Section 832.—Insurance comments regarding the proposed regul@ortion of the gross premium allocable

Company Taxable Income tions, those regulations are adopted as r® future insurance claims but also the
vised by this Treasury decision. portion allocable to the insurance com:
26 CFR 1.832—4: Gross Income. pany’s expenses and profit on the insur

Explanation of Revisions and
Summary of Comments

ance contract.

In 1986, Congress determined that de
ferring unearned premium income anc
T.D. 8857 Underwriting income currently deducting premium acquisition

o expenses attributable to unearned prem

A non-life insurance company’s under-;ms resuited in a mismatch of an insur
writing income equals its premiums,,ce company’s net income and expens
earned on insurance contracts during th@ongress decided to require a bette
taxable year less its losses incurred on iRs.asurement of net income for Feders

surance contracts and its expenses iﬂicome tax purposesSeeH.R. Rep. No.
Determination of Underwriting curred: Seesection 832(b)(3). To com- 456 1986-3 C.B. (Vol. 2) at 669; S. Rep

Income pgte premiums earn.ed, the company stantg, 313, 1986-3 C.B. (Vol. 3) at 496.
with the gross premiums written on iNSUrRather than defer the deduction for pre
AGENCY: Internal Revenue Service®Nce contracts during the taxable yeap,i,m acquisition expenses attributable

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

(IRS), Treasury. subtracts return premiums and premiumg, ynearned premiums, Congress re
_ _ paid for reinsurance, and makes an adjusji,ceq by 20 percent the adjustment fo
ACTION: Final regulations. ment to reflect the change in its uneamegcamed premiums. For taxable year

SUMMARY: This document contains Prémiums over the course of the taxablgeginning on or after January 1, 1993, -
final regulations relating to the determinaY€ar- Seesection 832(b)(4). This compu-p4_jife insurance company’s premiums
tion of underwriting income by insurance!@tion results in premiums being recogzarned is an amount equal to: (1) its
companies other than life insurance conf1iz€d in underwriting income over theg oss premiums written, less both returt
panies. In computing underwriting in-1€rm Of the insurance contract, rather thalire miums and premiums paid for rein-
come, non-life insurance companies ar the taxable year in which the premiumg,;rance: plus (2) 80 percent of unearne
required to reduce by 20 percent their dé'€ billed or received from the policy-premiums at the end of the prior taxable
ductions for increases in unearned premfolder. year, less 80 percent of unearned prem
ums. This requirement was enacted as Prior to 1987, 100 percent of the, g 4t the end of the current taxabls
part of the Tax Reform Act of 1986.¢hange in unearned premiums during theaor - section 832(b)(4). The accelera
These regulations provide guidance tfx@ble year was taken into account as gy, of income that is typically generated
non-life insurance companies for puriNCréase or decrease to written premiums, the 20 percent reduction of unearne
poses of determining the amount of un" cOmputing premiums earned. Thi,.emiums is intended to be roughly
earned premiums that are subject to the dfatment “generally reflect[ed]” the ac-gqivalent to denying current deductibil-
percent reduction rule. counting conventions (often referred Qu tor the portion of the insurance com-

) _as “statutory accounting principles”) ;5 nv's bremium acquisition expenses al
DATES: The regulatlons are effeCtlveused to prepare a non-life insuranc%cayblepto the unea?ned premiuprrSeeZ

January 5, 2000 company’s annual statement for state iy g “conf. Rep. No. 841, 1986-3 C.B.

FOR FURTHER INFORMATION CON- Surance regulatory purposeSee2 H.R. | 4) at 354-55; S. Rep. No. 313,
TACT: Gary Geisler, (202) 622-3970C0nf. Rep. No. 841, 99th Cong., 2d Ses§ggg_3 ¢.B. (Vol. 3) at 495-98; H.R.

(not a toll-free number) 11-354 (1986), 1986-3 C.B. (Vol. 4) 354,pap No. 426, 1986-3 C.B. (Vol. 2) at
S. Rep. No. 313, 99th Cong., 2d Sesggg_70.

SUPPLEMENTARY INFORMATION: 495 (1986), 1986—3 C.B. (Vol. 3) 495,

H.R. Rep. No. 426, 99th Cong., 1st Ses®ole of the annual statement

668 (1985), 19863 C.B. (Vol. 2) 668. _ . .
On January 2, 1997, the IRS publisheBecause unearned premiums are com- 1€ proposed regulations provide defi

in the Federal Registera notice of pro- puted on the basis of the gross premiunfitions of the items used to determine pre

posed rulemaking (REG—209839-96for an insurance contract, the amount df"'ums earned under section 832(b)(4

19971 C.B. 780 [62 F.R. 72]) proposinginearned premiums reflects not only thand timing rules for taking these items

: into account for Federal income tax pur-
amendments to the Income Tax RegulclFor this purpose, expenses incurred generally refegoses. The treatment provided in the prc
tions (26 CFR part 1) under sectior, pUrpose, exp 9 Y refeposes. p p

o the expenses reported on the company’s annyghsed requlations would applv reqardles

832(b) of the Internal Revenue Codestatement approved by the National Association %‘)the Clagss'f' ti tlir)]pé/ fg ¢
. . L ) Ifcaton or method ot report-

The IRS received a number of writterinsurance Commissioners (NAIC) and filed for state he i d .

comments on the proposed regulationinsurance regulatory purposes, less expensé3d the items used on an insurance corm

On April 30, 1997, the IRS held a publicncurred which are not allowed as deductions unddany’s annual statement.

hearing on’ the p;roposed regulationcsection 832(c). Seesection 832(b)(6). Expenses Several comments questioned whethe

g . ] incurred generally include premium acquisitionthere is legal authority to require an in-
After consideration of all written and oralexpenses attributable to unearned premiums %rance company to use a method to ca

insurance contracts.

Background




culate premiums earned for Federal inpremiums resulting from increases ircasualty insurance policy for the year in
come tax purposes that differs from theisk exposure during the effective periodvhich an advance premium is received.
method that the company is permitted tof an insurance contract; (2) amount®ther comments argued that since the
use to calculate premiums earned on isubtracted from a premium stabilizatiorpolicyholder may demand a refund of an
annual statement. As noted in the preeserve that are used to pay premiumagvance premium prior to the policy’s ef-
amble to the proposed regulations, thand (3) consideration for assuming infective date, the company should be per

existing regulations under surance liabilities under contracts not ismitted to treat an advance premium as :
§1.832-4(a)(2) state that the annuaued by the insurance company (that isiontaxable deposit until such time as cov-
statement “. . . insofar as it is not incona payment or transfer of property in arerage begins under the contract. Alterna

