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Primer — Federal income taxation of insurance
companies

This presentation will focus on the basic federal income
tax principles affecting insurance companies

Presentation designed to be of particular interest to those
who are new to the industry

Our goal is to define terms, demonstrate calculations, and
connect to annual statement and tax return schedules.
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Primer — Federal income taxation of insurance
companies

Session |

* Overview of insurance industry /
accounting

* Source of IRC taxation and applicable tax
regimes

e Definition of Insurance Company,
Insurance, and Life Company

* Focus on Life Companies — LICTI and
Form 1120L

* Focus on Life Companies — Treatment of
premium revenue

Two 90 minute sessions.

* Focus on Life Companies — Treatment of
premium acquisition costs
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Primer — Federal income taxation of insurance
companies

Session Il

* Focus on Life Companies — Treatment of
policy liabilities

* Focus on Non-life Companies — Taxable
income and Form 1120PC

* Focus on Non-life Companies —
Treatment of premium revenue

Two 90 minute sessions.

* Focus on Non-life Companies —
Treatment of policy acquisition costs

* Focus on Non-Life Companies —
Treatment of policy liabilities

* Tax favored investment income and the
concept of “double benefit”

* Topics not addressed
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Polling Question #1

| have worked with insurance company taxation for:

Less than 1 year

More than 1 year, less than 2
More than 2 years, less than 3
More than 3 years, less than 4

| don’t recall, | just need the CPE

A o o
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Polling Question #2

Which best describes me:

Non-CPA, working in the tax department
CPA, working in the tax department
Attorney, working in the tax department
Non-tax person seeking CPE

Working for a “Big Four”

Working at a law firm

AN S o A
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Disclaimers

The information contained within this presentation is provided for informational purposes only and is
not intended to substitute for obtaining accounting, tax, or financial advice from a qualified
professional.

While we use reasonable efforts to furnish accurate and up-to-date information, we do not warrant
that any information contained in or made available through this presentation is accurate, complete,

reliable, current or error-free. We assume no liability or responsibility for any errors or omissions in the
content of this presentation or such other materials or communications.

IRS Circular 230 Disclosure. To ensure compliance with requirements imposed by the IRS, we inform
you that any U.S. federal tax advice contained in this communication (including any attachments) is not
intended or written to be used, and cannot be used, for the purpose of (I) avoiding penalties under the
Internal Revenue Service (1) promotion, marketing or recommending to another party any transaction
or matter addressed herein.
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Overview of insurance
industry/accounting

Qnszrﬂrce Tax Conference
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Overview of insurance industry/accounting

Business of insurance
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Overview of insurance industry/accounting

Insurance companies focus on three primary operating cycles:
e Premium acquisition (product development & sales)
e Investment income (earnings from invested assets)

e Claims handling (estimating liabilities & settling claims)

Each cycle directly impacts the financial strength
of a company!
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Overview of insurance industry/accounting

e |nsurance products involve a transfer of risk from the policyholders to the insurers.

e |n addition to risk shifting, life products have the potential for investment earnings
(which do not involve risk)

e Insurers must be prepared to honor risk guarantees as well as manage the
investment results.
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Overview of insurance industry/accounting

e Premium income is received up front, prior to the pay out of benefits and future
claims

e Generally, policies are categorized as either “long duration” or “short duration”
depending on the length of time the policy is in-force.

Term life insurance Auto

Whole life insurance Homeowners
Universal life Accident & Health
Annuity products Marine
Reinsurance Reinsurance
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Overview of insurance industry/accounting

e |n order to manage risk for the product guarantees, insurance companies are
required to hold reserves.

— The total reserves required are set by state laws.

e The requirement to hold reserves for claims/benefits to be paid in the future and
other special accounting rules leads to special tax treatment.
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Overview of insurance industry/accounting

All insurers are state regulated

e State regulations control financial structures, including limits on product designs and
offerings, and reserves.

e Prior to the 1984/1986 Tax Acts, tax law relied more on state regulatory
requirements.

e State taxation: gross premium versus income tax
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Overview of insurance industry/accounting

National Association of Insurance Commissioners (“NAIC")

e US standard-setting and regulatory support organization created and governed by the
chief insurance regulators from the 50 states, DC, and 5 US territories.

e State insurance regulates establish standards and best practices, conduct peer
review, and coordinate regulatory oversight.

e Established a uniform and comprehensive basis of accounting and disclosure
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Overview of insurance industry/accounting

Statutory Accounting, it’s definitely not GAAP...

Loading
Modco Ceding company

Surplus Assuming

SSAPs company 2
IBNR -

Reinsurance

Accident year

¢ Case reserves

assets

Nonadmitted
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Overview of insurance industry/accounting

e Solvency (liguidation) accounting model. Generally more conservative than GAAP,
and focuses on the insurer’s ability to satisfy its obligations (future claims).

e Surplus serves as one of the primary factors in performance and solvency metrics
(similar to retained earnings)

e Nonadmitted assets — decreases surplus value by excluding certain assets
— Receivables greater than 90 days
— Some or all of the deferred tax asset
— Fixed assets

— Excess concentrations or investment assets
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Source of IRC taxation and
applicable tax regimes
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Source of IRC taxation and applicable tax regimes

e Part | contains provisions that are
directly applicable to life, including the
basis of life company taxable income

e Part Il contains provisions that are
directly applicable to all other (non-life)
insurance companies, including the basis
of non-life company taxable income

e Part lll contains provisions that apply to
both life and non-life companies based
upon specific facts.

Subchapter
L

2020 Virtual Insurance Tax Conference
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Source of IRC taxation and applicable tax regimes

Subchapter L, Part |

Section 801 — Tax imposed

Section 803 — Life insurance company gross income
Section 804 — Life insurance company deductions
Section 805 — General deductions

Section 806 — Small Life Deduction (Repealed)
Section 807 — Rules for reserves (TCJA)

Section 808 — Policyholder dividend deduction

Section 810 — Operations loss deduction (Repealed)

Qnsirﬂ)ce Tax Conference
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Source of IRC taxation and applicable tax regimes

Subchapter L, Part |

Section 811 — Accounting Methods

Section 812 — Proration rules (TCJA)

Section 814 — Contiguous country branches
Section 815 — Policyholders' surplus account (TCJA)
Section 816 — Life insurance company defined
Section 817 — Separate accounts/variable contracts
Section 817A — Modified guaranteed contracts
Section 818 — Other definitions

Qnsirﬂ)ce Tax Conference
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Source of IRC taxation and applicable tax regimes

Subchapter L, Part Il

Sections 831 — Tax on ins. cos. Other than life cos.

Section 832 — Insurance company taxable income

Section 833 — Treatment of BCBS organizations, etc.
Section 834 — Determination of taxable investment income

Section 835 — Election by reciprocal

Qnsirﬂ)ce Tax Conference
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Source of IRC taxation and applicable tax regimes

Subchapter L, Part Il

e Section 841 — Foreign tax credit

e Section 842 — U.S. branches of foreign insurers
e Section 843 — Annual accounting period

e Section 844 — NOL carryover if change in status

e Section 845 — Reinsurance anti-abuse rules

e Section 846 — Discounting of unpaid losses (TCJA)

e Section 848 — Capitalization of policy acquisition expenses (“DAC”) (TCJA)

Qnsirﬂ)ce Tax Conference
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Source of IRC taxation and applicable tax regimes

e General Rule: IRC section
446 provides that taxable

income follows the method
A feW of accountingused by the
taxpayer in preparing books

and records.
CO m m e nts e Of course, the IRC then
contains specific provisions
a bo Ut regarding the timing of
revenue recognition (IRC

dCCOoOu nt|ng 451), authority to claim

deductions (IRC 162), and
methOdS timing of allowable
. deductions (IRC461)
e General rule is modified for
insurance companies
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Source of IRC taxation and applicable tax regimes

e |[nsurance Companies
apply NAIC statutory

A feW accounting principles

e Congress has

comments recognized NAIC

statutory as the starting

a bO Ut point for ALL insurance
companies. (IRC 811(a))

adaCCou nt| ng e NAIC method carries

significant weight for

methOdS insuranc specific items

e “No double counting”
(IRC section 811(c))
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Polling Question #3

When was the definition of an insurance company
added to the Code:

1984
1986
1954
2004
Never!

Al
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Source of IRC taxation and applicable tax regimes

Section 11 for non-

insurance companies \ Applicable Tax
Regimes

Section 801(a) — Life
company taxable
income (“LICTI”)

Section 831(a) — Non-life Section 831(a) /
insurance company, full
taxable income 833;;3'- BSI:E Eoss
ue e
Organizations

Section 831(b) — Non-
life insurance

company, investment
income only

Section 831(d)(3)
— Tax-exempt
status via section
501(c)(15)

I 2020 Virtual Insurance Tax Conference
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Definition of insurance
company, insurance, and
life company

Qnszrﬂrce Tax Conference
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Definition of insurance company, insurance, and
life company

e The IRC definition of insurance company can be found in IRC Sec 816(a)(2):

The term ‘insurance company’ means any company more than half of the business of
which during the taxable year is the issuing of insurance or annuity contracts or the
reinsuring of risks underwritten by insurance companies.

Applies to ALL insurance companies.
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Definition of insurance company, insurance, and
life company

e The IRC does not explicitly define insurance!

e Court cases have largely defined what is insurance for tax purposes relying upon
evidence of — risk shifting and risk distribution must be present

¢ |RS has added ‘common notions’ of insurance
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Definition of insurance company, insurance, and
life company

Life company versus other insurance companies -

e |t's all about the reserves

Life insurance reserves plus

UPR and unpaid losses on non-can

A&H products not already included > 5 O%

Total Reserves (includes above plus)

2020 Virtual Insurance Tax Conference
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Definition of insurance company, insurance, and
life company

IRC Sec 816 (b) Life insurance reserves defined

(1) In general. For purposes of this part, the term “life insurance reserves” means
amounts—

(A) which are computed or estimated on the basis of recognized mortality or
morbidity tables and assumed rates of interest, and

(B) which are set aside to mature or liquidate, either by payment or reinsurance,
future unaccrued claims

(C) Reserves must be required by law

(2) Amount of reserves. The amount of any reserve for any taxable year is the mean of
such reserve at the beginning and end of the taxable year.

2020 Virtual Insurance Tax Conference
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Definition of insurance company, insurance, and
life company

Per A/S Per A/S
| _Formula Reference | End of CY End of PY
These amounts meet the IRC section 816 definition of life contract reserves.
Aggregate reserves for life policies and contracts Pg. 3, L.1 939,940,065 616,330,722
Aggregate reserves for noncancellable A&H Exhibit 6, L.17, C.5 AS P14, L17,C5 0 0
Policy and contract claims on noncancellable A&H Pg. 3, L4.2 0 0
Total Life Insurance Reserves 939,940,065 616,330,722
These amounts include all of the above, plus any other qualified non-life insurance reserves.
Aggregate reserves for life policies and contracts Pg. 3, L.1 939,940,065 616,330,722
Aggregate reserves for A&GH policies Pg.3,L2 0 0
Policy and contract claims A&H Pg.3,L4.2 0 0
Other reserve amounts - described 0 0
Other reserve amounts - described 0 0
Total Reserves 939,940,065 616,330,722
Mean of total life insurance reserves 778,135,384
Mean of total reserves 778,135,394
Life Reserve Percentage 100.00%
Qualified
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Definition of insurance company, insurance, and

life company

Annual statement, Page 3:

LIABILITIES, SURPLUS AND OTHER FUNDS

4.2 Accident and health (Exhibit 8, Part 1, Line 4.4, sum of Cols. 9, 10 and 11)

2
Current Year Prior Year

1. Aggregate reserve for life contracts & . 939,940,065 (Exh. 5, Line 9999999) less §

included in Line 6.3 (including $ Modco Reserve) o 939,940,065 | 616,330,722
2. Aggregate reserve for accident and health contracts (including $ Modco Reserve) .o
3. Liability for deposit-type contracts (Exhibit 7, Line 14, Col. 1) (including $ ModecoReserve) | . |
4. Contract claims:

4.1 Life (Exhibit 8, Part 1, Line 4.4, Col. 1 less sumof Cols. 9, 10and 11) e o 5,574,895 | oo
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Focus on life companies —
LICTI and Form 1120L
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Focus on life companies — LICTI and Form 1120L

Life Insurance Company Taxable Income — “LICTI”

e LICTI - equals life insurance company gross income, less life insurance company
deductions

e Definition of LICTI largely unchanged since 1959 Act
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Focus on life companies — LICTI and Form 1120L

e |[RC Section 803 — Life insurance company gross income is the sum of:

— Premiums,
— Decrease in certain reserves
— Other amounts includible under this “subtitle”

e |RC section 804 — Life insurance company deductions are

— General deductions permitted by IRC section 805

2020 Virtual Insurance Tax Conference
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Focus on life companies — LICTI and Form 1120L

e General deductions include
— Death benefits -- All claims and benefits accrued and losses incurred
— Increase in certain reserves
— Policyholder dividends
— Dividends received deduction for “company’s share” of dividends
— Assets transferred under reinsurance agreements
— Other “ordinary & necessary” business expenses

— Net operating loss carryover (f.k.a. operations loss deduction)

2020 Virtual Insurance Tax Conference
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Focus on life companies — LICTI and Form 1120L

e Form 1120-L
— Pgl
- Pg2
- Pg3
- Pg4
- Pg>
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Polling Question #4

Which best applies to reinsurance?

The initial transfer of a risk from the insured to the
Insurer

Transaction whereby an insurance company spreads
risks among other insurance companies

The reinstatement of insurance coverage after a
missed policy premium

An agreement to pay a fixed amount upon a fixed date

ITC 2020 Virtual Insurance Tax Conference
Qnsirﬂrce Tax Conference
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Focus on life companies —
Treatment of premium
revenue
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Focus on life companies — Treatment of premium
revenue

e SSAP 51 provides guidance applicable to premium
recognition for life and annuity contracts.

e Terminology

Stat u to ry e Gross premium = amount charged to the

policyholder
ACCO U nti N * Net premium = amount calculated for use in setting
g policy reserves, based upon interest and mortality

tables

Tre at me nt e Loading = difference between the gross and net

premium, may be negative.

e Recognition Method —when due under the terms of
the contract, regardless of when received

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

Premium Revenue — Book

+ Collected

- Ceded

+ Assumed

+/- Change in Advance* (Add PY, Subtract CY)

+/- Change in Deferred” (Subtract PY, Add CY)

+/- Change in Due&Uncollected# (Subtract PY, Add CY)
= Statutory Earned Premium

* Cash, Included in collected, not yet due
A Non-cash, Accounting fiction to offset policy liability assumption, also creates expense

fiction, i.e., Loading
# Non-cash, Past due premium, account receivable

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

A/S, Page 4 -

SUMMARY OF OPERATIONS

CUrre:ntYear
1. Premiums and annuity considerations for life and accident and health contracts (Exhibit 1, Part 1, Line 20.4, Col. 1, less Col A1) .......... |.......... 61,546,680
2. Considerations for supplementary contracts with lifecontingencies ..................................ooocoeieieeiieeeeeeeieeeee ... 143,365
A/S, U/I Exhibit 1, Part 1
TOTAL
20. TOTAL Premiums and annuity considerations:
201 Direct . i e 142762 038
M2 Feinsuranceassumed ... ... e 209123
203 Feinsuranceceded ... . ..o 102127 680
204 MetLines94+104+194) ... |0 B1546 680
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Focus on life companies — Treatment of premium

revenue

Underwriting/Investment Exhibit 1, Part 1

FIRST YEAR {mher than amgle}
1. Uncollected ............
2 Deferred and accrued .. ..
3 Deferred, accrued and uncollscted:
3 Direct ................ .
32 Reinsurance assumed .,

34 NetiLine1+Line2)...........
4 Advance .. .

o

3 Collected during year.
6.1 Direct ................
62 Reinsurance assumed ..

64 Net .
7. Line 5 + Lheﬁd .
Pnoryear{unoollectedmeierredamdacwaﬂ adi.anoe}
g, First year premiums and considerations:

91 Direct ................

92 Reinsurance assumed . .

o

Line 34-Lined ... ..............ccooeiis

33 Reinsuranceceded ............ B

63  Reinsuranceceded ... o

93 Reinsuranceceded . ... o
94  Net(Line7-Line8)... ... L

23,837 110
. 6,218 551
. 3,506,007
26,649 654

1.
12
13

14.
15
16.

