by the same company to the same contraggéar, reduced by amounts to whict
holder during any calendar year ar& 72(e) applies (determined without re-
treated as one MEC. gard to 8§ 72(e)(4)(A)) but not including
.02 Tax treatment of amounts receivedmounts includible in gross income. Fo
under a MEC.Section 72(e)(10) providesthis purpose, premiums paid do not in
that a MEC is subject to the rules otlude—
§ 72(e)(2)(B), which tax non-annuity dis- (1) any portion of any premium paid
tributions on an income-out-first basisduring the contract year that is returne
and the rules of § 72(e)(4)(A) (as modi{with interest) to the contract holder
fied by 88 72(e)(10)(A)(ii) and 72(e)- within 60 days after the end of the con
(10)(B)), which generally deem loans andract year in order to comply with the 7-
assignments or pledges of any portion giay test, or
the value of a MEC to be non-annuity dis-  (2) the “cash surrender value” (as de
tributions. Moreover, under § 72(v), thefined in § 7702(f)(2)(A)) of another life
portion of any annuity or non-annuity dis-insurance contract (other than a contra
tribution received under a MEC that is inthat fails the 7-pay test) exchanged for th
cludible in gross income is subject to &ontract.
10% additional tax unless the distribution .03 7-pay premium(1) In general. Ex-
is made on or after the date on which theept as otherwise provided in sectior
taxpayer attains age %9is attributable to 3.03(2) of this revenue procedure, the 7
the taxpayer’s becoming disabled (withirpay premium for a contract is the net leve
the meaning of § 72(m)(7)), or is part of gremium (computed in accordance witt
series of substantially equal periodic paythe rules in § 7702A(c)) that would have tc
Rev. Proc. 99-27 ments (not less frequently than annuallybe paid for the contract if the contract wer
made for the life (or life expectancy) ofto provide for paid up future benefits aftel
SECTION 1. PURPOSE the taxpayer or the joint lives (or joint lifethe payment of 7 level annual premiums.
This revenue procedure provides th&xpectancies) of such taxpayer and the (2) 7-pay premium for a contract
procedures by which an issuer may renfaxpayer’s beneficiary. that undergoes a material changéf a
edy an inadvertent non-egregious failure -03 Need for a correction mechanismcontract (other than a contract that fail:
to comply with the modified endowmentThe Internal Revenue Service (“Service’the 7- pay test) is materially changed, th
contract rules under § 7702A of the Interhas become aware of situations in whicksontract is treated as newly issued on th

nal Revenue Code. as a result of inadvertent non-egregiougate of the material change and the 7-ps
failures to comply with the MEC rules, premium for the changed contract is a

SECTION 2. BACKGROUND life insurance premiums have been colamount equal to the excess, if any, of—
.01 Definition of a modified endowment'€cteéd which exceed the 7-pay limit pro- (a) the net level premium (com-
contract (“MEC”). vided by § 7702A(b). This may produceyyted in accordance with the rules ir

(1) Section 7702A(a) provides that significant unforeseen tax consequences7702A(c)) that would have to be paid fo
life insurance contract is a MEC if thefor the contract holders. To allow issuerghe changed contract if the contract were t
contract— to remedy such situations, the Servicgrovide for paid up future benefits after the
(a) is entered into on or after Juné‘r_‘der the.cwcumstlances described b?'%éyment of 7 level annual premiums, over
21, 1988, and fails to meet the “7_pa9/v!ll enter_ into closing agree_ment_s_ whl_ch (b) a “proportionate share of the
test” of § 7702A(b), or will proy|de that contract_s identified in cash surrender value” (as defined in se:
(b) is received in exchange for athe closing agreements will not be treategon 3.04 of this revenue procedure) unde
contract described in paragraph (a) of thi&S MECs. the contract.
section 2.01(1). _ SECTION 3. DEEINITIONS 3) A_ssumed 7-pay premiL_Jmhe 7-
(2) A contract fails to meet the 7-pay pay premium assumed by the issuer whe
test if the accumulated amount paid under The following definitions and rules the contract was issued.
the contract at any time during the first Apply solely for purposes of this revenue .04 Proportionate share of cash surren-
contract years exceeds the sum of the ngtocedure. der value. The proportionate share of the
level premiums which would have to be .01 Testing period. The 7-year period cash surrender value of a contract is th
paid on or before such time if the contraadescribed in § 7702A(b) or such addiamount obtained by multiplying—
were to provide for paid-up “future benetional period as may be required under (1) the “cash surrender value” (as de
fits” (as defined in 88 7702A(e)(3) and§ 7702A(c)(3) if a contract undergoes dined in § 7702(f)(2)(A)) of the contract,
7702(f)(4)) after the payment of 7 levelmaterial change. by
annual premiums. .02 Amount paid. The amount paid (2) a fraction, the numerator of
(3) Section 72(e)(11) provides thatunder a contract in any “contract year” (agvhich is the net level premium (computec
for purposes of determining amounts indefined in § 7702A(e)(2)) equals the prein accordance with the rules in
cludible in gross income, all MECs issuedniums paid for the contract during the§ 7702A(c)) that would have to be paic