sistent with the provisions of the Code . assumption reinsurance transaction}ively, these comments urged that the
" will be recognized and used as a basiGross premiums written, however, da@ompany be permitted to report only the
for computing the net income of a nonfot include other items of gross incomedvance premium (rather than the entire
life insurance company. Also, if statu-described in section 832(b)(1)(C). Tagross premium for the contract) in gross
tory accounting principles permit alter-the extent that amounts paid or payableremiums written for the taxable year of
native practices, one or more of whichHo an insurance company with respect teeceipt, and to report the remainder of the
do not clearly reflect income as definecn arrangement are not gross premiunggoss premium for the taxable year that
by the Code, the company is required fowritten, the insurance company may noincludes the contract’s effective date.
Federal income tax purposes to use taeat amounts payable to customers witfihese comments also indicated that com
method that clearly reflects incomerespect to the applicable portion of sucpanies generally do not deduct the full
Section 446(b) and §1.446-1(a)(2). arrangements as losses incurred damount of premium acquisition expenses

scribed in section 832(b)(5). for the contract in the taxable year in

. . which they receive advance premiums.
Method of reporting gross premiums

The proposed regulations generally d&zitten In response to comments, the final
fine gross premiums written as the total regulations permit an insurance compan
amounts payable for insurance coverage The proposed regulations provide that {1t receives part of the gross premiurr
under insurance or reinsurance contract®n-life insurance company reports th&" @n insurance contract prior to the ef-
issued or renewed during the taxable yedull amount of gross premiums written for/€Ctive date of the contract to report only
The proposed regulations, however, dan insurance contract for the earlier of thi€ advance premium (rather than the
not address situations where the amountaxable year which includes the effectivdU!l @mount of the gross premium written
charged for insurance coverage magate of the contract or the year in whicfio! the contract) in gross premiums writ-
change due to increases or decreasesah or a portion of the premium for thel®n for the taxable year of receipt. The
coverage limits, additions or deletions ircontract is received. A variety of com-fémainder of the gross premium for the
property or risks covered, changes in loments were received with respect to thiisurance contract is included in gross
cation or status of insureds, or other simiapplication of this timing rule to insur-PréMiums written for the taxable year
lar factors. ance contracts with installment premiWhich includes the effective date of the

The final regulations define an insur-ums. In response to comments, the fin&gontract. This method of reporting gross
ance company’s “gross premiums writregulations provide a number of excepPf€miums written is available only if the
ten” on insurance contracts (which intions from the general rule with respect t§°MPany’s deduction for premium ac-
cludes premiums attributable towhen an insurance company reports groS&/iSition expenses attributable to the
reinsurance contracts) as amountgremiums written. contract does not exceed a limitation

payable for insurance coverage for the specified in the regulations, which is in-
effective periods of the contracts. Thé\dvance premiums tended to ensure that a company does nc

label placed on a payment in a contract \nger the proposed regulations, a no deduct premium acquisition expenses at

; Rtibutable to an insurance contract more
does not determine whether an amoufie insurance company that receives CI. - i
is a gross premiums written. The effecg . - - pidly than the company includes pre
> 8 gross p o _~ “portion of the premium for an insuranc&yjms for the insurance contract in its
tive period of a contract is the perlocﬁ

ontract prior to the effective date of th : ; ;
over which one or more rates for insur P gross premiums written. Companies tha

. contract includes the full amount of th ; ; )
ance coverage are guaranteed in the cofemium in gross premiums written fo?aOIOpt this method of reporting gross pre
tract. If a new rate for insurance COVelfhe taxable year during which the portiO,ZPrior to 1989, advance premiums were required to

age is guaranteed after the effective daEﬁ the premium was received be reported in written premiums and unearned pre

i i miums on a non-life insurance company’s annual
of an insurance contract, the making of geyera| comments addressed the tré&statement. However, statutory accounting principles

,the guarantee gener"_i”y is treated as ﬂ?ﬁent of advance premiums in the prowere later modified to permit advance premiums to
issuance of a new insurance Contra(aosed regulations. One comment erbe accumulated in a suspense account and reporte
with an effective period equal to the duyqsed the proposed treatment of advan@s @ Write-in liability on the annual statement. A
ration of the new quaranteed rate for in- . - L company electing to use this alternative treatment
surance coverage? ptretmtlums, nOtIngt. that I,t IS? [i)l’Opter undewoul(_J not report advance prgmiums ip either written

Under the final requlations. aross res atutory accounting principies 10 recortyremiums or unearned premiums on its annual state

, _ i reg » QTOSS Préhe fyll amount of gross premiums writterment until the effective date of the underlying cov-
miums written include: (1) additional

and expenses incurred with respect to erage.

Gross premiums written




miums written must use this method folyear insurance contract as a series afje not yet provided (such as deferred ar
all insurance contracts with advance preseparate insurance contracts. The firsincollected premium installments) in de-
miums. insurance contract in the series will béermining the amount of specified policy
treated as having an effective period odcquisition expenses required to be amo
12 months. Subsequent insurance cotized under section 848. The proposed
tracts in the series will be treated as havegulations do not provide special rules
The proposed regulations have no Sp‘i;,rjg an effective period equal _to thefo_r determining gross premiums written
cial rules for determining gross premiuméesser (_)f 12 moths or the remaln_der oﬁnth respect to contracts des<_:r|bed in sec
written with respect to accident and healtfN€ period for which the rates for insurtion 832(b)(7). Under the final regula-
insurance contracts. Several commenfCe coverage are guaranteed in th®ns, a non-life insurance company tha
indicated that the longstanding practice 0qnultlfyear insurance cont_ract. issues or reinsures _the rlsl_<s related to
insurance companies that issue accident This method of reporting gross precontract described in section 832(b)(7.
and health insurance contracts with infium written for a multi-year insurancemay report gross premiums written for the
stallment premiums is to include amoumgon_tract with i_nstallment premiums iscontract in the manner required fqr life in-
in gross premiums written for the taxabléva”able only_ if the co_m_p_any’s deducsurance companies under sec_tlons 8C
year in which the installment premium§'°n for premium acquisition expensesand 811. This method of reporting gros:
become due under the contracts. Thedtributable to the contract does not expremiums written for contracts describec
comments also stated that companies geﬁ:]eed the mgtching Iimitatio_n specified inn section 832(b)(7) is avz_iilabl_e only if
erally do not deduct premium acquisitiorjfh_e regulations. Co_mpanles that a_\dop_he company also de_tgr_mmes its deduc
expenses allocable to installment premf—h'_s method of rep_ortmg gross premiumsion for premium acquisition expenses for
ums not yet due or received with respeé’{’”tte” for a multi-year insurance con-the contracts in accordance with sectiol
dract must use it for all multi-year con-811(a), as adjusted by the amount re
tracts with installment premiums. quired to be amortized under section 84:
based on the net premiums of the cor
tracts. Thus, the final regulations ensur

