Notice of Proposed Rulemaking
and Notice of Public Hearing

Determination of Earned Premiums

REG-209839-96

AGENCY: Internd Revene Servie
(IRS), Treasuy.

ACTION: Notice of propose rulemak-
ing and notice of public hearing.

SUMMARY: This documeh contains
proposé regulatiors relating to the re-

quiremert that inswane companis

othe then life insurane companis re-

duce by 20 percen their deductiors for

increass in unearnd premiums This

requiremeh was enacte as patt of the

Tax Reform Act of 1986 The regula-
tions are necessar in orde to provide
guidane to nonlife insurane companies
tha are subjed¢ to the 20 percen reduc-
tion rule. This documen also contairs a
notice of a public hearirg on the pro-

poseal regulations.

DATES. Written commens mug be re-
ceived by April 2, 1997 Request to
spe& ard outlines of ord commens to
be discussel at the pubic hearing
scheduld for April 30, 1997 at 10:00
a.m mug be receiva by April 2, 1997.

ADDRESSES Send submissios to:
CC:DOM:CORPR (REG-209839-96),
room 5226 Internd Revene Service,
POB 7604 Ben Franklin Station Wash-
ington, DC 20044 Submissios may be
hard deliverel betwe@ the hours of 8
am and 5 p.m to: CC:DOM:CORP:R
REG-209839-96) Courig’s Desk In-
ternd Revene Service 1111 Constitu-
tion Avenwe NW, Washington DC. Al-
ternativey, taxpayes may submi
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commens electronicaly via the internet
by selecting the “Tax Regs$’ option on

the IRS Home Page or by submitting

commens directly to the IRS internet
site a http://www.irs.ustreas.gov/prod,
tax_regs/comments.htmlThe public

hearirg will be held in the Auditorium,

Internd Revene Servie Building, 1111

Constitution Avenite NW, Washington,
DC.

FOR FURTHER INFORMATION CON-
TACT: Concernirg the regulations Gary
Geisle, (202 622-3970 concerning
submissios and the hearing Evangelista
Leg (202 622-719 (nat toll-free num-
bers).

SUPPLEMENARY INFORMATION:
Backgound

A nonlife insurane companys unde-
writing income equab its premiums
earnel on insurane contracs during the
taxabk yea less its losses incurred and
its expenss incurred For taxabk years
beginnirg on or after Januay 1, 1993 a
companys premiuns earn& on insu-
ane contracs during the taxabk yea is
an amoun equa to the gros premiums
written on insurane contracs during the
taxabk yea, les retum premiuns and
premiuns paid for reinsuranceplus 80
percem of unearnd premiuns at the
erd of the prior taxabk yea, less 80
percet of unearnd premiuns at the
erd of the currert taxabk yea.

The gros premiuns written for an
insurane or reinsurane contrac is the
totd amoun chaged by the insurance
compaly for the insurane coverage
provided unde the contract including
amouns chaged coverirg the compa-
ny's expensse ard overhead Written
premiuns are generaly recordel for the
full term of coverag for the yea in
which the contrad is issued Upon re-
cording a written premium the company
establishe an unearnd premium liabil-
ity to refled the portion of the written
premium which relates to the unexpired
portion of the insurane coverage.

The term “‘unearnel premiuni’ his-
torically referra to the portion of the
gross premiuns written tha would have
to be returneal to the policyholde upon
cancellatio of the policy and tha was
in dired proportin to the unexpired
tem of the policy. See e.g, Buckeye
Union Casualy Co. v. Commissioner
448 F.2d 228 230 (6th Cir. 1971) aff'g
54 T.C. 13 20 n5 (1970) Cases and
rulings expande this definition to in-
clude premiuns paid for a future ben-
efit, the cog of which was fixed when



