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AALU Bulletin No:  10-58 June 14, 2010 

Subject: Wall Street Journal Provides Background and Update on Status of 
Suit By Insured’s Estate Against Insurers and Others in Alleged 
STOLI Transaction Previously Reported in our Bulletin No. 09-51 

Prior AALU Washington Reports:  08-13; 09-51; 08-13; 06-07 
 
MDRT Information Retrieval Index Nos.: 4400.00; 8100.00 
 

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

In our Bulletin No. 09-51 published over a year ago on May 15, 2009, we reported 
on a suit by the Personal Representative of the Estate of Arthur Kramer  - a prominent 
New York lawyer - which alleged, in a Complaint filed in 2008 in the U.S. District Court 
for the Southern District of New York, that agent Steven Lockwood and others, including 
the issuing insurance companies, caused several insurance policies with a total face 
amount of approximately $56,200,000 to be issued on Mr. Kramer’s life in violation of the 
New York Insurance Law provision addressing insurable interest.  (See the Amended 
Complaint in Alice Kramer, as Personal Representative of the Estate of Arthur Kramer, v. 
Lockwood Pension Services, Inc., Tall Tree Advisors, Inc., Life Product Clearing, LLC 
Transamerica Occidental Life Insurance Co., Phoenix Life Insurance Co., Lincoln Life & 
Annuity Co. of New York, and Jonathan S. Berck, Civil Action No. 08 CV 2429 (S.D.N.Y. 
May 7, 2008).)  In their Answers to the Amended Complaint, various of the defendants 
asserted a number of factual denials, affirmative defenses and counterclaims. 

Now, the Wall Street Journal (“WSJ”) has published on June 11, 2010 a front 
page article on the case, which fleshes out some of the details and background of its 
origins, as well as the biographies of the key players.  (See Lawyer's Heirs Fight Insurers 
in $56 Million Policy Intrigue, Wall Street Journal, p. 1 (June 11, 2010).)  The article also 
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indicates that a resolution of the underlying legal issue - i.e., whether the policies were 
illegal from their inception - will be decided by the New York Court of Appeals. 

 
In the case, Kramer’s widow alleged facts indicating an arrangement to procure seven life insurance 

policies from defendants Transamerica Occidental Life Insurance Co. (Transamerica), Lincoln Life & 
Annuity Co. of NY (Lincoln) and Phoenix with the purpose of immediately transferring the beneficial 
interests in those policies to stranger investors, in contravention of the insurable interest rule as codified in 
the New York Insurance Law.  (See the December 2005 opinion of the Office of the General Counsel of the 
State of New York Insurance Department, discussed in our Bulletin No. 06-07.)   

During 2005, defendant Lockwood, an insurance broker and former pension attorney, reportedly 
instructed Mr. Kramer to establish trusts, naming himself as grantor and his children as beneficiaries and 
defendant Lockwood Pension Services, or its affiliates, as trustee.  In 2007, two years after the trusts 
acquired an interest in the Transamerica, Lincoln and Phoenix policies (and after the expiration of the 
“contestability period” on those policies), Mr. Kramer, acting at the direction of the defendants, allegedly 
directed his children to execute a putative assignment of their beneficial interests in the trusts to stranger 
third-party investors arranged by Mr. Lockwood.  The investors named in the lawsuit included defendants 
Tall Tree Advisors, Inc. and Life Products Clearing, LLC.  Credit-Suisse also appears to have participated 
as a third party investor. 

[According to the WSJ, Credit Suisse reached a confidential settlement with Mrs. Kramer with 
regard to policies totaling $18.2 million after it produced a document signed by her indicating that she 
knew about and approved of the assignment of the policies in which Credit Suisse had invested, and had 
agreed not to contest the assignment.] 

Mr. Kramer died unexpectedly on January 26, 2008, and his widow sued to prevent the payment of 
death benefits of approximately $18,200,000, $28,000,000 and $10,000,000 by Transamerica, Phoenix and 
Lincoln, respectively, to the defendant investors, claiming that they lacked an insurable interest in Mr. 
Kramer’s life and thus that the transaction was illegal from its inception.  The estate claimed that “where 
the procurement of life insurance violates the insurable interest rule, the remedy is either that the death 
benefits be paid to the personal representative of the decedent’s estate . . . or, if already paid to a stranger 
investor, that they be disgorged and paid to the personal representative.”  The plaintiffs allegedly were 
encouraged by a settlement reportedly paid by the insurer in Life Prod. Clearing, LLC v. Angel, discussed 
in our Bulletin No. 08-13, to the heirs of a butcher store owner in a STOLI-type situation.  Lockwood 
reportedly sold the policy to the insured - Lobel - in that case as well. 

Although nearly 200 pleadings had been filed in the case as of last year, no decision has been 
reached.  Instead, according to the WSJ, “[r]esolution of the sprawling litigation is on hold, pending the 
New York Court of Appeals ruling on the underlying question of whether the policies were illegal from the 
start.”   

We also reported, in our Bulletin No. 09-51, on a related 2009 action in which Mr. Lockwood sued 
Phoenix Life Insurance Company (Phoenix) (one of the companies that had sold Mr. Kramer a large policy) 
in a local New York trial court, alleging that Phoenix had unlawfully terminated its broker agreement with 
him in a effort to deprive him of renewal commissions on the Kramer and other policies that he had placed 
with Phoenix.  He accused Phoenix of engaging in what he described as the “insurable interest two-step”, 
consisting of first selling a customer an insurance contract “with as much willful indifference to insurable 
interest requirements as ambiguity will allow,” followed, after the early death of the insured, by a claim that 
the contract “had no insurable interest after all.”  (See the Complaint in Lockwood v. Phoenix Life 
Insurance Co., No. 09104189 (NY Sup. Ct. March 26, 2009)).  The status of this suit was not discussed in 
the WSJ article. 
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Both cases discussed in our prior bulletin appear to be unresolved.  We will continue to 

monitor them and report on any future developments. 

 
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. 
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