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. AGENCY: Internal Revenue Service
]L'J (IRS), Treasury.

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

th&‘SUMMARY: This document contains
.. proposed regulations relating to the defi
itshition of life insurance reserves. The
gogroposed regulations permit the taxpaye
di-or the IRS to recompute certain reserve
”iﬁ'if those reserves were initially computec
thgjr estimated on other than an actuarie
ull basis. The proposed regulations affec
ll- both life insurance companies and prop
engrty and casualty insurance companie:
o his document also contains a notice o
A a public hearing on the proposed regula
tions.



DATES: Written comments must be re- Two circuits have construed formertime with respect to which the reserves
ceived by April 2, 1997. Requests tosection 801(b)(1)(A), which was recodi-are computed, life, accident or health
speak and outlines of oral comments tdied as section 816(b)(1)(A) in 1984, tocontingencies, if such reserves were not
be discussed at the public hearingrevent reserves held with respect tonijtially computed in accordance with

scheduled for Thursday, April 17, 1997 life, annuity or noncancellable accidenthe requirements of section 816(b)-
at 10 a.m. must be received by Thursanq health po_licies but not computed O[1)(A).

day, March 27, 1997. estimated using actuarial tables from Proposed § 1.801-4(g)(2) provides

ADDRESSES: Send submissions to_quallfymg as life reserves. The IRS alsc{hat if the taxpayer or the Commissioner

CC:DOM:CORP:R (REG—246018—96):22§“32?£ g:atesltlifr?]atrgﬁelrj\;eiﬁg rglétsltjar?e}ecomputes reserves pursuant to
room 5226, Internal Revenue Service

. 1.801-4(g)(1), the reserves satisfy the
) . tables under former section 801(b)(1)~ ~ .
POB 7604, Ben Franklin Station, Washé%A)_ See e.g.Rev. Rul. 69-302 (1969—2 section 816(b)(1)(A) requirement that a

ington, DC 20044. Submissions may bg- g 186). The Claims Court, in con-life reserve be computed or estimated
hand delivered between the hours of 8 1o concluded that the statute arkSing actuarial tables and assumed rates
am. and 5 p.m. to: CC:DOM:CORP:R o 1ation do not necessarily require th@f interest. Assuming that these amounts
(REG-246018-96), Courier's Desk, N+ g rance company to compute its lifesatisfy the other requirements of section
ternal Revenue Service, 1111 Constituzoseres using actuarial tables, when &16(b), the recomputed amounts will be
tion Avenue NW, Washington, DC. Al- yiterent method results in reserves thagonsidered life insurance reserves under
ternatively, taxpayers may SubMityeasonanly approximate” actuarial re-section 816(b), and the recomputed re-
comments eIectro“nlcaIIy V|a”the Internetyqyes. serves will be included in both the
by selecting the “Tax Regs” option on “"poy " Ry 69-302 held that not onlynumerator and the denominator of the
the IRS Home Page, or by submitting, o e jite reserves required to be comreserve ratio test under section 816(a).
comments directly to the IRS Internet uted or estimated on the basis ofn addition, the reserves for such con-
siteat http://www.irs.ustreas.gov/prodhe .oqnized mortality or morbidity tablestracts will be taken into account under
tax_regs/comments.html.  The publicy 4 55sumed rates of interest, but thaection 807(c)(1) and will be used to
hearing will be held in the ComMISSION-osaryes for credit life insurance concompute a nonlife company’s unearned
er's conference room, room 3313, Intery,ot could not be retroactively recomremiums under section 832(b)(4).
nal Revenue Service Building, 1111,04 in a manner that would enable Proposed § 1.801-4(g)(3) provides
g%nstltutlon Avenue, NW, Washington,ihem to qualify as life reserves. Neithetthat for purposes of section 816(b)(4)
: of the cases cited in Rev. Rul. 69-302and § 1.801-3(i), which provide that the
FOR FURTHER INFORMATION CON- however, addressed the question ahean of the beginning and end of year
TACT: Concerning the regulations, Annwhether taxpayers or the Commissionefeserves will be used for purposes of
Cammack, (202) 622-3970; concerninglﬂd recompute reserves based on irsection 816(a), (b) and (c), the reserves
submissions and the hearing, Evangelist@rmation that was available at the encbn a life insurance, annuity or
Lee, (202) 622—7190 (not toll-free num-of the applicable taxable year. Twononcancellable accident and health con-

bers). subsequent cases came to opposite coflact must be recomputed for both the
~ clusions on this issue. beginning and the end of the year.
Background 816(a) was intended to distinguish bethat no information acquired after the

tween life and nonlife insurance compagate as of which the beginning of year
To qualify as a life insurance reservenies based on the nature of each comp@aserves were initially computed or esti-

for purposes of Part | of subchapter L ofny’s business, as measured by it$nated may be taken into account in
the Internal Revenue Code, a reserveeserves. This purpose is not achieveqecomputing those reserves under para-
must satisfy various requirements, inhowever, if a company that only issuegyraph (g)(1). It also requires that no
cluding the requirement in sectionlife insurance, annuity or noncancellablgnformation acquired after the date as of
816(b)(1)(A) and § 1.801-4(a)(1) that itaccident and health contracts can eleginhich the end of year reserves were
be “computed or estimated on the basiso be taxed as a nonlife company bypitially computed or estimated may be
of recognized mortality or morbidity failing to use mortality and morbidity taen into account in recomputing those
tables and assumed rates of interestfables and assumed rates of interest igserves under paragraph (g)(1).
Qualifying as a life reserve under seccomputing or estimating its reserves for The IRS is considering whether to
ti(_)n 816(b) has vgrious consequencesome of those contracts. issue guidance under section 816, in-
Life reserves are included in the nu'Explanation of Provisions cluding regulations regarding the defini-
merator and denominator of the reserve tion of “total reserves” under section
ratio test of section 816(a), which is Proposed § 1.801-4(g)(1) provide