17
18
19.

Uncollected . R
Defenedandauwed
Deferred, a{::uedandunoﬂleﬁed

131
132
133
134
Advance .

Line 134 - IJne 14
Collected dunng year

16.1
162
16.3
16.4

IJne15+IJne1'E-4
Pnoryear(uncolleueﬁdefermdandacwed advancej e | TBB4 546
Renswal pnemlurns and considerations:

19.1
192
19.3
194

RENEWAL

Ransuranceassumed e e 1,285 917
Reinsurance ceded .
Net(hne11+IJne12} [ I - 1 - |

Ransuranoeassumed 1A TR AR
Reinsuranceceded ... .. .. ...

Ransuranceassumed 14 B3 TRO
Reinsuranceceded ... e
Net(Line 17-Lime 18) ... .. ... ... 34887036

.. 5,861,389

.. 4585472

oo, 304942
.. 9,506.447

121127 647
... BB B 673
... 37,285135

.. 42,791,582

. 118,824,928

.. 98621673

SINGLE
10. Single premiums and considerations:
101 Direct . . .
102 Rﬁnsurance assurned

103 Reinsuranceceded .. ... ... ...

Qﬂ'cﬂ Tax Conference
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Focus on life companies — Treatment of premium
revenue

Practice Part 1

X Life collected $700,000 of first year premium revenue. Of that amount, 40% was
ceded to other insurance companies. X Life also received $150,000 of premium assumed
under an indemnity reinsurance agreement. Determine X Life’s first year premium?

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

Part 1 Solution:

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

Practice Part 2
X Life received premium amounts before the due date (received in December, due in
January). For the year, advance premium increased $35,000. Determine the impact of

this information on the solution for Part 1.
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Focus on life companies — Treatment of premium
revenue

Part 2 Solution

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

Practice Part 3
Deferred premium recognized in response to the actuarial reserving assumption was
$115,000 as of the end of the year. The prior year amount was $90,000. Determine the

impact to the solution from Part 2.
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Focus on life companies — Treatment of premium
revenue

Part 3 Solution

2020 Virtual Insurance Tax Conference
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Polling Question #5

According to NASA, how long is the average lunar

“daytime” in Earth hours?

1. 30 hours
2. 110 hours
3. 210 hours
4. 310 hours

Q:’ﬂ"ce Tax Conference
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Focus on life companies — Treatment of premium
revenue

Practice Part 4

Some X Life policyholders do not pay premiums by the due date, which become
uncollected premium. The end of the year balance for this asset is $3,000. The prior
year balance was $5,000. Determine the impact of this information on the solution from

Part 3.
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Qnsirﬂ)ce Tax Conference 53



Focus on life companies — Treatment of premium
revenue

Part 4 Solution

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

Premium Revenue — Book

+ Collected $700,000

- Ceded (280,000)

+ Assumed 150,000 ST $570,000

+/- Change in Advance®* (Add PY, Subtract CY) (35,000)
STS535,000

+/- Change in Deferred” (Subtract PY, Add CY) $ 25,000
ST $560,000

+/- Change in Due&Uncollected# (Subtract PY, Add CY) (2,000)

= Statutory Earned Premium GTS558,000
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Focus on life companies — Treatment of premium
revenue

IRC accounting treatment

Tax follows cash receipts, as demonstrated by the following excerpt from the 1984 JCT
Blue Book, page 585:

Under the Act, life insurance gross income is the sum of (1) pre-
miums, (2) decreases in certain reserves, and (3) other amounts gen-
erally includible by a taxpayer in gross income. For these purposes,
premiums consist of the gross amount of premiums and other con-
sideration received on insurance and annuity contracts reduced by
return premiums paid to policyholders, such as on the cancellation

ITC 2020 Virtual Insurance Tax Conference
Qi’ﬂ)ce Tax Conference
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Focus on life companies — Treatment of premium
revenue

IRC accounting treatment

e |RC section 803(a)(1). Premiums. — (A) The gross amount of premiums and other
considerations on insurance and annuity contracts

e “premiums and other considerations” include:

— Advance premiums, deposits, fees, assessments, consideration in respect of
assuming liabilities under contracts not issued by the taxpayer, and the amount of
policyholder dividends reimbursable to the taxpayer by a reinsurer in respect of

reinsured policies

2020 Virtual Insurance Tax Conference

Qnsirﬂ)ce Tax Conference 57



Focus on life companies — Treatment of premium
revenue

Premium Revenue Tax

+

+

Collected

Ceded

Assumed

Include Cash Items
Exclude Non-cash items
Taxable Premium Revenue

Qnsirﬂ)ce Tax Conference

OR

Book Premium Revenue

Reverse book Adv. Prem. Change
Reverse book non-cash adjustments
Taxable Premium Revenue

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

Form 1120-L, Page 1

Income

0~ 0 ks N =

Gross premiums, etc., less return premiums, etc. Enter balance
Met decrease, if any, in reserves (Schedule F, line 12)

Decrease in reserves under section 807(f)

Investment income (Schedule B, line 6) (see instructions)

MNet capital gain (Schedule D (Form 1120), line 18)

Income from a special loss discount account (attach Form 8816) .

Other income (attach statement)
Life insurance company gross income. Add lines 1 through 7.

WM |-

{51 "hl|ﬂ|Ul £

Form 1120PC, Schedule E

~

Schedule E

Premiums Earned —Section 832 (see instructions)

Net premiums written . . . o, 1

Unearned premiums on outstandnng business at the end of the precedung tax year:
Enter 100% of life insurance reserves included in unearned premiums

(section 832(b)(7)(A)) and unearned premiums of section 833 organizations

(see instructions) - S
Enter 90% of unearned premiums attributable to insuring certain securities .
Discounted unearned premiums attributable to title insurance .

Enter 80% of all other unearned premiums (see instructions) .

BN ERY

Total. Addlines 2athrough2d . . . . . . . . . . . . . . . . . ... 2|
Total Add lines 1and2e . . . e I

Unearned premiums on outstanding business at the end of the current tax year:
Enter 100% of life insurance reserves included in unearmed premiums

(section 832(b)(7)(A)) and unearned premiums of section 833 organizations

(see instructions) . .. .

Enter 90% of unearned premiums attributable to insuring certain securities .
Discounted unearmned premiums attributable to title insurance .

Enter 80% of all other unearned premiums (see instructions) .

Total. Add lines 4a through 4d .

Subtract line 4e from line 3 .

Transitional adjustments under section 832[b](7)(D) (s.ee |ns1ruc1|ons}
Premiums earned. Add lines 5 and 6. Enter here and on Schedule A, line 1 .

AR

~o (o

Qirgrce Tax Conference
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Focus on life companies — Treatment of premium
revenue

Practice Part 5
Considering IRC section 803 and the JCT Blue Book guidance, determine taxable
premium for X Life using the information developed in Parts 1-4.
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Focus on life companies — Treatment of premium
revenue

Solution Part 5

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

Part 5 Solution

Book Premium Revenuett $558,000
Reverse book Adv. Prem. Change* +25,000
Reverse book non-cash adjustments® (25,000)
Taxable Premium Revenue +2,000

$570,000

# This amount is net of reinsurance
* Sch M, book — tax differences
Not taxable income, no related deduction, i.e., loading

2020 Virtual Insurance Tax Conference
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Focus on life companies —
Treatment of premium
acquisition costs

Qnszrﬂrce Tax Conference
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Focus on life companies — Treatment of premium
acquisition costs

e SSAP 71 provides guidance applicable to
premium acquisition costs for insurance
contracts.

StatUtO ry e Ground rules -
Accounting  [EREehsEiuhemiiin

* Includes costs that vary with and are
rimarily related to acquisition of contract

Treatment primarty re's |

e Expensed as incurred. Reduces surplus.

¢ Where found — A/S Exhibit 1, Part 2 and
Exhibit 2.

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium

acquisition costs

Given the statutory
accounting

treatment, what
IRC tax concerns
may be raised?

Qlira/nce Tax Conference
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Focus on life companies — Treatment of premium
acquisition costs

e |RC section 848 enacted in 1990
e Sometimes referred to as the “DAC Tax”

e Modified a Supreme Court decision regarding capitalization of certain policy
acquisition expenses and settled the age old question - “to capitalize or not to

capitalize”

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
acquisition costs

e The amount capitalized
is not based on actual

CO n g re SS acquisition expenses

(such as agent
a p p I ie d a commiss_iqns or
underwriting expenses)
e |nstead, a set

o ’)
p rOXV percentage of contract

premiums is capitalized

d p p roacC h and deducted ratably

over a stated recovery
period.
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Focus on life companies — Treatment of premium
acquisition costs

e Set percentages of “net premiums” for specified insurance contracts
— Life Insurance and other contracts — 9.2% of net premiums
— Annuity contracts — 2.09%
— Group contracts — 2.45%

e Same rates apply to reinsurance thereof
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Focus on life companies — Treatment of premium
acquisition costs

e Direct business - premiums determined
in same manner as IRC section 803(b)
(think premium revenue)

Specified
e Excludes policyholder dividends treated
N et as premiums

e Reinsurance premiums - determined on a
“net consideration” basis. Generally
requires information sharing, agreement
among parties to reinsurance agreement

Premiums

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
acquisition costs

e Capitalized premiums are
generally capped at “general
deductions”

Capita lized Special rules applicable to

EXpenses reinsurance with foreign
company

e Negative capitalization is
permitted

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
acquisition costs

e Generally 180 month period, half year
convention

e Exception —
e 60 month amortization applies to first $5
million of capitalized expenses
 Phased out dollar for dollar for amounts > $10
million
e Phase out applied on controlled group basis

* Not applicable to capitalization related to
reinsurance

Amortization

2020 Virtual Insurance Tax Conference
71




Focus on life companies — Treatment of premium
acquisition costs

Practice Part 1

At what amount of capitalized specified non-reinsurance related premium is all
capitalized premium amortized over a 120 month period?

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
acquisition costs

Policy Acquisition Expenses (section 848) (see instructions)
(&) Annuity (b) Group life (e) Other
insurance
1 Gross pramiums and other eonsideration . . . . . . . . . . 1
2 Return premiums and premiums and other consideration Incurred for
reinsurance 2
3  Net premiums. Subtra;:l Ilna 2 frmn Ilna 1 3
4 MNet premium percentage e e e e e e 4
5 Multiply line 3 by lined . . . 5
6  Combine line 5, columns (a), (b), and {cj and enter hma Ifzm ar Iuss anter -0- on lines 7 and 8 -]
7  Unused balance of negative capitalization amount from prior years e e 7 )
8 Combine lines 6 and 7. If zero or less, enter 0= . . . . . . . . . . . . L L ... ... B8
9 General deductions (attach statement) . e e e e e e e e e e e e 9
10  Enter the lesserof ine Borline® . . e 10
1 Deductible general deductions. Subtract Ilna 10 fm Ilna 9 Enlar h.am and Imludﬂ on page 1 Ilna 1B e 11
12  If the amount on line 6 ks negative, enter it as a positive amount. If the amount on line 6 is positive, enter -0- . . 12
13 Unamortized specified policy acquisition expenses from prior years . . . e e e e e e 13
14 Deductible negative capitalization amount. Enter the lesser of ine 12 orline13 . . . . . . . . . . . 14
15a Tentative 60-month specified policy acquisition expenses. Enter amount from line 10, but not
more than 55 milion . . . e e e e 15a
b Limitation . . . e 18h | $ 10,000,000
16 Phase-out amount. Subtract line 15b from line 10. If zero or Iess, entear-0- . . . . . . 16
17a Current year 60-month specified policy acquisition expenses. Subtract line 16 from line 15a. If
zero of less, enter -0- . . . . Ce e e e e e 17a
b Enter 10% ofline17a . . . . . e . . . . |1m
18a Cumrent year 180-month sp-aclflad pnlnc:..r anqulslhnn axpenses. Subtract line 17a from
line 10 . . . . . 18a
b Entef$34%ufllna1sa e . . 18b
19  Enter the applicable amount of amortization from spaclﬂad policy acquisition expenses t:apllallzad in prior years
and deductible this year. Attach statement . . 19
20 Deductible policy acquisition expenses. Add lines 14 1?b 1Bb and 19 Enter hem and on page 1 Ilnu 15 . 20
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Focus on life companies — Treatment of premium
acquisition costs

Practice Part 2

Looking back at the Schedule G, what flaw is apparent in determining the capitalized
expenses eligible for the 60-month amortization?
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Focus on life companies — Treatment of premium
acquisition costs

Year 1

Net Direct Premiums
Life
Group Life
Annuity

Investment income
Gross income

Gross deductions

T.1. before DAC

DAC Capitalization®
DAC Amortization*

subtotal DAC
T.l. post DAC Impacts

Impact of DAC

DAC  capitalized
Rates Premiums

5,000,000  9.20% 460,000
900,000  2.45% 22,050
400,000  2.09% _ 8,360

100,000
6,400,000

1,500,000)

4,900,000

490,410 490,410
(49,041) (60 month, 1/2 Year)

441,369
5,341,369

9.01%

*Sch M, Book-Tax Difference

Year 2
DAC  capitalized
Net Direct Premiums Rates Premiums
Life 5,000,000  9.20% 460,000
Group Life 900,000 2.45% 22,050
Annuity 400,000 2.09% _ 8,360
Investment income 100,000
Gross income 6,400,000
Gross deductions 1,500,000}
T.I. before DAC 4,900,000
DAC Capitalization® 490,410 490,410
DAC Amortization CY (49,041) (60 month, 1/2 Year)

DAC Amoritzation PY {98,082) (12 months, Yr 1)

subtotal DAC 343,287
T.I. post DAC Impacts 5,243,287

Impact of DAC 7.01%

Qnsz’ﬂ)ce Tax Conference
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Focus on life companies — Treatment of premium

acquisition costs

Year 3
DAC  capitalized
Net Direct Premiums Rates Premiums
Life 5,000,000 9.20% 460,000
Group Life 800,000 2.45% 22,050
Annuity 400,000 2.09% _ 8360
Investment income 100,000
Gross income 6,400,000
Gross deductions 1,500,000)
T.I. before DAC 4,900,000
DAC Capitalization* 490,410 490,410

DAC Amortization CY (49,041) (60 month, 1/2 Year)
DAC Amoritzation PY (196,164) (Yrs1and 2)

subtotal DAC 245,205
T.l. post DAC Impacts 5,145,205

Impact of DAC 5.00%

Qnsz’ﬂ)ce Tax Conference

Year 4
DAC  capitalized
Net Direct Premiums Rates Premiums
Life 5,000,000 9.20% 460,000
Group Life 900,000 2.45% 22,050
Annuity 400,000 2.09% _ 8,360
Investment income 100,000
Gross income 6,400,000
Gross deductions 1,500,000)
T.|. before DAC 4,900,000
DAC Capitalization* 490,410 490,410

DAC Amortization CY (49,041) (60 month, 1/2 Year)
DAC Amoritzation PY {294 246) (Yrs 1,2 and 3)

subtotal DAC 147,123
T.l. post DAC Impacts 5,047,123

Impact of DAC 3.00%
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Focus on life companies — Treatment of premium
acquisition costs

lllustration: "Rise and Fall" of DAC impact on taxable income
Tax Year Capitalized  Yr1 Yr2 Yrd Yr4 Yrb Yr 6 Yr7 Yré Yr9 Yr10

Yr1 490,410 49,041 98,082 98,082 98,082 98,082 49,041

Yr2 490,410 49,041 98,082 98,082 98,082 98,082 49,041

Yr3 490,410 49,041 98,082 98,082 98,082 98,082 49,041

Yrd 490,410 49,041 98,082 98,082 98,082 98,082 49,041

Yr5 490,410 49,041 98,082 98,082 98,082 98,082 49,041
Totals 49,041 147123 245205 343,287 441,369 441369 343287 245205 147123 49,041
Unamortized 441369 784656 1,029.861 1,176,984 1,226,025 784,656 441,369 196,164 49,041 0

Capitalization based upon 60-month, small company exception, not the default 180
month amortization period.