for the changed or new contract if suc Calendar Year Eamings Ratd (a) dividing the end-of-year value
contract were to provide for paid up fu- of the index for the calendar year by the
ture benefits after the payment of 7 leve 1994 -1.0% end-of-year value of the index for the im-
annual premiums, and the denominator ¢ 1995 23.0% mediately preceding calendar year, and
which is the net single premium (deter] 1996 14.3% (b) subtracting 1 from the result
mined using the rules in § 7702) for suc 1997 17.8% obtained under paragraph (a) of this sec
contract at that time. 1998 19.7% tion 3.07(7).

.05 Overage. A contract’s overage is (8) If the general account total return
the amount of the excess, if any, of— (b) Post-1998 contract yearsEx-  or the separate account total return for

(1) the sum of amounts paid undefept as otherwise provided in sectiogalendar year cannot be determined be
the contract during the testing period foB-07(8). the earnings rate applicable to @ause the calendar year in which the cor
the contract year and all prior contracfontract year that begins after Decembefact year begins has not ended, then tr
years, over 31, 1998, _is equal to the sum of— earnings rate for the contract year (or por

(2) the sum of the 7-pay premiums (i) 10 percent of the general actjon thereof) is determined using the gen
for the contract year and all prior contracgount total return (as defined in sectiorral account total return and, if applicable
years of the testing period. 3.07(2) of this revenue procedu“re), and the average separate account total retur

.06 Overage earnings.The overage (if) 90 percent of the *separatefor the 3 calendar years immediately pre
earnings for a contract year is the amoufjceount total return” (as defined in seCeeging the calendar year in which the con
obtained by multiplyingé tion 3.07(4) of this revenue procedure)yact year begins.

(1) the sum of a contract's overagéorthe cqlendar year in which the contract g Proportionate share of overage
for the contract year and its cumulative < Zegéns. ) | earnings allocable to taxable distribu-
overage earnings for all prior contract, (4) Separate account total return.ions The proportionate share of overage

years, by— ept as otherwise provided in Sectiog ings allocable to taxable distributions

(2) the earnings rate set forth in SeC:_;'O?(S)' the separate account total retUlfhder a contract is the amount obtaine
by multiplying—

tion 3.07 of this revenue procedure equals—
| [ : a) 75 percent of the “equity fund
.07 Earnings rates(1) Contracts other (2) P quity (1) the total amount of the taxable

than variable contracts. Except as Otheg;t?r:i;e:g\r/r;nﬁaessrizr;airlg),sgﬁ?n 3'07(55i5t”b211“0nf5 un?.er tththOHtfaCt, by f
wise provided in sections 3.07(3) and (b) 25 percent of the *bond fund E] ) ah raction, the nurTe_rator 0
3.07(8) of this revenue procedure, thgyta| return” (as defined in section 3.07(6\1: Ich Is the contracts cumulative over-
earnings rate applicable to a contract yeaf his revenue procedure), less ge earnings and the denominator o
is the “general account total return” (as (c) 1.1 percentage point. which is the_total income on the contract.
defined in section 3.07(2) of this revenue  (5) Equity fund total return.The eq- . 0> Total income on a contractThe
procedure) for the calendar year in whickyity fund total return equals— total income on a contract as of any dat
the contract year begins. (a) the “calendar year percentagés an amount equal to the excess, if an

(2) General account total return. return” (as defined in section 3.07(7) of' ,
The general account total return is the cathis revenue procedure) represented by = (1) the contract’s cash surrendet
endar year arithmetic average of thene end-of-year values of the Standarg,alue (as defined in § 7702(f)(2)(A)) on
monthly interest rates described aand Poor's (S&P) 500 Total Return IndexSuch date, over _

Moody’s Corporate Bond Yield Average -with daily dividend reinvestment, as pub-  (2) the premiums paid under the con
Monthly Average Corporates as publishetished by The McGraw-Hill Companies,t'@ct before such date, reduced b
by Moody’s Investors Service Inc., or anyinc., or any successor thereto, less amounts to which § 72(e) applies (deter

successor thereto. (b) 1.5 percentage point. mined without regard to & 72(e)(4)(A))
(3) Variable contracts described in (6) Bond Fund Total ReturnThe but not including amounts includible in

§ 817(d). (a) Pre-1999 contract yearsbond fund total return equals— the contract holder’s gross income.