used to determine when an insurancthat if an insurance company does no evising the regulations issued under
company is taxed as a life insurance&ompute or estimate its reserves fo[)rior law section 801. The IRS invites
companyunder Part | of subchapter Lcertain contracts on the basis of mortaléomments on this mafter
Increases in life reserves as defined iity or morbidity tables and assumed '

section 816(b) are taken into accountates of interest, then the taxpayer or theroposed Effective Date

under section 807(c)(1). In addition, lifeCommissioner may recompute those re-

reserves as defined in section 816(b) argerves on the basis of mortality or Proposed § 1.801-4(g) would be ef-
considered part of a nonlife company'smorbidity tables and assumed rates diective with respect to returns filed for
unearned premiums under sectiomnterest. This regulation will apply to taxable years beginning after the publi-
832(b)(4). reserves for contracts involving, at thecation of the final regulations.

16(c) as well as redesignating and



Effea on Otha Documents

The IRS will modify, clarify, or obso-
lete publicatiors as necessar to con-
form with this regulation as of the date
of publicaticn in the Federd Register
of the final regulations See e.g, Rev.
Rul. 69-3® (19692 C.B. 186) The
IRS solicits commens as to whether
othe publicatiors shoutl be modified or
obsoleted.

Speci& Analyses

It has been determind tha this notice
of proposeé rulemakirg is not a signifi-
cart regulatoy action as defined in EO
12866 Therefore a regulatoy assess-
mert is not required It aloo has been
determine tha sectiom 553(H of the
Administrative Procedue Act (5 U.S.C.
chapte 5) does not apply to these
regulations and becaus the regulations
do not impos a collection of informa-
tion on smal entities the Regulatory
Flexibility Act (5 U.S.C chapte 6) does
not appl. Pursuahto section 7805() of
the Internd Revene Code this notice
of proposé rulemakirg will be submit-
ted to the Chigf Counsé for Advocacy
of the Smal Busines Administration for
commen on its impad on smal busi-
ness.

Commerg and Public Hearing

Before thes proposé regulatiors are
adoptel as final regulations conside-
ation will be given to any written com-
mens (a signal origind and 8 copies)
that are submittel timely to the IRS. All
commens will be availabke for public
inspectiomn and copying.

A public hearig has been scheduled
for Thursdy, April 17, 1997 in the
Commissiongs conferene room, room
3313 Internd Revene Servie Building
a 10:00 a.m Becaus of acces restric-
tions visitors will not be admitted be-
yond the Internd Revene Building
lobby more than 15 minutes before the
hearirg starts.

The rules of 26 CFR 601.601(a)(3)
apply to the hearing.

Persos tha wish to preseh oral
commens at the hearig mug submit
written commens by March 27, 1997
and submt an outline of the topics to be
discussd ard the time to be devotal to
eath topic (a signed origind amd 8
copieg by March 27, 1997.

A periad of 10 minutes will be allot-
ted to eah persm for making com-
ments.

An agené showirg the schedulig of
the speakes will be prepard after the

deadlire for receivirg outlines has final regulatiors are filed with the Of-
passed Copies of the agend will be fice of the Federa Registe.
availabk free of chage at the hearing.
Michad P. Dolan,

Acting Commissioneof

The principd autha of this regulation Internd Revenue.
ISAnn B. Cammac_k Off'Pe of A_SS'S,tant (Filed by the Office of the Federd Registe on
Chig  Counsé (Financid Institutions pecembe 31, 1996 8:45 a.m, and publisha in
ard Products) Howeve, othe personnel the isste of the Federh Registe for Januay 2,
from the IRS and Treasuy Department 1997 62FR 71)
participatel in their development.

* * * * *

Drafting Information

Proposel Amendmeistto the
Regulations

Accordingl, 26 CFR patt 1 is pro-
poseal to be amendd as follows:

PART 1—INCOME TAXES

Paragrap 1. The authorily citation for
pat 1 continues to read in pat as
follows:

Authority: 26 U.S.C 780 * * *

Pa. 2. Sectim 1.8014 is amended
by addirg a new paragrap (g) to read
as follows:

§ 1.8014 Life insuran® reserves.

* * * * *

(9) Recomputatio of life insurance
reserves—(1) General If an insurance
compary does nhot compue or estimate
its reserve for contract involving, at
the time with respet to which the
reserve are computed life, accidet or
healh contingencies on the bask of
mortality or morbidity tables and as-
sumel rates of interest then the tax-
paye or the Commissione may recom-
pute reserve for those contracs on the
bass of mortality or morbidity tables
and assumd rates of interest.

(2) Effed of recomputation If re-
serves are recomputd pursuan to para-
grafh (9)(1) of this section the recom-
puted reserve satisfy the requirements
of sectio 816(b)(1)(A).

(3) Mean reserve For purposs of
section 816(b)(4 ard § 1.801-3(i) if
reserve are recomputd pursuan to
paragrap (g)() of this sectim for a
taxabk yea, the reserve mud be re-
computel for both the beginnirg and the
end of the taxabk yea.

(4) Subsequentl acqured informa-
tion. No information acquirel after the
dak as of which aresere was initially
computel or estimatd may be taken
into accout in recomputimgy that reserve
unde paragrap (g)(1) of this section.

(5) Effective date This sectim is ap-
plicable with respet to returrs filed for
taxabk yeas beginnirg after the date



