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(1)

COMPANY-OWNED LIFE INSURANCE

THURSDAY, OCTOBER 23, 2003

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 2:05 p.m., in

room SD–215, Dirksen Senate Office Building, Hon. Charles E.
Grassley (chairman of the committee) presiding.

Also present: Senators Lott, Snowe, Santorum, Smith, Bunning,
Baucus, Conrad, and Bingaman.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. Good afternoon, everybody. Senator Baucus and
I can only be here for a short period of time, and Senator Lott is
going to come and conduct the hearing because of our involvement
in the Medicare and energy conferences. The Medicare conference
started at noon today, but did not really get started until 1:00 be-
cause of votes.

But I want to thank everybody for being here on a very impor-
tant issue, joining us today on the issue of company-owned life in-
surance. The Internal Revenue Code provides strict rules on tax
treatment of all life insurance contracts.

In response to concerns about the misuse of company-owned life
insurance, Congress has legislated three times in the past 17 years
to limit some uses of corporate-owned life insurance.

These rules affect the treatment of death benefits, limits on
amount of premiums that can be paid and prohibitions on the de-
ductibility of premium payments and rules addressing the treat-
ment of interest on policy loans.

But some concerns on the use of corporate-owned life insurance
remain, or of course we would not be here for this hearing today.
Senator Bingaman has had a longstanding interest in ending what
he believes are abuses of corporate-owned life insurance. That is
his right. Whether or not any other member agrees or disagrees
with Senator Bingaman is their right as well.

For over a year now, Senator Bingaman has made it clear that
he intends to raise the COLI issue as soon as an appropriate vehi-
cle appears. On September 16, 2003, he filed an amendment for the
mark-up of the pension bill. That same day, the insurance industry
met with my staff. My staff asked that they work out a compromise
with Senator Bingaman, but they refused.

After the market-up, some people in Washington feigned surprise
that the Bingaman amendment had the support that it had. They
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* For more information on this subject, see also, ‘‘Present-Law Federal Tax Treatment, Pro-
posals, and Issues Relating to Company-Owned Life Insurance (‘COLI’),’’ Joint Committee on
Taxation Staff Report, October 14, 2003 (JCX–91–03).

have demanded that I stop you, Senator Bingaman, from doing
what you are doing, and I think that is absurd in the U.S. Senate,
and maybe in an parliamentary body, because you do not get very
far in this body if you trample on other people’s rights.

My own feeling is that we dealt with a majority of the perceived
abuses with COLI in 1996 and 1997. But that is not how Senator
Bingaman feels, and I respect that. Even if we did not deal with
Senator Bingaman’s issues in this committee, and the committee is
the ideal place to deal with things, we would be then dealing with
it on the floor. That is the reality of the Senate. Any such refusal,
I promise you, would only make it worse for the issue.

I want to say that I hope this hearing will help clear the air on
this issue. I am troubled about the testimony from the General Ac-
counting Office. That office will testify that they tried to complete
a survey on corporate-owned life insurance so we could learn more
about its scope and uses.

It is difficult for Congress to legislate or to decide not to legislate
without information. Transparency is very important. It is a part
of our oversight responsibility to understand these issues.

Unfortunately, the General Accounting Office was not able to
complete its survey because some in the industry ‘‘did not have the
information’’ or ‘‘did not have it in a usable form.’’

At the same time, I understand that there is a corporate-owned
life insurance survey that was published by a consultant some-
where in California. It is available for $7,000. But it will only be
sold to approved parties within the industry.

If insurance companies could give this consultant access to infor-
mation on corporate-owned life insurance, why could not the Gen-
eral Accounting Office get it to help Congress with our constitu-
tional jobs of oversight?

Now, lobbyists tell my staff that company-owned life insurance
is 25 percent of their business. How is it that companies do not
have information about a quarter of their business?

If the industry is telling us that we are legislating in an area
where legislation is not needed, then we need to know why. If we
have got questions, you need to give us answers, and that would
surely include data to back it up.*

Now I will turn to Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you very much, Mr. Chairman. I com-
mend you for holding today’s hearing on company-owned life insur-
ance. As has been noted, the Finance Committee ordered the Pen-
sion bill reported on September 17. On that day, and again at the
mark-up of the JOBS bill on October 1, the committee has con-
fronted the issue of company-owned life insurance.

It has been many years since Congress chose to exclude life in-
surance proceeds from taxable income. The uses of company-owned
life insurance have certainly evolved since then.

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00006 Fmt 6633 Sfmt 6633 92437.000 SFINANC2 PsN: SFINANC2



3

Congress has acted to address perceived abuses in this area, par-
ticularly to restrict the deduction for interest on repayment of pol-
icy loans. Some among us feel strongly that abuses remain. Others
feel just as strongly that current COLI practices are valuable to
companies, employees, and indeed to the Nation.

Mr. Chairman, it is plain that we will need to work out a resolu-
tion on this issue. I hope that today’s hearing—in fact, I am quite
confident—can and will contribute to that end. I look forward to
working together with all those involved to see that the committee
can reach an agreeable solution to this challenge. Thank you.

The CHAIRMAN. Thank you very much.
I usually do not call on members to speak, but we have got two

members on the Democratic side that are on both sides of this. If
you would like to make a short statement, I would call on you. I
would call on you, too, Senator Bunning, if you want to get in. But
I think we should make it quick, if you could.

Senator Conrad?

OPENING STATEMENT OF HON. KENT CONRAD, A U.S.
SENATOR FROM NORTH DAKOTA

Senator CONRAD. All right. First of all, I want to thank the
Chairman and Ranking Member for holding this hearing. I think
it is important for our overall understanding of the issue before us
to have this hearing before taking action and I thank very much
the Chairman and Ranking Member for accommodating that need.

I know that they are very busy with the conference and will have
to leave us soon, but I know their staffs will be here.

I think the fundamental question before us is, are there ongoing
problems with corporate-owned life insurance after the changes
Congress has already made, and if there are, how to address them.

The amendment that I have put before my colleagues reaches the
conclusion that corporate-owned life insurance is an appropriate
way to provide an incentive for retiree benefits, retirement benefits,
health benefits, but that there are things that could be done to im-
prove COLI, to reform COLI, and to ensure that anybody who has
a policy written on their life is given informed consent, that the
benefits are proportional, that they key man definition is clear.
That is what the amendment that I have offered my colleagues
seeks to do.

It also seeks to make certain that the money is used for the pur-
pose intended. But we all know that there are many views on this
subject. And we have got good witnesses here today. Hopefully, at
the end of this process we can be more informed in reaching a con-
clusion on how to best proceed. I again thank my colleagues.

The CHAIRMAN. Thank you.
Senator Bingaman, did you want to say something?

OPENING STATEMENT OF HON. JEFF BINGAMAN, A U.S.
SENATOR FROM NEW MEXICO

Senator BINGAMAN. Yes. Thank you very much, Mr. Chairman.
Thank you for holding the hearing. I know you and Senator Baucus
have a lot to deal with these days, and I appreciate your good work
in the various conferences that both of you are involved in. I hope
you can stick to your guns in those forums as well.
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I appreciate your opening comments here. I do think this is a
very important issue and I thank you for holding the hearing.

Let me give just a little overview. I know you do not want to take
a lot of time at this, but I would like to sort of describe how I see
the problem, if the Chairman would permit me to do that.

And we have several witnesses here who will testify about this.
Spencer Tillman is going to testify about this, and we also have the
testimony of Vicki Rice, who was not able to be here, and I will de-
scribe that later.

But at one level the question is, why should corporations, compa-
nies be allowed to buy an insurance policy on an employee and
then, years or decades after that employee leaves that company,
get a tax-free pay-out on that insurance policy when it is clear that
the insurance policy was not to guard against any risk. I mean, I
have no problem with them buying policies. But I do think there
is a question as to why taxpayers should grant tax preferential
treatment to those pay-outs to companies at that stage.

At another level, let me just put up a chart here, and maybe this
would be something I can ask Mr. Jenner about. We have a system
for trying to get benefits from employers to employees through
qualified plans at the current time.

We provide a tax incentive for that, because clearly there is a
strong public policy reason to want employers to provide post-re-
tirement or retirement benefits to employees. So, that is the yellow
part that you see up there.

Also, if you want to give deferred compensation to your employ-
ees you can do that, but you do not get a tax benefit for doing it.
We do not prohibit it, but we do not provide a tax incentive for you
to do it.

Now, let me put up this second chart which describes how COLI
operates, as I understand it, and Mr. Jenner can respond. Here at
the top you have got the same thing you had in the previous chart.

That is, an employer providing a benefit to an employee through
a qualified plan, or the alternative, which of course we are talking
about in this hearing, is where the employer decides to buy a COLI
policy and get tax benefits through that avenue, and then is able
to use that money either for corporate needs of any kind, or for de-
ferred compensation, or for anything else. That, to me, is the prob-
lem area.

It seems to me that for us to provide a tax incentive for compa-
nies to pursue that second route undermines the system we have
been working to get in place for several decades now, and it creates
a disincentive for employers to continue operating through quali-
fied plans. I will pursue that series of questions with the witnesses
as we go through it.

But I do thank you for the chance to go through these charts, Mr.
Chairman. Again, I thank you for having the hearing.

The CHAIRMAN. Anybody on this side want to speak?
Senator BUNNING. I just would like to put an opening statement

in the record and say how much I disagree with my good friend
from New Mexico.

The CHAIRMAN. All right.
[The prepared statement of Senator Bunning appears in the ap-

pendix.]
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The CHAIRMAN. Senator Smith?
Senator SMITH. Mr. Chairman, I appreciate the hearing. I think

it is an important topic. I think Senator Conrad has come up with
a very good amendment that I think we ought to be adopting, be-
cause I think it is responsible, without undoing a lot of the good
that is done by the life insurance industry on these issues.

The CHAIRMAN. I announced before you came in, Senator Smith,
that Senator Lott was going to be here momentarily to chair the
hearing.

I thought you were leaving.
Senator BUNNING. No. I was coming up because I knew you were

leaving. [Laughter.]
The CHAIRMAN. Thank you. Thank you very much. I appreciate

it. I will let you continue.
Senator BUNNING. The first panel is Hon. Greg Jenner, Deputy

Assistant Secretary, U.S. Department of Treasury.
Mr. Jenner, go right ahead.

STATEMENT OF HON. GREG JENNER, DEPUTY ASSISTANT SEC-
RETARY, U.S. DEPARTMENT OF THE TREASURY, WASH-
INGTON, DC

Mr. JENNER. Thank you very much, Mr. Chairman. Thank you
for the opportunity to testify regarding the taxation of corporate-
owned life insurance.

To say the least, COLI has been a considerable source of debate
and controversy over the years. And, while we should not be so
naive as to think that today’s hearing will resolve that controversy,
I hope we can assist in separating wheat from chaff.

For the most part, regulation of insurance companies has been
left to the States under the McCaran-Ferguson Act. The most im-
portant aspect of that regulation today is determining when the
purchaser has an insurable interest in the insured.

Traditionally, States have allowed employers to ensure the life of
a key person, or when the employer has a liability for future bene-
fits for the employee. As you know, life insurance does receive pref-
erential tax treatment on the Internal Revenue Code. Death bene-
fits are excluded from income, and inside build-up is not taxed un-
less the policy is surrendered.

The tax laws do distinguish between corporate and individual
owners in certain circumstances, and Congress has enacted limits
on corporate owners to prevent tax arbitrage, the most recent ex-
ample being the so-called leverage COLI.

