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Taxation Section
Webcast: “Federal
Income Tax Issues Every
Company Must Consider
under Life PBR”

By Kristin R. Norberg, Mark S. Smith, and Peter H. Winslow

entitled “Federal Income Tax Issues Every Company

Must Consider under Life PBR.” Panelists Kristin R.
Norberg, Mark S. Smith, and Peter H. Winslow led the audi-
ence through an exploration of the many potential tax issues
and areas of interpretation that will arise once principle-based
reserves (PBR) becomes the new statutory financial reporting
regime for life insurance contracts.

o n June 10, 2016, the Taxation Section hosted a webcast

The webcast had a great turn-out, with approximately 120 sites
registered and well over 900 participants. Three-quarters of re-
spondents to the polling questions identified as actuaries who
are not primarily focused on tax. This was by far the largest au-
dience the Taxation Section has attracted for a webcast, which is
indicative of the importance of this topic as the industry marches
ever closer to the operative date for Life PBR.

After a brief update on the state adoption status and an introduc-
tion to past guidance from the Internal Revenue Service (IRS),
the panelists explored topics in the following categories:

¢ Policyholder tax compliance—relating to the concurrent
adoption of the 2017 Commissioners’ Standard Ordinary
Mortality Tables.

* Transition rules—including the initial three-year transi-
tion, the small company and single-state exemptions, and
issues for companies domiciled in states that have not yet
adopted PBR.

* The three components of PBR—the net premium, de-
terministic, and stochastic reserve components, address-
ing the inclusion of each component in the federally pre-
scribed reserve and the statutory cap, as well as approaches
for meeting the interest and mortality requirements and
the other computational rules of Internal Revenue Code
section 807(d).
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Within each category of topics, the panelists first explained
the relevant requirements in the NAIC’s Valuation Manual,
the rules in the Internal Revenue Code, and any available
guidance from the IRS, then continued with an open discus-
sion of the interpretational challenges and potential ways to
approach each tax compliance issue. Additionally, the panel-
ists provided a reference to the many informative articles and
dialogues that have been published in TaxinG TivEes through-
out the newsletter’s history (see sidebar).

CONTINUING PBR ADOPTION ACTIVITY

Later on the day of the webcast, the NAIC Joint Executive
(EX) Committee and Plenary approved the recommenda-
tion of the Principle-Based Reserving Implementation (EX)
Task Force that the legislation enacted in 45 states met the
“substantially similar terms and provisions” threshold in the
Standard Valuation Law, leading to an operative date of Jan.
1, 2017. At the date of this writing, 46 states, representing
over 85 percent of relevant industry premium, had enacted a
new version of the Standard Valuation Law to enable PBR,
and legislation is progressing through the Massachusetts leg-
islature. Additionally, the New York Department of Financial
Services (DFS) Superintendent Maria T. Vullo announced on



July 6,2016 that the DFS would adopt PBR, likely with some
New York-specific guidelines and safeguards, beginning Jan-
uary 2018.! The future of life insurance reserving is here, and
itis incumbent on the actuarial and tax professionals in insur-
ance companies to work together to be ready to comply with
the new regime for tax purposes as well as for statutory finan-
cial reporting. We hope this webcast helped companies along
this journey by identifying key issues where each company
will need to develop and document its tax interpretations.

If you missed the webcast, you can purchase a recording
on the SOA website, bttps://www.soa.org/professional-de-
velopment/archive/webcast-vecordings.aspx. W

ENDNOTES

1 http://www.dfs.ny.gov/about/press/pri607061.htm (accessed 8/5/2016).
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