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Unbelievably, PPLI grifters return to
push Zero/Frozen Cash Value PPLI as a
solution. OECD closed loophole long
ago & US Senate attacks it.

Mark Morris

September 17, 2024

CRS and CARF expert. No, truly.

I hadn't seen a Zero/Frozen/Restricted Cash Value
PPLI sales pitch for several years... Bada bing, bada
boom, today an ignorant court jester pops up on
linkedin pushing a major benefit of
ZCV/Frozen/Restricted PPLI is the 'untaxed loan', with
nary a peep that unless this is repaid, likely at market
rate interest, then it will be taxable income even if
the life assured enters the pearly gates.

Wyden Exposes Private Placement Life Insurance as a
Tax Shelter for the Ultra-Wealthy Holding at Least
$40 Billion

Worse, especially for US persons, the US Senator Wyden’s on Feb. 21,Chair Senator Ron
Wyden (D-Ore) issued a report on PPLI based on the investigation he launched back in
2022. In that report, he called it a “tax shelter for the wealthiest 0.1% of Americans.”

Wyden called it a “buy, borrow, die” strategy used by the
top 0.1 percent of investors to “avoid paying their fair share
in taxes. When you subject these policies to even the slightest
bit of scrutiny, it’s clear that this is just a tax shelter for the
investments of the mega-rich masquerading as life
insurance." 

"As is often the case with our tax code and the ultra-wealthy,
the scandal here is what’s legal. The companies weren’t even
trying to hide the fact that their PPLI policies were tax
dodges for the very top — that’s precisely how they were
promoted,” Wyden’s statement said. “It’s obvious that this is
an abuse of the rules that are intended to protect typical
American families.”

Wyden said as a result of his investigation, he will introduce
legislation soon to “crack down on the abuse” of PPLI
policies.

Yet ignorant grifters are still promulgating the "borrow tax free strategy"
To boot, these obtuse advise to make the cash value zero by the policyholders
surrendering access to the policy assets, available only to beneficiaries, or worse, freezing
the available cash value that they can access.

Democrat Senate blast life insurance plans as tax breaks for rich.

Key findings include: 

The PPLI industry is now a tax shelter made up of at least $40 billion in policies held by
only a few thousand wealthy Americans. 
Unlike traditional insurance policies, PPLI policies are an ultra-niche financial product that
is not available to middle-class families. 
PPLI policies are actively promoted to ultra-wealthy Americans as tax-free hedge and
private equity fund investments. 
PPLI policies are actively promoted to millionaires and billionaires as a way to transfer
significant wealth to their heirs while bypassing income, gift and estate taxes. 
Guardrails against abuse of PPLI policies are nearly impossible for the IRS to enforce due
to a lack of disclosure requirements. 
The IRS should increase scrutiny of the PPLI industry’s compliance with investor control
rules. 
Legislation is needed to increase oversight of PPLI and curb abuse of these products as
tax avoidance by the wealthiest 1 percent of Americans. 

The full report is available here 

OECD kills the zero cash value benefit
Sorry Mr. insurance saleman, but the CRS defines surrender value to be reported for
against policyholders as the total cash value, even if the policyholder promises on their
mother's life that he cannot touch the cash value with a ten-foot barge pole.

Despite overwhelming evidence, salesmen have an
uyielding belief but wrong

Some ignorant insurers have an unwavering conviction, that a null value should be
reported for policyholders of zero cash value policies.
I mean, that's what it says on the tin, right? On top of this, they have legal opinions
backing up this strong belief. Err no, the legal opinions are outdated and not worth the
paper it's written on. 
Nicknames aside, a zero cash value policy does not have any cash value for CRS. Sure,
Zero Cash Value policies may be useful to escape wealth tax. 
However, for CRS the Cash Value must be reported to help uncover possible undeclared
assets placed with cross-border Financial Institutions.

How do these clowns strip out the cash value?

They rely on reporting of Passive NFE trusts which do not report on debt interest.
They loan out from the policy to the clients new trust.

If the trust was an FI, it would report the debt interest holder.

Right, so the insurer reduced the policy cash-value to zero. Now the bozos believe
they do not have to report on the policy.

Stay focused clowns

This report recommends insurers put down the bong and focus on the OECD's words
regarding irrevocable insurance policies. 
Unfortunately, insurers obtusely continue a superficial thought process that the surrender
value of a zero cash value policy is null. 
That may be the terminology insurers use, but it's certainly not the view of the OECD. 
Insurers are incorrectly reporting a null value for CRS on zero cash value policies or not
at all.
The value that should be reported is either (i) the cash value, or (ii) the surrender value
which is the cash value determined without reduction for any surrender charge. 
Kindly note, that according to the OECD, the surrender charge does NOT take into
account the 100% policy charge that the policyholder voluntarily elects to incur when
renouncing his rights to access the cash value. 
The cash value does not evaporate into the ether when surrendering rights to access it.

OECD definition of Cash Value

The cash value of a policy is the savings portion of an insurance policy. The CRS obliges
that insurers must report insurance contracts that have a cash value.

CRS Financial Accounts page 52 paragraph 8 - The term
“Cash Value Insurance Contract” means an Insurance Contract
that has a Cash Value. The term “Cash Value” means the
greater of (i) the amount that the policyholder is entitled to
receive upon surrender or termination of the
contract (determined without reduction for any surrender
charge or policy loan), and (ii) the amount the policyholder
can borrow under or with regard to the contract.