Leveraged transactions are still in place because they have been
continually grandfathered since 1986. I want to assure you that the
IRS has, and will continue, to challenge grandfathered arrange-
ments that do lack economic substance.

We understand that most broad-based COLI arrangements today
are used for specific purposes. Non-leveraged COLI serves as a rel-
atively low-cost way to ensure against financial hardships from the
death of a key person. Corporations also use death benefits to pro-
vide funds for the payment of company expenses such as retiree
health benefits.

This use of COLI can be traced to the enactment of Sections 419
and 419(a) in 1984. Those sections limit the tax benefits available
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to corporations to pre-fund liabilities under welfare benefit ar-
rangements. That makes it more difficult to match the funding as-
sets with the liabilities.

COLI often fits this need because COLI proceeds often are re-
ceived close to the same time the obligation to pay benefits arises,
particularly in cases of retiree medical expenses, which often in-
crease significantly in the retiree’s final years. For financial report-
ing purposes, COLI enables a corporation to disclose assets of suffi-
cient value to offset the value of disclosed liabilities.

Recent press reports about COLI appear to be focused less on tax
issues than with issues concerning the breadth and nature of State
insurable interest laws. This differs from previous efforts to elimi-
nate perceived abuses, which have focused on opportunities for tax
arbitrage.

Congress is, of course, free to establish circumstances under
which favorable tax treatment will be afforded. In doing so, how-
ever, we believe there are several issues the committee should con-
sider.

First, there may be significant administrative difficulties associ-
ated with trying to separate good COLI from bad COLI. Second,
the committee should be aware that such changes may have the ef-
fect of creating a Federal scheme for regulating insurance.

Third, the committee should consider collateral policy issues as-
sociated with permitting COLI for only limited purposes, a point I
will deal with more directly in a moment.

Fourth, any limitations on key person insurance must be care-
fully drawn. We would be pleased to work with the committee to
ensure that any limitations are structured appropriately.

Fifth, limiting COLI to situations where the insured remains an
employee could severely limit the use of COLI to fund retiree ben-
efit plans. Although retirees are no longer employees, an employ-
er’s obligation to fund those benefits often continues.

Finally, let me touch on one proposal that would link tax benefits
of COLI on former employees to benefits they are scheduled to re-
ceive. The total death benefits under COLI and other policies could
not exceed projected future benefit costs and would require that
these policies be held in an irrevocable trust, subject only to the
claims of creditors and bankruptcies and used solely to fund such
benefits. We have serious reservations about this approach.

Welfare benefit plans and non-qualified pension plans are not
subject to the same rules under ERISA that apply to traditional
qualified plans. An employer can change or eliminate these benefits
at any time, but if the premise of the proposal is that the tax bene-
fits from COLI should be conditioned on actual receipt of the bene-
fits by the employee, it could be argued that ERISA-like protections
may be necessary, such as vesting, non-discrimination, and funding
rules.

This would be problematic at best, would run counter to over 25
years of ERISA law, and may cause employers to reduce or elimi-
nate welfare benefit plans. We should not forget the ill-fated Sec-
tion 89, enacted as part of the 1986 Act to provide such rules for
welfare benefit plans. That section was repealed less than 3 years
later. This proposal on COLI could force Congress to consider simi-
lar rules to ensure that benefits are received.
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Mr. Chairman, this concludes my statement. I would be happy
to answer any questions you might have.

[The prepared statement of Mr. Jenner appears in the appendix.]
Senator BUNNING. Mr. Conrad, you are first up.
Senator CONRAD. Thank you very much, Mr. Chairman. Mr. Jen-

ner, thank you very much for your testimony. First of all, just on
a fact basis, maybe we can go through a series of statements I
would make about the state of play, and I would like your reaction
to it, just in terms of fact.

Mr. JENNER. Certainly.
Senator CONRAD. The amendment that I have offered the com-

mittee would tighten COLI in certain respects. That is, informed
consent, worker status, trying to match benefits with policy
amounts. But it is a tightener. That is why it raises $165 million,
according to the Joint Committee on Taxation.

Do you agree with the Joint Committee on Taxation’s assessment
that my amendment would raise approximately $165 million?

Senator CONRAD. Senator, we have not seen the Joint Commit-
tee’s estimate, but I would certainly agree that your proposal does
tighten the rules.

Senator CONRAD. Thank you.
The second question, or just a statement of fact as I understand

it, and correct me if I am wrong. COLI premiums today are not de-
ductible under current law and would not be deductible under my
amendment. Is that correct?

Mr. JENNER. That is correct.
Senator CONRAD. Next, COLI death benefits are tax-free under

current law. Under my amendment, they would be tax-free only if
they meet the conditions specified in my amendment.

That is, that notice be required of those whose lives are insured,
the workers’ status provisions, and that there be some proportion-
ality to the aggregate benefit obligation. Do you agree with those
statements of fact?

Mr. JENNER. In part, Senator. I believe that under your proposal,
notice would not be required for any employee or consultant that
currently works for the company or had been employed within 1
year. It would only be the other workers who would have to give
consent.

Senator CONRAD. That is correct.
And an additional statement of what I see as an accurate assess-

ment of the current circumstance. Deferred compensation, under
current law, is deductible for the employer and taxable to the em-
ployee when paid.

Mr. JENNER. When it is paid to the employee. Correct.
Senator CONRAD. Right. So, in fact, deferred compensation today

is deductible to the employer?
Mr. JENNER. When it is paid. But, of course, the notion behind

‘‘deferred’’ is that it is deferred for significant periods of time.
Senator CONRAD. Exactly. But that is a statement of fact as to

how it works.
Mr. JENNER. Correct.
Senator CONRAD. And my amendment would not change that sit-

uation.
Mr. JENNER. That is correct.
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Senator CONRAD. There is no deduction for the employer for
funds placed in the trust specified in the Conrad amendment.

Mr. JENNER. Correct.
Senator CONRAD. Let me ask you, in the judgment of the admin-

istration, should COLI be eliminated?
Mr. JENNER. No, Senator.
Senator CONRAD. And in the administration’s judgment, should

COLI be reformed? Is it wise to have provisions to tighten COLI?
Mr. JENNER. Senator, I think our view is that if Congress chose

to limit COLI in certain ways, that could be done. We would be
very concerned about how it was done, as I indicated before. There
are certain unintended consequences that might flow from how it
was limited, and we would be very concerned about those unin-
tended consequences.

Senator CONRAD. A final question. Do you believe my amend-
ment would be strengthened if the trust fund feature were re-
moved?

Mr. JENNER. If the trust fund feature were removed? The trust
fund feature of your amendment, Senator, is what I was tangen-
tially referring to.

Senator CONRAD. That is what I understood. That is the thrust
of my questions. It struck me that you were suggesting, and we
have heard that—let me just say, this trust fund idea was origi-
nally Senator Breaux’s idea. We incorporated it to try to give some
assurance to people that the money was used for the purpose in-
tended. That is the reason we have got the trust fund.

Since that time, as all of us have dug more deeply into it, we
have learned that there are certain technical questions that arise
from the creation of such a trust fund, and you referred to those
in your testimony, did you not?

Mr. JENNER. I did. To elaborate, again, it depends on what the
premise of your proposal is. If you are seeking to tie the use of
COLI directly to the provision of benefits, then your trust fund
probably does not accomplish that very well because there is not
a direct link between what the employee is insured for and the
benefits that they get, which of course does raise the collateral con-
sequences of whether, and how you would go about doing that.

Senator CONRAD. Can I ask a final question, Mr. Chairman?
Senator BUNNING. Certainly.
Senator CONRAD. A final question would be, in your judgment,

would my amendment preclude the so-called ‘‘janitor’s insurance’’
that has been the subject of much criticism?

Mr. JENNER. It certainly would not preclude it. It depends on
how we define janitor’s insurance. If it is the insurance that is on
the employees’ lives without their consent, et cetera——

Senator CONRAD. I think that is generally what is referred to
here.

Mr. JENNER. Yes. Your amendment would preclude that from
hourly workers.

Senator CONRAD. I thank the witness, and I thank the Chair.
Senator BUNNING. Senator Bingaman, you are up.
Senator BINGAMAN. Thank you, Mr. Chairman.
Are you sure you did not want to go over to the Republican side?

I do not mind going back and forth, whatever you prefer.
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Senator BUNNING. You showed up first.
Senator BINGAMAN. All right. I appreciate that.
Let me ask you, Mr. Jenner. You say in there that ‘‘we under-

stand that most broad-based COLI arrangements entered into
today are used for somewhat specific purposes, most notably for
funding certain employee and retirement benefits.’’

How do you understand that? GAO has been trying to get infor-
mation about precisely what these funds are used for. The industry
has advised GAO that they do not know, or that the information
is not in a form readily accessible, or something to that effect. How
do you know that?

Mr. JENNER. We do not, Senator. That is why this testimony
states ‘‘we understand.’’ We could not——

Senator BINGAMAN. You understand things you do not know?
Mr. JENNER. We hear anecdotes. The anecdotal evidence that we

have received indicates that. But if you were to put me on the
stand and swear under penalties of perjury, I would say we do not
know for sure.

Senator BINGAMAN. You do not know.
Let me just put one of these charts up, the second of those two

charts that I had there, and ask you about it. One of the concerns
that I have had with COLI, is that once a company buys one of
these policies, the proceeds from that policy can be used for any-
thing the company wants, as a legal matter.

Mr. JENNER. Correct.
Senator BINGAMAN. That would not change under the Conrad

amendment. They would still be usable, assuming that he dropped
the trust provision. There would be no legal requirement as to how
the company used those proceeds.

Mr. JENNER. That is correct. The only requirement would be that
the amount of the coverage would have to be tied to the expected
level of benefit.

Senator BINGAMAN. But there is nothing to say that the proceeds
are used for the payment of benefits.

Mr. JENNER. Money is fungible. That is correct.
Senator BINGAMAN. Now, would there be anything in the law if

a company loaded up on COLI policies and did so even with the
good intention of funding a retiree health program or something,
and then decided to cancel the retiree health program? There
would be no reason they would not still get all the proceeds from
those policies.

Mr. JENNER. That is correct, Senator.
Senator BINGAMAN. So the fact is that there is no obligation to

use the proceeds of these policies for any purpose.
Mr. JENNER. That is correct.
Senator BINGAMAN. Does that not cause the Treasury Depart-

ment, the IRS, anyone in the administration any pause? Do you not
think it is a bit of a problem when we are providing a tax incentive
for people, or preferential tax treatment for something that may be
used to buy a corporate jet or may be used to do anything.

Mr. JENNER. The concern that we have, Senator, is that if you
try and draw lines around the good and the bad, it becomes very
difficult to do. It then becomes necessary to assure that if some-
thing is purchased for good, that it is indeed used for good.
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That is the concern that we had about what Senator Conrad was
proposing with his trust, that you would begin to implicate all of
these ERISA-type rules.

Senator BINGAMAN. Well, referring to that, in the case of quali-
fied plans, we have real limits as to how much corporations can
contribute to these qualified plans, how much employees can con-
tribute.

Mr. JENNER. Correct.
Senator BINGAMAN. And we have done that because we are wor-

ried about the loss of revenue to the taxpayer, to the Federal treas-
ury. Why are you not worried about the loss of revenue here? Why
does it not concern you to know how much revenue is being lost
through the use of COLI policies that may or may not be benefit-
ting any employee?

Mr. JENNER. I think one of the things that overrides the concern,
to the extent that we believe that revenue would be lost, is that
there are probably administrative difficulties with limiting it.
There are also ways in which the corporation could get around
those rules.