The earnings rate applicable to a contract (a) the “calendar year percentage -10 Distribution frequency factor.The

year that begins before January 1, 1999, igturn” (as defined in section 3.07(7) oflistribution frequency factor for a con-
the rate set forth in the following table forthis revenue procedure) represented H{act Is—

the calendar year in which the contrache end-of-year values of the Merrill (1) .8, if— _
year begins. Lynch Corporate Bond Master Bond (@) the interest rate with respect tc
Index, Total Return, as published by Merany portion of a policy loan that could be

Calendar Year Earnings Ratd ill Lynch & Company, Inc., or any suc- madle undgr the contract at any time (in
1988 13.5% cessor thereto, less cluding policy loans that _cpuld be made
1989 17' 4(y° (b) 1.0 percentage point. after a contractually specified date in the
1990 1.4<y0 (7) Calendar year percentage return.future) is guaranteed not to exceed th
1991 25'4(; The calendar year percentage return faum of:
1992 5.9<y0 an index described in section 3.07(5) or (i) 1 percentage point, plus
1993 13‘9(;; section 3.07(6) of this revenue procedure (ii) the rate at which earnings

is calculated by— are credited to the portion of the con-




tract’s cash surrender value (as defined in (b) financially interested in, any sion under this revenue procedure, usir
8§ 7702(f)(2)(A)) that is allocable to suchtrade or business carried on by the comall legal and factual assumptions de
portion of the policy loan; or tract holder; scribed in its first submission, and re
(b) the contract holder has an op-  (2) the contract’s status as a MEC reguested a closing agreement for each cc

tion to make a partial withdrawal of thesulted from a failure to comply with thetract eligible for relief under this revenue
contract’s cash surrender value that reequirements of § 7702A that— procedure. The issuer subsequently di
duces the “death benefit” (as defined in (a) are attributable to one or morecovers that it inadvertently failed to iden
§ 7702(f)(3)) under the contract by lesslefective interpretations or positions thatify other legal and factual assumption
than an amount determined by multiplythe Service determines to be a significamot described in its first submission
ing— feature of a program to sell investmenivhich would cause the same and add
(i) the death benefit under theoriented contracts, or tional contracts to fail to comply with the
contract immediately before the with- (b) arises where the controllingrequirements of § 7702A. In this situa
drawal, by statutory provision, as supplemented byon, the issuer may request a closin
(i) the percentage obtained byany legislative history or guidance pubagreement for all of its contracts other

dividing the withdrawn amount by thelished by the Service, is clear on its facgise eligible for relief under this revenue
contract’s cash surrender value (as d@nd the Service determines that failure tgrocedure to remedy the contracts’ failur
fined in § 7702(f)(2)(A)) immediately be- follow the provision results in a signifi- to comply with the requirements of &

fore the withdrawal; and cant increase in the investment orientatiop702A based on the combination of it
(2) .5 for all other contracts. of a contract; or previously and its newly identified legal

.11 Applicable percentageThe applic- (3) except as provided in this sectioyng factual assumptions.
able percentage for a contract is- 4.02(3), the issuer previously entered into 03 Examples. Pursuant to section
(1) 15%, if the death benefit under@ closing agreement to remedy a failure of 02(2) of this revenue procedure, thi
the contract is less than $50,000, any contract to comply with the requireyeyenue procedure does not apply to

(2) 28% if the death benefit underments of § 7702A. Upon an applicationgc jf—
the contract is equal to or exceed8Y the issuer setting forth unusual or spe- (1) the contract provides for paid-ug
$50,000 but is less than $180,000, and Ci@l facts and circumstances, the Serviggre benefits after the payment of les
(3) 36%, if the death benefit underN its sole discretion may waive the limi-yan 7 |evel annual premiums,
the contract is equal to or exceedi@tion imposed by this section 4.02(3). () the amount paid under the con
$180,000. However, the Service will not waive theyaqt in any contract year of the testing p:
.12 Reported amount.The reported lmitation if the issuer requests to entefjny exceeds 300 percent of the 7-pay pr
amount for a contract is the amount that-Nt0 @ Closing agreement to cure the samg;,, for the contract year, or

