REV. PROC. 98-31
SECTION 1. PURPGCSE

Thi s revenue procedure provides the donestic asset/liability
per cent ages and donestic investnent yields needed by foreign life
I nsurance conpani es and foreign property and liability insurance
conpani es to conpute their mninmumeffectively connected net
I nvest ment i nconme under section 842(b) of the Internal Revenue
Code for taxable years begi nning after Decenber 31, 1996.
Instructions are provided for conmputing foreign insurance
conpanies’ liabilities for the estimated tax and install nent
paynments of estimated tax for taxable years beginning after
Decenber 31, 1996. For nore specific guidance regarding the
conput ati on of the amount of net investnent inconme to be included
by a foreign insurance conpany on its U S. incone tax return, see
Notice 89-96, 1989-2 C. B. 417. For the donestic asset/liability
per cent age and donestic investnent yield, as well as instructions
for conputing foreign insurance conpanies’ liabilities for
estimated tax and install nment paynments of estimated tax for
t axabl e years begi nning after Decenber 31, 1995, see Rev. Proc.
97-16, 1997-5 |.R B. 25.

SECTION 2. CHANGES

.01 DQOVESTI C ASSET/ LI ABI LI TY PERCENTAGES FOR 1997. The
Secretary determ nes the donestic asset/liability percentage
separately for life insurance conpani es and property and
liability insurance conpanies. For the first taxable year
begi nning after Decenber 31, 1996, the rel evant donestic
asset/liability percentages are:

117.3 percent for foreign life insurance conpanies, and
174.9 percent for foreign property and liability insurance
conpani es.

.02 DOVESTI C | NVESTMENT YI ELDS FOR 1997. The Secretary is
required to prescribe separate donestic investnent yields for
foreign |ife insurance conpanies and for foreign property and
liability insurance conpanies. For the first taxable year
begi nning after Decenber 31, 1996, the rel evant donestic
I nvestment yields are:

7.5 percent for foreign life insurance conpani es, and
5.9 percent for foreign property and liability insurance
conpani es.

.03 SOURCE OF DATA FOR 1997. The 842(b) percentages to be
used for the 1997 tax year are based on tax return data. For
recent years prior to 1997, the asset/liability percentage for
l'ife insurance conpani es was based upon annual statenent data
while the donmestic investnent yield was based upon tax return



data. Both the asset/liability percentage and the donestic

I nvestnent yield for property and liability conpani es have been
based upon tax return data for several years. The use of tax
return data provides asset/liability percentages that are nore
consistent wwth the donmestic investnent yield that is al so based
on tax return data. The tax return data needed to cal cul ate
asset/liability percentages have been avail able for several
years, however, the conversion fromannual statenent to tax data
had been del ayed until the tinme that the swtch was favorable to
taxpayers. Taxable year 1997 1is the first year since the

avai lability of tax-return based, asset/liability data that the
switch woul d be favorable to taxpayers. All percentages for
future tax years will be based on tax return data.

Wth regard to future updates of the section 842(b)
percentages, the Service is considering the use of statistical
sanpling techniques to collect data fromthe tax returns of
domesti c i nsurance conpanies. The sanpling techni que under
consideration is the same used to sel ect insurance conpany tax
returns in IRS Statistics Division’s Publication 16. Section 3
of that publication describes the sampling procedure. The
Service solicits comments addressing the use of this statistical
sampling technique to calculate the section 842(b) percentages
from tax data. Comments may be addressed to CC:DOM:CORP:R (Rev.

Proc. 98-31), Room 5228, Internal Revenue Service, POB 7604, Ben
Franklin Station, Washington, DC 20044. In the alternative,
comments may be hand-delivered between the hours of 8 a.m. and 5
p.m. to CC:DOM:CORP:R (Rev. Proc. 98-31), Courier's Desk,
Internal Revenue Service, 1111 Constitution Avenue, NW,
Washington, DC.

SECTI ON 3. APPLI CATI ON- - ESTI MATED TAXES

To compute estimated tax and the installment payments of
estimated tax due for taxable years beginning after December 31,
1996, a foreign insurance company must compute its estimated tax
payments by adding to its income other than net investment income
the greater of (i) its net investment income as determined under
section 842(b)(5), that is actually effectively connected with
the conduct of a trade or business within the United States for
the relevant period, or (ii) the minimum effectively connected
net investment income under section 842(b) that would result from
using the most recently available domestic asset/liability
percentage and domestic investment yield. Thus, for installment
payments due after the release of this revenue procedure, the
domestic asset/liability percentages and the domestic investment
yields provided in this revenue procedure must be used to compute
the minimum effectively connected net investment income.
However, if the due date of an installment is less than 20 days
after the date this revenue procedure is published in the
Internal Revenue Bulletin, the asset/liability percentages and
domestic investment yields provided in Rev. Proc. 97-16 may be



used to conpute the m ninmum effectively connected net investnent
i ncome for such installnent. For further guidance in conputing
estimated tax, see Notice 89-96.

SECTI ON 4. EFFECTI VE DATE

This revenue procedure is effective for taxable years
begi nni ng after Decenber 31, 1996.

DRAFTI NG | NFORVATI ON

The principal author of this revenue procedure is Roger M
Brown of the Ofice of the Associate Chief Counse
(I'nternational). For further information regarding this revenue
procedure, please contact M. Brown at (202) 622-3870 (not a
toll-free call), or wite to the Internal Revenue Service, Ofice
of the Associate Chief Counsel (International), 1111 Constitution
Avenue, NW Washi ngton, DC 20224, Attention: CC INTL:Br5, Room
4562.



