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AALU Bulletin No:  11-22 February 25, 2011 

Subject: Clarification to Report on Administration’s Dividends Received 
Deduction Proposal in FY 2012 Budget 

Major References: General Explanations of the Administration’s Fiscal Year 2012 Budget, 
Department of the Treasury (February 2011) (“Greenbook”), pp. 52-53 

Prior AALU Washington Reports: 11-17; 10-15 
 
MDRT Information Retrieval Index Nos.: 2400.00; 7400.023 
 

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

This Bulletin clarifies the Administration’s proposal to modify the dividends 
received deduction (DRD) for insurance company separate accounts, which was 
introduced by the Administration last week in its proposed FY 2012 budget. In our 
Bulletin No. 11-17, we described the Administration’s FY 2011 DRD proposal, which 
differs slightly from this year’s proposal.  

As previously noted, the description of the DRD proposal is that of the 
Treasury, and not AALU.  AALU is coordinating with other members of the life 
insurance community, including ACLI, NAIFA, NAILBA, and GAMA International 
to oppose the Administration’s DRD and COLI proposals. 

Proposal to modify dividends received deduction for life insurance company separate accounts. 

Corporate taxpayers, including life insurance companies, generally qualify for a dividends-received 
deduction (DRD) with regard to dividends received from other domestic corporations, in order to prevent or 
limit taxable inclusion of the same income by more than one corporation. In the case of a life insurance 
company, however, the DRD is permitted only with regard to the “company’s share” of dividends received, 

http://www.aalu.org/
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http://www.aaluwr.org/majorrefs/Ref11-22.pdf
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reflecting the fact that some portion of the company’s dividend income is used to fund tax-
deductible reserves for its obligations to policyholders. Likewise, the net increase or net decrease in 
reserves is computed by reducing the ending balance of the reserve items by the policyholders’ share of tax-
exempt interest.  The regime for computing the company’s share and policyholders’ share of net investment 
income is sometimes referred to as “proration.” 

The policyholders’ share equals 100 percent less the company’s share, whereas the latter is equal to 
the company’s share of net investment income divided by net investment income. The company’s share of 
net investment income is the excess, if any, of net investment income over certain amounts, including 
“required interest,” that are set aside to satisfy obligations to policyholders. Required interest with regard to 
an account is calculated by multiplying a specified account earnings rate by the mean of the reserves with 
regard to the account for the taxable year. 

The Treasury is concerned that the proration methodology currently used by some taxpayers may 
produce a company’s share of the DRD that greatly exceeds the company’s economic interest in the net 
investment income earned by its separate account assets, which, in turn, generates controversy between life 
insurance companies and the IRS.  The Administration therefore has concluded that the purposes of the 
proration regime would be better served, and life insurance companies would be treated more like other 
taxpayers with a diminished risk of loss in stock or an obligation to make related payments with respect to 
dividends, if the company’s share bore a more direct relationship to the company’s actual economic interest 
in the account. 

According to the Greenbook, the Administration’s proposal would repeal the existing regime for 
prorating investment income between the “company’s share” and the “policyholders’ share.” The previous 
year’s budget would have reduced the insurance company’s share of DRD, but retained the proration 
system. 

Under the proposal, the general account DRD, tax-exempt interest, and increases in certain policy 
cash values of a life insurance company would instead be subject to a fixed 15 percent proration in a manner 
similar to that which applies under current law to non-life insurance companies. The limitations on DRD 
that apply to other corporate taxpayers would be expanded to apply explicitly to life insurance company 
separate account dividends in the same proportion as the mean of reserves bears to the mean of total assets of 
the account. The proposal would thus put the company’s general account DRD on a similar footing to that 
of a non-life company, and would put its separate account DRD on a similar footing to that of any other 
taxpayer with a diminished risk of loss in stock that it owns, or with an obligation to make related payments 
with regard to dividends. 

The proposal would be effective for taxable years beginning after December 31, 2011. 

According to a recent Bloomberg report on life insurance-related tax proposals in the President’s 
budget, the DRD proposal would, if enacted, disproportionately (and, in many cases, negatively) impact the 
earnings of large life insurance companies.  However, as conjectured in that Bloomberg report, and as 
anticipated above, the industry will doubtless oppose the thrust of these proposals, including the DRD 
proposal.  Further, it is not unreasonable to anticipate that the Administration will not have more success on 
these issues with the current proposed budget than they did with last year's, given the current focus on 
deficit and debt reduction.  

Any AALU member who wishes to obtain a copy of pp. 52-53 of the Treasury’s Description of the 
Administration’s FY 2012 Budget 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/
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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. 
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