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AALU Bulletin No:  10-29 March 15, 2010 

Subject: Stranger-Initiated Annuity Transactions Insuring Lives of 
Terminally Ill Give Rise to Litigation 

 
Major References:     Western Reserve Life Assurance Co. of Ohio v. Caramadre, et. al., C.A. No. 

09-502ML (D.R.I. 2010); Western Reserve Life Assurance Co. of Ohio v. 
Conreal LLC, et. al., C.A. No. _________ (D.R.I. 2010)

 
Prior AALU Washington Reports: 09-51; 09-30, 09-29, 08-104; 08-13 
 
MDRT Information Retrieval Index Nos.: 4400.00; 8100.00 
 

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

As reported in the Wall Street Journal on February 16, 2010, some investors are 
using variable annuities issued on the lives of terminally ill individuals as investment 
vehicles.  These transactions have recently given rise to litigation in the Rhode Island 
Federal District Court (of which the above cases are illustrative) and other venues, 
initiated by the issuing companies which are alleging fraud, breach of contract, breach of 
the duty of good faith and fair dealing, civil conspiracy, unjust enrichment, lack of 
insurable interest and negligence, among other causes of action.  

In general, the transactions in question, which are identified in the litigation as “STAT” or “Stranger 
Initiated Annuity Transactions”, are alleged to be structured as follows: 

• The investor pays a terminally-ill individual, a relatively small sum (in the range of 
$2,000 to $10,000) in exchange for a variable annuity based on the individual’s life.  

• As is standard in the case of variable annuities, the insurance company invests the 
annuity money in the stock market.  

http://www.aalu.org/
http://www.aaluwr.org/majorrefs/Ref10-29A.pdf
http://www.aaluwr.org/majorrefs/Ref10-29A.pdf
http://www.aaluwr.org/majorrefs/Ref10-29B.pdf
http://www.aaluwr.org/majorrefs/Ref10-29B.pdf
http://www.aaluwr.org/displayreport.php?wrID=2455
http://www.aaluwr.org/displayreport.php?wrID=2454
http://www.aaluwr.org/displayreport.php?wrID=2405
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• The insurance company guarantees that, at a minimum, 

the amount invested will be returned.  

• When the individual dies, the investor will get at least as much as was invested and 
possibly more, depending on the growth of the market and the terms of the 
guarantee. 

The transaction described in the WSJ was said to be initiated by Rhode Island lawyer Joseph 
Caramadre, who would find terminally ill individuals, usually by word-of-mouth. (Mr. Caramadre is one of 
the named defendants in Western Reserve Life Assurance Co. of Ohio v. Caramadre, et. al., supra.) A 
variable annuity with the guaranteed death benefit described above would be purchased on the life of that 
individual, listing an unrelated investor as owner.  The insurance companies allegedly did not ask about the 
health of the annuitant (although failure to disclose the terminal illnesses is listed as one of the counts 
justifying rescission of the contracts). 

As much as several million dollars, which, as stated above, was invested in the stock market, would 
be deposited in the annuity account by the investor.  “Meanwhile, a broker—in some cases a partner in Mr. 
Caramadre's firm—would collect a share of a commission of as much as 7.5% of the invested amount, paid 
by the insurer.”  If the market went up, the investor reaped the rewards; if it went down (as happened 
almost universally in 2008), the investor at least recovered his investment. 

In a variation on this theme, “Mr. Caramadre offered extra money to those who let him use their 
names in connection with the annuity plan or a separate program involving corporate bonds . . . In that 
program, an investor and the dying person would establish a joint brokerage account, used to buy 'death put' 
corporate bonds trading below face value. When the person died, the instruments allowed the surviving 
owner—in this case Mr. Caramadre's client—to demand the bonds' original face value, potentially turning a 
quick profit.” 

Plaintiffs in a number of the Federal lawsuits include units of Aegon and Nationwide Mutual 
Insurance Co., in addition to Western Reserve Life Assurance Co. of Ohio, ING and other insurers. The 
lawsuits variously name Mr. Caramadre, his associates, brokers or investors as defendants.   

According to the WSJ, “Aegon, which filed seven of the lawsuits, maintains among other things that 
the annuities are void because they violated a state 'insurable interest' law that requires anybody buying life 
insurance to have a legitimate interest in the life of the insured, and because the defendants failed to 
disclose the terminal illnesses.”  However, “Mr. Caramadre's lawyers respond that the annuities are 
securities and don't fall under those laws, and that insurers didn't ask about health for fear of reducing the 
pool of buyers.” 

While there have been numerous cases decided in the “Stranger-Owned Life Insurance” (“STOLI”) 
area (see, e.g., our Bulletins Nos. 09-51, 09-30, 09-29, 08-104 and 08-13), these new cases may be the first 
to “test the nuances of variable annuity death benefits,” says the WSJ.  

AALU will continue to monitor and report on these cases as they develop. Any AALU member who 
wishes to obtain a copy of the Complaints in Western Reserve Life Assurance Co. of Ohio v. Caramadre, et. 
al., and Western Reserve Life Assurance Co. of Ohio v. Conreal LLC, 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, enter the Member Portal 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. 

 

http://www.aaluwr.org/displayreport.php?wrID=2455
http://www.aaluwr.org/displayreport.php?wrID=2454
http://www.aaluwr.org/displayreport.php?wrID=2405
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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/
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