, which are alleged to 
be “stranger-owned life insurance” or “STOLI” contracts, are void or voidable for lack of 
insurable interest.  The suits also allege that the defendants have committed fraudulent 
and negligent misrepresentation and conspiracy, and that they are liable for compensatory 
and punitive damages, costs, and attorneys’ fees.   

 
There are altogether four insureds named in these lawsuits: Gunther ($10 million policy), Levy ($10 

million policy), Franzman ($3 million policy) and Barron ($5 million policy).  These complaints appear to 
be similar to the complaint in AXA Equitable Life Ins. Co. v. Infinity Financial Group, LLC, et. al., __ 
F.Supp.2d __, 2009 WL 901496 (S.D.Fla.) (see our Bulletin No. 09-45) in that none of the insureds in these 
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http://www.aaluwr.org/majorrefs/Ref10-32A.pdf
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complaints appears to have died yet.  The suits also appear to have been filed within the 2-year 
contestability period of the policies.  

It is important to point out that the allegations in the complaints are just that - allegations.  Until 
answers are filed, we have only one side of this story. 

According to the allegations in the complaints, beginning as early as September 2006, defendants 
Passananti and Paster entered into an agreement to execute “a scheme pursuant to which large face-value 
life insurance policies would be procured on elderly, high net worth individuals, who had no pre-existing 
desire to procure such policies, with a plan and intention to transfer those policies and/or the beneficial 
interest in the trusts owning those policies to third parties on the secondary life insurance market.” Large 
commissions for the benefit of the insurance agents among the defendants allegedly were obtained from the 
insurers (like Sun Life) issuing these policies.  

As stated in the complaints: 

“At all times relevant hereto, Passananti was an insurance broker engaged in the business of 
servicing insurance policies with Meridien Benefits, IDC. and/or Meridien Benefits many cases, the 
policy application indicates that a third-party entity, such as a trust, shell corporation, or limited 
partnership, will be the policy owner and/or beneficiary of the policy proceeds. Alternatively, the 
applicant may designate a legitimate beneficiary, such as a close family member or the insured's 
estate, at the outset, but after the policy is issued, the applicant will submit a request to change the 
beneficiary to a STOLl entity [a third-party investor]. It is anticipated at the inception of these 
transactions that there will be some form of change of beneficiary, such that the STOLl entity 
ultimately becomes the beneficiary of the life insurance policy proceeds. In any event, the 
manipulation of the beneficiary designation often permits the speculators to acquire an interest in 
either the policy itself or the holding entity - and, most importantly, in the death benefit that will 
later be disbursed by the insurer - without disclosing their interest to the insurer. References to 
policy proceeds, beneficial interests, and death benefits herein include payment of policy proceeds 
by insurers to trusts and other shell entities that then payor otherwise share or transfer such proceeds 
to or with the trust/shell entity beneficiaries.” 

Among the alleged misrepresentations on the policy applications, were negative responses to 
whether the premiums were to be financed and whether the policies were being purchased for the purpose 
of being assigned or sold to a third party.  When asked the purpose of the coverage, the insureds indicated 
“Estate Plan” and “Other - Legacies.”  All of these answers were allegedly supplied at the behest of the 
defendants.  Per the complaint in the case involving Mrs. Gunther as the insured: 

“Upon information and belief, each of the representations above regarding the intended purpose and 
use of the Gunther Policy were false because Mrs. Gunther, Passananti, the Gunther Trust, and/or 
others acting on their behalf [including Paster, who signed the policy application as trustee], knew 
that the purpose for which the Gunther Policy was being applied for was not Mrs. Gunther's estate 
planning; rather, it was for resale on the secondary life insurance market and that the Gunther Policy 
was intended to be a wagering contract on Mrs. Gunther's life for the benefit of stranger investors. . . 
Further, upon information and belief, the representations above regarding the financing of the 
premium for the Gunther Policy were false because Mrs. Gunther, Passananti, the Gunther Trust, 
and/or others acting on their behalf, knew that, at the time of the Gunther Application, the premium 
for the Gunther Policy would be financed and funded by a person and/or entity without an insurable 
interest in the life of Mrs. Gunther.” 

Again, according to the complaint:  
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“Prior to March 2007, Sun Life advised all brokers appointed to place life insurance policies 
with Sun Life, including Passananti, that: Sun Life will not participate in STOLl transactions of any 
form; brokers should only submit applications that meet Sun Life's acceptable criteria (which did 
not include STOLl transactions of any form); Sun Life will deny any application for life insurance 
for which the objective at the outset is for the policy owner to sell the underlying policy; and. Sun 
Life will not accept any application for which a reasonable likelihood that the issued policy will be 
sold by the policy owner exists.” 

