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Abstract. This paper provides an overview of the key provisions in the 2017 Federal
Income Tax Legislation (called the Tax Cuts and Jobs Act, and referred to as the
“2017 FITL” in this paper) affecting property and casualty insurers, all of which are
effective for tax years beginning after December 31, 2017. Some of the provisions
affect all corporate taxpayers and some are unique to property and casualty insurers.
The focus of the paper is on after-tax income and the strategies that property and
casualty insurers may consider in optimizing after-tax income. The tax calculations
in this paper are performed at a high level and are not intended to capture all of the
nuances and details of an actual tax return. Rather, the examples and calculations are
intended to illustrate the impact of the changes in the tax law, as well as to illustrate
the impact of different investment and pricing strategies on after-tax income.

The first section of the paper provides background information on the key federal
tax changes of 1986 and 2017 and the impacts on property and casualty insurers.
The Tax Reform Act of 1986 (referred to as the “1986 FITL” in this paper) was the
last major change in the federal tax law prior to the 2017 FITL. Historical context is
important in understanding where we have been. We also include a notional company’s
income statement and balance sheet as of December 31, 2017, and use this as the
basis for testing the impact of the various changes in the 2017 FITL.

The second section of the paper focuses on the impact of the 2017 FITL on
investment strategies of property and casualty insurers.

The third section of the paper a) focuses on the changes made to the marginal tax
rates and rules for discounting loss reserves of property and casualty insurers, and
b) quantifies the impact of the changes on the notional company’s after-tax income.

The fourth and final section of the paper discusses pricing considerations for
property and casualty insurers and illustrates after-tax income (expressed as internal
rates of return) both pre- and post-2017 FITL. A sample approach is provided for
quantifying the percentage change in 2018 premium rates required to achieve the same
internal rate of return as that based on pricing models that were used in 2017 prior
to the passage of the 2017 FITL to promulgate 2018 premium rates, with only the
change in the tax law as a “variable.”
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|l. Introduction

A. The 1986 FITL

Prior to 2017, the last major change to federal tax legislation was in 1986, effective
for tax years beginning after December 31, 1986. While some of the changes in 1986
affected all corporate taxpayers, property and casualty companies got special treatment.
As special rules were also included for property and casualty companies in the 2017
FITL, this overview of the 1986 tax changes serves as background.

Prior to 1986, the income statement from the statutory annual statement for
property and casualty insurers was the basis for taxable income, with few adjustments
to statutory income. Investment income needed to be adjusted to remove tax-exempt
interest income, as well as the tax deductible portion of dividends received — generally
70%. While there may have been other smaller adjustments, it was fairly straight-
forward to convert statutory income to taxable income.

With passage of the 1986 FITL, top marginal corporate tax rates were reduced
from 46% to 35%. To offset some of the future reduction in tax revenues associated
with lower marginal tax rates, the U.S. Treasury (“Treasury”) was looking for ways
to increase tax revenues from taxpayers by closing tax avoidance loopholes in the
tax code.

Prior to 1987, property and casualty insurers could pay little to no federal taxes
while still operating profitably. Underwriting profit was generally targeted to be 5% or
less of premium, supplemented by investment income. In the early 1980s, with double-
digit interest rates, investment income was robust. The typical investment strategy of
insurers making small underwriting profits (or even small underwriting losses) was to
buy mostly tax-exempt bonds.

This strategy, coupled with few limitations pertaining to net operating loss carry-
forwards and carrybacks, allowed many property and casualty insurers to avoid paying
any material amounts of federal income taxes. A “good year” of underwriting results
could be offset by a future “bad year” of underwriting results, and vice versa. As long
as relative yield spreads (defined here to be the ratio of the yield on one asset class to
that of another class) between taxable bonds and tax-exempt bonds produced higher
after-tax income when buying tax-exempt bonds (all else equal with respect to quality,
maturity, etc.), insurers allocated a substantial portion of their bond portfolios to
tax-exempt securities. Table 1 shows the allocation of investments between stocks and

Casualty Actuarial Society 1



Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

Table 1. 1980 Allocation of Investments

Preferred Stocks 5.0%*
Common Stocks 20.4%*
Sub-Total Stocks 25.4%*
Taxable Bonds 25.5%
Tax-Exempt Bonds 49.1%*
Sub-Total Bonds 74.6%
Grand Total Stocks and Bonds 100.0%

*Tax preferred securities

bonds for the entire property and casualty industry in 1980,! five years before the 1986
FITL was enacted.

With the 1986 FITL, Treasury came up with new provisions that impacted the
way property and casualty insurers would be taxed. In fact, Treasury estimated that
taxes on property and casualty insurers would rise by $7.5 billion during tax years
1987 to 1991, relative to what would have been collected if the 1986 FITL had not
been enacted. Treasury also required that a study be conducted to test the impact of
the 1986 FITL on property and casualty insurers. Such a study was submitted to
Congress in April 1991.2 The study was conducted using 1987 tax return data and
showed that the actual increase in federal income taxes paid by property and casualty
companies was roughly $1.5 billion for tax year 1987, in line with the estimated impact.

In addition to the change in the top marginal tax rates, the following are the key
provisions of the 1986 FITL that impacted property and casualty insurers:

* Revenue Offset (property and casualty insurers only)

e Proration (property and casualty insurers only; a concept borrowed from life
insurer taxation)

* Discounting of Loss Reserves (property and casualty insurers only)

* Alternative Minimum Tax (all taxpayers)

* Restrictions on NOL Carrybacks and Carryforwards (all taxpayers)

For reference, Attachment 1 contains a copy of the various sections of the tax code for
these items.

Revenue Offset

Statutory accounting treats all acquisition costs as expenses when incurred (i.e.,
upon writing of the policy), the main one being agents’ commissions. This accelerates

' 1981 A.M. Best’s Aggregates and Averages

2 Report to the Congress on Property and Casualty Insurance Company Taxation, Department of the Treasury,

April 1991
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the recognition of expenses relative to Generally Accepted Accounting Principles. The
rationale for this has usually been articulated by insurance regulators as the principle of
“conservatism.” Treasury recognized this and introduced an adjustment that assumed
that 20% of unearned premium was a proxy for these expenses. As such, revenue offset
requires that 20% of the change in unearned premium be added to statutory income
in determining taxable income.

For example, consider a $100 policy written/incepting at December 31, with
20% paid to the agent on that day. Under statutory accounting, earned premium is
zero and expenses are $20, which results in a statutory loss of $20. Revenue offset takes
20% of the change in unearned premium (accounting date value less value a year ago)
and adds that to statutory income. On this policy, 20% of the change in unearned
premium is $20, which gets added to the statutory loss of $20 to produce taxable
income of zero.

Proration

Treasury also recognized that property and casualty insurers were investing heavily
in tax-exempt bonds and to a lesser extent in dividend paying equities. Prior to 1987,
tax-exempt interest income was just that — 100% exempt from federal income taxes.
And dividends from unaffiliated (defined as less than 20% owned by the taxpayer)
equities were 70% tax-exempt — the 70% is referred to as the dividends received
deduction (DRD). Proration changed all of that by adding 15% of these previously
tax-exempt items to statutory income when deriving taxable income. So using the top
marginal tax rate of 35% in the 1986 FITL, we get the following marginal tax rates
for each of tax-exempt interest and unafhliated dividends:

Tax-exempt income rate = 35% X 15% = 5.25%

Unafhliated dividends rate = 35% X (30% + 15% X 70%) = 14.175%

Discounting of Loss Reserves

Prior to 1987, loss (and loss expense) reserves were not discounted in determining
taxable income. For property and casualty companies that did discount reserves for
statutory reporting purposes, such as for workers compensation permanent and total
indemnity claims, the amount of discount was added back to reserves in determining
taxable income.

Discounting for tax purposes was introduced for tax years beginning after
December 31, 1986. Taxpayers needed interest rates and payment patterns to determine
the amount of discount in their reserves. Once reserves were restated to a discounted
basis, the deduction for incurred losses was the usual formula for calculating calendar/
tax year incurred losses, but with discounted reserves substituted for undiscounted
reserves: paid losses + the change in discounted reserves (i.e., current year end reserve
level less prior year end reserve level).

Casualty Actuarial Society 3
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Table 2. Interest Rates Promulgated by IRS for Discounting

(1) (3)

Applicable (2) Applicable (4)
AccidentYear Interest Rate AccidentYear Interest Rate
1987 & Prior 7.20% 2003 5.27%
1988 777% 2004 4.82%
1989 8.16% 2005 4.44%
1990 8.37% 2006 3.98%
1991 8.42% 2007 3.97%
1992 8.40% 2008 4.06%
1993 8.10% 2009 4.06%
1994 7.45% 2010 3.81%
1995 6.99% 2011 3.46%
1996 6.63% 2012 2.89%
1997 6.33% 2013 2.16%
1998 6.31% 2014 1.79%
1999 6.30% 2015 1.68%
2000 6.09% 2016 1.56%
2001 6.00% 2017 1.46%
2002 5.71%

Interest Rates

Interest rates were determined by Treasury using a 60-month rolling average
of the applicable monthly Federal mid-term rates for the period ending before the
beginning of the calendar year, starting with August 1, 1986. An initial interest
rate was promulgated for accident years 1987 and prior, and then new rates for each
subsequent accident year were provided by Treasury based on the index/average
described above. This meant that only 5 months of data were used for accident year
1987, 17 months for accident year 1988, etc., until 1992 when more than 60 months
of data was available. Once an interest rate was set for an accident year, it “followed
the life” of that accident year and applied to all lines of business. Table 2 shows a
history of those interest rates.

Payment Patterns

Taxpayers were given the option to elect their own payment patterns or to use
insurance industry payment patterns provided by Treasury. Industry patterns were

> 1986 FITL, § 846(c)(2)(B)
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based on insurance industry annual statement data two years prior to the tax year and
remained in effect for 5 tax years. Appendix A contains a summary of the industry
payment patterns, using 2015 property and casualty annual statement industry data.
There was also a formula spelled out for smoothing out the “tail” portion of the
payment pattern and extending it to as many as 16 years. The election was made every
five years and created an opportunity for property and casualty insurers to influence
the timing of recognition of this portion of their taxable income. Only insurers having
sufficient data (per regulation) were allowed to use their own patterns. Strategies could
then be devised to optimize after-tax income based on the relationships between the
taxpayers own payment patterns and the industry payment patterns.

Fresh Start

Treasury gave property and casualty companies a break by introducing discounting
on a “fresh start” basis. For tax year 1987, the first tax year that used discounted
reserves for determining taxable income, year end 1986 reserves were restated to a
discounted basis, with no corresponding adjustment/offset. This effectively created a
“double deduction” equal to the amount of discount imbedded in the 1986 reserves,
and played into strategies to optimize after-tax income. For example, electing a “slow”
payment pattern in 1987 and then switching to a “fast” payment pattern in 1992 had
the effect of locking in a large fresh start, followed by an acceleration of deductions —
through higher (i.e., closer to 1.000) discount factors in 1992. This would give the
taxpayer both a large double deduction as well as the benefit of a faster pattern, albeit
having to wait 5 years.

Regarding the double deduction, a quick numerical example using a single claim
shows how this happens:

e Claim reserved at year end 1986 at $100; $100 taken as an expense (deduction) for
losses in 1986.

* Claim still reserved at $100 at year end 1987 with no payments; statutory
accounting shows no incremental change in the value of the loss (paid + change
in outstanding reserve is zero). Fresh start, on the other hand, applies discount
to reserves at each of year end 1986 and 1987. Assume these discount factors are
.85 and .90, respectively. The resulting taxable incurred loss in 1987 is $5 (paid of
$0 plus change in discounted reserve of $5).

* Claim settled in 1988 at $100; calendar year taxable incurred loss is another $10
(paid of $100 plus change in discounted reserve of —$90).

From this example we see that the company deducted $115 for this claim; $100 in
1986 and the $15 of discount amortized over the next two years. So despite Treasury’s
goal of raising revenues from property and casualty insurers, fresh start worked in
the opposite direction. Treasury frowned upon “artificial” reserve strengthening in
calendar year end 1986 reserves and specifically prohibited this.* But with the hard

4 1986 FITL, § 1023(e)(3)(B)
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market of the mid 1980s still in full force and companies recognizing reserve shortfalls
from both recent accident years (underpriced) and from older accident years, such as
mass tort claims, it was not uncommon for companies to make increases in reserve
levels that were not “artificial” in calendar year 1986.

Computation of Regular Taxable Income

Prior to the 1986 FITL, computation of taxable income was fairly straightforward.
With the introduction of the 1986 FITL, the process became more complicated and
required the calculation of both regular taxable income and alternative minimum
taxable income.

As spelled out in the Feldblum paper, we can think of computing regular taxable
income (as opposed to alternative minimum taxable income) in two ways — directly
or indirectly. The direct method uses accounting entries — premiums, adjusted for
revenue offset, less incurred losses adjusted for discounting, less expenses, plus taxable
investment income reflecting proration on each applicable asset class. The indirect
method starts with statutory income, adds in the change in loss reserve discount
and 20% of the change in unearned premium reserves, and subtracts out tax-exempt
investment income after proration.’

Alternative Minimum Tax (AMT)
The 1986 FITL introduced the AMT for all taxpayers, which essentially called

for the calculation of alternative minimum taxable income (AMTI) and applied a
20% marginal tax rate to this. The taxpayer was responsible for the larger of the two
quantities — “regular tax” or AMT. This is spelled out in the Almagro/Ghezzi and
Feldblum papers, but a refresher is useful to put the 2017 FITL into context.

To calculate AMTI, certain quantities, called “preference items” by the IRS, are
added to regular taxable income at 75%. The preference items that impact property
and casualty insurers are primarily tax-exempt interest and tax-exempt dividends.
Since 15% of tax-exempt interest, as well as 15% of tax-exempt dividends (i.e., where
tax-exempt dividends represent 70% of total unafhliated dividends), are already in
regular taxable income, the balance is multiplied by 75% and gets added in to create
AMTT. This makes 78.75% of tax-exempt interest subject to AMTI of 20%, which
equates to a marginal tax rate of 15.75%. For unafhiliated dividends, 85.125% are
taxable at 20%, which equates to a marginal tax rate of 17.025%. To derive these
values, we add the regular taxable income to 75% of the preference items (i.e., 100%
less regular taxable %), and multiply by 20%:

Tax-exempt interest:

20% X (15% + 75% X 85%) = 20% % 78.75% = 15.75%

> Computing Taxable Income for Property-Casualty Insurance Companies, by Sholom Feldblum, FCAS, FSA,
MAAA, June 2007, CAS Study Note
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Unafhliated dividends:
20% X [(30% + 15% X 70%) + 75% X ((1 — (30% + 15% X 70%))]
=20% X (40.5% + 75% X 59.5%) = 20% X 85.125% = 17.025%

While the AMT was not specifically aimed at property and casualty insurers,
insurers that underwrote to a small/zero profit and invested predominately in tax-
exempt bonds could be taxed under the AMT.

This created an opportunity for property and casualty insurers to change their
investment portfolios to maximize after-tax income. As spelled out in the Almagro/
Ghezzi® paper, (a) for a given relative yield spread between taxable and tax-exempt bonds,
(b) assuming that insurers will invest primarily in bonds, and (c) assuming a break-
even underwriting result, there is an optimal mix of taxable and tax-exempt bonds to
achieve the maximum after-tax income. This occurs where that mix of bonds produces
the same amount of federal tax under each of the formulas for regular tax and AMT.

Restrictions on NOL Carrybacks and Carryforwards

Prior to 1987, a net operating loss (NOL) could be used to recoup taxes paid in
prior years (carryback) or in future years (carryforward) with few restrictions on how
many years back or forward these NOLs could be carried. In the 1986 FITL, carry-
backs were limited to 2 years and carryforwards were limited to 20 years. Also, only
90% of taxable income (regular taxable income or AMTI) could be offset by NOLs,
which made the minimum marginal tax rate 2.0% (i.e., 20% AMT rate x 10% that
cannot be offset by NOLs). So if a company was profitable in any calendar/tax year,
some tax had to be paid.

Notional Insurance Company Historical Results

To create a baseline for measuring the impact of the 2017 FITL, we first created
and summarized 20 years of financial statement results for a notional insurance
company writing only workers compensation insurance starting in 1998. The company
writes $125 million in premiums each year on 1/1,7 has $100 million in workers
compensation annual incurred losses, and has $25 million in annual expenses. The
company is capitalized with $200 million. The company invests only in taxable bonds
with an annual return of 2.25%. Note that this is not the optimal investment strategy,
as shown by Almagro and Ghezzi.

For simplicity, all after-tax income is paid out as a shareholder dividend on the
first day of the following year. This allows our notional company to enter a near
“steady state” after 15 years® since we have assumed that all losses are paid within

Federal Income Taxes, Provisions Affecting Property/Casualty Insurers, Manuel Almagro, Thomas L. Ghezzi,
Proceedings of the Casualty Actuarial Society, November 8, 9, 10, 1988, Volume LXXV, Part 2

7 'The premium, which is collected evenly throughout the year, is fully earned during the year.

Results are not exactly the same each year since the interest rate used for discounting, promulgated by the IRS,
changes annually.

Casualty Actuarial Society 7
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15 years. In this steady state, the expectation is that the notional company’s balance
sheet and income statement will have no changes from one year to the next. We have
ignored the deferred tax asset that is allowed under statutory accounting. We also
assumed that the company always elected to use its own payment pattern, since its
pattern was generally faster than the industry payment pattern. A faster payment
pattern results in less discount imbedded in the reserves, faster recognition of losses,
and deceleration of federal income tax payments relative to using the industry payment
pattern. The payment pattern that we have assumed for our notional company is based
on a compilation of countrywide workers compensation data for insurers and self-
insurers limited to $250,000 per occurrence. We believe that this payment pattern
would be representative of a company writing workers compensation at a low per-
occurrence limit. The payment pattern, which is 15 years in length, is discussed later.
Tables 3A-3C provide a snapshot of the company’s balance sheet (including reserves
by accident year), and income statement for calendar/tax years 2013 through 2017.

Note that the annual tax rate (current year taxes divided by statutory profit
before tax) is not 34%, as one might have expected, given that our notional company
generally has less than $10 million of income and the company has reached a steady
state. This is due to the fact that the interest rates for loss reserve discounting as
promulgated by the IRS change every year (i.e., even though the company’s pre tax
statutory financial statements become identical after 15 years, the IRS interest rate
is variable, so there is never a true steady state where statutory income and taxable
income are equivalent). The effective inception to date tax is more than 34%. This is
a timing difference with respect to the amount of discount at each year end. Using
the $7.558 million of discount at year end 12/31/17, this amount has already been
reflected in statutory income but has yet to be amortized as an expense in taxable
income. See Table 3D for effective tax rates relative to statutory and taxable income
for all 20 years. See Appendix B for additional details, including a list of assumptions
underlying the financial statement results.

Table 3A. Statutory Balance Sheet ($000s)

Year 2013 Year 2014 Year 2015 Year 2016 Year 2017

Cash & Invested Assets 397,105 397,107 397,107 397,105 397,104
Liabilities
Outstanding Loss & LAE Reserve 188,200 188,200 188,200 188,200 188,200
Federal Income Taxes Payable 2,442 2,489 2,628 2,705 2,762
Total Liabilities 190,642 190,689 190,828 190,905 190,962
Initial Capital 200,000 200,000 200,000 200,000 200,000
Retained Earnings 6,463 6,418 6,279 6,200 6,142
Total Capital 206,463 206,418 206,279 206,200 206,142
Total Liabilities & Capital 397,105 397,107 397,107 397,105 397,104

8 Casualty Actuarial Society
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Table 3B. Statutory Income State ($000s)

Year 2013 Year 2014 Year 2015 Year 2016 Year 2017

Underwriting Income
Net Earned Premium 125,000 125,000 125,000 125,000 125,000

Underwriting Deductions

Loss & LAE Incurred 100,000 100,000 100,000 100,000 100,000
Total Expenses 25,000 25,000 25,000 25,000 25,000
Total Underwriting Deductions 125,000 125,000 125,000 125,000 125,000
Net Underwriting Income 0 0 0 0 0

Investment Income

Net Investment Income 8,905 8,907 8,907 8,905 8,904
Profit (Loss) Before Tax 8,905 8,907 8,907 8,905 8,904
Federal Tax

Federal Income Tax 2,442 2,489 2,628 2,705 2,762
Net Income 6,463 6,418 6,279 6,200 6,142
Surplus

Opening Surplus 206,290 206,463 206,418 206,279 206,200

Income for Period 6,463 6,418 6,279 6,200 6,142

Shareholder Dividends (6,290) (6,463) (6,418) (6,279) (6,200)
Ending Surplus 206,463 206,418 206,279 206,200 206,142

Financial Ratios

Net Written Premium/Surplus 0.605 0.606 0.606 0.606 0.606
Reserves/Surplus 0.912 0.912 0.912 0.913 0.913
Loss & LAE Ratio 80.0% 80.0% 80.0% 80.0% 80.0%

Effective Tax Rate
Annual 27.4% 27.9% 29.5% 30.4% 31.0%
Inception to Date 37.1% 36.6% 36.1% 35.8% 35.6%

Casualty Actuarial Society



Table 3C. Nominal and Discounted Loss & LAE Reserves ($000s)

Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

Discounted Reserves as of:

Nominal Accident
Maturity Reserves Year 12/31/2013 12/31/2014 12/31/2015 12/31/2016 12/31/2017
216 0 2000 190 0 0 0 0
204 0 2001 474 190 0 0 0
192 0 2002 949 476 191 0 0
180 0 2003 1,518 952 478 192 0
168 200 2004 2,149 1,523 955 480 192
156 500 2005 2,851 2,160 1,529 959 481
144 1,000 2006 3,648 2,875 2,174 1,635 961
132 1,600 2007 4,490 3,649 2,876 2,174 1,538
120 2,300 2008 6,265 4,480 3,641 2,871 2,172
108 3,100 2009 8,962 6,265 4,480 3,641 2,871
96 4,000 2010 13,596 9,019 6,306 4,509 3,662
84 5,000 201 22,102 13,712 9,101 6,364 4,550
72 7,000 2012 38,520 22,389 13,907 9,238 6,461
60 10,000 2013 70,437 39,109 22,771 14,166 9,419
48 15,000 2014 70,937 39,417 22,971 14,302
36 24,000 2015 71,087 39,509 23,031
24 41,000 2016 71,252 39,611
12 73,500 2017 71,391
188,200 Total 176,151 177,736 178,913 179,861 180,642
Amount of Discount 12,049 10,464 9,287 8,339 7,558
Change in Amount of Discount (1,585) (1,177) (948) (781)

10
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Table 3D. Statutory and Taxable Income ($000s)

Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

Tax Rate as a %
of Incremental

Tax Rate as a %
of Cumulative

Change in
Calendar Statutory Amount of Taxable Statutory Taxable Statutory Taxable
Year Income Discount Income Taxes Income Income Income Income
1998 5,327 8,074 13,401 4,590 86.2% 34.3% 86.2% 34.3%
1999 6,683 4,944 11,627 3,969 59.4% 34.1% 71.3% 34.2%
2000 7452 2,972 10,424 3,548 47.6% 34.0% 62.2% 34.2%
2001 7913 1,931 9,844 3,347 42.3% 34.0% 56.5% 34.1%
2002 8,207 1,046 9,253 3,146 38.3% 34.0% 52.3% 34.1%
2003 8,406 285 8,691 2,955 35.2% 34.0% 49.0% 34.1%
2004 8,548 (252) 8,296 2,821 33.0% 34.0% 46.4% 34.1%
2005 8,654 (566) 8,088 2,750 31.8% 34.0% 44.3% 34.1%
2006 8,737 (918) 7819 2,658 30.4% 34.0% 42.6% 34.1%
2007 8,801 (636) 8,165 2,776 31.5% 34.0% 41.4% 34.1%
2008 8,845 (355) 8,490 2,887 32.6% 34.0% 40.5% 34.1%
2009 8,874 (262) 8,612 2,928 33.0% 34.0% 39.8% 34.0%
2010 8,890 (506) 8,384 2,851 32.1% 34.0% 39.1% 34.0%
20M 8,900 (769) 8,131 2,765 31.1% 34.0% 38.5% 34.0%
2012 8,904 (1,217) 7,687 2,614 29.4% 34.0% 37.8% 34.0%
2013 8,905 (1,722) 7,183 2,442 27.4% 34.0% 37.1% 34.0%
2014 8,907 (1,585) 7,322 2,489 27.9% 34.0% 36.6% 34.0%
2015 8,907 (1,177) 7,730 2,628 29.5% 34.0% 36.1% 34.0%
2016 8,905 (948) 7957 2,705 30.4% 34.0% 35.8% 34.0%
2017 8,904 (781) 8,123 2,762 31.0% 34.0% 35.6% 34.0%

B. The 2017 FITL

We see similar themes in the 2017 FITL relative to those in the 1986 FITL as
respects property and casualty insurers. Marginal tax rates dropped for most corporate

taxpayers, but other provisions, specifically those that were unique to property and

casualty insurers, were aimed at reducing the benefit of lower marginal tax rates.

Regarding marginal tax rates for corporations, the 2017 FITL specifies 21% as
the one and only tax rate. This replaces a table of graduated rates from the 1986 FITL
that rises from 15% to as high as 39%, and eventually falls back to 35% as shown
in Table 4. When we test the impact of the change in tax rates on investment income,

we focus on the expiring 35% marginal tax rate and the new 21% tax rate. When we

test the impact of the change in tax rates on our notional company, we utilize the actual

applicable marginal tax rates.

Casualty Actuarial Society
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Table 4. 1986 FITL Expiring Marginal Tax Rates

Taxable Income

Greater than Less than Blended
or Equal to or Equal to Tax Rate Tax Rate*
0 - 50,000 15.00% 15.00%
50,001 - 75,000 25.00% 18.33%
75,001 - 100,000 34.00% 22.25%
100,001 - 335,000 39.00% 34.00%
335,001 - 10,000,000 34.00% 34.00%
10,000,001 - 15,000,000 35.00% 34.33%
15,000,001 - 18,333,333 38.00% 35.00%
18,333,334 - unlimited 35.00% 35.00%

*At the top end of the range

In addition to the change in the marginal tax rates, the following are the key provi-
sions of the 2017 FITL that impact property and casualty insurers:

*  Proration Percentage (property and casualty insurers only) and DRD (all taxpayers)
e Discounting Rules (property and casualty insurers only)

* Restrictions on NOLs (property and casualty insurers only)

* Repeal of the AMT (all taxpayers)

* Introduction of Base Erosion Anti-abuse Tax (all taxpayers)

*  Other International Provisions

Attachment 2 is a copy of the actual tax code for the first four items.

Proration Percentage and DRD

The percentage of tax-exempt interest and dividends to be included in taxable
income was increased from 15% to 25%. This is inversely proportional to the
decrease in the top marginal tax rate, going from 35% to 21%. This inverse relation-
ship results in no change in the marginal tax rate on tax-exempt interest of 5.25%
(5.25% = 35% X 15% under the 1986 FITL, and 5.25% = 21% X 25% under the
2017 FITL). Also, the tax code specifies that the intent is to preserve the 5.25%
marginal tax rate by calling for adjustments to the percentage to be included in taxable
income such that they offset any future changes in marginal tax rates.’