Q:’ﬂ"ce Tax Conference
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Polling Question #6

The federal income tax definition of insurance comes
from which of the following?

IRC Section 7702

Treasury Regulation 1.816
Judicial Interpretation
Black’s Law Dictionary

2020 Virtual Insurance Tax Conference
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Session ||
Welcome back!
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Focus on life companies —
Treatment of policy
liabilities

Qnszrﬂrce Tax Conference
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Focus on life companies — Treatment of policy
liabilities

e The liability of an insurance company that
will be sufficientto meet the Company’s
obligation under its policy contracts and for
various contingencies:

PO I ICyh @) I d er e Loss from investments
Reserves

e Commission liability
e Claim liability
e Expense liability
e Unearned premium liability
e Most significant deduction of life insurers

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of policy

liabilities

Annual Statement, Page 3:

LIABILITIES, SURPLUS AND OTHER FUNDS

4.2 Accident and health (Exhibit 8, Part 1, Line 4.4, sum of Cols. 9, 10 and 11)

2
Current Year Prior Year

1. Aggregate reserve for life contracts § 939,940,065 (Exh.5, Line 9999999)less$

included in Line 6.3 (including$ Modco Reserve) oo 939,940,065 | 616,330,722
2. Aggregate reserve for accident and health contracts (including $ Modeco Reserve) . e
3. Liability for deposit-type contracts (Exhibit 7, Line 14, Col. 1) (including $ Modco Reserve) | e
4. Contract claims:

4.1 Life (Exhibit 8, Part 1, Line 4.4, Col. 1 less sum of Cols. 9, 10 and 1) oo oo 9.974.895 | o

Annual Statement, Exhibit 5:

EXHIBIT 5 - AGGREGATE RESERVE FOR LIFE CONTRACTS

5 3
Cedi
(Group and
Valuation Standard Total Industrial Ordinary Individual) Group

0199998. Rensurance ceded
0199959_ Lile nsurance - Totals (NeU
0200001. SINGPRRMDEF W _ WS - T NN N NN - NN DU S ——
0200002 AEXPRRMODEF ™S 2T | 0 ) 22T oo )
0200003. FLEX PRBM OEF 1.5% 01.202,156 X0 CpR R RS v SR S —
0200004. FLEX PRBM OEF 2% 4044004 JXOOL 54.044.004 JOCX
0299097 | otals (Gross) 3.400.411.718 X0 3.480 411,718 00
0203908 Rensurance ceded 2,550,788 983 X0 2,550,788 983 h..0.8
0299999 Annuites: Totals (Net) 930,64 .75 YK 938,644,735 YK
0300001. 2000 Table, 4.0% 3,674 0674
0300002. 2012 IAR Table, 3.25% 48600 48,600
0300003. 2012 IAR Table, 354 130,623 13,623
0300004. 2012 IAR Table, 3.75% 73317 nan
0300005. 2012 1AR Table. 4.00% 113.232 113,22
0399997. Totaks (Gross) 39,446 0 #6
0305908 Ransurance ceded 104,118 104,118
0309909. SCWLC: Totals (Net) 255 3% 25
[ 0459908 Nensurance ceaed
0499999, Accidental Death Benefits: Totals (Net)
0509008 Heinsurance cece
0599999, Disability-Active Lives: Totals (Net)
0699988 Hensurance ceaed
0699999. Disability-Disabled Lives: Totals (Net)
0799688 Hansurance cece:
0793999 Miscelanaous Resenves: Totak (Nat)

Qﬂrg"cﬂ Tax Conference
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Focus on life companies — Treatment of policy
liabilities
IRC requirements of a deductible policyholder reserve.

e “Computed or estimated on the basis of recognized mortality or morbidity tables and
assumed rates of interest”

e Set aside to mature or liquidate future unaccrued claims arising from life insurance,
annuity, and noncancellable accident and health contracts involving life, accident, or
health contingencies.

e Required by law

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of policy
liabilities

The reserve generally fit into one of the categories of IRC Sec 807(c):

Life Insurance Reserves
Unearned Premium and unpaid loss reserves

Amount necessary to satisfy obligations under insurance contracts that don’t involve
life contingencies

Dividend accumulations and other amounts held at interest
Advance Premiums (offsets earned premium Schedule M)

Special group life reserves

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of policy
liabilities
Internal Revenue Code Section 807

(d) METHOD OF COMPUTING RESERVES FOR PURPOSES OF DETERMINING INCOME

(1) DETERMINATION OF RESERVE

A. In general For purposes of this part (other than section 816), the amount of the life insurance
reserves for any contract (other than a contract to which subparagraph (B) applies) shall be the
greater of—

i. the net surrender value of such contract, or
ii. 92.81 percent of the reserve determined under paragraph (2).

B. Variable contracts For purposes of this part (other than section 816), the amount of the life
insurance reserves for a variable contract shall be equal to the sum of—

i. the greater of—
I. the net surrender value of such contract, or
ll. the portion of the reserve that is separately accounted for under section 817, plus

ii. 92.81 percent of the excess (if any) of the reserve determined under paragraph (2) over
the amount in clause (i).

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of policy
liabilities

e Starting point is the NAIC statutory reserve
(reserve prescribed by 26 or more states)

e Generally the amount of the tax basis
Tax reserve for each contractis the greater of
: _ net surrender value (“NSV”) or 92.81% of
Determination the NAIC statutory reserve.

e Calculated on a policy by policy level
e Cannot exceed the “statutory cap”
e Deficiency reserves are nondeductible

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of policy
liabilities
e |RC 807 Reserve Methods

— For Life = CRVM = Commissioners’ Reserve Valuation Method prescribed by NAIC in
effect on the date of the issuance of the contract.

— For Annuity = CARVM = Commissioners’ Annuities Reserve Valuation Method
e CRVM and CARVM including “Actuarial Guidelines”.

— For other contracts, if no NAIC method, then use a method that is consistent with
CARVM and CRVM.

2020 Virtual Insurance Tax Conference

Qnsirﬂ)ce Tax Conference 87



Focus on life companies — Treatment of policy
liabilities
e NSV is contractual cash value (if any) reduced by surrender charges but disregarding

market value adjustment on surrender (exception for “modified guaranteed
contracts” under IRC section 817A)

— Beware issues in cash value definition

— For pension plan contracts, NSV is based on “policyholder’s fund”

e Deficiency reserves are additional reserves held because net premium exceeds
gross premium

— Deficiency reserves are included in statutory cap

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of policy
liabilities

1 _41120-L U.S. Life Insurance Company Income Tax Return OMB No. 1545-0123
Department of the Traasury For calendar year 2019 or tax yearbeginning .~~~ , 2019, ending , 20 ﬁp‘ﬁ- 1 9
Internal Revenue Sarvice » Go to www.irs.gov/Form1120L for instructions and the latest information.

A Check if: Mama B Employer identification number
1 Consolidated retum Please
(attach Form 851) . [] print Mumber, streat, and room or suite no. If a P.O. box, ses instructions. € Dats incorporatad
2 Life-nonlife or

consolidated retum |:| type

3 Schedule M-3 (Form City or town, state or province, country, and ZIP or foreign postal code D E;ﬁﬁ:ﬁﬂ?&ﬁ :r:;::lfem e
1120-L) attached . [] section(s):

E Chacki. (1) [] Final return 2) [ ] Name change [3) [] Address change 4) [] Amended retum [ 19saeiac) [ 953d)

=) 1 Gross premiums, etc., less return premiums, etc. Enterbalance . . . . . . . . . . . . . . 1

§ 2 Met decrease, if any, in reserves (Schedule F, line12) . . . . . . . . . . . . . . . . . 2

E 3a Decrease in reserves under section 807 C e e e Ja

© b Income from Reserve Transition Relief (see instructions) . . . . . . . . . . . . . . . . 3b

% 4 Investment income (Schedule B, line &) (see instructions) 4

o 5 Met capital gain (Schedule D (Form 1120), line 18) Ce e e 5

E 7 Other income (attach statement) . . . . e e e e 7

= 8 Life insurance company gross income. Add Imes 1 thmugh 7. 8

E‘ 8  Death benefits, etc. Ce e, 9

2110 Met increase, if any, in resenes [Eu:hedule F, I|ne 12} e oo 10

S | 11a  Increase in reserves under section sorfp . . . .. e e e e e e 11a

% b Deductmn frc:m Fleserve Tranmtmn Flellef {see mstructu:-ns]- e e e e e 11b
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Focus on life companies — Treatment of policy
liabilities
Change in reserves: Impact to LICTI*

e The net increase (decrease) in reserves that is reflected on Page 1 is calculated on
Schedule F (Page 3)

e We will follow the structure of Schedule F to calculate our net increase (decrease)
in reserves

*Please note that as we are discussing life insurance reserves, they are a liability and depending on
whether the reserves (liability) are increasing or decreasing will determine whether there is an impact to
income or deductions. This being said, let’s discuss how this “increase” or “decrease” is calculated.

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of policy

liabilities

- ———

T LTINS Increase (Decrease) in Reserves (section B07) (see instructions)

(a) Beginning (b) End of tax year
of tax year
1 Life insurance reserves .. 1
2 Lnzamed premiums and unpaid losses 2
3 Supplementary contracts . . . . . 3
4  Dividend accumulations and other amounts 4
5 Advance premiums ]
6 Special contingency reserves 4]
7  Addlines 1 through 6 . 7
8 Increase (decreass) in reserves under section 807. Subtract line 7, column (a), from line 7, column ity . . . . B
9a Taw-exemptinterest . . . . . . . o . . o . . L . 0 L ... 9a
b Increase in policy cash value of section 264(f) policies as defined in section B05(a)(4)(F) 9b
¢ AddlinesSaand9b . . . . . . . L. L o L ... L. g9c
10  Policyholders' share percentage . . . . . . . . . . . . . . . ... L. 10 20%
11 Policyholders' share of tax-exempt interest and the increass in policy cash value of section 264if) policies as
defined in section 805(@)4)(F). Multiply line 9c by line10 . . . . . . . . . . . . . . . . . 11
12 Met increase (decrease) in reserves. Subtract line 11 from ling 8. If an increase, enter here and on page 1, ling
10. If a decrease, enter here and on page 1, line2 . . . . . . . . . . .0 . oL L L. 12
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Focus on life companies — Treatment of policy
liabilities
Practice Part 1

X Life reported $8,500,000 of life insurance reserves as of 12/31/2018. Determine X
Life’s tax basis policyholder reserve?

Policy NAIC statutory reserve NSV

Policy 1 2,500,000 1,000,000
Policy 2 5,000,000 4,500,000
Policy 3 1,000,000 1,250,000
Total: 8,500,000 6,750,000
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Focus on life companies — Treatment of policy
liabilities

Part 1 Solution
X Life reported $8,500,000 of life insurance reserves as of 12/31/2018. Determine X Life’s
tax basis policyholder reserve?

NAIC statutory reserve (a) NSV Tax basis @ 92.81% of (a)
Policy 1 2,500,000 1,000,000 2,320,250
Policy 2 5,000,000 4,500,000 4,640,500
Policy 3 1,000,000 1,250,000 928,100
Total: 8,500,000 8,145,000 7,888,850
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Focus on life companies — Treatment of policy
liabilities
e |RC Sec. 807(f): Change in reserve “basis”

— Rule, similar to change of accounting method rule but automatic, addresses
reserve strengthening and weakening, abbreviated Form 3115

— Post TCJA a change in reserve basis is treated as an automatic Sec 481(a)
adjustment

e |ncrease in reserves is taken in year 1

e Decrease in reserves is spread over 4 years

e Net changes by section 807(c) classifications

— See Rev. Proc. 2019-10 and Rev. Rul. 2020-19
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Polling Question #7

The only bird that can fly backward is the mockingbird.

1. True
2. False
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Focus on non-life
companies — Taxable
income and form 1120PC
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Focus on non-life companies — Taxable income
and form 1120PC

Any “insurance” company that does not qualify as a “life” insurance company under
IRC Sec 816, includes:

e Property & Casualty
Title

Professional Liability

Mortgage and Financial Guaranty
Blue Cross/Blue Shield
Warranty
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Focus on non-life companies — Taxable income
and form 1120PC

Taxable income determined under Part Il of Subchapter L

e Primary benefit is the ability to claim deductions today for unpaid loss reserves that
otherwise lack “economic performance”

e Primary detriment is a reduction of tax benefits related to otherwise tax favored
investment income.
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Focus on non-life companies — Taxable income
and form 1120PC

e |[RC Sec 832 — Insurance company taxable income is the sum of:
— Investment income
— Underwriting income
e Premiums earned, less

e Losses and expenses incurred

e Expenses incurred include:

— All expenses shows on the Annual Statement, with the exception of unpaid losses
(no double counting).

— Unpaid loss adjustment expenses are included in unpaid losses (IRC Sec 832(b)(6).
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Focus on non-life companies — Taxable income
and form 1120PC

Form 1120-PC

2020 Virtual Insurance Tax Conference
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Focus on non-life
companies — Treatment of
premium revenue
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Focus on non-life companies — Treatment of
premium revenue

e SSAP 53 provides the general guidance
e Terminology
e Gross Written Premium — amount charged to
policyholder
e Net Written Premium (“NWP”) — Gross less returns

ACCO u nti N g e Unearned Premium Reserve (“UPR”)- Liability

representing the unexpired portion of the NWP

Tre at m e nt e Earned Premium — NWP adjusted for change in UPR

e Recognition Method — Generally, revenue earned pro
rata over the contract period, beginning at the
effective date

Statutory

2020 Virtual Insurance Tax Conference

Q@)ce Tax Conference 102



Focus on non-life companies — Treatment of
premium revenue

Premium Revenue — Book

+

+
+

Net Written Premium*

Ceded

Assumed

PY Unearned Premium Reserve #
CY Unearned Premium Reserve #
Statutory Earned Premium

* Net of return premiums
# Unearned premium is after impact of reinsurance

Qnsirﬂ)ce Tax Conference
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Focus on non-life companies — Treatment of
premium revenue

STATEMENT OF INCOME

1
Current Year
UNDERWRITING INCOME
1. Premiums earned (Part 1, Line 35, Column 4) 31,177,122
UNDERWRITING AND INVESTMENT EXHIBIT
PART 1 - PREMIUMS EARNED
1 2 3 4
Unearned Premiums | Unearned Premiums
Net Premiums Dec. 31 Prior Year - Dec. 31 Current Premiums Earned
Written per per Col. 3, Year - per Col. 5 During Year
Line of Business Column 6, Part 1B Last Year's Part 1 Part 1A (Cols. 1 +2-3)
35. TOTALS 30,620,101 13- 166-295 12,609,274 31,177,122

UNDERWRITING AND INVESTMENT EXHIBIT UNDERWRITING AND INVESTMENT EXHIBIT v
PART 1A - RECAPITULATION OF ALL PREMIUMS PART 1B - PREMIUMS WRITTEN
! 2 3 Fasarve for Rate N 1 Reinsurance Assumed Reinsurance Ceded 6
Amcunt Unoamod | Ameunt Unoamed Crodits and 2 3 4 5 Ne‘x:ﬁ"z'r:"“s
.;E-ULT ;‘;"é,’;‘f’o"“’i:’ -:m&r‘\: 3::? ',?D:_m Earmed But Unbiled na_':‘;,tn?:mcg;m ul;’;?;"ﬂ?:ﬁ,{f;s Line of Business Direct Business (a) | From Affiliates | From Non-Affiliates To Affiliates To Non-Affiliates | Cols. 14+2+3-4-5
Line of Business of Palicy) (a} Date of Policy] (a) Premium .on Experience Cols.1+2+3+4
a5 T(_.J-TQLS I 12608274 I U] rJI UI 2,600 2.I\‘l 35. TOTALS 40,044,260 0 | 0 0 9,424,159 30,620,101
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Polling Question #8

Which of the following results in a GAAP-Stat difference?

