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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  

THE CONCLUSION OF THIS WASHINGTON REPORT. 

In our Bulletin No. 11-14, we reported on the complaint filed in Taylor v. Life 

Partners Holdings, Inc., Case 6:11-cv-0026-WSS, W.D. TX (02/02/11), which is a 

shareholders’ federal class action lawsuit against Life Partners Holdings, Inc. (“Life 

Partners”) and its principals for engaging in practices that allegedly caused the value 

of its stock to decline precipitously. Life Partners allegedly made false and misleading 

statements regarding, in particular, the life expectancies of the persons who were the 

insureds under policies purchased by Life Partners and resold to investors.  

Now, the Securities and Exchange Commission (SEC), in a complaint also filed 

in the Western District of Texas, has filed suit against Life Partners and its principals 

based on similar allegations that the defendants profited from the dissemination of 

false life expectancy information to investors and also filed false and misleading 

reports with the SEC.   

Life Partners is a public company in the business of brokering life settlements. In a life settlement 

transaction, a life insurance policy owner sells the policy to a purchaser, and the purchaser becomes an 

“investor” in the sense that the purchaser receives the death benefit when the insured dies. The purchaser 

http://www.aalu.org/
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makes a lump-sum payment in exchange for the policy, and assumes responsibility for paying 

premiums on the policy until maturity. 

Life Partners derives revenue from the life settlement transactions it brokers by keeping the 

difference between what investors pay to acquire a policy and what the policy owner receives from the sale.  

As might be expected, estimated life expectancy (LE) is a critical factor in determining the purchase 

price that investors are willing to pay.  Investors will pay more to acquire life settlements that have shorter 

LEs, as they receive their fractional interest in the death benefit sooner, and the anticipated period of time 

during which they have to make premium payments to maintain the policy is shorter.  

Despite the importance of LE factors to the life settlement model, the complaint alleges that, as of 

February 28, 2006, the defendants knew or were reckless in not knowing that 88% of the relevant policies 

brokered by Life Partners had exceeded estimated LEs. By February 28, 2009, Life Partners and its 

principals allegedly knew or were reckless in not knowing that 90% of the relevant policies brokered by the 

Company had exceeded their estimated LEs.  (In fact, as reported in our earlier Bulletin, Life Partners got 

their LE figures from a doctor in Reno, Nev., who has testified for a court case that he never checked the 

accuracy of his prior predictions.  After this doctor died, Life Partners continued to use one of his associates 

for this purpose.)  

The Complaint continues:  

“Despite their awareness of Life Partners’ practice of systematically using materially short LEs to 

broker life settlements, Defendants misrepresented in the Company’s public filings with the 

Commission between 2006 and 2011 that the underestimation of LEs was a contingent risk. 

Defendants’ misrepresentation of an existing reality—systematically and materially underestimated 

LEs—as a contingent risk left shareholders with the false and misleading impression that the 

Company could continue to capture the profit margins that it had historically realized. In the same 

public filings, Life Partners also failed to disclose that the underestimated LEs constituted a material 

trend impacting the Company’s revenues, as required by the federal securities laws.” 

The Complaint also alleges that, during the same period, Life Partners were engaged in “accounting 

fraud.”    

“From at least fiscal year 2007 through the third quarter of fiscal year 2011, Life Partners materially 

misstated its net income by prematurely recognizing revenue from life settlement transactions that 

had not yet been completed. Additionally, [principals] Pardo, Peden and Martin knew or were 

reckless in not knowing that it was Life Partners’ practice to conceal improper revenue recognition 

practices from the Company’s auditor by backdating transactional documents for the life settlements 

the Company brokered.” 

The Complaint also states that Life Partners’ principals profited from their knowledge that returns 

were inflated by selling their stock based on this information (insider trading), and also reaped “ill-gotten 

gains” in the form of salaries and bonuses. 

“To protect the public,” the SEC is seeking a permanent injunction against Life Partners and its 

principals, enjoining them from committing or aiding and abetting further violations of the federal 

securities laws. The Commission also seeks an order barring the individual Defendants from serving as 

officers or directors of a public Company, and imposing disgorgement of ill-gotten gains, plus prejudgment 

interest, and civil monetary penalties as allowed by law. The SEC further seeks an order requiring Life 

Partners principals to reimburse Life Partners for bonuses and profits realized from sales of Life Partners 

securities during time periods for which the Life Partners had materially misstated its financial results. 
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The SEC’s claims are based on the “Anti- Fraud” provisions of the Securities and Exchange 

Acts and the Reporting, Internal Controls and Certifications provisions of the Exchange Act. 

In a statement to the Wall Street Journal, CEO Brian D. Pardo stated that he believed that the SEC’s 

complaint has “no merit” and that the company intends to “vigorously defend ourselves against these 

meritless claims.”  See Maremont and Scism, “Life Partners Sued By SEC,” Wall Street Journal, January 4, 

2012. 

We will continue to report on this and the earlier class action suit as developments arise. 

Any AALU member who wishes to obtain a copy of SEC v. Life Partners Holdings, Inc., 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 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. 
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