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

The Treasury Department recently released its overdue report to Congress on 
Charity-Owned Life Insurance (ChOLI).  The report, which is based on limited data 
supplied in returns provided by charities relating to reportable acquisitions of 
applicable insurance contracts that took place after August 17, 2006, but on or before 
August 17, 2008, summarizes the characteristics of ChOLI.  It also recommends the 
adoption of the Administration’s Fiscal Year 2010 and 2011 budget proposals to revise 
the “transfer-for-value” rule of Internal Revenue Code section 101(a) to ensure that 
investors in a ChOLI arrangement -- as well as investors in other types of 
arrangements involving the transfer of life insurance contracts -- do not 
inappropriately (in the Treasury's view) benefit from the gross income exclusion for 
death benefits from a life insurance contract in circumstances where those investors 
have purchased an ownership interest in the underlying policies. 

In our Bulletin No. 06-88, we reported that, in lieu of imposing an excise tax upon the acquisition of 
an interest in certain insurance contracts in which charities and private investors share an interest (a 
transaction sometimes identified as Charity-Owned Life Insurance, or “ChOLI,” section 1211(a) of the 
Pension Protection Act (PPA), through new Internal Revenue Code Section 6050V, imposed a temporary 
(two-year) reporting requirement on charities that acquire an interest in such contracts.  (See for further 

http://www.aalu.org/
http://www.aaluwr.org/majorrefs/Ref10-48.pdf
http://www.aaluwr.org/majorrefs/Ref10-48.pdf
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background our Bulletins Nos. 05-118, 05-51 and 05-50.)  Charities were required to file an 
information return containing the name, address, and taxpayer identification number of the charitable 
organization and the issuer of the applicable insurance contract, and “such other information as the 
Secretary of the Treasury prescribes.”   

The reporting requirement was triggered by the acquisition by an exempt organization of a direct or 
indirect interest in an applicable insurance contract if the exempt organization knew or had reason to know 
that the acquisition was a part of a structured transaction involving a pool of such contracts.   An 
“applicable insurance contract” is a life insurance, endowment or annuity contract with respect to which 
both a charity and a non-charity have directly or indirectly held an interest in the contract (whether or not at 
the same time).   

During the two-year reporting period, Treasury was to undertake a study on the use of applicable 
insurance contracts by exempt organizations and to determine whether such use is consistent with the tax-
exempt status of such organizations.  The Secretary of the Treasury was required to report on the study to 
the Senate Finance Committee and House Ways and Means Committee within 30 months after the date of 
enactment of the PPA. 

In Notice 2007-24, discussed in our Bulletin No. 07-26, the IRS announced that it has designed two 
forms, Form 8921 (Transactions Involving a Pool of Applicable Insurance Contracts), and Form 8922 
(Applicable Insurance Contract Information Return (for Tax-Exempt Organizations and Government 
Entities under Section 6050V)), to facilitate the mandated reporting of information and to assist in 
conducting the study required by the PPA.   

More broadly, the Treasury and the Revenue Service requested comments to assist in the required 
study, especially on: 

 “(i) the purpose of transactions that are the subject of the study, other than to raise 
money for the applicable exempt organizations, (ii) the use of life insurance and annuity 
contracts by applicable exempt organizations in transactions that do not involve the 
participation of persons that are not tax-exempt, and (iii) in the case of an applicable 
insurance contract in which a charity, as defined under State law, has an interest, the 
appropriate treatment of amounts received by the charity as a death benefit in light of (A) the 
charity’s role in the transaction, (B) how the charity financed the acquisition of its interest, 
(C) whether the charity’s activities with respect to the contract are substantially related to the 
charity’s exempt purpose or function, and (D) any other relevant factors.” 