For example, simply investing in tax-exempt bonds gets you close
to the same place. The income on that would be tax-free. So, there
are ways in which you can begin to mimic certain aspects of life
insurance.

Senator BUNNING. Well, a tax-exempt bond, you get the face
value of the bond at the end.

Mr. JENNER. Correct.
Senator BINGAMAN. It is not like buying an insurance policy.
Mr. JENNER. Well, it depends on the extent to which the mor-

tality assumptions that go into the insurance policy are met or not
met. Actually, insurance policies can turn out to be losers in cer-
tain cases, so there is a gamble, a risk that is not inherent in tax-
exempt bonds.

Senator BINGAMAN. My time is up, Mr. Chairman.
Senator BUNNING. Mr. Smith?
Senator SMITH. Thank you, Mr. Chairman.
To Senator Bingaman’s point, it does occur to me that life insur-

ance is a risk. You do not know how it is going to work out. But
I believe there is a public policy to be served by helping, especially
small businesses, to pass on from one generation to another a busi-
ness that, frankly, can be the backbone of a community.

I understand the Senator’s concern, where it could be abused.
But I have got to tell you, I think there is so much more good that
comes out of key man policies that are fairly central to estate plan-
ning for small business than it negates any bad that might flow
from it.

So, I think it is really critical that we not jeopardize this tool for
businesses to be able to continue their businesses when they lose
key personnel. I think the question that I had, and I want some
clarification on, is what Senator Conrad asked about the janitor,
policy where someone does not know. Are you familiar with the tes-
timony that has been submitted by a Vicki Rice?

Mr. JENNER. Senator, I have not seen any of the testimony, but
I will be happy to try and respond to it.
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Senator SMITH. She has a very lamentable and tragic story to
tell. What I want to make sure of, is that the amendment that I
support of Senator Conrad’s would require that employees are in-
formed if the company is taking a policy on their life, because this
should not be allowed.

It is my understanding that situations like this would be taken
care of by the Conrad amendment. So, I would appreciate it if you
would read this at some point and get me an answer if this amend-
ment will cover this situation.

Mr. JENNER. That, I can address, Senator. Senator Conrad’s pro-
posal would not require consent unless the individual were no
longer employed after a year’s time. So, in other words, the pro-
posal, as I understand it, would allow companies to insure the lives
of current employees without their consent and without notifica-
tion.

Senator SMITH. I think that is an issue we want to address. But
for the record, I just think that key man policies relates to business
in America, passing wealth on from one generation to another,
from one management team to another.

I would hate to see us get into micro-managing too closely what
they do, because I think an awful lot of good public policy is served
and a lot of damage could be done if we narrow this field of life
insurance too much.

Mr. JENNER. Well, as my testimony indicate, Senator Smith, we
share the concerns about key man, and we would want to work
with the committee to make sure, if they went down that road, it
was not too restrictive.

Senator SMITH. Thank you, Mr. Chairman.
Senator BUNNING. Mr. Lott?
Senator LOTT. Thank you, Mr. Chairman.
Thank you for being here with us today.
Mr. JENNER. My pleasure.
Senator LOTT. Do a lot of States not already have legislation on

their books in this regard?
Mr. JENNER. Most States have insurable interest rules. They

vary widely. Some States are restrictive, some States are more per-
missive. That is typically what Congress has relied on in the past.

There was a movement, I should add, in the 1980’s and 1990’s
to broaden insurable interest rules to allow more employees to be
covered.

Senator LOTT. I have wondered, for the last 10 years, why this
issue—which I refer to as E. COLI—keeps popping up. I always as-
sumed that it was because the Finance Committee staff said to the
Treasurer, we need some revenue raisers, and send us over some
suggestions, and that this is always on the list. It seems to be re-
gurgitated up from the Treasury Department, regardless of admin-
istration, regularly.

Did this suggestion come from the Treasury Department this
year, or do you know?

Mr. JENNER. No, Senator.
Senator LOTT. All right. Good.
Mr. JENNER. Actually, as a former Finance Committee staffer, I

can assure you that neither end of the avenue asks the other about
COLI. It is just kind of there.
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Senator LOTT. It just kind of comes out of thin air every couple
of years. I do not understand it.

Mr. JENNER. Exactly.
Senator LOTT. What have been, if any, the effects of the action

that was taken by this committee a month ago? Did it affect the
industry? Was there an immediate, precipitous decline in the cov-
erage or the policies that were being sold?

I assume there would be, because unfortunately the committee
said it would take effect immediately when the committee acted,
contrary to what I thought usually was the policy, date of enact-
ment. Do you have any statistics or information on that?

Mr. JENNER. No, Senator. We can only speculate as to what the
effect was.

Senator LOTT. I do not think there is any doubt that there is jus-
tification for these key man policies. How that money is used also
should be open to a lot of latitude, as Senator Smith was just say-
ing, particularly in small businesses. I have had some recent expe-
rience with it.

You can have a small-town restaurant that is named after the
chef, who is a very famous, Louisiana-type chef. If he dies, you
have got a big problem. You have got to change the marquee out
front. You have got to take down your billboards.

You have got to convince people you can get another chef that
can provide this great food. So, I mean, he is a key man. For the
government to be trying to come in and say in any way that you
cannot use it for this, that, or the other, I think, is a real problem.

Do you have any response to that?
Mr. JENNER. Yes, Senator. We would agree. The concerns we

have about key man are expressed in our testimony. Again, we
want to work with the committee to make sure that, if anything
is changed, it is not too restrictive.

Senator LOTT. The last time I remember really getting deeply
into this, Bob Dole was the Majority Leader and on the Finance
Committee. I can remember going to his office and asking why it
was being done the way it was.

But what came out of that was some reasonable, and I thought
responsible, limits on how the COLI could be used. So the Congress
has already acted in this area in the 1990’s, has it not? Why do
we feel like there is a necessity to do even more?

Mr. JENNER. Senator, you are probably referring actually back to
1984.

Senator LOTT. That far back?
Mr. JENNER. Yes.
Senator LOTT. I have been here a long time.
Mr. JENNER. That was when there was the first real restriction

limiting deductibility to policies of $50,000 or less. In 1996, and
then again in 1997, the committee acted to basically completely un-
dercut what is called leveraged COLI, which is what we would indi-
cate would be an aggressive tax arbitrage system.

The issues today, as my testimony indicated, really are not true
tax policy issues. Again, of course, the committee and the Congress
are free to impose whatever restrictions they want, but they do not
implicate tax, per se.

Senator LOTT. Thank you very much, sir.
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Senator BUNNING. I have got a couple of questions, since I am
not supposed to be sitting in the chair, usually.

In reading your testimony, it seems to me you feel many of the
concerns are really State regulatory issues rather than tax treat-
ment issues. Is that a fair reading of your testimony?

Mr. JENNER. Yes, Senator.
Senator BUNNING. You have also said that the committee will

have to determine whether fusing COLI to fund employee and re-
tirement benefits is appropriate. Does Treasury have an opinion on
whether or not it is appropriate?

Mr. JENNER. It is certainly a permissible use. If the committee
concludes that the tax policies, such as inside build-up and exclud-
able death benefits are appropriate, then using these policies to
fund retiree benefits is certainly a permissible use.

Senator BUNNING. Mr. Conrad, do you have any more questions?
Senator CONRAD. I am wondering if I could borrow Senator

Bingaman’s chart.
Senator BINGAMAN. Please.
Senator CONRAD. Because I think this in some ways goes to the

heart. Before I go to it, I want to go back to something Mr. Jenner
said with respect to notice, because I think you have misread my
amendment.

Mr. JENNER. All right.
Senator CONRAD. I believe my amendment requires written no-

tice for anybody making less than $90,000 a year. The first part
of my amendment deals with so-called ‘‘key men’’ policies. Those
would be people earning over $90,000 a year. That is in line with
what the controller of the currency provided.

Then there is a second part of my amendment, and I would read
it to you: ‘‘A life insurance contract would satisfy the specified em-
ployee benefit funding requirements of this provision if, prior to the
issuance of the contract, the employee consents in writing to be in-
sured, and at the time the contract is issued, (1) the employee must
not be an hourly employee; (2) the insured employee must be eligi-
ble, either currently or upon the future satisfaction of aid, service,
or similar eligibility criteria to participate in an employee pension
plan or other benefit plan under which benefits are payable to the
participant; (3) the death benefit coverage under the life insurance
contract, when added to that under other such contracts held by
the taxpayer, must be reasonably related to the costs of the em-
ployee or retiree benefits.’’

Is that not correct?
Mr. JENNER. You have read the section correctly, but I do not

want to get into parsing statutes too closely. That applies to the
definition of what is an employer-owned life insurance contract.
Your proposals says that, in the case of employer-owned life insur-
ance contracts that do not meet the requirements of this section,
the death benefit will be included.

The sentence following that says, ‘‘the preceding sentence,’’ which
is the one that I just read, ‘‘shall not apply in the case of amounts
received by reason of death of an individual who was an employee
or consultant of the policyholder at any time during the 12-month
period prior to his or her death.’’ Therefore, those restrictions, pur-
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suant to the statutory language, do not apply if the individual is
an employee or was an employee within 12 months.

Senator CONRAD. Well, I will tell you, that is not the intent. I am
not sure what language you are reading. I do not have that same
language in front of me. But that is something we can work out.

Mr. JENNER. Absolutely, sir.
Senator CONRAD. The intent is that there be notice for everybody

other than those key man policies. That has been the intent.
Let me go to this chart, if I could, because I just want to say I

think Senator Bingaman has done us all a service to put before us
in chart form what the key issue is. As I take our conversation,
Senator Bingaman is troubled that we have an alternative to the
qualified benefit plans. I can understand his concern.

The problem that I see, is very few firms have qualified benefit
plans. I just have had, as I discussed with him earlier today, a se-
ries of meetings with small business people in my State. They have
told me there is no way they can take on those plans because of
the administrative complexity.

Is that your experience, Mr. Jenner? We are not having a high
take-up rate on those plans, are we?

Mr. JENNER. We certainly have a lower take-up rate than we
would like. Actually, you have provided me the opportunity to men-
tion a proposal that the administration has in its budget which we
think would enhance that take-up rate.

Senator CONRAD. And is the reason that we do not have a high
take-up rate administrative complexity and cost?

Mr. JENNER. In part.
Senator CONRAD. That is what business tells me. I have just had

discussions with small business people from around my State.
What they say to me is, there is just too much complexity. We can-
not afford the manpower, the costs associated with this require-
ment.

So the fundamental question here is, if you do not have as much
of a take-up rate as you would like there, does it make sense to
provide the given incentive to employers to provide employee bene-
fits, retirement benefits, health benefits? I believe, yes. I think Sen-
ator Bingaman has come to a different conclusion, but I think that
is central to the dispute here.

Mr. JENNER. One of the concerns that we would have, Senator,
of course, is that the tax incentives to fund qualified benefit plans
are conditioned upon full funding, non-discrimination, et cetera.

When you move into the non-qualified area, none of those restric-
tions apply, none of those limitations apply. So, that becomes prob-
lematic if you are going to provide incentives to fund in that way.

Senator BUNNING. Senator Conrad, did you finish?
Senator CONRAD. My time has expired.
Senator BUNNING. Senator Bingaman?
Senator BINGAMAN. Thank you very much.
Let me just clarify something. I know Senator Smith raised this

issue. I just want to be sure that I am correct in my understanding,
so I will ask you this, Mr. Jenner.

