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Federal Court Dismisses Fraud Suit Against Life Insurer 
 
Citation: Louis V. and Patricia A. Stadler v. John Hancock Life Insurance 
Company (USA), _ F. Supp. 2d _, No. 13–CV–679–JPS, 2013 WL 5798555, (E.D. 
Wisc. 10/31/2013). 
 
Summary: In spite of a clear pattern of fraud by an agent, a life insurer was able to 
avoid paying damages on the basis that the insureds should not have relied on the 
fraudulent statements. Specifically, the court found that under Wisconsin law, in 
order to prove “intentional misrepresentation,” the plaintiff must prove that he or 
she “believed the statement to be true and relied on it to his/her detriment.” The 
court found that, given the facts in this particular case, it was unreasonable for the 
plaintiffs to have relied on the agent’s fraudulent statements. 
 
Facts: Louis Stadler, before retirement, had a profitable career as a banker. In 
April, 2008, he and his wife Patricia, met with Jeffrey Stadelmann, a life insurance 
agent, in order to purchase a life insurance policy that would benefit their 
grandchildren.  The universal life survivorship policy was to be owned by an ILIT, 
with the Stadlers’ son named as trustee.   John Hancock issued a $7.5 million 
policy on June 13, 2008. The Stadlers paid four premiums that year totaling 
$203,000. 
 
But the Stadlers stopped making payments on the policy, allegedly at the direction 
of Stadelmann. In September, 2010, John Hancock threatened to terminate the 
policy due to the Stadlers’ failure to pay the necessary premiums to keep the policy 
in force. The Stadlers stated they were “perplexed” when they received notice of 



the policy lapsing. They based this on statements that Stadelmann had allegedly 
made  indicating that the $203,300 amount they had paid would be sufficient to 
completely pay up the $7.5 million policy. (In the interim, Stadelmann faced 
federal criminal charges stemming from other fraudulent activities. He pled guilty 
to those charges and received a lengthy prison sentence.) The Stadlers chose not to 
pay any further premiums, on his advice, and the policy lapsed.  
 
In February of 2011, Mr. Stadler contacted John Hancock, described Stadelmann’s 
misrepresentation, and demanded that John Hancock treat the policy as effective 
and paid in full. In the alternative, Mr. Stadler requested that John Hancock reduce 
the face amount of the policy retroactively, so that the $203,300 already paid 
would be credited toward a paid up policy in a lesser face amount.  
 
John Hancock wrote back to Mr. Stadler informing him that the company would 
“consider a request for reduction in the amount of insurance only as of a current 
date, not back to the original issue date of the policy, and only after the policy has 
been reinstated.” The Stadlers applied for policy reinstatement. But John Hancock 
denied the application on the basis of negative health changes.   
 
After further negotiation, the Stadlers completed a second re-application, which 
John Hancock considered for more than three months.  But the insurer  denied the 
second re-application. It countered with an offer to consider an application for a 
brand new policy of insurance at a different premium amount and rate.  
 
The Stadlers declined this counter-offer. Instead, they filed a state court action 
which John Hancock moved to federal court based on diversity of citizenship. 
 
Result: The court found – for the following reasons - that the Stadlers could not 
have relied on the misrepresentations and that the insurer had no liability: 
 

1. The returns portrayed by the agent on the policy, on their face were not to be 
believed by a reasonable person. The court specifically noted that if the 
insureds were to live for 50 years, (at which time they would be well into 
their 120s), then their rate of return (on the death benefit) would be almost 
7.5% compounded annually with no apparent risk. The court stated that this 
return was “a remarkably good rate in this day and age.”  
 

2. The court found that the insureds failed to take ordinary care should have 
discovered that the agent’s alleged misrepresentations were incorrect. The 
court found that the premiums due were “exceedingly clear” in the policy 
and that the policy clearly stated: “READ YOUR POLICY CAREFULLY.” 
The court found that these circumstances would be sufficient to make 
practically any person’s reliance on the agent’s statements unreasonable.  
 



3. The court found the Stadlers were both extremely well-educated and high 
net-worth individuals, and, as such, should not have relied on the agent’s 
fraud. 

  
Relevance: The case reinforces many lessons – and warnings: 
 

• The filing of lawsuits alleging fraud against financial professionals is a 
growth industry. Many states, including Wisconsin, have recent legislation 
specifically providing for fraud suits against agents and other financial 
professionals. 
 

• In many cases and in most states, based on similar facts, courts will find 
against the agent and company, particularly when elderly clients are 
involved.  Beware: This case is clearly the outlier exception, and in general 
should not give great comfort with regards to the results of fraud litigation 
against agents. 
 

• Consider the following  steps to protect yourself from liability: 
 

(1) Have a specific meeting to go over the financial and legal terms of the 
policy, including a discussion of the premiums and when and how often 
they are due and to explain the assumptions utilized in the illustration.  

 
(2) Record (with permission) or make summary notes of client meetings.  
 
(3) Have the client sign a statement that you explained the policy terms, and 

provisions, and financial assumptions - especially the concept of planned 
or periodic premiums in a universal life policy. 

 
(4) Document the client’s level of financial expertise and sophistication. 
 

• When dealing with older or more frail clients, it may be appropriate to ask 
the client to review the proposal with family members – here, perhaps the 
son who was the ILIT trustee. 
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DISCLAIMER  
 
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.  
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The AALU WRNewswire and WRMarketplace are published by the Association for 
Advanced Life Underwriting® as part of the Essential Wisdom Series, the trusted 
source of actionable technical and marketplace knowledge for AALU members—
the nation’s most advanced life insurance professionals.  
 
WRNewswire #13.11.06 was written by Thomas F. Commito of Lincoln 
Financial Distributors. 
 
 
 


