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Tuesday, 17 June 2014                       WRN# 14.6.17 

The WRNewswire is created exclusively for AALU Members by insurance experts led by Steve 
Leimberg,  Lawrence Brody and Linas Sudzius. The WRNewswire  provides timely reports and 
commentary on tax and legal  developments important to AALU members, clients and advisors, 
delivered to your inbox as they happen. 
________________________________________________________________ 
 
TOPIC:  STOLI Agents Indicted for Fraud 

CITE:  Indictment of Daniel Carpenter of Simsbury, Connecticut and Wayne Bursey of 
Bloomfield, Connecticut; U.S. v. Daniel E. Carpenter, No. 11-231, (U.S. Ct. Appeals 1st Cir. 
2013).   

SUMMARY:  The Office of the Special Inspector General for the Troubled Asset Relief 
Program (SIGTARP) has announced the indictment of two men for a scheme to defraud 
insurance companies, including Lincoln National, into issuing stranger-originated life 
insurance (STOLI) policies.   

FACTS:  On May 14, 2014 a Federal Grand Jury in Hartford returned a 57 count superseding 
indictment against defendants Daniel E. Carpenter and Wayne Bursey.  The indictment alleges 
various conspiracy, fraud, and illegal monetary offenses stemming from a scheme to defraud 
insurers into issuing coverage on the lives of elderly people for the benefit of the defendants 
and other investors.  Specific charges include conspiracy to commit mail and wire fraud, wire 
and mail fraud, conspiracy to commit money laundering, money laundering, and making 
illegal monetary transactions.  

Carpenter entered a plea of not guilty to the charges. Bursey's arraignment is not yet 
scheduled. 

Carpenter is the founder of the Benistar 419 Welfare Benefit Plan, which has been named in a 
number of previous lawsuits by plan participants who had their income tax deductions denied 
by the IRS.  Carpenter has also been associated with the Nova and Grist Mill welfare benefit 
plans.  In addition to being sued under various lawsuits resulting from welfare benefit plans, 

http://caselaw.findlaw.com/us-1st-circuit/1650719.html
http://www.justice.gov/usao/ct/Press2014/20140103.html
http://www.justice.gov/usao/ct/Press2014/20140103.html
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Carpenter has been convicted of wire and mail fraud resulting from his Section 1031 “like-kind 
exchange” business. 

The May 14th indictment accuses the defendants of orchestrating a scam that caused harm to 
insurance providers, including Lincoln National, by obtaining life insurance policies for 
elderly clients the two men recruited as sham insureds.  These policies were not to insure 
legitimate insurance risks, but were instead to obtain the policies to sell as investments.  Had 
the insurance companies known the true structure and purpose of the policies, SIGTARP 
contends that the insurance companies would not have issued the policies.  

The SIGTARP press release states that: 

          SIGTARP and our law enforcement partners will aggressively investigate    
          allegations  of fraud related to TARP, and those guilty of exploiting taxpayers'   
          TARP investments will be held accountable and brought to justice. 

According to the indictment, Carpenter and Bursey ran a series of companies with the 
objective of securing insurance policies on the lives of elderly individuals that could be held 
by the defendants as investments or resold on the life settlement market.  The described 
STOLI arrangement appears to be a rather typical STOLI arrangement. Insurance agents 
working with, for, or on behalf of the defendants approached individuals who were over the 
age of 70.  The agents promised to provide the insureds with free life insurance for two years.  
At the end of the two years, they would attempt to sell the policies on the life settlement 
market.  

Typically, the agents promised the insureds that they would receive a portion of any sale 
proceeds. In some cases, the insureds were offered an upfront cash inducement to participate.  
All applications were signed by Bursey, who acted as the trustee of the trust which was named 
as policy owner.   

An unusual twist in this case was that the trust, as policy owner, was purported by the 
defendants to be a bona fide welfare benefit trust under Internal Revenue Code Section 419(e).  
A 419(e) welfare benefit trust is a trust into which employers make tax-deductible 
contributions in order to fund certain benefits for key employees.  However, in reality, neither 
the employers nor the insureds ever paid a premium into the 419(e) plan.  Instead, premiums 
were funded by loans—typically made by another company which was also controlled by 
Carpenter. 

The indictment alleges that the defendants caused insurance applications to be submitted that 
contained material misrepresentations, including: 

- falsely denying that third-parties were paying the premiums for the insurance,  

- falsely denying intent or arrangements pertaining to the resale of the policies,  

- inflating the net worth and/or income of the insured, and  

- falsely claiming that the insurance was being purchased for legitimate estate planning-     
            related needs. 
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Specifically, the indictment alleges that one insured died within the first two years of the 
issuance of two insurance policies on his life totaling $30 million. Those policies had been 
issued in late 2006 and early 2007 based on misrepresentations similar to those described 
above (i.e. that the insured’s policies were not being funded by a third party and were not 
intended for resale).  Death benefits were paid by the insurer to the trust in May 2009, in part 
based upon further misrepresentations made by defendants and others. According to the 
indictment, the trust failed to pay the $30 million to the insured's beneficiary. Instead the funds 
were used to pay for various expenses, including other insurance premiums that were related 
to the underlying fraud. Funds were also used to purchase a home in Rhode Island for one of 
the defendants.     

If convicted, the defendants face a maximum term of imprisonment of 20 years on each count 
of wire fraud and mail fraud, a maximum term of imprisonment of 20 years of each count of 
money laundering and conspiracy to commit money laundering, and a maximum term of 
imprisonment of 10 years on each count of making illegal monetary transactions.   

RELEVANCE:  The charges in this indictment are among the most serious yet in the growing 
inventory of criminal matters being brought as a result of STOLI arrangements.     
 
WRNewswire #14.06.17 was written by Randy Zipse of Highland Capital Brokerage. 

 
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.  

_________________________________________________________________ 

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.  

https://www.highlandbrokerage.com/