the policy was issuedSeeg e.g, Massa- 496. Rather than require a nonlife comien premiums for workers’ compensation
chusetts Protective Ass'n. v. Unitedpany to capitalize and amortize premiunpolicies and certain other casualty poli-
States 114 F.2d 304 (1st Cir. 1940); acquisition expenses, Congress reduceadles where the covered risk varies over
C.P.A. Co. v. Commissioner T.C. 912 by 20 percent the current deduction fothe policy term.
(1946) (nonlife company), acq. 1947-lunearned premiums. See section Prior to 1989, advance premiums
C.B. 1; Rev. Rul. 55705, 1955-2 C.B.832(b)(4)(B); 2 H.R. Conf. Rep. No.were required to be reported in written
280. But cf. Bituminous Casualty Corp.841, 1986-3 C.B. (Vol. 4) at 354-55; S.premiums and unearned premiums on
v. Commissioner 57 T.C. 58 (1971), Rep. No. 313, 1986-3 C.B. (Vol. 3) atthe annual statement for the year in
acq. in result1973-2 C.B. 1 (stating in 495-98; H.R. Rep. No. 426, 1986-3which the advance premiums were re-
dictum that “unearned premiums” had aC.B. (Vol. 2) at 668—70. This reductionceived. However, statutory accounting
substantially broader definition than then unearned premiums is sometimes reprinciples now permit advance premi-
one developed in the cases and rulingterred to as the “20 percent haircut.”ums to be accumulated in a suspense
cited above). The acceleration of income as a resulaccount and reported as a write-in liabil-
Prior to 1987, the increase in un-of the 20 percent haircut is intended tdty on the annual statement. A company
earned premiums during the taxable yedve roughly equivalent to denying currentelecting to use this alternative treatment
was deducted from gross premiumsleductibility for a portion of the pre- would not report advance premiums in
written in the computation of premiumsmium acquisition expenses. either written premiums or unearned
earned. For example, if a company on Congress intended the 20 percenpremiums on the annual statement until
September 1st issued a one-year firbaircut to apply to all amounts (otherthe effective date of the underlying
insurance policy with a premium ofthan life insurance reserves and titlecoverage.
$1,200, the company on that date wouldnsurance reserves) that were considered Statutory accounting principles also
record a gross written premium ofunearned premiums for Federal incomeequired a nonlife insurance company to
$1,200 and establish a $1,200 unearngdx purposes as of 1986. The Houseecord an estimated liability for payment
premium reserve. On December 31stReport states that “[a]ll items which areof return premiums under retrospectively
the company would have earned oneincluded in unearned premiums underated insurance policies (retro credits) as
third of the premium, $400, but would section 832(b) of present law are subjegpart of the unearned premium liability.
have an $800 unearned premium resentte this reduction in the deduction.” H.R. Estimates of additional premiums due
liability for the remaining eight months Rep. No. 426, 1986-3 C.B. (Vol. 2) atfrom insureds under these policies (retro
of coverage to be provided in periods669. In describing the House bill, thedebits) historically were not taken into
after the close of the taxable year. TheConference Report reiterates that “[a]llaccount except as an offset to the com-
subtraction of the full amount of un-items which are included in unearnedbany’s estimated liability for payment of
earned premiums from the gross writterpremiums under section 832(b) ofretro credits. Thus, retro debits were not
premium “generally reflect[ed]” the ac- present law are subject to this reductiopermitted to be shown as assets on the
counting conventions (often referred tan the deduction” and describes theannual statement, and generally were not
as “statutory accounting principles”) Senate amendment as “the same as thiecluded in written premiums prior to
used to prepare the annual statement fotouse bill, except that life insurancethe year in which the company billed
state insurance regulatory purposes. serves which are included in unearnethe policyholder for these additional
H.R. Conf. Rep. No. 841, 99th Cong.,premium reserves under sectiorpremiums. Beginning in 1988, however,
2d Sess. 11-354 (1986), 1986-3 C.B832(b)(4) are not subject to this reducthe NAIC permitted retro debits to be
(Vol. 4) 354; S. Rep. No. 313, 99thtion.” 2 H.R. Conf. Rep. No. 841, shown in an insurance company’s admit-
Cong., 2d Sess. 495 (1986), 1986-3986-3 C.B. (Vol. 4) at 354-55. Theted assets, subject to certain limitations.
C.B. (Vol. 3) 495; H.R. Rep. No. 426, Report’s description of the ConferenceélThe NAIC currently has under consider-
99th Cong., 1st Sess. 668 (1985)agreement states that the agreemeation a proposal that would require retro
1986-3 C.B. (Vol. 2) 668. “follows the Senate amendment” butcredits to be recorded as a write-in
A nonlife company generally deducts“provides special treatment of title in- liability on the annual statement, rather
expenses incurred in the taxable year isurance unearned premium reservedd.” than as part of unearned premiums. This
which the expenses are reported on thBee sections 832(b)(7) and (8) for theroposal would also permit retro credits
company’s annual statement. These exules applicable to life insurance andand retro debits to be taken into account