For dividends, it’s a little more involved. Not only does the proration percentage
rise from 15% to 25%, but the DRD itself on unafhiliated dividends drops from 70%
to 50%. This drop in the DRD actually applies to all corporate taxpayers and not just
insurers. Despite these two apparent “adverse” changes, which result in the percentage

9 2017 FITL, § 13515(2)(2)
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that is tax free being less, the new 21% tax rate actually drives the marginal tax rate
on unafhliated dividends down from 14.175% to 13.125%. The derivation of the
13.125% is as follows: 21% of the sum of the fully taxable portion (now 50%) plus
the “exempt” piece subject to proration (25% x 50%):

21% % (50% + 25% X 50%) = 21% % 62.5% = 13.125%

Interestingly, the marginal tax rate on the fully taxable portion (not subject to
proration) is still 10.5% (formerly 35% X 30% and now 21% X 50%). However, the
proration portion of the tax decreases from 3.675% to 2.625%:

From: 35% X 15% X 70% = 3.675%
To: 21% X 25% X 50% = 2.625%

For completeness, the DRD for affiliated dividends (defined as dividends from
affiliates that are between 20% and 80% owned by the taxpayer) dropped from 80%
under the 1986 FITL to 65% under the 2017 FITL.1° Also, for affiliates more than
80% owned by the taxpayer, the DRD was, and remains at, 100%.

Discounting Rules

The 2017 FITL makes the following changes to the rules and formulas for dis-
counting loss reserves that were established in 1986:

* Repeal the taxpayer’s option to elect their own payment patterns

* Change the formula for calculating the “tail” portion of payment patterns
* Change the source of interest rates used for discounting reserves

* Promulgate phase-in rules/no fresh start

* Eliminate separate discount factors for salvage

1. Repeal Option to Elect Own Payment Patterns — Effective with tax years beginning

after December 31, 2017, property and casualty insurers will no longer have the
option to use their own data to determine payment patterns for discounting
loss reserves. Since the 2017 FITL repeals the election of payment patterns and
mandates the use of patterns promulgated by Treasury, any elections of taxpayers’
own data made between 1987 and 2017 will be eliminated and replaced with
payment patterns based on insurance industry data. This should simplify the
discounting calculations, at least for those companies that had previously elected
to use their own patterns. Those companies won’t need to analyze the cost/benefit
of using their own payment pattern or calculate their own payment patterns and
corresponding discount factors.

For taxpayers who had previously elected to use the IRS industry-based
payment patterns, there is arguably no financial impact on this particular piece

102017 FITL, § 13002
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of the 2017 FITL. For taxpayers using their own payment patterns, not only will
they not be allowed to do this for new accident years (2018 and subsequent),
they will have to restate their 2017 and prior accident years’ discounted reserves
using payment patterns based on insurance industry data, and this could have
a material impact.

In repealing the option to elect the taxpayer’s own payment pattern, the IRS
made another change that is not fully described in the legislation. The change is
to use the 2015 annual statement data as the basis for payment patterns for all
accident years. While we did not separately quantify the impact of this change,
we believe it would have minimal financial impact.

Tail Portion of Payment Patterns — A new formula is being introduced that at first

glance would generally be expected to have the effect of lengthening the payment
patterns relative to those under the expiring 1986 FITL formula. However, upon
further review, the impact on the length of the payment patterns depends. Both
the 1986 FITL and the 2017 FITL start with incremental 12-month percentages
of ultimate losses paid by line of business for the 10 years shown in the appropriate
annual statement. These are designated as “AY + 0” through “AY + 9.”

In the 1986 FITL, a 6-year tail was derived by taking the incremental value
for “AY +9,” and then repeating this until the pattern reaches 100%. If the pattern
doesn’t reach 100% by “AY + 14,” the residual value goes into “AY + 15.” This has
the effect of capping loss payment patterns at 16 years. Note that if “AY + 97 is
negative, it is replaced by a 3-year average of “AY +7,” “AY + 8,” and “AY +9.”

Under the 2017 FITL, the formula allows for payment patterns of up to
25 years. Instead of taking “AY + 9” and using this value for subsequent periods,
a 3-year average of “AY + 7,7 “AY + 8,” and “AY + 9” is used as the value for
“AY + 10” and subsequent until 100% is reached (and if not reached by “AY + 24,
the balance goes there).

Table 5 shows a sample calculation for the Multiple Peril lines of business for
accident year 2017 using the expiring formula (shown as “1986 FITL: AY 2017”)
and the new formula (shown as “2017 FITL: AY 2018”). We used the payment
pattern from the 2015 aggregate industry data for both calculations. Here we
see very little change since (a) “AY + 97 is very similar to the 3-year average, and
(b) the payment pattern doesn’t extend beyond 16 years.

All else equal, given the lengthening of the tail, we would have expected the
new formula for calculating the payment patterns after 10 years to increase the
amount of discount relative to the current formula. However, since many lines
of business don’t produce payment patterns longer than 16 years, the new rules
simply smooth out the values by using a 3-year average to derive the values for
“AY + 10” and subsequent. And as a result of the averaging of “AY +7,” “AY + 8,”
and “AY +9,” the opposite occurred (the amount of discount at the same interest
rate decreased) for the following lines:

— Private Passenger Auto
— Commercial Auto Liability

Casualty Actuarial Society
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Medical Professional Liabilicy—Occurrence
Medical Professional Liabilicy—Claims Made
— Other Liability—Occurrence

Other Liability—Claims Made

Products Liability—Occurrence

International

Table 6A illustrates this for Other Liability—Occurrence.

For Reinsurance-Nonproportional Assumed Property, “AY + 9” incremental
losses paid are negative, which triggers the average of “AY +7,” “AY + 8,” and “AY +9”
under the prior rules. In addition, the pattern was exhausted by “AY + 14,” resulting
in no change in the pattern.

Similarly, for the Products Liability—Claims Made, “AY +9” was negative and
the pattern was nearly exhausted by “AY + 14,” resulting in a minimal (one year)
lengthening of the pattern.

Table 6A. Other Liability—Occurrence Impact of Change in Tail Factor
on Discount Factors

(1) (2) (3) (4)
=[1.0-(2))/
Discount Factors =(2)-(1) [1.0-(1)]-1.0

2017 IRS Pattern at 2018 IRS Pattern at % Change in

2017 Interest Rate 2017 Interest Rate Difference Discount
AY +0 94.2656% 94.4696% 0.20% -3.56%
AY +1 94.6685% 94.9151 % 0.25% -4.63%
AY +2 94.8950% 95.2071% 0.31% -6.11%
AY +3 94.8839% 95.2999% 0.42% -8.13%
AY +4 94.6075% 95.1869% 0.58% -10.75%
AY +5 94.4590% 95.2367% 0.78% -14.04%
AY + 6 94.2162% 95.2670% 1.05% -18.17%
AY +7 94.6392% 95.9031% 1.26% -23.58%
AY +8 94.5704% 96.2480% 1.68% -30.90%
AY +9 95.2715% 97.2158% 1.94% -41.12%
AY + 10 95.9882% 97.9108% 1.92% -47.92%
AY + 1 96.7257% 98.6058% 1.88% -57.42%
AY +12 97.4951% 99.2779% 1.78% -71.17%
AY +13 98.3211% 99.2779% 0.96% -56.99%
AY + 14 to AY + 24 99.2779% 99.2779% 0.00% 0.00%

(1),(2): Based on payment patterns in Appendix A and an interest rate of 1.46%
2017 ends with AY + 15 whereas 2018 continues to AY + 24

Casualty Actuarial Society 17
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Additionally, Table 5 displays the small change in the tail for Multiple Peril
Lines, which resulted in relatively no change in the amount of discount.

The impact on Workers Compensation is discussed in detail later in this paper.

The line that appears to have the biggest impact, as measured by the increase
in the amount of discount on a percentage basis at the same interest rate, is
Reinsurance—Nonproportional Assumed Liability. See Table 6B.

Since taxpayers will no longer have the option to use their own loss payment
data to calculate discount factors, the change in the tail calculations is something
that will be administered by Treasury. So this represents another example of
simplification for taxpayers who previously elected to use their own payment
patterns. Appendix A contains a summary of the industry payment patterns, using
2015 property and casualty annual statement industry data, both pre- and post-
2017 FITL. The post-2017 patterns were used by the IRS for all accident years

(2018 and prior).

Table 6B. Reinsurance-Nonproportional Assumed Liability Impact of Change
inTail Factor on Discount Factors

(1) (2) (3) (4)
=[1.0-(2)l/
Discount Factors =(2)-(1) [1.0-(1)]-1.0

2017 IRS Pattern at 2018 IRS Pattern at % Change in

2017 Interest Rate 2017 Interest Rate  Difference Discount
AY +0 93.3252% 92.9992% -0.33% 4.88%
AY +1 93.8778% 93.5026% -0.38% 6.13%
AY +2 94.0598% 93.5965% -0.46% 7.80%
AY +3 94.2746% 93.7018% -0.57% 10.01%
AY +4 94.2446% 93.5023% -0.74% 12.90%
AY +5 95.0350% 94.1956% -0.84% 16.91%
AY + 6 95.3219% 94.2524% -1.07% 22.86%
AY +7 95.0061% 93.4595% -1.55% 30.97%
AY +8 97.2060% 95.9310% -1.27% 45.63%
AY +9 97.9018% 96.1631% -1.74% 82.87%
AY +10 98.5988% 96.8472% -1.75% 125.00%
AY + 11 99.2779% 97.5337% -1.74% 241.54%
AY +12 99.2779% 98.2173% -1.06% 146.88%
AY +13 99.2779% 98.8771% -0.40% 55.51%
AY + 14 to AY + 24 99.2779% 99.2779% 0.00% 0.00%

(1),(2): Based on payment patterns in Appendix A and an interest rate of 1.46%
2017 ends with AY + 15 whereas 2018 continues to AY + 24
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Prior to Treasury issuing the revised discount factors for accident years 2017
and prior, it was unclear which payment patterns Treasury would use — the patterns
currently in place (which changed every 5 years) or a single pattern for all accident
years for each line of business; they chose the latter. This means that the patterns
for accident years 2016 and prior changed. We did not isolate the impact of
this change as it is likely not material. Also, the IRS regulations do not allow the
taxpayer to use information not appearing separately by accident year in the
annual statement. This applies to reserves shown on the prior line in the annual
statement. We are using the composite method'! for calculating the appropriate
discount factors for accident years that are older than 10 years and would therefore
not separately be shown in the notional company’s annual statement.

3. Interest Rates — With respect to interest rates to be used in the discounting
formula, the 2017 FITL replaces interest rates based on US government securities
(monthly Federal mid-term rates) with interest rates based on a corporate bond
yield curve. Specifically, the new interest rates will be based on corporate bonds
with varying maturities for the preceding 60-months that are in the top 3 quality
levels available.’? All else equal, since corporate bond yields are generally higher
than government bond yields previously used, higher interest rates would be
used compared to the 1986 FITL. Higher interest rates mean more (i.e., deeper)
discounting, which in turn means a slower recognition of deductions for incurred
losses, and therefore an acceleration of federal income tax payments relative to the
expiring law.

Under the 1986 FITL, once an interest rate was established for a particular
accident year, it never changed. Since the new tax code no longer makes reference
to anything but interest rates based on corporate bonds, we initially presumed
that Treasury would go back and restate interest rates for each accident year in
order to maximize the interest rates allowable under the 2017 FITL. Instead,
Treasury selected a single interest rate of 3.12%!'? compounded semi-annually
for all accident years. Interest rates for all prior accident years were compounded
annually. The interest rate used the Treasury High Quality Market (“HQM?”)
corporate bond yield curve for maturities of one-half year to seventeen and
one-half years. Table 2 shows the interest rates by accident year, for 1987 and prior,
all the way to 2017, and all of these were replaced with 3.12% compounded
semi-annually.

On June 17, 2019, Treasury issued final regulations on discounting rules for
unpaid losses. The guidance changes the maturity periods for the spot rates used
in calculating the interest rate from 0.5 to 17.5 years to 4.5 to 10 years. All else
equal, changing the maturities reduces the interest rate and creates less discount
and allows for earlier deduction of losses in taxable income. The corresponding

' Notice 88-100 Section V
1226 U.S. Code § 430(h)(2)(D)(i) and 2017 FITL, §13523(a)

13 The published yield curve spot rates can be found at https://home.treasury.gov/data/treasury-coupon-issues-
and-corporate-bond-yield-curve/corporate-bond-yield-curve.
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interest rate is 2.94% compounded semi-annually. The discount factors as previ-
ously published in Revenue Procedure 2019-06 and used in this paper can be used
for taxable years beginning after December 31, 2017, and ending before June 17,
2019, that is, the taxpayer has choice to use the originally published factors using
3.12% or the revised factors using 2.94%. Taxpayers must use the revised discount
factors in taxable years ending on or after June 17, 2019.1
4. Phase-in Rules — Finally, with respect to implementing the changes in the discount
factors, for tax year 2018, loss reserves from year end 2017 will be restated with
new discount factors based on industry payment pattern data and corporate bond
rates. For most taxpayers, this restatement of the year-end 2017 values will result
in an increase in the amount of discount relative to the 2017 tax return because
of higher interest rates and longer payment patterns. Such a restatement, all else
equal, would result in a double deduction equal to the amount of the change in
discounted reserves as of December 31, 2017 (original discounted reserves as of
December 31, 2017 in the 2017 tax return less restated discounted reserves as
of December 31, 2017 in the 2018 tax return). However, Treasury has specified
that this difference in original versus restated reserves will be amortized over an
8-year period, so that taxpayers will not get a “fresh start.”
A quick numerical example shown below using a single claim shows the
impact of “fresh start” and “no fresh start™:

— Claim reserved at year end 2017 at $100 with a discount factor of .85; $85 taken
as an expense (deduction) for losses in 2017 and $15 discount to be amortized.

— Claim still reserved at $100 at year end 2018 with no payments; statutory
accounting shows no incremental change in the value of the loss (paid + change
in outstanding reserve is zero). If there had been fresh start, and assuming a
restated discount factor of .75 at 2017 and .80 at 2018, the resulting taxable
incurred loss in 2018 is $5 (paid of $0 plus change in discounted reserve of $5)
relative to the restated 2017 discounted value.

— Claim settled in 2019 at $100; calendar year taxable incurred loss is another $20
(paid of $100 plus change in discounted reserve of —$80).

We see that the company has deducted $110 for this claim: $85 in 2017 and
the $25 of discount amortized over the next two years.

The taxpayer must now amortize the difference between actual 12/31/17 dis-
counted reserves and restated reserves over 8 years. In our example, the difference
between the pre-2017 FITL and the 2017 FITL discounted reserves at year end
2017 is $10 ($85 less $75). This $10 needs to be amortized over an eight-year
period at $1.25 per year (i.e., $10 divided by 8 years). Back to the example, in

' For our notional company, we used the 3.12% interest rate with no modification to the amount or timing that is
amortized over the 8 year period as discussed in Rev. Proc. 2019-30 since this was the original value published by
the IRS; we do not believe adjusting this to 2.94% would be material to our findings for our notional company.
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2018 we would have $3.75 of taxable incurred loss, in 2019 we would have $18.75
of taxable incurred loss, and for each of the next 6 years we would have —$1.25,
despite the claim being settled and no reserves existing on the books. The total of
these deductions is $15, which is the amount of discount imbedded in the original,
pre-2017 FITL reserves.

5. Eliminate Separate Discount Factors for Salvage — Prior to the 2017 FITL, the
IRS published discount factors for salvage in addition to those for loss reserves and
companies were required to discount estimated salvage recoverable in addition to
loss reserves. Companies are still required to do this, but the discount factors are
the same for both, that is, the IRS no longer publishes a separate set of discount
factors for salvage. The phase-in rules for salvage follow the transition adjustment
rules of one year for items that decrease taxable income and four years for items
that increase taxable income. This differs from the treatment for unpaid losses
mentioned above.

Restrictions on NOLs

For most corporations, NOLs will no longer be allowed to be carried back to offset
taxes paid in the prior 2 years. While the time period for NOL carryforwards remains
at 20 years, only 80% of taxable income in any year can be offset by NOL carry-
forwards. For any year with positive taxable income, since there is a cap of 80% that
can be offset with NOL carryforwards, the remaining 20%, multiplied by the 21%
corporate tax rate, produces a minimum marginal tax rate of 4.2%.

The property and casualty industry was actually not impacted by these changes.
Treasury carved out an exception for property and casualty insurers so NOLs can still
be carried back for 2 years and carried forward for 20 years. Also, for property and
casualty insurers, there is no “80% rule,” so 100% of taxable income in a tax year could

be offset by NOL carryforwards."

Repeal of the AMT

The AMT is repealed for tax years beginning after December 31, 2017. Taxpayers
will not be required to calculate AMTT and AMT on a going-forward basis (except
for certain NOL situations where taxpayers have paid the AMT, which is beyond the
scope of this paper). For property and casualty insurers, this eliminates the prior
minimum marginal tax rate of 2%. For most corporate taxpayers, there is a minimum
marginal tax rate of 4.2% in any year, but the concept of AMTT has been eliminated.

There is no structural change to the computation of regular taxable income.
Since the AMT has been eliminated, for most taxpayers there is no longer a need to
use the term “regular.” The direct and indirect methods referenced in the discussion of

the 1986 FITL above still apply.

152017 FITL § 13302(d)(C)
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Introduction of Base Erosion Anti-abuse Tax (BEAT)

The 2017 FITL includes a base erosion anti-abuse tax'® (BEAT) that essentially
is another form of minimum tax. The BEAT formula adds back to taxable income
certain tax deductible amounts representing payments made to affiliated foreign
entities. The BEAT applies to companies with annual gross receipts in the preceding
three tax years of more than $500 million. If the total amount of deductions paid
to foreign afhliates that is added back to compute modified taxable income is less
than 3% of total deductions used in calculating income (referred to as base erosion
percentage), then the BEAT does not apply.

The BEAT is generally calculated using the percentages shown in Table 7 of
modified taxable income less the regular tax liability. Modified taxable income (“MTT”)
is determined by adding back to taxable income any current year deductions of
payments to affiliated foreign entities.

Table 7. BEAT Percentage by Year

Excess of MTI
Year Percentage
2018 5.0%
2019-2025 10.0%
2026 & Subsequent 12.5%

Here are two simple examples (in millions):

Example 1: For tax year 2019, U.S. Insurer receives $1,000 in premium, cedes $800 to
offshore affiliated reinsurer, and has $100 in other U.S. deductions. The base erosion
percentage is 89% ($800/$900).

Regular Tax Liability BEAT Total Tax (after BEAT)
U.S. Taxable Income = $1,000 — Base Erosion Payments = $800 BEAT = ($900 x 10%) — $21 =
$800 — $100 = $100 $69
E> MTI = $100 + $800 = $900 E>
U.S. Regular Tax = $100 x 21% Total U.S. Tax Liability = $21 +
=$21 $69 = $90

The tax liability is $90; the BEAT increased taxes by $69.

Example 2: For tax year 2019, U.S. Insurer receives $1,000 in premium, cedes $100 to
offshore reinsurer, and has $800 in other U.S. deductions. The base erosion percentage
is 11% ($100/$900).

162017 FITL 26 U.S. Code § 59A
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Regular Tax Liability BEAT Total Tax (after BEAT)
U.S. Taxable Income = $1,000 — Base Erosion Payments = $100 BEAT = ($200 x 10%) — $21 =
$100 — $800 = $100 $-1
E> MTI = $100 + $100 = $200 [>
U.S. Regular Tax = $100 x 21% Total U.S. Tax Liability =
=$21 maximum of $21 + $—1 = $20
and $21

Tax liability is $21; BEAT had no impact.

The introduction of the BEAT is intended to make the use of offshore affiliates
that are not subject to U.S. taxes (e.g., reinsurance from afhliates, including traditional
reinsurance or captive reinsurance) less attractive.

Other International Provisions

The 2017 FITL also includes other international provisions that may impact the
taxability of captive or other reinsurance entities. These international provisions are
mentioned here for awareness but are not discussed in detail.

1. Global Intangible Low-Taxed Income (GILTT) — The 2017 FITL includes a new

type of minimum tax on income that is defined as global intangible low-taxed
income!” (“GILTT”). This new category of foreign income may include income
earned by multinational insurers that are based in the U.S. The rules relating to
the new GILTT tax are very complicated and should be reviewed to ensure that
multinational insurers are not caught unaware and unprepared for additional tax
liabilities that may be imposed by this new minimum tax.

2. Passive Foreign Investment Company (PFIC) — Insurance entities previously

enjoyed broad exceptions to the anti-deferral rules classifying certain types of
foreign entities as a passive foreign investment company'® (PFIC). The 2017 FITL
now includes a bright-line test for foreign insurance companies that may reclassify
previously exempt foreign insurance entities as PFICs and subject to the anti-

deferral PFIC rules.

3. Controlled Foreign Corporation (CFC) — The 2017 FITL expands the definition
of a controlled foreign corporation!? (CFC) to include both vote and value owner-
ship percentages. The expanded definition may result in more offshore insurance
entities being considered CFCs for tax purposes and becoming subject to the
CFC tax provisions under the Internal Revenue Code.

17,2017 FITL 26 U.S. Code § 951A
182017 FITL 26 U.S. Code § 14501
192017 FITL 26 U.S. Code § 957(a) and (b)
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on Investment Strategy

A. Overview

Prior to 1987, property and casualty insurers that generated underwriting profits
and were in the highest marginal tax bracket typically invested in tax-exempt bonds
(or dividend paying stocks) as this maximized after-tax income. From 1987 through
2017, property and casualty insurers have had the opportunity to allocate fixed
income assets between taxable and tax-exempt securities in a way that targets optimal
after-tax returns by seeking the inflection point where the regular tax equals the AMT
(as demonstrated by Almagro/Ghezzi). For tax years beginning after December 31,
2017, the repeal of the AMT means that this strategic asset allocation approach is no
longer applicable.

Table 8 shows the asset allocation of stocks and bonds of property and casualty
insurers at each of 12/31/1980, 12/31/1985, 12/31/1995, 12/31/2005, 12/31/2015,
and 12/31/2018.2° The data shows that insurers shifted some of their assets out of
tax-exempt bonds after 1980 and into taxable bonds and common stocks over the
next 5 years.

Using the simplified assumption that property and casualty insurers invest primarily
in fixed-income securities, the 2017 FITL suggests that the new investment allocation
strategy is arguably much simpler and more straightforward with the elimination of
the AMT. If the taxpayer expects to have negative taxable income in a particular year
(or series of years), the strategy is to invest all assets in the class with the highest pre tax
yield (since no taxes are expected to be paid). Based on the simplifying assumption
above, this would be taxable bonds.

If the taxpayer expects to have positive underwriting income, the strategy would
be to invest all assets in the asset class with the highest after-tax yield. Historically,

this has typically been tax-exempt bonds — more on this to follow.

If the taxpayer expects a moderate underwriting loss, the strategy could be to buy
some taxable bonds (to bring taxable income up to zero) and then invest the balance
in the asset class with the highest after-tax yield. Predicting underwriting results to

20 A.M. Best Aggregates and Averages
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Table 8. Historical Allocation of Investments for Property
and Casualty Insurers

1980 1985 1995 2005 2015 2018

Preferred Stocks 5.0% 4.1% 2.1% 1.1% 1.1% 0.4%
Common Stocks 20.4% 14.4% 12.8% 19.6% 24.8% 271%
Sub-Total Stocks 25.4% 18.5% 14.9% 20.7% 25.9% 275%
Taxable Bonds 25.5% 39.7%  46.9% 39.5% 42.5%  46.0%
Tax-Exempt Bonds 49.1% 41.8% 38.1% 39.8% 31.6%  26.5%
Sub-Total Bonds 74.6% 81.5% 85.0% 79.3% 74.1% 72.5%

GrandTotal Stocks and Bonds 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Taxable Bonds 34.2% 48.7% 55.2% 49.8% 57.3% 63.5%
Tax-Exempt Bonds 65.8% 51.3% 44.8% 50.2% 42.7% 36.5%

this level of accuracy can be tricky, but larger companies can often predict results,
on average, over a period of multiple years.

B. Discussion of Relative Yield Spreads

Underlying all of these “strategies” is the need to consider market-based relative
yield spreads along with the corresponding marginal tax rates applicable to property
and casualty companies. This will ultimately drive the optimal asset allocation, where
“optimal” produces the highest after-tax income. As noted earlier, relative yield
spreads as used here are simply defined to be the ratio of the yield on one asset class
to that of another class. And “after-tax equivalent yields” occur when relative yield
spreads are such that the after-tax income on the two asset classes are equal. When
relative yield spreads diverge from the after-tax equivalents, this points to the “better”
asset class.

For illustrative purposes, the underlying assumption here is that property and
casualty insurers invest their assets (other than cash/short term assets used to meet
operating expenses, and perhaps some equities that are bought and held for long
periods of time) in fixed-income securities (including preferred stocks). Three types of
fixed income securities are considered: tax-exempt bonds, taxable bonds, and preferred
stocks (unaffiliated). The new marginal tax rates for property and casualty insurers
on each are shown below (and derived above):

Taxable Bonds: 21.000%
Tax-exempt Bonds: 5.250%
Dividends: 13.125%

After-tax equivalent relative yield spreads between asset classes can be derived by
taking the ratio of 1 minus the applicable marginal tax rate for the two asset classes.
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For example, for taxable bond yields (T) and tax-exempt bond yields (TE), the after-
tax equivalent relative yield spread is derived as follows:

Tx(1-0.21)=TE x (1 -.0525)
T x0.79=TE x 0.9475
T/TE =0.9475/0.79 = 1.199

So if the actual market-based relative yield spread is higher than 1.199 and the tax-
payer expects to pay taxes, as long as the relative yield spread exceeds 1.199, the choice
would be taxable bonds, all else equal.

Using the same logic, we can compute after-tax equivalent relative yield spreads
between taxable bonds and dividends (D), and between dividends and tax-exempt bonds:

T/D =0.86875/0.79 = 1.100
D/TE =0.9475/0.86875 = 1.091

C. Investment Strategies

What does all of this mean for property and casualty insurers in terms of
investment strategies? Prior to 1987 for companies with underwriting profits, it was
tax-exempt securities. This is because actual relative yield spreads between taxable
and tax-exempt bonds, all else equal, were generally less than the after-tax equiva-
lent levels. From 1987 to 2017, the strategy was to buy a mixture of taxable and
tax-exempt bonds. And in the wake of the 2017 FITL? Taxable bonds. We consider
two scenarios: companies with underwriting losses, and companies with under-
writing gains (or breakeven results).

The goal is to invest such that after-tax income is maximized. And for discussion
purposes, we'll assume that insurers invest a certain portion of their assets in cash, to
meet cash flow needs, and a certain percentage in common stocks, for longer horizon
investments. So what's left is fixed-income securities, and regardless of the maturities
selected by any given company (perhaps to match assets with liabilities), we're focusing
on how these fixed income securities should be allocated between taxable bonds and
tax-exempt bonds to maximize after-tax income.

The keys to solving this puzzle are relative yield spreads. With the change in both
corporate and personal tax rates in the 2017 FITL, the question is — which marginal
tax rates drive relative yield spreads?

Table 9 shows a graph of weekly relative yield spreads between 5-, 10-, and
30-year corporate bonds and tax-exempt bonds of similar quality for January of 2017
through June of 2019.2! Most of the values are between 1.3 and 1.6 with an average
of 1.45. We observed some moderate decreases in early 2018 relative to most of

2! From data compiled by Bloomberg
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Table 9. Relative Yield Spread of Various Tax-Exempt and Corporate Bond Yields

the values in 2017. Tax equivalent relative yield spreads for corporate taxpayers
(non-property and casualty insurers) changed on January 1, 2018, with the drop in
marginal tax rates from 35% to 21%, from 1.538 (1/0.65) to 1.265 (1/.79).

