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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  

THE CONCLUSION OF THIS WASHINGTON REPORT. 

A U.S. District Court in Pennsylvania has reemphasized, in Principal Life 

Insurance Co. v. DeRose, that an insurable interest need only exist under the 

Pennsylvania insurable interest statute at the time that a life insurance policy is issued.  

The Court concluded that the subjective intent of the insured to transfer the policy 

post-issuance to a third party is irrelevant.  However, the Court also ruled that a claim 

that the policy was procured as the result of misrepresentations in the application can 

proceed to trial. 

On December 27, 2007, Principal Life Insurance Company (“Principal”) issued three insurance 

policies on the life of JoAnn DeRose to the JoAnn DeRose Family Trust (the “Trust”) as the intended 

owner and beneficiary of the policies.  Two of the policies provided $12.5 million in coverage, and the third 

provided $10 million in coverage.  The beneficiaries of the Trust were Mrs. DeRose’s children.  Ronald 

Perry, an independent broker affiliated with Delaware Valley Financial Group, represented Mrs. DeRose.  

Both Perry and Delaware Valley were subject to broker agreements with Principal which had a policy 

explicitly prohibiting any form of stranger-owned life insurance - “STOLI” - including nonrecourse 

premium financing.   

http://www.aalu.org/
http://www.aaluwr.org/majorrefs/Ref11-96.pdf
http://www.aaluwr.org/majorrefs/Ref11-96.pdf
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Principal’s policy application forms contained three questions designed to discover 

whether the prospective insured had any intention to transfer the policy for which the application was being 

submitted to investors, or to finance the policy premiums.  Mrs. DeRose and Perry answered these 

questions in the affirmative, but gave explanations that were inconsistent with the affirmative answers.  

Because of these inconsistencies, the underwriter for Principal stated that she believed that Perry and Ms. 

DeRose did not understand the questions, and that Ms. DeRose was merely explaining the purpose of the 

life insurance policies as being for the benefit of her children and grandchildren. Thus, the underwriter 

mistakenly thought that Ms. DeRose did not believe the policies were intended to be re-sold on the 

secondary market or that premium financing would be used to pay for the policies. 

Delaware Valley employees nevertheless assisted Ms. DeRose and the Trustees in obtaining non-

recourse premium financing for the policies. Approximately one month before Ms. DeRose applied for life 

insurance from Principal, she submitted an application for non-recourse premium financing to Coventry 

Capital (“Coventry”). However, the Trust ultimately chose to obtain financing from First Priority, which 

agreed to loan the trust $1,515,000 to cover twenty-seven months of premiums, twenty-seven months of 

interest payable to First Priority, and a loan commitment fee payable to First Priority. Only the policies 

secured the loan. First Priority’s Credit Approval Memorandum for the DeRose loan stated that the 

principal source of repayment “is the sale of the three assigned life insurance policies in the secondary 

market, via a life settlement transaction.”   

On February 23, 2007, the Trustees executed forms of Assignment of Life Insurance on each of the 

policies.  Principal acknowledged these assignments on March 30, 2007.  

On December 23, 2008, Principal filed a declaratory judgment action against the trustees of the 

Trust alleging that the Trust purchased the policies as part of a STOLI scheme and that the trustees 

concealed their intended use of non-recourse financing on the application for the policies.  Principal sought 

a declaration that the policies are void or voidable on grounds that: (1) the policies lacked an insurable 

interest at inception, and/or (2) the application contained material misrepresentations.  Principal also sought 

a declaration that it could retain some or all of the premiums paid as an off-set to the costs and expenses it 

has incurred. 

The Court ruled against Principal on the first (STOLI) issue, but decided that Principal could pursue 

its misrepresentation claims and could also seek to retain some or all of the premiums paid as an off-set. 

On the first issue, the Court noted that the Pennsylvania insurable interest statute is “unambiguous” 

on its face.  That statute states that “no transfer of such policy or any interest thereunder shall be invalid by 

reason of a lack of insurable interest of the transferee in the life of the insured or the payment of premiums 

thereafter by the transferee” if an insurable interest existed at inception.  The statute does not contain any 

language referencing the “intent of the parties” at inception or that subsequent transfers of policies must be 

[as contended by Principal] in “good-faith.”  Therefore, intent must be deemed to be irrelevant to the 

existence of an insurable interest. 

However, the Court agreed to let Principal pursue its misrepresentations claims even though the 

policies were obtained through authorized agents of Principal who had actively participated in the STOLI 

scheme, because it appeared that said agents were not acting within the scope of their authority in arranging 

the nonrecourse premium financing and transfers of the policies to investors.  It also agreed to let Principal 

pursue its claim to retain part of the premiums because Principal was not required to choose between 

alternative remedies based either on rescission - which normally would require a refund of the premiums 

paid - or restitution - based on damages for deceit.   

The decision in Principal Life Insurance Co. v. DeRose may be contrasted with the recent decision 

of the Delaware court in PHL Variable insurance Co., which determined that the policies in that case 
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could be voided “ab initio” (i.e., "from the beginning") even after the expiration of the 

contestability period, because they were a “mere cover for a wager.”  See our Bulletin No. 11-91.   

Principal Life Insurance Co. v. DeRose is consistent with a number of recent decisions finding that 

an insurable interest need only exist at the moment the policy is issued - notwithstanding an intent to sell it 

to a third party investor (particularly where that investor is unidentified when the policy is issued).  See, 

e.g., The Lincoln Life and Annuity Company of New York v. Berck, (applying California law), Kramer v. 

Phoenix Life Insurance Co., et. al. and Life Product Clearing, LLC v. Angel (both applying New York 

law), First Penn-Pacific Life Ins. Co. v. Evans (applying Arizona law) and Sun Life Assur. Co. of 

Canada v. Paulson (applying Minnesota law), discussed in our Bulletins Nos. 11-49, 10-113, 08-13, 09-30 

and 08-104.  Compare AXA Equitable Life Insurance Company v. Infinity Financial Group, LLC 

(applying Florida law), discussed in our Bulletin No. 09-45.  In a number of those cases that were lost by 

the plaintiff insurance companies, the result would have been different under newly enacted legislation that 

did not apply to the years at issue in the suits.  Because so many states, like California and New York, have 

taken steps in recent years to regulate and essentially vitiate STOLI, such cases have become less common, 

although some, like the instant case, are doubtless still in the litigation pipeline. 

Any AALU member who wishes to obtain a copy of Principal Life Insurance Co. v. DeRose  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 and enter the Member Portal with your last name and birth date 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/
mailto:raglani@aalu.org
http://www.aalu.org/

