
 
Premier analysis of federal legislative and regulatory developments for the nation’s 2,000 most advanced 

life insurance planners, focusing on business, estate, qualified and nonqualified retirement planning. 
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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  

THE CONCLUSION OF THIS WASHINGTON REPORT. 

In our Bulletin No. 11-37 we reported that a bipartisan group of 31 of the 37 

Representatives on the Ways and Means Committee had written to Secretary Geithner 

early in April expressing disappointment that the Administration’s budgetary proposals 

with respect to corporate-owned life insurance (COLI) and the dividends received 

deduction (DRD) had resurfaced “even though a significant majority of the Members 

of the Committee on Ways and Means wrote you last year stating serious concerns 

about the proposals . . .”  The legislators specifically urged that the Administration 

drop the COLI and DRD proposals. (For further description of the Administration’s 

proposals, see our Bulletins Nos. 11-17 and 11-22.) 

The April Congressional letter noted that life insurance is essential “to secure 

financial protection, build savings and fund benefits.”  With respect to the COLI 

proposal, the letter states that the survival of many small businesses may be threatened 

if they are unable to protect against the risk of loss of key employees and that the use of 

life insurance to fund the cost of employees’ and retirement benefits is a valuable risk-

management tool.  The letter pointed out that “Congress reviewed the use and tax 

http://www.aalu.org/
http://aaluwr.org/majorrefs/Ref11-41.pdf
http://aaluwr.org/majorrefs/Ref11-41.pdf
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treatment of COLI reforms and the best practices that reaffirmed the tax treatment of 

COLI is correct.”  

In a recently-released Treasury response dated April 19, 2011, Assistant Secretary Michael F. 

Mundaca asserted that (with respect to the COLI issue) “[t]his proposal addresses concerns that are 

different from those addressed by the COLI best practices provisions of the Pension Protection Act of 2006 

referred to in your letter.”  That difference reportedly is that “[w]hereas the 2006 legislation generally 

addressed the conditions under which favorable treatment of death benefits is appropriate, the COLI 

proposal addresses the tax arbitrage that results when interest expense allocable to tax-preferred inside 

buildup on life insurance contracts is allowed to be deducted.”  Further, “[t]he current exception would be 

retained for those individuals who are also 20-percent owners in order to address the concern mentioned in 

your letter regarding the continuation of a small or mid-sized business upon the death of an owner.”  

With respect to the DRD issue, Treasury's letter asserts that “the proposal [merely] would put a life 

insurance company's DRD on a similar footing to that of a non-life insurance company.”  The letter also 

claims that “[t]he DRD so determined would bear a more direct relationship to the company's actual 

economic interest in [its separate accounts].” 

Needless to state, AALU strongly agrees with the 31 members of the House Ways and Means 

Committee who urged that harmful proposals on COLI and DRD be dropped. There are extensive rules 

under current law which largely preclude businesses from deducting interest on loans associated with life 

insurance. In addition, the Treasury response on COLI fails to recognize the broad and extensive nature of 

the Congressional review of the uses and tax treatment of COLI from 2003 until Congress enacted reforms 

which codified COLI best practices and reaffirmed the tax treatment of COLI as part of the Pension 

Protection Act of 2006.  This included testimony by a Treasury Department official in an October 23, 2003 

Senate Finance Committee hearing on COLI that “…Congress, the Treasury Department, and the courts 

have been aggressive in limiting the inappropriate use of debt to finance the purchase of life insurance by 

corporations.” In addition, legislators had the benefit of a Government Accountability Office study on 

COLI, released in May of 2004, which included data and information from a variety of U.S. government 

agencies and the National Association of Insurance Commissioners.  

As we noted in our earlier Bulletins, AALU has been coordinating its strong opposition to the 

Administration’s DRD and COLI proposals with other members of the life insurance community, including 

ACLI, NAIFA, NAILBA, and GAMA International, and will continue to keep members informed of any 

further developments as they occur. 

Any AALU member who wishes to obtain a copy of the Letter from Assistant Secretary Mundaca 

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. 

 

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: 

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