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Internal Revenue Code Section 7702 (“Section 7702”) 
spells out the conditions that must be met for a financial 
contract to be treated as tax-advantaged life insurance. 
Of particular relevance, Section 7702 sets limits on 
the amount of money that can accumulate under a 
life insurance policy, to attempt to prevent bad actors 
from setting up contracts that operate like standard 
investments but are treated as life insurance for 
preferential tax purposes.  

While admirable in intent, this original language in 
Section 7702, developed in 1984, relied on an interest 
rate environment that looks very different from today’s 
persistent, low interest rate world. Fortunately, via 
the Consolidated Appropriations Act, 2021, Congress 
has modified Section 7702 to better reflect current 
macroeconomic trends. In so doing, Congress has 
provided new opportunities for carriers, advisors, and 
certain policy owners.

A portion of Section 7702 set a minimum crediting rate 
of 4% that carriers could use when projecting future 
account face values. That, along with planned premiums a 
policy owner would contribute to the policy on an annual 
basis, set the lapse timeline for the policy. For Whole 
Life products, it affected projections on whether a policy 
would endow by age 100 (or 120 for newer products). A 
key component is that the total cash into the product is 
capped, and the premiums paid into the policy must be 
below a certain threshold.

When the actual crediting rate drops significantly, as it 
has in recent years, carriers are locked into the Whole 

Life products that were planned with a 4% return if 
the owner continues to pay the planned premium. 
The premium payments also cannot increase above 
the set contribution cap – if an interest rate drops by 
2%, the premium payment is still fixed by the prior cap. 
The impact to carriers makes the case for dropping the 
minimum interest rate that can be used in illustrating 
new products. If the minimum-allowed illustrated rate is 
more in line with recent lows in actual rates, some risk 
of strain from underperforming Whole Life policies can 
be mitigated. The changes to Section 7702 that passed in 
late 2020 and went into effect on January 1st do exactly 
this and allow carriers to illustrate products at a lower 
assumed crediting rate. 

The lowered minimum-possible illustrated rate also means 
a policy owner can contribute more money in premiums 
to the policy. Remember, for Whole Life policies the cap 
is based on the illustrated rate plus the planned premium. 
If the illustrated rate drops, the window for contribution 
widens. This can be a huge benefit for a policy owner 
who has purchased the product for cash accumulation. It 
gives the owner an opportunity to contribute more cash 
with the tax benefit afforded by the product.

While we’ve focused on Whole Life as an opportunity to 
outline a part of the impact of the Section 7702 change, 
other life products that have interest credits are also 
affected. Check out any of the references linked below 
for a broader discussion of the changes that went into 
effect.

7702 and You – Seize the Opportunity to Delight Your Policy Owners  2

Revision to the IRS tax code for illustration rates – 
what is it and why now?
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What does this mean for policy owners?

What does this mean for Agents and Advisors?

Owners with policies placed under new regulation would 
have a window to add more cash to the policy in the near 
term compared to older products. This will particularly 
benefit owners who:

• Have chosen a policy for its cash accumulation and 
have a policy that was placed under the prior minimum 
illustrated rates

• Have the benefit of time and expect the policy to remain 
in force long into the future

• Have the flexibility to contribute additional cash to the 
policy in the near term

Advisors who have clients with accumulation products 
will be able to discuss the benefits of new products 
and find opportunities for products that are a better 
fit when they exist. The most productive conversations 
will happen when the Agent or Advisor is armed with 
information before the discussion starts. 

Knowing the right client profile will make sure Advisors 
are spending time wisely with clients who are more 
likely to be interested in these new products. Finding 
the right client could be as simple as knowing their 
needs because there is an existing, active relationship 
between the Advisor and client. There also may be cases 
where the Advisor isn’t aware of which clients may have 
purchased products for their accumulation value. Or 
maybe a client exhibits behavior where their current 
policy coverage and payments suggest they could benefit 
from an accumulation product under new guidelines, but 
the client is unaware of the new legislation. In both cases, 
having up-to-date information about the clients’ current 
policies will help Advisors outline benefits for the client 
in a personalized manner, as well as enable Advisors to 

suggest new products that are tailored to each client’s 
need.

Advisors will also need to be aware of new products when 
they roll out. The adjustment to Section 7702 went into 
effect on January 1, 2021, but carriers will need time to 
both develop new products and get them approved. This 
process could take months and isn’t as simple as placing a 
product after the first of the year. As advisors are finding 
their clients who will benefit, they will also need to keep 
a close eye on when carriers have released new products 
into the market that take advantage of the tax code 
changes. 

Prepared with a list of the right clients, up-to-date 
information about their clients’ policies in a secure and 
centralized platform like Proformex, and knowledge 
of the new products as they roll out over the coming 
months, Advisors will be able to delight clients by showing 
personalized attention and opportunity brought forth 
by a recent regulatory change that individuals would 
otherwise not notice.

Disclaimer of Liability 

This white paper was prepared by Profromex in its own capacity. The opinions 
expressed are the author’s own and do not reflect the view of the IRS or any 
other government agency. 

Furthermore, the material and information herein is for general information 
purposes only. You should not rely upon the material or information as a basis 
for making any decisions for your own business or on your clients’ behalf. 

While we endeavor to keep information within our content and on our website 
up to date and correct, Proformex makes no representations or warranties 
of any kind, express or implied, about the completeness, accuracy, reliability, 
suitability or availability with respect to the website or the information, 
products, services or related graphics contained on the website for any 
purpose. Any reliance you place on such material is therefore strictly at your 
own risk.  
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