pany that either issues or proportionally that the rules for determining premium in-
reinsures cancellable accident and health Some insurance companies that are ta§0Me and amortizing premium acquisi-
insurance contracts with installment preable under Part Il of Subchapter L issue dfo" €xpenses for contracts described i
miums to report the installment premiumseinsure risks relating to guaranteed re>€ction 832(b)(7) operate consistently
in gross premiums written for the earlienewable accident and health insurancinether the issuing company is a non-life
of the taxable year in which the install-contracts or other contracts that give ris'Surance company or a life insurance
ment premiums become due under th® “life insurance reserves” (as defined iff®MPany:
terms of thg contract or the thable year isect_ion 816(b)). For _these Companiesiiluctuating risk contracts
which the installment premiums are resection 832(b)(4) provides that unearned
ceived. This method of reporting grospremiums includes the amount of the The method of reporting gross premi-
premiums written for cancellable accidentompany’s life insurance reserves, as dedms written for certain insurance con-
and health insurance contracts with intermined under section 807. Howevelracts covering fluctuating risks is re-
stallment premiums is available only ifunder section 832(b)(7), the unearnederved in the proposed regulations. Som
the company’s deduction for premium acpremiums for contracts giving rise to lifecomments requested that the final regule
quisition expenses attributable to thosasurance reserves are not reduced by #&0ns not address the method of reportin
contracts does not exceed the matchirercent. Instead, an amount of otherwisgross premiums written for insurance
limitation specified in the regulations.deductible expenses equal to a percentagentracts covering fluctuating risks, not-
Companies that adopt this method of resf the net premiums for the contracts mushg that the method of recording gross
porting gross premiums written must usbe capitalized and amortized as specifiedritten premiums for these policies for
it for all cancellable accident and healtlpolicy acquisition expenses under sectioannual statement reporting purposes we
insurance contracts with installment pre8482 For purposes of determining thebeing considered by the NAIC as part o
miums. amount of specified policy acquisition ex-ts project to codify statutory accounting
penses under section 848, a non-life irprinciples. Subsequently, the NAIC is-
surance company computes net premiunssied guidance permitting an insuranc
for the contracts in accordance with seazompany for annual statement purposes |
The final regulations also provide ar}ic_)n 811(a). Seesection 848(d)(2). Thus, report writ_ten pr_emiums on workers’
exception with respect to the reportinq_‘”th respect to contrac_ts (_jescrlbed in secompensation pohqes (b_ut not on o_the|
of gross premiums written for a multi-4on 832(b)(7), a non—_hfe insurance compasualty contracts mvonmg “fluctugtlng
year insurance contract for which thepany.does nqt take mtol account unpa|dsI§§,” such as commerg!al autc.)r.noblle.h—
|premiums attributable to insurance coverability and product liability policies) ei-

gross premium is payable in instal : .

; ; ther on the effective date of the insuranc
ments over the effecpve peI’IOd'Of th€3Under section 848(e)(5), a contract that reinsures('aontract or based on installment biIIings
contract. Under the final regulations, éontract subject to section 848 is treated in the sane h licvhold B th
company may treat this type of multi-manner as the reinsured contract. to the policynolder. By contrast, with re-

Accident and health insurance
contracts

to accident and health insurance co
tracts.

In response to comments, the final regegniracts that give rise to life

ulations permit a non- life insurance coM;qrance reserves

Multi-year contracts with installment
premiums




spect to other types of casualty insurandective period of an insurance contractthe method of netting retro debits and
policies, the NAIC reaffirmed the general2) the unearned portion of unpaid premiretro credits as an adjustment to unearne
rule that gross premiums with respect tams for an insurance contract that is capremiums was required under NAIC ac-
these policies must be recorded on the aneled or for which there is a decrease ioounting rules, prior case law, and the
nual statement on the effective date of thesk exposure during its effective periodService’s published rulings interpreting
insurance contract. and (3) amounts that are either refundabl.832—-4(a)(3)(i)). These comments ar-

The final regulations do not permit aor that reflect the unearned portion of ungued that the enactment of the 20 percer
non-life insurance company to reporpaid premiums for an insurance contracteduction rule in 1986 did not authorize
gross premiums written for a fluctuatingarising from the redetermination of thethe Service to change the items includec
risk contract based on installment billinggpremium due to correction of posting otin unearned premiums, including the his-
to the policyholder. Rather, the final regother similar errors. torical treatment of retro debits and retro
ulations require a company generally to In addition, the final regulation pro-credits as part of unearned premiums
report the gross premiums written for thevides timing rules for the deduction of re-Other comments contended that retro deb
contract for the earlier of the taxable yeaturn premiums. If a contract is canceleds (but not retro credits) should be dis-
which includes the effective date of thehe return premium arising from that caneounted using the applicable discount fac:
contract or the year in which all or a porcellation is deducted in the taxable year itors for unpaid losses under section 846
tion of the premium for the contract is rewhich the contract is canceled. If there i¥hese comments argued that there is a d
ceived, with special rules for advance prea reduction in risk exposure under an inrect correlation between amounts reportec
miums, cancellable accident and healthurance contract that gives rise to a retutsy an insurance company as retro debit:
contracts, multi-year insurance contractpremium, such return premium is deand the company’s related liabilities for
and contracts described in sectiomuctible in the taxable year in which theunpaid losses and unpaid loss adjustmer

832(b)(7). The company reports any adreduction in risk exposure occurs. expenses. Therefore, the comments urge
ditional premiums resulting from an in- . ) that, to achieve proper matching of these
crease in risk exposure in gross premiunfg@trospectively rated insurance items, a non-life insurance company
written for the taxable year in which thecontracts should be permitted either to report retro

change in risk exposure occurs. Unless 1pq proposed regulations provide thajebits as a subtraction from unearned pre
the increase in risk exposure is of temp(ﬁross written premiums include an insurmiums or to discount the retro debits
rary duration, the company determine§ .o company’s estimate of additiona#'sing the applicable discount factors
the additional premium resulting from @remiums (retro debits) to be receivednder section 846 for the related line of

change in risk exposure based on the rgzip, regard to the expired portion of a retbusiness.

mainder of the effective period of the CONtospectively rated insurance or reinsur- Th_e treatment of retro debits Qnd retro
tract. ance contract. The proposed regulatior%ed'FS in the proposed re_gulat|0ns was
Return premiums also provide that return premiums inclug@'emised on the assumptions that retro

an insurance company’s estimate 0;,;pectively rated arrangements could qual

The proposed regulations define returamounts to be refunded to policyholderdy @s insurance contracts for tax pur-
premiums as amounts (other than policyretro credits) with regard to the expired®©S€S, and that all amounts payable unde
holder dividends or claims and benefiportion of a retrospectively rated insurSUch arrangements could be considered t
payments) paid or credited to the policyance or reinsurance contract. The prgl@ve been paid for insurance coverage
holder in accordance with the terms of aposed regulations, therefore, would mod! € final regulations provide that gross
insurance contract. Under the final reguify the treatment of retro credits undefPT€MiUMSs are amounts paid for insurance
lations, return premiums are amounts pre&1.832—4(a)(3)(ii) of the existing regula-cOvVerage. Similarly, unearned premiums
viously included in an insurance comdtions, which treat retro credits as un@nd return premiums only include
pany’s gross premiums written, which arearned premiums. At the option of thémounts included in gross written premi-
refundable to the policyholder (or the cedtaxpayer, however, the proposed reguld!ms- The final regulations also provide
ing company with respect of a reinsuranctions permit a company to continue to inthat retro credits are not included in un-
agreement) if the amounts are fixed by thelude gross retro credits (but not gros§amed premiums, and retro debits cannc
insurance contract and do not depend amtro debits) in the amount of unearnef}® Subtracted from unearned premiums
the experience of the insurance compamyremiums subject to the 20 percent redud-N€ final regulations do not permit
or the discretion of its management. Thition under section 832(b)(4)(B). amounts includable in gross premiums
rule incorporates a specific definition of A variety of comments were receivedVftten to be discounted, regardless of
policyholder dividends. with respect to the treatment of retro depNen such amounts are paid to the insur