While relative yield spreads generally declined from April 2017 through February
2018, at no time did the relative yield spreads fall below 1.267, 1.383, and 1.367 for
5, 10, and 30 years, respectively (see Table 9). For personal taxpayers, tax equivalent
relative yield spreads underlying the expiring highest marginal rate of 39.6% and the
new highest marginal rate of 37% are 1.656 (1/0.604) and 1.587 (1/0.63) respectively
and are much more in line with actual relative yield spreads. We discussed relative
yield spreads with securities brokers, and they confirmed that relative yield spreads
between taxable bonds and tax-exempt bonds have historically been driven by personal
marginal tax rates. The data bears this out; otherwise, we would have expected actual
relative yield spreads to shrink in 2018 to values at or below 1.265.

With taxable versus tax-exempt relative yield spreads driven by personal marginal
tax rates (pointing to a taxable equivalent relative yield spread of 1.587), and with
property and casualty insurers tax equivalent relative yield spread of 1.199, recent data
suggests taxable securities for property and casualty insurers will likely best optimize
after-tax income. For this analysis, we are ignoring state income taxes, and situations
where interest from tax-exempt bonds are exempt from both state and federal taxes.

Using some numbers, assume that tax-exempt yields are 3.00%. This equates to a
taxable equivalent yield (for personal taxpayers) of 4.76%. But a property and casualty
insurer would be willing to take taxable yields all the way down to 1.199 x 3.00%,
or 3.60%, since their tax equivalent relative yield spread is 1.199. The data clearly
shows that both pre-2017 and post-2017 FITL relative yield spreads between taxable
and tax-exempt bonds are well above 1.199.
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Absent some sort of shift in relative yield spreads in the future (perhaps personal
investors will shy away from tax-exempt bonds for some unforeseen reason, or state
income taxes will change materially and create special opportunities for in-state tax-
exempt bonds), property and casualty insurers should invest in taxable bonds. As
shown in Table 8, as of December 31, 2018, annual statement data shows that tax-
exempt bonds made up 26.5% of property and casualty insurers’ invested assets.
This was down from 49.1% in 1980. We expect that this percentage will continue to
decline. Similar tests can be done with the other fixed income categories (taxable versus
dividends and dividends versus tax-exempt).
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The major changes in the 2017 FITL that affect property and casualty companies
are the new marginal tax rate and the new rules for discounting. Proration was
nearly neutral so we did not test that. We also did not test the impact of the repeal
of the AMT. Our notional company did not pay AMT as investments are only in
taxable bonds.

We focused our sensitivity testing on our notional company to the change in
the marginal tax rate and the four changes related to discounting of loss reserves as
compared to the rules under the 1986 FITL:

* Repeal the taxpayer’s option to elect their own payment patterns

* Change the formula for calculating the “tail” portion of payment patterns
*  Change the source of interest rates used for discounting reserves

e Promulgate phase-in rules/no fresh start

Below is a discussion of the impact of the change in tax rate and each of the first
three items related to discounting of loss reserves (the impact of the phase-in is reflected
in each of the three loss reserve discounting items). Since there are no options for
insurers, our discussion here is limited to quantifying/measuring the impact of the
tax law change. There is no “strategy” involved (perhaps other than recognizing this in
future premium rates, which is the subject of the next section).

A. Overview

To illustrate how to measure these changes, we took our notional insurance
company’s balance sheet as of December 31, 2017 (see Table 10) and forecasted after-
tax income for the next 20 years on both a going concern basis (i.e., continuing to
write $125 million of workers compensation business, etc.), and a runoff basis (in which
no future expenses, other than loss adjustment expenses, are required to run off the
company). We then summarized the impact of the various changes in the 2017 FITL
on after-tax income, both on a nominal basis and a present value basis, using a 5%
annual interest rate.

For reference, shown in Table 11 are the loss reserves as of December 31, 2017,
along with the expiring discount factors (based on the notional company’s own payment
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Table 10. Statutory Balance Sheet ($000s)

Year 2017
Cash & Invested Assets 397,104
Liabilities
Outstanding Loss & LAE Reserve 188,200
Federal Income Taxes Payable 2,762
Total Liabilities 190,962
Initial Capital 200,000
Retained Earnings 6,142
Total Capital 206,142
Total Liabilities & Capital 397,104

Table 11. Loss & LAE Reserves at 12/31/17 ($000s)

Accident Nominal Discount Discounted Amount
Year Value Factors Reserves of Discount
2000 0 0 0
2001 0 0 0
2002 0 0 0
2003 0 0 0
2004 200 0.961 192 8
2005 500 0.961 481 19
2006 1,000 0.961 961 39
2007 1,600 0.961 1,538 62
2008 2,300 0.944 2,172 128
2009 3,100 0.926 2,871 229
2010 4,000 0.915 3,662 338
20M 5,000 0.910 4,550 450
2012 7,000 0.923 6,461 539
2013 10,000 0.942 9,419 581
2014 15,000 0.953 14,302 698
2015 24,000 0.960 23,031 969
2016 41,000 0.966 39,61 1,389
2017 73,500 0.971 71,391 2,109
Total 188,200 180,642 7,558
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patterns and the IRS interest rates), the corresponding discounted reserves, and the
imbedded amount of discount.

B. Change in Tax Rate

Before isolating the impact of the 2017 FITL on discounting of loss reserves, we
first tested the impact of the change in the tax rate. This allows us to later isolate the
impact of the changes to discounting of loss reserves.

As noted above, the 2017 FITL specifies 21% as the one and only marginal tax
rate. This replaces a table of graduated rates that rise from 15% to as high as 39%, and
eventually fall back to 35% as shown in Table 4. For large taxpayers (those with over
$18.3M in net income), the focus would be on the expiring 35% marginal tax rate and
the new 21% tax rate. All other things equal, the change in after-tax income would be
an increase of 21.5% (0.79/0.65).

Let’s look at what happens to our notional company’s after-tax profit. Our notional
company generally has less than $10 million of annual pre-tax income, making the
blended rate under the 1986 FITL closer to 34%; therefore we would have expected
an increase of 19.7% (0.79/0.66).

To measure the impact of the change in tax rates in isolation, we projected the next
20 years of after-tax income for our notional company using each of the expiring and
the new marginal tax rates. We isolated the impact of this change in both a going
concern scenario, where the company continues to write business, and in a runoff
scenario, where we further restricted the model to simply running off 2017 reserves,
with no new business/earned premium in 2018 and subsequent.

Table 12 summarizes the results of our proforma financial projections. In our
model, we dividend out the after-tax income on the first day of the following year
to keep the model in a steady state. Scenario 1 assumes no change in the tax law,
and Scenario 2 assumes that the only change is making the corporate marginal tax
rate 21%. We will compare these income streams under the various other scenarios
discussed below.

In the going concern scenario, the after-tax income increases by 19.6% (within
rounding of the expected amount of 19.7%). In the run-off scenario, the increase
is 17.7%. Why is the increase lower than expected in the run-off scenario? The
deferred deduction due to discounting loss reserves in the tax calculation was at
34% under the 1986 FITL, and now it’s at 21%. The going concern scenario has the
same result but it is masked by the impact of continuing to write business; that is, it
becomes a permanent timing difference. The amount of discount is $7.558 million
of reserves that have not yet flowed through taxable income, as they have yet to be
amortized as of year end 2017. The impact of the change in tax rates is a “loss” of 13%
(34% less 21%) or approximately $1.0 million. For the runoff scenario, as the amount
of discount to be amortized as of 12/31/17 approaches zero, the ratio approaches
19.7%. Conversely, when the amount is large relative to taxable income, the ratio
gets smaller. For simplicity, we have not reflected the deferred tax asset as allowed
under statutory accounting.
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C. Impact of 2017 FITL Changes to Discounting
of Loss Reserves

This section discusses the impact of the following changes on our notional company.

e Repeal the taxpayer’s option to elect their own payment patterns
* Change the formula for calculating the “tail” portion of payment patterns
e Change the source of interest rates used for discounting reserves

The impact of the phase-in rules (no fresh start) is reflected in each of these.

We picked a long-tail line of business, workers compensation, to test the impact of
the IRS repealing the option to use the taxpayer’s own payment patterns, lengthening
the payment pattern, and increasing the interest rates, which in our example, all else
equal, will result in deeper discount factors and therefore accelerate the recognition of
taxable income.

Repeal Option to Elect Own Payment Patterns

Under the 1986 FITL with the introduction of discounting loss reserves, taxpayers
were given the option to use their own historical payment patterns, or to use the
payment patterns promulgated by the IRS every five years. Once the election was
made, the payment pattern associated with each accident year didn’t change. For
example, for accident year 1987, whichever pattern was chosen, that pattern remained
the same for all future tax years with reserves in accident year 1987.

The 2017 FITL eliminates this option. To measure the impact of this change in
isolation, we ran our financial projection model on our notional company isolating
the impact of a taxpayer having to change their payment patterns to industry-based
payment patterns for all accident years effective in tax year 2018. We did this both in
a going concern and runoff scenario.

The historical (and selected) payment pattern for our notional company along
with the corresponding industry payment patterns for accident years 2002 to 2017
for workers compensation are shown in Table 13. We have not reflected the change in
the tail calculation here — the industry payment patterns are based on the expiring tail
formula to isolate the impact on our notional taxpayer of simply not being able to elect
their own payment pattern. The same applies to the new interest rate (i.e., changes
are not yet reflected).

Note that the IRS replaced the 2016 and prior industry payment patterns with
the 2017 values, which are based on 2015 industry data (represented by the AY 2017
column in Table 13). This change alone has an impact on insurers that elected to use
the IRS payment patterns in any year prior to 2017. Since our notional company never
elected the IRS patterns, there is no impact.

Table 14 summarizes the results of our proforma financial projections, where
Scenario 3 represents the impact of repealing of the option to elect the taxpayer’s own
payment patterns. We use shareholder dividends (after-tax income paid on January 1 of
the following year) as the comparative metric. With respect to the payment patterns
and interest rates for discounting, we have assumed the same payment pattern and
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Table 13. Payment Patterns for Discounting Reserves

1986 FITL based on A.M. Best Aggregates and Averages .
Notional

AY 2002-2006 AY 2007-2011 AY 2012-2016 AY 2017 Company

AY +0 28.2489% 19.0410% 21.8973% 18.8885% 26.5000%
AY +1 29.6249% 21.2032% 21.5989% 22.3179% 32.5000%
AY +2 13.4260% 16.9055% 12.5099% 13.3989% 17.0000%
AY +3 6.4585% 10.7104% 7.5482% 10.4158% 9.0000%
AY +4 4.1717% 7.6797% 5.4337% 5.8888% 5.0000%
AY +5 1.8437% 4.5758% 4.9687% 4.6858% 3.0000%
AY +6 2.761% 2.0672% 2.1013% 2.7987% 20000%
AY +7 1.9017% 2.2217% 1.5785% 2.0140% 1.0000%
AY +8 1.1559% 1.1150% 2.4828% 2.1976% 0.9000%
AY +9 2.0515% 0.7661% 1.2262% 0.7359% 0.8000%
AY +10 2.0515% 0.7661% 1.2262% 0.7359% 0.8000%
AY + 11 2.0515% 0.7661% 1.2262% 0.7359% 0.8000%
AY +12 2.0515% 0.7661% 1.2262% 0.7359% 0.7000%
AY +13 2.0515% 0.7661% 1.2262% 0.7359%

AY +14 0.1501% 0.7661% 1.2262% 0.7359%

AY + 15 9.8839% 12.5235% 12.9786%

interest rate for each of accident years 2018 through 2037 in a given scenario. See
Appendix C for additional details, including a list of assumptions for all of the
scenarios.

In the going concern scenario, we see a reduction in after-tax income as a result
of our notional company having to use longer payment patterns. Note that not all
companies used their own patterns, and some companies that used their own patterns
could have had longer payment patterns than those promulgated by the IRS for some
lines of business.

In the runoff scenario, we see that there is minimal impact of switching from the
company’s own payment pattern to that promulgated by the IRS when comparing
the present value of dividends, and essentially none on a nominal basis. Interestingly,
the present value of dividends is $134,000 higher when we switch to the longer IRS
pattern. This seems a bit counterintuitive at first — it is a function of the amortization
of the discount imbedded in the calendar/tax year 2017 loss reserves (the amount
of incurred losses for which the notional company has not taken a deduction).

While the company has the same overall discount of $7.558 million to amortize,
the timing of recognition of the discount is altered. First, the amount of discount as
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Table 15. Amortization of Discount ($000s) — Runoff

Years Total
Year 2018 Year 2019 Year 2020 Year 2021 Year 2022 2023-2037 2018-2037
Own Pattern (2,636) (1,665) (1,093) (736) (501) (926) (7,558)
IRS Pattern-OldTail (5,998) (3,941) (2,483) (1,701) (1,111) (2,162) (17,395)
Phase in 1,230 1,230 1,230 1,230 1,230 3,689 9,837
Combined (4,768) (2,712) (1,254) (471) 119 1,527 (7,558)
Difference (2,132) (1,046) (160) 265 620 2,454 0

of year end 2017 gets restated. Then the difference needs to be added back using the
straight line phase in rules to avoid the double deduction/fresh start. Table 15 shows
how this works. Essentially, the introduction of longer payment patterns coupled with
the phase-in rules creates a mismatch of the amortization of the additional discount
of $9.837 million on calendar/tax year 2017 restated loss reserves due to the longer
payment patterns.

For example, for calendar/tax year 2018, the 1986 FITL deduction for incurred
losses that would serve to reduce pre-tax income is $2.636 million. Under the 2017
FITL and using the IRS pattern, this amount is $5.998 million, which is reduced by
the phase-in of $1.230 million (one-eighth of $9.837 million), resulting in a deduc-
tion of $4.768 million, or a difference of $2.132 million relative to using the notional
company’s own pattern. Similarly, calendar/tax years 2019 and 2020 show higher
deductions (and hence lower taxes) than the pre-2017 FITL values. These differences
get reversed over the remainder of the runoff period. This timing difference results in
the change from the company’s own payment pattern to the IRS pattern being favor-
able (on a present value basis) in this runoff scenario.

Tail Portion of Payment Patterns

All else equal, we expect the new formula for calculating the payment patterns after
10 years to increase the amount of discount relative to the current formula. To test the
impact on our notional company, we layered the change in tail factors (Scenario 4) on
top of the impact of repealing the use of the company’s own data (Scenario 3), so as to
isolate the impact of just this one provision. Therefore, for our notional company, the
drivers in Scenario 4 are the changes in workers compensation tail discount factors.
Table 16 shows that the impact on our company, both on a going concern basis and
a runoff basis, is negligible because there is not a noticeable difference in the discount
factors until “AY + 10” and beyond. Table 17 shows the payment patterns and Table 18
shows the discount factors. At that point our notional company has minimal reserves
outstanding. For a company that has a higher percentage of reserves outstanding
for “AY + 10” and beyond, the impact of the lengthening of the tail should be more
significant.
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Table 18. Workers Compensation Impact of Change in Tail Factor on Discount Factors

(1)

(2)

(3)

(4)

Discount Factors

=(2)-(1)

=[1.0-(2))/
[1.0-(1)]-1.0

2017 IRS Pattern at

2018 IRS Pattern at

% Change in

2017 Interest Rate 2017 Interest Rate Difference Discount
AY +0 93.6645% 93.6230% -0.04% 0.66%
AY +1 92.8701% 92.8119% -0.06% 0.82%
AY +2 92.3071% 92.2306% -0.08% 0.99%
AY +3 91.5487% 91.4480% -0.10% 1.19%
AY +4 91.2978% 91.1749% -0.12% 1.41%
AY +5 91.0762% 90.9276% -0.15% 1.67%
AY + 6 91.3280% 91.1576% -0.17% 1.96%
AY +7 91.8322% 91.6416% -0.19% 2.33%
AY +8 92.2185% 92.0007% -0.22% 2.80%
AY +9 93.2485% 93.0177% -0.23% 3.42%
AY +10 94.3271% 93.6779% -0.65% 11.45%
AY + 11 95.4609% 94.3442% -1.12% 24.60%
AY +12 96.6574% 95.0167% -1.64% 49.09%
AY + 13 97.9260% 95.6953% -2.23% 107.55%
AY + 14 99.2779% 96.3799% -2.90% 401.33%
AY + 15 99.2779% 97.0700% -2.21% 305.76%
AY + 16 99.2779% 97.7649% -1.51% 209.53%
AY +17 99.2779% 98.4616% -0.82% 113.05%
AY +18 99.2779% 99.1468% -0.13% 18.15%
AY + 19 to AY + 24 99.2779% 99.2779% 0.00% 0.00%

(1): Column (5) from Table 17 discounted at 1.46%
(2): Column (8) from Table 17 discounted at 1.46%

2017 AY + 15 and later set equal to AY + 15 for comparison to 2018

Interest Rates

Prior to Treasury issuing the revised discount factors for accident years 2017 and

prior, it was unclear which interest rates Treasury would use to restate the discount

factors for accident years 2017 and prior — would they increase the rate promulgated

for each historical accident year to the corporate bond equivalent for the period, would

they use a single interest rate for all accident years 2018 and prior, or would they

make no changes to prior years? They chose a single interest rate, initially of 3.12%

compounded semi-annually, which was subsequently revised to 2.94%, for all accident

years 2018 and prior.
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The impact on our notional company in the going concern scenario is a decrease
in the present value of the future after-tax income, as shown in Table 19. And again, in
the runoff scenario, increasing the interest rate actually increases the present value of
the future after-tax income due to the straight-line phase in of the change in discount
in 2017 reserves.

Combined Impact of All Changes

As shown in Table 19, the change in marginal tax rates is a material benefit to our
notional company, and should be for all profitable property and casualty companies.
And the changes in the rules and factors for discounting are likely to have a small
impact in terms of reversing the benefit of lower marginal tax rates. Due to the straight-
line phase-in of the change in discounting, for companies cutting back on business or
going into runoff, there are likely to be gains in the first few years that are offset in
later periods (as shown in Table 15). Obviously this will vary based on each company’s
mixture of coverages, and whether or not they elected their own payment patterns.

Captive Insurance Companies

Captive insurance companies that write predominately property and casualty
business are subject to the aforementioned changes in the 2017 FITL. Non-insurance
company owners of a captive have different considerations, given that they often choose
to have a captive insurance company to take advantage of the accelerated deduction
of loss reserves for federal tax purposes. As a self-insured entity, loss reserves cannot be
deducted as an expense; the deduction can only be taken when losses are paid. As a
captive insurance company (assuming the company is treated as property and casualty
insurance company for federal income tax purposes), the reserves, subject to the rules
including discounting above, can be deducted. The main impact of the 2017 FITL
on a non-insurance company owner of a captive insurance company is a reduction in
the benefit of the accelerated loss reserve deduction from 35% to 21%. Similar to our
notional company, the timing of the deduction, due to the changes in the discounting
rules, would likewise be impacted.

To measure the impact of the 2017 FITL on a notional captive insurance company,
we assumed the following: $10M of workers compensation losses, incurred within the
first year and paid in the third year, and $100,000 of expenses. We first test the impact
of changing the tax rate from 35% to 21%, all else equal. Table 20A compares the net
estimated tax benefit relative to losses both pre- and post-2017 FITL where the net
estimated tax benefit is tax benefit (timing difference of deducting paid losses versus
discounted incurred) less tax-effected expenses of operating the captive.

The impact of changing the tax rate from 35% to 21% reduces the net benefit in
this example from 2.3% of losses to 1.0%. The incremental impact of reflecting the
changes in discounting rules is minimal, or approximately 0.1%. The tax rate is the
driver in the accelerated tax benefit and the reduction from 35% to 21% is detrimental
to the captive owner, while the changes in the discounting rules and interest rate have
minimal impact.
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Table 20A. Estimated Change in Tax Benefit of Captive Insurance Company ($000s)

(B)
(A) Post-2017 (C)
Pre-2017 FITL Tax Rate Only Post-2017 FITL

(1) Estimated Ultimate Losses 10,000 10,000 10,000
(2) Estimated tax benefit (see Table 20B) 299 179 168
(3) Expenses (1.0% of losses) 100 100 100
(4) Annual Captive expense (after tax) 65 79 79

=(3) x [1.0 -Tax Rate]

Tax Rate = 35% column (A) and

21% column (B) and (C)
(5) “Net” estimated tax benefit = (2) - (4) 234 100 89
(6) “Net” estimated tax benefit relative to losses 2.3% 1.0% 0.9%

Calculations assume an interest rate of 5.0%

(B) Reflects tax rate change only
(C) Reflects tax rate and changes to discounting

Regarding section 831b on small captives, nothing changed in the 2017 FITL and
companies that make this election and qualify (based on maximum premium criteria)
are not subject to federal income tax on underwriting income and therefore none of
the changes in the 2017 FITL would have any impact with one exception. Investment
income is taxable for these companies, and prior to the 2017 FITL, the graduated
marginal tax rates applied to investment income for small captives. In most cases, since
these companies are relatively small, the lowest marginal tax rate of 15% was used
(assuming the investment income was under $50,000; see Table 4). Under the 2017
FITL, the marginal tax rate is now 21% regardless of the amount of income.
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IV. Impact of 2017 FITL Changes

44

on Pricing Considerations

Using the National Council on Compensation Insurance (NCCI) internal rate of
return model for Florida workers compensation,?> we calculated after-tax income
and rates of return both pre- and post-2017 FITL. This is a sample approach for
quantifying the percentage change in 2018 premium rates required to achieve the
same internal rate of return as that based on pricing models that were used in 2017
prior to the passage of the 2017 FITL to promulgate 2018 premium rates, with only
the change in the tax law as a variable.

Before running our scenarios, we revised the IRS discount factors in the NCCI
model to be based on accident year 2017 rather than 2016. This had minimal impact;
the change in interest rate was a small decrease from 1.56% to 1.46% and there
was little change in the workers compensation payment pattern (note that 2017 is the
beginning of a new 5-year cycle of industry payment patterns used by the IRS).
We also set the internal rate of return (IRR), weighted average cost of capital® in the
filing, at 10% prior to doing any sensitivity testing.

The inputs in the filing are:

* Expenses as a percentages of premium of 20.36%

* Reserve to surplus ratio of 1.87

* After-tax return on investments of 2.38% based on the 1986 FITL, and 3-year
average of 2013-2015 insurance industry invested asset allocation and rates
of returns

* JRRof10.0%
The outputs are:

 Indicated profit and contingencies of 7.12%
e Loss & LAE provision of 72.52%

First, let’s look at the impact on the 10% IRR due to changes in the 2017 FITL.
The IRR increases to 11.86%, meaning that if the company does not decrease rates to

22 Filing Number: 17-19101 dated August 28, 2017. Used with the permission of NCCIL.

2 The weighted average cost of capital in the NCCI filing is affected by the tax rates since about 20% of capital is
borrowed by property and casualty companies. For the purposes of this paper, we have assumed that any resulting
impact is immaterial.
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reflect the lower tax rate, then the IRR will increase by almost 20%. This reflects the
change in marginal tax rates, as well as the actual accident year 2018 discount factors
using an interest rate of 3.12% compounded semiannually and the new tail portion
of the payment pattern shown in Table 17 column (8). The impact of the change in
the 2017 FITL marginal tax rates on the after-tax return on investments, assuming no
change in the allocation of assets by asset class, is an increase from 2.38% to 2.66%.
This is based on the asset allocation assumed by NCCI; see Appendix D, Sheet 5.

Alternatively, if the company wants to maintain a 10% IRR, how much would the
profit margin drop and what would the corresponding rate change be?

The outputs are:

* Indicated profit and contingencies of 4.99%
* Loss & LAE provision of 74.65%

That’s a decrease in rates of 2.9% (72.52%/74.65% — 1.0). For simplicity, we
assumed all expenses were variable.

Now what if after-tax returns on investments double? For simplicity, we've assumed
that not only does the after-tax investment return double, but that the IRS interest rate
used in discounting also doubles. This is purely theoretical since the IRS will be using
a 2-year rolling average, so the interest rates won’t move as quickly.

The company continues to target a 10% IRR. The changes in inputs in the original/
old tax law filing are:

*  After-tax return on investments of 4.76%
* Interest rate for discounting of 2.92%

The outputs under the old tax law are:

* Indicated profit and contingencies of —2.75%
* Loss & LAE provision of 82.39%

Under the 2017 FITL, the inputs are:

e After-tax return on investments of 5.32%
* Interest rate for discounting of 6.29%

The outputs under the 2017 FITL are:

 Indicated profit and contingencies of —4.38%
* Loss & LAE provision of 84.02%

That’s a decrease in rates of 1.9% (82.39%/84.02% — 1.0).

Lastly, we tested the impact of shifting tax-exempt securities to taxable securities.
We moved the 25.5% industry asset allocation from tax-exempt bonds to industrial
and hybrid securities (unaffiliated) of like maturities. There was virtually no impact on
the after-tax return on investments under the old law since the weighted average yield
spread in the NCCI model is 1.27, which is very close to the optimal level of 1.265.
However, under the 2017 FITL, the after-tax return increases to 2.79%, which might
not seem like much relative to 2.66%, but it results in an IRR of 12.30% as compared
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to 11.86% from our first example. The point being that if the yield spreads exceed
1.199 as noted above, companies are likely to shift to taxable securities to produce
higher after-tax income and all else equal, higher IRRs.

We did not attempt to quantify the increase in rates for companies to reflect the
tax implications of the BEAT, in particular, those that continue to use offshore affiliates

for reinsurance.
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V. Conclusion

The 2017 FITL represents the first major change in the tax law since 1986, and as in
1986, special rules were promulgated for property and casualty insurers. As a result,
any articles or papers based on U.S. Federal taxes under the 1986 FITL are no longer
current.

The change in the marginal tax rates in the 2017 FITL appears to be the most sig-
nificant change that will affect property and casualty insurers. This change will decrease
the amount of taxes paid, which will be partially offset by the changes in the calcula-
tion of discounted reserves — with the change in the interest rates for discounting
having the largest impact on taxpayers that currently elect the IRS payment patterns.
However, the impact on after-tax income due to changes in discounting appears to be
fairly small relative to the savings attributable to the change in the marginal tax rates.
Absent material changes in fixed-income yield spreads, companies are likely to shift to
taxable securities to optimize after-tax income on fixed-income investments. And all
else equal, we would expect premium rates to decline slightly to reflect the impact of
the 2017 FITL. For companies with significant offshore affiliates, the impact of the
BEAT will need to be considered as this likely increases the amount of federal taxes
payable, all else equal.

Finally, Table 21 summarizes the key changes in the tax law that affect property
and casualty insurers, showing the expiring 2016 FITL provisions, and the new 2017
FITL provisions:
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Table 21.

