Section 832.—Insurance Company
Taxable Income

26 CFR 1.832—4 Gross Income.

Insurance companies premium sta-
bilization reserves A non-life-insurance
companys surplis does nat include
amouns$ held on behaf of a growp of
insured in a premiun stabilization re-
serve Rev. Rul. 70-480 revoked.

Rev. Rul. 97-5

Rev. Rul. 70-48Q 19702 C.B. 142,
provides tha amouns$ held by a nonlife
insurane compary in a ‘“‘stabilization
reserv€ funded with credis on retro-
spectivey rated term insurane contracts
are nat taken into accoun in determin-
ing the companys unearnd premiums
unde § 832(b)(4 of the Internd Rev-
enwe Code Rev. Rul. 70-48 concludes
tha stabilization reserve are nat un-
earnel premiuns becaue the credits
retaing by the insurane compaly to
fund the stabilization reserve cane into
being after the relevan risk periad ex-
pired ard thus were patt of the compa-
ny's earnel premiums Rev. Rul. 70—480
further states that the companys earned
premiuns less its coss and expenses
constitue patt of its surplus which is
availabk to pay policyholde dividends.
Rev. Rul. 70-48 thus treas the stabili-
zation reserve as partt of the companys
surplus.

Rev. Rul. 70-480s conclusion that
the stabilization reserve are pat of the
insurane companys surpls is errone-
ous The stabilization reserve are avail-

able to the policyholdes upon cancella-
tion of the term accidem and health
insurane contracts The nonlife insur-
ane compary at all times had a legal
obligation to retum the stabilization re-
serves to its policyholdes to the extent
tha the stabilization reserve were not
usal to purchas future coverage Thus,
stabilization reserve are not pat of the
nonlife companys surplus.

HOLDING

A non-life insurane companys su-
plus does nat include amouns held in a
stabilization resene of the type de-
scribad above.

EFFECT ON OTHER DOCUMENTS
Rev. Rul. 70-48 is revoked.

DRAFTING INFORMATION

The principd autha of this revenue
ruling is Gary Geisla of the Office of
the Assistan Chief Counsé (Financial
Institutiors and Products) For further
information regardiry this revene rul-
ing conta¢ Mr. Geislg on (202) 622—
3970 (nat a toll-free call).