The final regulations list a number ofits and retro credits in the proposed reg"c€ company. _ _
items which are included in return premilations. Most comments approved of the 'N€ final regulations do not provide
ums, to the extent they have previouslproposed rule to modify the treatment of"Y inference as to whether some or all o
been included in gross premiums writterretro credits in §1.832—4(a)(3)(ii) and, in-2 r€trospective arrangement can qualify &
These items include: (1) amounts that amtead, to permit retro credits to be ac2n insurance contract, or as to whether o
refundable due to policy cancellations ocounted for as part of return premiumsth® extent to which amounts paid or

decreases in risk exposure during the eSome comments contended, however, thBgyable to an insurance company with re



spect to a retrospective arrangement admes not vary significantly over the effecpursuant to this regulation. The timely du-
for insurance coverage. tive period of the contract, the unearneglicate filing requirement in section 6.02
premium attributable to the unexpiredf Rev. Proc. 99-49 also does not apply t
portion of the effective period of the con+this change. If the taxpayer’s method o
Several comments asked for clarificatract is determined on a pro rata basi€omputing earned premiums was an issu
tion of the treatment of premium stabiHowever, if the risk of loss under an in-under consideration (within the meaning
lization reserved. As noted below, the Surance contract varies significantly oveof section 3.09 of Rev. Proc. 99-49) or
final regulations provide that retro creditdhe effective period of the conj[ract, the inJanuary 5, ZOQOjoweve_r, then the audit
are not unearned premiums for Federal ifUrance company may C(_)ns!der the p_ap-rotechon rule in section 7.01 of Rev.
come tax purposes. Thus, retro credif?m and |nC|_dence of the risk in determlnProc. 99-49 d(_)es not apply to the_ tax
added to premium stabilization reserve'9 the _Eortlgln of g;]oss prerr_nu:jn Wh|phpayer’s change in method of accounting.
; are attributable to the unexpired portion .
e o oo ovimson! e effective period of he contract SPecal Analyses
also provide that amounts withdrawrProvided that the company maintains suf- ¢ has peen determined that this Treasur
from a premium stabilization reserve tdICi€nt information to demonstrate that itsyeision is not a significant regulatory ac-
pay premiums are included in gross prénethod of computing unearned premiumg,, 55 defined in Executive Order 12866
miums written for the taxable year inccurately reflects the pattern and inCirperefore, a regulatory assessment is n
which these amounts are withdrawn frong€nce of the risk for the insurance CONgequired. It also has been determined th:
the stabilization reserve for that purpose ract section 553(b) of the Administrative Pro-
cedure Act (5 U.S.C. chapter 5) does nc
apply to these regulations, and, becaus
Under the proposed regulations, théhese regulations do not impose on sma
The proposed regulations define un?eW rules apply to thg determination o€ntities a collection of inform_at_iqn require-
earned premiums as the portion of thBremiums earned for insurance contractment, the Regulatory Flexibility Act (5
gross premiums written that is attributabléss‘{edlor renewed during taxable yeand.S.C. chapter 6) does.n.o_t apply. 'I_'hgre
to future insurance coverage to be prot_)egmmng after January 6, 2000. Severdbre, a Regulatory Flexibility Analysis is
vided under an insurance or reinsurandg®mments requested that the regulatiom®t required. Pursuant to section 7805(f
contract. The final regulations generall;Perm't an insurance company to adgpt thef the Internal Rev_enue Code_, the notice ¢
retain the rules relating to unearned pré?®W rules for dete_rmmlng premlumsproposed rulemaklng preceding t_hese reg
miums. Consistent with the existing reg;aarned as a change in method of gccpumﬂanons was submitted to the Chief (_Zoun-
ulations under §1.801—4(a), the final regi"9 deemed mat_je with .the Comrmssmnsel fpr_ Adv_ocacy of the SmaII.Bu.smess
ulations provide that an insuranceer,s' consent, with audit protection forAdm|n|strat|qn for comment on its impact
company must exclude from unearne§'or years. These comments also urgezh small business.

remiums amounts attributable to the ndpat the insurance company be given the -
\F/)alue of risks reinsured with, or retro-OPtion of either implementing the changdrafting Information

ceded to, another insurance companif! method of accounting on a cut-off basis e principal author of these regula-

The final regulations also provide that un®" SPreading the section 481(a) adjustjons is Gary Geisler, Office of the Assis-

earned premiums do not include a liabiliyMeNts resulting from the change over g chief Counsel (Financial Institutions

established by an insurance company diffmber of years consistent with the Comsg products), IRS. However, other per

its annual statement to cover premium ddissioner's general administrative proceggnne| from the IRS and Treasury Depart

ficiencies. dures when a taxpayer files a request {ent participated in their development.
The proposed regulations provide thaq_hange a method of accounting under sec-

an insurance company may consider tHipn 446(e). Adoption of Amendments to the
incidence or pattern of the insured risks in In response to these comments, the finBegulations

determining the portion of the gross pref€gulations permit taxpayers to change

mium written that is attributable to the un{h€ir method of accounting for determin- s follows:
expired portion of the insurance coveragd?d Premiums earmned to comply with thé? '

The final regulations clarify that, if the final regulations under the automatiGarT 1 INCOME TAXES

risk of loss under an insurance contrac@nge in method of accounting provi- -
sions of Rev. Proc. 99-49, 1999-52 I.R.B. Paragraph 1. The authority citation for

In Rev. Rul. 97-5. 16671 C.B. 136, the Servic 725, subject to certain Iimitat_ions. A taxjpart 1 continues to read in part as follows
revoked Rev. RuL 70-480. 1970-2 C.B. 142 Whicﬁ)ayer makes the gutoma_mc changg in Authority: 2§ u.s.C. 7805 *okox

had held that amounts held by a non-life insurandethod of accounting on its Federal in- Par. 2. Section 1.832—4 is amended &
company in a premium stabilization reserve funde@0me tax return for the first taxable yeafollows:

by retro credits are not unearned premiums undégeginning after December 31, 199%he 1. Paragraph (a)(3) is revised.

section 832(b)(4). Rev. Rul. 97-5 reasoned that thggope limitations in section 4.02 of Rev. 2. Paragraphs (a)(4) and (a)(5) are re
assumption in Rev. Rul. 70-480 that stabilizations o~ 9949 do not apply to a taxpayergdesignated as paragraphs (a)(13) an

reserves are part of the insurance company’s surplus . . .
Was erroneous. automatic change in method of accountinfg)(14).