1986 FITL

2017 FITL

Marginal Tax Rate

Minimum Marginal Tax Rate

Alternative Minimum Tax
Net Operating Loss
— Property and Casualty
— All Other

Base Erosion Anti-Abuse Tax
Discounting
— Interest Rate
- Tail
— Length of Pattern
— Fresh Start
— Use Own Pattern
Proration
Dividends Received Deduction
— Unaffiliated Dividends
— Affiliated

35% (blended rate based on
graduated rates)

2%

Applies; 90% cap

2 year carryback/20 carryforward

2 year carryback/20 carryforward

N/A

U.S. Government
“AY +9”

16

Yes

Yes/optional

15% exempt

70% exempt

80% exempt

21%

0.0% for Property and Casualty
insurers; 4.2% for most taxpayers

AMT repealed

No change

No carryback/20 carryforward;
80% cap

Applies

Corporate

Average of “AY + 77 "AY + 87 "AY + 9"
25

No

No/repealed

25% exempt

50% exempt

65% exempt
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Attachment 1:

Relevant Excerpts for Property and Casualty Insurers
from the Tax Reform Act of 1986



Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

PUBLIC LAW 99-514—O0CT. 22, 1986 100 STAT. 2249

(B) Section 703(b) is amended by striking out paragraph (3)
and by redesignating paragraphs (4) and (5) as paragraphs (3)
and (4), respectively.
(C) Section 1363(c)(2) is amended by striking out subparagraph
(A) and by redesignating subparagraphs (B) and (C) as subpara-
graphs (A) and (B), respectively.
(e) ErrEcTIVE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1986.

TITLE VI—CORPORATE PROVISIONS
Subtitle A—Corporate Rate Reductions

—> SEC. 601. CORPORATE RATE REDUCTIONS.

(a) GENERAL RULE.—Subsection (b) of section 11 is amended to
read as follows:
“(b) AMOUNT oF Tax.—The amount of the tax imposed by subsec-
tion (a) shall be tbe sum of—
“(1) 15 percent of so much of the taxable income as does not
exceed $50,000,
“(2) 25 percent of so much of the taxable income as exceeds
$50,000 but does not exceed $75,000, and
$7“(gz) O34 percent of so much of the taxable income as exceeds
5,000.
In the case of a corporation which has taxable income in excess of
$100,000 for any taxable year, the amount of tax determined under
the preceding sentence for such taxable year shall be increased by
the lesser of (A) 5 percent of such excess, or (B) $11,750.”
(b) EFFECTIVE DATE.—
(1) In GENERAL.—The amendment made by subsection (a)
shall apply to taxable years beginning on or after July 1, 1987.
(2) CROSS REFERENCE.—

For treatment of taxable years which include July 1, 1987, see section 15
of the Internal Revenue Code of 1986.

Subtitle B—Treatment of Stock and Stock
Dividends

SEC. 611. REDUCTION IN DIVIDENDS RECEIVED DEDUCTION.

(a) GENERAL RULE.—The following provisions are each amended
by striking out “85 percent” and inserting in lieu thereof “80
percent’”:

(1) Section 243(a)1) (relating to dividends received by corpora-
tions).

(2) Sections 244 (a)3) and (b)X2) (relating to dividends received
on certain preferred stock).

() Section 246(bX1) (relating to limitation on aggregate
amount of deductions).

(4) Section 246A(aX1) (relating to dividends received deduction
reduced where portfolio stock is debt financed).

(5) Subparagraph (B) of section 805(a)(4) (relating to dividends
received by insurance company).

{b) EFFECTIVE DATES. —

100 Stat. 2249 1986
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PUBLIC LAW 99-514—O0OCT. 22, 1986 100 STAT. 2397

“(iii) APPLICABLE STATUTORY PREMIUM RECOGNITION
PATTERN.—The term ‘applicable statutory premium
recognition pattern’ means the statutory premium rec-
ognition pattern—

“(I) which is in effect for the calendar year in
which the premiums are received, and
“(IID which is based on the statutory premium
recognition pattern which applies to premiums re-
ceived by the taxpayer in such calendar year.
For purposes of the preceding sentence, premiums re-
ceived during any calendar year shall be treated as
received in the middle of such year.”
(c) EFFECTIVE DATE.—

(1) INn GENERAL.—The amendment made by this section shall
apply to taxable years beginning after December 31, 1986.

(2) SPECIAL TRANSITIONAL RULE FOR TITLE INSURANCE COMPA-
NiEs.—For the 1lst taxable year beginning after December 31,
1986, in the case of premiums attributable to title insurance—

(A) IN ¢cENERAL.—The unearned premiums at the end of
the preceding taxable year as defined in paragraph (4) of
section 832(b) shall be determined as if the amendments
made by this section had applied to such unearned pre-
miums in the preceding taxable year and by using the
interest rate and premium recognition pattern applicable to
years ending in calendar year 1987.

(B) FrEsH sTART.—Except as provided in subparagraph
(C), any difference between—

(i) the amount determined to be unearned premiums
for the year preceding the first taxable year of a title
insurance company beginning after December 31, 1986,
determined without regard to subparagraph (A), and

(i) such amount determined with regard to subpara-
graph (A),

shall not be taken into account for purposes of the Internal
Revenue Code of 1986.

(C) EFFECT ON EARNINGS AND PROFITS.—The earnings and
profits of any insurance company for its 1st taxable year
beginning after December 31, 1986, shall be increased by
the amount of the difference determined under subpara-
graph (A) with respect to such company.

——> SEC. 1022. TREATMENT OF CERTAIN DIVIDENDS AND TAX-EXEMPT
INTEREST.

(@) In GENERAL.—Paragraph (5) of section 832(b) (defining losses
incurred) is amended to read as follows:
*“(5) LOSSES INCURRED.—

“(A) In cENERAL.—The term ‘losses incurred’ means
losses imcurred during the taxable year on insurance con-
tracts, computed as follows:

*“(i) To losses paid during the taxable year, add sal-
vage and reinsurance recoverable outstanding at the
end of the preceding tazable year and deduct salvage
and reinsurance recoverable outstanding at the end of
the taxable year.

*(ii) To the result so obtained, add all unpaid losses
outstanding at the end of the taxable year and deduct

100 Stat. 2397 1986

52 Casualty Actuarial Society



100 STAT. 2398

Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

PUBLIC LAW 99-514—OCT. 22, 1986

unpaid losses outstanding at the end of the preceding
taxable year.

“(B) REDUCTION OF DEDUCTION.—The amount which would
(but for this subparagraph) be taken into account under
subparagraph (A) shall be reduced by an amount equal to
15 percent of the sum of—

“{) tax-exempt interest received or accrued during
such taxable year, and

“(ii) the aggregate amount of deductions provided by
sections 243, 244, and 245 for—

“I) dividends (other than 100 percent dividends)
received during the taxable year, and

“(II) 100 percent dividends received during the
taxable year to the extent attributable to prorated
amounts.

In the case of a 100 percent dividend paid by an insurance
company, the portion attributable to prorated amounts
shall be determined under subparagraph (E)(ii).

“(C) EXCEPTION FOR INVESTMENTS MADE BEFORE AUGUST 8,
1986.—

“(i) IN GeENeErRAL—Ezxcept as provided in clause (ii),
subparagraph (B) shall not apply to any dividend or
interest received or accrued on any stock or obligation
acquired before August 8, 1986.

“(ii) SPECIAL RULE FOR 100 PERCENT DIVIDENDS.—For
purposes of clause (i), the portion of any 100 percent
dividend which is attributable to prorated amounts
shall be treated as received with respect to stock ac-
quired on the later of—

‘“I) the date the payor acquired the stock or
obligation to which the prorated amounts are
attributable, or

“(II) the 1st day on which the payor and payee
were members of the same affiliated group (as
defined in section 243(b)(5)).

“(D) DeFINITIONS.—For purposes of this paragraph—

‘(i) PRORATED AMOUNTS.—The term ‘prorated
amounts’ means tax-exempt interest and dividends
with respect to which a deduction is allowable under
section 243, 244, or 245 (other than 100 percent divi-
dends).

“(ii) 100 PERCENT DIVIDEND.—

“I) IN GENERAL—The term ‘100 percent divi-
dend’ means any dividend if the percentage used
for purposes of determining the deduction allow-
able under section 243, 244, or 245(b) is 100 percent.

“IDD CERTAIN DIVIDENDS RECEIVED BY FOREIGN
CORPORATIONS.—A dividend received by a foreign
corporation from a domestic corporation which
would be a 100 percent dividend if section
1504()X3) did not apply for purposes of applying
section 243(b)(5) shall be treated as a 100 percent
dividend.

“(E) SPECIAL RULES FOR DIVIDENDS SUBJECT TO PRORATION

AT SUBSIDIARY LEVEL.—
“(i) IN GENERAL.—In the case of any 100 percent
dividend paid to an insurance company to which this

100 Stat. 2398 1986
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PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2399

part applies by any insurance company, the amount of
the decrease in the deductions of the payee company by
reason of the portion of such dividend attributable to
prorated amounts shall be reduced (but not below zero)
by the amount of the decrease in the deductions (or
increase in income) of the payor company attributable
to the application of this section or section 805(a)(4)(A)
to such amounts.

“/(ii) PORTION OF DIVIDEND ATTRIBUTABLE TO PRORATED
AMOUNTS.—For purposes of this subparagraph, in
determining the portion of any dividend attributable to
prorated amounts—

‘1) any dividend by the paying corporation shall
be treated as paid first out of earnings and profits
attributable to prorated amounts (to the extent
thereof), and

“(I1) by determining the portion of earnings and
profits so attributable without any reduction for
the tax imposed by this chapter.”

(b) ErFecTIVE DATE.—The amendment made by this section shall
apply to taxable years beginning after December 31, 1986.

——> SEC. 1023. DISCOUNTING OF UNPAID LOSSES AND CERTAIN UNPAID
EXPENSES.

(a2) LiMrraTioN oF DEDUCTION IN THE CASE OF PROPERTY AND
CasuALTY INSURANCE COMPANIES.—

(1) Losses iINcURRED.—Clause (ii) of section 832(b)(5)(A) (defin-
ing losses incurred), as amended by section 1022, is amended to
read as follows:

“(ii) To the result so obtained, add all unpaid losses
on life insurance contracts plus all-discounted unpaid
losses (as defined in section 846) outstanding at the end
of the taxable year and deduct unpaid losses on life
insurance contracts plus all discounted unpaid losses
outstanding at the end of the preceding taxable year.”

(2) EXPENSES INCURRED.—Section 832(b)(6) (defining expenses
incurred) is amended by inserting after the 1st sentence: “For
purposes of this subchapter, the term ‘expenses unpaid’ shall
not include any unpaid loss adjustment expenses shown on the
annual statement, but such unpaid loss adjustment expenses
shall be included in unpaid losses.”

(b) LimMrraTioN oF DEDUCTION IN THE CASE OF LiFE INSURANCE
CompaNiEs.—Section 807(c) (relating to reserves and similar items
taken into account) is amended by adding at the end thereof the
following new sentence: ‘“For purposes of paragraph (2) and section
805(a)1), the amount of the unpaid losses (other than losses on life
insurance contracts) shall be the amount of the discounted unpaid
losses as defined in section 846.”

{(c) DiscounteED UNPAID Losses DEFINED.—Part IV of subchapter L
of chapter 1 (relating to provisions of general application) is amended
by adding at the end thereof the following new section:

—— > “SEC. 846. DISCOUNTED UNPAID LOSSES DEFINED.

“(a) D1scouNTED LossEs DETERMINED.—
“(1) SEPARATELY COMPUTED FOR EACH ACCIDENT YEAR.—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

100 Stat. 2399 1986
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Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

PUBLIC LAW 99-514—O0CT. 22, 1986

of such time) separately computed under this section with
respect to unpaid losses in each line of business attributable to
each accident year.

“(2) METHOD OF DISCOUNTING.—The amount of the discounted
unpaid losses as of the end of any taxable year attributable to
any accident year shall be the present value of such losses (as of
such time) determined by using—

“(A) the amount of the undiscounted unpaid losses as of
such time,

“(B) the applicable interest rate, and

“(C) the applicable loss payment pattern.

“(3) LIMITATION ON AMOUNT OF DISCOUNTED LOSSES.—In no
event shall the amount of the discounted unpaid losses with
respect to any line of business attributable to any accident year
exceed the aggregate amount of unpaid losses with respect to
such line of business for such accident year included on the
annual statement filed by the taxpayer for the year ending with
or within the taxable year.

“(4) DETERMINATION OF APPLICABLE FACTORS.—In determining
the amount of the discounted unpaid losses attributable to any
accident year—

“(A) the applicable interest rate shall be the interest rate
determined under subsection (c) for the calendar year with
which such accident year ends, and

“(B) the applicable loss payment pattern shall be the loss
payment pattern determined under subsection (d) which is
in effect for the calendar year with which such accident
year ends.

“(b) DETERMINATION OF UNDISCOUNTED UNPAID Losses.—For pur-

poses of this section—

‘(1) IN GENERAL.—Except as otherwise provided in this
subsection, the term ‘undiscounted unpaid losses’ means the
unpaid losses shown in the annual statement filed by the
taxpayer for the year ending with or within the taxable year of
the taxpayer.

‘2) ADJUSTMENT IF LOSSES DISCOUNTED ON ANNUAL STATE-
MENT.—If—

“(A) the amount of unpaid losses shown in the annual
statement is determined on a discounted basis, and
“(B) the extent to which the losses were discounted can be
determined on the basis of information disclosed on or with
the annual statement,
the amount of the unpaid losses shall be determined without
regard to any reduction attributable to such discounting.

“(c) RATE OF INTEREST.—

“(1) IN GENERAL.—For purposes of this section, the rate of
interest determined under this subsection shall be the annual
rate determined by the Secretary under paragraph (2).

(2) DETERMINATION OF ANNUAL RATE.—

“(A) In gENErAL.—The annual rate determined by the
Secretary under this paragraph for any calendar year shall
be a rate equal to the average of the applicable Federal
mid-term rates (as defined in section 1274(d) but based on
annual compounding) effective as of the beginning of each
of the calendar months in the test period.

“(B) TesT PERIOD.—For purposes of subparagraph (A), the
test period is the most recent 60-calendar-montb period

100 Stat. 2400 1986
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PUBLIC LAW 99-514—O0CT. 22, 1986 100 STAT. 2401

ending before the beginning of the calendar year for which
the determination is made; except that there shall be ex-
cluded from the test period any month beginning before
August 1, 1986.

“(d) Loss PAYMENT PATTERN.—

“(1) IN GeNERAL.—For each determination year, the Secretary
shall determine a loss payment pattern for each line of business
by reference to the historical loss payment pattern applicable to
such line of business. Any loss payment pattern determined by
the Secretary shall apply to the accident year ending with the
determination year and to each of the 4 succeeding accident
years.

“(2) METHOD OF DETERMINATION.—Determinations under para-
graph (1) for any determination year shall be made by the
Secretary—

“(A) by using the aggregate experience reported on the
annual statements of insurance companies,

“(B) on the basis of the most recent published aggregate
data from such annual statements relating to loss payment
patterns available on the 1st day of the determination year,

*(C) as if all losses paid or treated as paid during any year
are paid in the middle of such year, and

“(D) in accordance with the computational rules pre-
scribed in paragraph (3).

“(3) COMPUTATIONAL RULES.—For purposes of this subsec-
tion—

“(A) IN cENERAL.—Except as otherwise provided in this
paragraph, the loss payment pattern for any line of busi-
nesg shall be based on the assumption that all losses are
paid—

“(i) during the accident year and the 3 calendar years
following the accident year, or

“(ii) in the case of any line of business reported in the
schedule or schedules of the annual statement relating
to auto liability, other liability, medical malpractice,
workers’ compensation, and multiple peril lines, during
the accident year and the 10 calendar years following
the accident year.

“(B) TREATMENT OF CERTAIN LOSSES.—Except as otherwise
provided in this paragraph—

“() in the case of any line of business not described in
subparagraph (A)(il), losses paid after the 1st year fol-
lowing the accident year shall be treated as paid
equally in the 2nd and 3rd year following the accident
year, and

“(ii) in the case of a line of business described in
subparagraph (A)(ii), losses paid after the close of the
period applicable under subparagraph (A)Xii) shall be
treated as paid in the last year of such period.

“(C) SPECIAL RULE FOR CERTAIN LONG-TAIL LINES.—In the
case of any long-tail line of business—

(i) the period taken into account under subpara-
graph (A)ii) shall be extended (but not by more than 5
years) to the extent required under clause (ii), and

“(ii) the amount of losses which would have been
treated as paid in the 10th year after the accident year
shall be treated as paid in such 10th year and each

100 Stat. 2401 1986
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100 STAT. 2402 PUBLIC LAW 99-514—OCT. 22, 1986

subsequent year in an amount equal to the amount of
the losses treated as paid in the 9th year after the
accident year (or, if lesser, the portion of the unpaid
losses not theretofore taken into account).
Notwithstanding clause (ii), to the extent such unpaid losses
have not been treated as paid before the last year of the
extension, they shall be treated as paid in such last year.

“D) LONG-TAIL LINE OF BUSINESS.—For purposes of
subparagraph (C), the term ‘long-tail line of business’
means any line of business described in subparagraph (A)ii)
if the amount of losses which (without regard to subpara-
graph (C)) would be treated as paid in the 10th year after
the accident year exceeds the losses treated as paid in the
9th year after the accident year.

‘(E) SPECIAL RULE FOR INTERNATIONAL AND REINSURANCE
LINES OF BUSINESS.—Except as otherwise provided by regu-
lations, any determination made under subsection (a) with
respect to unpaid losses relating to the international or
reinsurance lines of business shall be made using, in lieu of
the loss payment pattern applicable to the respective lines
of business, a pattern determined by the Secretary under
paragraphs (1) and (2) based on the combined losses for all
lines of business described in subparagraph (A)(ii).

‘“‘F) ADJUSTMENTS IF LOSS EXPERIENCE INFORMATION
AVAILABLE FOR LONGER PER10DS.—The Secretary shall make
appropriate adjustments in the application of this para-
graph if annual statement data with respect to payment of
losses is available for longer periods after the accident year
than the periods assumed under the rules of this para-
graph.

“(G) SPECIAL RULE FOR 9TH YEAR IF NEGATIVE OR ZERO.—If
the amount of the losses treated as paid in the 9th year
after the accident year is zero or a negative amount, sub-
paragraphs (C)(ii) and (D) shall be applied by substituting
the average of the losses treated as paid in the 7th, 8th, and
9th years after the accident year for the losses treated as
paid in the 9th year after the accident year.

“(4) DETERMINATION YEAR.—For purposes of this section, the
term ‘determination year’ means calendar year 1987 and each
5th calendar year thereafter.

“(e) ELectioN To Use Company’s HistoricaL PayMmENT Part-
TERN.—

“(1) In ceNERAL.—The taxpayer may elect to apply subsection
(a)2XC) with respect to all lines of business by using a loss
payment pattern determined by reference to the taxpayer’s loss
payment pattern for the most recent calendar year for which an
annual statement was filed before the beginning of the accident
year. Any such determination shall be made with the applica-
tion of the rules of paragraphs (2XC) and (3) of subsection (d).

“(2) ELECTION.—

“(A) IN GENERAL.—An election under paragraph (1) shall
be made separately with respect to each determination year
under subsection (d). :

“(B) PERIOD FOR WHICH ELECTION IN EFFECT.—Unless re-
voked with the consent of the Secretary, an election under
paragraph (1) with respect to any determination year shall

100 Stat. 2402 1986
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apply to accident years ending with the determination year

and to each of the 4 succeeding accident years,

‘‘C) TIME FOR MAKING ELECTION.—An election under
paragraph (1) with respect to any determination year shall
be made on the taxpayer’s return for the taxable year in

which (or with which) the determination year ends.

“(3) No ELECTION FOR INTERNATIONAL OR REINSURANCE BUSI-
NESS.—No election under this subsection shall apply to any

international or reinsurance line of business.

“(4) RecuLaTiONs.—The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the

purposes of this subsection including—

“(A) regulations providing that a taxpayer may not make
an election under this subsection if such taxpayer does not
have sufficient historical experience for the line of business

to determine a loss payment pattern, and

“(B) regulations to prevent the avoidance (through the
use of separate corporations or otherwise) of the require-
ment of this subsection that an election under this subsec-

tion applies to all lines of business of the taxpayer.

“(f) OrHER DEFINITIONS AND SPECIAL RULES.—For purposes of this

section—

“(1) AccipENT YEAR.—The term ‘accident year’ means the
calendar year in which the incident occurs which gives rise to

the related unpaid loss.

“(2) UNPAID LOSS ADJUSTMENT EXPENSES.—The term ‘unpaid
losses’ includes any unpaid loss adjustment expenses shown on

the annual statement.

“(3) ANNUAL STATEMENT.—The term ‘annual statement’
means the annual statement approved by the National Associa-
tion of Insurance Commissioners which the taxpayer is required

to file with insurance regulatory authorities of a State.

“(4) LiNe or BUSINESS.—The term ‘line of business’ means a
category for the reporting of loss payment patterns determined
on the basis of the annual statement for fire and casualty
insurance companies for the calendar year ending with or
within the taxable year, except that the multiple peril lines

shall be treated as a single line of business.

“(6) MuLTIPLE PERIL LINES.—The term ‘multiple peril lines’
means the lines of business relating to farmowners multiple
peril, homeowners multiple peril, commercial multiple peril,
ocean marine, aircraft (all perils) and boiler and machinery.

‘(6) SPECIAL RULE FOR CERTAIN ACCIDENT AND HEALTH INSUR-
ANCE LINES OF BUSINESS.—Any determination under subsection
(a) with respect to unpaid losses relating to accident and health
insurance lines of businesses (other than credit disability insur-

ance) shall be made—

“(A) in the case of unpaid losses relating to disability
income, by using the general rules prescribed under section
807(d) applicable to noncancellable accident and health
insurance contracts and using a mortality or morbidity
table reflecting the taxpayer’s experience; except that—

“(1) the prevailing State assumed interest rate shall
be the rate in effect for the year in which the loss
occurred rather than the year in which the contract

was issued, and

100 Stat. 2403 1986
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“(ii) the limitation of subsection (a)@3) shall apply in
lieu of the limitation of the last sentence of section
807(d)1), and

“(B) in all other cases, by using an assumption (in lieu of
a loss payment pattern) that unpaid losses are paid during
the year following the accident year.

“(g) RecuLaTiONs.—The Secretary shall prescribe such regula-
tions as may be necessary or appropriate to carry out the purposes
of this section, including—

“(1) regulations providing proper treatment of allocated re-
insurance, and

“(2) regulations providing proper treatment of salvage and
reinsurance recoverable attributable to unpaid losses.”

(d) CLericaL AMENDMENT.—The table of sections for such part IV
is amended by adding at the end thereof the following new item:

“Sec. 846. Discounted unpaid losses defined.”

(e) EFFECTIVE DATE.—
(1) IN GeENERAL.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1986.
(2) TRANSITIONAL RULE.—For the first taxable year beginning
after December 31, 1986—

(A) the unpaid losses and the expenses unpaid (as defined
in paragraphs (5)(B) and (6) of section 832(b) of the Internal
Revenue Code of 1986) at the end of the preceding taxable
year, and

(B) the unpaid losses as defined in sections 807(cX2) and
805(a)X(1) of such Code at the end of the preceding taxable
year,

shall be determined as if the amendments made by this section
had applied to such unpaid losses and expenses unpaid in the
preceding taxable year and by using the interest rate and loss
payment patterns applicable to accident years ending with
calendar year 1987. For subsequent taxable years, such amend-
ments shall be applied with respect to such unpaid losses and
expenses unpaid by using the interest rate and loss payment
patterns applicable to accident years ending with calendar year

(3) FRESH START.—

(A) IN GENERAL.—Except as otherwise provided in this
paragraph, any difference between—

(i) the amount determined to be the unpaid losses
and expenses unpaid for the year preceding the lst
taxable year of an insurance company beginning after
December 31, 1986, determined without regard to para-
graph (2), and

(ii) such amount determined with regard to para-
graph (2),

shall not be taken into account for purposes of the Internal
Revenue Code of 1986.

(B) RESERVE STRENGTHENING IN YEARS AFTER 1985.—
Subparagraph (A) shall not apply to any reserve
strengthening in a taxable year beginning in 1986, and such
strengthening shall be treated as occurring in the tax-
payer’s st taxable year beginning after December 31, 1986.

(C) EFFECT ON EARNINGS AND PROFITS.—The earnings and
profits of any insurance company for its 1st taxable year

100 Stat. 2404 1986
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beginning after December 31, 1986, shall be increased by
the amount of the difference determined under subpara-
graph (A) with respect to such company.

SEC. 1024. REPEAL OF PROTECTION AGAINST LOSS ACCOUNT; REVISION
OF SPECIAL TREATMENT FOR SMALL COMPANIES; COMBINA-
TION OF PARTS 11 AND 11I.

(a) GENERAL RULE.—Subchapter L of chapter 1 is amended as
follows:

(1) Part II (other than sections 822 and 826) is hereby re-
pealed.

(2) Parts III and IV are hereby redesignated as parts II and
IT1, respectively.

(3) Section 822 (relating to determination of taxable invest-
ment income) and section 826 (relating to election by reciprocal)
are hereby redesignated as sections 834 and 835, respectively,
and transferred to the end of part II (as redesignated by para-
graph (2)).

(4) Section 831 is amended to read as follows:

“SEC. 831. TAX ON INSURANCE COMPANIES OTHER THAN LIFE INSUR-
ANCE COMPANIES.

“(a) GENERAL RULE.—Taxes computed as provided in section 11
shall be imposed for each taxable year on the taxable income of
every insurance company other than a life insurance company.

“(b) ALTERNATIVE TAX FOR CERTAIN SMALL COMPANIES.—

“(1) IN ceENERAL.—In lieu of the tax otherwise applicable
under subsection (a), there is hereby imposed for each taxable
year on the income of every insurance company to which this
subsection applies a tax computed by multiplying the taxable
investment income of such company for such taxable year by
the rates provided in section 11(b).

“(2) COMPANIES TO WHICH THIS SUBSECTION APPLIES.—

“(A) IN GENERAL.—This subsection shall apply to every
insurance company other than life (including interinsurers
and reciprocal underwriters) if—

“(1) the net written premiums (or, if greater, direct
written premiums) for the taxable year exceed $350,000
but do not exceed $1,200,000, and

“(ii) such company elects the application of this
subsection for such taxable year.

“(B) CONTROLLED GROUP RULES.—

“(i) IN GeNERAL.—For purposes of subparagraph (A),
in determining whether any company is described in
clause (i) of subparagraph (A), such company shall be
treated as receiving during the taxable year amounts
described in such clause (i) which are received during
such year by all other companies which are members of
the same controlled group as the insurance company
for which the determination is being made.

“(il) CoNTROLLED GROUP.—For purposes of clause (i),
the term ‘controlled group’ means any controlled group
of corporations (as defined in section 1563(a)); except
that—

“(I) ‘more than 50 percent’ shall be substituted
for ‘at least 80 percent’ each place it appears in
section 1563(a), and

100 Stat. 2405 1986
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“Sec. 57. Items of tax preference.
“Sec. 58. Denial of certain losses.
“Sec. 59 Other definitions and special rules

“SEC. 55. ALTERNATIVE MINIMUM TAX IMPOSED.

“(a) GENERAL RULE.—There is hereby imposed (in addition to any
other tax imposed by this subtitle) a tax equal to the excess (if any)
of—

“(1} the tentative minimum tax for the taxable year, over

“(2) the regular tax for the taxable year.

“(b) TENTATIVE MINtMUM Tax.—For purposes of this part—

“(1) In GENERAL.—The tentative minimum tax for the taxable
year is—

“(A) 20 percent (21 percent in the case of a taxpayer other
than a corporation) of so much of the alternative minimum
taxable income for the taxable year as exceeds the exemp-
tion amount, reduced by

“(B) the alternative minimum tax foreign tax credit for
the taxable year.