(1) the issuer reports on a timelyP! Similar failures to comply with the re- 3y yha cash surrender value of th

filed information return as includible in duirements of 8 7702A that were identic, ¢ (within the meaning of § 7702(f).
the contract holder’s gross income, or

fied Iln a p;ewous cllosmg agr_eeir?ent. EX )(A)) exceeded (or was illustrated o

(2) the contract holder includes indMmp esto unu.su? dof special facts an rojected to exceed) the contract holder
gross income on a timely filed income tapt!reumstances inciude. investment in the contract (as defined in
return.

¢ (?) Thef'fr? u%r ?nalfyf[ei e?ch t? f '.t%Z(e)(G)) within 3 years after the issuanc
.13 Aggregation of contracts All contracts as ot the date ot IS rst Submis;
MECs issued by the same issuer to t

) . ."of the contract and the assumed 7-p:
pion under this revenue procedure, usmgremium for the contract was more tha

same contract holder during any calend

year are treated as one MEC.

§I of the legal and factual assumption 50 percent of the correct 7-pay premiur

acIescribed in its first submission, and re;
. _for the contract.
guested a closing agreement for all of its

SECTION 4. SCOPE contracts eligible for relief under this rev-SECTION 5. PROCEDURE
enue procedure to remedy the contracts’
.01 Applicability. Except as provided failure comply with the requirements of -01Request for a rulingAn issuer that

in sections 4.02 and 4.03 of this revenug 7702A. The issuer subsequently acseeks relief under this revenue procedu
procedure, the issuer of a contract can usgiired a company that had inadvertentlynust submit a request for a ruling the
this revenue procedure to remedy the failssued contracts that failed to comply witineets the requirements of Rev. Proc. 9¢
ure of the contract to comply with the rethe requirements of § 7702A, which had., 1999-1 I.R.B. at 6 (or any successor
quirements of § 7702A. See section 8 afot previously requested a closing agreéidditionally, the submission must contair
this revenue procedure, below, for its datment to remedy the failure of any of itsghe following information:

of expiration. contracts to comply with the requirements (1) a specimen copy of each contra
.02 Inapplicability. This revenue pro- of § 7702A. In this situation, the issueiform;
cedure does not apply to a MEC if— may request a closing agreement with re-  (2) the policy number for each con

(1) the contract insures the life ofspect to all of the acquired company’dract;
any individual (other than a “key person’contracts that otherwise are eligible for  (3) the taxpayer identification num-
as defined in § 264(e)(3)) who is or was-relief under this revenue procedure. ber of each contract holder;
(a) an officer, director, or em- (b) The issuer analyzed each of its ~ (4) the original issue date of eacl
ployee of, or contracts as of the date of its first submissontract;



(5) the death benefit (as defined in (d) the earnings rate applicable fommount required to be paid with regard tc

section 7702(f)(3)) under each contract; each contract year; a contract is the sum of—
(6) the 7-pay premium assumed by (e) the overage earnings for each (a) the income tax (determined
the issuer when the contract was issued; contract year; and using the applicable percentage for th

(7) the cash surrender value (within ~ (13) representations, signed unde¢ontract under section 3.11 of this revenu
the meaning of § 7702(f)(2)(A)) of eachpenalties of perjury by a representative girocedure) and the additional tax unde
contract at the end of each contract year;the issuer with authority to sign tax resection 72(v) with regard to amounts

(8) a description of the defect[s] thaturns on behalf of the issuer, that— (other than reported amounts (as define
caused the contract[s] to fail to comply (a) no contract identified in the rul-jn section 3.12 of this revenue procedure)
with the 7-pay test, including an explanaing request insures the life of any individyeceived (or deemed received) under th
tion of how and why the defect[s] arose; ual (other than a “key person” as definedontract during the period commencing

(9) a description of the administrativein 8 264(€)(3)) who is or was an officeryyith the date 2 years before the date o
procedures the issuer has implemented #ector, or employee of, or financially in-\yhich the contract first failed to satisfy the
ensure that none of its contracts will inagterested in, any trade or business carmiqec ryles and ending on the effective
vertently fail the 7-pay test in the future; ON by the contract holder; date of the closing agreement;