Accretion of market discount
Recognition of unrealized gains on bonds
Value of equity securities

Depreciation of fixed assets

ITC 2020 Virtual Insurance Tax Conference
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Focus on non-life companies — Treatment of
premium revenue

Practice, Part 1

Ins Co. collected gross direct premium of $30 million. Of this amount, 30% was ceded to
an foreign affiliate. Ins Co. assumed $4 million of business from other companies. None
of the collected premium was returned to policyholders. Determine the net written

premium.
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Focus on non-life companies — Treatment of
premium revenue

Part 1, Solution
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Focus on non-life companies — Treatment of
premium revenue

Practice, Part 2
At the end of the calendar year, Ins Co’s unearned premium liability was $2.5 million.
The prior year unearned premium liability was $1.6 million. Determine the impact this

information has on the solution to Part 1.
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Focus on non-life companies — Treatment of
premium revenue

Part 2, Solution

2020 Virtual Insurance Tax Conference
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Focus on non-life companies — Treatment of
premium revenue

Practice, Part 3

Ins Co. received S2 million from insured in December. The effective date of the contract
is January 1. The prior year balance of advance premium was zero.

Present the statutory accounting entry to reflect this receipt of cash.
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Focus on non-life companies — Treatment of
premium revenue

Part 3, Solution

2020 Virtual Insurance Tax Conference
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Focus on life companies — Treatment of premium
revenue

Premium Revenue — Book

+

+ +

Gross Written Premium*

Ceded

Assumed

PY Unearned Premium Reserve #
CY Unearned Premium Reserve #
Statutory Earned Premium

* No return premiums to consider
# Unearned premium is after impact of reinsurance

Qnsirﬂ)ce Tax Conference

$30,000,000
(9,000,000)
4,000,000
1,600,000
(2,500,000)
$24,100,000
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Focus on non-life companies — Treatment of
premium revenue

e Tax basis Earned premiums defined as gross premiums written during year, net of
return premiums & amounts paid for reinsurance, plus or minus change in unearned
premiums/UPR (IRC section 832(b)(4))

e CAUTION: Treas. Reg. 1.832-4 provides tax definitions for the components noted
above

e Tax basis earned premium includes any reserves for life insurance contracts (IRC
section 832(b)(4)
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Focus on non-life companies — Treatment of
premium revenue

e Treas. Reg. 1.832-4:

— Only amounts received on insurance contracts considered

— Gross premiums written includes accrual for amounts under retrospectively rated
contracts and “earned but unbilled” amounts, a.k.a. ‘EBUB’

— Advance premium receipts treated as gross written premium and included with
unearned premiums for tax
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Focus on non-life companies — Treatment of
premium revenue

e Treas. Reg. 1.832-4:
— Premium received in installments may result in acceleration the entire contract

premium if:
Premium counted as GWP Expenses deducted
Total Contract Premium Total Contract Expenses

“Expense Ratio Limitation”

See Rev. Proc. 2002-46, which provides a safe harbor for policy acquisition expenses
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Focus on non-life companies — Treatment of
premium revenue

End result of the earned premium
regulations is that taxable premium is
not solely based upon the annual

statement exhibits. Must “go behind”
the numbers to examine the nature of
the accounting entry in relation to the
definitions in the regulations.
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Polling Question #9

Which Code section contains the definition of an
insurance company for purposes of the IRC?

Section 7701
Section 842
Section 821
Section 816
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Focus on non-life
companies — Treatment
premium acquisition costs

Qnszrﬂrce Tax Conference
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Focus on non-life companies — Treatment of
premium acquisition costs

e SSAP 71 provides guidance applicable to
premium acquisition costs for insurance
contracts.

StatUtory e Ground rules -

e New and Renewal contracts

ACCO U ntl n g e Includes costs that vary with and are
primarily related to acquisition of
Treatment primart

e Expensed as incurred. Reduces surplus.
e Where found — A/S, U/I, Part 3.

2020 Virtual Insurance Tax Conference
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Focus on non-life companies — Treatment of
premium acquisition costs

e The amount
capitalized is not
based on actual

CoNgress  acquisition expenses

(such as agent

ad p p I |€d a commissions or

underwriting

”p roxy” expenses)

e |[nstead, a set
percentage is applied
d pproaCh to the unearned
premium reserve
liability
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Focus on non-life companies — Treatment
premium acquisition costs

e |RC section 832(b)(4) — Reduce statutory UPR to 80-percent of statutory value

e Generally, 20-percent of any increase in UPR increases tax basis earned premium, 20-
percent of decrease in UPR decreases tax basis earned premium

e Recall — Advance premium treated as UPR

e Form 1120PC, Schedule E
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Focus on non-life companies — Treatment
premium acquisition costs

Practice, Part 1
Using the information from the previous section that discussed the Treatment of
Premium Revenue, compute the tax basis earned premium as adjusted for the tax

treatment of premium acquisition costs.
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Focus on non-life companies — Treatment of
premium acquisition costs

Premium Revenue — Tax

+

+
+

Gross Written Premium*®
Ceded

Assumed

PY UPR (Stat @ 80%)

CY UPR (Stat @ 80%)
Statutory Earned Premium

* No return premiums to consider.

Qnsirﬂ)ce Tax Conference

$30,000,000
(9,000,000)
4,000,000
1,280,000
(2,00,000)
$24,280,000
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Focus on non-life companies — Treatment
premium acquisition costs

Practice, Part 2

Ins Co. received S2 million from insured in December. The effective date of the contract
is January 1. The prior year balance was zero.

Recall - The Earned Premium Treas. Regs treat advance premium as gross written
premium.

Determine the impact of this information on the calculation of taxable earned premium.
Recall that advance premiums are 100% unearned.
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Focus on non-life companies — Treatment of

premium acquisition costs

Premium Revenue — Tax

+

+/-

+ +

Gross Written Premium

Change in Advance Premium

Ceded

Assumed

PY ADV UPR @ 80%

CY ADV UPR @ 80%

PY UPR (Stat @ 80%)

CY UPR (Stat @ 80%)
Statutory Earned Premium

Qnszrﬂrce Tax Conference

$30,000,000
2,000,000
(9,000,000)
4,000,000
None
(1,600,000)
1,280,000
(2,00,000)
$24,680,000
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Focus on non-life companies — Treatment of
premium acquisition costs

Premlum Revenue — Tax

O IR R Y g -

L TN Premiums Eamed — Section 832 (see instructions)
1 Metpremismswitten. . . . . .
2 MMMMWHMHWWMWMHH
o Enver 100% of e nsurance resorves inchoaded in urssamed premiums

{sechon BIHBHTIAY &nd unearned premiums of sacton 833 organizatons. See
MERUCHENS. . . . . . . . . L. . . - s e e e e a e
Enter 304 of urearmed premiums attributable o inguring cortain securities .
Deetunied unasmed pramiums afriudabls io 0l insuranes . . . . . .
Enter B0r% of a other unearmed premiums. See instructions . . . . . .
Toltal. Add ines 2a through2d . . .. , .. . e .. o
Todnl. Add ines 1 and 28 . . . e -
mmammmumummmmﬂmmmrw
g [Enier 100% of He nsurance reserves nchaded in uneamed premiams

jsechion BXMBHTIAY and unearned pramiums of secton 531 organizatons. See
Enter 30 of ursarmed premiums attibutable to insuing corain secunties . .
Dscounied unasrned premiums affribuiable to il insurance . . . . . .
Enter B0 of a other unesrnad premiume. See nstruchions . . . . .
Total Addinesdathvough4d . . . . . . . . . . L L . oL L L L L L L oL
Subfract ine e fomined . . . .
Tuumﬂﬂmmﬂmmmmuumm
T hmmﬁmmﬁmﬁﬁmmmeth S e

BB e R

L - T -

I ]

8 |E &

o om e

oL

=i (o |om |
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Polling Question #10

Which super power would you choose?

Fly
Super fast

Strong

Unbreakable

Read Minds

Eyesight and hearing
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Focus on non-life
companies — Treatment of
policy liabilities

Qnszrﬂrce Tax Conference
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Focus on non-life companies — Treatment of
policy liabilities

Nonlife operating cycle --

e Accidents and weather happen. Insured submits claim documentation. Company
records liability (case basis reserve) —immediately recognizes expense.

— If estimated liability is the amount paid results in balance sheet only impact.

— Payment of the liability impacts the income statement only to the extent the
payment varies from the liability

e Companies also record a reserve liability for claims that the company suspects have
occurred but are yet to be reported (IBNR)
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Focus on non-life companies — Treatment of
policy liabilities

What are Loss reserves?

e A company’s estimate of its liability for the unpaid costs of insured events that
have occurred.

e Because these amounts are an estimate, they are adjusted regularly and these
adjustments affect a company’s income statement, as well as its balance sheet.

e Any changes in reserve estimates will directly change incurred losses (an expense
account), thereby adding to the volatility of a company’s financial statements.

e Loss reserves are typically one of the most significant estimates made by
management when preparing financial statements.

2020 Virtual Insurance Tax Conference

Qnsirﬂrce Tax Conference 130



Focus on non-life companies — Treatment of
policy liabilities

Losses Incurred and Loss Adjustment Expenses Incurred (LAE)

Statutory Accounting permits recognition of an expense. Expense is calculated as the
sum of the amount paid during the year plus the end of the year balance of unpaid
liability (case basis and IBNR) less the beginning of the year balance of unpaid liability
(Amount paid plus/minus change in the liability.)
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Focus on non-life companies — Treatment of

policy liabilities

Annual Statement (Yellow Book), page 4, lines 2 (losses) and 3 (LAE):
STATEMENT OF INCOME

1 2
UNDERWRITING INCOME Current Year Priot Year
1. Premiums eamed (Pam 1, Line 35, COMIMN &) emme et — TR — R
DEDUCTIONS:
2 Lossesimcuved Pat 2, LinedS. Coomm V) . e — 28267302 | oo 242 300,990
3. Loss adjustment expenses incumed (Pan 3 Line25 Commn ). ... . s Y (- s ST SIS | i 41798563
4  Omer undemwiting expenses incurmed (Pan 3 Line 25, Cowmn2).. ... .. a o e PN TR i e o e T 172006079 |... ... 159,943 994
S Aggregaie wrie-ins for undenwmiing dedections.........._... e e A 0
£ Totl underwriting deductions (Lines 2 tvough 5). ... L e Tl St (IR _A9B 750976 | .. ... 444 D43 547
7. Neiincome of profecied cels.................. e S e R er | RS NP | e
B Netunderarting gain (oss) (Line 1 minus Line & plus L e i B | pre i VO INZIDS | e 37,148,480

* For tax purposes, “Losses incurred” includes the change in unpaid LAE.
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Focus on non-life companies — Treatment of
policy liabilities

® Tracked by accident year (AY) and line of business
(LOB)

— Auto
— Workers’ comp
Unpaid Losses — Homeowners
— Commercial
e Schedule P, of the Annual Statement provides detail

® Liability may be net of salvage and subrogation
recoverable
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Focus on non-life companies — Treatment of
policy liabilities

SCHEDULE P - PART 1D - WORKERS' COMPENSATION

(EXCLUDING EXCESS WORKERS' COMPENSATION)
($000 omitted)

Adjusting and Other 23 2
Losses Unpad Defense and Cost Contamment Linpaid Uregid Total
Case Hass Buk + IBNR Case Bass Bulk + IBNR A 2 Net
13 £ 15 16 17 18 19 20 Salvage Losses
Direct Direct Divect Diect Direct and and
ar Expenses
Ungaid

|

Assumed Ceded As:;n!d Ceded Assumed Ceded Assumed Ceged Assumed Caded| | Anficpated
1. Pror... | 63520 | 3278 | A2 | 9B | [ e

R R VI SR - (< ) S ) N -7 —— ) ) [— — S -

& 263

T 285

g

9

2003 e T o | 1550 5 | o |
2004 | 2526 | %8| . 298 | ol IR IR .
L 2005 | 2979 | 3T | 1 S 386 | 36 | 78 | I 126338 |l 2
- 20%...|...3785|... .. 485| . 5867 | .98 | |l B2 TS || 43| 943 . 56
10. 2007 | . 5082 | oo | 7108 |35 [ [ 1242 |8t | 7992 | 13700 | 2T
.20 | . to37a). . . | 134s4|.  3em®| . . | | 24| . ee6|. 33| . || . sl  osar|f 413
12. Totis._|....38120 ... 4442 | %43 a5 | ... (1] [— 5476 | 1064 | . 4813 . ] — 6| 72| 585
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Focus on non-life companies — Treatment of
policy liabilities

How do you calculate tax basis?