penses include premium acquisition extitle insurance reserves. either as adjustments to written premi-
penses attributable to unearned premi- Following the imposition of the 20 ums or as adjustments to earned premi-
ums. percent haircut on unearned premiumsjms for purposes of determining under-

In 1986, Congress determined that théhe National Association of Insurancewriting income on the annual statement.
combination of deferring unearned pre-Commissioners (NAIC) revised the A nonlife insurance company ordi-
miums and currently deducting premiumstatutory accounting principles used taarily reports the full amount of premi-
acquisition expenses attributable to unprepare a nonlife insurance company’sims provided in a casualty insurance
earned premiums under the accountingnnual statement. In general, thespolicy (including any deferred premium
conventions used to prepare a nonlifehanges permitted a nonlife company tanstallments) in written premiums and
insurance company’s annual statemerdefer recording written premiums and/omunearned premiums for the year in
resulted in a mismatch of income ando reduce the amount of unearned prewhich the policy is issued. However, for
expense. Congress decided to require miums reported on the company’s anworkers’ compensation policies and cer-
better measurement of income for Fednual statement. The affected items intain other casualty policies where the
eral income tax purposes. H.R. Rep. Nocluded advance premiums, additionatovered risk varies over the policy term,
426, 1986-3 C.B. (Vol. 2) at 669; S.premiums on retrospectively rated insursome but not all state insurance regula-
Rep. No. 313, 1986-3 C.B. (Vol. 3) atance policies, and the reporting of writ-tors permit written premiums to be
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recorded based on installment billings t@verview of Proposed Regulations Under section 832(b)(4)(A), an insur-
the policyholder. If the insurance com- ) ) ance company reduces the amount of
pany issues these policies throughout the The proposed regulations define QVOSCEross premiums written on insurance
year, and the premiums for the policied?"€MIUMS written, Teturn premiums, ancontracts during the taxable year by
are billed monthly, the portion of the Uneamed premiums for tax purposeseturn premiums and premiums paid for
total written premiums that would be The proposed regulations also provideeinsurance. Proposed § 1.832-4(a)(5)(i)
shown as unearned premiums is substafyles for determining when gross premidefines return premiums as amounts
tially smaller than would be the case ifYMmS written, return premiums, and un-paid or credited to the policyholdgr in
the written premiums and unearned pre(_earned premiums are taken into accourgccordance with the terms of an insur-
miums were determined based on thé! tax purposes. In this manner, theance contract, other than policyholder
entire policy term. The NAIC currently Proposed regulations ensure that itemgividends or claims and benefit pay-
has under consideration proposed guiUch as advance premiums and retrdnents. Thus, retumn premiums include
ance that would require the full amoun$SP€ctive premium adjustments ar@rr;ounts. ﬁa'd or credited to the policy-
of the premiums provided in all casualtytréated consistently for purposes of thfjé‘0 ‘éﬁ.r Wt'.t resgeﬁ tca{ endorsfements and
insurance policies to be reported 20 Percent haircut on unearned premiodincations of the terms ol coverage

. : UMS. of an insurance contract. Return premi-
written premiums and unearned premi- ums also include amounts returned or
ums on the effective date of the relateqeypjanation of Provisions credited to the policyholder on cancella-
coverage. tion of an insurance contract, including