*(2) ALTERNATIVE MINIMUM TAXABLE INCOME.—The term
‘alternative minimum taxable income’ means the taxahle
income of the taxpayer for the taxable year—

*“(A) determined with the adjustments provided in section
56 and section 58, and

"“(B) increased by the amount of the items of tax pref-
erence described in section 57.

“(c) REGULAR TAx.—

“(1) In GENERAL.—For purposes of this section, the term
‘regular tax’ means the regular tax liability for the taxable year
(as defined in section 26(b)) reduced by the foreign tax credit
allowable under section 27(a). Such term shall not include any
tax imposed by section 402(e) and shall not include any increase
in tax under section 47.

“(2) CrOSS REFERENCES.—

“For provisions providing that certain credits are not allowahle against

;Ig(e :ax imposed by this section, see sections 26(a), 28(d}2), 29(b)(5), and

c).

“(d) ExempTioN AMOUNT.—For purposes of this section—

“(1) EXEMPTION AMOUNT FOR TAXPAYERS OTHER THAN CORPORA-
TIoNS.—In the case of a taxpayer other than a corporation, the
term ‘exemption amount’ means—

“(A) $40,000 in the case of—

“(i) a joint return, or
“(ii) a surviving spouse,
*(B) $30,000 in the case of an individual who—
*(i) is not a married individual, and
“(ii} is not a surviving spouse, and
*(C) $20,000 in the case of—
“(i) a married individual who files a separate return,
or
*‘(ii) an estate or trust.
For purposes of this paragraph, the term ‘surviving spouse’ has
the meaning given to such term by section 2(a), and marital
status shall be determined under section 7703.

“(2) CorporaTiONs.—In the case of a corporation, the term

‘exemption amount’ means $40,000.

100 Stat. 2321 1986
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“(8) PHASE-OUT OF EXEMPTION AMOUNT.—The exemption

amount of any taxpayer shall be reduced (but not below zero) by
an amount equal to 25 percent of the amount by which the
alternative minimum taxable income of the taxpayer exceeds—

“(A) $150,000 in the case of a taxpayer described in
paragraph (1XA) or (2),

“B) $112,500 in the case of a taxpayer described in
paragraph (1)(B), and

“(C) $75,000 in the case of a taxpayer described in para-
graph (1XC).

“SEC. 56. ADJUSTMENTS IN COMPUTING ALTERNATIVE MINIMUM TAX-

ABLE INCOME.

‘“(a) ADJUSTMENTS APPLICABLE TO ALL TAaxPaYERS.—In determin-
ing the amount of the alternative minimum taxable income for any
taxable year the following treatment shall apply (in lieu of the
treatment applicable for purposes of computing the regular tax):

Casualty Actuarial Society

(1) DEPRECIATION.—
‘A) IN GENERAL.—

“(f) PROPERTY OTHER THAN CERTAIN REAL PROPERTY.—
Except as provided in clause (ii), the depreciation
deduction allowable under section 167 with respect to
any tangible property placed in service after Decem-
ber 81, 1986, shall be determined under the alternative
system of section 168(g).

“(ii) 150-PERCENT DECLINING BALANCE METHOD FOR
CERTAIN PROPERTY.—The method of depreciation used
shall be—

“I) the 150 percent declining balance method,
“(I1) switching to the straight line method for the
1st taxable year for which using the straight line
method with respect to the adjusted basis as of the
beginning of the year will yield a higher allowance.
The preceding sentence shall not apply to any section
1250 property (as defined in section 1250(c)) or to any
other property if the depreciation deduction deter-
mined under section 168 with respect to such other
property for purposes of the regular tax is determined
by using the straight line method.

“(B) EXCEPTION FOR CERTAIN PROPERTY.—This paragraph
shall not apply to property described in paragraph (1), (2),
(8), or (4) of section 168(f).

“(C) COORDINATION WITH TRANSITIONAL RULES.—

“G) IN gENERAL.—This paragraph shall not apply to
property placed in service after December 31, 1986, to
which the amendments made by section 201 of the Tax
Reform Act of 1986 do not apply.

“(ii) TREATMENT OF CERTAIN PROPERTY PLACED IN
SERVICE BEFORE 1987.—This paragraph shall apply to
any property to which the amendments made by sec-
tion 201 of the Tax Reform Act of 1986 apply by reason
of an election under section 203(a)(1XB) of such Act
without regard to the requirement of subparagraph (A)
that the property be placed in service after Decem-
ber 31, 1986.

“D) NORMALIZATION RULES.—With respect to public util-
ity property described in section 167(1)(3)(A), the Secretary

100 Stat. 2322 1986
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SEC. 1013. OPERATIONS LOSS DEDUCTION OF INSOLVENT COMPANIES
MAY OFFSET DISTRIBUTIONS FROM POLICYHOLDERS SUR-
PLUS ACCOUNT.

(a) IN GENERAL.—If—

(1) on November 15, 1985, a life insurance company was
insolvent,

(2) pursuant to the order of any court of competent jurisdic-
tion in a title 11 or similar case (as defined in section 368(a)(3) of
the Internal Revenue Code of 1954), such company is liquidated,
and

(3) as a result of such liquidation, the tax imposed by section
801 of such Code for any taxable year (hereinafter in this
subsection referred to as the “liquidation year”) would (but for
this subsection) be increased under section 815(a) of such Code,

then the amount described in section 815(a)(2) of such Code shall be
reduced by the loss from operations (if any) for the liquidation year,
and by the unused operations loss carryovers (if any) to the liquida-
tion year (determined after the application of section 810 of such
Code for such year). No carryover of any loss from operations of such
company arising during the liquidation year (or any prior taxable
year) shall be allowable for any taxable year succeeding the liquida-
tion year.
(b) DEFiNITIONS.—FoOr purposes of subsection (a)—

(1) InsoLvenT.—The term “insolvent” means the excess of
liabilities over the fair market value of assets.

(2) Loss FROM OPERATIONS.—The term “loss from operations”
has the meaning given such term by section 810(c) of such Code.

(c) EFFeCTIVE DATE.—This section shall apply to liquidations on or
after November 15, 1985, in taxable years ending after such date.

Subtitle C—Property and Casualty Insurance
Companies

SEC. 1021. INCLUSION IN INCOME OF 20 PERCENT OF UNEARNED PRE-
MIUM RESERVE.

(a) IN GENERAL.—The first sentence of paragraph (4) of section
832(b) (defining premiums earned) is amended by striking out
subparagraph (B) and inserting in lieu thereof the following:

“(B) To the result so obtained, add 80 percent of the
unearned premiums on outstanding business at the end of
the preceding taxable year and deduct 80 percent of the
unearned premiums on outstanding business at the end of
the taxable year.

“(C) To the result so obtained, in the case of a taxable
year beginning after December 31, 1986, and before Janu-
ary 1, 1993, add an amount equal to 3% percent of un-
earned premiums on outstanding business at the end of the
most recent taxable year beginning before January 1,
1987.”

(b) SpeciaL RuLes.—Subsection (b) of section 832 is amended by
adding at the end thereof the following new paragraph:

“(7) SPECIAL RULES FOR APPLYING PARAGRAPH (4) .—

“{A) REDUCTION NOT TO APPLY TO LIFE INSURANCE RE-
SERVES.—Subparagraph (B) of paragraph (4) shall be applied
with respect to amounts included in unearned premiums

100 Stat. 2395 1986
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under the 2nd sentence of such paragraph by substituting
‘100 percent’ for ‘80 percent’ each place it appears in such
subparagraph (B), and subparagraph (C) of paragraph (4)
shall be applied by not taking such amounts into account.
“(B) SPECIAL TREATMENT OF PREMIUMS ATTRIBUTABLE TO
INSURING CERTAIN SECURITIES.—In the case of premiums
attributable to insurance against default in the payment of
principal or interest on securities described in section
165(g)(2)C) with maturities of more than 5 years—

“(i) subparagraph (B) of paragraph (4) shall be ap-
plied by substituting ‘90 percent’ for ‘80 percent’ each
place it appears, and

“(i1) subparagraph (C) of paragraph (4) shall be ap-
plied by substituting ‘1%: percent’ for ‘3% percent’.

“(C) TERMINATION AS NONLIFE INSURANCE COMPANY.—
Except as provided in section 381(ci22) (relating to
carryovers in certain corporate readjustments), if, for any
taxable year beginning before January 1, 1993, the tax-
payer ceases to be an insurance company taxable under this
part, the aggregate adjustments which would be made
under paragraph (4)(C) for such taxable year and subse-
quent taxable years but for such cessation shall be made for
the taxable year preceding such cessation year.

‘“(8) SPECIAL RULES FOR APPLYING PARAGRAFH (4) TO TITLE
INSURANCE PREMIUMS.—

“(A) IN GENERAL.—In the case of premiums attributable
to title insurance—

“(i) subparagraph (B) of paragraph (4) shall be ap-
plied by substituting ‘the discounted unearned pre-
miums’ for ‘80 percent of the unearned premiums’ each
place it appears, and

“(lii) subparagraph (C) of paragraph (4) shall not
apply.

“(B) METHOD OF DISCOUNTING.—For purposes of subpara-
graph (A), the amount of the discounted unearned pre-
miums as of the end of any taxable year shall be the
present value of such premiums (as of such time and sepa-
rately with respect to premiums received in each calendar
year) determined by using—

“(1) the amount of the undiscounted unearned pre-
miums at such time,

“(ii) the applicable interest rate, and

“(iii) the applicable statutory premium recognition
pattern.

“(C) DETERMINATION OF APPLICABLE FACTORS.—In deter-
mining the amount of the discounted unearned premiums
as of the end of any taxable year—

‘(i) UNDISCOUNTED UNEARNED PREMIUMS.—The term
‘undiscounted unearned premiums’ means the un-
earned premiums shown in the yearly statement filed
by the taxpayer for the year ending with or within such
taxable year.

“(ii) APPLICABLE INTEREST RATE.—The term ‘ap-
plicable interest rate’ means the annual rate deter-
mined under 846(c)X2) for the calendar year in which
the premiums are received.

100 Stat. 2396 1986
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“(iii) APPLICABLE STATUTORY PREMIUM RECOGNITION
PATTERN.—The term ‘applicable statutory premium
recognition pattern’ means the statutory premium rec-
ognition pattern—

“(I) which is in effect for the calendar year in
which the premiums are received, and
“(IID which is based on the statutory premium
recognition pattern which applies to premiums re-
ceived by the taxpayer in such calendar year.
For purposes of the preceding sentence, premiums re-
ceived during any calendar year shall be treated as
received in the middle of such year.”
(c) EFFECTIVE DATE.—

(1) INn GENERAL.—The amendment made by this section shall
apply to taxable years beginning after December 31, 1986.

(2) SPECIAL TRANSITIONAL RULE FOR TITLE INSURANCE COMPA-
NiEs.—For the 1lst taxable year beginning after December 31,
1986, in the case of premiums attributable to title insurance—

(A) IN ¢cENERAL.—The unearned premiums at the end of
the preceding taxable year as defined in paragraph (4) of
section 832(b) shall be determined as if the amendments
made by this section had applied to such unearned pre-
miums in the preceding taxable year and by using the
interest rate and premium recognition pattern applicable to
years ending in calendar year 1987.

(B) FrEsH sTART.—Except as provided in subparagraph
(C), any difference between—

(i) the amount determined to be unearned premiums
for the year preceding the first taxable year of a title
insurance company beginning after December 31, 1986,
determined without regard to subparagraph (A), and

(i) such amount determined with regard to subpara-
graph (A),

shall not be taken into account for purposes of the Internal
Revenue Code of 1986.

(C) EFFECT ON EARNINGS AND PROFITS.—The earnings and
profits of any insurance company for its 1st taxable year
beginning after December 31, 1986, shall be increased by
the amount of the difference determined under subpara-
graph (A) with respect to such company.

SEC. 1022. TREATMENT OF CERTAIN DIVIDENDS AND TAX-EXEMPT
INTEREST.

(@) In GENERAL.—Paragraph (5) of section 832(b) (defining losses
incurred) is amended to read as follows:
*“(5) LOSSES INCURRED.—

“(A) In cENERAL.—The term ‘losses incurred’ means
losses imcurred during the taxable year on insurance con-
tracts, computed as follows:

*“(i) To losses paid during the taxable year, add sal-
vage and reinsurance recoverable outstanding at the
end of the preceding tazable year and deduct salvage
and reinsurance recoverable outstanding at the end of
the taxable year.

*(ii) To the result so obtained, add all unpaid losses
outstanding at the end of the taxable year and deduct

100 Stat. 2397 1986
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stock (expressed as a percentage of the amount de-
scribed in subparagraph (B)i)XID).
“C) DEFINITIONS AND SPECIAL RULES.—For purposes of
this paragraph—

‘(i) QUALIFIED PREFERRED DIVIDEND.—The term
‘qualified preferred dividend’ means any dividend pay-
able with respect to any share of stock which—

“I) provides for fixed preferred dividends pay-
able not less frequently than annually, and

“II) is not in arrears as to dividends at the time
the taxpayer acquires the stock.

“(ii) HoLDING PERIOD.—In determining the holding
period for purposes of subparagraph (AXii), subsection
(d)3) shall be applied by substituting ‘5 years’ for 2
years’.”

(f) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in this subsection, the
amendments made by this section shall apply to dividends
geclared after July 18, 1986, in taxable years ending after such

ate.

(2) AcGrEGATION.—For purposes of section 1059(c)3) of the
Internal Revenue Code of 1986, dividends declared after July 18,
1986, shall not be aggregated with dividends declared on or
before July 18, 1986.

(3) REDEMPTIONS.—Section 1059(e)(1) of the Internal Revenue
Code of 1986 (as added by subsection (e)) shall apply to dividends
declared after the date of the enactment of this Act, in taxable
years ending after such date.

Subtitle C—Limitation on Net Operating Loss
Carryforwards and Excess Credit Carryfor-
wards

SEC. 621. LIMITATION ON NET OPERATING LOSS CARRYFORWARDS.

(a) IN GENERAL.—Section 382 (relating to special limitations on
net operating loss carryovers) is amended to read as follows:

“SEC. 382. LIMITATION ON NET OPERATING LOSS CARRYFORWARDS AND
CERTAIN BUILT-IN LOSSES FOLLOWING OWNERSHIP
CHANGE.

“(a) GENERAL RULE.—The amount of the taxable income of any
new loss corporation for any post-change year which may be offset
by pre-change losses shall not exceed the section 382 limitation for
such year.

——>  ‘“b) SEcTION 382 LiMITATION.—For purposes of this section—

“1) IN cENERAL.—Except as otherwise provided in this sec-
tion, the section 382 limitation for any post-change year is an
amount equal to—

“(A) the value of the old loss corporation, multiplied by
“(B) the long-term tax-exempt rate.

4(2) CARRYFORWARD OF UNUSED LIMITATION.—If the section
382 limitation for any post-change year exceeds the taxable
income of the new loss corporation for such year which was
offset by pre-change losses, the section 382 limitation for the

100 Stat. 2254 1986
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next post-change year shall be increased by the amount of such
excess.

“(3) SPECIAL RULE FOR POST-CHANGE YEAR WHICH INCLUDES
CHANGE DATE.—In the case of any post-change year which in-
cludes the change date—

“(A) LIMITATION DOES NOT APPLY TO TAXABLE INCOME
BEFORE CHANGE.—Subsection (a) shall not apply to the por-
tion of the taxable income for such year which is allocable
to the period in such year on or before the change date.
Except as provided in subsection (h)5) and in regulations,
taxable income shall be allocated ratably to each day in the
year.

“(B) LIMITATION FOR PERIOD AFTER CHANGE.—For purposes
of applying the limitation of subsection (a) to the remainder
of the taxable income for such year, the section 382 limita-
tion shall be an amount which bears the same ratio to such
limitation (determined without regard to this paragraph)
as-—-—

“(1) the number of days in such year after the change
date, bears to
“(ii) the total number of days in such year.
“(c) CARRYFORWARDS DISALLOWED IF CONTINUITY OF BUSINESS
RequireEMENTS NoT MET.—

“(1) IN GENERAL.—Except as provided in paragraph (2), if the
new loss corporation does not continue the business enterprise
of the old loss corporation at all times during the 2-year period
beginning on the change date, the section 382 limitation for any
post-change year shall be zero.

“(2) EXCEPTION FOR CERTAIN GAINS.—The section 382 limita-
tion for any post-change year shall not be less than the sum of—

“(A) any increase in such limitation under—

“(i) subsection (h)(1)(A) for recognized built-in gains
for such year, and

“(ii) subsection (h)(1)(C) for gain recognized by reason
of an election under section 338, plus

“(B) any increase in such limitation under subsection
(bX2) for amounts described in subparagraph (A) which are
carried forward to such year.

“(d) PRe-CHANGE Loss AND PosT-CHANGE YEAR.—For purposes of
this section—

“(1) PRE-CHANGE L0Ss.—The term ‘pre-change loss’ means—

“(A) any net operating loss carryforward of the old loss
corporation to the taxable year ending with the ownership
change or in which the change date occurs, and

“(B) the net operating loss of the old loss corporation for
the taxable year in which the ownership change occurs to
the extent such loss is allocable to the period in such year
on or before the change date.

Except as provided in subsection (h)(5) and in regulations, the
net operating Ioss shall, for purposes of subparagraph (B), be
allocated ratably to each day in the year.

“(2) PosT-CHANGE YEAR.—The term ‘post-change year’ means
any taxable year ending after the change date.

“(e) VALUE oF OLp Loss CorroraTION.—For purposes of this sec-
tion—

“(1) IN GENERAL.—Except as otherwise provided in this
subsection, the value of the old loss corporation is the value of
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partnership, trust, or other entity that holds an interest
in the life insurance contract.”.

(b) CONFORMING AMENDMENT.—Paragraph (1) of section 101(a)
is amended by striking “paragraph (2)” and inserting “paragraphs
(2) and (3)”.

(¢) EFFECTIVE DATE.—The amendments made by this section
shall apply to transfers after December 31, 2017.

SEC. 13523. MODIFICATION OF DISCOUNTING RULES FOR PROPERTY
AND CASUALTY INSURANCE COMPANIES.

(a) MODIFICATION OF RATE OF INTEREST USED TO DISCOUNT
UNPAID LOSSESs.—Paragraph (2) of section 846(c) is amended to
read as follows:

“(2) DETERMINATION OF ANNUAL RATE.—The annual rate
determined by the Secretary under this paragraph for any
calendar year shall be a rate determined on the basis of the
corporate bond yield curve (as defined in section 430(h)(2)(D)(1),
determined by substituting ‘60-month period’ for ‘24-month
period’ therein).”.

(b) MODIFICATION OF COMPUTATIONAL RULES FOR LOSS PAy-
MENT PATTERNS.—Section 846(d)(3) is amended by striking subpara-
grap{lls (B) through (G) and inserting the following new subpara-
graph:

“(B) TREATMENT OF CERTAIN LOSSES.—

“(i) 3-YEAR LOSS PAYMENT PATTERN.—In the case
of any line of business not described in subparagraph
(A)(ii), losses paid after the 1st year following the
accident year shall be treated as paid equally in the
2nd and 3rd year following the accident year.

“(i1) 10-YEAR LOSS PAYMENT PATTERN.—

“I) IN GENERAL.—The period taken into
account under subparagraph (A)(ii) shall be
(el}%ended to the extent required under subclause

“(II) COMPUTATION OF EXTENSION.—The
amount of losses which would have been treated
as paid in the 10th year after the accident year
shall be treated as paid in such 10th year and
each subsequent year in an amount equal to the
amount of the average of the losses treated as
paid in the 7th, 8th, and 9th years after the
accident year (or, if lesser, the portion of the
unpaid losses not theretofore taken into account).
To the extent such unpaid losses have not been
treated as paid before the 24th year after the
accident year, they shall be treated as paid in
such 24th year.”.

(c) REPEAL OF HISTORICAL PAYMENT PATTERN ELECTION.—Sec-
tion 846, as amended by this Act, is amended by striking subsection
(e) and by redesignating subsections (f) and (g) as subsections
(e) and (f), respectively.

(d) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2017.

(e) TRANSITIONAL RULE.—For the first taxable year beginning
after December 31, 2017—

(1) the unpaid losses and the expenses unpaid (as defined
in paragraphs (5)(B) and (6) of section 832(b) of the Internal
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Revenue Code of 1986) at the end of the preceding taxable
year, and
(2) the unpaid losses as defined in sections 807(c)(2) and

805(a)(1) of such Code at the end of the preceding taxable

year,
shall be determined as if the amendments made by this section
had applied to such unpaid losses and expenses unpaid in the
preceding taxable year and by using the interest rate and loss
payment patterns applicable to accident years ending with calendar
year 2018, and any adjustment shall be taken into account ratably
in such first taxable year and the 7 succeeding taxable years.
For subsequent taxable years, such amendments shall be applied
with respect to such unpaid losses and expenses unpaid by using
the interest rate and loss payment patterns applicable to accident
years ending with calendar year 2018.

Subpart C—Banks and Financial Instruments

SEC. 13531. LIMITATION ON DEDUCTION FOR FDIC PREMIUMS.

(a) IN GENERAL.—Section 162, as amended by sections 13307,
is amended by redesignating subsection (r) as subsection (s) and
by inserting after subsection (q) the following new subsection:

“(r) D1ISALLOWANCE OF FDIC PREMIUMS PAID BY CERTAIN LARGE
FINANCIAL INSTITUTIONS.—

“(1) IN GENERAL.—No deduction shall be allowed for the
applicable percentage of any FDIC premium paid or incurred
by the taxpayer.

“(2) EXCEPTION FOR SMALL INSTITUTIONS.—Paragraph (1)
shall not apply to any taxpayer for any taxable year if the
total consolidated assets of such taxpayer (determined as of
the close of such taxable year) do not exceed $10,000,000,000.

“(3) APPLICABLE PERCENTAGE.—For purposes of this sub-
section, the term ‘applicable percentage’ means, with respect
to any taxpayer for any taxable year, the ratio (expressed
as a percentage but not greater than 100 percent) which—

“(A) the excess of—

“(i) the total consolidated assets of such taxpayer

(determined as of the close of such taxable year), over

“(ii) $10,000,000,000, bears to

“(B) $40,000,000,000.

“(4) FDIC prREMIUMS.—For purposes of this subsection, the
term FDIC premium’ means any assessment imposed under
section 7(b) of the Federal Deposit Insurance Act (12 U.S.C.
1817(b)).

“(5) TOTAL CONSOLIDATED ASSETS.—For purposes of this
subsection, the term ‘total consolidated assets’ has the meaning
given such term under section 165 of the Dodd-Frank Wall
Street Reform and Consumer Protection Act (12 U.S.C. 5365).

“(6) AGGREGATION RULE.—

“(A) IN GENERAL.—Members of an expanded affiliated
group shall be treated as a single taxpayer for purposes
of applying this subsection.

“(B) EXPANDED AFFILIATED GROUP.—

“(i) IN GENERAL.—For purposes of this paragraph,
the term ‘expanded affiliated group’ means an affiliated
group as defined in section 1504(a), determined—
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(¢) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2017.
(d) PHASED INCLUSION OF REMAINING BALANCE OF POLICY-
HOLDERS SURPLUS ACCOUNTS.—In the case of any stock life insur-
ance company which has a balance (determined as of the close
of such company’s last taxable year beginning before January 1,
2018) in an existing policyholders surplus account (as defined in
section 815 of the Internal Revenue Code of 1986, as in effect
before its repeal), the tax imposed by section 801 of such Code
for the first 8 taxable years beginning after December 31, 2017,
shall be the amount which would be imposed by such section
for such year on the sum of—
(1) life insurance company taxable income for such year
(within the meaning of such section 801 but not less than
zero), plus
(2) Vs of such balance.

SEC. 13515. MODIFICATION OF PRORATION RULES FOR PROPERTY AND
CASUALTY INSURANCE COMPANIES.

(a) IN GENERAL.—Section 832(b)(5)(B) is amended—

(1) by striking “15 percent” and inserting “the applicable
percentage”, and

(2) by inserting at the end the following new sentence:
“For purposes of this subparagraph, the applicable percentage
is 5.25 percent divided by the highest rate in effect under
section 11(b).”.
(b) EFFECTIVE DATE.—The amendments made by this section

shall apply to taxable years beginning after December 31, 2017.

SEC. 13516. REPEAL OF SPECIAL ESTIMATED TAX PAYMENTS.

(a) IN GENERAL.—Part III of subchapter L of chapter 1 is
amended by striking section 847 (and by striking the item relating
to such section in the table of sections for such part).

(b) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2017.

SEC. 13517. COMPUTATION OF LIFE INSURANCE TAX RESERVES.

(a) IN GENERAL.—

(1) APPROPRIATE RATE OF INTEREST.—The second sentence
of section 807(c) is amended to read as follows: “For purposes
of paragraph (3), the appropriate rate of interest is the highest
rate or rates permitted to be used to discount the obligations
by the National Association of Insurance Commissioners as
of the date the reserve is determined.”.

(2) METHOD OF COMPUTING RESERVES.—Section 807(d) is
amended—

(A) by striking paragraphs (1), (2), (4), and (5),

(B) by redesignating paragraph (6) as paragraph (4),

(C) by inserting before paragraph (3) the following
new paragraphs:

“(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 subpara-
graph (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).
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“(iii) Farm machinery or equipment.
“(10) CROSS REFERENCES.—

“(A) For requirement that an electing real property
trade or business use the alternative depreciation system,
see section 168(g)(1)(F).

“(B) For requirement that an electing farming business
use the alternative depreciation system, see section
168(g)(1)(G).”.

(b) TREATMENT OF CARRYFORWARD OF DISALLOWED BUSINESS

INTEREST IN CERTAIN CORPORATE ACQUISITIONS.—

(1) IN GENERAL.—Section 381(c) is amended by inserting
after paragraph (19) the following new paragraph:

“(20) CARRYFORWARD OF DISALLOWED BUSINESS INTEREST.—
The carryover of disallowed business interest described in sec-
tion 163(3)(2) to taxable years ending after the date of distribu-
tion or transfer.”.

(2) APPLICATION OF LIMITATION.—Section 382(d) is amended
by adding at the end the following new paragraph:

“(3) APPLICATION TO CARRYFORWARD OF DISALLOWED
INTEREST.—The term ‘pre-change loss’ shall include any carry-
over of disallowed interest described in section 163(G)(2) under
rules similar to the rules of paragraph (1).”.

(3) CONFORMING AMENDMENT.—Section 382(k)(1) is
amended by inserting after the first sentence the following:
“Such term shall include any corporation entitled to use a
carryforward of disallowed interest described in section
381(c)(20).”.

(¢) EFFECTIVE DATE.—The amendments made by this section

shall apply to taxable years beginning after December 31, 2017.
———3 SEC. 13302. MODIFICATION OF NET OPERATING LOSS DEDUCTION.

(a) LIMITATION ON DEDUCTION.—

(1) IN GENERAL.—Section 172(a) is amended to read as
follows:
“(a) DEDUCTION ALLOWED.—There shall be allowed as a deduc-

tion for the taxable year an amount equal to the lesser of—

“(1) the aggregate of the net operating loss carryovers
to such year, plus the net operating loss carrybacks to such
year, or

“(2) 80 percent of taxable income computed without regard
to the deduction allowable under this section.

For purposes of this subtitle, the term ‘net operating loss deduction’
means the deduction allowed by this subsection.”.