Cash value does not evaporate into the ether when renouncing
access rights

To avoid the definition of cash value contracts, insurers established zero cash value
policies whereby the policyholder voluntarily renounces their rights to access the savings
portion. Insurers adamantly opined that a zero cash-value policy fell outside the scope of
the CRS as they were not cash-value insurance contracts. 
The OECD crushed this fallacious line of thought, clarifying in a recent FAQ update, that
an insurance policy remains a cash-value policy even if the policyholder renounces his
rights to access the cash value. 
Duh, kind of obvious, eh? 
Just because one decides on their cognizance to surrender their rights to access the cash
value, does not mean the cash value evaporates into the ether. 
Gasp, worse for the insurer is that the FAQ mandates the reportable account holder of a
zero cash value policy is the policyholder.

CRS FAQ page 6 

Account Holders with respect to Cash Value Insurance
Contracts. With respect to a Cash Value Insurance Contract,
are persons that have the right to access the Cash Value and
the right to change the beneficiaries of the contract still to be
treated as Account Holders for CRS purposes if they have
renounced such rights? Such persons are to be considered
Account Holders with respect to the Cash Value Insurance
Contract in all instances, unless they have finally, fully and
irrevocably renounced both the right to access the Cash
Value and the right to change the beneficiaries of the Cash
Value Insurance Contract. In cases where, taking into account
the above paragraph, no person can access the Cash Value or
change the beneficiaries, the Account Holder is any person
named as the owner of the contract and any person with a
vested entitlement to payment under the terms of the
contract.

3.2.3. CRS avoidance scheme on “Zero Cash Value Insurance
Policies “or

Irrevocable Insurance Policies

It is reported that Insurance Companies providing CRS avoidance schemes using “Zero
Cash Value Insurance Policies” or “Irrevocable Insurance Policies” intended to ensure that
a nil value is reported. Meanwhile the insurers facilitate their policyholders to gain access
to the value of the policy’s assets via third-party loans.
This would be a misinterpretation of the term “Cash Value” under the AEOI Standard as,
according to definition of “Cash Value” (Subparagraph C(8) of Article VIII of the
“Instructions”), it is the greater of (i) the amount that the policyholder is entitled to
receive upon surrender or termination of the contract (determined without eduction for
any surrender charge or policy loan), and (ii) the amount the policyholder can borrow
under or with regard to the contract. Therefore, the amount that can be borrowed in
relation to the contract should be treated as the “Cash Value” and reported accordingly.
Information for further clarification of irrevocable insurance policies being in scope of
CRS can be found at the CRS-related Frequently Asked Questions (FAQ) which updated
by OECD in February 2019. The answer to Question 12 of Part C of Section VIII states that
persons renouncing the right to access the Cash Value and the right to change the
beneficiaries are to be considered Account Holders of the Cash Value Insurance Contract
in all instances, unless they have finally, fully and irrevocably renounced such rights. The
notion reveals that Irrevocable Insurance Policies are considered Cash Value Insurance
Contracts. To comply with the foregoing, FIs have to take into account the requirements
referred to above to ensure the proper adoption of the definitions of “Cash Value
Insurance Contract” and “Cash Value” while complying with their CRS obliga

Futile trying to escape the CRS FAQ impact with a null value
surrender value

The CRS allows insurers to report either (a) cash value, i.e. the savings portion, or (b)
surrender value, which is the cash value determined without reduction for any surrender
charge (see CRS page 52 paragraph 8). 
So guess which one insurers are reporting? Youve got it (b) the surrender value. However,
they make a wrong supposition on what a surrender value is according to the OECD. Hint,
it's not the surrender value the insurer thinks it is.

Insurers don't understand what the CRS surrender value is for
zero cash value policies

Instead of reporting the cash value, insurers resort to reporting the surrender value,
especially insurers in Mauritius.
However, insurers incorrectly interpret the surrender value as null for zero cash value.
Sounds right, doesn't it? 
No, no, no, this is superficial thinking of the worst kind. The reported surrender value
must be the cash value without the reduction of the policyholder's self-elected 100%
surrender charge - see CRS page 52 paragraph 8 that the surrender value is the cash
value determined without reduction for any surrender charge.

Definitive proof that the OECD does not recognize renounced
rights to access cash value leads to a null cash value

OECD CRS page 52 paragraph 8 states a cash value policy is the amount the policyholder
is entitled to receive upon surrender or termination of the insurance contract determined
without reduction for any surrender charge. 
The OECD FAQ update on zero cash value policies is clear that these zero cash value
policies remain a cash value policy even if the policyholder renounces his rights to access
the cash value. 
The OECD does not view the surrender value as null if the policyholder voluntarily elects
to renounce his rights to access the cash value.

Logic checkI

If the OECD did instead regard the surrender value of a zero cash value policy to be null,
then the OECD would never regard a zero cash value policy as being a cash value policy. 
The cash value does not magically disappear into the ether just because the policyholder
agrees that he won't access the savings portion.

Conclusion

Regarding zero cash value policies, insurers must report either the (i) cash value or (ii)
surrender value which is the cash value without reduction of the voluntarily agreed
100% surrender charge.
 In fact, if you get it, the cash value is the surrender value for CRS purposes. It is not null.
Obstinate insurers who continue to justify reporting a null value for zero cash value
policies because "we have legal opinions from 4 continents" are headed for tough times. 
They should get lawyers to update the flawed opinion based on the OECD FAQ update
on zero cash value policies.
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