Section 809.—Reduction in amount” for any taxable year is theearnings rates taken into account under

Certain Deductions of Mutual amount equal to the product of (a) the lif@ 809 generally are determined by divid-
Life Insurance Companies insurance company average equity baseing statement gain from operations by the
for the taxable year multiplied by (b) theaverage equity base. For this purpose, the
26 CFR 1.809-9: Computation of the diéfietial “differential earnings rate” for that tax-term “statement gain from operations”
eamings rate and thescomputed diffential able yea The “differential earnings rate” means “the net gain or loss from opera-

earnings rate. for the taxable year is the excess of (a) thens required to be set forth in the annual

Mutual life insurance companies; ‘imputed earnings rate” for the taxablestatement, determined without regard to

differential earnings rate The dfferen- Yyear over (b) the “average mutual earnFederal income taxes, and . . . properly
tial earnings rate for 1997 and the reconings rate” for the second calendar yeaadjusted for realized capital gains and
puted dfferential earnings rate for 1996Preceding the calendar year in which thiosses. . . .” See § 809(g)(1) The term

are set forth for use by mutual life insurtaxable year beginsThe “imputed earn- “equity base” is defined as an amount de-
ance companies to compute their incom@gs rate” for any taxable year is theermined in the manner prescribed by reg-

tax liabilities for 1997. amount that bears the same ratio to 1618ations equal to surplus and capital in-
percent as the “current stock earningsreased by the amount of nonadmitted
Rev. Rul. 98-38 rate” for the taxable year bears to théinancial assets, the excess of statutory re-
“base period stock earnings rate.” serves over the amount of tax reserves,

This revenue ruling contains thefer- X ) hat. in th ¢ . h
ential earnings rate for 1997 and the re- Section 809(f) provides that, in the casthe sum of certain other reserves, and 50

computed diferential earnings rate for Of any mutual life insurance comparnf percent of any policyholder dividends (or
1996. Under § 809 of the Internal Reythe “recomputed dferential earnings other similar liability) payable in the fol-
enue Code, mutual life insurance compaﬁmoum” for any taxable year exceeds thiewing taxable yea Se= § 809(b)(2), (3),
nies use these rates in computing theflifferential earnings amount for that tax{4), (5) and (6). Section 1.809-10 of the
Federal income tax liability for taxable@Ple yea the excess is included in life in-Income Tax Regulations provides that the
years beginning in 1997This revenue Surance gross income for the succeedirgguity base includes both the asset valua-
ruling also contains the figures on whic{axable yea If the diferential earnings tion reserve and the interest maintenance
the determinations of these rates arg@mount for any taxable year exceeds theserve for taxable years ending after De-
based. Notice 98-19, 1998-13 I.R.B. 24e€computed dferential earnings amountcember 31, 1991.
contained tentative determinations ofor that taxable yeathe excess is allowed Section 1.809-9(a) of the regulations
these rates. as a life insurance deduction for the sugrovides that neither theftérential earn-
Section 809(a) provides that, in theceeding taxable yea The “recomputed ings rate under § 809(c) nor the recom-
case of any mutual life insurance comdifferential earnings amount” for any taxputed dfferential earnings rate that is
pary, the amount of the deduction allow-able year is an amount calculated in thesed in computing the recomputedfeti-
able under § 808 for policyholder div same manner as thefférential earnings ential earnings amount under § 809(f)(3)
dends is reduced (but not below zero) bgmount for that taxable yeaexcept that may be less than zero.
the “differential earnings amouht.Any the average mutual earnings rate for the For purposes of § 809, thefféirential
excess of the tferential earnings amountcalendar year in which the taxable yeagarnings rate for 1997 and the rate used to
over the amount of the deduction allowbegins is substituted for the average mwalculate the recomputedférential
able under § 808 is taken into account astaal earnings rate for the second calendaarnings amount for 1996 (the recom-
reduction in the closing balance of reyear preceding the calendar year in whicputed diferential earnings rate for 1996),
serves under subsections (a) and (b) tfie taxable year begins. and the figures on which these two rates
§ 807. The “differential earnings The stock earnings rates and mutualre based are set forthTable 1.

Rev. Rul. 98-8 Table 1
Determination of RateTo Be Used FoTaxabk Years
Beginning in 1997

Differential earnings rate for 1097 . . ... . . 0......
Recomputed diierential earnings rate for 1996 . . .. ... ... .. 0.....
Imputed earnings rate for 1996 . . . . . . .. 15.669 ..
Imputed earnings rate for 1997 . . . . .. . 13.813 ..
Base period stock earningsaat . . . . . ... ... 18.221
Current stock earnings rate for 09, . . . . . ... . 15.254
Stock earnings rate for 189 . . . . . ... 11.437.
Stock earnings rate for 199 . . . . . .. 17.087
Stock earnings rate for 169 . . . . . ... 17.238
Average mutual earnings rate for 599 . . . . ... 16.477
Average mutual earnings rate for 1996 . . . ... ... 16112. ..

August 10, 1998 4 1998-32 |.R.B.



DRAFTING INFORMATION

The principal author of this revenue
ruling is Katherine A. Hossofsky of the
Assistant Chief Counsel (Financial Insti
tutions and Products). For further infor
mation regarding this revenue ruling cor
tact Ms. Hossofsky on (202) 622-347
(not a toll-free number).