The amendment I offered earlier, that the committee adopted by
voice vote, was not intended and did not, by its language, interfere
in any way with this key man capability to go out and buy a OSHA
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policy in order to ensure that a key person working in your com-
pany, or a partner, or somebody that is providing service to the
company, if they die, the company ought to have insurance against
that eventuality. So, I was not trying to interfere with that, and
my amendment did not interfere with that.

Is that your understanding of it, too?
Mr. JENNER. Senator, your proposal has a specific exemption for

key person insurance. We would probably want to chat with you
about the definition you use, but it clearly attempts to deal with
the issue of key person insurance.

Senator BINGAMAN. Well, let me just make clear to everybody
here that I have no problem with that. That, to me, is clearly an
insurable interest. If a company wants to take out a policy on
someone who is of value to that company, they ought to be able to
do so. They ought to be able to get the benefits tax-free. That is
an entirely appropriate use of COLI, and I have no problem with
that.

What I have been trying to get away from is a situation. My
amendment said, if the employee on whom the policy is written has
left the company’s employment and has not worked there for over
a year, then there is real doubt as to whether or not the company
can claim that they are losing a whole lot when the person dies.

So my concern was that you have got a lot of individuals like the
woman you referred to, the husband of the woman you referred to
earlier, and the company has no insurable interest there. Now, I
know that is a State policy determination.

Let me just ask about that for a minute. You say this is not a
tax policy issue. That strikes me as odd. Do you really believe that,
but for these Federal tax breaks that we are talking about here,
they would be selling COLI policies of the type that concern me?

Mr. JENNER. I am not certain, Senator, exactly what you mean
by the types that concern you. Are you talking about broad-based?

Senator BINGAMAN. Yes
Mr. JENNER. It is conceivable that there would be fewer sales.
Senator BINGAMAN. I would tell you, I think there would be

many fewer sales.
Mr. JENNER. You may be right.
Senator BINGAMAN. I mean, I read in testimony here that there

are hundreds of thousands of these policies out there. Most of them
have nothing to do with key men or key women, or anybody who
is working for a company at the time of their death. It just strikes
me, these are tax policy issues.

Let me just also ask another question. Senator Conrad raised the
question about the administrative complexity of going through this
qualified benefits or qualified plans route.

The real complexity is if it is in defined benefit.
Mr. JENNER. Well, a qualified plan is a defined benefit or defined

contribution.
Senator BINGAMAN. Yes. But I am saying, a defined contribution

plan, to set up a 401(k) for your employees, is not the heavy lift
that setting up a defined benefit plan is.

Mr. JENNER. I think that is correct, Senator
Senator BINGAMAN. And I think, clearly, I would agree with Sen-

ator Conrad that it is difficult and complex to set up a defined ben-
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efit plan, particularly if you are a small employer. But if you want
to set up a 401(k), it is not that big a problem.

It is a question of whether you want to put in place a plan that
benefits all your workers, as required, if it is going to be a qualified
plan, or whether you want to just benefit key executives. In that
case, you can go with the COLI.

Mr. JENNER. Senator, there are complexities associated with de-
fined contribution plans and which could cause the hurdle to be
high for particular employees. But there is no question that a part
of the calculus is whether or not you want to cover everybody or
whether you want to target the benefits.

Senator BINGAMAN. That is all I have, Mr. Chairman.
Senator BUNNING. Senator Santorum?
Senator SANTORUM. Since I came in the middle of this, I apolo-

gize because I do not know what has been asked or what has not
been asked. But, in talking about this whole provision of limiting
to key man, the Senator from New Mexico talks about the problem
he has with people who used to work for a company who are no
longer employed, but then continue to be insured.

My understanding is that these programs are put in place at the
time to take out insurance for the purposes of funding some stream
of benefits. Is that correct?

Mr. JENNER. Often the case, although not in every case.
Senator SANTORUM. Not always, but that, ostensibly, at least the

people who have come to my office say that is what they use it for,
and that is the reason they are doing this.

Would it not create a great deal of complexity in trying to pro-
vide insurance if we kept dropping people who left the company?
Is there not an understanding that if you insure someone who may
have left the company, the issue is really not the person you are
insuring, it is really the concept of creating sort of a risk pool, if
you will? Is that not really what is going on here?

Mr. JENNER. To be honest with you, Senator, I think that would
be better addressed to the experts in the life insurance industry
who are more familiar with how the contracts themselves operate.
I do not know, to be honest, how complex it is to substitute people
in and out of policies.

Senator SANTORUM. I mean, that is sort of my understanding of
this. Again, maybe you are the wrong person to ask, but that was
the question that came to my mind. I think we might be trying to
tinker with making things a lot harder to do if we play around
with trying to undermine the insurability of this whole product.

But if you are not the person to ask that question, then I will
not ask if of you. Thank you.

Senator BUNNING. Senator Smith, do you have anything else?
Senator SMITH. No.
Senator BUNNING. No.
Senator Lott?
Senator LOTT. No.
Senator BUNNING. Thank you, Mr. Jenner.
Mr. JENNER. Thank you very much, Mr. Chairman.
Senator BUNNING. The next panel will please come. Ms. Davi M.

D’Agostino, General Accounting Office, Financial Markets and
Community Investment, accompanied by Daniel Meyer, Senior An-

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00020 Fmt 6633 Sfmt 6633 92437.000 SFINANC2 PsN: SFINANC2



17

alyst, U.S. Accounting Office, Washington, DC; Mr. Spencer Till-
man, Sports Analyst, Sugar Land, Texas; Hon. Frank Keating,
president, American Council of Life Insurers, accompanied by Stan-
ley B. Tulin, vice chairman and chief financial officer of The Equi-
table Life Assurance Society of the United States; Mr. Andrew
Pike, Professor of Law and Academic Dean, American University—
Washington College of Law, Washington, DC; and Mr. Robert
Plybon, president, Association for Advanced Life Underwriting,
Falls Church, Virginia.

Senator CONRAD. Mr. Chairman, might I take a moment on a
matter related to this question of drafting and the intention of the
amendment?

Senator BUNNING. Certainly.
Senator CONRAD. I appreciate the indulgence of the Chairman.
I might just say, members of this committee know that we typi-

cally offer amendments in this committee based on the concepts in-
volved and what the intent of the member is, and then our lawyers
draft the amendment.

I just want to make clear to my colleagues and to those who are
listening that what I provided the committee in terms of the intent
of the amendment is to require full notice and consent of all those
who would have policies written on their lives, with the exception
of the key man policies. That is the concept paper that we gave the
lawyers.

So, I just want my colleagues to know, and those who are listen-
ing to know, the absolute clear intent of the Conrad amendment is
to require written consent, informed consent. That will be before
we vote. We do not vote, typically, on the legal language. We give
that to our lawyers to translate what we provide in terms of intent.

Senator SMITH. Will the Senator yield?
Senator CONRAD. I just want them to know that is the case. I do

not want to have misled anyone with respect to that.
Senator SMITH. If the Senator would yield. Is it your expectation

then, your intention then, that your amendment would cover situa-
tions like Vicki Rice’s?

Senator CONRAD. Absolutely.
Senator SMITH. All right.
Senator CONRAD. When we had this discussion previously and we

had the amendment that I presented the committee, I think it
made very clear that written consent is required.

Senator BUNNING. Ms. D’Agostino?

STATEMENT OF DAVI M. D’AGOSTINO, GENERAL ACCOUNTING
OFFICE, FINANCIAL MARKETS AND COMMUNITY INVEST-
MENT, WASHINGTON, DC, ACCOMPANIED BY DANIEL S.
MEYER, SENIOR ANALYST, U.S. GENERAL ACCOUNTING OF-
FICE, WASHINGTON, DC

Ms. D’AGOSTINO. Thank you. Mr. Chairman, members of the
committee, I am pleased to be here before you this afternoon to dis-
cuss the preliminary results of GAO’s ongoing work on business-
owned life insurance done at the request of Senators Akaka and
Bingaman.

We use the term ‘‘business-owned life insurance’’ to include per-
manent, corporate-owned, bank-owned, and trust-owned life insur-
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ance that is held by employers on the lives of their employees.
Under these policies, the employers receive the death benefits.

Our preliminary information focuses on the uses and prevalence
of business-owned life insurance and, second, on Federal and State
regulatory requirements for, and oversight of, this insurance.

First, our work to date shows that no comprehensive data are
available on the uses and prevalence of these policies. We do know,
however, that some of the insurance is used to protect against the
loss of key executives, while some covers larger groups of employ-
ees and is used to fund current and future benefits.

All permanent business-owned life insurance receives tax advan-
tages, such as tax-free policy earnings and death benefit payments.
Neither Federal nor State regulators collected comprehensive data
on the uses and prevalence of business-owned life.

However, banks and thrifts reported some information to their
regulators if the cash surrender value exceeded certain thresholds,
and other institutions sometimes voluntarily provided information
on their policies.

Thirty-two hundred and nine banks and thrifts, about one-third
of the total, did report the cash surrender value of their policies at
$56.3 billion. Twenty-three of the top 50 reported holding $36.9 bil-
lion, or 66 percent of the total reported.

In addition, the SEC, Securities and Exchange Commission, did
not have a specific requirement that publicly traded companies dis-
close the value or uses of business-owned life insurance in their fil-
ings. Rather, SEC expected the companies to disclose any informa-
tion material to investors.

In this regard, some public companies, including insurers, did re-
port information on their holdings. Our preliminary review of the
annual 10(k) filings of 100 randomly selected Fortune 1,000 public
companies showed that 15 discussed owning these policies.

Eleven of the 15 cited their intended use, and most commonly
they cited the use of the insurance to fund deferred executive com-
pensation.

In addition, our review of financial statements from 32 of the 50
largest life insurance companies that filed 10(k)s showed that 9 re-
ported a total of over $3 billion in business-owned life insurance
premiums from their 2002 sales.

Also, three insurance companies reported the cash surrender
value of the business-owned life insurance policies they sold as to-
taling about $28 billion as of the end of 2002.

Neither IRS, nor State insurance regulators collected comprehen-
sive information on the value of, or the income from, business-
owned life insurance. As part of our work, we initially planned to
compile more comprehensive data on the prevalence and uses of
these policies.

We worked with representatives from six insurance companies
and the ACLI, who is here to talk with you today, to develop a sur-
vey. The industry cooperated in a survey pre-test and the associa-
tion offered to encourage members to participate in the survey. But
our pre-test results led us to conclude that we could not obtain suf-
ficiently reliable data to go forward with the survey.
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On my second point, the Federal and State regulators had guide-
lines or requirements applicable to business-owned life insurance,
but did not identify significant regulatory concerns.

As part of their safety and soundness oversight, Federal bank
regulators issued guidelines for banks and thrifts that buy this in-
surance. They also said that they have reviewed the holdings of
many financial institutions with significant amounts of this insur-
ance. They did not, however, identify major regulatory concerns.

As I mentioned earlier, SEC officials had told us that they rely
on public companies to disclose information material to investors in
their financial statements.

The IRS had some requirements related to the tax treatment of
business-owned life and is studying issues related to banks and
others who are indirectly borrowing to purchase these policies.

They are also studying whether selected banks with separate ac-
count policies, which are policies that allow them some investment
choices, are exercising excessive control over their investments.

State laws define insurable interest and consent requirements
and can differ by State, as previously testified. Our preliminary
analysis indicates that, at the end of July, 2003, more than 30
States required written consent, but most of these States exempted
group life insurance policies from those consent requirements.

Also, regulators in the four States that we contacted described
limited oversight of the policies. Their oversight involved reviewing
blank policy forms to ensure that they complied with the States’
notification, consent, and other requirements.