Tax follows the statutory formula: paid plus or minus the change in the unpaid liability,
discounted for the time value of money (TVM).

e Unpaid losses and LAE are discounted for the TVM

e Salvage and subrogation must be accrued and discounted for TVM
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Focus on non-life companies — Treatment of
policy liabilities

IRC Sec 846: “The amount of the discounted unpaid losses as of the end of any taxable
year shall be the sum of the discounted unpaid losses (as of such time) separately
computed under this section with respect to unpaid losses in each line of business

attributable to each accident year.”

e Tax basis (discounted) unpaid loss reserves:

— Interest rate and loss payment pattern used to compute discount factor, and

— Undiscounted unpaid loss reserves

e Any statutory discount is reversed before applying IRS discount factor
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Placeholder for banner

For the First Taxable Year Beginning After December 31, 2017
Long-Tail Lines of Business

Private
Passenger  Products
Auto Liability - Products

Accident Liability/ Claims- Liability - Workers' Long-Tail
Year Medical Made Occurrence  Compensation  Composite
2018 95.6745 85.8982 87.8191 88.0401 92.7568
2017 95.2920 86.3600 89.1417 86.5393 91.7292
2016 95.2520 88.1407 89.8860 85.4517 91.4469
2015 94.8920 83.8076 91.1924 83.9662 90.2933
2014 94.2325 85.0889 89.8810 83.4129 88.7546
2013 94.2824 86.4184 89.9309 81.8905 88.6421
2012 94.5205 87.8040 90.8527 83.2567 88.6258
2011 95.0550 89.0388 91.8072 84.1036 89.1661
2010 95.6473 90.2969 92.1992 84.7150 90.3858
2009 97.7282 91.5785 94.4133 86.5946 92.1457

Taxpaver Not Using the Composite Method
2008 98.5513 92.8838 95.7739 87.8065 93.4541
2007 98.5513 94.2124 97.1571 89.0414 94.7812
2006 98.5513 95.5629 98.5513 90.2995 96.1195
2005 98.5513 96,9299 98.5513 91.5813 97.4421
2004 98.5513 98.2868 98.5513 92.8867 98.5513
2003 98.5513 98.5513 98.5513 94.2154 98.5513
2002 98.5513 98.5513 98.5513 95.5661 98.5513
2001 98.5513 98.5513 98.5513 96.9334 98.5513
2000 98.5513 98.5513 98.5513 98.2913 98.5513
Years before
2000 98.5513 98.5513 98.5513 98.5513 98.5513
Isii s C ite M

Years before
2009 98.5513 94,7288 96.6903 91.2579 95.0968
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Focus on non-life companies — Treatment of
policy liabilities

e Application of Loss reserves discounting
— Use IRS provided discount factors by LOB and AY

— Identify the undiscounted unpaid loss reserve amounts by using information in the
annual statement (Sch P)

— Do the math (undiscounted reserve value multiplied by the applicable discount
factor), or let the tax return software do the work.

e Similar treatment for accrued Salvage & Subrogation, which acts like a contra
liability account
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Focus on non-life companies — Treatment of
policy liabilities

2018 Company Y Workers Compensation
Annual Statement, Sch P ASB Parts 1D
Column 23  Column 24 Grossed-up IRS Table Discounted
Accident Anticipated Total Losses Unpaid Loss Discount Total by Accident
Year Salvage and LAE Reserves Factor Year
Prior / Composite
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

Totals
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Focus on non-life companies — Treatment of
policy liabilities

Schedule F Losses Incurred (section 832) (see instructi‘ons)

Losses paid during the tax year (attach reconciliation to annual statement) . . . . . . . . . . . 1
2  Balance outstanding at the end of the current tax year for:

a Unpaid losses on life insurance contracts . 2a
b Discounted unpaid losses C e e e e e e 2b
¢ Total. Addlines2aand2b . . . . . . . . . . . . ... o 2c |
3 Addlinestand2c . . . . . . . . ... oo e e e e e e e e 3
4  Balance outstanding at the end of the preceding tax year for:
a Unpaid losses on life insurance contracts . 4a
b Discounted unpaid losses 4b
¢ Total. Add lines 4a and 4b 4c
5  Subtract line 4c from line 3 e e e e e e e 5
6  Estimated salvage and reinsurance recoverable at the end of the preceding tax year 6
7  Estimated salvage and reinsurance recoverable at the end of the current tax year 7
8  Losses incurred (line 5 plus line 6 less line 7) . Ce e e 8
9  Tax-exempt interest subject to section 832(b)(5)(B) . . . . . . 9
10  Dividends-received deduction subject to section 832(b)(5)(B) {Schedule C line
27) . . Lo e e e e e e e 10
11 The increase in policy cash value of section 264(f) policies, as defined in section
BOS@ANF) . . . . . . ..o e 11
12 Total. Add lines 9,10, and 11 . . . . .. 12

13 Reduction of deduction under section 332(13}{5](8) Murhply line 12 by appllcable perc:entage (see II"ISTHJCtIOI"IS] 13
14  Losses incurred deductible under section 832(c)(4). Subtract line 13 from line 8. Enter here and on I
Schedule A, line26 . . . . . . . . . ..o oo 14

Form 1120-PC 2018
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Polling Question #11

Reinsurance ceded has the effect of increasing the
amount of earned premium?

True
False
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Tax favored investment

“double benefit”

income and the concept of

Qnszrﬂrce Tax Conference
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Tax favored investment income and the concept
of “double benefit”

e Because part of every dollar of life or

CO n Ce pt non-life insurer’s investment income is

“supports” policyholder reserves, which
Of 3 in turn are deductible, insurer should be
required to reduce deductions to prevent

7 a double benefit (compare IRC section
double B

e Tax-exempt interest & dividends received
deduction (“DRD”), allocated between
policyholders’ share & company’s share

benefit”
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Tax favored investment income and the concept
of “double benefit”

e Section 832(b)(5)(B). Reduction of

deduction. The amount which would
. (but for this subparagraph) be taken
N O n‘l |fe into account under subparagraph (A)
shall be reduced by an amount equal
to the applicable percentage

e 2019: the applicable percentage is
25%

companies

2020 Virtual Insurance Tax Conference
144




Tax favored investment income and the concept
of “double benefit”

e |[RC Section 807(a)&(b) paraphrased.
Increase or decrease in gross income
resulting from the change in reservesiis,

. reduced by the amount of the policyholders’

L|fe share of ... tax exemptinterestand income

from an increase in certain cash surrender

value contacts

IRC section 805(a)(4) paraphrased. There shall
be allowed the dividends received deduction
as modified by the life insurance company’s
share of the dividends received

companies
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Tax favored investment income and the concept
of “double benefit”

e (a)Company’s share. For purposes of
section 805(a)(4), the term “company’s
|IRC Section share” means, with respect to any
taxable year beginning after December
8 12 31, 2017, 70 percent.

‘“ 4 e (b)Policyholder’s share. For purposes of
Com pa ny 5 section 807, the term “policyholder’s

S h a re” share” means, with respect to any
taxable year beginning after December
31, 2017, 30 percent.
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Tax favored investment income and the concept
of “double benefit”

Non-life companies — Form 1120PC

Schedule F Losses Incurred (section 832) (see instructions)

9 Tax-exempt interest subject to section 832(b)5)B) . . . . . ; 9
10 Dividends-received deduction subject to section 832(b)(5)(B) (Schedule C line
S o s o e mr oue B ot & W e B w0 SR KGR meo @0 W 10
11 The increase in policy cash value of section 264(f) policies, as defined in section
805(@)@4)F) . . . . . . . . ..o 11
12 Total. Addlines9,10,and 11 . . . 12
13 Reduction of deduction under section 832(b)(5)(B) Multlply line 12 by appl:cable percentage (see mstructlons) 13
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Tax favored investment income and the concept
of “double benefit”

Life companies — Form1120L

‘m Dividends, Inclusions, Dividends-Received Deduction, and Other Special Deductions (see instructions)

10
11
12

Gross dividende-received deduction. Add lines 1 through 9 - e 10

Company shere percentags . . . . . . . . . . . . . . .| 14

pm
O

Frorated amount. Line 10 times line 11 . 12

-3

10
11

Schedule F

Increase (Decrease) in Reserves (section 807) (see instructions)

Increase (decreass) in ressrees under section 807, Subtract line 7, column (g), from line 7

Tac-exempt nterest . . . - - -
Increass in policy cash valus -:|f section E‘Ei-u'ﬂ pthClE"E F=1 deflne-d in saction E-I:|5I'-EI.'|I'£II|-I'F||
Add lines Saand b . . . C e e e e e
Policyholders” share perﬂantage . - -

Policyholders” share of tex-exsmpt inferest and the incresse in pdlﬂ} cash walue of section EI:E-dI‘I’:l p—DlIDIE'E &3

dafined in saction B05(=){4)F). Multipty line 9 by line 10

. columin (b
Ga
O
Gz
10 2
i1

Qﬂrg"cﬂ Tax Conference
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Tax favored investment income and the concept
of “double benefit”

Summarized

e Permanent loss of a portion of tax-benefit
related to tax-exempt interest and dividends
received deduction (and increase in 264(f) CSV
increase).

e Mechanics of adjustment different for life and
non-life companies

e Makes “proratable” investments less attractive
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Polling Question #12

Which schedule of the Form 1120-PC is a graphic

depiction of IRC section 832(b)(4)?

Sc
Sc
Sc
Sc

nedu
nedu
nedu

nedu

Qnszrﬂrce Tax Conference

e A
eB
eD
ek
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Topics not addressed

Qnszrﬂrce Tax Conference

2020 Virtual Insurance Tax Conference
151



Topics not addressed

Just a sampling...
® NOL Rules Differ

Affiliated groups/consolidated return issues
Life policy product qualification
Reinsurance agreements

® Impact of the IRC section 338(h)(10) election

Pre-TCJA versions of rules discussed (applicable with amended returns and
carrybacks)

ITC 2020 Virtual Insurance Tax Conference
Qnsirﬂ)ce Tax Conference
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A wise Learner once said....

Focus on what you learned,
not what you didn’t!
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Polling Question #13

This has been the BEST ITC course | have ever attended.

True

Definitely True

True —not even close!

Best? Best is a gross understatement!!!

ITC 2020 Virtual Insurance Tax Conference
Qnsirﬂrce Tax Conference
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Appendix A, IRS forms

Form 1120L

Form 1120-PC

Qirgrce Tax Conference
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rarm 1120-L

OME Mo. 15850123

U.S. Life Insurance Company Income Tax Return

oonsolidated neburn :l type
3 Scheduls M-2 (Fam

Departmant of the Treasury For calendar year 2018 or tax year baginning . 2019, ending glﬂ[—]\l 1 9
Infernal Aevenue Service kGoto Mmmrmmm for instructions and the latest information. bl
A Checi if: Mame: B Employer identification number
1 Consolidated rebum o Please
tinch Forn 881) - pint Mumber, street, and room or suite no. If a P.0. bax, ses instructions. C Dater
2 Life-nonife ar

D Check applicable bax if an

City or town, stabe ar province, country, and ZIP or donsign postal code
etection has been made under

1120-L} aftached . J sectionis):
E Checkif: (1) | | Final retum 2 | |Mame change @ | | Adernes cnange 4 | | amenced retum losacyamey Ll anai
| 1 Gross premioms, ele., less relurn premiums, ele. Enterbalanee © _ . . . . . . . . L L 1
E 2 Mel decreass, il any, i resarves (Schedule Fline 12y . . . . . . . . . . . . . . .
£] 3a Decreaseinreservesunderseetion BOTIN . . . . . . . . . L L Lo L L L. | 3a |
@ b Incorme from Reserve Transition Relief (see insfrections) . . . . . . . . _ . . . _ . . . Ib
E 4 Irvestment income (Schedule B, Bne 6] fsee ngtructions) . . . . . . . . . . ... ... 4
@ | 5 Neteapital gain Schedule D (Ferm 1120), line 18) . . . . . _ . . . . . . . . 5
E T Other income (altach staternent) . . . .. e e 7
B Lile insurance company gross ncome, Add hes 1 lhmq;n ? L. 8
MR Death benafits, &1, . . . . . B
g o MNetl moreass, if any, N resares [ScheﬂuleF Ime 2 . . . - . s e e e 10
2] 11a Increase inressrves underseclion 80700 . . . . . . . . _ . . . . . . . . . . .. [1na
g b Deduction from Rasarve Transition Relief see msl.n.n:lnu;l e e e e e e e e e 11b
5|12 Deductibie policyhoider dividenda under section B08 . . . . ]
; 13 Assumption by anothes person of Babifties under insurance, ele., contracts . . . . . . . . . . 13
& | 14 Dividends rernbursable by tagpayer . . . . . - Ce e e e e e 14
E| 158 Interestm b Levssia:-emmpl intereat upenseb & Balancew | 15¢
5|16 Decuctible policy acquislion expenses (Schecule G, ine20) . . . . . . . . . . . . . . . |®
g 17 Reserved for lutre use . . . . e 17
S 18 Other deductions (e natructions) (attach sulsnenl] Ce e e e e e e e e e 18
£ 19  Addiinesdthvough 18 . . . . e ]
: 20  Subtotal. Sublract line 19 frem ||nea .. - e 20
$ | 218 Dividends-received and other special deductions [Scnedule A, Inezz] Co | Ha |
Pilus: b. Net operating loss deduction (see instructions) [attach statement) . . | Hb He
§ 22 Gain or (los2) Iroin operationg, Subtract ine 21¢ rom line2d . . . . . . . . . . . . . 22
23 Lileinsurance comparry taxable income [LICTI. Enter fne 22 here . . . FE 23
24 Phased inclugion of balanee of palicyhelders surplus aceount [see nslmm:msa o 24
25  Taxable income. Add lines 23 and 24 (see instrectiong) . . . . . . . . . . L . o . 25
E 26  Tolal tax {Schedule K, ine 10) . . . - - e 26
2T 2019 Mel BES tax kability penﬂmnFnrm 965-B, Par i, cMumnl;lt] i3 . . . . . . . . . 7
5 2Ba 2018 overpayment crediled t0 20018 . . . . | . 28a Line 28b is
€ 20M0 estirnaled tax payrents . . . . . . . . 8 reserved.
% d  Less 2018 refund applied for on Forrm 4488 . . . . 28d 28
E {  Taxdeposited with Form 7008 . . . . . . . . . . . . . . 281
@ Credits: (1) Form 2439 (2) Farm 4136 = 28y
2 h U.S income tax paid or withheld af source (aitach Form 1042-8) . . . . . . 28h
i 2019 Met 9ES tax kability rom Form 985-B, Pan |, column (dy, lined . . . . . 28i
i Refundable credit frorn Form BE27, lineSe . . . e e e e e 28 28k
28 Estimated tax penally. Check if Form 2220 is aftached . . . _ . - . 3 :l 2
ﬁ 30 Amourt owed. If line 28K is smaler than the total of lines 26, 27, and 29, enter amount owed . . . 30
F |31  Owerpayment. If line 28k is larger than the total of lines 26, 27, and 20, enter amount overpaid = . . . . | 31
32 Erter amaunt fram Bne 31: Credited to 3020 tax . » Refunded . » | 32
Under penaities of penury, | declare that | have examined this reum, including acoompanying schedules and statements, and to the best of my knowiecige and belef,  is rus,
sun cormect, and complete. Declaration of proparer jother than Msmmalnﬁmmwmw«mm [P Y———
wilth thae preparsr shoawn below ?
Here P&pmmnﬂ\cm’ e }Tmn See instructions. [1Yes [IHa
Paid Print/Type preparers nami Preparer's signature |bm Gheck [ if ‘ PT
seif-emplayed
Preparﬂr Fim's name  » I Firm's EIN &
Use 0I‘I|v Fim's address ® IPhcme no.

For Paperwork Reduction Act Nolice, see separate instructions.