(10) a description of any material _ (b) no contract identified in the (b) any interest computed under
changels] in the benefits under (or in th&!ling request provides for paid-up futures 21 (2)(2) as if the amounts determine
other terms of) any contract together wittp€nefits after the payment of less than {,qer section 5.04(1)(a) of this revenue
the date[s] on which the materiall€Vel @nnual premiums; procedure are underpayments by the co
change[s] occurred; (¢) no contract identified in the y, . hoider(s] for the tax year[s] in which

(11) for any contract with regard to'Und request ?aﬁ an amount _paéidhin aMYe amounts are received (or deemed r
which a contract holder directly or indi-CONtract year of the testing period that exzq;, ). 4ng
eeded 300 percent of the 7-pay premium
ceived) any distribution to which § 72 ap-°" Such contract year; i iplying—
pIies—) y 8 P (d) none of the contracts identifiedObtalned (t?)y th eugfxgg if any, of the con-
(a) the date and amount of eactl the ruling request meet both of the fol-
(i) the assumed 7-pa remiumthe proportionate share of overage earr
(b) the amount of the distribution pay p ings allocable to taxable distributions
includible in the contract holder’s 9roSS o correct 7-pav premium for such Conynder the contract, by
income, tract: and pay p (if) the applicable percentage
ported to the contract holder and to thﬁw cont(rlg;?ivsﬁi?ns?rzfnrgi;\rﬁw; 8:: (i) the distribution frequency
Service on a timely filed information re-g 7702(f)(2)(A)) exceeded the ContraC{actor for the contract under section 3.1(
turn as a result of the distribution, holder’s investment in the contract (as de- 2y Special rule f 1999
; _ ) fined in § 72(e)(6)) within three years (2) Special rule for pre- con-
holder attained [or will attain] age %9 after the issuance of the contract: and  racts with de minimis overage earnings.
(e) whether the distribution is at- ’ If the overage earnings of a contract is
tributable to the contract holder becoming,; ;5 request by the issuer to cure an§,ued before January 1, 1999, at all time
disabled (within the meaning of¢yi re of any contract to comply with theduring the testing period do not excee
§ 72(m)(7)), and, requirements of § 7702A. $75, then the amount required to be pai
of a series of substantially equal periodigy; 4 ruling must be filed on or beforeWithout regard to paragraphs (a) and (b
payments (not less frequently than annygay 31, 2001. of section 5.04(1) of this revenue proce
a”y) made fOI’ the I|fe (OI’ I|fe eXpeCtancy) .03 C|osing agreemenﬂ'he issuer a|so dure.
joint life expectancies) of the contraciment, executed by the issuer, in substa#i€ amount required to be paid with re-
holder and his or her beneficiary; tially the same form as the model closingard to a contract.

(12) a template (see, for exampleagreement in section 6 of this revenue (a) Example 1. A, an individual,
setting forth the following information for 1(A) of the closing agreement is the surthan a contract described in section:
each contract: of the amounts required to be paid (deteB.07(3), 4.02(1), or 4.02(2) of this rev-

(a) the cumulative amounts paidmined under section 5.04 of this revenuenue procedure. The death benefit of th

rectly received (or was deemed to have r?— (c) an amount, not less than $0,
bwina conditions: tract’'s cumulative overage earnings ove
distribution, wing conarions.:
for the contract exceeded 150 percent of
(c) the amount of gross income re- for the contract, and by
of this revenue procedure.
(d) the date on which the contrac
(e) set forth the details of any pre
() whether the distribution is part 52 Time for filing requestThe request with regard to the contract is determinec
of the contract holder or the joint lives (ofmyst submit a proposed closing agree-  (3) Examples of the determination of
section 5.04(3) of this revenue procedurgrocedure. The amount shown in sectiopurchases a life insurance contract othe
under the contract within each contragprocedure) for all of the contracts coveredontract exceeds $180,000. The net leve

year of the testing period, by the agreement. premium (assuming paid-up future bene
(b) the contract’s cumulative 7-pay .04 Determination of amount requiredfits after 7 annual premium payments) fol
premium; to be paid with regard to a contract. the contract is $10,490. The contract pro