However, where applicable, the States did not determine whether
the amounts of coverage obtained were appropriate, nor did they
confirm that employers actually obtained employees’ consent when
taking out insurance on their lives.

State regulators said that they would investigate sales of policies
if they received customer complaints, but they told us that they
had received no such complaints.

Mr. Chairman, that completes my oral summary. I would be
happy to answer questions at any time.

Senator BUNNING. Thank you very much.
[The prepared statement of Ms. D’Agostino appears in the appen-

dix.]
Senator BUNNING. Mr. Tillman?

STATEMENT OF SPENCER TILLMAN, JOURNALIST, SUGAR
LAND, TEXAS

Mr. TILLMAN. Thank you, sir.
Mr. Chairman, members of the committee, my name is Spencer

Tillman. I am a businessman and analyst for CBS Sports out of
New York. I am here to offer my thoughts on the matter of cor-
porate-owned life insurance.

When my brother, Felipe died in 1992, his former employer,
Camelot Music, and its parent company CM Holdings, Incor-
porated, cashed in an insurance policy on his life, enriching them-
selves to the tune of $340,000.

In a similar case in which the courts found in favor of the
deceased’s family, IRS records presented as evidence detailed spe-
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cifically where those monies went. Here are the facts as it relates
specifically to my brother’s case.

That money was used to pay executives even more money. Felipe
had long since left that company, which raises a red flag con-
cerning CM’s ongoing insurable interest. I found, along with my
family, that it was particularly noteworthy the company’s own ad-
mission on the amount spent training employees in this low-level
position that my brother occupied was less than $500.

What is more, Felipe was not operating in a key executive posi-
tion. The policy on his life was unknown to him and/or our family.
This company, as many others today, used Felipe’s life as a means
to help the company boost its bottom line, a fact that myself and
my family finds callous and unethical.

The act of profiting from death and dying is unavoidable, but this
comprehensive employee life insurance tactic gambles with employ-
ees’ live to profit, hedging their bets rather than concentrating on
good management and sound business principles to turn a profit.

My take on this, ladies and gentlemen, is this practice is nothing
more than a sophisticated form of bounty hunting. Men and women
go to work, in effect, with a bounty on their heads. If they die from
whatever cause, the bounty flows to the coffers of corporations to
used as executives see fit. The difference is, workers are not guilty
of any crime here, and function in this context as a commodity to
be gambled and bartered.

Does it not seem possible that a business practice which propa-
gates the concept of employees as profitable, whether they are em-
ployed in working, or dead, would not result eventually in manage-
ment principles bordering on the unethical is a question I would
pose to everyone here today.

At the very least, an employee that has a price on their head
should at least know what that price is and, having agreed to have
that price placed there, be allowed to have a portion go to their
family should they die. And, last, they should be able to have the
insurance policy discontinued if their employment is discontinued.

I did not come here to rail against corporations or profits. As a
former NFL player, I know full well the meaning of fierce and vio-
lent competition. But there is more to sports and more to business
competition than the bottom line, ladies and gentlemen.

This issue is whether using humans’ death is a responsible
means to gain its moral position. I think it is unethical and im-
moral.

As we experience the fall-out of shareholder robbery by some of
the most once-respected corporations in this country, including the
financial community, executives are now headed to jail where they
belong. Many corporations are changing their operating procedures,
adopting—and I stress enforcing—a code of ethics while adhering
to a value system that sets an example of honesty and integrity.

What Felipe’s company did to him and our family, and what
some of America’s blue ribbon corporations institute every day in
the name of sound business practices, is nothing less than oper-
ating in the gutter.

What needs to be done is two-fold. The media should give these
neo-bounty hunters the scrutiny they deserve and bring these prac-
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tices to the attention of the public more extensively than they al-
ready have.

Second, Congress needs to pass legislation to put a stop to this
robbing of a disproportionately poor Peter to pay an already pros-
perous Paul. The same kind of oversight that was demonstrated
during the age of Enron needs to be implemented here. Not to do
so would be ethically questionable and morally untenable.

Thank you very much. If you have any questions, I would be
more than happy to answer them.

[The prepared statement of Mr. Tillman appears in the appen-
dix.]

Senator BUNNING. Mr. Keating?

STATEMENT OF HON. FRANK KEATING, PRESIDENT, AMER-
ICAN COUNCIL OF LIFE INSURERS, WASHINGTON, DC, AC-
COMPANIED BY STANLEY B. TULIN, VICE CHAIRMAN AND
CHIEF FINANCIAL OFFICER, THE EQUITABLE LIFE ASSUR-
ANCE SOCIETY OF THE UNITED STATES

Mr. KEATING. Mr. Chairman and members of the Committee,
thank you for having me here.

And let me say, as an Oklahoman, I am a big fan of Spencer Till-
man and loved when he played for the University of Oklahoma.
What happened to his brother was unacceptable and wrong. It is
the past. It is not prologue. It could not happen today, and cer-
tainly would not happen if the Conrad amendment were adopted.

Mr. Chairman, as the president and CEO of the American Coun-
cil of Life Insurers, this association represents nearly 400 life in-
surance companies, which account for the majority of premiums
written in the United States.

The products provided by the life insurance industry help both
families and businesses manage risk, as well as ensure a secure
means of providing funds for employers to use for the benefit of
their employees and their families.

On behalf of our member companies, I appreciate the opportunity
to discuss corporate-owned life insurance with you this morning.

As the committee realized, had the effective date of September
17 that was initially adopted, gone into effect, 20 percent of the
premiums written in the United States, $8 billion worth of com-
pany-owned life insurance, would have stopped. The sale of those
products would have stopped.

We are particularly appreciative of the efforts of the committee
in moving the effective date and in scheduling these hearings for
the purpose of further deliberation and education.

I am pleased to be joined here today by Stanley B. Tulin, to my
left, the vice chairman of The Equitable Life Assurance Society of
the United States. Stan is an actuary by training and has been
leading Equitable for 7 years, and has 30 years in the life insur-
ance industry.

With his broad-ranging experience, Stan will be able to assist
this committee in its inquiry by answering questions or concerns
relating to the issuance of corporate-owned life insurance policies
by his company.

Corporate-owned life insurance, or COLI, has been, in one form
or another, a fixture of American business since the early 1900’s.

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00025 Fmt 6633 Sfmt 6633 92437.000 SFINANC2 PsN: SFINANC2



22

Although COLI has been a part of American business for decades
and is thoroughly regulated by the States, we understand the inter-
est of the committee in looking at how COLI is currently being
used, and might best be used for all the people in the future.

Businesses currently use COLI for a variety of reasons: to ensure
against the loss of key employees; as a prudent and responsible
way to plan for the payment of future employee benefits for a broad
group of employees; to provide retirement plans as a way to attract
and retain valuable employees at all levels of a company; and to
provide employers a way to fund transition planning under buy/sell
agreements.

Now more than ever, we know that American businesses need
the stability and certainty of life insurance to provide for their em-
ployees and the future of their businesses.

As was recently noted in an article on pensions in The Wash-
ington Post, investors keep companies focused on keeping earnings
up and costs predictable. With the fluctuation of the stock market
and interest rates, costs are not predictable, and many companies
have found themselves making large cash contributions to the pen-
sion funds when they can least afford it.

Companies relying on COLI to pay employee benefits do not have
that fluctuation in the marketplace to worry about. They know that
they will have the funds to pay benefits, regardless of what the
stock market is doing. Businesses face economic pressures that are
driving them to look for affordable and reliable sources of revenue
to finance employee benefits rather than cutting them out alto-
gether.

We meet at an important time for our economy, because the need
for COLI to help employers continue to fund retirement and health
benefits for the employees of our national workforce and for their
families is greater now than ever. In the past year, costs for em-
ployer-sponsored health insurance rose substantially faster than
the overall inflation rate.

In addition, as the 76 million baby boomers look toward retire-
ment, the need for retirement savings is increasing. A bill is com-
ing due for our Nation’s employers, and I urge the Committee to
keep COLI in place as one of the most effective financial products
employers have to pay this bill.

COLI is an important asset of business to guard against the un-
certainties of life as it affects employees, whether on the job or in
retirement. It is appropriate that policymakers both facilitate and
oversee how we approach these responsibilities.

We welcome the effort to work with the Committee in making
sure that the COLI product remains available to businesses and
their employees, and that any limitations placed on the use of
COLI fit within current best business practices.

To that end, we strongly support the proposed effort by Senator
Conrad for the future of COLI. His amendment proposes appro-
priate and reasonable guidelines and limitations.

Finally, I would urge the Committee to review the recommenda-
tions of a study being conducted currently by the GAO. We have
met with the GAO representatives on a number of occasions and
have had frank and open discussions with them concerning COLI.
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While our member companies’ data systems do not have all of
the quantitative data that the GAO was seeking, we did share with
them a wide range of qualitative information, including how and
why employers use COLI to meet their business needs and how in-
surers make sure that State insurable interests and notice and con-
sent requirements are met.

Again, Mr. Chairman and members of the committee, thank you
for the opportunity to testify today. Both Stan Tulin and I look for-
ward to any questions that you might have.

[The prepared statement of Mr. Keating appears in the appen-
dix.]

Senator BUNNING. Do you have a statement or are you just there
to answer questions?

Mr. TULIN. I will just answer questions, Senator.
Senator BUNNING. All right.
Mr. Pike?

STATEMENT OF ANDREW PIKE, PROFESSOR OF LAW AND ACA-
DEMIC DEAN, AMERICAN UNIVERSITY—WASHINGTON COL-
LEGE OF LAW, WASHINGTON, DC

Mr. PIKE. Thank you, Mr. Chairman, members of the committee.
I appreciate the opportunity to appear before you today.

As a professor, I spend most of my time presenting hypothetical
questions to my students. Today I would like to do that with you,
but I will answer the questions that I raise.

I would like to ask the following. If the favorable tax treatment
of life insurance extended only to policies that benefitted individ-
uals or key persons in a business arrangement, would you support
an amendment that extends that treatment to the broad-based cor-
porate-owned life insurance that we are discussing today. I believe
the answer to that question would be no.

Why not? First, I believe that the life insurance industry has it
right in its marketing agenda. A lot of its advertisements state that
life insurance is for the living. I have never seen an industry adver-
tisement that says that life insurance is really a tax-free savings
vehicle that corporations can use to meet their business expenses.
It is not, and should not be.

I believe that when the favorable tax treatment accorded life in-
surance was enacted and endorsed over the years, people were
thinking about families and small business people. They were not
thinking about generalized funding vehicles.

Second, I believe that using tax benefits for these purposes, when
only life insurance arrangements and life insurance contracts can
generate the tax benefits, is irrational.

There are lots of different financial vehicles that can be used to
help pay for employee benefits. The financial services sector is very
creative. But only one financial vehicle, life insurance, gets tax-pre-
ferred treatment when it is used to pay for post-retirement medical
benefits, future medical costs and non-qualified deferred compensa-
tion costs.

If these needs of the businesses are so important, and that is a
determination for you to make, why not make these tax benefits
available to all financial services industry members? The life insur-
ance contract is not well-suited to meet these needs. The life insur-
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ance contract is very well-suited to meet the financial needs of the
survivor of a family earner.

The life insurance contract is also well-suited to meet the needs
of key person insurance arrangements.

The death benefits paid under a life insurance contract, however,
are paid out at the wrong time to meet that employee’s lifetime
benefits. Industry needs to pay for post-retirement medical benefits
when the employees are living, but the proceeds of the contracts
come in after the employee’s death. If you wanted a business to set
up a funding arrangement that was timed to meet the needs of the
benefit plans, this is the wrong financial contract to use.