Cat. No. 11480E Form 1120-L 2015
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Schedula A

Form 1120-L. (2015

Page 2

Dividends, Inclusions, Dividends-Received Deduction, and Other Special Deductions (sea Instructions)

- . ) {al Btvidande and % o) Deductions
Dividends subject to proration nohsions W) e {0}
1 Diidends Fom less-than-D0%-owned domestic mpomtims [other than
gebt-financed glock) . . . . . . oo 1 50
2 Dividends from 20%-or-more-owned domestic mrpnrazm [cth& than
debl-financed stoeky . . . . . . - . - 2 &5
3 Dividends on certain  debl-fimanced stock ol domestic and I::l'mg'l
cofporations . . . . R . 3 sag Instructions
4 Daédends on cenain preTewed slock of |eas-1han-20%-avwied publu: utilies | 4 23.3
5  Divdends on cenain prefemed stock of 20%-or-more-owned puble uliities . | § 26.7
] Dividends from less-than-20%-owned foreign corporations and eertain
foreign sales corporations [FSCs) . . . - - g 50
T  Divdends from 20%-or-more-owned loreign wpmammsanﬂ certain FS0s 7 &5
8  Divdands from wholly owned loreign subsadiases snd cefain FSCs . 8 100
9  Divdends from cedain affiiated companies . . o ] 100
10 Gross dividends-received deduction. Add Enes 1 tnrmgd"l 9 . . . . 10
11 Company share percentage . . . . . . . . . . . . . . 11 o7
i2 Prorated amount. Ling 10 times line 11 e 12
Dividends not subject to proration
13 Affiliasted company dividends . . . . - - 13 Sa Instructions
14 Foreign-source portion of dividends received fram a spec.r-ea 10%-owmned
foreign corporation (exciuding hybrid dividends) (see nstructions] 14 100
15 Diidends Morm lomign corporations nol mcldad on line 3, B, 7, 8, or 14
fincluding hybrd dividends) . . . . . . . . . . . . . . 15
16 Seclion BE5(a) inchusion . . . . . - - 16 Sa Instructions
17a Subpart F inchugions derived from the sale hy a conirolled Iu'mgn
corporation (CRC) af the =1ock of a lower-tier foregn corparation irasled as
a dnsdend aftach Formig) 5471) (see inatructions)] . . - 17a 100
b Subpart F inclusions derived from hybrid dividends of tiered comporations
(aftach Formis) 5471) (see instructions) . . . . - 17b
& Other inchugions fram CFCs undar subpant F not included on line 18, 173,
17D, of 18 [alach Form(s) 5471) (see instructionsy . . . . - . 17e
18  Global mtangible low-laxed income [GILTI (attach Formds) 5471 and EQEEJ 18
18 DOther coporate dividends . . . - - 13
20  Total dividends and inclusions. Add lines 1 hnuﬂ 18, column IaJ. Enler
hereand on Schedule B, linme2 . . . . . - - - | 2D
21 Section 2530 deduction [aflach Form 8993 . . . . P i |
22 Total deductions. Add lines 12, 13, 14, 16, 17a, and 21, column II:J. Enler
here and on page 1, ineMa . . . .. R 23
Investment Incomea [sae Instrummns}
1 Irﬂeree.‘ltmduﬂmg tax-exempt interesty . . - - - - 1
2 Total dividends and inclusions [Scheduls A, ne 20, column Iall - - - 2
4  FRoyalties . . . .o . 4
5  Leases ferminations, ebe. . . . . - - - - 5
] Inrvestrient incorme. Add ines 1 through 5. Enter here and on page 1, ing 4 | — - ;]
o 1120-L zmg

ITC
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Form 1120-L (2005

Page 3

ELOELINERY Increase ([Decrease) in Reserves (saction 807) (see instructions)

{8} Begimning [} End of tan year
o tax year
1 Lie insurance reserves . . . e e e e e e e e e e . 1
2 Uneamed premiums and unpaid lossss . . . . . . . . 2
3 Supplementary contracts . . . . e 3
4 Dasdend aceumulstions and other ameunts . . . . 4
8 Advance pI'EI'I'IILIﬂB- e e e e e e e e e e e e . 3
6 Special contingency reserves . . . . . . . . . . . . . [
7 Addnesithrough®. . . . . . . . . . . . . . . . 7
8  lIncreass (decrease) in reserves under saction BO7. Sublract line 7, column {a), from ine 7, column (b B
9a Tax-exempl interest | . . L - - - Ba
b Increass in policy cash value of ssction Eﬁdmpmes as defined in section BDW){H ob
& AddbnesDasndOn . . .
10 Policyholders’ mnpu-mnuga e . 10 30%
11 Policyholders’ share of tax-axempt interest and the increass in pﬂ::y cash value of section 264{f) policies as
defined in section BOS{ENA)IF). Multiply line 9¢ by line 10 . . . . 1
12 Mel increase [decrease) in resarves. Subtract Bne 11 from line B, If an inciesse. enter here and en page1 lire
10. lrauecreme enter ere and on page 1, ine2 . . 12
Policy Acquisition Expenses {sachcn 343} {saa Instmclmnsj
{8) Annwity ) Group ke e} Other
insurance
1 Gross premiums and other consideration . . . - . - 1
2 Ristusm pr!l'l'lll.l'r‘l& and pfb'r‘lll.l'ﬂ& and other conssderation incurred for
reinsurance . . . .
3 Netpremiume, Subleact e 2fem line . . . . . . . . . | 3
4 Netpremium percentage (seeimstructionsy . . . . . . . . . | &
5  Mutiplyedbylieed . . . . . . . . . . . . ... LS
6  Combine ine 5, columie (a), (b, and &), and erter hese. If 2ese o less, anter -0- on lines 7 and B 8
7 Unused balance of negalive capialzation amount om prior years . . 7 )
8  Combine ines 6 and 7. Il zevo o bess, enter 0- . . . . . . . . B
9 General deductions (aftach stslementy. . . . . . . . . . . 9
10 Ener the leaser of line Borkned . . . . 10
11 Deductible general daductions. Subtract ling 10 trom line 9. Enter here and imclude on page 1, ine 18 . 1
12 I the mmlmlmeﬁuamgswe afiber it a8 a positive amounl. If the amsaunt on line & = pCﬁlllvE, el -0- . 12
13 Unamortized specified policy Acquisilion expenses om prior years . 13
14 Deductible negative capitalization amount. Erter the lesser of line 12 of lne 13 14
158 Tentative G0-month spacified policy acquisition expenses. Enter amount Trom line 10,
bul nat rofe than 85 million . . . . e e e e 15a
numm.......................15n=ﬁ1D.DODﬂGO
16 Phase-cut amounl. Subtract line 15k fram ine 10. 1 2ero o lese, enter -0- . . . . | 18
178 Cusrent year G0-menth specified policy acquisition expenses. Subitract line 18 from ing
15a. M zero o eas, aner -0- e . - ee e e e 17a
b Enter 10% Q10 cline17a . . . . . . . 17b
18a Cumrent year 180-menth specilied palicy anqugnm expenses. Sublract Ene 172 frarm
fneid . . . . e e e 18a
b Em.ersad%ﬂl:ﬂa-l]ﬂlmewa A . . 18k
19 Enfer the applicable amount of amartization from a:-ecmed pahcy amuumtm BXpENISES mmaned in prinr VEArs
and deductible this year. Altach siatement . . . . . 19
20  Deductible policy acquisition expenses. Add nes 14, 17b_ 16D, and 19, mluhefemampagu e 16 . 20
Form 1120-L 2015
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Schedule L

Form 1120-L 2015

Page 4

TEN Y Tax Computation (see instructions)

Check il the corporation is 8 member of a conirolled group (attach Schedule O [Form 11230]) .

Income fax . . . - -
Base erosion minimum iax amnunustach Form EQQI:I
Addlnes2and3 . . . . e
Foreign tax eredi (atiach Form 1113] o
Cradit bom Form 8834 (altach Form 8834) . . .
Ceneral business credit (altach Form 3800) . . .
Cradit for price year rrinirurn Lax (altash Fom 8827)
Bond credits ram Feen 8312 . . . . . . .
Total credits. Add lines Sa through 52 . . . .
Subtractline 6 frem lined . . . . .

FC(E@'I Cﬂf'pﬂfﬂlﬂl'ﬁ — LA O oS M‘léﬂ&ﬂlu&l‘.’ comecled with U_S. buisiness
Ofther taxes. Check i from: || Form 4255 [ Feern B611

#lelelele -

[C] Other jattach statament)
Total tax. Add Enes 7 thraugh 9. Enter here and on page 1, line 28 _

© @ |- |m

Part |=Total Assets (see instructions)

Real preperty . . . . . . . . . . . .
Stecks . . . . .. .
Proporianate share of permersl'q) and trust assels
Other asssls (attach statement) . . . .
Total assets. Add nes 1 through 4 .

{a} Baginning
of tax year

[b) Erd of tax year

LR LA E

5

Part Il —Total Assets and de Insuranon Liablllﬂas [ssctlon 842[bjt2}{B}{1:|:| [see instructions)
Mate: The infarration previded in Par Il shauld eanfaren with the “Assels” and “Liabilites, Surphus, and Other Funds” seetions of

ihe NAIC Annual Staterment.

-k
= @ @ @ < ko

Subtotals for assets . . . . . . . L L L
Total assets . . . . Ce e e ..
Reserve for e pobcies and contrasts . . . . .
Reserve for accident and health polices . . . .
Liability for deposit-type confracts . . . . . .
Libe policy and confract claims . . . .
Actident and health policy and contract claims .
Policyholders dividend and coupon accurmulalions

Premiums and annuity conssderations received in advance less discount

Sumander values on cancelad policies
Part of other armounts payable on reinsurance assurmed

Part of aggregate write-ing for liabilities. (Only include Mems of amounts ncludibie in

naurance liabilities on U.5. business™ as defined in section 842 (bH2WEN)

Separate accounts stalement . . .
Tatal liabilities. Add ines 3 !I'mugn 13 -

{a) Baginning
of tax year

{b) End o tax year

= (3 |@ e |~ o [en [& [es [ps|=

12

13

14

Forn 1120-L 21
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ITC

Form 1120-L (2005

Page 5

Other Information (see instructions)

Yes | Mo Yes | No
1 Check accounting rethod: Be The corporalion may have to file Form 5472,
a [Jaccus infonmation Retum of 8 25% Foreign-Owned US.
id o Comporation or a Foreign Corporation Engaged in &
b [ Gther specity US. Trade or Business. Enter number of Forms
5472 attached. bk
2 Check Il the corporation is a:
a [ Legal reserve company—if ehecked 8 Does the coporation dscourt any of the boss
Kind of sompanyy: regerves shown on its annual staterent? -
(1 [ stoex
12 ] Mutual 10a Enler the tolal unpaéd |osses shown on the
Principal business: corporation’s annual stalement:
1) ] Lote Insurance ) For the curent year 5
{2) ] Health and accident insurance {2) For the previous year:  §
b ] Fratemnal or assessment association B Enler the iotsl unpad loss adjusirnent espensas
& || Burial or other insurance company SN o the comporation’s annual stalament:
(1) For the cument year: H
3 Emer ithe perceniage thal the fotal of the (2) For the prévious year: H
corporation’s e insurance reserves [gection 816{b})
plus  uneamed pesmilms  and  unpaid  |osses .
(whether or nal ascertainsd) an noncancelable lile, 11 Enter the available net operating loss canryover from
nealth, or accigerl pobties nol included n lite prior tax years. (Do nol reduce @ by any deduction
insurance reserves bears 1o the comporation’s tatal enpage 1, ine21b) . = 3
ressrves [section B1GIC) . . B %
Aftach a statement shawing the cormputation. 12a  Enber the corporation’s state of domacie. s
4 Does the comporation have any wariable annui:y B Was the annual statement ussd 1o prepars the tax
contracts oulstanding? . . R | raturn filed with the state of dormicile? R
If “Mio,” cormfiete & hekow.
5 Atthe and of the tax year, did the corparation own,
dreclly or indreclly, S0% or more of the vating ¢ [Enter the state where the annual statement used to
steck of & oomestic corporation? (Fer miles af prepare the s retm was fled.
attribution, see saction 26TIE) . . . . |
If “¥es," attach a statement showing (a) name and 13 I the comoration required 1o fe Schedule UTP
empioyer dentification nurmber {EIN), (b) percentage {Forrn 11204, Uncertsin Tax Position Statement?
owned, and (g) taxabie income o (oas) bafore NOL Sea natructions
and special deductions of such corporation Tor the cC - -
tax year & wilhh o within your tax year. W =Yes, mnpletemdamnnsmmueuw
14 Does the corporation have gross receipls of at least
6 s e corparation & subsitiary in an afflisted group 4500 milhan in any of the 3 pfeceamg R years".'
o & parent-subsidary contralled groug? . | Ses saction SOAE)) and (31 . . -
I “Yes" enter name and EIM of the parent I =Yes,” complete and attach Form 8281,
corporation. e
- 15  During he tax year, did the comporation pay of
acerug any inlerest or royally for which the
mder sacton 7
7 At the end of e lax year, did any individual, :e"”'“:';"ré’ not 2l e d TR See
partnership, corporation, estate, or trust ewn, directly B - c
or ndirectly, SD% of mone of the corporation”s voling W *Yes,” enter the tolal amount of the disallowad
stoek? (For rules of attribution, see section 267(c).) | deductions . . . . B
If*Yes," complete a and b below.
16  Did the comporation have an election under section
a Aftach a staterment showing narme and identilying 183{j) Ter amy real property rade or business or any
number. (Do not include any infomsation already farming business in efect ﬂu‘h‘lg the tax year? See
antered on lins & above.) nstructions . . . . -
b Ener percent owmmed. e
= 17 k& the conporation required to fle Form B990,
& Al any time during the year, did one foreign Lirmitation on Business Interest Expense [RC 163§,
L " o calculate the amount of deductible business
wwn, directly or ndirectly, at least 25% of (&) the
; interest? Ses instructions . . . -
total voling power of all classes of slock of the
corporation entifled 1o wole, or (b) the total value of
all claszes of stock of the corporation?
If *¥es,” enfer:
a Percenage owned and e
b Crwner’s country. =
Form 1120-L 215
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-1120-PC U.S. Property and Casualty Insurance Company OME No. 1545-0123
Income Tax Return
Department of the Tressury For calendar year 2019, o tax year beginning _.EB.endng .20 2@1 9
kel Fsiernsn Servics - Go to www.irs.gov/Form 1120PC for instructions and the latest tion.
A Checxit Rarne B Employer identification number
1  Consolidated relum
fattach Forrn B51) . [_] :::E Numiber, sirest, and room or suite no. I a P.O. box, see instrucions. T Date nooparated
2 Life-naniife consoli-
datedreten . . ||| OF
3 Schedule M-3 type City o lown, slale o provinee, country, and ZIF or fonsign postal code D Check applicatle box if an election
[Form 112IJ-PCll has been made under sactionfsk
attached O
E Checkit: Iil [JFnairetm (8 [ |Namechange (9 | | Addresschange M) [ | Amendedreum | L8310 [ ] esaiymie) [ esaig)
1 Taxable income (Schedule A, line37) . . . . . . e e e 1
2  Taxable investment income for electing small companies [Sehadule B, line 213 e e e 2
3  Check if a member of a controlled group (attach Schedule O (Form 1120 . . . . . . . . B[ |
4 Income tax . 4
5§  Enter amount of tax mat a mc:lpr\:ca] must |nc|u:la . 5
6  Ease ercsion minimum fax amount (gttach Form 8881) . -]
7 Add lines 4 through 6 R P 7
Ba Foreign tax credit (attach Form 1118] Ba
b Credit from Form 8834 (attach Form 8834) &b
% ¢ General business credit (attach Form 3800) . . Bc
E. d  Credit for prior year minimum tax (attach Form 8827) Bd
) e Bond credits from Form 8812 . e -]
o f Total credits. Add lines 8a through & . . . . . . . . . . . . . . . . . . . . | &f
.E 9  Subtract line 8f from line? . . . . Lo 8
E 10  Foreign corporations—Tax on income not connected with US. business . . . . . . . . . . |10
| 11  Personal holding company fax (attach Schedule PH (Form 1120 . . . . . . . . . . . . | N
% 12 Othertaxes. Check if from: | Form 42565 L Form 8611 || Cther jattach statement) . . | 12
13 Total tax. Add lines 8 through 12 . . . . S
5 14 2019 Met 965 tax liability paid from Form 965-B, Part Il, column [k] limed . . . . . . . . . . |14
15a 2018 overpayment credited to 2019 . . . |15a
E b Reserved for fulureuse . . . 150
¢ 2019 estimated tax payments (ses |n5|ruct|una} 15¢
d 2019 Net 365 tax liability from Form 965-B,
Part |, column (d), lined . . . . . - | 15d
e Less 2019 refund applied for on Form 4466 . | 15e || |
f Enter the total of lines 15a throwgh 15d less ine 1% . . . . . . . | 15f
g Tax deposited with Form 7004 . . . . . . | 150
h  Credit by reciprocal for tax paid by attorney- |n-facl under section BSS[d:I . | 15h
i Othercreditsandpayments . . . . . . . . . . . . . . |18
j  Refundable credit from Foom 8827, linefc . . . . .| 15 15k
16  Estimated tax penalty (se= instructions). Check if Form 2220 is attached C.e[ 1|18
17 Amount owed. If line 15k is smaller than the tofal of lines 13, 14, and 16, enter amountowed . . . . | 17
18  Owverpayment. If line 15k is larger than the total of lines 13, 14, and 16, enter amount overpaid . . . . | 18
18 Enter amount from ine 1&: Credited to 2020 estimated tax ™ | Refunded | 18
Undler penalties of parury, | declars tal | have axamined this reluem, including secompanying sehacues and statamants, and L the best of my knawlsdge and beliel, it i e,
Slgn wamset, and camglels. Declaration of peaparer jather than lixpayer) is Based on all infoematicn of which praparer has ary knawlsdge. P —
Here| ) _ | ) e CiveaTlua
Signature of afficar Date Tithe
Paid PrintType preparer's name Preparer™s sigrature Date Check i | FTM
Preparer sellemployed
use Gnl! Furiv's name Firm's EIMN &
Farn's address = Phone ro.
For Paperwork Reduction Act Notice, see separate instructions. Cal. Mo. 642700 Form 1120-PC 2019 2020 Virtual |nsurance TaX Conference
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Schedule A

1
2

Farm 1120-PC (2019)

Page 2

Taxable Income —Section 832 (see instructions)

Premiumsz earned (Schedule E, lina 7) .
Dividends and inclusions {Schedule C, line 17)

’ {b) Amortization of
(&) Interest received premium

Interest (including tax-exempt interast)

Interast exempt under section 103 .