(2) COORDINATION OF LIMITATION WITH CARRYBACKS AND
CARRYOVERS.—Section 172(b)(2) is amended by striking “shall
be computed—” and all that follows and inserting “shall—

“(A) be computed with the modifications specified in
subsection (d) other than paragraphs (1), (4), and (5)
thereof, and by determining the amount of the net oper-
ating loss deduction without regard to the net operating
loss for the loss year or for any taxable year thereafter,
“(B) not be considered to be less than zero, and
“(C) not exceed the amount determined under sub-
section (a)(2) for such prior taxable year.”.

(3) CONFORMING AMENDMENT.—Section 172(d)(6) is
amended by striking “and” at the end of subparagraph (A),
by striking the period at the end of subparagraph (B) and
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inserting “; and”, and by adding at the end the following new
subparagraph:

“(C) subsection (a)(2) shall be applied by substituting
‘real estate investment trust taxable income (as defined
in section 857(b)(2) but without regard to the deduction
for dividends paid (as defined in section 561)) for ‘taxable
income’.”.

(b) REPEAL OF NET OPERATING LOSs CARRYBACK; INDEFINITE
CARRYFORWARD.—

(1) IN GENERAL.—Section 172(b)(1)(A) is amended—

(A) by striking “shall be a net operating loss carryback
to each of the 2 taxable years” in clause (i) and inserting
“except as otherwise provided in this paragraph, shall not
be a net operating loss carryback to any taxable year”,
and

(B) by striking “to each of the 20 taxable years” in
clause (ii) and inserting “to each taxable year”.

(2) CONFORMING AMENDMENT.—Section 172(b)(1) is
amended by striking subparagraphs (B) through (F).

(c) TREATMENT OF FARMING LOSSES.—

(1) ALLOWANCE OF CARRYBACKS.—Section 172(b)(1), as
amended by subsection (b)(2), is amended by adding at the
end the following new subparagraph:

“(B) FARMING LOSSES.—

“1i) IN GENERAL.—In the case of any portion of
a net operating loss for the taxable year which is
a farming loss with respect to the taxpayer, such loss
shall be a net operating loss carryback to each of
the 2 taxable years preceding the taxable year of such
loss.

“(i1) FARMING LOSs.—For purposes of this section,
the term ‘farming loss’ means the lesser of—

“(I) the amount which would be the net oper-
ating loss for the taxable year if only income and
deductions attributable to farming businesses (as
defined in section 263A(e)(4)) are taken into
account, or

“(IT1) the amount of the net operating loss for
such taxable year.

“(iii) COORDINATION WITH PARAGRAPH (2).—For pur-
poses of applying paragraph (2), a farming loss for
any taxable year shall be treated as a separate net
operating loss for such taxable year to be taken into
account after the remaining portion of the net oper-
ating loss for such taxable year.

“(iv) ELECTION.—Any taxpayer entitled to a 2-year
carryback under clause (i) from any loss year may
elect not to have such clause apply to such loss year.
Such election shall be made in such manner as pre-
scribed by the Secretary and shall be made by the
due date (including extensions of time) for filing the
taxpayer’s return for the taxable year of the net oper-
ating loss. Such election, once made for any taxable
year, shall be irrevocable for such taxable year.”.

(2) CONFORMING AMENDMENTS.—

Casualty Actuarial Society 73



74

Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

H.R.1—70

(A) Section 172 is amended by striking subsections
(), (g), and (h), and by redesignating subsection (i) as
subsection (f).

(B) Section 537(b)(4) is amended by inserting “(as in
effect before the date of enactment of the Tax Cuts and
Jobs Act)” after “as defined in section 172(f)”.

(d) TREATMENT OF CERTAIN INSURANCE LOSSES.—

(1) TREATMENT OF CARRYFORWARDS AND CARRYBACKS.—Sec-
tion 172(b)(1), as amended by subsections (b)(2) and (c)(1),
is amended by adding at the end the following new subpara-
graph:

“(C) INSURANCE COMPANIES.—In the case of an insur-
ance company (as defined in section 816(a)) other than
a life insurance company, the net operating loss for any
taxable year—

“(i) shall be a net operating loss carryback to each
of the 2 taxable years preceding the taxable year of
such loss, and

“(ii) shall be a net operating loss carryover to
each of the 20 taxable years following the taxable
year of the loss.”.

(2) EXEMPTION FROM LIMITATION.—Section 172, as amended
by subsection (c)(2)(A), is amended by redesignating subsection
(f) as subsection (g) and inserting after subsection (e) the fol-
lowing new subsection:

“(f) SPECIAL RULE FOR INSURANCE COMPANIES.—In the case
of an insurance company (as defined in section 816(a)) other than
a life insurance company—

“(1) the amount of the deduction allowed under subsection
(a) shall be the aggregate of the net operating loss carryovers
to such year, plus the net operating loss carrybacks to such
year, and

“(2) subparagraph (C) of subsection (b)(2) shall not apply.”.
(e) EFFECTIVE DATE.—

(1) NET OPERATING LOSS LIMITATION.—The amendments
made by subsections (a) and (d)(2) shall apply to losses arising
in taxable years beginning after December 31, 2017.

(2) CARRYFORWARDS AND CARRYBACKS.—The amendments
made by subsections (b), (¢), and (d)(1) shall apply to net
operating losses arising in taxable years ending after December
31, 2017.

SEC. 13303. LIKE-KIND EXCHANGES OF REAL PROPERTY.

(a) IN GENERAL.—Section 1031(a)(1) is amended by striking
“property” each place it appears and inserting “real property”.
(b) CONFORMING AMENDMENTS.—

(1)(A) Paragraph (2) of section 1031(a) is amended to read
as follows:

“(2) EXCEPTION FOR REAL PROPERTY HELD FOR SALE.—This
subsection shall not apply to any exchange of real property
held primarily for sale.”.

(B) Section 1031 is amended by striking subsection ().

(2) Section 1031 is amended by striking subsection (e).

(3) Section 1031, as amended by paragraph (2), is amended
by inserting after subsection (d) the following new subsection:
“(e) APPLICATION TO CERTAIN PARTNERSHIPS.—For purposes of

this section, an interest in a partnership which has in effect a
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(c) EFFECTIVE DATE.—The amendments made by this section
shall apply to—

(1) levies made after the date of the enactment of this
Act, and

(2) levies made on or before such date if the 9-month
period has not expired under section 6343(b) of the Internal
Rev}tlaréue Code of 1986 (without regard to this section) as of
suc ate.

PART VIII—INDIVIDUAL MANDATE

SEC. 11081. ELIMINATION OF SHARED RESPONSIBILITY PAYMENT FOR
INDIVIDUALS FAILING TO MAINTAIN MINIMUM ESSEN-
TIAL COVERAGE.

(a) IN GENERAL.—Section 5000A(c) is amended—
(1) in paragraph (2)(B)(iii), by striking “2.5 percent” and
inserting “Zero percent”, and
(2) in paragraph (3)—
(A) by striking “$695” in subparagraph (A) and
inserting “$0”, and
(B) by striking subparagraph (D).
(b) EFFECTIVE DATE.—The amendments made by this section
shall apply to months beginning after December 31, 2018.

Subtitle B—Alternative Minimum Tax

—» SEC. 12001. REPEAL OF TAX FOR CORPORATIONS.

(a) IN GENERAL.—Section 55(a) is amended by striking “There”
a}rlld inserting “In the case of a taxpayer other than a corporation,
there”.

(b) CONFORMING AMENDMENTS.—

(1) Section 38(c)(6) is amended by adding at the end the
following new subparagraph:

“(E) CORPORATIONS.—In the case of a corporation, this
subsection shall be applied by treating the corporation
as having a tentative minimum tax of zero.”.

(2) Section 53(d)(2) is amended by inserting “, except that
in the case of a corporation, the tentative minimum tax shall
be treated as zero” before the period at the end.

(3)(A) Section 55(b)(1) is amended to read as follows:

“(1) AMOUNT OF TENTATIVE TAX.—

“(A) IN GENERAL.—The tentative minimum tax for the
taxable year is the sum of—

“(i) 26 percent of so much of the taxable excess
as does not exceed $175,000, plus

“(i1) 28 percent of so much of the taxable excess
as exceeds $175,000.

The amount determined under the preceding sentence shall

be reduced by the alternative minimum tax foreign tax

credit for the taxable year.

“(B) TAXABLE EXCESS.—For purposes of this subsection,
the term ‘taxable excess’ means so much of the alternative
minimum taxable income for the taxable year as exceeds
the exemption amount.

“(C) MARRIED INDIVIDUAL FILING SEPARATE RETURN.—
In the case of a married individual filing a separate return,
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subparagraph (A) shall be applied by substituting 50 per-

cent of the dollar amount otherwise applicable under clause

(1) and clause (ii) thereof. For purposes of the preceding

sentence, marital status shall be determined under section

7703.”.

(B) Section 55(b)(3) is amended by striking “paragraph
(1)(A)@)” and inserting “paragraph (1)(A)”.

(C) Section 59(a) is amended—

(1) by striking “subparagraph (A)(i) or (B)(i) of section
55(b)(1) (whichever applies) in lieu of the highest rate
of tax specified in section 1 or 11 (whichever applies)”
in paragraph (1)(C) and inserting “section 55(b)(1) in lieu
of the highest rate of tax specified in section 17, and

(i1) in paragraph (2), by striking “means” and all that
follows and inserting “means the amount determined under
the first sentence of section 55(b)(1)(A).”.

(D) Section 897(a)(2)(A) is amended by striking “section
55(b)(1)(A)” and inserting “section 55(b)(1)”.

(E) Section 911(f) is amended—

(i) in paragraph (1)(B)—

(I) by striking “section 55(b)(1)(A)(1i)” and inserting

“section 55(b)(1)(B)”, and

(IT) by striking “section 55(b)(1)(A)(1)” and inserting

“section 55(b)(1)(A)”, and

(i1)) in paragraph (2)(B), by striking “section
55(b)(1)(A)({i1)” each place it appears and inserting “section
55(b)(1)(B)”.

(4) Section 55(c)(1) is amended by striking “, the section
936 credit allowable under section 27(b), and the Puerto Rico
economic activity credit under section 30A”.

(5) Section 55(d), as amended by section 11002, is
amended—

(A) by striking paragraph (2) and redesignating para-
graphs (3) and (4) as paragraphs (2) and (3), respectively,

(B) in paragraph (2) (as so redesignated), by inserting
“and” at the end of subparagraph (B), by striking “, and”
at the end of subparagraph (C) and inserting a period,
and by striking subparagraph (D), and

(C) in paragraph (3) (as so redesignated)—

(1) by striking “(b)(1)(A)(1)” in subparagraph (B)(i)
and inserting “(b)(1)(A)”, and
(i1) by striking “paragraph (3)” in subparagraph

(B)@ii) and inserting “paragraph (2)”.

(6) Section 55 is amended by striking subsection (e).

(7) Section 56(b)(2) is amended by striking subparagraph
Eg% and by redesignating subparagraph (D) as subparagraph

dES%(A) Section 56 is amended by striking subsections (c)
and (g).

(B) Section 847 is amended by striking the last sentence
of paragraph (9).

(C) Section 848 is amended by striking subsection (i).

(9) Section 58(a) is amended by striking paragraph (3)
and redesignating paragraph (4) as paragraph (3).

4 (fl)O) Section 59 is amended by striking subsections (b)
and (f).
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(11) Section 11(d) is amended by striking “the taxes
imposed by subsection (a) and section 55” and inserting “the
tax imposed by subsection (a)”.

(12) Section 12 is amended by striking paragraph (7).

(13) Section 168(k) is amended by striking paragraph (4).

(14) Section 882(a)(1) is amended by striking “, 55,”.

(15) Section 962(a)(1) is amended by striking “sections 11
and 55” and inserting “section 11”.

(16) Section 1561(a) is amended—

(A) by inserting “and” at the end of paragraph (1),
by striking “, and” at the end of paragraph (2) and inserting

a period, and by striking paragraph (3), and

(B) by striking the last sentence.
(17) Section 6425(c)(1)(A) is amended to read as follows:
“(A) the tax imposed by section 11 or 1201(a), or sub-
chapter L of chapter 1, whichever is applicable, over”.

(18) Section 6655(e)(2) is amended by striking “and alter-
native minimum taxable income” each place it appears in sub-
paragraphs (A) and (B)@1).

(19) Section 6655(g)(1)(A) is amended by inserting “plus”
at the end of clause (i), by striking clause (i1), and by redesig-
nating clause (iii) as clause (ii).

(c) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2017.

SEC. 12002. CREDIT FOR PRIOR YEAR MINIMUM TAX LIABILITY OF
CORPORATIONS.

(a) CREDITS TREATED AS REFUNDABLE.—Section 53 is amended
by adding at the end the following new subsection:
“(e) PORTION OF CREDIT TREATED AS REFUNDABLE.—

“(1) IN GENERAL.—In the case of any taxable year of a
corporation beginning in 2018, 2019, 2020, or 2021, the limita-
tion under subsection (c) shall be increased by the AMT refund-
able credit amount for such year.

“(2) AMT REFUNDABLE CREDIT AMOUNT.—For purposes of
paragraph (1), the AMT refundable credit amount is an amount
equal to 50 percent (100 percent in the case of a taxable
year beginning in 2021) of the excess (if any) of—

“(A) the minimum tax credit determined under sub-
section (b) for the taxable year, over
“(B) the minimum tax credit allowed under subsection

(a) for such year (before the application of this subsection

for such year).

“(3) CREDIT REFUNDABLE.—For purposes of this title (other
than this section), the credit allowed by reason of this sub-
section shall be treated as a credit allowed under subpart
C (and not this subpart).

“(4) SHORT TAXABLE YEARS.—In the case of any taxable
year of less than 365 days, the AMT refundable credit amount
determined under paragraph (2) with respect to such taxable
year shall be the amount which bears the same ratio to such
amount determined without regard to this paragraph as the
number of days in such taxable year bears to 365.”.

(b) TREATMENT OF REFERENCES.—Section 53(d) is amended by
adding at the end the following new paragraph:

“(3) AMT TERM REFERENCES.—In the case of a corporation,
any references in this subsection to section 55, 56, or 57 shall
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be treated as a reference to such section as in effect before
the amendments made by Tax Cuts and Jobs Act.”.
(c) CONFORMING AMENDMENT.—Section 1374(b)(3)(B) is
amended by striking the last sentence thereof.
(d) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2017.
(2) CONFORMING AMENDMENT.—The amendment made by
subsection (c¢) shall apply to taxable years beginning after
December 31, 2021.

SEC. 12003. INCREASED EXEMPTION FOR INDIVIDUALS.

(a) IN GENERAL.—Section 55(d), as amended by the preceding
provisions of this Act, is amended by adding at the end the following
new paragraph:

“(4) SPECIAL RULE FOR TAXABLE YEARS BEGINNING AFTER

2017 AND BEFORE 2026.—

“(A) IN GENERAL.—In the case of any taxable year
beginning after December 31, 2017, and before January
1, 2026—

“(i) paragraph (1) shall be applied—

“I) by substituting ‘$109,400’ for ‘$78,750’ in
subparagraph (A), and

“(II) by substituting ‘$70,300° for ‘$50,600’ in
subparagraph (B), and
“(i1) paragraph (2) shall be applied—

“I) by substituting ‘$1,000,000” for ‘$150,000’
in subparagraph (A),

“(II) by substituting ‘50 percent of the dollar
amount applicable under subparagraph (A) for
‘$112,500’ in subparagraph (B), and

“(III) in the case of a taxpayer described in
paragraph (1)(D), without regard to the substi-
tution under subclause ().

“(B) INFLATION ADJUSTMENT.—

“(i) IN GENERAL.—In the case of any taxable year
beginning in a calendar year after 2018, the amounts
described in clause (ii) shall each be increased by an
amount equal to—

“(I) such dollar amount, multiplied by

“(II) the cost-of-living adjustment determined
under section 1(f)(3) for the calendar year in which
the taxable year begins, determined by sub-
stituting ‘calendar year 2017’ for ‘calendar year
2016’ in subparagraph (A)(ii) thereof.

“(i1) AMOUNTS DESCRIBED.—The amounts described
in this clause are the $109,400 amount in subpara-
graph (A)G)XI), the $70,300 amount in subparagraph
(A)@)II), and the $1,000,000 amount in subparagraph
(A)@i)(I).

“(iil)) ROUNDING.—Any increased amount deter-
mined under clause (i) shall be rounded to the nearest
multiple of $100.

“(iv) COORDINATION WITH CURRENT ADJUST-
MENTS.—In the case of any taxable year to which
subparagraph (A) applies, no adjustment shall be made
under paragraph (3) to any of the numbers which
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are substituted under subparagraph (A) and adjusted

under this subparagraph.”.
(b) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2017.

Subtitle C—Business-related Provisions

PART I—CORPORATE PROVISIONS

SEC. 13001. 21-PERCENT CORPORATE TAX RATE.

(a) IN GENERAL.—Subsection (b) of section 11 is amended to
read as follows:

“(b) AMOUNT OF TAX.—The amount of the tax imposed by
subsection (a) shall be 21 percent of taxable income.”.

(b) CONFORMING AMENDMENTS.—

(1) The following sections are each amended by striking
“section 11(b)(1)” and inserting “section 11(b)”:

(A) Section 280C(c)(3)(B)(ii)(ID).

(B) Paragraphs (2)(B) and (6)(A)(ii) of section 860E(e).

(C) Section 7874(e)(1)(B).

(2)(A) Part I of subchapter P of chapter 1 is amended
by striking section 1201 (and by striking the item relating
to such section in the table of sections for such part).

(B) Section 12 is amended by striking paragraphs (4) and
(6), and by redesignating paragraph (5) as paragraph (4).

(C) Section 453A(c)(3) is amended by striking “or 1201
(whichever is appropriate)”.

(D) Section 527(b) is amended—

(1) by striking paragraph (2), and

(ii) by striking all that precedes
and inserting:

“(b) TAX IMPOSED.—A tax”.

(E) Sections 594(a) is amended by striking “taxes imposed
by section 11 or 1201(a)” and inserting “tax imposed by section
11”7,

(F) Section 691(c)(4) is amended by striking “1201,”.

(G) Section 801(a) is amended—

(1) by striking paragraph (2), and

(i) by striking all that precedes “is hereby imposed”
and inserting:

“(a) TAX IMPOSED.—A tax”.

(H) Section 831(e) is amended by striking paragraph (1)
and by redesignating paragraphs (2) and (3) as paragraphs
(1) and (2), respectively.

(I) Sections 832(c)(5) and 834(b)(1)(D) are each amended
by striking “sec. 1201 and following,”.

(J) Section 852(b)(3)(A) is amended by striking “section
1201(a)” and inserting “section 11(b)”.

(K) Section 857(b)(3) is amended—

(1) by striking subparagraph (A) and redesignating sub-
paragraphs (B) through (F) as subparagraphs (A) through
(E), respectively,

(i1) in subparagraph (C), as so redesignated—

(D by striking “subparagraph (A)@i)” in clause (i)

thereof and inserting “paragraph (1)”,

<

‘is hereby imposed”
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(i) the amount of the timing differences which
reverse during such period.

(C) ALTERNATIVE METHOD.—The “alternative method”
is the method in which the taxpayer—

(i) computes the excess tax reserve on all public
utility property included in the plant account on the
basis of the weighted average life or composite rate
us?id to compute depreciation for regulatory purposes,
an

(i1) reduces the excess tax reserve ratably over
the remaining regulatory life of the property.

(4) TAX INCREASED FOR NORMALIZATION VIOLATION.—If, for
any taxable year ending after the date of the enactment of
this Act, the taxpayer does not use a normalization method
of accounting for the corporate rate reductions provided in
the amendments made by this section—

(A) the taxpayer’s tax for the taxable year shall be
increased by the amount by which it reduces its excess
tax reserve more rapidly than permitted under a normaliza-
tion method of accounting, and

(B) such taxpayer shall not be treated as using a
normalization method of accounting for purposes of sub-
sections (f)(2) and (1)(9)(C) of section 168 of the Internal
Revenue Code of 1986.

— SEC. 13002. REDUCTION IN DIVIDEND RECEIVED DEDUCTIONS TO

REFLECT LOWER CORPORATE INCOME TAX RATES.

(a) DIVIDENDS RECEIVED BY CORPORATIONS.—
(1) IN GENERAL.—Section 243(a)(1) is amended by striking
“70 percent” and inserting “50 percent”.
(2) DIVIDENDS FROM 20-PERCENT OWNED CORPORATIONS.—
Section 243(c)(1) is amended—
4 (A) by striking “80 percent” and inserting “65 percent”,
an
(B) by striking “70 percent” and inserting “50 percent”.
(3) CONFORMING AMENDMENT.—The heading for section
243(c) is amended by striking “RETENTION OF 80-PERCENT DI1vI-
DEND RECEIVED DEDUCTION” and inserting “INCREASED
PERCENTAGE”.
(b) D1viDENDS RECEIVED FrROM FSC.—Section 245(c)(1)(B) is
amended—
d(1) by striking “70 percent” and inserting “50 percent”,
an
(2) by striking “80 percent” and inserting “65 percent”.
(¢) LIMITATION ON AGGREGATE AMOUNT OF DEDUCTIONS.—Sec-
tion 246(b)(3) is amended—
(1) by striking “80 percent” in subparagraph (A) and
inserting “65 percent”, and
(2) by striking “70 percent” in subparagraph (B) and
inserting “50 percent”.
(d) REDUCTION IN DEDUCTION WHERE PORTFOLIO STOCK Is
DEBT-FINANCED.—Section 246A(a)(1) is amended—
d(1) by striking “70 percent” and inserting “50 percent”,
an
(2) by striking “80 percent” and inserting “65 percent”.
(e) INCOME FROM SOURCES WITHIN THE UNITED STATES.—Sec-
tion 861(a)(2) is amended—
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(1) by striking “100/70th” and inserting “100/50th” in
subparagraph (B), and
(2) in the flush sentence at the end—
(A) by striking “100/80th” and inserting “100/65th”,
an
(B) by striking “100/70th” and inserting “100/50th”.
(f) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2017.

PART II—SMALL BUSINESS REFORMS

SEC. 13101. MODIFICATIONS OF RULES FOR EXPENSING DEPRECIABLE
BUSINESS ASSETS.

(a) INCREASE IN LIMITATION.—
(1) DOLLAR LIMITATION.—Section 179(b)(1) is amended by
striking “$500,000” and inserting “$1,000,000”.
(2) REDUCTION IN LIMITATION.—Section 179(b)(2) is
amended by striking “$2,000,000” and inserting “$2,500,000”.
(3) INFLATION ADJUSTMENTS.—
(A) IN GENERAL.—Subparagraph (A) of section
179(b)(6), as amended by section 11002(d), is amended—
(1) by striking “2015” and inserting “2018”, and
(i1) in clause (ii), by striking “calendar year 2014~
and inserting “calendar year 2017”.
(B) SPORT UTILITY VEHICLES.—Section 179(b)(6) is
amended—
(1) in subparagraph (A), by striking “paragraphs
(1) and (2)” and inserting “paragraphs (1), (2), and
(5)(A)”, and
(ii) in subparagraph (B), by inserting “($100 in
the case of any increase in the amount under para-
graph (5)(A))” after “$10,000”.
(b) SECTION 179 PROPERTY TO INCLUDE QUALIFIED REAL PRrROP-
ERTY.—
(1) IN GENERAL.—Subparagraph (B) of section 179(d)(1)
is amended to read as follows:
“(B) which is—
“(1) section 1245 property (as defined in section
1245(a)(3)), or
“(i1) at the election of the taxpayer, qualified real
property (as defined in subsection (f)), and”.
(2) QUALIFIED REAL PROPERTY DEFINED.—Subsection (f) of
section 179 is amended to read as follows:
“(f) QUALIFIED REAL PROPERTY.—For purposes of this section,
the term ‘qualified real property’ means—
“(1) any qualified improvement property described in sec-
tion 168(e)(6), and
“(2) any of the following improvements to nonresidential
real property placed in service after the date such property
was first placed in service:
“(A) Roofs.
“(B) Heating, ventilation, and air-conditioning prop-
erty.
“(C) Fire protection and alarm systems.
“(D) Security systems.”.
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Appendix B:
Notional Company Historical Financial Statements:

1998 through 2017
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Appendix C:
Notional Company Prospective Financial Statements:

2018 through 2037

Going Concern

Scenario 1: Interest Rate: Current, Patterns: Own, Tax Rate: Old
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Appendix C:
Notional Company Prospective Financial Statements:

2018 through 2037

Going Concern

Scenario 2: Interest Rate: Current, Patterns: Own, Tax Rate: New
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Appendix C:
Notional Company Prospective Financial Statements:

2018 through 2037

Going Concern

Scenario 3: Interest Rate: Current, Patterns: IRS Old Tail, Tax Rate: New
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Appendix C:
Notional Company Prospective Financial Statements:

2018 through 2037

Going Concern

Scenario 4: Interest Rate: Current, Patterns: IRS New Tail, Tax Rate: New



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes —Prov

%¥'TC %9°2¢C %8'2C %L2T %S°2C %Z'TT %6°LZ %G %0°LZ %902 Jaje|  81L0Z - 8je 0} uondaou]
%0°L€ %¥'LE %8'LE %1°2€ %¥'2E %8°2€ %C €€ %9'€€ %2 Ve %8 ¥E %9'GE J9je| B 886 - 81 0} UondadU|
%6°0C %602 %0'vC %6'€C %L€C %¥'€C %0°'€C %S'2T %S°1T %902 %0'LE [enuuy
ajey Xe] aAnoal3]
%008 %0°08 %0°08 %008 %008 %0°08 %0°08 %008 %0°08 %0°08 %0°08 oney 3y g 807
6060 6060 0160 0160 0160 0160 0160 0160 6060 6060 €160 snjding/sanesey
7090 7090 509°0 5090 7090 7090 #09'0 ¥09°'0 7090 7090 9090 snjding/wniwald UsSHUA JON
soljey |eldueuly
1¥0°202 8v0'20C §11'902 281902 162902 128'90 658'902 506902 966902 ¥,0°202 2hL 90T snjding Buipug
0 0 0 0 0 0 0 0 0 0 0 suonnquuoy |eyded
(8v0°2) (522°9) (z82°9) (262'9) (228'9) (658°9) (506°9) (966'9) (r20°2) (zv1°9) (00z'9) SpUBPIAIQ Jaployaleys
1%0'L 870, GlL'9 28L'9 16L'9 128'9 6589 506'9 966'9 ¥.0°L zrL'e poliad Joj awoou|
810202 §11'902 281'902 162902 128902 658'90C 506'902 966902 ¥.0°202 Zr1'902 002902 snjding Buiuado
snjdung
10 8%0°L GL1'9 2819 1619 1289 658'9 5069 966°9 ¥,0°L [4d%:) awoau| 38N
198°L €98°} 9€eL'e 621 vz §80'C €50'C 800'C 816°L 0es't 29.'C Xe awoou| [esapa4
Xe] |eJopa4
7168 1168 1168 116'8 1168 z16'8 z16'8 €168 7168 ¥06'8 ¥06'8 xe] aloyag (sso07) Jyoid
0 0 0 0 0 0 0 0 0 0 0 s19p|oykaljod 0} spuspiag
0 0 0 0 0 0 0 0 0 0 0 sul-a)\\ 81ebalbby
awoouj J8yio
7168 1168 1168 116'8 1168 z16'8 z16'8 €168 716'8 7068 7068 9LOOU| JUBWISAAU] JON
BWIOJU| JudWisaAuU|
0 0 0 0 0 0 0 0 0 0 0 awoou] Bunuumiapun 18N
000'52} 000'52} 000'G2L 000'G2} 000'52} 000'52Z} 000'G2L 000'G2} 000'52} 000'GeL 000'G2L suoonpaq Bunumispun [ejoL
00062 00062 00052 00062 00062 00052 00052 00062 00062 00062 000'5Z SesuadxJ [B10L
000004 000004 000°004 000004 000004 00000} 000°004 000°004 000004 00000} 000°004 paiinoul 3y g SSO7
suononpaqg Bunumiapun
000'G2) 000'G21 000°G2} 000°52} 000'G2) 000'G21 000°52} 000°52} 000'G2) 000'G2L 000°G2} wnwaid paued joN
0 0 0 0 0 0 0 0 0 0 0 wniwald pauleaun
000'5Zh 000'G2L 000'G2L 000°G24 000'5Z} 000'G2L 000°G2L 000°G24 000'5Z} 000'G2L 000°6Z) winiwald UsRUM 18N
0 0 0 0 0 0 0 0 0 0 0 wniwalid peped
000°52h 000'GeL 000'G2L 000'G24 000°52h 000'GeL 000'G2L 000°G24 000°52h 000'GeL 000'G2L wniwald paules ssoio
000°G2} 000°52Z} 00062} 000°G2} 000°G2} 000°52} 000'G2) 000°G2} 000°G2} 00062} 000°G2} wniwaid USHUAN SSOID
awosu| Buplmiapun
120C Jea) 920Z 1eaA GZ0Z 1eaA ¥20T Jesp €20C Jea 220Z Jeap 120Z JeaA 0202 JedA 610Z Jeax 810Z Jeap /10T Jeap