If I were drafting the legislation and I were told that we needed
to create a vehicle to help industry pay for benefits, I would make
it available across the board in the financial services sector.

Finally, I believe, notwithstanding the legislation enacted in
1996 and 1997, that the broad-based COLI arrangements produce
tax arbitrage profits. Your hearings on tax shelters demonstrate
beyond question that large taxpayers, sophisticated taxpayers know
how to get high-quality advice to structure their arrangements to
produce substantial and unintended tax benefits.

The 1997 legislation had the correct design. The so-called BOLI
arrangements are discouraged because interest that is payable on
debt that is economically allocable to the life insurance contracts
is no longer deductible. I believe that extension of the BOLI rules
would take the tax arbitrage profits out of all COLI arrangements.
Then, if businesses wanted to use life insurance arrangements to
meet their future benefit needs, they could do so purely on the in-
vestment return, not the tax arbitrage profits.

Thank you.
[The prepared statement of Mr. Pike appears in the appendix.]
Senator BUNNING. Mr. Plybon?

STATEMENT OF ROBERT PLYBON, PRESIDENT, ASSOCIATION
FOR ADVANCED LIFE UNDERWRITING, FALLS CHURCH, VIR-
GINIA

Mr. PLYBON. Thank you, Senator. Good afternoon. I am Bob
Plybon. I am president of the Association for Advanced Life Under-
writing. AALU represents some 2,000 agents around the country
who do this type of business.

We are also today testifying on behalf of the National Association
of Insurance and Financial Advisors, NAIFA, and their approxi-
mately 250,000 advisors and their employees.

We see business-owned life insurance, what most folks are refer-
ring to as COLI, as a positive tool for both businesses large and
small to allow them to maintain and expand their employee benefit
programs.

Let me start out today by stating that business-owned insurance
appears to be fundamentally misunderstood. Stories in the media
have painted a picture that grossly misrepresents business-owned
insurance practices today.

I do not have the time in a very few minutes to clear away all
the smoke, but let me address a few of these misconceptions.

First of all, you have all heard the references to ‘‘janitor’s insur-
ance.’’ It is true that there were cases of hourly workers being in-
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sured in so-called leverage arrangements that were entered into
years ago. But in 1996 and 1997, as has previously been stated,
Congress took action and removed those arrangements. Typically,
business practice today is to only cover managerial and above em-
ployees.

You have heard of workers covered without their knowledge.
Pursuant to the laws in most States, the practice today is that
business-owned insurance programs cover only workers who con-
sent to be insured. AALU and NAIFA supports the effort being
taken by the National Association of Insurance Commissioners to
make consent requirements uniform nationwide.

You have also heard that business-owned life insurance is used
by companies simply as a means of generating profit. This is not
the case. Today, business-owned life insurance primarily is used ei-
ther as a means of ensuring business continuation after the death
of the business owner, or increasingly as a means of funding impor-
tant employee benefit programs.

I believe the debate in this committee over the past few weeks
has been helpful. It highlights the importance of business-owned
life insurance and its effect with employers to maintain and expand
employee benefits.

These include retiree health plans and deferred compensation
programs. All of these programs benefit a broad range of employ-
ees.

The State of New York, in approving legislation authorizing the
use of business-owned life insurance, expressly endorsed the use of
these types of funding arrangements. The legislature concluded, ‘‘it
was in the best interests of the working people of this State.’’

AALU, NAIFA, and other industry organizations have done our
best to clear up the confusion that has grown around the business
uses of life insurance. We have met with Senators and staff, we ex-
plained current industry practices.

We are now meeting with the General Accounting Office to pro-
vide information to be used in GAO’s forthcoming study on busi-
ness insurance. We are proud of what we do. We are proud of the
benefits that we are providing.

Let me turn, now, to the legislative proposals that have been ad-
vanced. Make no mistake. The amendment that was advanced by
Senator Bingaman would lead to an erosion of employer-based ben-
efit programs. Business-owned life insurance gives employers a
uniquely-suited tool by which to maintain and expand programs.

At a time when Congress is looking for ways to encourage retiree
health plans to promote retirement saving, we believe it would be
a grave mistake to take away a perfectly legitimate tool that com-
panies can use to provide these benefit programs.

AALU and NAIFA wish to eliminate even the perception of abuse
in this market. In that regard, we strongly support the amendment
that has been advanced by Senator Conrad.

It would allow life insurance to be used by businesses to fund
benefit programs where the individual covered by the policies were
salaried employees, where the covered individuals are provided
with advanced written notice and consent, and where the employee
participates in the benefit plan. Senator Conrad’s amendment codi-
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fies what are now the best practices we see today and would defi-
nitely rule out any perceived concerns.

I also want to express my deep thanks of AALU and NAIFA to
the Finance Committee for deciding to apply a date of enactment
as the effective date of this legislation. The September 17 effective
date that was initially adopted froze businesses’ efforts in this mar-
ket.

Now employers will be able to pursue implementation of benefit
plans without fear of being subject to adverse changes in the law.
Adoption of the Conrad amendment will reinforce these positive ef-
forts.

In closing, I would just say that I have seen first-hand how busi-
ness-owned life insurance is vital to employees and the companies
they work for. I strongly urge the committee to allow this crucial
benefit funding tool to continue. I will be glad to answer any ques-
tions.

[The prepared statement of Mr. Plybon appears in the appendix.]
Senator BUNNING. Thank you all for your testimony.
Senator Conrad?
Senator CONRAD. Thank you, Mr. Chairman. Thank you. All of

the witnesses, I think, were exceptionally good.
To Mr. Tillman, I would say, the amendment that I am advanc-

ing would address what happened to your brother. That should not
have happened. The amendment that I am advancing would pre-
clude that from happening to anybody else.

Mr. Tulin, perhaps you are the right one to answer this question.
As I see it, the fundamental difference between Senator Bingaman
and myself is a question of whether or not it makes sense to have
corporate-owned life insurance as one way of providing an incentive
to employers to provide benefits to their employees.

I think Senator Bingaman’s position, and he can certainly speak
for himself, is that it is an inefficient way, and I might even agree
with that.

The problem is, we do not have any mandate. Employers are not
required to provide benefits, health benefits, retiree benefits. We do
not have any requirement. We do not have any such requirement.
So, if we want to have employers provide benefits, we have got to
provide encouragement.

I think that is especially important in light of what is happening
elsewhere in Congress. The reason our Chairman and Ranking
Member are not here, is they are over working on a Medicare re-
form prescription drug plan which the Congressional Budget Office
has told us is going to lead to 37 percent of employers that cur-
rently have plans that provide prescription drug benefits, they are
going to drop them.

If we simultaneously eliminate corporate-owned life insurance as
an incentive to employers to provide employee benefits, we are
going to see a trend that is already under way that is very clear
across the country: employers are dropping plans left, right, and
sideways.

Senator Bingaman and I share a concern about what is hap-
pening to defined benefit plans. They are being dropped like hot
rocks, we know that, all across the country.

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00030 Fmt 6633 Sfmt 6633 92437.000 SFINANC2 PsN: SFINANC2



27

We know that if the prescription drug plan passes, that prescrip-
tion drug plans are going to be dropped. The Congressional Budget
Office says that 37 percent of employers that have them now are
going to drop them.

What can you tell us as to the ability of corporate-owned life in-
surance to provide an encouragement to employers to provide bene-
fits?

Mr. TULIN. I am going to try to answer the question, Senator,
from the perspective of why corporate-owned life insurance is a
very efficient and useful funding vehicle for these kinds of benefits
as opposed to trying to answer the question of the differences be-
tween you and Senator Bingaman on this topic.

I actually believe—and my training, 30 years or so of it have
proven to me—that corporate-owned life insurance is actually
uniquely useful in doing this. Senator Santorum made mention of
this earlier when he talked about how we fund based on expected
liabilities, which are, by definition, whether they are for retire-
ment, or death benefits, or retiree health care, or key man insur-
ance, they are unknown in nature and they are extremely long-
term. They go out over very long periods of time.

What do they have in common with life insurance? They have in
common with life insurance that the pay-out of those is very much
dependent upon the underlying mortality of the people.

That gives rise to two reasons why life insurance is a unique
funding vehicle. First, it allows you, when you have a large number
of people—more than one, certainly, and the more the better—to do
expected funding in exactly the same way, by the way, as a pension
plan would do expected funding, creating exactly the same kinds of
conflict, by the way. People who die young in pension plans get less
of the benefits than the people who live for long periods of time.

This same thing is true, by the way, with Social Security. With-
out getting into all of that on my first trip in this forum to Wash-
ington, the original construct of Social Security was exactly in the
form of an actuarially funded vehicle, where over time there would
be enough paid to ensure that the money was there to pay the re-
tirees.

That is exactly the way this works, so anybody who uses it has
to do an expected calculation of the liability and then figure out,
based on the people involved, how much life insurance they need
to fund that based on the underlying mortality of those people in-
volved. That is unique to life insurance.

As to the point that Mr. Pike made about the notion that it gets
the money there in the wrong time, in fact, I would tend to agree
much more with what Mr. Jenner from Treasury said. It actually
gets the money there at the right time.

If you look at, for instance, retiree health, we know that most of
the health insurance costs occur within the last year, and in fact
probably more likely the last six months, before death. Life insur-
ance proceeds obviously show up at death.

So, there is not perfect funding, but there is better funding with
life insurance than there is with any other kind of vehicle that we
can think of, and that is why it is used so often.

So, to answer your question, finally, I think it is unique. I think
it encourages the efficient funding of these benefits that I believe—
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but it is not important whether or not I believe it or not—that they
are important for public policy with an aging population and the
baby boom about to retire under-saved.

Senator BUNNING. Senator Bingaman?
Senator BINGAMAN. Thank you very much, Mr. Chairman.
Let me start by asking Ms. D’Agostino. I am concerned about the

existence of the consultants’ reports that GAO has been unable to
obtain. Senator Grassley said that he understands that there is a
COLI survey that was published by a consultant. It is available for
$7,000, but will only be sold to approved parties within the indus-
try.

Could you elaborate? Did you attention to obtain this? Do you
know about this?

Ms. D’AGOSTINO. Yes, Senator Bingaman, we did attempt to ob-
tain it. It is a CAST management consultant study. They have de-
clined to even allow us to buy it. It is only available to qualified
market participants. So, we have not had a chance to look at it to
determine what information was available to them versus us.

Senator BINGAMAN. Mr. Chairman, I will obviously raise this
with Chairman Grassley and Senator Baucus, but I think the com-
mittee should use its subpoena power if necessary. I do not see how
we can be expected to pass judgment on public policy issue when
the industry is denying us access to the information that is essen-
tial. So, I will raise that with the Chairman.

Senator BUNNING. That is a very good idea. Raise it with the
Chairman. [Laughter.]

Senator BINGAMAN. Let me ask Professor Pike a couple of ques-
tions here. I guess I am concerned that the underlying assumption
of a lot of the testimony, particularly from the industry representa-
tives here, is that these policies are being used by companies to
provide retiree health benefits.

Now, do we have any basis that you are aware of for concluding
that that is the case, or the extent to which that is the case? I as-
sume that there are some instances where some of the companies
that buy COLI policies are also providing retiree health benefits,
but I am skeptical about the extent of it.

Mr. PIKE. Well, what I have always heard is that these arrange-
ments are used to fund employee benefits much more broadly than
just retiree health. Specifically, I have heard they are used to fund
non-qualified deferred compensation arrangements which are not
health insurance arrangements at all, and benefits under these
plans are typically provided to senior management and executives
as opposed to a broad-based employee group.