(c) the overage, if any, for each (1) Except as provided in sectionvides that, within 60 days after the end o
contract year, 5.04(2) of this revenue procedure, tha contract year, the issuer will return (with



interest) the amount of any excess prateath benefit immediately before thdssuer fails to return any of the exces
mium that would cause the contract to bwithdrawal by the percentage obtained bpremiums.
a MEC under § 7702A. dividing the withdrawn amount by the The issuer desires to enter into a clo
The interest rate on all portions of anyash surrender value immediately beforeng agreement to remedy the failure t
policy loans will always exceed the rate athe withdrawal. comply with 8 7702A. The issuer has nc
which interest is credited to the contract's A pays a premium of $10,000 wherpreviously used this revenue procedure
associated cash value by more than 1 pehe contract is issued on January 1, 199femedy the failure of any contract to con
centage point. A partial withdrawal of theAt the beginning of each of the next €ply with the MEC rules.
cash surrender value (within the meaningontract years, A pays additional premi- Pursuant to section 5.01(12) of thi
of § 7702(f)(2)(A)) always reduces theums of $10,750, $10,800, $10,700revenue procedure, the issuer prepar
death benefit by an amount not less thabi1,500, $11,000, and $10,000, respethe following template with regard to the
the amount determined by multiplying theively. Due to an inadvertent error, thecontract.

Cumulative Cumulative

Contract Premiums 7-Pay Earnings Overage
Year Paid Premiums Overage Rate Earnings
1(1991) 10,000 10,490 0 9.2% 0

2 (1992) 20,750 20,980 0 8.6% 0
3(1993) 31,550 31,470 80 7.5% 6.00

4 (1994) 42,250 41,960 290 8.3% 24.57

5 (1995) 53,750 52,450 1,300 7.8% 103.78

6 (1996) 64,750 62,940 1,810 7.7% 149.71

7 (1997) 74,750 73,430 1,320 7.5% 120.30

Prior to A's payment of the $10,800 For contract year 6, the overage i$3)(A)(i)) immediately prior to the loan is
premium at the beginning of contract yea$1,810 ($64,750 — $62,940). The cumu$58,500, which exceeds A's investment i
3, the cumulative premiums paid for thdative overage earnings for all prior conthe contract ($53,750) by $4,750. Eac
contract do not exceed the contract’s curact years equal $134.35 ($6 + $24.57 year A pays the interest on the polic
mulative 7-pay premiums. Therefore$103.78). The earnings rate is 7.7%. THean. The issuer does not file a timely in
there are no overage earnings in contraoverage earnings for contract year 6 equébrmation return with regard to the
years 1 and 2. $149.71 ($1,810 + $134.3%) 7.7%). deemed distribution resulting from the

Upon payment of the $10,800 premium For contract year 7, the overage ipolicy loan and A does not include the
at the beginning of contract year 3, how$1,320 ($74,750 — $73,430). The cumudistribution in gross income reported ol
ever, the cumulative amount paid for théative overage earnings for all prior conthe income tax return for the taxable yea
contract ($31,550) exceeds the contracttsact years equal $284.06 ($6 + $24.57 in which the deemed distribution is re
cumulative 7-pay premiums ($31,470) by$103.78 + $149.71). The earnings rate iseived. The total income on the contra
$80. As the earnings rate for the calendar5%. The overage earnings for contragas defined in section 3.09 of this revent
year in which contract year 3 begins igyear 7 equal $120.30 (($1,320 + $284.06)rocedure) is $14,500.

7.5%, the contract’s overage earnings fox 7.5%). The amount required to be paid with re
contract year 3 equal $6 ($807.5%). The cumulative overage earnings fogard to the contract under section 5.04
For contract year 4, the overage is $29he contract equal $404.36 ($6 + $24.57 this revenue procedure is the sum of—
($42,250 — $41,960). The cumulative$103.78 + $149.71 + $120.30). Under (1) an amount equal to the incom
overage earnings for all prior contracsections 3.10 and 3.11 of this revenutax (determined using a 36% tax rate) ar
years equal $6.00. The earnings rate @ocedure, the distribution frequency facthe additional tax under section 72(v
8.3%. The overage earnings for contrador is .5 and the applicable percentage isith regard to the $3,000 deemed distrik

year 4 equal $24.57 (($290 + $&) 36%. Accordingly, the amount requiredution in contract year 5;

8.3%). to be paid with regard to the contract (2) interest computed under sectio
For contract year 5, the overage isinder section 5.04 of this revenue proce621(a)(2) as if the amounts determine
$1,300 ($53,750 — $52,450). The cumudure is $72.78 ($404.36 .5 X 36%). under (1) were underpayments for the ta

lative overage earnings for all prior con- (b) Example 2The facts are the sameable year in which the distributions ar
tract years equal $30.57 ($6 + $24.57gs in example 1 except that, at the begimleemed to have occurred; and