Section 832(b)(1)(A) provides that a The starting point for determining athe unearned portion of any deferred or
nonlife insurance company’s income ighonlife insurance company’s premiumsuncollected premiums previously in-
computed on the basis of the underwrité@mned for tax purposes is the “grosgluded by the company in gross premi-
ing and investment exhibit of the annuaPrémiums written on insurance contractyms written and unearned premiums.
statement approved by the NAIC. Somgurlng the taxable year." Proposedrinally, return premiums include
companies assert that sectiors 1:832-4(a)(4)(i) defines “gross premi-amounts contractually required to be

832(b)(1)(A) limits application of the 20 ums written on insurance contracts” aSeturned to the ceding company under a

percent haircut to the amount of un_the total amounts charged by the insurreinsurance contract.

; n mpany for insuran ver. i i
earned premiums reported on the annu%] ce company fTor Insurance coverage The proposed regulations modify the

' nder insurance or reinsurance contractpeatment of retro credits under existing
statement. Under this approach, a coMsgeq or renewed during the taxablgaw for purposes of determining earned

pany that elects for annual stqteme ear. Thus, “gross premiums written” premiums. Since 1943, § 1.832—
purposes to report advance premiums gcjudes collected and uncollected pre4(a)(3)(ii) has provided that the liability
a write-in liability, to offset unearned miums. for return premiums under a retrospec-

premiums by (etro deblts,.o.r to mcIude Proposed 8§ 1.832-4(a)(4)(ii) ad-tively rated policy is included in a
deferred premiums on policies coveringyesses the treatment of retro debitsjonlife company’s unearned premiums
fluctuating risks in written premiums \ynich reflect estimates of additionalfor tax purposes. Although retro credits
only when billed to the insured, reducegyremiums to be received from the in-were included in unearned premiums in
the amount of unearned premiums subsyred or the reinsured based on th@986, these amounts are based on an
ject to the 20 percent haircut. insurance company’s loss experiencesured’s loss experience during expired
The existing regulations underduring expired coverage periods. Thusgoverage periods, for which the com-
§ 1.832-4(a)(2) state that “[tlhe under-retro debits represent additional grospany has already earned the premium.
writing and investment exhibit[,] . . . premiums written rather than offsets toFor this reason, proposed § 1.832—
insofar as it is not inconsistent with thethe unearned premium liability for unex-4(a)(5)(ii) provides that a nonlife com-
provisions of the Code will be recog-pired coverage periods. Treating retrgany’s provision for payment of a retro
nized and used as a basis for [computdebits as offsets to unearned premiumsredit generally is included in return
ing the net income of a nonlife insur-would reduce the acceleration of incomgremiums that reduce gross premiums
ance company].” However, the under the 20 percent haircut, and wouldvritten. However, proposed § 1.832-
regulations recognize that not all itemsallow some companies with retro debits4(a)(6)(iv) gives a company the option
of the exhibit “reflect . . . income as exceeding their unearned premiums ttéo include retro credits in unearned
defined in the Code.” Where statutoryreport a lesser amount of earned prempremiums to which the 20 percent hair-
accounting principles permit a companyums for Federal income tax purposesut applies.
to elect among alternative accountinghan for annual statement reporting pur- The proposed regulations provide tim-
practices, one or more of which do notposes. This result is contrary to theing rules with respect to when a com-
clearly reflect income as defined by theCongressional intent to accelerate thgany reports gross premiums written and
Code, the company is required for Fedrate at which premiums are earned founearned premiums for tax purposes.
eral tax purposes to use a method thaax purposes in order to correct theProposed § 1.832-4(a)(7) requires a
clearly reflects income. Section 446(b)mismatching of income and expenses onompany to report gross premiums writ-
and § 1.446-1(a)(2). Furthermore, arthe annual statement. Accordingly, proten with respect to an insurance or
accounting practice used on the annuaglosed § 1.832-4(a)(4)(ii) requires retraeinsurance contract for the earlier of
statement, although specifically man-debits to be included in gross premiumghe taxable year which includes the
dated by statutory accounting principleswritten regardless of the manner ineffective date of the contract or the
is not used for purposes of computingvhich the retro debits are reported ortaxable year in which all or a part of the
taxable income if that practice is incon-the underwriting exhibit of the annualgross premium for the contract is re-
sistent with the Code. statement. ceived. Thus, the company must report
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gross premiums written with respect toComments and Public Hearing § 1.832—-4 Gross income.

an insurance contract for the year in .
S yea Before these proposed regulations are (a) * * *
which it collects an advance premium.