I believe they can be used to pay for future health insurance
costs, retiree or non-retiree, or they can be used, to the extent they
save money in one place, to make funds available for any corporate
purpose. As was stated earlier today, money is fungible. Any tax
savings generates more funds for the taxpayer who saves the taxes.

Senator BINGAMAN. Let me ask. We have made a conscious policy
decision, as I understand it, in Congress not to provide a tax incen-
tive for companies to fund these deferred compensation plans for
top executives. I mean, if they want to do it, it is all right, but we
are not going to give you a tax break to do it. That has been the
policy, as I understand our general policy.
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Mr. PIKE. That is correct. In a qualified plan, funds that are set
aside to pay for future pension benefits accumulate tax-free and
are deductible when the amounts are contributed to the plan.

For a non-qualified plan, if a business sets money aside to pay
for those benefits, the income that is generated by those funds are
fully taxable. It is that accumulation phase where the different tax
treatment really is quite pronounced.

Senator BINGAMAN. And as I understand, the use of the COLI to
fund these deferred compensation plans is an exception to that.

Mr. PIKE. It operates as a exception. I am not sure that Congress
ever specifically focused on that.

Senator BINGAMAN. And there is nothing specific in the law that
sanctions it. There would be if we adopted the Conrad amendment.
For the first time, we would be sanctioning that.

Mr. PIKE. I believe that would be correct.
Senator BINGAMAN. But at the current time we do not sanction

it, because we do not think there is a public policy justification for
providing that tax-preferred treatment.

Mr. PIKE. That is correct. However, as was stated earlier, I be-
lieve that the tax benefits claimed under the COLI arrangements
are legal.

Senator BINGAMAN. Oh, I understand they are legal. But I am
just saying, we have never written into the tax law a tax pref-
erence for funds under these circumstances.

Mr. PIKE. Indeed, when Congress enacted Section 419 and Sec-
tion 419A, there was an express intent to limit tax benefits for
those funding arrangements.

Senator BINGAMAN. Let me ask Mr. Tillman a question. Senator
Conrad is correct in saying that his amendment would correct the
problem that was referred to by you in the sense that there would
have to be a consent given by your brother. There would have had
to have been, had his amendment been law, a consent given at the
time he took the job.

I guess my question is, how realistic is that? In the real world,
is that any kind of leverage on the part of the employee? I can re-
member the many jobs that I applied for. When I would go in for
a job and they said, all right, you got the job, now sign here, I
would sign anything they laid in front of me at that point.

I am just wondering, had your brother been advised that the
very same thing that did happen was going to happen, would that
have totally satisfied your concerns or do you think there is basic
unfairness in the company getting this pay-out from the insurance
policy when the family of your brother got nothing?

Mr. TILLMAN. Senator, I guess the best way to succinctly answer
that is, I am offended on a couple of points. First of all, prior con-
sent is certainly something that would appease me and my family,
and I know it would have appeased my brother, Felipe. Where the
money went, necessarily, is of concern.

But I think the chief issue is the fact that he was no longer in
the employ of the company. That is the biggest concern that I have
regarding this. I am not sure if that is answering your question
specifically. But, again, prior knowledge would have certainly satis-
fied that.
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Senator BINGAMAN. So your view is, once he left the company’s
employment, they should no longer be able to benefit from his
death.

Mr. TILLMAN. That is correct, Senator. And I might add that I
am in complete compliance with what has been mentioned here
today. In the spirit of political correctness, key person insurance as
opposed to key man insurance, I think, is something that is fair.

But, again, my brother Felipe was occupying a very low-level po-
sition in which, at the own admission of the company, they paid
less than $500 to train him for that position. I am not sure how
$340,000 is warranted. I think it is a very untenable position.

Senator BINGAMAN. Thank you, Mr. Chairman.
Senator BUNNING. Yes. Mr. Lott?
Senator LOTT. Thank you, Mr. Chairman.
Governor Keating, thank you very much for being here with us

today. I take it that, on behalf of the industry, you do support the
Conrad language. Is that correct?

Mr. KEATING. Senator Lott, we do. Let me, if I may, answer that
question in two pieces, really, as a response to Senator Bingaman
about this mysterious report. I do not know anything about this re-
port. This is a think tank report. It is not an industry report.

We will make every effort to get it, assuming we can, and pro-
vide it to the Committee. There is nothing to hide. We want all the
facts to be out because we think this is a very defensible product.

Second, in response to Spencer Tillman’s comment about the use
of these proceeds, what the Conrad amendment does is precisely
the right thing to do. Hourly workers cannot be covered, but hourly
workers can be benefitted. There has to be notice. There has to be
consent. It has to go for benefits. The life insurance sold has to
have a reasonable relationship to the package which is provided.

Lastly, if it can be done consistent with the tax laws, not to raise
ERISA problems, we have an insistence that there be a lock box
or some kind of secure mechanism where the company cannot use
the money for things other than employee benefits. We think that
is very fair.

Senator LOTT. All right. And you have no objection to the notice
to employees before they would be covered by the COLI policy? I
believe that Senator Conrad is suggesting that that be the case.

Mr. KEATING. Absolutely. As a matter of fact, I think what the
Senator said earlier about insisting on notice, advance notice and
opportunity to say no, is absolutely the way this product should be
sold.

Senator LOTT. How do you respond to GAO’s inability, they say,
to obtain data on COLI?

Mr. KEATING. Well, I am happy that the report did say that the
industry has been very cooperative. I know ACLI has been very co-
operative. I think the problem is that the data just simply has not
been assembled in the scientific fashion that they wish.

For example, the industry is like a manufacturing company. Say
that it is like a Ford or General Motors. They manufacture the
product. The sale of that product is done by the agents. The com-
pany does not know, nor would General Motors or Ford know,
whether a car was sold to be a limousine, whether a car was sold
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for a soccer mom, whether a car was sold for somebody to drive to
and from work.

What the industry does is manufacture the product, life insur-
ance, and the agents sell it. So, the information we have is largely
anecdotal. It is not scientific.

The anecdotal information is that these products are sold for de-
ferred compensation, they are sold for medical insurance, they are
sold for group life, they are sold for a whole variety of employee
benefits. But we do not have the specific hard evidence that an en-
tity like GAO would want, because they want specific hard, not an-
ecdotal, evidence. But we are certainly cooperating every bit we
can.

Mr. PLYBON. Senator, I might be able to shed a little bit of light
on this as well. AALU’s members probably sell 90 to 95 percent of
this product that is sold in the United States. We annually have
a meeting, and at that meeting is the sharing of ideas, and there
are seminars on exactly what is going on in our marketplace.

GAO made a request to come to our meeting. We opened the
doors for them to attend any session they wanted, and they at-
tended a great number of those sessions. So, I think any implica-
tion that the industry has been trying to hide the ball, if you will,
from GAO is just not true. We have tried to be helpful at every
turn to the GAO.

Senator LOTT. Mr. Tulin, I want to recognize you next. I think
I saw you wanting to respond to several things that Senator Binga-
man was asking about, so here is your opportunity.

Mr. TULIN. Thank you, Senator. First, before I go there, on the
issue of what the industry knows, I think the Governor’s analogy
is quite good. What we get on a COLI policy, generally—and we
manufacture some, not a whole lot, by the way, that we are aware
of at Equitable Life—is individual contract applications for life in-
surance, the same way that they come in in many other instances.

We can identify it as a COLI policy if it is big enough that it cap-
tures the attention of somebody and you can see that the premium
is coming from an institution. That is the kind of information that
we can provide in terms of getting estimates of this. We never get
anything that would show us how it is used, whether it is used for
retiree health, or deferred compensation, or executive benefits.

There, our experience, again, is that we do attend some of the
industry meetings, we know how the sales forces are selling it, but
we do not know exactly what portion of it is used for different
things.

With respect to, I guess, the comments that I was thinking about
as Senator Bingaman was questioning Mr. Pike, the only thing
that I would say I would want to emphasize, is I guess I would go
in two places. First, deferred compensation is really retirement sav-
ings. That is what it is about.

It is about employees who have an adequate amount of money
that they are willing not to take it all into income and pay the
taxes on it immediately, agree to defer it. They put it at risk and
they leave it to accumulate inside of company plans.

Those plans are commitments between the company and the em-
ployee, and then there is a question of how those plans are funded.
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The funding can be in any number of ways, but it is ideal to see
it funded in some way.

That is very different from qualified plans where, on a qualified
plan, the tax deduction and tax incentive occurs in the fact that
what is actually contributed for the employee is tax deductible. In
a deferred compensation plan, in fact, the employer gets no tax de-
duction at the point of deferral. In fact, it actually creates income
for the employer and he has to pay more tax, if you will.

The employee pays no tax at that point, but rather is taxed at
the point that the money comes out. And at that point, by the way,
that is the point where the employer gets a tax benefit or tax de-
duction.

COLI, used to fund that, again, is an efficient vehicle because,
along with funding the expected retirement benefits, it can also
fund survivor benefits and other death benefits, as well as, poten-
tially, retiree health.

The last point, if I could make one other point——
Senator BUNNING. You have made enough points. Thank you.
Mr. TULIN. Sorry. Sorry, Senator.
Senator BUNNING. Senator Santorum?
Senator SANTORUM. If you answer my question, then I will give

you the rest of the time to make your last point. [Laughter.]
I think the only question I do not feel comfortable has been an-

swered, is the one that I tried to pose earlier and the one that Mr.
Tillman has expressed some concern about. I think it has been par-
tially answered by the fact that no hourly workers will be covered
by this. But it has not been completely answered. If you have a sal-
aried employee who has left the business, why should they con-
tinue to be the subject of insurance?

And I asked that question to the improper person, so now I am
going to ask it to the proper person, as to why, from an insurability
point of view, do we need to continue to have policies written on
people who no longer work for the companies which the policy was
written for.

Mr. TULIN. Thank you, Senator. Clairvoyance, by the way, is
nothing I would have expected a Senator to have with respect to
an actuary, but that is where I was going.

Senator BUNNING. Particularly that one. [Laughter.]
Mr. TULIN. So that is where I was going with my last comment.

If you go back to the point that I was trying to make about the way
we would fund it actuarially, where we take the expected benefit
costs and project them out over a long period of time and then we
project, basically, the proceeds that would be coming out of the in-
surance, that is basically a contained equation or estimate that oc-
curs at the point of issue and periodically gets adjustment, but it
occurs at the point of the creation of the plan.

One thing we can predict with great certainty is death. We know
if we take enough people, we can project pretty well when they are
going to die. We do not know who, obviously, but we know when.

Senator SANTORUM. So the employer is basically not just willy-
nilly insuring everybody who comes in the door with a policy. They
are making sure they have the right mix of people who are being
insured so they have a predictable pay-out.
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Mr. TULIN. That is correct, Senator. And under the proposed
Conrad amendment, it forces the employer to do that.

Senator SANTORUM. It makes it harder.
Mr. TULIN. Well, it actually will enforce the employer to do it

right because it will force proportionality with respect to the bene-
fits. But one thing that will be necessary, is that those policies will
have to stay in force to the point of death because we cannot pre-
dict, at the point that the benefits are designed, when the employ-
ees are going to leave.

Senator SANTORUM. In fact, if, once someone left the employment
they could no longer be insured, this will not work. Is that right?

Mr. TULIN. That is what I am trying to say.
Senator SANTORUM. Because most people do not die when they

are employed. They die after they leave employment.
Mr. TULIN. And most of their health insurance is incurred at that

point, and most of the retirement needs are obviously incurred
after they leave employment.