As a result of the allegedly fraudulent misrepresentations and omissions in the policy applications, 
Sun Life asserts that it has sustained damages “including, but not limited to, the underwriting, issuance, 
administration, commissions and other payments to Passananti, service, and investigations associated with 
the Sun Life Policies.”  In addition to the costs and expensed of the lawsuit, Sun Life also claims that it 
“may sustain additional damages in the future.” 

The defendants have filed motions to dismiss in which they have asserted, among other things, that, 
as a matter of law, the applicable Rhode Island and Colorado insurable interest statutes do not cover the 
types of misrepresentations alleged in the complaint (regarding intent to sell, etc.). 

“First, the Rhode Island material misrepresentation insurance code provision pertaining to life 
insurance policies prohibits rescission of a policy for alleged misrepresentations ‘unless this matter 
represented shall have actually contributed to the contingency or event on which the policy is to 
become due and payable’—i.e., the death of the insured. None of the misstatements alleged by 
Plaintiff—which pertain to how the policy’s premiums would be funded and how the policy would 
be used and thus have no bearing on the insured’s mortality—could possibly meet this rule. Second, 
Colorado law defines “materiality,” in the context of a rescission of a life insurance policy for 
misrepresentation, as ‘that which affects the insurer’s risk.’” 

The defendants also point out that there was no binding contract in existence to sell or assign the 
policies at the time that the applications were filled out, and that the state has no right to forbid that 
assignment or sale in any event. “Plaintiff will be able to cite no law forbidding the ‘sale and/or 
assignment’ of a policy or its beneficial interest ‘as part of a secondary life insurance market transaction.’ 
Instead, the sale of a life policy to any willing buyer, regardless of that purchaser’s insurable interest, is the 
manifestation of a well established property right.”   

We note that Sun Life has previously been unsuccessful in arguing this point in at lease one other 
motion (to certify a question to the Minnesota Supreme Court).  See Sun Life Assurance Company of 
Canada v. Paulson, et. al. (U.S. DC for District of Minn. (8-31-07) #07-CV-03877; Slip. Op. 2008 WL 
5120953, (D. Minn. 2008), discussed in our Bulletins Nos. 08-104, 08-29, 08-25, and 08-11.  The court in 
that case described the law as requiring “evidence of the intent of a third party to buy the policies at the 
time they were procured, which necessarily requires identification of that party.” This perhaps accounts for 
Sun Life’s allegations that the defendants in these cases conspired from the beginning in a “scheme” to sell 
the policies, although it is unclear from the documents whether the insureds knew from the outset that a 
potential buyer had been identified. 

The defendants also accuse Sun Life of “bullying” consumers not to exercise their rights under Sun 
Life’s policies to change the ownership and beneficiaries of those policies. 

The defendants have requested oral argument on their motion to dismiss.  We believe that the 
motion has not yet been heard, and that the defendants’ answer will not be filed until (and if) the motion is 
ruled on negatively.  AALU will, of course, continue to monitor this case as it moves through the courts. 

http://www.aaluwr.org/majorrefs/Ref08-11B.pdf
http://www.aaluwr.org/majorrefs/Ref08-11B.pdf
http://www.aaluwr.org/majorrefs/Ref08-11B.pdf
http://www.aaluwr.org/majorrefs/Ref08-11B.pdf
http://www.aaluwr.org/majorrefs/Ref08-11B.pdf


 4
For the sake of emphasis, we repeat a caution set forth towards the beginning of this Washington 

Report -- "allegations in the complaints are just that -- allegations.  Until answers are filed, we have only 
one side of this story." 

Any AALU member who wishes to obtain a copy of the Complaints in Sun Life Assurance Co. of 
Canada v. Paster, et. al., may do so through the following means: (1) use hyperlink above next to “Major 
References,” (2) log onto the AALU website at www.aalu.org, enter the Member Portal and select Current 
Washington Report for linkage to source material or (3) email Anthony Raglani at raglani@aalu.org and 
include a reference to this Washington Report. 

 
In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT 
BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE 

IMPOSED BY THE INTERNAL REVENUE SERVICE. 

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 
of the IRS guidance, then, as required by the IRS, please be further advised of the following: 

 

THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR 
MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN 
ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK 

ADVICE FROM AN INDEPENDENT TAX ADVISOR. 
 

 

                                                                             
The mission of AALU is to promote, preserve and protect advanced life insurance planning  

for the benefit of our members, their clients, the industry and the general public. 
 

For more information about how AALU’s advocacy efforts help protect your business and the 
advanced life insurance marketplace, visit our website at www.aalu.org, or  

call toll free 1-(888)-275-0092. 

http://www.aalu.org/
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