Year-End Updates to - Internal Revenue Code
(IRC) Section 7702

What is IRC Section 7702 and 7702A?

IRC Section 7702 sets forth tests to define whether a life insurance
contract may be treated as a life insurance contract for federal tax
purposes. Implemented in 1984, the tests were enacted to limit the
investment orientation of a life insurance policy. A life insurance contract
can satisfy Section 7702 either by the Guideline Premium Test (GPT) or
the Cash Value Accumulation Test (CVAT). Any policy that does not meet
one of the two actuarial tests under Section 7702 (GPT/CVAT) will lose the
favorable tax treatment of a life insurance policy. In 1988, Section 7702A
further clarified how cash value distributions beyond basis are to be taxed
if the policy is a Modified Endowment Contract (MEC).

IRC Section 7702 sets forth certain assumptions under the actuarial tests,
including the use of minimum interest rates that were prescribed in 1984,
when the statute was originally enacted, and interest rates were at record
highs. The interest rate assumptions used in the original Section 7702
guidelines to calculate the limits were set at 6% for GPT Single Premium
and 4% for CVAT/MEC and GPT Level Premium.

What is changing?

A change to the interest rate assumptions in Section 7702 was included in
the Consolidated Appropriations Act, 2021 (CAA 2021) signed into law
December 27, 2020, where the fixed minimum interest rates used to apply
the tests under Section 7702 were changed to a market-based rate called
the “Insurance Interest Rate” which is the lower of two alternative rates:
Section 7702 Valuation Interest Rate and Section 7702 Applicable Federal
Interest Rate.

Effective January 1, 2021, the insurance interest rate is defined as 2% and
may now be used to calculate adherence for the 2021 calendar year.
Beginning in 2022, the market-based rate calculation will take effect;
however, for 2022, the insurance interest rate has been calculated to be 2%.

The changes are for new sales and do not impact the calculations used for
policies issued prior to January 1, 2021.

Impact to AIG policies

We are in the process of
evaluating the potential
impact of these changes on
our product portfolio and
planning implementation
throughout 2021.

Stay tuned for additional
information on these
changes.
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Policies issued by American General Life Insurance Company (AGL), Houston, TX except in New York, where issued by The United States Life
Insurance Company in the City of New York (US Life). AGL Policy Form Numbers: ICC16-16760, 16760, 15442, ICC15-15442; AGL Rider From
Numbers: 15600, ICC15-15600, 13600-5, ICC18-18012, 18012, ICC16-16420, 16420, 15972, ICC13-13601, 13601, 07620, ICC14-14002, 14002,
ICC15-15992, 15992, 15997, ICC18-18004, 18004, ICC15-15990, 15990. USL Policy Form Number: 15646N; USL Rider Form Numbers: 17600N,
13601N, 14012N, 16420N, 14002N, 07620N, 15996N, 15274N, 15272N. Issuing companies AGL and US Life are responsible for financial obligations
of insurance products and are members of American International Group, Inc. (AlIG). Guarantees are backed by the claims-paying ability of the issuing
insurance company. Products may not be available in all states and product features may vary by state. Please refer to your policy. This material is
general in nature, was developed for education use only, and is not intended to provide financial, legal, fiduciary, accounting, or tax advice, nor is it
intended to make any recommendations. Applicable laws and regulations are complex and subject to change. Please consult with your financial
professional regarding your situation. For legal, accounting or tax advice consult the appropriate professional. © 2021. All rights reserved.
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What is the impact of these changes?

These changes will impact all life insurance policies issued on or after January 1, 2021. These changes will
generally allow for more premiums to be paid into permanent policies for the same death benefit without
triggering a life insurance test violation or a MEC violation. Said another way, the same premium amount will
result in a lower minimum non-MEC death benefit, effectively making some cash value accumulation
products more efficient in certain scenarios.
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