1 193ys
[RICIEE|
{ olleuadg - 9 xipuaddy

M3 :9)ey Xe] ‘|Ie] MON S¥| :Suiajjed ‘Juaiing :ajey }saiaju|
:0LBUdDG WIBdU0) Bulon

(s.,000 u1) Juswajelg awosu| Aioynjelg
Auedwo) jeuononN

Casualty Actuarial Society

164



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes—Prov

%L'VC %8'LC %8°LC %8°LC %6°LC %022 %0°CC %1'CC %C'CC %€'CC Jsje| @ 810z - 8ye( 0} uondaou]
%182 %9'82 %8'82 %162 %E'62 %562 %862 %1"0€ %Y"0€ %L 0€ Jaje| ’® 8861 - dje( 0} uondaou|
%01 %01 %0'LZ %0'LZ %012 %0°'1Z %0°LC %0°1LC %0'LC %0'}C |enuuy
a)ey Xe| aAlo3ay3
%008 %008 %008 %008 %008 %008 %008 %008 %008 %008 oljey 3y %9 ss07
606'0 6060 6060 6060 6060 6060 6060 6060 6060 6060 snjding/sentesay
7090 7090 7090 090 090 090 7090 7090 7090 7090 snjding/wniwald USRI 18N
soljey |eldueulq
20’202 2r0'L02 Zv0°L02 Zv0°L02 £¥0°202 £¥0°202 £¥0°202 ¥¥0°L02 S¥0°L02 9¥0°202 snjding Buipug
0 0 0 0 0 0 0 0 0 0 suonnquuo) [epded
(z+0°2) (zv0°2) (2v0°2) (ev0°2) (e%0°2) (e¥0°2) (7%0°2) (5%0°2) (9%0°2) (L¥0'2) SPUSPIAIQ Joployaieys
oL oL Zvo'L Zv0'L €v0°'L £v0°'L £v0°'L ¥¥0°'L S0°'L 9v0°'L pouad 4o} awoou|
20’202 2v0'L02 Zv0'L02 £¥0°202 £¥0°L02 £¥0°202 ¥¥0°L02 S¥0°202 9v0°202 1¥0°202 snjding Buluado
snjding
oL 2oL Zvo'L Zvo'L £v0°'L £v0°'L £v0°'L ¥0'L Sv0'L 9v0°'L awoou| 3N
T8 28 28 z.8'L 1281 1281 128'L 0.8°'L 698°L 898°L Xe | awodu| [esopay
xe] |eJapa4
16'8 16'8 16'8 16'8 16'8 716'8 716'8 716'8 716'8 716'8 xe] alojog (sso7) Jj0id
0 0 0 0 0 0 0 0 0 0 siap|oyAaljod 0} spuspiaiq
0 0 0 0 0 0 0 0 0 0 su|-ajlM spebaibby
awoou| Jayl0
716'8 716'8 716'8 716'8 716'8 716'8 716'8 716'8 716'8 716'8 BWOoU| JuslwsaAU| 18N
awoou| JUSWIISaAU|
0 0 0 0 0 0 0 0 0 0 awoou| Bunumiapun 31@N
000'szl 000'GZ) 000'sZ) 000'sZ} 000'sZ} 000'sZ} 000'sZ} 000'szZ} 000'szZ) 000'sz) suoponpaq Bugumispun [ejo L
000’62 000°S2 000°Se 000°S2 000°S2 000'S2 000°GC 000'Ge 000'6C 000'6e sosuadx3 [ejoL
000001 000001 000'00L 000'00L 000'00L 000'00L 000'00L 000'00L 000'001 000'00L paiinou| 3y B ss07
suoponpaq bunuumiapun
000'GZ) 000'GZ) 000'GZ} 000'GZ} 000'GZ} 000'6Z} 000'GZ} 000'62Z} 000'6Z} 000'Z} wniwald paules jaN
0 0 0 0 0 0 0 0 0 0 wniwald pauleaun
000°sel 000°sel 000°sel 000'sel 000'sel 000'sel 000'sel 000°'scl 000'scl 000°'sCl wniwald UshLAA JON
0 0 0 0 0 0 0 0 0 0 wniwald papay
000°s2l 000's2l 000'sel 000'sel 000'szl 000'szl 000'sel 000'sel 000'sel 000°'sel wnjwsald psuie3 ssoin
000'G2) 000'GZ) 000'GZ} 000'GZ} 000'GZ} 000'6Z} 000'GZ} 000'6Z} 000'6Z} 000'6Z} wniwald USHUAN SS0ID
awoou| Bupmiapun
/€0C 1BOA 9€0C JB9A GEOT 1A 7€0C JB9A €€0C 189 2€0C 1eaA 1€0Z 1B9A 0€0Z 1e9A 6202 19 820C 1B9A

1 J99ys
L Hayx3
{ oleuasg - 9 xipuaddy

MO :9)ey Xe] ‘[1e] MON SY| :Suidjjed ualing :ajey }saialu|
:011eU32G UIaduU0) Bulog

(5,000 u1) Juswajelg awoou| A1ojnjelg
Auedwo) jeuonoN

165

Casualty Actuarial Society



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes —Prov

71116 LLL'26E LLL'26E LLL'26E LLL'L6E [A1¥133 zLLi6g €116 71116 ¥01°26€ ¥01°L6€ |eyide) @ sanijiqer |ejoL
1%0°202 810°20C 6/1'902 28.'902 161'902 128'902 658'902 506902 966902 7.0°20T Zr1'902 lende [ejoL
8yLLLL 10L°0Z) €50°€9L 8/2°9G1 96161 669°CYL 2.8°SEL €10°62) 801 cz) AT 8€0°801 SPUBPIAI] 18P|OYaIeYS O} 10ld SBullIe] paulelay
(L0L0LL) (€50°€91) (822'951) (967°6%1) (669°2¥1) (zL8's€l) (er0'621) (8oL'zzel) (@LL'gLL) (8e0°801) (968°1L01) SpuapIAI] Joployaleys
0 0 0 0 0 0 0 0 0 0 0 ul pled [eyded
000°002 000°002 000002 000°002 000°002 000°002 000002 000002 000002 000°002 000002 [ende) [emu|
leyded
190°06) £90°06) 9€€°061 62€°06L 71€°06) S82°061 £52°06L 802°06L 811°06) 0£0°061 296'06L saniliger |ejoL
0 0 0 0 0 0 0 0 0 0 0 predun @ paIe|oaq SPUBPIAIQ 18pjoukdlod
0 0 0 0 0 0 0 0 0 0 0 9AI9SSY WNWald pauIeaun
198°L £98°L 9€eL'T 62L°C yLL'T $80°C £50°C 800°C 816l 0£8°L 29.°C a|qehed sexe | swoou| [esepa4
0 0 0 0 0 0 0 0 0 0 0 wwwcmaxu panIddYy m_nm>mn_ SJUNOJJY
00Z'88}4 00Z'88L 002'88L 00Z'88L 00Z'881 00Z'88L 00Z'88L 00Z'88L 00Z'881 00Z'88L 00Z'88L amiesay v 9 $S07 BuipuelsinO
sapljiqer]
vLLL6€ LLL26E LLL26E LLL°26E L1L'26E zLLi68 zLLiL6g £L1°26g vLL'26E ¥0L°26€ ¥0L°26€ sjessy [gjoL
0 0 0 0 0 0 0 0 0 0 0 nboy pausjeq
0 0 0 0 0 0 0 0 0 0 0 S9Xe| awodu| |elapa4 pallajeg
0 0 0 0 0 0 0 0 0 0 0 SUO1JO8]|0D JO BSINOD Ul JBYIO B SWNIWald
0 0 0 0 0 0 0 0 0 0 0 upaID 4o Jopen
vLLL6€ LLLL6e LLLz6e LLL26E LLLL6E zLLL6e zhLL6€ €L126€ vLLL6€ v0l°L6€ ¥01°26€ sjessy pejseu| g yseo
sjossy
/20T Jesx 920 Jea GZ0Z JeaA 720z JeaA €20C JeaA 220T Jedp 120Z Jeax 020z JeaA 6102 JeaA 810C 1B9A /102 B9

Zi9dys
1 uqyxg
{ olleuads - 9 xipuaddy

M3 :9)ey Xe] ‘le] MaN Sy :Suiajjed ‘Juaing :ajey }saiaju|
:011BU3DS UIBdU0) Bulon

(5,000 u1) 323yg @duejeg Aiojnjels
Kuedwo) jeuonjoN

Casualty Actuarial Society

166



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes—Prov

vL1'26€ viLL'26€ vlL'26€ vlL'26€ vlL'26€ viL'26€ vlL'268 viLL6€ vL1'26€ viL 268 leyded g sanijiqer [eyol
Zv0'L02 Zv0'L02 Zr0'202 Zr0°'202 £10°202 £40°202 £40°202 740202 S0°'202 9v0°'202 lende9 [ejoL
08S'.17C 8E5°07C 967'€€C ¥S¥'922 ZLr6le 69€T1IT 92€'502 €82°861 6EC16) 76178l SPUSPIAIQ Jap|oyaieys 0} Jolid sbulute3 paulelay
(8es'0v2) (96%'€€2) (¥S¥'9z2) (z1¥'612) (69g'212) (9z¢'502) (e8z'861) (6€2'161) (¥61'781) (8v1°LL1) SpuaplAIq] Japjoyaleys
0 0 0 0 0 0 0 0 0 0 ur pied [eyded
000002 000002 000002 000002 000002 000°002 000°002 000002 000°002 000°002 |exdeD (eniy|
leyded
2.0'06) 2.0'06) 2.0'06) 2.0'06) 12006} 120'061 120'06) 04006} 69006} 89006} saniliqer [ejoL
0 0 0 0 0 0 0 0 0 0 predun g paiejoaq spuaplAIg Jop|oyAdljod
0 0 0 0 0 0 0 0 0 0 BAIasSaY wniwald paulesun
T8 TL8') zL8') TL8') 1281 1281 1281 0.8'} 698°L 898°L a|qefed soxe | awoou| [esepay
0 0 0 0 0 0 0 0 0 0 sasuadxg panooy ¥ a|qeded sjunoooy
00z'88) 00z'88) 00z'88) 00z'88) 00z'88} 00z'88} 00z'88} 00z'88) 00z‘881 00z'88) anI9saY Jv7 B 507 Bulpuelsino
sanljiqer]
¥11'26€ ¥11'26€ ¥L1°L6€ 7l1'26€ 711268 vl1'26€ vl1268 vl1268 vl1268 vl126€ sjessy [ejo L
0 0 0 0 0 0 0 0 0 0 S}S0Q uonIsINboy pausjeq
0 0 0 0 0 0 0 0 0 0 Sexe| awoou| [e1epa4 palsjeQ
0 0 0 0 0 0 0 0 0 0 SUOI}O3||0D JO 8SINOY Ul JBYIO B SWNiwdid
0 0 0 0 0 0 0 0 0 0 1pa1D Jo Jepe
¥L1'26€ vL1'26€ vl1'26€ vlLL'26€ vlL'26€ viL'268 vL1'26€ vL1'26€ vL1'26€ vL1'26€ S}ossy pajsanu| g yseo
sjassy
JIAEN 9€0Z Jeax GEOZ Jed ¥E€0Z Jeax €€0Z Jeax Z€0Z 1ea 1€0Z 1A 0€0z 1ea 6202 1ea 8202 1eaA

Z199dys
L Hayx3
{ olleuadg - 9 xipuaddy

MaN :9)ey Xe] ‘|[le] MaN S¥| suldjjed ‘Juaning :ajey }salaju|
:011BU3S UJd2U0) Bulon

(s,000 ) 309ys @duejeg Aiojnjelg
Auedwo) jeuonoN

167

Casualty Actuarial Society



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes —Prov

(€2) +(02) + (G1) =

(52) + (22) + (p1) + () =

(L2)
(92)
K(

gL 1 (p2) x (€2) x (2) = (G2)
(@) xlz1 /(12 x(02) = (z2)
(61) +(81) + (21) + (91) = :(02)
(1) +(2) = «(s1)
(€1) +(01) = (p1)
@ xlzr/@Ix() = (g1)
(8) Joud = (}1)
@) xlzL/(e1x(2) = :(01)
(2)-(9)= «(8)
(9)x(g) = (2)
Lr@x@x()= ()
IS9JON
yLLL6E LLL26E LLL'L6E LLL'L6E LLL'L6E zLLiL6e ZLL'L6e €LL6¢ yLLL6E ¥01°L6€ v0L°26€ S}OSSY pajsaAu| |ejo |
0 0 0 0 0 0 0 0 0 0 0 sjuawisnlpy Joyio (62)
870, SLL'9 28L'9 16L'9 128'9 6589 5069 966'9 v20'L ZrL'e 002'9 pled spuspinid (82)
(€98°1) (9g1°2) (621°2) (7112 (580°2) (€50°2) (800°2) (816°1) (0e8‘1) (z9.2) (502°2) yse9 1eN (L2)
7168 116'8 116'8 1168 1168 z16'8 216'8 €16'8 7168 706'8 7068 awoou| Jusunsaau| [ejoL (92)
S}9SSY ' 9WOdU| JUBW)SAAU| |ejo |
0 0 0 0 0 0 0 0 0 0 0 (07 40 UlED) BWODU| JUBWISBAU| JOUIO (52)
09 09 09 09 09 09 09 09 09 09 09 PI9H SUIUOIN 4O JaquinN ()
0 0 0 0 0 0 0 0 0 0 0 1S8AU| 0} SUOINGLILOD JBYIO (£2)
(Lzv'L) (0et'1) (oet'L) (oet'1) (0et'L) (62%°1) (62t'1) (82t'1) (Lzv')) (Lev'1) (Le¥'1) (8507 Jo UlED) BWOOU| JUBWISAAU] (22)
09 09 09 09 09 09 09 09 09 09 09 PISH 10N SUIUO Jo JoquinN 8beseny (12)
(e98'9z1) (9gL22L) (621°L2L) (rLLLeL) (g80°221) (es0°2zL) (800°221) (816'921) (0g8'9z1) (z92°221) (s0z°2z) yse9 Jayio [ejol (02)
0 0 0 0 0 0 0 0 0 0 0 3s8AU| 0} suonnquiuoY [eyded (61)
(€98°1) (9€1°2) (621°2) (7112 (580°2) (€50°2) (800°2) (816°1) (0gs't) (292°2) (502°2) Jed\ Jolid 10} xe | [esopad (1)
(000°001) (000°0014) (000°0014) (000°001) (000°001) (000°0014) (000°0014) (000°001) (000'0014) (000°0014) (000°0014) 3V 8 ss07 pred (1)
(000°52) (000°52) (000°52) (000°52) (000°52) (000°52) (000°52) (000'52) (000°52) (000°52) (000°52) sasuadx3 (91)
(+) up 10 (-) INO ysey 18yY10
000°6Z) 000°5ZL 000°6ZL 000°6Z1 00062} 000°5ZL 000°6ZL 000°6Z1 00062} 000°5ZL 000°6ZL Jea Buung payos)io) wniwaid (S1)
90v'L 90¥'L 90v'L 90t'L 90v'L 90¥'L 90v'L 90v'L 90v'L 90v'L 90v'L SWOoU| JUBW)SAAU] [B10] ($1)
0 0 0 0 0 0 0 0 0 0 0 awoou| Jusuwisaau (€1)
09 09 09 09 09 09 09 09 09 09 09 PISH SUIUON JO JaquinN abeleny (z1)
0 0 0 0 0 0 0 0 0 0 0 JBBA IOl WOl wniwald pejodloD (1)
90¥'L 90v'L 90v'L 90v'L 90¥'L 90v'L 90t'L 90¥'L 90¥'L 90¥'L 90v'L awoou| Juswisaul (1)
09 09 09 09 09 09 09 09 09 09 09 PloH SUIUOI Jo JequinN abelaAy (6)
0 0 0 0 0 0 0 0 0 0 0 winiwaid pajos|jooun (8)
000°6ZL 000°6Z) 00062} 000°6ZL 000°6ZL 000°6Z) 00062} 000°6ZL 000°6ZL 000°6Z) 00062} wniwald pejos|io (£)
%001 %0014 %001 %001 %001 %001} %00} %001 %001 %0014 %001 Jed JuaLINg Ul pajos||00 % (9)
000'G2L 000°6Z1 000°6Z) 00062} 000°6ZL 000°6Z) 000621 00062} 000°6ZL 000°6Z) 00062} winiwald USRUAA 18N ()
wniwsald pajo9||0o)
GE6'8 GE6'8 Ge6's Ge6's GE6'8 GE6'8 Ge6's GE6'8 GE6'8 Ge6'8 Ge6's aWooU| JuBWISaAU| (1)
0zl 0zl 0zk 0zl 0zl 0zl 0zk 0zl 0zl 0zl (x4 PISH SUIUON J0 JaquinN ebelaAy (g)
%STT %SCT %STT %STT %STT %STT %STT %ST'T %STT %STT %STT Sjossy Jo plalA abesony (z)
LLLL6E LLLL6E LLLiL6E LLL'26E zLLiL6e [V €LL°26¢ vLL°L6E ¥0L°26€ y0L°L6€ S0L°26€ sjessy pajsau| buiels (1)
S)}assy pajsaAu|
EAEEN 920¢ JeaA GZ0Z 1B9A ¥202 1B9A €202 B9 220C JB9A 1202 Jeap 0202 1B9A 6102 1B9A 810¢ /B9 2102 1B9A
MBN :3jey Xe] ‘|le] MaN S¥| :suidjjed ‘Juaiin) :ajey }sasaju|
:0l1eU3dg uI192u0) Bulon
€ J99ys (s.000 u1) suone|Nd|E BWOIU| JUIWISIAU|
1 HqIyx3g Kuedwo9 jeuonoN

v oz.m:wow - 0 xipuaddy

Casualty Actuarial Society

168



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes—Prov

(€2) + (02) + (51) = :(L2)
(G2) +(22) + (¥1) + (¥) = (92)
[ 1 (¥l x(€2) x (2) = (S2)
(@) x[zL /(12 x(02) = (c2)
(61) +(81) + (1) +(91) = :(02)
(L) +(2) = (s1)
(e1) +(0L) = :p1)
@ xlzL/(@x (L) = (g1)
(8) Joud = :(11)
(@ x[zL/(8)1x(2) = :(01)
(2)-(g) = «(8)
(9)x(g) = ()
L/@lx@x0)= ()
'SSJON
rl1'26€ viL'26€ riL26€ riL',6€ riL 268 rLLL6€ vLLL6€ 7L1'26€ 71L1'26€ ¥L1'26€ S}assy pajsanu] [ejo L
0 0 0 0 0 0 0 0 0 0 sjuswsnlpy Jouio (62)
oL oL oL €40°L €0°L €0°L 0L Gb0'L 9v0°'L 1v0°L pred spuapiaid (82)
(z28'1) (zL8°)) (zL8°1) (128°1) (128°1) (128°1) (0£8°1) (698°1) (898°1) (298°1) yseQ 19N (L2)
7168 7168 7168 7168 7168 7168 7168 7168 7168 7168 aLwoou| JuswysaAy| [ejo] (92)
S)9SSY % 9WOdU| JUSWISAAU| [B}O |
0 0 0 0 0 0 0 0 0 0 (507 40 UeD) BWODU| JUBUISBAU| JBYO (G2)
09 09 09 09 09 09 09 09 09 09 PleH SYUOW 40 JaquinN (+2)
0 0 0 0 0 0 0 0 0 0 1S8AU 0} SUORNGHIU0D JBUIO (£2)
(Lev')) (L2v')) (L2v')) (L2y')) (Ley')) (Lev'L) (Lev'L) (Lev'L) (Lev')) (Lev')) (ss07 Jo ulen) swoou| Juswisaau| (¢z)
09 09 09 09 09 09 09 09 09 09 PleH 10N SYIUO J0 JaquinN ebelany (1.2)
(z28'921) (z28'9z1) (z28'9z1) (128'92)) (128'92)) (128'92)) (028'921) (698°921) (898°'9z1) (298°921) yse9 Jayio 18101 (02)
0 0 0 0 0 0 0 0 0 0 1s9AU 0} suonnquod eded (61)
(zL8'1) (zL8'1) (z8'1) (128'1) (128'1) (1L28'1) (028°1) (698°1) (898°1) (298°1) lea\ Jold Joj xe] |esepad (81)
(000°001) (000‘001) (000‘001) (000'001) (000'001) (000'001) (000°001) (000°001) (000°001) (000°001) 3V 8 sso pled (1)
(000'62) (000°'52) (000°52) (000°52) (000°52) (000°52) (000°52) (000°52) (000°G2) (000°G2) sasuadx3 (91)
(+) uy 40 (<) IO yse9 JoYIO
000'G2} 000'G2} 000'G2) 000'G2) 000'G2h 000'GZ) 000'GZ} 000'GZ} 00062} 000'GZ} Jea Buung pejos|jo) wniwaid (G1)
90v'L 90v'L 90v'L 90v'L 90v'L 90v‘L 90v'L 90v'L 90v'L 90v'L aWodU| JudLsaAU| [ejo] (1)
0 0 0 0 0 0 0 0 0 0 awoou| Juswyseny] (g)
09 09 09 09 09 09 09 09 09 09 PloH SUIUO Jo JaquinN abelsAy (Z1)
0 0 0 0 0 0 0 0 0 0 Jea\ Joud wouy wniwaid peyos|jo) (1 1)
90%'L 907’} 90%'L 90%'L 901 901 901 90 90¥'L 90%'L awoou| Juswisenu] (01)
09 09 09 09 09 09 09 09 09 09 PIoH SUIUO JO JaquinN abeIsAY (6)
0 0 0 0 0 0 0 0 0 0 wniwald payos|jooun (g)
000'GZ} 000'GZ} 000'GZ} 000'G2) 000'Ge) 000'G2h 000'GZ) 00062} 00062} 00062} wniwaid psyos|09 (2)
%001 %001 %001 %001 %001 %001 %001 %001 %001 %001 1ed A Jualng ul pajos)||0) % (9)
000'GZ} 000'G2} 000'GZ} 000'G2} 000'G2} 000°G2} 000°GZ} 000°GZ} 000'GZ} 00062} winjwiaid UsHH 18N (S)
wniwald pajo9d||o0)
GE6'8 GE6'8 GE6'8 5€6'8 GE6'8 GE6'8 GE6'8 GE6'8 GE6'8 GE6'8 awoou| Juswiseau (f)
0zl 0zl 0zl 0zl 0zl ozl ozl 0zl 0zl 0zl PIoH SUIUO JO JaquinN abeloAy (g)
%ST'T %S2T'T %S2T'T %S2'T %S2'T %S2'T %S2'T %S2'T %SZ'T %SZ'T S}ossy Jo pIoIA abesony ()
vLLL6€ vLLL6€ viL'268 viL268 viL268 viL268 viL268 ¥L1'26€ ¥L1'26€ ¥1L1'26€ sjessy pajsenul Buiels (1)
S)aSSY pajsaAu|
1€0Z Jea 9€02 1eax GEOZ JeaA ¥€0Z Jea ZEN 260 1o 1€0Z JeaA 0€0Z 1edA 6202 JeoA 820C Jedx
M3 :3)ey xe| u__m._. M3N S¥| :suid)jed 3:&.::0 19)ey }salau|
10LIeUdIG UIddU0) m:_Omv
€ lo9ys Aw.coo :_v suolje|ndjed awodu| Juswisanu|
1L Naquyx3 Auedwo) jeuonoN

¢ olleudas - 9 xipuaddy

169

Casualty Actuarial Society



Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

%80 %60 %0°L %0'C %0'€ %0°'S %06 %0°LL %G'TE %592 uiayed noked

ozl 801 96 ¥8 cL 09 8y 9¢ 144 4

UYL JBBA Ul PBJO3J|0D WNIWdld JO Juadidd %001
jdwoex3 (14 ON
(y01d J0 Jud2I8d) SPUSPINIA %0°00L

%S2'T %S2T %S2T %S2'T %S2°T %S2TT %S2'T %S2'T %S2T %S2TT obesony

%STC %52 T %SC T %ST T %STC %S T %ST T %ST T %52 T %SC T spuog d|qexe_ -

%051 %051 %05°L %0G'L %051 %09} %05'L %051 %051 %09°L spuog jdwex3-xe] -

%000 %000 %000 %000 %000 %000 %000 %000 %000 %000 UseD - SJUBUISBAU| UO UINBY

00G°} 005°} 005°} 0051 005°} 005°} 0051 005'} 005'} 005°} peaids pIBIA dAeIRY

000°} 000°} 000} 000°} 000°} 000°} 000} 000} 000°} 000} 1ejo.L

000°} 000°L 000} 000} 000°} 000} 000} 000°} 000°L 000} spuog a|qexe] -

0000 0000 0000 0000 0000 0000 0000 0000 0000 0000 spuog jdwax3-xe] -

0000 0000 0000 0000 0000 0000 0000 0000 0000 0000 UyseQ - UOIeDO|lY JusLUISaAU|
snoaue||aosI

0 0 0 0 0 0 0 0 0 0 suonnquiuo) |ended [euonppy

y0L'26€ sjessy pajsanu| |

0 1palD Jo Jepa |
suonnquiuoy [epded

000°sZ 00052 000'6Z 000°sC 000°sZ 00062 000'6Z 000°sC 000'sZ 00062 000'6Z sasuadx3 |ejo)
000°00} 000°00} 000°00L 000°00} 000°00} 000°004 000°00L 000°00} 000°00} 000°00} 000°00L 3V 8 SSOT paunouy]
%008 %008 %008 %008 %008 %008 %008 %008 %008 %008 %008 oney 3y 8 sso7 papadxy

