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TOPIC: Rhode Island Supreme Court Guidance Sought for Stranger Owned 
Annuity Case 
 
CITES: Western Reserve Life v. ADM Associates, LLC, No. 12-2208 (1st Cir. 
2013).  U.S. v. Caramadre, 882 F. Supp. 2d. 302, 304 [D.R.I. 2012].  R.I Gen. 
Laws § 27-4-27 (c). 
 
SUMMARY: Western Reserve Life (WRL) appealed a lower court decision 
denying its petition for a declaration that a stranger owned annuity policy was 
either void ab initio or had been properly rescinded.  This is one of a number of 
cases brought against Joseph Caramadre, a Rhode Island estate planning attorney 
who hatched a scheme to defraud insurance companies. Caramadre has since pled 
guilty to criminal fraud charges.  
 
FACTS: WRL offered a variable annuity with conservative and more speculative 
investment options that could be chosen individually or in any combination. The 
annuity included an optional death benefit rider for an extra charge. This rider 
provided that the owner would receive the greater of (a) the total premiums paid 
plus interest accruing at 5% annually, or (b) the highest value of the policy on any 
annual anniversary of the policy adjusted for certain deposits and withdrawals. The 
contract was incontestable from the time of issue.  



 
Joseph Caramadre saw a chance to profit from the no-lose feature of the policy. If 
an owner invested in high-risk sub-accounts, when the annuitant died, the owner 
was guaranteed at least a 5% rate of return, with the potential for much greater 
returns if those sub-accounts produced large gains. If the sub-accounts produced 
great losses, it was of no concern to the owner.  
 
There was one major problem: the owner would have to wait until the annuitant 
died to get that benefit.  Caramadre searched for individuals who were terminally 
ill, planning to use them as annuitants on policies that he would own or control. He 
circulated flyers promising up-front cash payments to terminally ill patients who 
would agree to let their names be used. Caramadre would then have them apply for 
the WRL annuity with either him or a nominee he controlled, such as ADM 
Associates LLC, as the owner and beneficiary. To attempt to avoid raising 
suspicion, the initial premium payment was relatively nominal and the sub-
accounts chosen relatively conservative. After some period of time, a large 
additional deposit was made and more speculative sub-accounts were chosen. 
 
Under the facts of this case, Charles Buckman, a Rhode Island resident with 
chronic obstructive pulmonary disorder (COPD) received a flier, and contacted 
Caramadre’s company. In exchange for a payment, he allowed his name to be used 
as the annuitant on an application for the WRL annuity to be owned by ADM. The 
application along with $250,000 was submitted to WRL on September 11, 2008. 
The application was approved four days later.  Approximately four months after 
the issue date, an additional premium payment of $750,000 was made and high-
risk sub-accounts were selected. 
 
At some point WRL learned of the scheme. It notified Buckman that it intended to 
rescind the policy, based on a lack of insurable interest. Based on this intention, 
WRL sued ADM, the policy owner, in the U.S District Court of RI for rescission 
of the policy. Its pleading was that the policy was void ab initio or had been 
properly rescinded. WRL also made claims for fraud, civil liability for crimes, and 
civil conspiracy. 
 
ADM moved to dismiss the complaint, which the trial court granted. The key point 
of the decision was that the court found that Rhode Island life insurance-related 
insurable interest rules did not extend to annuities.  
 



RESULT: The federal appeals court addressed the questions regarding insurable 
interest and incontestability period. It started with the observation that ADM had 
no insurable interest in the annuitant, a point which ADM had conceded.  
 
Rhode Island law requires that beneficiaries under life insurance policies have “a 
substantial interest” in an insured’s life “engendered by love and affection” or in 
other instances insurable interest arises when other beneficiaries have “a lawful 
and substantial economic interest in having the life, health or bodily safety of the 
individual insured continue.”  
 
The court observed that the policy, because of the death benefit rider, has some 
characteristics of a life insurance policy. However, unlike a life insurance policy, 
the death benefit was not a stated sum. The insurance company never checked for 
the existence of insurable interest nor did it do medical underwriting as it would 
for a typical life insurance policy.  
 
Rhode Island law prohibits stranger-originated life insurance. The WRL policy did 
not fit conveniently into that category. The court concluded that it was uncertain as 
to how best to classify the policy, as to whether the lack of an insurable interest 
rendered the policy void or whether the policy constitutes an unenforceable gaming 
contract. 
 
Because the federal appeals court believed that it could not adequately predict how 
Rhode Island courts would answer those questions, it certified to the Rhode Island 
Supreme Court two questions: 
 

1. If the owner and beneficiary of an annuity with a death benefit is a 
stranger to the annuitant, is the annuity infirm for want of an 
insurable interest? 
 
2. Does a clause in an annuity that purports to make the annuity 
incontestable from the date of its issuance preclude the maintenance 
of an action based on the lack of an insurable interest? 

 
We will continue to monitor developments. 
 
RELEVANCE: There is a long line of recent cases where insurance carriers have 
been allowed to either rescind stranger-owned life insurance (STOLI) policies, or 
the courts have declared them void ab initio. 
 



This is the first case that we know of where a court has struggled with insurable 
interest issues related to an annuity and its enhanced death benefit.  While the 
decision in this case will ultimately depend in part on the Rhode Island Supreme 
Court’s interpretation of the WRL policy language and Rhode Island law, the result 
may indicate how similar future cases will be resolved. 
 
Finally, the case is a reminder that there is no such thing as a free lunch.  Joseph 
Caramadre was sentenced to six years in prison for using terminally ill people to 
help him defraud variable annuity companies. 
 
WRNewswire #13.12.1  was written by Richard Harris of Richard Harris 
LLC. 

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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