The Treasury has released its report on ChOLI which described in general as an arrangement 
whereby “the charity provides its insurable interest in donors, investors provide capital to purchase life 
insurance contracts, the promoters bring the parties together (for a fee), and the charity and investors divide 
the return on the contracts (primarily death benefits) according to the terms of the particular arrangement. 
There may also be a financing group, independent of the investors, that provides funds needed to pay 
premiums prior to any sale or assignment of the contract.”  Within these broad parameters, however, 
ChOLI can take many different forms, ranging from direct ownership of the life insurance (or annuity) 
contracts by the charity to indirect ownership through an investment vehicle. 

Treasury’s efforts in data collection were hampered, however, by the fact that it received Form 8921 
submission from fewer than ten filers.  As a result of the small number of responses, meaningful analysis or 
aggregations was precluded, and, “[i]n any case, such a limited data set would not support significant 
inferences.” 

The report nevertheless summarizes the more significant tax implications and policy issues relating 
to ChOLI.  One of these involves the potential use of the participating charity’s exemption and insurable 
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interest for private benefit/inurement.  If substantial enough, this participation could affect the charity’s 
exemption from federal income tax under section 501(c)(3).  The report also discusses whether income 
from ChOLI arrangements may be unrelated business taxable income (UBTI), but reaches no definitive 
conclusion on that issue.    

With respect to the role of tax benefits - i.e., the exclusion from gross income of investment 
earnings and death benefits - in the profitability of ChOLI arrangements to the charity, the report notes that 
“[these exclusions] from gross income [are] generally not a factor where the owner of the contract is a tax-
exempt organization (unless the income is debt-financed) or otherwise indifferent to the receipt of taxable 
income. Rather . . . profitability depends on either underpricing of the policies [due to a difference between 
the assumed and actual lapse rates] or the early deaths of the arrangement’s participants.”  At least one 
commenter pointed out that, because charities are already tax-exempt, “they are usually better off with 
other investment vehicles.” 

The report concludes by considering the various proposals that might remedy the abuses of ChOLI 
in the future and recommends adoption of the proposals in President Obama’s FY 2010-2011 Budget (see 
our Bulletin No. 10-15) that would modify the existing exceptions to the transfer-for-value rule of Code 
section 101(a)(2) to ensure that exceptions to the rule would not apply to “buyers of policies.” As described 
in the Treasury’s Report, the proposal, although not specifically aimed at ChOLI: 

“ . . .would limit the gross income exclusion for death benefits even if, for example, the 
transfer is to a partner of the insured or to a partnership in which the insured is a partner. The 
proposal primarily addresses transactions involving sales of life insurance contracts that were 
entered into based on the insured individual’s insurable interest in his or her own life. For 
example, in a life settlement transaction, an individual may sell to a life settlement company 
a cash value life insurance contract that has been in force for many years and is no longer 
needed. Or, in a so-called stranger-originated life insurance (StOLI) transaction, an 
individual may enter into a life insurance contract using funds borrowed with an up-front 
arrangement that anticipates the contract will revert to the lender, typically after a two-year 
contestability period. The proposal would ensure that investors in these transactions will be 
treated as transferees for value under section 101(a)(2).” 

This proposal may be useful in limiting ChOLI (as well as STOLI) abuses because “[f]rom the 
standpoint of an investor who owns life insurance contract but has no relationship with the insured 
individual, it is not particularly relevant whether the contract was originally purchased based on the 
individual’s insurable interest in his or her own life or based on a charity’s insurable interest in the 
individual as a donor. What matters is that the investor receives a death benefit without regard to any 
financial or other relationship with the insured individual.” 

A second option would be to impose an excise tax on ChOLI transactions, similar to those that have 
been proposed on several occasions in recent years.  The Report notes, however, that “the imposition of an 
excise tax (unless its magnitude is so large as to be clearly punitive) may indicate implicitly that ChOLI 
arrangements are not improper under existing law but instead should merely be discouraged in the 
circumstances to which the excise tax would apply.”  The conclusion to the Report therefore does not 
specifically recommend the adoption of an excise tax regime.  

Any AALU member who wishes to obtain a copy of the Treasury's Report to Congress on Charity-
Owned Life Insurance, 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. 

 

http://www.aalu.org/
mailto:raglani@aalu.org
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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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