L ) adopted as final regulations, consider- (3) Premiums earnedThe determina-

By requiring advance premiums 1o beyion il be given to any written com- tio$1 )of premiums earned on insurance
included in gross premiums written andents (a signed original and 8 copiesgontracts during the taxable year begins
unearned premiums, regardless of thgat are submitted timely to the IRS. Allwith the insurance company’s gross pre-
manner in which the advance premiumgomments will be available for public miums written on insurance contracts
are recorded on theT annual statemenfzspection and copying. during the taxable year, reduced by
the proposed regulations ensure that the A public hearing has been scheduledeturn premiums and ceded reinsurance
treatment of a nonlife insurance compafor Wednesday, April 30, 1997 in the premiums. Subject to the exceptions in
ny’s advance premiums conforms withAuditorium, Internal Revenue Servicesections 832(b)(7), 832(b)(8), and
the treatment of advance premiums of &uilding, 1111 Constitution Avenue NW, 833(a)(3), this amount is increased by
life insurance company under sectiorWashington, DC. Because of access re80 percent of the unearned premiums at
807(e)(7). strictions, visitors will not be admitted the end of the preceding taxable year,

The NAIC is considering proposedbeyond the Internal Revenue Buildingand is decreased by 80 percent of the
guidance that would require the prelobby more than 15 minutes before theunearned premiums at the end of the

mium for the entire term of a property N€aring starts. taxable year.

and casualty insurance contract to be 1€ rules of 26 CFR 601.601(a)(3) (4) Gross premiums writter()) In
recorded as written premium on the?PPly to the hearing. eneral.An insurance company’s “gross
effective date of the contract. The pro- Pe€rsons that wish to present Ort’ﬂlgremiums written on insurance contracts

posed NAIC guidance rejects the previCOmments at the hearing must submiguring the taxable year” are the total
ous NAIC position that permitted writ- Written comments by April 2, 1997 andamounts charged by the insurance com-
ten premiums for workers’ compensatiorsUPmit an outline of the topics to bepany for insurance coverage under in-
policies and certain other casualty polidiscussed and the time to be devoted tgurance or reinsurance contracts issued
cies where the covered risk varies ovefaCh topic (a signed original and 8or renewed by the company during the
the policy term to be recorded whenCOPI€S) by April 2,1997. taxable year.

billed. For this reason, the method of A period of 10 minutes will be allot- (i) pebits on retrospectively rated
reporting gross premiums written fort®d 0 each person for making cominsyrance policies. Gross premiums
workers’ compensation policies and cerMents. _ _written include an insurance company’s
tain other casualty insurance policies, AN @genda showing the scheduling Ostimate of the gross additional premi-
covering fluctuating risks is reserved inth€® Speakers will be prepared after thems to be received from the insured or

the proposed regulations. deadline for receiving outlines hasihe reinsured with respect to the expired
passed. Copies of the agenda will beotion of a retrospectively rated insur-
Proposed Effective Date available free of charge at the hearinggnce or reinsurance contract (retro deb-
Drafting Information its). The retro debits are reported for the

The proposed regulations are pro- o . _ taxable year in which the amounts can
posed to apply to the determination of The principal author of this regulationpe reasonably estimated based on infor-

premiums earned for insurance contracg  Gary Geisler, Office of Assistant mation used to compute the insurance
issued or renewed in taxable years bq_:hIEf Counsel (Financial |nStitUtiOﬂSCompany’5 loss reserves. An insurance
ginning after the date on which finaland Products). However, other personnelompany adjusts gross premiums written
regulations are published in tfeederal  from the IRS and Treasury Departmento reflect payments from the insured or

Register. participated in their development. the reinsured with respect to retro deb-
Special Analyses S A its, as WQII as changes in the estimate of
_ _ _ Proposed Amendments to the retro debits. _ _
It has been determined that this noticgkegulations (5) Return premiums-(i) In general.
of proposed rulemaking is not a signifi- ) _ Return premiums are amounts paid or
cant regulatory action as defined in Accordingly, 26 CFR part 1 is pro- credited to the policyholder in accor-
Executive Order 12866. Therefore, a&0sed to be amended as follows: dance with the terms of an insurance
regulatory assessment is not required. BART 1—INCOME TAXES contract, other than policyholder divi-
also has been determined that section dends or claims and benefit payments.

