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The WRNewswire is created exclusively for AALU Members by insurance experts 
led by Steve Leimberg, Lawrence Brody, Linas Sudzius and the AALU Staff. The 
WRNewswire provides timely reports and commentary on tax and legal 
developments important to AALU members, clients and advisors, delivered to your 
inbox as they happen. 
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TOPIC: Status of Tax Reform Entering Thanksgiving Recess 

CITATION: Senate Finance Committee International Business Tax Reform 
Discussion Draft Detailed Summary (Nov. 19, 2013); Tax Administration Reform 
Discussion Draft Detailed Summary (Nov. 20, 2013); and Cost Recovery & 
Accounting Reform Discussion Draft Detailed Summary (Nov. 21, 2013). 

SUMMARY: The progress of tax reform continues to ebb and flow as Congress 
approaches its Thanksgiving holiday recess. The House Ways & Means 
Committee, which had made significant progress toward consideration of a tax 
reform bill in Committee, has indefinitely postponed its planned markup after 
discussions between House Republican Leaders and Committee Chairman Dave 
Camp (R-MI). This development reflects the simple reality that tax reform is a 
challenging political proposition in the House of Representatives. Meanwhile, 
Senate Finance Committee Chairman Max Baucus (D-MT) released three much 
anticipated discussion drafts this week. The drafts address international business 
taxation, tax administration and compliance, and cost recovery and accounting, 
respectively. The Baucus discussion drafts are significant in that they represent the 
first attempt by the Senate Finance Committee since the broader tax reform process 
began to publicly convert policy ideas into legislative language. However, the 
drafts do not have the express support of either Democrats or Republicans on the 
Committee and have received criticism from corporations and business interest 
groups. There are now only 8 legislative days remaining in 2013 and 4 days in 
which both bodies will be in session. Thus, further activity to move tax reform in 
the tax writing committees in 2013 appears highly unlikely, although the 
possibility always exists that further discussion drafts on different components of 



reform could be released before the end of the legislative session. 

ANALYSIS: 

House. Chairman Camp had long flagged the month of November for a tax reform 
markup in the Ways & Means Committee. This target was first jeopardized by the 
federal government shutdown and associated budget and debt limit negotiations 
that occupied the time and attention of lawmakers for much of October. Chairman 
Camp’s target date was also in flux due to the purported lack of support from 
Republican Leadership in the House. Over the long-run, House Leaders are 
concerned about exposing their members to the political pressures associated with 
a vote on tax reform that will ostensibly involve eliminating or modifying many 
highly regarded tax provisions. In the short-run, House Leaders are hesitant to 
approve additional consideration of tax reform—which would include the release 
of legislative language that is certain to receive criticism from a variety of 
constituencies—when Republicans stand to benefit politically from the objectively 
disastrous rollout of the Affordable Care Act (“ACA”). In addition to the political 
calculus, ACA implementation creates for the House majority a number of 
necessary oversight obligations that will legitimately occupy much of the 
Republican agenda for the foreseeable future. Taken together, it stands to reason 
that House Leaders have encouraged Chairman Camp to slow the Committee’s 
movement toward a markup. 

Both Chairman Camp and House Leaders have since signaled that the decision to 
delay a Committee markup should not be an indication that tax reform is no longer 
a priority. Chairman Camp continues to suggest that a discussion draft may be 
released in December or January and that a markup could follow shortly thereafter. 
However, this development represents a clear setback for tax reform in the House. 
Lawmakers may have little motivation to take a position on tax reform—even at 
the Committee level—in the midst of what is expected to be a contentious primary 
season in advance of next November’s midterm elections. 

Senate.  Chairman Baucus’s three tax reform discussion drafts represent the first 
attempt at the drafting of legislative language by the Senate Finance Committee 
since the current tax reform effort began more than a year ago. Each draft contains 
provisions that would affect the life insurance industry in some fashion. 

The international business tax reform discussion draft creates an entirely new 
regime for the reporting and taxation of income earned by foreign subsidiaries of 
U.S. companies. There are several provisions affecting insurance and reinsurance 
companies, including, e.g., the calculation of “insurance income” under Subpart F 
of the Internal Revenue Code and the disallowance of deductible interest 
associated with the payment of nontaxed reinsurance premiums. The draft 
technically contains two distinct legislative options—and, as is the case with all 



three discussion drafts—is open for public comment until Jan. 17. The 
international reform draft has not been well received in the early going. 
Corporations and business interest groups contend that the draft adds to, rather than 
relieves, the complexity of the international tax system and may limit the 
competitiveness of U.S. companies with international operations. 

