
Section 847.—Special
Estimated Tax Payments

Special estimated tax payments. In-
surance companies taking deductions un-
der section 847 of the Code are provided
guidance with respect to discontinuing the
deduction.

Rev. Rul. 2003–34

ISSUE

If an insurance company takes a deduc-
tion under § 847 of the Internal Revenue
Code in a taxable year, must the company
request the permission of the Secretary of
the Treasury (Secretary) or his delegate in
order to discontinue using § 847 in a sub-
sequent year?

FACTS

IC is an insurance company subject to
tax under § 831 or a life insurance com-
pany subject to tax under § 801. IC dis-
counts its unpaid losses under § 846. IC files
its federal income tax returns on a calen-
dar year basis. For the 2002 calender tax
year, IC claimed a deduction for special es-
timated tax payments pursuant to § 847(1)
and made the special estimated tax pay-
ments described in § 847(2).

For the 2003 tax year, IC decided not to
take the deduction described in § 847(1) for
the 2003 accident year and, accordingly, did
not make the special estimated tax pay-
ments for that year. IC continued to ac-
count for adjustments due to its 2002
deduction with respect to the 2002 acci-
dent year and its 2002 special estimated tax
payments on its 2003 return and later re-
turns.

LAW AND ANALYSIS

For taxable years beginning after De-
cember 31, 1987, § 847(1) allows an in-
surance company that is required to discount
unpaid losses (as defined in § 846) a de-
duction for the taxable year if special es-
timated tax payments are made as required
by § 847(2). This deduction cannot ex-
ceed (i) the excess of — (A) the undis-
counted, unpaid losses (as defined in
§ 846(b)) attributable to losses incurred in
taxable years beginning after December 31,
1986, over (B) the discounted unpaid losses
determined under § 846(b) less (ii) any

amounts deducted under this paragraph in
a preceding tax year.

Section 847(2) provides, in part, that the
deduction under § 847(1) shall be allowed
only to the extent that such a deduction
would result in a tax benefit for the tax-
able year for which such deduction is al-
lowed or any carryback year. In addition,
the deduction is allowable only if special
estimated tax payments are made in an
amount equal to the tax benefit attribut-
able to such a deduction on or before the
due date (determined without regard to ex-
tensions) for filing the return for the tax-
able year for which the deduction is
allowed.

Section 847(3) provides that each com-
pany that is allowed a deduction under
§ 847(1) shall, for purposes of this part, es-
tablish and maintain a special loss dis-
count account.

Section 847 imposes no requirement
upon an insurance company that is required
to discount its unpaid losses under § 846 to
continue to avail itself of the § 847 deduc-
tion on an annual basis. Further, the leg-
islative history of § 847 does not suggest
that an insurance company having once
used § 847 is obligated to continue to do
so in subsequent tax years. See H.R. Conf.
Rep. No. 1104 (Vol. II), 100th Cong., 2nd

Sess. 172 (1988), 1988–3 C.B. 662. Even
though IC had used § 847 in 2002, IC may
chose not to utilize the § 847 deduction in
2003 for accident year 2003 without se-
curing the approval of the Secretary or his
delegate.

HOLDING

If an insurance company takes a deduc-
tion under § 847 in a taxable year, the com-
pany is not required to request the
permission of the Secretary or his del-
egate in order to discontinue using § 847
in a subsequent year.

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is William T. Sullivan of the Office of
Associate Chief Counsel (Financial Insti-
tutions & Products). For further informa-
tion regarding this revenue ruling, contact
Mr. Sullivan at (202) 622–3970 (not a toll-
free call).

Section 2033.—Property in
Which the Decedent Had an
Interest

26 CFR 20.2033–1: Property in which the
decedent had an interest.

What portion of a life insurance policy on a
spouse’s life is includible in a decedent’s gross es-
tate if the noninsured spouse predeceases the in-
sured spouse? See Rev. Rul. 2003–40, on this page.

Section 2042.—Proceeds of
Life Insurance

26 CFR 20.2042–1(c)(5): Proceeds of life
insurance.
(Also § 2033; 20.2033–1.)

Estate tax; taxation of life insurance.
If a Louisiana decedent purchases a life in-
surance policy on the decedent’s life dur-
ing marriage, names the decedent as owner
of the policy, and does not transfer own-
ership of the policy, the policy is presumed
to be community property under Louisi-
ana law. As a result, one-half of the pro-
ceeds is includible in the decedent’s gross
estate.

Rev. Rul. 2003–40

ISSUE

If a Louisiana decedent purchases a life
insurance policy on the decedent’s life dur-
ing marriage, names the decedent as owner
of the policy, and does not transfer own-
ership of the policy, to what extent are the
proceeds of insurance on the decedent’s life
includible in the decedent’s gross estate un-
der § 2042 of the Internal Revenue Code?

FACTS

Decedent, D, and D’s spouse, S, are mar-
ried and domiciled in Louisiana. D pur-
chased a life insurance policy on D’s life.
D designated D as owner of the policy and
designated S as beneficiary of the policy.
D and S paid all of the premiums on the
policy from community funds. During D’s
life, D did not transfer ownership in the
policy. Upon D’s death, the insurance pro-
ceeds were paid to S.

LAW AND ANALYSIS

Section 2031 provides that the value of
the gross estate of the decedent is deter-
mined by including the value at the time of
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