Premium stabilization reserves

Effective date and transition rules
Unearned premiums

Accordingly, 26 CFR part 1 is amendec




3. New paragraphs (a)(4) through (5) Method of reporting gross premi- premium does not exceed the limitation of

(a)(12) are added. ums writter—(i) In general Except as paragraph (a)(5)(vii) of this section. A
The additions and revisions read as foletherwise provided under this paragrapbhompany that reports an advance pre
lows: (a)(5), an insurance company reportmium in gross premiums written under
§1.832-4 Gross income. gross premiums written for the earlier othis paragraph (a)(5)(iii) takes into ac-

(@) *** the taxable year that includes the effectiveount the remainder of the gross premiurr

(3) Premiums earnedThe determina- date of the insurance contract or the yeavritten and premium acquisition expenses
tion of premiums earned on insurancé which the company receives all or dor the contract in the taxable year that in-
contracts during the taxable year begingortion of the gross premium for the in<ludes the effective date of the contract.
with the insurance company’s gross presurance contract. The effective date ok company that adopts this method of re-
miums written on insurance contracts durthe insurance contract is the date oporting advance premiums must use the
ing the taxable year, reduced by returwhich the insurance coverage provided bsnethod for all contracts with advance pre-
premiums and premiums paid for reinsurthe contract commences. The effectiveniums.
ance. Subject to the exceptions in se@eriod of an insurance contract is the pe- (iv) Exception for certain cancellable
tions 832(b)(7), 832(b)(8), and 833(a)(3)riod over which one or more rates for inaccident and health insurance contracts
this amount is increased by 80 percent glurance coverage are guaranteed in théth installment premiums If an insur-
the unearned premiums on insurance conentract. If a new rate for insurance covance company issues or proportionally
tracts at the end of the preceding taxablkerage is guaranteed after the effective dateinsures a cancellable accident anc
year, and is decreased by 80 percent of tlé an insurance contract, the making ofiealth insurance contract (other than ¢
unearned premiums on insurance corsuch a guarantee generally is treated aentract with an effective period that ex-
tracts at the end of the current taxablthe issuance of a new insurance contraceeds 12 months) for which the gross pre

yeatr. with an effective period equal to the duramium is payable in installments over the
(4) Gross premiums writtea(i) In tion of the new guaranteed rate for insureffective period of the contract, the com-
general Gross premiums written areance coverage. pany may report the installment premi-

amounts payable for insurance coverage. (ii) Special rule for additional premi- ums (rather than the total gross premiur
The label placed on a payment in a consms resulting from an increase in riskfor the contract) in gross premiums writ-
tract does not determine whether apxposure An insurance company reportden for the earlier of the taxable year in
amount is a gross premium writtenadditional premiums that result from arwhich the installment premiums are due
Gross premiums written do not includencrease in risk exposure during the efunder the terms of the contract or the yea
other items of income described in sedective period of an insurance contract ifin which the installment premiums are re-
tion 832(b)(1)(C) (for example, chargegyross premiums written for the taxableeived. An insurance company may
for providing loss adjustment or claimsyear in which the change in risk expoadopt this method of reporting installment
processing services under administrativeure occurs. Unless the increase in rigremiums for a cancellable accident anc
services or cost-plus arrangementskexposure is of temporary duration (fothealth insurance contract only if the com-
Gross premiums written on an insurancexample, an increase in risk exposurpany’s deduction for premium acquisition
contract include all amounts payable founder a workers’ compensation policyexpenses for the first taxable year in
the effective period of the insurance condue to seasonal variations in the policywhich an installment premium is due or
tract. To the extent that amounts paid drolder’s payroll), the company reportseceived under the contract does not ex
payable with respect to an arrangemetmtdditional premiums resulting from anceed the Ilimitation of paragraph
are not gross premiums written, the inincrease in risk exposure based on the ré)(5)(vii) of this section. A company that
surance company may not treat amountsainder of the effective period of the in-adopts this method of reporting install-
payable to customers under the applicaurance contract. ment premiums for a cancellable acciden
ble portion of such arrangements as (iii) Exception for certain advanceand health contract must use the metho
losses incurred described in sectiopremiums If an insurance company re-for all of its cancellable accident and

832(b)(5). ceives a portion of the gross premium fohealth insurance contracts with install-
(i) Items included. Gross premiums an insurance contract prior to the first daynent premiums.
written include— of the taxable year that includes the effec- (v) Exception for certain multi-year in-

(A) Any additional premiums resultingtive date of the contract, the compangurance contracts If an insurance com-
from increases in risk exposure during thenay report the advance premium (rathgvany issues or proportionally reinsures ar
effective’ period of an insurance contractthan the full amount of the gross premiunnsurance contract, other than a contrac

(B) Amounts subtracted from a pre-for the contract) in gross premiums writ-described in paragraph (a)(5)(vi) of this
mium stabilization reserve to pay for inten for the taxable year in which the adsection, with an effective period that ex-
surance coverage; and vance premium is received. An insuranceeeds 12 months, for which the gross pre

(C) Consideration in respect of assumeompany may adopt this method of remium is payable in installments over the
ing insurance liabilities under insuranceorting advance premiums only if theeffective period of the contract, the com-
contracts not issued by the taxpayer (suatompany’s deduction for premium acquipany may treat the insurance coverags
as a payment or transfer of property in asition expenses for the taxable year iprovided under the multi-year contract as
assumption reinsurance transaction).  which the company receives the advance series of separate insurance contract:



The first contract in the series is treated axceed able year in which the reduction in risk
having been written for an effective pe- (B) The ratio obtained by dividing theexposure occurs.
riod of twelve months. Each subsequergum of the amounts included in gross pre- (8) Unearned premiums(i) In gen-
contract in the series is treated as havimgiums written with regard to the insur-eral. The unearned premium for a con-
been written for an effective period equaince contract for the taxable year and préract, other than a contract described i
to the lesser of 12 months or the remainsious taxable years by the total grossection 816(b)(1)(B), generally is the por-
der of the period for which the rates fopremium written for the insurance contion of the gross premium written that is
insurance coverage are guaranteed in thmct. attributable to future insurance coverags
multi-year insurance contract. An insur- (viii) Change in method of reportingduring the effective period of the insur-
ance company may adopt this method @fross premiums.An insurance company ance contract. However, unearned prem
reporting premiums on a multi-year conthat adopts a method of accounting foums held by an insurance company witl
tract only if the company’s deduction forgross premiums written and premium acregard to the net value of risks reinsure
premium acquisition expenses for eachuisition expenses described in paragraphith other solvent companies (whether o
year of the multi-year contract does nofa)(5)(iii), (iv), (v), or (vi) of this section not authorized to conduct business unde
exceed the limitation of paragraphmust continue to use the method to repostate law) are subtracted from the com
(a)(5)(vii) of this section. A company thatgross premiums written and premium acpany’s unearned premiums. Unearne
adopts this method of reporting premiumsguisition expenses unless the companyremiums also do not include any addi:
for a multi-year contract must use thebtains the consent of the Commissiondional liability established by the insur-
method for all multi-year contracts withto change to a different method under seance company on its annual statement 1
installment premiums. tion 446(e) and §1.446-1(e). cover premium deficiencies. Unearnec
(vi) Exception for insurance contracts (6) Return premiums-(i) In general premiums do not include an insurance
described in section 832(b)(7)f an in- An insurance company'’s liability for re-company’s estimate of its liability for
surance company issues or reinsures thign premiums includes amounts previamounts to be paid or credited to a cus
risks related to a contract described iously included in an insurance company'somer with regard to the expired portion
section 832(b)(7), the company may regross premiums written, which are reof a retrospectively rated contract (retrc
port gross premiums written for the confundable to a policyholder or ceding comeredits). An insurance company’s esti-
tract in the manner required by sectionpany, provided that the amounts are fixethate of additional amounts payable by it
803 and 811(a) for life insurance compaby the insurance contract and do not deustomers with regard to the expired por
nies. An insurance company may adopgiend on the experience of the insurandgon of a retrospectively rated contract
this method of reporting premiums oncompany or the discretion of its manageetro debits) cannot be subtracted fron

contracts described in section 832(b)(7nent. unearned premiums.
only if the company also determines the (ii) Items included Return premiums (i) Special rules for unearned premi-
deduction for premium acquisition costsnclude amounts— ums For purposes of computing “premi-

for the contract in accordance with sec- (A) Which were previously paid andums earned on insurance contracts durin
tion 811(a), as adjusted by the amount réddecome refundable due to policy cancethe taxable year” under section 832(b)(4)
quired to be taken into account under setations or decreases in risk exposure duthe amount of unearned premiums in:
tion 848 in connection with the neting the effective period of an insuranceludes—
premiums of the contract. A companycontract; (A) Life insurance reserves (as definec
that adopts this method of reporting pre- (B) Which reflect the unearned portionin section 816(b), but computed in accor
miums for a contract described in sectioof unpaid premiums for an insurance cordance with section 807(d) and section
832(b)(7) must use the method for all ofract that is canceled or for which there i811(c) and (d));
its contracts described in that section. a decrease in risk exposure during its ef- (B) In the case of a mutual flood or fire
(vii) Limitation on deduction of pre- fective period; or insurance company described in sectio
mium acquisition expense#n insurance  (C) Which are either previously paid832(b)(1)(D) (with respect to contracts
company’s deduction for premium acquiand refundable or which reflect the undescribed in that section), the amount o
sition expenses (for example, commisearned portion of unpaid premiums for amnabsorbed premium deposits that thi
sions, state premium taxes, overhead r@surance contract, arising from the redezompany would be obligated to return tc
imbursements to agents or brokers, anérmination of a premium due to correcits policyholders at the close of the tax-
other similar amounts) related to an insuttion of posting or other similar errors.  able year if all its insurance contracts
ance contract is within the limitation of (7) Method of reporting return premi- were terminated at that time;
this paragraph (a)(5)(vii) if— ums An insurance company reports the (C) In the case of an interinsurer or
(A) The ratio obtained by dividing theliability for a return premium resulting reciprocal underwriter that reports un-
sum of the company’s deduction for prefrom the cancellation of an insurance conearned premiums on its annual statemel
mium acquisition expenses related to thiact for the taxable year in which the connet of premium acquisition expenses, th
insurance contract for the taxable yearact is canceled. An insurance companynearned premiums on the company’s ar
and previous taxable years by the totakports the liability for a return premiumnual statement increased by the portion ¢
premium acquisition expenses attributattributable to a reduction in risk exposur@remium acquisition expenses allocabl
able to the insurance contract; does neinder an insurance contract for the taxe those unearned premiums; and



(D) In the case of a title insurancensurance contract based on the effective period f§¢$125/$500 = 25%). Because IC’s deduction for
company, its discounted unearned prem‘i'—‘e contr.act. The _effective period of the i_nsurancpremium acquisitioh expenses allocable to the con.
ums (computed in accordance with SeCc_ontract is the period for which a rate for |nsurancﬁact_ excee_ds the limitation in pz_aragra_ph (a)(_5)(vn)
. Coverage is guaranteed in the contract. Although th# this section, paragraph (a)(5)(i) of this section re-
tion 832(b)(8))- insurance contract issued by IC has a stated term giiires IC to report the $500 gross premium in gross

(9) Method of determining unearneds years, a rate for insurance coverage is guarantegemiums written for the taxable year ending De-
premiums If the risk of loss under an in-only for a period of 12 months beginning with thecember 31, 2000. IC’s unearned premium with re-
surance contract does not vary Signiﬁc_:r:)ntra;:tt‘s ef;f\ecti\;e d?te andbleach anni(\jlgrsary d?;?gg to the contract Wa§ $5é)3())26(i§)(of)(t)(§cem2er 31

. . thereafter. Thus, for the taxable year ending Dece . Pursuant to section 4)(B), to deter-
Cantly over the effective pe_rlod of _theber 31, 2000, IC includes the $500 gross premiumine its premiums earned, IC deducts $400 ($500 »
contract, the unearned premium attributy, the 12 month period beginning with the con-.8) for the insurance contract at the end of the tax-
able to the unexpired portion of the effectract's effective date in gross premiums writtenable year.
tive period of the contract is determinedC’s unearned premium with respect to the contract Example 5 (i) IC is a non-life insurance com-
on a pro rata basis. If the risk of los¥as $25((;)ezs)(zf )Dece;jmber 31, 2000. Pursuantto scegany erlicr:j, pursuartl)t to section 843, files its returns
. s . tion 832(b)(4)(B), to determine its premiums earnedyn a calendar year basis. On August 1, 2000, IC is
V_arles S|gn|flcantly over the effective pe'IC deducts $200 ($250 x .8) for the insurance corsues a one-year cancellable accident and health ir
riod of the contract, the insurance COMgact at the end of the taxable year. surance policy to X, a corporation with 80 covered
pany may consider the pattern and inci- Example 3 (i) The facts are the sameEsam- employees. The gross premium written for the in-
dence of the risk in determining theple 1 except that coverage under the insurance cosurance contract is $320,000. Premiums are payabl
portion of the gross premium that is atlract begins on January 1, 2001 and ends on Decein-monthly installments. As of‘December 31, 2900,
tributable to the unexpired portion of ththeer f?r:;t ;28:; On _Decgmber 15, 2000, IC collect has collected $150,000 of installment premiums
] . . premium installment on the insurancéom X. For the taxable year ended December 31,
effective period of the contract. An inSUrontract. For the taxable year ended December 32000, IC has paid or incurred $21,000 of premium
ance company that uses a method of cormeoo, IC deducts $20 of premium acquisition exacquisition expenses related to the insurance con
puting unearned premiums other than theenses related to the insurance contract. IC'’s totahct. IC’s total premium acquisition expenses for
pro rata method must maintain sufficienPremium acquisition expenses, based on the insufie insurance contract, based on the $320,000 gros
. . .. .ance contract’s $500 gross premium, are $80. premium, are $48,000.
information to d_emonStrate that_ Its (i) Under paragraph (a)(5)(iii) of this section, IC  (ii) Under paragraph (a)(5)(iv) of this section, IC
method of computing unearned premiums yay elect to report only the $125 advance pre- may elect to report only the $150,000 of install-
accurately reflects the pattern and inCimium (rather than the contract's $500 gross prement premiums (rather than the $320,000 estimate
dence of the risk for the insurance conmium) in gross premiums written for the taxablegross premium) in gross premiums written for the
tract. year ended December 31, 2000, provided that ICtaxable year ended December 31, 2000, providec