553(b) of the Administrative Procedure Paragraph 1. The authority citation forFor example, return premiums include
Act (5 U.S.C. chapter 5) does not applyart 1 continues to read in part asamounts returned or credited to the

to these regulations, and because tH@llows: policyholder based on modifications of
regulations do not impose a collection Authority: 26 U.S.C. 7805 * * * the terms of an insurance contract. Re-
of information on small entitles, the Par. 2 Section 1.832—4 is amendeturn premiums also include amounts
Regulatory Flexibility Act (5 U.S.C. as follows: contractually required to be returned to
chapter 6) does not apply. Pursuant to 1. Paragraph (a)(3) is revised. the ceding company pursuant to a
section 7805(f) of the Internal Revenue 2. Paragraphs (a)(4) and (a)(5) areeinsurance contract.

Code, this notice of proposed rulemak+edesignated as (a)(9) and (a)(10). (i) Credits on retrospectively rated

ing will be submitted to the Chief 3. New paragraphs (a)(4) throughinsurance policies.Except as provided

Counsel for Advocacy of the Small(a)(8) are added. in paragraph (a)(6)(iv) of this section,
Business Administration for comment on The additions and revisions read aseturn premiums include an insurance
its impact on small business. follows: company’s estimate of the gross liability
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for retum premiuns to be paid or

credited to the insured or the reinsured
with respet to the expired portion of a

retrospectivel- rated- insurane- or

reinsurane contra¢ (retro credits) The

retro credits are included in retum pre-

miums for the taxabk yea in which the

insurane companys liability to pay or

credi thee amouns can be reasonably
estimatel base& on information usal to

compue the companys loss reserves.
An insurane compaty adjust return
premiuns to refled paymens mack or

amouns credited to the insurel or the

reinsurel with respet to retro credits as
well as changs in the estimae of retro

credits.

(iii) Unpaid premiuns on cancelled
policies If an insurane contrat¢ is
cancelled an insurane compay in-
cludes in retum premiuns the unearned
portion of any deferrel or uncollected
premiuns previousy included in gross
premiuns written and unearnd premi-
ums.

(6) Unearna premiums—(i) In gen-
eral. The unearnd premium for an
insurane or reinsurane contrad¢ is the
portion of the gros premiuns written
which is attributabé to future insurance
covera@ to be provided unde the con-
tract An insurane compaly make an
appropria¢ adjustmenh to its unearned
premiuns for an insurane or reinsu-
ane contrac if the contrac is reinsured
with, or retrocedd to, anothe insurance
compary.

(ii) Specia rules In computirg “pre-
miums earn&l on insurane contracts
during the taxabk yea,” the amoun of
unearnd premiuns includes—

(A) Life insurane reserve (as de-
fined in section 816(b) but computel in
accordane with section 807(d));

(B) In the cag of a mutud flood or
fire insurane compaly describé in
sectiom 832(b)(1)(D (with respet to
contracs describé in that sectior) the
amourn of unabsorbé premium deposits
which the compaly would be obligated
to retum to its policyholdes at the close
of the taxabk yea if all its policies
were terminatel at tha time;

(C) In the cae of an interinsure or
reciproca underwriteé which repors un-
earne premiuns on its annué statement
net of premium acquisition expensesthe
unearnd premiuns on the companys
annua statemen increasd by the por-
tion of premium acquisition expenses
allocabk to thoe unearnd premiums;

1997-8- I.R.B.