Senator SANTORUM. So, it is vitally important that we continue
to insure people past the point of when they work for the company.
But the point that has been made here is that we need to get the
consent, and it only is non-hourly employees, and that that is sort
of the control to make sure that there are no abuses in place.

Mr. TULIN. Yes, Senator.
Senator SANTORUM. Thank you, Mr. Chairman.
Senator BUNNING. Senator Conrad?
Senator CONRAD. Mr. Chairman, I would like to make sure that

no misimpression is left. Senator Bingaman is suggesting that
somehow my amendment blesses something with respect to de-
ferred compensation that is other than what happens under cur-
rent law, and I do not think that is the case at all. Nothing in my
amendment liberalizes current law.

My amendment tightens current law. Under current law, death
benefits under COLI are tax-free. Under the Conrad amendment,
they are tax-free only if they meet certain requirements. Those re-
quirements are the ones that we have discussed, that there is pro-
portionality here.

I think Mr. Tillman said it well. I think one of the things that
offended him, and I would be interested to hear from him, is there
was a $345,000 benefit that was paid to the company. That was
very disproportional to the benefits that were offered his brother.
That would be offensive to me. My amendment says it has got to
be proportional.

Number two, there was no notice. Under my amendment, there
would be notice. Number three, I assume he was an hourly worker,
based on what Mr. Tillman described, so they could not have writ-
ten a policy on him at all under my amendment.

On the question of deferred compensation, under current law, de-
ferred compensation is deductible for the employer and taxable to
the employee when paid, right? That is an expense. So, it is a de-
ductible under current law. My amendment does not change that.

More important, I think, is just this fundamental question. This
is where the Senator and I have a difference. Does it make sense
to have an incentive to employers to provide employee benefits of
this kind?
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My conclusion is, because we do not have direct requirements, we
do not require employers to provide health care coverage, we do not
do that in this system. We do not have any requirement that em-
ployers provide retirement benefits. We have no such requirement.

We have other incentives, the qualified plans the Senator ref-
erenced. I can tell you, I had dozens of small business owners in
North Dakota say to me, they cannot go down that road because
it is so administratively complex.

One of the things I said to Senator Bingaman earlier today is,
I would be happy to work with him on that part of the equation.
I think we should make the qualified plans more accessible to em-
ployers.

But even with that, it seems to me it is a reasonable thing to
have an incentive for employers to provide benefits. They are dis-
appearing in the workplace of today. Retirement benefits are dis-
appearing. Pension plans are disappearing. Health plans are dis-
appearing.

At the very time we are here discussing this, in another part of
Congress they are talking about a health care plan that the Con-
gressional Budget Office has told us is going to, unfortunately,
push over 30 percent of employers who currently provide benefits
on health care to drop them. Boy, oh, boy. I mean, do we want to
put another nail in the coffin of employer-provided benefits to em-
ployees? My answer is no.

Senator BUNNING. Senator Bingaman, would you like to respond?
Then you will be the final responder.

Senator BINGAMAN. All right. Let me say a few things, and
maybe ask a question or two.

First, let me just say in response, it seems to me the industry
is trying to have it both ways here. On the one hand, they say, we
sell these products. We do not know what companies use them for,
and you cannot expect us to know that.

And then on the other hand they say, the justification for giving
us preferential tax treatment on these products is that they are
being used for all of these excellent purposes.

Nobody is willing to come forward and give us the information
to substantiate that claim. Industry says they do not have the in-
formation. GAO says they cannot get the information.

So, the whole discussion is taking place sort of on the assumption
that employers are taking this money, which can be used for any
purpose under the law, and using it for very beneficial purposes
that help their employees. We just do not have any basis for con-
cluding that.

And when you push industry on that point, they say we do not
have that information. You cannot expect us to have it. We do not
keep track of what people do with the proceeds from these policies.
So, it is a little hard for me to understand how we allow them to
have it both ways.

I think, if they can demonstrate that these policies, in fact, are
being used to provide employee health benefits, as Senator Conrad
is making reference to, clearly we want to see employees have re-
tiree health benefits. But I am not persuaded that a substantial
amount of the funds being provided through these policies ever
goes to that purpose.
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Let me just ask Governor Keating. As I understand the Conrad
amendment and the position of the industry, there should be no re-
quirement on an employer that they provide any particular pack-
age of benefits, any health benefits as a condition of buying COLI,
is there?

Mr. KEATING. No, Senator. But my understanding from the
Conrad amendment is that these funds, that is, the COLI proceeds,
cannot be used for general business purposes, which we fully em-
brace.

These funds have to be used for deferred compensation, for sup-
plemental pensions, for health care, for buy-sells, for key man poli-
cies, those things that COLI are used for. We fully embrace that.
We think that is the right reform.

I might also say, Senator, that the anecdotal information that we
are assembling—as I said, it is not scientific, it is more anecdotal—
I think is rather persuasive about how this has been used, and we
will share it with the Committee from this day forward. As this in-
formation comes in, we want to share it with the Committee be-
cause, again, we think we have a positive story to tell.

Senator BINGAMAN. Well, Senator Conrad’s amendment has this
provision that you have got to take the proceeds of these policies
and put them in trusts and use them for these purposes.

The spokesman for the Treasury Department, Mr. Jenner, says
that they are opposed to that. They think that is bad public policy.
They think that we should not try to nail that down. So, we are
sort of in a catch-22 here. Senator Conrad says it is a good thing
to do.

Senator CONRAD. Senator Conrad is in the catch-22.
Senator BINGAMAN. Yes. Senator Conrad says it is a good thing

to do. We want to be sure this is used for good purposes but, in
fact, it is too complicated to do, so therefore we are just going to
let them go ahead and get the tax benefit at any rate.

Mr. KEATING. We embrace the opposite of the Treasury position.
We think there ought to be a lock box mechanism that says this
is the purpose of these COLI proceeds, and this is the way these
COLI proceeds are to be used.

Now, if for some reason that would put in jeopardy other provi-
sions of the Tax Code such that we cannot view it as a trust, any
other vehicle would be fine with us as an industry, or just the flat
fiat that it only can be used for these purposes. Then, of course,
if they are not used for those purposes, arguably, they would be
fully taxable to the taxpayer.

Mr. PLYBON. I am the only one, Senator, in this room that actu-
ally markets this stuff and I would like to address that, if I may.

Senator BINGAMAN. All right.
Mr. PLYBON. Number one, Senator Conrad’s amendment, if you

forget the trust, requires that you cannot fund any more than the
present value of your liability.

Senator BINGAMAN. No. Present or future value.
Mr. PLYBON. Present value of future liabilities. But I think there

is a perception that people are out here buying this stuff because
it is highly profitable to the corporation. It is a very expensive
product.
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It is a product that, on a day-to-day basis, I am calling on cor-
porations and explaining to them that they have an obligation. It
is a liability that, under accounting rules, they have to post on
their books, and it is sound business to create an asset to bench-
mark against that.

What we are doing here, is saying, no, no, you cannot use this
asset, which means it is better off for the employee to have no
asset to go against that liability. The reality is, the corporation is
much more likely to have that benefit plan and to actually give the
employee the benefit if he has the money to pay for it.

The assertion has been made that money is fungible, and it is,
but it is true in every aspect of life. If you borrow money against
your house, nothing says that you cannot go buy tax-exempt bonds
with that money and that the U.S. Congress is going to let you de-
duct the interest.

But money is fungible. It does not require that you use the
money to buy another house. At some point in time you have got
to say, if he has got the liability and he has got the asset, that they
are matched up. That is what is happening.

Senator BINGAMAN. Let me ask one other question, Governor
Keating. You have indicated your industry is in favor of going
ahead and providing, as Senator Conrad intends to, that consent
be obtained from the employee when the policy is written. That
would include, I assume, notification as to the amount of insurance
being obtained?

Mr. KEATING. Yes, Senator. My understanding is that 42 States
require the consent now.

Senator BINGAMAN. Do any of them require that the employee be
advised of the amount of insurance being taken out on that employ-
ee’s life?

Mr. KEATING. Yes. Some do, some do not. We provided the Com-
mittee with an analysis of all 50 States. But we certainly agree, the
amount and the consent from the employee before the policy is
issued is certainly sound public policy.

Senator BINGAMAN. I will stop with that, Mr. Chairman. Thank
you.

Senator BUNNING. We are adjourned.
[Whereupon, at 4:03 p.m., the hearing was concluded.]

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00040 Fmt 6633 Sfmt 6633 92437.000 SFINANC2 PsN: SFINANC2



(37)

A P P E N D I X

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00041 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



38

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00042 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



39

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00043 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



40

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00044 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



41

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00045 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



42

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00046 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



43

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00047 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



44

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00048 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



45

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00049 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



46

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00050 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



47

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00051 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



48

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00052 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



49

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00053 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



50

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00054 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



51

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00055 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



52

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00056 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



53

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00057 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



54

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00058 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



55

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00059 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



56

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00060 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



57

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00061 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



58

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00062 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



59

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00063 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



60

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00064 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



61

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00065 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



62

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00066 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



63

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00067 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



64

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00068 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



65

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00069 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



66

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00070 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



67

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00071 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



68

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00072 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



69

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00073 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



70

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00074 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



71

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00075 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



72

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00076 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



73

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00077 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



74

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00078 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



75

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00079 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



76

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00080 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



77

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00081 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



78

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00082 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



79

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00083 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



80

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00084 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



81

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00085 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



82

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00086 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



83

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00087 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



84

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00088 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



85

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00089 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



86

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00090 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



87

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00091 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



88

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00092 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



89

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00093 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



90

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00094 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



91

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00095 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



92

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00096 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



93

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00097 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



94

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00098 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



95

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00099 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



96

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00100 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



97

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00101 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



98

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00102 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



99

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00103 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



100

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00104 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



101

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00105 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



102

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00106 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



103

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00107 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



104

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00108 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



105

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00109 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



106

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00110 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



107

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00111 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



108

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00112 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



109

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00113 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



110

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00114 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



111

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00115 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



112

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00116 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



113

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00117 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



114

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00118 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



115

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00119 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



116

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00120 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



117

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00121 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



118

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00122 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



119

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00123 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



120

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00124 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



121

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00125 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



122

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00126 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



123

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00127 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



124

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00128 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



125

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00129 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



126

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00130 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



127

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00131 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00132 Fmt 6601 Sfmt 6601 92437.000 SFINANC2 PsN: SFINANC2



(129)

COMMUNICATIONS

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00133 Fmt 6601 Sfmt 6621 92437.000 SFINANC2 PsN: SFINANC2



130

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00134 Fmt 6601 Sfmt 6621 92437.000 SFINANC2 PsN: SFINANC2



131

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00135 Fmt 6601 Sfmt 6621 92437.000 SFINANC2 PsN: SFINANC2



132

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00136 Fmt 6601 Sfmt 6621 92437.000 SFINANC2 PsN: SFINANC2



133

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00137 Fmt 6601 Sfmt 6621 92437.000 SFINANC2 PsN: SFINANC2



134

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00138 Fmt 6601 Sfmt 6621 92437.000 SFINANC2 PsN: SFINANC2



135

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00139 Fmt 6601 Sfmt 6621 92437.000 SFINANC2 PsN: SFINANC2



136

Æ

VerDate 11-MAY-2000 12:17 Apr 06, 2004 Jkt 000000 PO 00000 Frm 00140 Fmt 6601 Sfmt 5011 92437.000 SFINANC2 PsN: SFINANC2