(10) Examples The provisions of Ideductlon fo_r the premium acquisition expenses rehat its deductlor_1 for premium acquisition expenses

.lated to the insurance contract does not exceed th#ocable to the insurance contract does not excee
paragraphs (a)(4) through (a)(9) of thigmitation in paragraph (a)(5)(vii). IC’'s deduction the limitation in paragraph (a)(5)(vii). For the tax-
section are illustrated by the following ex-or premium acquisition expenses is within this limi-able year ended December 31, 2000, IC deduct:
amples: tation only if the ratio of the insurance contract's$21,000 of premium acquisition expenses related tc

Example 1 (i) IC is a non-life insurance com- premium acquisition expenses deducted for the tathe insurance contract, or 43.75% of total premium
pany which, pursuant to section 843, files its returngble year and any previous taxable year to the insuaequisition expenses for the insurance contract
on a calendar year basis. IC writes a casualty insu@nce contract's total premium acquisition expense$21,000/$48,000 = 43.75%). This ratio does not
ance contract that provides insurance coverage ford@es not exceed the ratio of the amounts included &xceed the ratio of installment premiums to the
one-year period beginning on July 1, 2000 and en@0ss premiums written for the taxable year and anyross premium for the contract ($150,000/$320,000
ing on June 30, 2001. IC charges a $500 premiufifevious taxable year for the contract to the tota 46.9%). Therefore, under paragraph (a)(5)(iv) of
for the insurance contract, which may be paid eithegross premium written for the contract. this section, IC may elect to report only $150,000 of
in full by the effective date of the contract or in (i) For the taxable year ended December 3linstallment premiums for the insurance contract
quarterly installments over the contract’s one yea#000, IC deducts $20 of premium acquisition ex{rather than $320,000 of gross premium) in gross
term. The policyholder selects the installment payPenses related to the insurance contract. This dedyremiums written for the taxable year ending De-
ment option. As of December 31, 2000, IC collectedion represents 25% of the total premium acquisitiosember 31, 2000.
$250 of installment premiums for the contract. expenses for the insurance contract ($20/$80 = Example 6 (i) IC is a non-life insurance com-

(i) The effective period of the insurance contrac25%). This ratio does not exceed the ratio of thpany which, pursuant to section 843, files its returns
begins on July 1, 2000 and ends on June 30, 2008125 advance premium to the insurance contract a calendar year basis. On July 1, 2000, IC issue
For the taxable year ending December 31, 2000, 1500 gross premium ($125/$500 = 25%). Therea one-year workers’ compensation policy to X, an
includes the $500 gross premium, based on the dpre, under paragraph (a)(5)(iii) of this section, ICemployer. The gross premium for the policy is de-
fective period of the contract, in gross premiumgnay elect to report only the $125 advance premiuriermined by applying a monthly rate of $25 to each
written under section 832(b)(4)(A). IC's unearnedrather than the $500 gross premium) in gross pref X's employees. This rate is guaranteed for a pe-
premium with respect to the contract was $250 as @fiums written for the taxable year ending Decemberiod of 12 months, beginning with the effective date
December 31, 2000. Pursuant to sectiodl, 2000. IC reports the balance of the gross pref the contract. On July 1, 2000, X has 1,050 em-
832(b)(4)(B), to determine its premiums earned, I@gnium for the insurance contract ($375) and deductdoyees. Based on the assumption that X's payroll
deducts $200 ($250 x .8) for the insurance contra#fié remaining premium acquisition expenses ($6G)ould remain constant during the effective period of

at the end of the taxable year. for the insurance contract in the taxable year endirte contract, IC determines an estimated gross pre
Example 2 (i) The facts are the samemsam- December 31, 2001. mium for the contract of $315,000 (1,050 x $25 x 12
ple 1, except that the insurance contract has a stated Example 4 (i) The facts are the samelEgam- = $315,000). The estimated gross premium is

term of 5 years. On each contract anniversary datele 3 except that for the taxable year ending Decenpayable by X in equal monthly installments. At the
IC may adjust the rate charged for the insurance coper 31, 2000, IC deducts $60 of premium acquisitioend of each calendar quarter, the premiums payabl
erage for the succeeding 12 month period. Theéxpenses related to the insurance contract. under the contract are adjusted based on an audit ¢
amount of the adjustment in the charge for insurance (ii) For the taxable year ended December 31X’s actual payroll during the preceding three months
coverage is not substantially limited under the insur2000, IC deducted 75% of total premium acquisitiorof coverage.
ance contract. expenses for the insurance contract ($60/$80 = (ii) Due to an expansion of X’s business in 2000,
(i) Under paragraph (a)(5)(i) of this section, IC75%). This ratio exceeds the ratio of the $125 adhe actual number of employees covered under the
is required to report gross premiums written for th¢ance premium to the $500 gross premiuntontract during each month of the period between