(D) In the ca® of a title insurance
compavy, its discountel unearnd premi-
ums (computel in accordane with sec-
tion 832(b)(8)) and

(E) Amount treate as unearnd pre-
miums pursuah to the optiond treat-
mert provided in paragrap (a)(6)(iv) of
this section.

(iiif) Methal of determinig unearned
premiums If the risk of loss unde an
insurane or reinsurane contrad¢ arises
uniformly over the contra¢ period the
unearnd premium attributabé to the
portion of the insurane coverag which
has not expired is computel on a pro
rata basis If the risk of loss does not
arie uniformly over the contra¢ period,
the insurane compaly may conside the
patten or incidene of the risk in dete-
mining the portion of the gross premium
written which is attributabé to the por-
tion of the insurane coverag@ which
has not yet expired.

(iv) Option to include retro credits in
unearne premiums An insurane com-
pary may include retro credis in un-
eamed- premiums-~ under- sedion
832(b)(4 for its first taxabk yea begin-
ning after the dae on which final regu-
lations are publishal in the Federal
Register. Any compary exercisimg this
option mug apply it consistentl to all
retro credis with respet to retrospec-
tively rated insurane or reinsurance
contracs issua or renewe during the
taxabke yea and all subsequenyears.

(7) Methd of reporting gross premi-
ums written—(i) In general An insu-
ane compaly repors gros premiums
written with respet to an insurane or
reinsurane contrat¢ for the earlie of
the taxabke yea which includes the
effective dae of the contra¢ or the
taxabk yea in which all or a pat of the
gros premiun for the contra¢ is re-
ceived.

(i) Metha of reporting gross premi-
ums written on policies coverirg fluctu-
ating risks. [Reserved]

(i) Examples The provisiors of this
paragrap (a)(7) are illustrated by the
following examples:

Exampé 1. (i) IC is a nonlife insurane com-
pary which, pursuah to sectim 843 files its
returrs on a calenda yea basis On July 1, 1998,
IC issues a fire insurane policy to A, an indi-
vidual. The policy provides coverag for a one-
yea temm beginnirg on July 1, 1998 and ending
on Jure 30, 1999 The premiun provided in the
policy is $50Q which may be paid eithe in full
on the policy effective dak or in quartery install-
mens of $125 A selecs the installmert payment
option As of Decembe 31, 1998 the policy
issual to A remairs in force ard IC has collected

a totd of $250 of installmert premiuns from A.
Assurre IC has issual no othe policies.
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(i) For the taxabk yea endirg Decembe 31,
1998 IC repors the $500 premium provided in
A's policy in gross premiuns written unde section
832(b)(4)(A) IC al claims a reduction under
sectim 832(b)(4)(B for 80% of the $2%0 of
unearnd premiuns ($200 associaté with the
policy at the end of the taxabk yea.

Exampé 2. (i) The facts are the sanme as
Exampé 1, excep tha the tem of coverag for
the fire insurane policy issual to A begirs on
Januay 1, 199 and ends on Decembe 31, 1999.
On Decembe 15, 1998 IC receives $125 from A
and agres to appl this amount as the first
premium installmer due on the policy.

(i) Unde paragrahp (a)(7)() of this section IC
repors gros premiuns written for the policy
issuel to A for the taxabk yea in which the
advane premium is received Thus for the tax-
able yea endirg Decembe 31, 1998 IC includes
$50 in its gross premiuns written unde section
832(b)(4)(A) IC al claims a reductiom under
sectim 832(b)(4)(B for 80% of the $500 of
unearnd premiuns ($400 associaté with the
policy at the end of the taxabk yea.

(8) Effective date Paragraps (a)(3)
throuch (a)(7) of this sectin are appli-
cabk with respet to the determination
of premiuns earnel for insurane con-
tracs issual or renewe during taxable
yeass beginnirg after the dae on which
final regulatiors are publishel in the
Federd Register.

Michad P. Dolan,
Acting Commissioneof
Internd Revenue.

(Filed by the Office of the Federd Registe on
Decembe 31, 1996 8:45 a.m, ard publishel in
the isste of the Federd Registe for Januay 2,
1997 62 FR. 72)