3y ® SSO7 paiinou|

000°'sz} 000°GZL 000Gzt 000'szZh 000°'sz} 000°GZL 000Gzt 000'szh 000°'szh 000°GZL 000Gzt paule3 joN
%000} %000} %000} %000} %000} %000} %000} %0001 %000} %000} %0004 abejusoiad Buuies
000'szh 000z} 000'6Z1L 000°sZh 000'szZh 000°'sZ} 000°GZL 000°sZh 000'szZh 000°'sZ} 000°GZL USHUM 18N
0 0 0 0 0 0 0 0 0 0 0 papa sieys ejonp B Ss80X3

papa) Juadiad aleys ejond
0 0 0 0 0 0 0 0 0 0 goueInsuley a)ebalbby @ sseoxg
000'Gz} 000°GZl 000°GZ1 000Gz} 000'Gz} 000°GZl 000°GZ1 000'GZL 000'Gzl 000°GZl 000°GZ1L USRI SS01D

wnjwaid

PRAVALEIN 920¢ 1edA G20z Jedx ¥20¢ 1edax €202 1edA [44ALEN 120¢ JedA 0202 1edax 610¢C 189\ 810¢C 1edA PAYVARLEIN

MO :3)ey Xe] ‘[le] MaN Sy :Sulajjed ‘Juaing :ajey jsaiaju|
oLIeUdDS UIadU09 Bulog

¥ 199ys (s.000 u1) suondwnssy pue ejeq jo Arewwng
Auedwo) jeuonon

Casualty Actuarial Society

170



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes—Prov

%20 %€0 %S0 %90 %.2°0 ulajed noked
08l 891 961 vl el

%E'C %SZ'C %S2'C %SZ'C %S2'C %S2'C %S2'C %S2'C %SZ'C %SZC abelony

%ET %SZT'C %SZ'C %S2'C %SZ'C %S2'C %S2'C %S2C %S2'C %S2C spuog 9|gexe] -

%S’ %081 %08G" L %08’ L %08S" L %08G" L %08G" L %08G" L %08G" | %08G" | spuog jdwex3-xe] -

%0°0 %00°0 %00°0 %00°0 %00°0 %00°0 %00°0 %00°0 %00°0 %00°0 YseQ - sjusu}seAu| uo uinsy
00S'L 00g’L 00g’L 00S'L 005} 00S'}L 005} 00S'}L 00S°} 00S°} peaids pIaIA aAnejoYy
000°L 000°L 000'L 000'L 000} 000} 000} 000} 000'} 000°} 1ejoL
000°L 000°L 000°L 000°L 000} 000} 000} 000} 000°} 000°} spuog 8|qexe] -

0000 0000 0000 0000 0000 0000 0000 0000 0000 0000 spuog jdwiex3-xe] -
0000 0000 0000 0000 0000 0000 0000 0000 0000 0000 YseD - UORedO||Y Juswisaau|
shoaue||99SIN
0 0 0 0 0 0 0 0 0 0 suonnquoY [ejde) [euonippy
S}ossy pajsaAU| [eniu)
}pa1D 0 JopeT [eniu]
suoljnqujuo) _N«_A_NO
000'GZ 000'GZ 000's2 000'GZ 00062 00062 000'G2 000'S2 000'S2 000'GZ sasuadx3 |ejo)
000°00L 000°00L 000°00L 000°00L 000°00L 000°00} 000°001 000°001 000°001 000°00L 3V @ $S07 paunau]

%008 %008 %008 %0°08 %0°08 %0°08 %0°08 %0°08 %0°08 %0°08 oney Jv1 g ss07 pajoadxy

v @ SSOT pasindauj
000°G2L 000°G2L 000°G2L 000°'sZL 000'S2L 000'GZl 000'GZ} 000'Gzl 000'GZlL 000'GzlL psuies joN

%0°00} %0°00} %0°00} %0°00} %0°00} %000} %0°001 %0001} %0°001 %0°001 abejusdsed buiuies
000'sClL 000'SCL 000'sCL 000°'sCL 000°'6ZL 000°'GZL 000°sel 000°sel 000°selL 000°sel UsplIM 18N
0 0 0 0 0 0 0 0 0 0 papa) dieys ejonp g Ss99X3

papa) Jusdlad a1eys ejonp

0 0 0 0 0 0 0 0 0 0 aoueINsuley a)ebalbby ¥ ssaox3
000°GZL 000°G2L 000°S2L 000°G2L 000°SCL 000°SCL 000'GZl 000'GZl 000'GZl 000'GzlL USRI sS0ID

wnjwalid
1€0¢ 189X 9€0¢ 1edA GE0C 189N €0C 189X €€0C 1BdA 2€0C 1BdA L€0C JBdA 0€0C 1BdA 6202 1ed9A 820¢ 1edA
M3 :9)ey Xe] {|le] MaN S¥| :suldjied ‘Juaiing :ajey }salaju|
oLIeUddS u1aduo) bulog
¥ 199ys (s.000 ui) suondwnssy pue ejeq jo Azewwng
1 nayx3 Auedwo) [euonoN

¢ oleUdDS - J Xipuaddy

171

Casualty Actuarial Society



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes —Prov

(9) x(g) =

Xe} awooul aje10di09 pue Amv uo paseg

W+ +@+0)=

€199y8 ‘Z 1qiux3

7199US ‘| NGIYX3 pue | Jo8ys ‘| UqIyx3 9eg

(%0°G2) x (swoou] Jsaaul) X [(PIBIA 1988y obeIaNY) / (S19SSY JO % Jdwexd) X (PIaIA Jdwex3 xey)] - =

(2)
(9)
(g)
(v

(2)

1 199ys ‘L ) (e)'(1)
'S9JION
9z9'0L
:LLILE/ZL ¥e LI £1.0Z 0} enp 8buey)
¥€9'6/ 19211 ¥06'GL 89/'¢/ 6€9°'LL 62569 ovy'L9 18€'69 6.£'€9 L9Y°19 €965 Xe] aAneInwny
198°L €98°) 9€1'C 62L'C 14 §80'C €50'C 800'C 816'l 0€8°} 29.'C xe] |esapa{ Bunnsay
VN VN VYN VN VN VN VN WN VN VN 629l Xe | wnwiuly eAeussiy (01)
VN VN VN WN VN VN VN WN VN VN €218 BWOoU| Xe ] WNWIUI SABEWSYY (6)
VN VYN VN VN VN VN VN VYN VN VN rAN:] (7)) +(€)+ (1) =(8)
Xe] wnuwiuly aAljeuIs)y
198°L €98°} 9€L'T 621 riLe $80°C €50'C 800'C 816°L 0€es’L 29.'C xe] Aieupio (2)
%0712 %0°1Z %012 %012 %0°12 %0°1Z %012 %012 %0°12 %0°1Z %0°v€ eey xel (9)
2688 0/8'8 €LL0L 6EL'0L ¥90'01 626'6 G116 €956 €€L'6 G118 €218 awoou| a|qexe ] Areulpio (§)
8z¢’l 8z¢'l 8z¢'l 8z¢€‘l 8z¢'l 8z¢'l 8z¢€‘l 8z¢e‘l 114 £10Z 03 enp 8buey Jo uoneziowy (gy)
(z2) (1¥) (99) (1o1) (G21) (z1e) (99v) (829) (60L°1) (216°1) (182) sanIasay $S07 Jo Bununoosig (V)
0 0 0 0 0 0 0 0 0 0 0 wniwald pauleaun ul 8bueyd %0z (€)
0 0 0 0 0 0 0 0 0 0 0 awoou| Juswysaaul Jdwex3 xe (2)
7168 1168 1168 116'8 1168 z16'8 z16'8 €168 7168 ¥06'8 ¥06'8 xe] ai0eg (ssoT) oud (1)
xe] AteuipiQ
120C Jea) 920 1eap GZ0Z 1eap ¥20Z Jeap €20C Jeap 220Z Jeap 120Z Jeap 020z 1edaA 610C Jea 810Z Jeap £10Z Jeap
MO :9)ey Xe] {|le] MON S¥| :Suldjjed jualing :ajey }saloju|
:0lIBUSDS UI92U0) Bulon
| 199ys (s.000 u1) suone|nNd|e) Xe | dWodUu| [eJapay
4 uyx3 Auedwo? jeuonjoN

v o_h.m:wom - 9 xipuaddy

Casualty Actuarial Society

172



Property and Casualty Insurers

ing

Affect

isions

Federal Income Taxes—Prov

(9)x(g) = ()
Xe} awoou] ayesodiod pue (g) uo paseg :(9)
(B +(©)+@+0)= (9
€109ys ‘z Haux3 :(y)
7199yS ‘| HQIYX3 pue | 198Ys ‘| JIqIyx3 995
(%0°G2) x (swoou| ‘}1saAu)) X [(pIBIA 10s8Y 8beISNAY) / (S}oSSY 4O % dwax3) X (plaIA Jdwex3 xel)] - = :(z)
1 393ys ‘| uquux3 :(g)(1)
'SBJON
92901
“LL/VE/Z) ¥e 1114 £10Z o) enp sbueyd
Tre's6 0.¥'96 86576 92,26 75806 £86'88 zLL.8 1¥2's8 12£'€8 205°18 Xe| aAne|nwny
z8°'L zL8°) zL8') zL8°) 1281 1281 1281 0.8°L 698°L 898°L xe| |esopag Bunnsay
WN WN WN VN VN VN VN VN VN VN Xe| wnuwiuly dAReussyy (1)
VYN WN WN VN VN VN VN VN VN VYN aLWooU| Xe | WnuWiulN dAReuIs)Y (6)
WN WN WN N WN 7\ VN VN VN VN (7) +(e)+ (1) =(8)
Xe] wnuwiuly dAjeud)y
z8°')L T8 zL8°) zL8') 128°) 1281 1281 0.8°L 698'L 898°L xe| Areuipio (2)
%012 %012 %0°12 %0°12 %012 %012 %012 %012 %012 %012 ajey xeL (9)
9168 z16'8 €168 7168 0168 0168 1068 906'8 1068 968'8 awoou| ajqexe | AreulpiQ (g)
114 210z 0} enp 8buey) jo uonezipowy (gi)
z (2) (1) 0 (v) (¥) (2) (8) (€1) (81) SaAI9saY $SOT Jo Bununoosiqg (v)
0 0 0 0 0 0 0 0 0 0 wniwald pauseaun ut 8bueyd %0z (€)
0 0 0 0 0 0 0 0 0 0 awoou| juswisenu] Jdwex3 xe (z)
7168 7168 7168 7168 7168 7168 7168 7168 7168 7168 Xe | ai0jog (ss07) oid (1)
xe] AreuipiQ
JIAEIN 9€0Z Jedx GE0T Jedx ¥€0Z J1edx €€0Z Jeax Z€0Z 1ea 1€0Z 1eaA 0€0Z 1eaA 6202 1eaA 8202 1o
M3 :9)ey xe] {|le] MaN S¥| :suiajjed fjuain) :ajey jsaiaju|
:01BUSS UI92U0) Bulon
1 199yg (s.000 u1) suonendje) xe| awodUu| |e1apay
Zuaqyx3 Auedwo) euonoN

{ oleuasg - H xipuaddy

173

Casualty Actuarial Society



009°} 00€'C 0oL'e 000y 000'S 000°L 000°0L 000°SL 000'2 000°L¥ 00S'€L [ejoL

009 004 008 006 000°} 0002 000'€ 000G 000'6 000°ZL 005°2€ L10C
00S 009 004 008 006 000'k 0002 000'€ 000'S 0006 000°ZL 910¢
00€ 008 009 004 008 006 000°} 000 000°¢ 000'S 000'6 §L0C
00C 00€ 00S 009 00£ 008 006 000°}L 0002 000°€ 000'S 102
00¢ 00€ 008 009 004 008 006 000k 0002 000'€ €10c
002 00€ 005 009 004 008 006 000'k 0002 cLoe
002 00€ 008 009 002 008 006 000°} 1102
00¢ 00¢€ 00S 009 00£ 008 006 0L0c
00¢ 00€ 005 009 004 008 600C
002 00€ 00S 009 004 800C
002 00€ 008 009 1002
00¢ 00€ 005 900C
00¢ 00€ §00¢
0 002 002

Ooocoocoocoooooo
ocoocococooooo
oOoocoocooooo

0002
6661
8661

8202 1202 44 §z02 v20e €202 2202 1202 0202 6102 810z BEIN
uspIOY

00¥'86 00£'26 00696 000'96 000°56 000'c6 000°06 000's8 00092 000'65 005'92 lejol

00592 8202
005°2€ 00592 Leoe
000°ZL 0052 005'92 920C
000'6 000°ZL 005°2€ 00592 erdu4
000's 000'6 000°ZL 00s°ze 00592 20C
000'€ 000G 000'6 000°ZL 005°2€ 005'92 prdi4
0002 000°€ 000'S 0006 000°ZL 005°2€ 00592 fadir4
000'} 000 000'€ 000G 000'6 000°2L 00S°z€ 005'92 Lcoe
006 000°} 000 000‘€ 000'S 000'6 000°LL 00S'ze 00592 0202
008 006 000'} 0002 000'€ 000G 000'6 000°Z} 005°2€ 005'92 610C
004 008 006 000'}L 000'2 000'€ 000'S 000'6 000°ZL 005°2€ 005'92 810¢

Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

8202 1202 9202 5202 v202 €202 2202 1202 0202 6102 8102 [N
U8pIodY

Jea\ JuswAed MON :9)ey Xe] {[le] MaN S¥| :Suldjjed ‘Juaiing :ajey jsaialu]
:01IeUddS uIa2U0) Bulon

zi9dys (5,000 u1) 3V '8 S50 10N Jo Inohed pajewnisy
2 Nqiyx3g Auedwo) |euonoN
¢ olleuasg - 9 xipuaddy

Casualty Actuarial Society

174



ons Affecting Property and Casualty Insurers

Federal Income Taxes—Prov

00Z'88L 0 0 0 0 0 0 002 005 000°} 1ejoL
00S°€L 0 0 0 0 0 0 002 00¢€ 005 1102
000°L¥ 0 0 0 0 0 0 0 002 00¢€ 9102
000'vC 0 0 0 0 0 0 0 0 00z S102
000°'S} 0 0 0 0 0 0 0 0 0 102
000°0} 0 0 0 0 0 0 0 0 0 €102
000°Z 0 0 0 0 0 0 0 0 0 cLoe
000'S 0 0 0 0 0 0 0 0 0 Loz
000y 0 0 0 0 0 0 0 0 0 0Loz
ooL'e 0 0 0 0 0 0 0 0 0 6002
00€C 0 0 0 0 0 0 0 0 0 8002
009°} 0 0 0 0 0 0 0 0 0 1002
000°} 0 0 0 0 0 0 0 0 0 9002
00S 0 0 0 0 0 0 0 0 0 §002
002 0 0 0 0 0 0 0 0 0 002
0 €002
0 2002
0 1002
0 0002
0 6661
0 8661
el 1€0¢ 9€0C S€0¢ ¥€0C £€0¢ 2e0e L€0c 0€0¢ 6202 BESN
JuapIooy
008°118°L 000'00} 000°004 000°00} 000°00L 000°00}L 000°00} 008'66 00S'66 000'66 1ejol
00592 00S'92 1€02
00065 00S'2€ 005'92 9€02
00092 000°ZL 00s°ze 00592 €02
00068 000'6 000°LL 00S'z€ 00S'92 €02
00006 000'S 000'6 000°ZL 00S'2€ 00592 £€02
0006 000‘¢ 000'S 0006 000°ZL 006°2¢ 00S'92 €02
00056 0002 000°¢ 000'G 000'6 000°ZL 00S'z€ 005'92 L€0Z
00096 000°} 000 000°€ 000'S 0006 000°ZL 00S'2€ 00S'92 0€02
006'96 006 000} 0002 000'¢ 000°G 000'6 000°ZL 005°2€ 00S'92 6202
00.'26 008 006 000°'L 0002 000°¢ 000'G 000'6 000°ZL 00S'2€ 8202
00%'86 00£ 008 006 000} 000 000°€ 000'S 0006 000°ZL 1202
000'66 009 002 008 006 000} 0002 000'¢ 000°S 000'6 9202
00S'66 005 009 002 008 006 000°'L 0002 000°€ 000'G 5202
008'66 00¢€ 00S 009 002 008 006 000} 000 000°€ 202
000°00} 002 00€ 005 009 002 008 006 000°L 0002 €202
000°00} 002 00€ 00S 009 002 008 006 000°L 220e
000°001 002 00€ 005 009 002 008 006 120z
000°001 002 00€ 005 009 002 008 0202
000°001 002 00¢€ 00S 009 00£ 6102
000°001 002 00€ 005 009 8102
ejol €02 9€0C Ge0T €02 £e0e €0 L€0C 0€0C 6202 EEEIN
JuapIooy

MaN :3jey Xe] {[le] MaN S¥| :suldjjed fJualin) :ajey jsaiaju|

:0lIBUDDS UJ92U0) Bulog

z399ys (5,000 u1) 3V '8 SSO7 19N J0 InoAed pajewns3

[2ICIE Auedwo) jeuoyoN

{ oleuadss - 9 xipuaddy

175

Casualty Actuarial Society



Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

L+XX0Z 0} XX0Z woy (g) ut sbueyd
10 (saAlasay pajunoosiq ul 8buey)) - (saasasey payunoosipun ul abuey)) = ()
(2) 1reroL - (1) leroL = (€)
(J030B4 JUNOOSIQ SY| JBBA JUBPIOY) X (BAIBSBY FY1 B $SOT18N) = (2)
(3v71 %8 507 pled 18N @AnenWIND) - (paunou| 3y @ ssoT18N) = (1)

S9JON
Jusuisnipy 114 2102
(L) (99) (Lor) (521) (z1e) (99%) (829) (60L°1) (215'1) 92904 swisnlpy xeL (v)
6LLEL 192'€L 128'€l 826'EL 20L'vL jdaads 6/8'vL 8GS'SL 29991 ¥81'8L 8G5'L unodsi( Jo Junowy (g)
18y vLL 6EVVLL €LEVLL TITYLL 860 VL 98L°€LL LeeellL Y9TLL €eS'LLL 910°0L zr9'08l Buipuesino pajunoosiq
00z'88L 00zZ'88lL 00z'88L 00zZ'88L 00zZ'88L 00zZ'88lL 00zZ'88L 00zZ'88lL 00zZ'88L 00z'88lL 00z'88lL BuipuelsinQ [ejoL
920C Geoe 20C €20C [44i14 Leoe 0202 6102 810C 1102 1102
MeT Xe] MaN meT xe] p|O
502'S 5108 SL9'LL zL0'91 £92'22 890°'LE 0zZE'vy 9/1'69 0zL'zolL ssauisng Jold
9.2'69} yZr'99L 852291 00Z'851 Se8'ISL 8LL2yl 100'62} 998901 €18'89 lejol
1802
9€02
fefolir4
€02
£e0C
2e0e
L€02
0€0Z
6202
8202
1202
€18'89 9202
£50'8€ €18'89 erdor4
sel'ze €50'8€ €18'89 20C
LLL'eL seL'ze £50'8 €18'89 €20C
LLL'6 PAYA % sel'ze £50'8€ €18'89 ze0e
§9€'9 AN LLL'eL SEL'ze £50'8€ €18'89 120z
865"y 59€'9 111’6 JAYA 1% selL'ze £50'8€ €18'89 020z
999'c felelen g 59€'9 L1L'6 LLL'eL seL'ze €50'8€ £18'89 6102
258'C 999'c 85S'Y S99 LL1'6 LLL'EL sel'ze £50'8¢€ €18'89 8102
920C 4 20C €20C fadir4 (34014 0c0C 610C 810C Jesx
JuapIodY
seAlesay 3y @ $07 pajunoosidg 1eN (2)
009'S 00.'8 0042 002°LL 00L'v2 00.'v€ 00.'6% 002'€L 00L'vLL ssauisng Jold
009'Z81L 00S'6.L 00S'SZL 00S'0ZL 00S'€9L 00S'€SL 00S'8EL 00S'vLL 00S'€L 1ejoL
€02
9€02
Se02
€02
€€02
2€0T
1€02
0€0C
6202
8202
1202
00S'€L 9202
000°L 00S'€L erdor4
00072 000°'LY 00S'€L 20C
000°SL 000'vZ 000°L¥ 00S'€L €202
000°0L 000'GL 00072 000°LY 00S'€L [44v4
000°L 000°0} 000'SL 000'¥2 000ty 00S'€L (¥4
000G 000°Z 000°0L 000°GL 000'vC 000°LY 005'€L 0c0T
000y 000°S 0002 000°0} 000'SH 000'¥Z 000'¥ 00S'€L 60T
ool'e 000y 000'S 000°Z 000'0L 000'G} 000't2 000°L¥ 005'€L 8102
920C Geoe 20C €20¢ ce0e 1ecoc 0202 610C 810C EEON
JUBpIdY
SoAI8SaY Jy B SSOT Pajunoosipun 18N (1) MaN :9)ey Xe] ‘|iel MON S¥| :SUIdjjed ‘Juaiing :ajey jsasau
BU8DS U4a2u0) Bulog
€ 393ys (5,000 1) SaAIasaY Iy B SSOT 19N pajewns3

1euadg - J xipuaddy

Kuedwo) |euonjoN

Casualty Actuarial Society

176



Federal Income Taxes —Provisions Affecting Property and Casualty Insurers

L+XX02 0} XX0Z Woy () ul abueyo
10 (Sanlasay pajunoosiq ul abuey)) - (seasasey payunoosipun ul sbuey)) = ()
(2)reroL- (1) 1oL = (g)
(J0joB 4 JUNODSIQ S| JBBA JUBPIDDY) X (9AI9sey Jy] %8 SSOT1eN) = (2)
(3718 $507 pled 19N dAINWND) - (PauNdU| 3] 8 SSOTION) = (1)

IS9JON
z @ () 0 (¥) () (2) (8) (V) (81) (z2) waunsnipy xel (y)
£Y9'EL LY9'EL £Y9'EL Pro'el PPO'EL 8r9'cl 259l 659°€l 199l 6.9l 169l JUNoosIq JO Junowy (g)
1GSVLL 655 VL1 1G5 VLL 955 VL1 EEE 285 VL1 8YSVLL WS YL €ESVLL 125 VL1 €0SVLL BUIpUEISINO PajUNodsiq
00Z‘881 00z'88) 00Z'881 00z'88) 00Z°881 00Z'881 00Z°881 00Z'881 00Z°881 00Z'881 00Z°881L Buipueysino [ej0L
1€0C 9£02 GE0T v€0C €€0C 2802 1€02 0£02 6202 8202 1202
0 0 0 0 0 0 0 681 199 009°L 880°¢ ssouisng Joud
185711 695 'v.L 185711 9851 98G'vLL 285 7L) 8YS'vLL 28evLL 2.8'eL) 126°2LL Siv'LLL 1oL
£18'89 1£0Z
£50'8€ £18'89 9£0Z
GeL'Te £50'8€ €18'89 G€0T
LLLEL geL'ze €508 £18'89 €02
1116 LLLEL seL'ee £50'8€ €18'89 €€02
S9€'9 1116 LL1EL geL'ze €508 £18'89 2€02
885"y g9€e'9 1116 LLLEL geL'ze £50'8€ €18'89 Leoz
999°¢ 885y G9€'9 1116 LLLEL geL'ze €50'8€ €18'89 0€02
298'C 999°¢ 895y G9€'9 1116 LLL'EL geLze £50'8€ €18'89 6202
6£1°C 298 999°¢ 855"y 59€'9 1116 LLLEL geL'ee £50'8€ £18'89 8202
vl 6£1'T 298'T 999'¢ 855y S9€'9 1116 LLLEL geL'ze £50'8€ €18'89 1202
256 y28°L 61T 298 999°¢ 866"y G9€'9 1116 LLLEL GeL'Te £50'8€ 9202
oLy £56 vzl %4 298'T 999'¢ 885"y G9€'9 1116 LLLEL geL'ze 5202
061 9L 256 €25°L 6£1'T 298 999'¢ 885y S9€e'9 1116 L1L€L 20T
0 161 9Ly 256 £28°L 6eL'T 258'C 999°¢ 855y G9€'9 1116 €202
0 061 9Ly 256 Lzs'L 6EL'T 268'C 999°¢ 8595y G9€'9 2202
0 061 9Ly 156 61G°L 6€L'T 258'T 999°¢ 895y 1202
0 061 Sl 676 9lG°L 6EL'T 298'C 999'¢ 0202
0 061 74 16 4% 6£L'T 28T 6102
0 06} viy 576 908°L 61T 8102
1€0C 9£0C GEOT v€0C €€0C 2802 1€02 0£02 6202 8202 1202 [N
JuspIddy
SOAIBSAY JY R SSOT pajunoasiq 1eN ANV
0 0 0 0 0 0 0 002 002 004°L 00€‘e ssouisng Joud
00Z'88) 00z'881 00Z'88} 00z'881 00z'88) 002'88L 00z'88) 000'88L 005281 005'98L 006781 1oL
005°€L 102
000°LY 005°€2 9€0Z
00072 000°k¥ 00S°€L G€0Z
000°GL 000'%Z 000°}¥ 00S€L €02
000°0} 000°GL 00072 000°L¥ 005°€L €€02
000°2 000°0L 000°GL 000'%2 000°Ly 005°€Z 2€02
000°G 000°Z 0000} 000°GL 00072 000°L¥ 005°€L Leoz
0007 000°G 000°2 000°0L 000°GL 000%2 000°L¥ 005°€2 0£02
00L'e 000'% 000'G 000°Z 000°0L 000°G1 00072 000°L¥ 005°€L 6202
00£°Z ooL'e 000y 000°S 000°2 0000} 000°GL 00072 000°L 005°€L 8202
009°L 00€'Z 0o0L'e 000y 000'G 000°2 000°0L 000°G1 000'%2 000°LY 005°€2 1202
000°L 009°L 00£°Z 00L'c 000y 000's 000°2 000°01 000°G1 00072 000°L¥ 9202
005 000°L 009°L 002 ooL'e 000y 000'S 000°2 000°01 000°GL 000%Z 5202
00z 005 000°} 009°L 00€'z ooL'e 0007 000'S 0002 0000} 000°GL 20T
0 002 00§ 000°L 009°b 00€°Z ooL'e 0007 000'G 000°2 000°0} €202
0 002 005 000 009°L 00T 0o0L'e 0007 000°S 000°2 2202
0 002 005 000°L 009°L 00£°Z 0o0l‘e 0007 000°G 1202
0 002 005 000°k 009°L 00€°C ooL'e 0007 0202
0 002 005 000°L 009°L 00€°Z 00L'e 6102
0 002 00§ 000°L 009°L 002 8102
€02 9€0C Ge0Z vE0C €€0C Z€0C 1€02 0£0C 6202 8202 1202 [N
JuspIddy
SaAI9SaY Jy @ SSOT payunoasipun 18N (1) MaN :9jey Xe] ‘|le] MaN SY| :Sulajed ‘Juanng :ajey }saiaju|
:0lJBU82S Ul9du0) Bulon
€190Us (5,000 u1) seAses9Y Iy '8 SSOTJON Pajewns3

Auedwo) |euonoN

{ olleuadsg - J xipuaddy

177

Casualty Actuarial Society



Appendix C:
Notional Company Prospective Financial Statements:

2018 through 2037

Going Concern

Scenario 5: Interest Rate: New, Patterns: IRS New Tail, Tax Rate: New
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Federal Income Taxes —Provisions Affecting Property and Casualty Insurers
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Appendix C:
Notional Company Prospective Financial Statements:

2018 through 2037

Runoff

Scenario 1: Interest Rate: Current, Patterns: Own, Tax Rate: Old
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