The tax administration reform discussion draft includes a number of provisions 
aimed at improving tax compliance and closing the so-called “tax gap.” There are a 
number of elements of the draft that would specifically apply to insurance 
companies, producers and policyholders. For example, the draft includes language 
adapted from S. 2048, legislation introduced in the 112th Congress by Senator Bob 
Casey (D-PA), which contained targeted provisions covering life insurance basis, 
life settlements, reporting and transfer-for-value rules. Section 3 of S. 2048, 
“Exception to Transfer for Valuable Consideration Rules,” which has been adapted 
as “section _25” of the tax administration draft, would modify current law 
regarding the transfer-for-value rules in a transfer of an interest in a life insurance 
contract. The AALU and several of our industry partners had worked with Senator 
Casey and his legislative staff on changes to S. 2048 needed to prevent adverse 
unintended consequences for business or corporate owned life insurance. 

However, the tax administration draft does not include these essential revisions, 
which are needed to avoid the imposition of a tax on benefits paid under policies 
acquired in the common situation where there is a sale or merger of a business and 
the acquired business owns life insurance policies that insure an existing or former 
employee, officer, director, 5% owner or independent contractor of the acquired 
entity or its subsidiaries or predecessors.  The AALU will work within the industry 
and on Capitol Hill to advocate for essential revisions to the draft should it receive 
consideration by the Finance Committee. 

Finally, the cost recovery and accounting discussion draft would create a new, 
purportedly simpler, cost recovery system that would include a single set of 
depreciation rules intended to apply to all corporate taxpayers. While the 
provisions of the cost recovery and accounting draft will certainly apply to 
insurance companies, there do not appear to be provisions in the draft that uniquely 
target insurance companies or practices. 

As a general matter, Chairman Baucus’s colleagues on the Finance Committee 
have not formally endorsed these discussion drafts. Chairman Baucus contends that 
the policy ideas of several Committee Democrats are incorporated in these 
documents, yet the drafting of legislative language was an exercise driven largely 
by Chairman Baucus and his staff. Senate Leadership has also not weighed in on 
these drafts, but Leaders have previously expressed disinterest in the process as led 
by Chairman Baucus, which started with the publication of several policy option 
papers and continued with the so-called “blank slate” information gathering effort. 



Budget Conference.  As a separate, but related matter, it should be noted that 
reports indicate that the recently formed bicameral budget conference committee 
may be making progress toward fiscal year spending targets that would including 
replacing the $110 billion in sequester cuts scheduled to take effect on Jan. 15. 
However, part of this optimism stems from the fact that it is increasingly unlikely 
that such a deal would include new revenue in the form of tax increases. This is 
because Democrats have reportedly begun to warm to the idea of combining 
replacement spending cuts with “alternative revenues,” such as user fees, to offset 
pending sequester cuts. The budget conference committee must report the 
framework of a deal before the close of this year’s legislative session on Dec. 13 
(For further reading, see AALU WRNewswire: AALU Analysis of Government 
Funding and Debt Limit Legislation (Oct. 17, 2013)). 

TAKEAWAYS: The AALU is closely monitoring the tax reform process in both 
chambers. If and when a tax reform discussion draft is released by Chairman 
Camp, it will likely include a number of provisions affecting life insurance 
companies and products—perhaps detrimentally. Most notably, this could include 
an expansion of the pro-rata disallowance of deductible interest for companies 
owning corporate-owned life insurance policies. The AALU and our industry 
coalition have prepared for such an event with the development of additional 
messaging and a print and online public relations campaign that provides education 
on the utility of corporate-owned life insurance. With respect to the Finance 
Committee, we understand that Chairman Baucus may continue to unveil 
additional discussion drafts in the coming weeks, and may specifically devote a 
draft to retirement security. Such a draft would undoubtedly impact life insurance 
products and related services in a number of ways. Yet, any future Finance 
Committee activity is speculative at this point.   

With Ways & Means Committee consideration indefinitely on hold and the Senate 
in session for only one more week prior to adjournment, the release of Chairman 
Baucus’s discussion drafts will likely mark the last noteworthy tax reform 
development of 2013. However, we will keep the membership informed of any 
relevant activity that does occur. 
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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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The AALU WRNewswire and WRMarketplace are published by the Association for 
Advanced Life Underwriting® as part of the Essential Wisdom Series, the trusted 
source of actionable technical and marketplace knowledge for AALU members—
the nation’s most advanced life insurance professionals.  
 
 
 
 