The earnings rate is 7.8%. The overagaing of contract year 5, Areceives $3,000 (3) 36% of $160.35, which is the ex:
earnings for contract year 5 equal $103.78s a policy loan. The contract’s casleess of the contract’s cumulative overac
(($1,300 + $30.57X 7.8%). value (within the meaning of§ 72(e)-earnings over the proportionate share



the overage earnings allocable to taxablmitted to the Service a request for a rulingrease in death benefit[s] or the return o
distributions ($404.36 — $83.66), multi-that one or more modified endowmengxcess premiums and earnings thereon.
plied by the distribution frequency factorcontracts (the “Contract[s]”), which are 2. In consideration of the agreement o
(.5). identified on Exhibit A to this Agreement, Taxpayer set forth in Section 1 above, th
The proportionate share of overagée treated as contracts that are not modservice and Taxpayer agree as follows:
earnings allocable to taxable distributionfied endowment contracts. (A) To treat each Contract as having
is obtained by multiplying the total C. Taxpayer represents that the Corsatisfied the requirements of sectior
amount of the taxable distribution undetract[s] is [are] not described in sectiorv702A during the period from the date of
the contract ($3,000), by a fraction, thet.02 or 4.03 of Rev. Proc. 99-27. issuance of the Contract through and in
numerator of which is the contract’s cu- D. Taxpayer represents that the cumueluding the later of—
mulative overage earnings ($404.36) anghtive “overage earnings,” within the (i) date of the execution of this
the denominator of which is the total inmeaning of section 3.06 of Rev. Proc. 99Agreement, and
come on the contract ($14,500). 27, for the Contract[s] equal $ ) (i) the date of the corrective ac-
.05 Payment of amounthe issuer is  E. Taxpayer represents that the total ¢fons described in  Section 1(D) above;
required to pay the amount determineghe amounts determined under section (B) To treat the corrective action de-
under section 5.04 of this revenue proces p4(1)(a), (b), and (c) of Rev. Proc. 99-scribed in 1(D) above as having no effec
dure within thirty (30) days of the date ofy7 after taking the special rule in sectio" the date the Contract was issued or e
execution of the closing agreement by thg_04(2) of the revenue procedure into adered into;
Service. Payment shall be made by chegly nt with regard to the Contract[s] are (C) To waive civil penalties for fail-
payable to the “United States Treasuryg % Cand $ , respebl® of Taxpayer to satisfy the reporting.
delivered, together with a fully executeqive|y_ withholding, and/or deposit requirements
copy of the closing agreement, to Internal £ 14 ensure that the Contracts are nd@’ INcome subject to tax under § 72(e)-
Revenue Service, Philadelphia SerViC?reated as modified endowment contract§,10) that was received or deemed receive
Center, 11601 Roosevelt BOUIevardTaxpayer and the Service have entere@’ a contract holder under a Contract in
Philadelphia, Pennsylvania 19154, Attenfnto this Agreement. calendar year ending prior to the date o
tion: Chief, Receipt and Control Branch, NOW THEREFORE, IT IS HEREBY execution of this Agreement; and

ngé% o of contracisThe | FURTHER DETERMINED AND _b(%) .Togeatt_ no fOA”'O”bOf the sum de-
. orrection of contractsThe issuer , ~o-en BETWEEN TAXPAYER AND  S¢riPed in Section (A) above as income
also must bring each contract into complis to the holders of the Contracts.

ance with 8§ 7702A, either by an increangE SERVI.CE AS. FOLLOWS: 3. The actions required of Taxpayer ir
1. In consideration for the agreement o%

in death benefit[s] or the return of eXCeS] " carvice as set forth in Section ection 1(D) above shall be taken by Tax
premiums and earnings thereon, withir payer within ninety (90) days of the date

ninety (90) days of the date of executior? elow, Taxpayer agrees as follows: fof execution of this Agreement by the Ser
%Vice. Payment of the amount described i

of the closing agreement by the Service. §
—_ . - ection 1(A) above shall be made within
SECTION 6. MODEL CLOSING 63 ) at the time and in the mann%irty (30)(da)\ys of the date of execution of

AGREEMENT described in Section 3 below; this Agreement by the Service by checl

_ (B) The amount paid pursuant 10,y ape to the “United States Treasury,
Effective as of the date executed by Inggction 1(A) above is not deductible b pay Y

ternal Revenue Service ' Ydelivered together with a fully executed
S :
axpayer, nor is such amount refundabltle:oon of this Agreement, to Internal Rev-