Subtract line 3b from line 3a

Taxable interest. Subtract line 3c, column [b: from line 3¢, column (a)

Rents . .

Royalties .

Capital gain net income I;Bttar.h Schedule D {Furm 1 120]}

Met gain or (loss) from Form 4797, Part I, line 17 (attach Form -1-?97}

Certain mutual fire or flood insurance company premiums {section B32(B)H1)IC)
Incomea on account of special income and deduction accounts

Income from protection against loss account {see instnuctions) .
Mutual interinsurers or reciprocal underwriters —decrease in subscriber accounts .
Feserved for futurs use .

Other income (attach statsment)

Gross incoma. Add lines 1 through 13

Deductions (See instructions for limitations on deductions.)

Compensation of officers (attach statement) (see |nEﬂ1.|cllunaﬁ

Salarizs and wages (less employment credits) .o

Agency balances and bills receivable that became wnrﬂ'llaaa dLrlng Iha tat year
Rents . . . .
Taxes and licenses
Interest b b Less tax-sxempt interest exp. I ¢ Bal »

alalzialRnz|2]|o|e |~ |x]|s|g

-
-

Charitable contributions .

Depreciation {attach Form 4562)

Depletion _

Pension, profit- ahxlng. aic., p-IEI.I'IE

Employes benefit programs

Losses incurred (Schedule F, line ‘Id]

Reserved for futurs use .

Other capital losses [Schedule G, line 12, column {g]:l
Dividends to policyholders . - .
Mutual interinsurers or reciprocal undenwriters —increase in subscriber accounts
Other deductions {see instructions) {attach statement) .

Total deductions. Add lines 15 through 31 .

Subtotal. Subtract line 32 from line 14

Special deduction for section 833 organizations [thedule H. line E-:l

glele|e elelsxee|ssx@lze

3a
Deduction on account of special income and deduction accounts 34b

Total. Add lines 34a and 3db
Subtotal. Subtract line 34c from line 33 .

Dividends received and other special deductions {Sdmdule C Ina 3I}:| d6a

& |§

Met operating loss deduction A6b

Total. Add lines 36a and 360
Taxable income. Subiract line 36c from line 35 EI'II:EI hEH‘F_' Ell'lj 0N page I Ilna I

g [#

Farm 1120-PC (2013

Q@)m Tax Conference

2020 Virtual Insurance Tax Conference
162



Form 1120-PC (2013) Page 3
Part |—Taxable Investment Income of Electing Small Companies (section 834) (see instructions)

{b) Amortization of
Premium

{a) Interest received

1a  Interest {including tax-sxempt interest)
Interest exempt under section 103 .
Subtract line 1b from line 1a
Taxable interest. Subtract line 1c, column [h:l from line ‘I'; column (a)
Dividends and inclusions (Schedule C, line 17) .
Rents . .
Royalties . -
Gross income from atrada or husmass, ulhu man an iNsUrance busmass EI.I'Id frurn Furrn 4?9?
Income from leases described in sections 834(b)(1)iB) and &34{b)(1)IC) .
Capital gain net income from Schedule O (Form 1120), line 18
Gross investment income. Add lines 1d through 7 .
Real estate taxes . B
Other real estate expenses . .
Depreciation {attach Form 4562)
Deplstion .
Trade or business deductions as plmldad in saction 83|i|:t:]l[ﬂ:| {auat.h slahemanl:l
Interest
Other capital losses [ScheduIaG line 12, column {g]:l
Total. Add lines 9 through 15 .
Investment expenses (sttach statement)
Total deductions. Add lines 16 and 17
Subtract line 18 from line 8 . .o
Dividends received and other special deductions {Sd'ladule C, line 3I}: -
Taxable investment income. Subtract line 20 from line 19. Enter here and on page I Ilne 2

Part ll—Invested Assets Book Values

Note: Complete only if claiming & deduction for general expenses allocated to investment income.
8} Beginning af tax year [b) End of tax year

o o

[=%
=y
(=9

Income

Do = o ot S B P
L= - E - P S

=
=
=
=]

-
=
-
-

==
R
-
a3

-
[
-
=]

-
&
-
-

=
[
-
e

-
o

Deductions
S=

-
]

=
[=-]
=
=]

=
=
-
o

=
B

[~
==
L]
-

Real estats .
Mortgage loans

Collateral loans

Puolicy loans, including premium notes

Bonds of domestic corporations

Stock of domestic corporations

Govemment obligations, etc.

Bank deposits bearing interest . -

Other interest-bearing assats (attach Slamanlj

Total. Add lines 22 through 30

Add columns {g) and ibj, line 31 .

Mean of invested assats for the tax year. Ernar nna—hah‘ nf Ilna 32

Multiply line 33 by 0.0025 B
Income base. Line 1b, column (a), phes |I1EI a Ie-sa the sUm |:|f Ilne 1h t:nh.lmn ('h],
and line 16 .

Multiply line 33 by 0.0375

Subtract line 36 from line 35. Don't enter less than zero .

Muttiply line 37 by 0.25 .

Limitation on deduction for investment expenses. Ad:l Inaa 34 and 38

LiBREERRRER

288

B BB BRNBRERR

g%

BE Y8
8|8
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Farm 1120-PC [2019)

Page 4

(see instructions)

Dividends, Inclusions, Dividends-Received Deduction, and Other Special Deductions

™ot B oW

-]

10

1"

13
14
15
16
17

Income

Dividends from less-than-20%-owned domestic corporations (other than debt-
financed stock)

Dividends from 20%:-or-more-owned domestic corporations {cﬂharthan debi-financed
stock]

Dividends on certain debi-financed stock of domestic and foreign corporations
Dividends on certain preferred stock of less-than-20%-owned public utilitiss
Dividends on certain preferred stock of 20%-or-more-owned public utilities - .
Dividends from less-than-20%-owned foreign corporations and certain foreign sales
corporations [FSCs) .

Dividends from 20%:-or-more-owned foreign corporations and certain FSCs

Dividends from whally owned foreign subsidiaries and certain FSCs .

Dividends from certain affiliated companies

Foreign-source portion of dividends recsived frurn a spaclﬁed 10% Dwned furegn
corporation (excluding hybrid dividends) (see instructions) .

Dividends from foreign corporations not included on line 3, 6, 7, 8, or 10 ﬁnl;lu:lng any
hybrid dividend)

Subpart F inclusions derived from the sale by a controlled foreign comporation (CFC) of
the stock of a lower-tier foreign corporation treated as a dividend (attach Formis)
5471) (see instructions)

Subpart F inclssions derived from I'ryhnd dividends of tiered corporations |',a‘rtE|c:h
Fomnis) 5471) {see instructions) .

Other incluesions from CFCs under subpart F not included on line 12a, 12b, 13, or 15
(attach Formis) 5471) . .

Global intangible low-taxed income (GILTI} ta'rtal::h Foms 5471 and 99923

Gross-up for foreign taxes deemed paid

Section 965(a) inclusion .

Other dividends (attach statarnem] e

Total dividends and inclusions. Add lines 1 through ‘IE EmH hera Bnd on Sdmdule
A, line 2, or Schedule B, line 2, whichever applies

Dividends and Inclusions

a) Subject te sectien
B32LNENE)

b} Dividends and
inchsions

o e | re

R ETRE

10

NEBERERBRRREZ S

eBR

Deductions

Multiply line 1 by 50% (0.50)

Multiply line 2 by 65% (0.65)

Deduction for line 3 (see instructions) .

Multiply line 4 by 23.3% (0.233) .

Multiply line 5 by 26.7% (0.267) .

Multiply line & by 50% (0.50)

Multiply line 7 by 65% (0.65)

Enter the amount from line & o

Total. Add lines 18 through 25. (See instructions ﬂ:( Ilmlls.llun ]l
Total. Add line 26, column {g), and line 8, column (). Enter here and on Schadula F
line 10 .

Section 250 deduction {aluch Farm EQQ&}

Section 365(c) participation exemption (zee |n51|1.|t:hona}

Total deductions. Add line 26, column (b), and lines 9, 10, 12a, 28, and 23, l:oh.lmn (h] Ermarhare and on

Scheduls A, line 36a, or Schedule B, line 20, whichever applies

Dividends Recelved and
Other Special Deductions

[a) Subject te section
BINLNENE)

{b) Total dividends recsived
‘and special deductions

BRREBRZEBZES
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Farm 1120-PC (2019 Page 5
LY Premiums Eamed—Section 832 (see instructions)
1 Netpremiums wrtten . . . . oL 1 I
2 Uneamed premiums on ﬂLI‘lSl:S.I'IElI'Ig huame-sa at Iha Elﬂd uhha pral:admg tax year:
a Enter 100% of ife insurance reserves included in uneamed premiums

{section B32(b)(7WAl and unearnmed premiume of section £33 organizations. See
instructions .

Enter 3% of uneamed premiums attributable to insuring certain securities .

Discounted unearned premiums attributable to title insurance .

Enter 80% of all other unearned premiums. See instructions . . . . . . | 2d

Total. Add lines 2athrowgh2d . . . . . . . . . . . . . . . . . . L. . . . . . |2

Total. Add lines1and2e . . . . 3

4  Uneamed premiums on outstanding business at the end of the cument tax year:
a Enter 100% of ife insurance resenves included in uneamed pramiums

{section B32(b)(7TWAl and unsamed premiums of section &33 organizations. Ses

instructions .

ol b

2 a0 o

[~

Enter 0% of uneamed premiums attributable to insuring certain securities .

Discounted unearned premiums attributable to title insurance .
Enter 80% of all other unearned premiums. See instructions
Total. Add lines 4a through 4d .
5 Subiract line e from line 3 . -
6  Transitional adjustments under section BSQn[b)(T){D} [sea |ns1m|:hc-ns}
Premiums earned. Add lines 5 and &. Enter here and on Schedule A, line 1.
Losses Incurred (section 832) (see instructions)
1 Losses paid during the tax year (sttach reconciliation to annual statement) . . . . . . . . . . . [ 1 I
2 Balance outstanding at the end of the cument tax year for:
8 Unpaid losses on life insurance contracts .
b Discounted unpaid losses L e e e e
¢ Total. AddlinesZaand2 . . . . . . . . . . . . . . . ..o oo oL .. |2
3 Addlines 1and 2c .
4  Balancs outstanding at the end of the pm{:edmg ta year for:
8 Unpaid losses on life insurance contracts .
b Discounted unpaid losses
¢ Total. Add lines da and 4b .
Subiract fine 4c from line 3 . - .
Estimated salvage and reinsurance recoverable at the end of the pracﬂdmg fax year .
Estimated salvage and reinsurance recoverable at the end of the cument tax year .
Losses incurred (line 5 plus line 6 less fine 7) . - .
Tax-sxempt interest subject to section 832(EN5E) . . . . . 8
10  Dividends-received deduction subject to section B32{b){5)(B) |:5|:hedula C Ilne
m oo oL - RRET]
11 The increass in policy cash valus of section 254[ﬂ pnln:lea as defined in section
BO5@KEF . - . . . . - . . L Lo oo oo o1
12 Total Add ines 8, 10,and 11 . . . . ..o 12
13 Reduction of deduction under saction ESEMEHEj Mt.lh:u:lh‘I Irua 12 byq:plmd:la par::antage See instructions . . | 13
14 Losses incurred deductible under section 832{c)(d). Sublract line 13 from line 8. Enter here and on
Schedule A ine26 . . . . . . . . . . . Lo o Lo oo 14

g|&|&|&

- T -

~ o |em | B

B (8

@

& &

o |~ o fem (B

C-R - -
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Farm 1120-PC 2019)

page B

Other Capital Losses (see instructions)

Mote: Capital assets sold or exchanged to meet abnormal insurance losses and to pay dividends and similar distributions to

1

(- I )

line 10. (Enter amount from column ig) in
Schedule A, line 28, or Schedulz B, line
15, whichever appliss.)

policyhalders
1 Dividends and similar distributions paid to policyholders 1
2 Losses paid 2
3  Expenses paid . 3
4  Total. Add lines 1,2, and 3 . . 4
Mote: Adjust lines 5 through 8 to cash method if necessary.
5 Interestreceived . . . . . e . .. . .| 5
6  Dividends received and inclusions {Schaclula C, lina IF) e e [
7  Gross rents, gross royalties, lease income, etc., and gross income from a trade
or business other than an insurance business including income from Form 4787
(inchede gains forinvested assetsonly) . . . . . . . . L . L . 7
8 Metpremiumsreceived . . . . . . . . . . L L L L L L. 8
8 Total. Add lines 5 through 8 . ]
10 Limitation on gross receipts from sales of ca rtal assats. L|nE|-1- Ilaas I|r-a9 Ifzaro ar |E|‘E|E enter -0- 10
{a) Desseriptice ol capital ] Diate (¢} Gross {d) Cost o fe) Expenze | |f) Depreciation alkwed il [ u;—ﬁ‘m
askpl anguirad salas price olher basis of saks [or aliowable) e suim f (c) and (T)
11
12 Totals. Column (c) must not be more than

Special Dsductmn and Ending Adjusted Surplus for Section 833 Organizations

(see instructions)

Healthcare claims incurred during the tax year and lishilities incumred during the tax year under cost-plus
Expenses incurred during the tax year in connection with the administration, adjuatment. or settlement of
healthcare claims or in connection with the administration of cost-plus contracts .

Total. Add lines 1and 2 .

Multiply line 3 by 0.25

Beginning adjusted swrplus .

Special deduction. If you checked "Mo” on line 13 of Schedule |, enter -0- here; you can't take the E.pec-lal
deduction. All others subtract line 5 from line 4. If zero or less, enter -0-. Enter amount here and on
Schedule A, line 34a. See instructions for limitstion .

Met operating loss deduction (Scheduls A, line 38b) .

Met exempt income:

Adjusted tax-exempt income

Adjusted dividends-received deduction

en |ds e (R

Taxable income (Schedule A, line 37) .

Ending adjusted surplus. Add lines 5 through 9

== |8 |F

Farm 1120-PC (2013
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Fam 1120-PC (2013

Other Information (see instructions)

Uheck method ot accounting:

|| Cash

[ Accrual

L otner (specity® .
Check box for kind of company:

|| Mutual

[ stock

At the end of the tax year, did the corporation own,
directly or indirectly, 50% or more of the vating
stock of a domestic corporation? (For rules of
atfribution, see section 267fc)) . . . . . .

i "¥es," attach a statement showing:

{a) name and employer identification number [EIN),
{b) percentage owned, and (c) taxable income ar
{loss) before NOL and special deductions of such
corporation for the tax year ending with or within
your tax year.

ks the corporation a subsidiary in an affiliated group
or a parent-subsidiary controlled group? . . .