July 1, 2000 and December 31, 2000 is 1,050 (Julyjpium taxes, and other premium acquisition ex$1,200 gross premium in its gross premiums writ-
1,050 (August), 1,050 (September), 1,200 (Octopenses equal to 10% of the gross premiums réen and deducts the $900 reinsurance premiur
ber), 1,200 (November), and 1,200 (December)keived for the contract. As of December 31, 200(aid to IC-2 under section 832(b)(4)(A). Pursuan
The increase in the number of employees during tHE has collected $1,200 of installment premiumgo section 832(b)(4)(B), to determine its premiums
year is not attributable to a temporary or seasonébr the contract. earned, IC deducts $88 ($110 x .8) for the insur
variation in X's business activities and is expected to (ii) A noncancellable accident and health insurance contract at the end of the taxable year.
continue for the remainder of the effective period once contract is a contract described in section (11) Change in method of
the contract. 832(b)(7). Thus, under paragraph (a)(5)(vi) of thi%ccounting—(i) In genera] A change
(iii) Under paragraph(a)(5)(i) of this section, section, IC may report gross premiums written in . .
IC is required to report gross premiums written fothe manner required for life insurance companieLn the method of deFermlnlng prgmlums
the insurance contract based the effective period ahder sections 803 and 811. Accordingly, for th&arned to comply with the provisions of
the contract. The effective period of X's contractaxable year ending December 31, 2000, IC maparagraphs (a)(3) through (a)(10) of this
is based on the 12 month period for which IC haseport gross premiums written of $1,200, based ogection is a change in method of ac
guaranteed ratesﬂfor insurance coverage. Unqm'e premiums agtually recellved on the cgntracrcounting for which the consent of the
paragraph (a)(5)(ii), IC must also report the addiPursuant to section (a)(5)(vi) of this section, IC LT . . .
tional premiums resulting from the change in riskdeducts a total of $28 of premium acquisition costgommlssmner IS requwed under sectior
exposure under the contract for the taxable year fior the contract, based on the difference betwee4146(e) and §1-446—1(e)-
which the change in such exposure occurs. Unleske acquisition costs actually paid or incurred (i) Application For the first taxable
the change in risk exposure is of temporary durainder section 811(a) ($1,200 x .10 = $120) and thgear beginning after December 31, 199¢
tion, the adqmonal gross premiums are included |qmount r_eqwred to_taker_] into account upder segy taxpayer is granted consent of the Con
gross premiums written for the remainder of theion 848 in connection with the net premiums for_. . .
effective period of the contract. Thus, for the taxthe contract ($1,200 x .077 = $92). m!s‘_‘s'oner tO.Change its method of deFer
able year ending December 31, 2000, IC reports (iii) Under paragraph (a)(8)(ii)(A) of this sec- MiNiNg premiums earned to comply with
gross premiums written of $348,750 with respection, IC includes the amount of life insurance rethe provisions of paragraphs (a)(3)
to the workers’ compensation contract issued to Xserves (as defined in section 816(b), but computehrough (a)(10) of this section. A tax-
consisting of the sum of the initial gross premiunin accordance with section 807(d) and sectionPa_yer Changing its method of accountinc
for the contract ($315,000) plus the additionaB11(c) and (d)) in unearned premiums under sec- . . . S
gross premium attributable to the 150 employeeson 832(b)(4)(B). Section 807(d)(3)(A)(iii) re- in accordance W!th this sec_tlon must f_OI'
added to X's payroll who will be covered duringquires IC to use a two-year preliminary termlOW the automatic change in accounting
the last nine months of the contract’s effective pemethod to compute the amount of life insuranc@rovisions of Rev. Proc. 99-49, 1999-52
riod (150 x $25 (monthly premium) x 9 = reserves for a noncancellable accident and healfhR B. 725 (see §601.601(d)(2) of this
$33,750). IC’s unearned premium with respect tinsurance contract (other than a qualified 'O”QChapter), except that—
the contract was $180,000 as of December 3term care contract). Under this tax reserve T . .
2000, which consists of the sum of the remainingnethod, no portion of the $1,200 gross premium (A) The scope limitations in section
portion of the original gross premium ($315,000 xeceived by IC for A's contract is allocable to fu-4.02 of Rev.
6/12 = $157,500), plus the additional premiums reture insurance coverage. Accordingly, for the tax- Proc. 99—49 shall not apply;
sulting from the change in risk exposure ($33,75@ble year ending December 31, 2000, no life insur- (B) The timely duplicate filing require-
x 6/9 = $22,500) that are allocable to the remainance reserves are included in IC’s unearnef;hent in section 6.02(2) of Rev. Proc.
ing six months of the contract’s effective periodpremiums under section 832(b)(4)(B) with respecbg_49 hall not Iv: and
Pursuant to section 832(b)(4)(B), to determine itto the contract. shall not apply; an .
premiums earned, IC deducts $144,000 ($180,000 Example 9 (i) IC, a non-life insurance com-  (C) If the method of accounting for de-
x .8) for the insurance contract at the end of thpany, issues an insurance contract with a twehirmining premiums earned is an issus
taxable year. month effective period for $1,200 on December lynder consideration within the meaning
Example 7 (i) The facts are the sameEsam- 2000. Immediately thereafter, IC reinsures 90% 06]: section 3.09 of Rev. Proc. 99-49 as o
ple 6 except that the increase in the number of X'&s liability under the insurance contract for $900 .
employees for the period ending December 3lwith 1C-2, an unrelated and solvent insurance:|anuary 5, 2000, then section 7.01 of Re:
2000 is attributable to a seasonal variation in X'sompany. On December 31, 2000, IC-2 has aR0C. 99—49 shall not apply.
business activity. $825 unearned premium with respect to the rein- (12) Effective date Paragraphs (a)(3)
(i) Under paragraph (a)(5)(ii) of this section, surance contract it issued to IC. In computing itshrough (a)(11) of this section are applica
for the taxable year_endmg ‘December 31, 2000, Iearned premiums, pursuant to sectlorb|e with respect to the determination of
reports gross premiums written of $326,500, con832(b)(4)(B), IC-2 deducts $660 of unearned pre- . .
sisting of the sum of the initial gross premium formiums ($825 x .8) with respect to the reinsurancgremlums earned for taxable years beglr
the contract ($315,000) plus the additional preeontract. ning after December 31, 1999.
mium attributable to the temporary increase in risk (i) Under paragraph (a)(8)(i) of this section,* * * * *
exposure during the taxable year (150 x $25 x 3 gnearned premiums held by an insurance company
$11,250). The unearned premium that is allocablith regard to the net value of the risks reinsured Robert E. \{Venzel,
to the remaining six months of the effective periodn other solvent companies are deducted from the Deputy Commissioner
of the contract is $157,500. Pursuant to sectioceding company’s unearned premiums taken into of Internal Revenue.
832(b)(4)(B), to determine its premiums earnedaccount for purposes of section 832(b)(4)(B). If
IC deducts $126,000 ($157,500 x .8) for the insuriC had not reinsured 90% of its risks, IC's un-Approved December 23, 1999.

ance contract at the end of the taxable year. earned premium for the insurance contract would )
Example 8 (i) IC, a non-life insurance com- have been $1,100 ($1,200 x 11/12) and IC would Jonathan Talisman,
pany, issues a noncancellable accident and healiave deducted $880 ($1,100 x .8) of unearned pre- Acting Assistant Secretary

insurance contract (other than a qualified longmiums with respect to such contract. However,
term care insurance contract, as defined in sectidrecause IC reinsured 90% of its risks under the
7702B(b)) to A, an individual, on July 1, 2000.contract with IC-2, as of December 31, 2000, th?FiIed by the Office of the Federal Register on Janu
The contract has an entry-age annual premium ofet value of the risks retained by IC for the re-ary 5, 2000, 8:45 a.m., and published in the issue
$2,400, which is payable by A in equal monthly in-maining 11 months of the effective period of the[he Federal Register for January 6, 2000, 65 F.F
stallments of $200 on the first day of each monticontract is $110 ($1,100 - $990). For the taxabl )

of coverage. IC incurs agents’ commissions, preyear ending December 31, 2000, IC includes the

of the Treasury.




