
Differential Earnings Rate
for Mutual Life Insurance
Companies

Notice 2005–18

This notice publishes a tentative de-
termination under § 809 of the Internal
Revenue Code of the “differential earnings
rate” for 2004. This rate is used by mu-
tual life insurance companies to calculate
their federal income tax liability for tax-
able years beginning in 2004.

The Job Creation and Worker Assis-
tance Act of 2002, Pub. L. 107–147, § 611,

amended § 809 by adding new paragraph
(j). As amended, § 809(j) provides that the
differential earnings rate shall be treated
as zero for purposes of computing both
the differential earnings amount and the re-
computed differential earnings amount for
a mutual life insurance company’s taxable
years beginning in 2001, 2002, or 2003.
See Notice 2002–33, 2002–1 C.B. 989.
Because of § 809(j), there is no need to de-
termine a tentative recomputed differential
earnings rate for 2003. The final recom-
puted differential earnings rate for 2003
is already determined to be zero. Subse-
quently, the Pension Funding Equity Act

of 2004, Pub. L. 108–218, § 205, repealed
§ 809 of the Code for taxable years begin-
ning after December 31, 2004. Therefore,
the Internal Revenue Service is required to
determine a tentative differential earnings
rate for 2004.

The final recomputed differential earn-
ings rate for 2003 is : 0

The tentative determination of the rates
is set forth in Table 1.

Notice 2005–18 Table 1

Tentative Determination of Rates To Be Used For Taxable Years Beginning in 2004

Differential earnings rate for 2004 . . . . . . . . . . . . . . . . . . . . . . . . . 0

Imputed earnings rate for 2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.449

Base period stock earnings rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.221

Current stock earnings rate for 2004 . . . . . . . . . . . . . . . . . . . . . . . . 4.913
Stock earnings rate for 2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.354
Stock earnings rate for 2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -1.876
Stock earnings rate for 2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.261
Average mutual earnings rate for 2002 . . . . . . . . . . . . . . . . . . . . . . 5.570

Weighted Average Interest
Rates Update

Notice 2005–19

This notice provides guidance as to the
corporate bond weighted average interest
rate and the permissible range of interest

rates specified under § 412(b)(5)(B)(ii)(II)
of the Internal Revenue Code. In ad-
dition, it provides guidance as to the
interest rate on 30-year Treasury securi-
ties under § 417(e)(3)(A)(ii)(II), and the
weighted average interest rate and permis-
sible ranges of interest rates based on the
30-year Treasury securities rate.

CORPORATE BOND WEIGHTED
AVERAGE INTEREST RATE

Sections 412(b)(5)(B)(ii) and 412(l)
(7)(C)(i), as amended by the Pension
Funding Equity Act of 2004, provide that
the interest rates used to calculate current
liability and to determine the required
contribution under § 412(l) for plan years
beginning in 2004 or 2005 must be within
a permissible range based on the weighted
average of the rates of interest on amounts
invested conservatively in long term in-
vestment grade corporate bonds during the

4-year period ending on the last day before
the beginning of the plan year.

Notice 2004–34, 2004–18 I.R.B. 848,
provides guidelines for determining the
corporate bond weighted average interest
rate and the resulting permissible range
of interest rates used to calculate current
liability. That notice establishes that the
corporate bond weighted average is based
on the monthly composite corporate bond
rate derived from designated corporate
bond indices.

The composite corporate bond rate for
January 2005 is 5.48 percent. Pursuant
to Notice 2004–34, the Service has de-
termined this rate as the average of the
monthly yields for the included corporate
bond indices for that month.

The following corporate bond weighted
average interest rate was determined for
plan years beginning in the month shown
below.
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For Plan Years
Corporate

Bond 90% to 100%
Beginning in: Weighted Permissible

Month Year Average Range

February 2005 6.07 5.46 to 6.07

30-YEAR TREASURY SECURITIES
WEIGHTED AVERAGE INTEREST
RATE

Section 417(e)(3)(A)(ii)(II) defines
the applicable interest rate, which must
be used for purposes of determining the
minimum present value of a participant’s
benefit under § 417(e)(1) and (2), as the
annual rate of interest on 30-year Treasury
securities for the month before the date
of distribution or such other time as the
Secretary may by regulations prescribe.

Section 1.417(e)–1(d)(3) of the Income
Tax Regulations provides that the applica-
ble interest rate for a month is the annual
interest rate on 30-year Treasury securi-
ties as specified by the Commissioner for
that month in revenue rulings, notices or
other guidance published in the Internal
Revenue Bulletin.

Section 404(a)(1) of the Code, as
amended by the Pension Funding Eq-
uity Act of 2004, permits an employer
to elect to disregard subclause (II) of
§ 412(b)(5)(B)(ii) to determine the max-

imum amount of the deduction allowed
under § 404(a)(1).

The rate of interest on 30-year Treasury
securities for January 2005 is 4.73 percent.
Pursuant to Notice 2002–26, 2002–1 C.B.
743, the Service has determined this rate
as the monthly average of the daily deter-
mination of yield on the 30-year Treasury
bond maturing in February 2031.

The following 30-year Treasury rates
were determined for the plan years begin-
ning in the month shown below.

For Plan Years
30-Year
Treasury 90% to 105% 90% to 110%

Beginning in: Weighted Permissible Permissible
Month Year Average Range Range

February 2005 5.08 4.57 to 5.33 4.57 to 5.59

Drafting Information

The principal authors of this notice
are Paul Stern and Tony Montanaro of
the Employee Plans, Tax Exempt and
Government Entities Division. For fur-
ther information regarding this notice,
please contact the Employee Plans’ tax-
payer assistance telephone service at
1–877–829–5500 (a toll-free number),
between the hours of 8:00 a.m. and
6:30 p.m. Eastern time, Monday through
Friday. Mr. Stern may be reached at
1–202–283–9703. Mr. Montanaro may
be reached at 1–202–283–9714. The tele-
phone numbers in the preceding sentences
are not toll-free.

Specified Liability Losses

Notice 2005–20

PURPOSE

This notice addresses several questions
of statutory interpretation arising under
§ 172(f)(1)(B) of the Internal Revenue
Code prior to its amendment by § 3004(a)
of the Tax and Trade Relief Extension

the NOL generated by:
(B) [a]ny amount [other than product
liability expenses and certain expenses
related thereto] allowable as a deduc-
tion under [chapter 1 of the Internal
Revenue Code] with respect to a liabil-
ity which arises under a Federal or State
law or out of any tort of the taxpayer
if—

(i) in the case of a liability arising
out of a Federal or State law, the act
(or failure to act) giving rise to such

In Sealy Corp. v. Commissioner, 107
T. C. 177 (1996), aff’d, 171 F.3d 655 (9th

Cir. 1999), the Tax Court held that the
portion of NOLs generated by deductions
for the following liabilities did not result
in former § 172(f)(1)(B) specified liability
losses:

(1) professional fees incurred to comply
with current reporting, filing, and disclo-
sure requirements imposed by the Securi-
ties and Exchange Act of 1934;
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