I “¥es,” enter name and EIM of the parent
corporation.

At the end of the tax year, did any individual,
partnership, corporation, estate, or tust own, directly
or indirectly, 50% or more of the corporation’s voting
stock? (For rules of attribution, see section 267c).)

i "¥es," attach a statement showing name and
identifying number. (Don't inclede any information
already entered on line 4 abave.)

Enter percentage owned. »

At any time during the tax year. did one foreign
person own, directly or indirectly, at least 25% of (a)
the total voting power of all classes of stock of the
corporation entitled to vate, or (b} the total value of
all classes of stock of the corporation?. . . .

K “¥es," enter:

a Percentage owned, and »

b Owner's country.

{c) The corporation may have to file Form 5472,
Information Return of a 25% Foreign-Owned U.S.
GCorporation or a Foreign Corporation Engaged in a
U.5. Trade or Business. Enter number of Forms
5472 attachad. &

¥Yes | No

10

1

12

13

14

Enter me 1oMal unpald Iosses shown on e
corporation's annual statement:

(1) for the current tax year:  §

{2) for the previous tax year:  §

Enter the total unpaid loss adjustment expenses
shown on the corporation’s annual statement:

(1) for the current tax year: &

{2) fior the previous tax year: $

Does the corporation discount any of the loss
reserves shown on its annual statement? . .

Enter the amount of tax-exempt interest received or
accrued during the tax year:  §

If the corporation has an NOL for the tax year
and is electing to forgo the camyback period,
check here . . . - = L
If the corporation is filing a consolidated return, the
statement required by Regulations section
1.1502-21(b)3) must be attached or the election
won't be valid.

Enter the awvailable MOL cammyover from prior tax
years. (Dom't reduce it by any deduction on
Schedule A line 38b) . . * §

Is the corporation required to file Schedula UTP
{Form 1120), Uncertain Tax Position Statement?
Sesinstructions . . - -
If "es,” complete and an.al::h Schadula L.I'I'P

If the corporation is a Blue Cross or Blue Shield
organization described in section 833(c)(2). or other
organization described in section 833(c)(3). did it
mest the medical loss ratio (MLR) requirements of
section B33(c)i5)? . . . . . -
Enter:
(a) Section &33(chE)

MLR numergtor. . »=

(b} Section B33{c)(5)
MLR denominator . b

(c) Section B33(c)5 MLR & %

If the corporation is a small company as defined in
section 831(b)2) and slects under section 831([b}2)
(ANiil) to be taxed on taxable investmant income:

{a) Does the corporation satisfy the diversification
requirements of section 831(b)2)(B)i)T becausa no
mare than 20% of the net written premiums [or, i
greater, direct written premiums) of the corporation
for the taxabla year is attributable to any one
policyholder?

(k) I the answer to {g) is "No."” does the corporation
satisfy the diversification requirements of saction
astbyEEmon? . . . . . . .

Ynsl No

(LD

ITC

Form 1120-PC 2019
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Farm

15

16

1120-PC 2019

Dioes the corporation have gross receipts of at least
$500 million in any of the 3 preceding tax years?
[See saction 584()2) and (3))

If "Yes." complete and attach Form 8991,

During the tax year, did the corporation pay or
accrue any interest or royalty for which the
deduction is not allowed under section 26TA? See
instructions .

K "¥es," anter the umal amaurnt D‘f Iha dIBEI"CIWEd
deductions . g

Yes | No

Schedule | Other Information (see instructions) {continued)

17

18

Did the corporation have an election under section
163i]) for any real property trade or business or any
farming business in effect during the taxable year?
See instructions

Is the corporation required to file Form BS990,
Limitation on Business Interest Expense Under
Section 163{), to calculate the amount of deductible
business interest? Ses instructions .

|,

Balance Sheets per Books

Note: Al filers are required to complete this schedule.

-

o B

b Less accumulated depreciation -

b Lessa:omulanaddepletmn T |
12 Land (net of any amortization)

b Less accumulated amortization . . . . |

Assats

Biginning of tax yaar

End of tax year

]

®) [

Cash

Trade notes and accounts receivable .

Lessallowance forbad debts . . . . |l

Imventories .

LS. Government nhhgmlans

Tax-exempt securities (see instructions)

Other current assets (attach st i]

Loans to shareholders

Marigage and real estate loans .

Other investments (attach statement] .

Buildings and other depreciabls assets

Depletable assats .

Intangible assets {amortizable only}

Other assets (attach statemant) .

Total assets

16
17
18
18

BREBE

BENBERE

Liabilities and Shauhulders’ Eqqu

Accounts payable .

Morigages, notes, bonds payahlerllasslm 1 year

Insurance liabiliies (sse instructions)

Other current liabilities (attach statement) .

Loans from sharsholders .

Morigeges, nofes, bands paysble in 1 year or more

Other liabilities (attach statement)

Capital stock: @& Preferred stock .

b Common stock .

Additional paid-in capital .

Retained eamings —appropriated (attach stmanem}n

Retained sarmings— unappropriated

Adjustments to sharsholders' equity (atiech statement)

Less cost of treasury stock .

)

Total liabilities and shareholders' Bqul]r

Form 1120-PC 2019
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Farm 1120-PC (2019}

Page9

Schedule M-1 Reconciliation of Income (Loss) per Books With Income (Loss) per Return
Note: Schedule M-3 required instead of Schedule M-1 if total assets are $10 million or more. See instructions.

Met income [loss) per books .

7

Federal income tax per books

Excess of capital losses over capital gains

B R =

Income subject to tax not recorded on
books this year (itemize)

5  Expanses recorded on books this year not

deducted in this retum (itemize)
a Depreciations

b Charitable contributions §
¢ Travel and entertainment $

a9
10

Add lines I 'mn:-ugh 5

=]

Income recorded on books this year not
included in this return (itemizs)

Tax-exempt interast $_____

Deductions in this tax retum not charged
sgainst ook income this year (itemize)
Depreciation §

Charitabla Oclr'lil'IbLI‘lIDrIE. 5

Add lines 7 and 8
Income [Schedule A, line 35, anc:haduIa
B, lina 19, if applicable)j—line & less line 8

Analysis of Unappropr

ated Retained Earnings per Books (line 26, Schedule L)

1 Balanoeatbaglnnng of year 5
2  MNetincome [loss) per books .
3  Other increases (itemize)
]
T
4 Addlines1,2 end3 . 8

Distributions: & Cash
b Stock
¢ Property
Other decreases (itemize)
Add lines 5 and &
Balance at end of year (line 4 less ling T"}l

Form 1120-PC (2019
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Appendix B

Comparison of Sub L pre and post TCJA
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Life premium revenue

Pre-2018 Post 2017

Tax basis premium revenue (life and annuity No change.
consideration) is determined on a cash method of
accounting. Accordingly, certain accrual basis
adjustment made in the statutory calculation of
earned premium are reversed.

For example, adjustments for advance premiums and
deferred and uncollected premiums are reversed in
arriving at taxable income. (Note — Although there is
an adjustment in arriving at earned premium,
adjustments to the determination of tax basis
liabilities offset an increase in taxable income.)

ITC 2020 Virtual Insurance Tax Conference
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Acquisition cost — Tax DAC

Post 2017

Pre-2018

IRC section 848 provides rules for the calculation of a
proxy deferred acquisition cost (Tax DAC).

Percentage of specified policy premiums used as a
proxy for capitalization of general expenses.

Life = 7.7%; Annuity 1.75%; Group Life 2.05%

Capitalized amount amortized, generally over 120
months.

Special rules for reinsurance and the first S5 million of
capitalized expenses.

Concept retained with modifications.

Percentage of specified policy premiums increased.
Life=9.2%; Annuity 2.09%; Group Life 2.45%
Amortization period extended to 180 months.

Special rules for reinsurance and the first S5 million of
capitalized expenses retained.

Effective for tax year beginning after December 31,
2017.

Transition rule — Pre-2018 capitalized amounts run-
off using old law rules

Qﬂ’g"cﬂ Tax Conference
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Tax favored investment income — Proration
adjustment

Pre-2018 Post 2017

Because of a perceived double counting of the Formula in section 812 is repealed/replaced.
benefit related to tax-favored investment income
(municipal interest or equity dividends), life
companies are required to annually calculate
company share and policyholder share percentages.
Only the company share produces a benefit for the
company. Generally, for general account purposes, Effective for tax years beginning after December 31,
the company share is not sufficient to support 2017.

attractive after tax yields on tax favored investment Transition rule — None.

income.

As changed, the company share is fixed at 70%.
Accordingly, only 30% of the tax benefit for tax
favored investment income is lost to the policyholder
share.

Separate accounts generally produced higher
company shares.

2020 Virtual Insurance Tax Conference
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Tax basis of life contract liabilities

Post 2017

Pre-2018

Generally, the tax basis of life contract liabilities is the
greater of the contract’s net surrender value or the
federally prescribed reserve, but no greater than the
liability reported in the annual statement.

The federally prescribed reserve required the use of a
methodology, mortality/morbidity table, and interest
per the Internal Revenue Code, which are determined
as of the date of issuance.

Calculations performed at a contract level.

Concept of net surrender value as a floor and the
annual statement value as cap retained.

Federally prescribed reserve concept repealed;
however, tax basis calculation still required.
Generally, the tax basis of a life contract is now tied
more closely to the permitted NAIC liability value
determined as of the balance sheet date times 92.81
percent.

Effective for tax years beginning after December 31,
2017.

Transition Rule — Tax basis liabilities determined
under prior law as of December 31, 2017 shall be
recalculated using the modifications applicable to
calendar year 2018, any adjustment shall be spread
over an 8 year period beginning in 2018.

2020 Virtual Insurance Tax Conference
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Change in tax basis of life contract liabilities

Post 2017

Pre-2018

Generally, most changes, including some that were
errors, in the determination of the tax basis in life
contract liabilities are spread into taxable income
over a 10 year period, beginning in the year after the
year of change. IRC section 807(f).

10 year spread provision repealed.

Replaced with treatment as normal IRC section 481
accounting method change. Automatic approval.

Effective for tax years beginning after December 31,
2017.

Transition Rule — Any 807(f) adjustment continues to
be spread under the provisions of prior law.

Qﬂrg"cﬂ Tax Conference
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Small life company deduction

Pre-2018 Post 2017

IRC section 806 allows a deduction equal to 60% of Repealed.
life insurance c.o.mpany taxable income, but not to Effective for tax years beginning after December 31,
exceed $1.8 million. 2017

Deduction phased out for life insurance taxable
income greater than $3 million. No deduction allowed
if life insurance taxable income exceeds $15 million.

Must have fair value of assets less than S500 million
on controlled group basis.

2020 Virtual Insurance Tax Conference
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Policyholder surplus account

Post 2017

Pre-2018

Pre-1984 law permitted taxable income deferrals into
the policyholder surplus account of stock life
insurance companies. Provisions repealed in 1984. No
increases in the policyholder surplus accounts
permitted after 1984.

Certain corporate actions triggered taxation of some
or all of any balance in the policyholder surplus
account. Absent such actions, any balance in the
account maintained tax deferred status indefinitely.

Repealed.

Effective for tax years beginning after December 31,
2017.

Transition Rule — Any balance in the policyholder
surplus account is brought into income 1/8th per year
beginning in 2018. No deductions allowed. Tax on
1/8th amount in addition to any other tax liability for
the year.
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Other provisions — Net Operating Losses (“NOL
deduction”)

Pre-2018 Post-2017

IRC section 172 - 2-year carryback and 20-year No change for non-life insurance companies.
carryover. For all other companies: Carryback eliminated,
Generally, NOL deduction allowed to fully offset carryforward indefinite. Deduction limited to 80% of
regular taxable income. taxable income before NOL deduction.

Effective for tax years beginning after December 31,
2017.

Note — CARES Act temporary revisions allow 5-yr
carryback and suspend 80% limitation for tax years
2018 —2020.

2020 Virtual Insurance Tax Conference
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Non-life earned premiums

Tax basis earned premium equals net written
premium plus/minus 80% of the change in the
unearned premium reserve. Treasury Regulations
1.832-4 defines the elements of earned premium,
which generally negatively impact the treatment of
advance premium and installment premium.

Revenue Procedure 2002-46 provides a safe harbor
for the deduction related to premium acquisition
expenses. This safe harbor includes the acceleration
of premium acquisition expenses (“pro form PAE”)
related to advance premium and installment
premium that are treated as net written premium.

Pre-2018 Post 2017

No change.
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Tax favored investment income — Proration

adjustment

Pre-2018

Because of a perceived double counting of the
benefit related to tax-favored investment income, 15
percent of the benefit otherwise afforded to
municipal interests and the dividends received
deduction is added back via a reduction in the
amount otherwise allowable as a deduction for losses
incurred.

Post 2017
As changed, proration percentage increases from 15
percent to 25 percent.

Percentage now based upon a formula tied to the
highest corporate tax rate.

Effective for tax years beginning after December 31,
2017.

Transition rule — None.
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Losses incurred — Tax basis of unpaid losses

Pre-2018 Post 2017

Tax basis losses incurred are determined by applying Interest Rate - Determined on the basis of the

a discount factor, which is generally determined by “corporate bond yield curve as defined in section
applying a federally prescribed interest rate to an 430(h)(2)(D)(i)). 60-month average, similar to prior
industry based loss payment pattern. Payment law.

patterns determined in “determination” years — 5

. Payment patterns - Short-term pattern unchanged.
year intervals (2017).

Long-term pattern is lengthened from 15 years to a
Taxpayers permitted to make an election to use maximum of 24 years.

company based payment patterns in place of industry
payment patterns. Payment patterns determined
annually.

Company Election. Repealed

Effective for tax years beginning after December 31,
2017.

Transition Rule — Tax basis reserves determined
under prior law as of December 31, 2017 shall be
recalculated using the discount factors applicable to
calendar year 2018, any adjustment shall be spread
over an 8 year period beginning in 2018.
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Special loss deduction — Section 847

Pre-2018 Post 2017

Taxpayers are permitted to claim an additional tax Section 847 is repealed.
deduction that is equal to the impact of discounting

. ) _ : Effective for tax years beginning after December 31,
under IRC section 846 provided special estimated tax

2017.
payment are made. This provision results in a N _
reduction in federal taxable income, but no decrease Tran§|t|on RUI? (House B'”)__ F‘f” reversal _Of the
in cash tax payments to the government. special deduction and application of special

estimated tax payments. Any excess special
estimated tax payments are treated as normal
estimated tax payments under IRC section 6655.

ITC 2020 Virtual Insurance Tax Conference
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Salvage and subrogation

Post 2017

Pre-2018

Taxpayers are required to accrual the value of No provision.
anticipated salvage and subrogation. This amount is

then subject to discount, applying discount factors

computed separate from those applied to unpaid loss Note changes to IRC section 846 impact discounting
reserves. of Salvage and Subrogation

2020 Virtual Insurance Tax Conference

Qﬂrgrce Tax Conference 183



Net Operating Losses (“NOL deduction”)

Pre-2018 Post 2017

IRC section 172 - 2-year carryback and 20-year No change for non-life insurance companies.
carryover. For all other companies: Carryback eliminated,
Generally, NOL deduction allowed to fully offset carryforward indefinite. Deduction limited to 80% of
regular taxable income. taxable income before NOL deduction.

Note — CARES Act temporary revisions allow 5-yr
carryback and suspend 80% limitation for tax years
2018 —2020.
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