(A) To pay to the Service the sum
dollars and cen

CLOSING AGREEMENT AS TO subject to credit or offset, or otherwise regn e service, Philadelphia Service Cente
FINAL DETERMINATION COVERING ~coverable by Taxpayer from the Service; 11601 Roosevelt Boulevard, Philadelphia
SPECIFIC MATTERS (C) For purposes of its informationpennsylvania 19154, Attention: Chief, Re-

reporting and withholding obligations cejpt and Control Branch, DP319.
THIS CLOSING AGREEMENT under the Code, no holder’s investment in 4. This Agreement is, and shall be con

(*Agreement”), made pursuant to sectiorany Contract may be increased by anyryed as being, for the benefit of Tax:
7121 of the Internal Revenue Code (thgortion of— payer. The holder[s] of Contract[s] Cov-

“Code”) by and between [taxpayer’s (i) the sum set forth in Sectionered by this Agreement are intendec
name, address, and identifying numberj(A) above, or beneficiaries of this Agreement. This
(“Taxpayer”), and the Commissioner of (i) the excess of the cumulativeAgreement shall not be construed as crea

Internal Revenue (the “Service”). overage earnings over the proportionai@g any liability of an issuer to the holders
WHEREAS, share.of overage earnings |nc|qded iBf the C(_)ntract[s]. .
gross income reported to the Service on a5. Neither the Service nor Taxpayer
A. Taxpayer is the issuer of one otimely filed information return or income shall endeavor by litigation or other mean:
more modified endowment contracts, atax return with regard to amounts reto attack the validity of this Agreement.
defined in section 7702A of the Code;  ceived under any Contract; and 6. This Agreement may not be cited ol
B. On , Taxpayer pursuant (D) To bring the Contract[s] into relied upon as precedent in the dispositio
to Rev. Proc. 99-27, 1999-23 |.R.B., subecompliance with § 7702A, either by an in-of any other matter.



NOW THIS CLOSING AGREEMENT fraud, malfeasance, or misrepresentation 3. This Agreement is subject to any leg:
FURTHER WITNESSETH, that Tax- of material facts set forth herein. islation enacted subsequent to the date
payer and the Service mutually agree that 2. This Agreement is subject to sectionsxecution hereof if the legislation pro-
the matters so determined shall be finalf the Code that expressly provide that efrides that it is effective with respect to
and conclusive, except as follows: fect be given to their provisions notwith-closing agreements.

1. The matter to which this Agreemenstanding any other law or rule of law ex-
relates may be reopened in the event oept § 7122 of the Code.

IN WITNESS WHEREOF, the parties have subscribed their names in triplicate.
Taxpayer

Date Signed: By:

Title/Office

Commissioner of Internal Revenue

By:

Title/Office

SECTION 7. EFFECTIVE DATE The collection of information and re- Books and records relating to a collec:
, ) . porting burden are in section 5 of this revtion of information must be retained as
This revenue procedure is effective, e procedure. This information will belong as their contents may become mate
May 18,1999, the date this revenue procjse 1o determine whether an issuer magl in the administration of any internal
dure was made available to the public. o maqy failures to comply with the re-revenue law. Generally tax returns an
SECTION 8. EXPIRATION DATE quirements of 8 7702A. The |Ik6|y re-tax return information are Confidential, as
spondents are insurance companies.  required by 26 U.S.C. 61083.
This revenue procedure is available The estimated total annual reportingb
only for requests for relief that are repurden is 20,000 hours. RAFTING INFORMATION
ceived on or before May 31, 2001. The estimated annual burden per re- The principal author of this revenue

spondent varies from 50 hour to 15Qygcedure is Katherine Hossofsky of the

hours with an average of 100 hours. Theffice of Assistant Chief Counsel (Finan-

estimated number of respondents is 200¢jg| Institutions and Products). For fur-
The collection of information con- The estimated annual frequency of thgher information regarding this revenue

tained in this revenue procedure havEESPONSES IS one time. procedure, contact Ms. Hossofsky or

been reviewed and approved by the Of- An agency may not conduct or sponsof202) 622-3477 (not a toll-free call).

fice of Management and Budget in accorand a person is not required to respond to,

dance with the Paperwork Reduction Aca collection of information unless the col-

(44 U.S.C. 3507) under control numbelection of information displays a valid
1545-1625. OMB control number.

SECTION 9. PAPERWORK
REDUCTION ACT



