
Section 832.—Insurance Company
Taxable Income
26 CFR 1.832–4: Gross Income.

Insurance companies; premium sta-
bilization reserves. A non-life-insurance
company’s surplus does not include
amounts held on behalf of a group of
insureds in a premium stabilization re-
serve. Rev. Rul. 70–480, revoked.

Rev. Rul. 97–5

Rev. Rul. 70–480, 1970–2 C.B. 142,
provides that amounts held by a nonlife
insurance company in a ‘‘stabilization
reserve’’ funded with credits on retro-
spectively rated term insurance contracts
are not taken into account in determin-
ing the company’s unearned premiums
under § 832(b)(4) of the Internal Rev-
enue Code. Rev. Rul. 70–480 concludes
that stabilization reserves are not un-
earned premiums because the credits
retained by the insurance company to
fund the stabilization reserves came into
being after the relevant risk period ex-
pired and thus were part of the compa-
ny’s earned premiums. Rev. Rul. 70–480
further states that the company’s earned
premiums less its costs and expenses
constitute part of its surplus, which is
available to pay policyholder dividends.
Rev. Rul. 70–480 thus treats the stabili-
zation reserves as part of the company’s
surplus.

Rev. Rul. 70–480’s conclusion that
the stabilization reserves are part of the
insurance company’s surplus is errone-
ous. The stabilization reserves are avail-

able to the policyholders upon cancella-
tion of the term accident and health
insurance contracts. The nonlife insur-
ance company at all times had a legal
obligation to return the stabilization re-
serves to its policyholders to the extent
that the stabilization reserves were not
used to purchase future coverage. Thus,
stabilization reserves are not part of the
nonlife company’s surplus.

HOLDING

A non-life insurance company’s sur-
plus does not include amounts held in a
stabilization reserve of the type de-
scribed above.

EFFECT ON OTHER DOCUMENTS

Rev. Rul. 70–480 is revoked.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Gary Geisler of the Office of
the Assistant Chief Counsel (Financial
Institutions and Products). For further
information regarding this revenue rul-
ing contact Mr. Geisler on (202) 622–
3970 (not a toll-free call).

with the Tax Division. The amendments
also reflect a change to the law made by
the Omnibus Budget Reconciliation Act
of 1990 regarding the type of services
about which disclosures may be made.

EFFECTIVE DATE: These regulations
are effective on December 17, 1996.

FOR¬ FURTHER¬ INFORMATION
CONTACT: Donald Squires, 202–622–
4570 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

On December 15, 1995, a notice of
proposed rulemaking (DL–40–95 [1996–
1 C.B. 731]) relating to the disclosure of
returns and return information in con-
nection with the procurement of prop-
erty and services for tax administration
purposes was published in the Federal
Register (60 FR 64402). No public
hearing was requested or held nor were
any comments submitted by the public
in response to this notice.
The regulations proposed by DL–

40–95 are adopted by this Treasury
decision without revision and are dis-
cussed below.

Explanation of provisions

As previously written, 26 CFR
301.6103(n)–1 authorized the Tax Divi-
sion of the Department of Justice,
among other entities and individuals, to
disclose returns and return information
pursuant to section 6103(n) of the Inter-
nal Revenue Code. This authority al-
lowed the Tax Division to disclose tax
information incident to its contracts to
private parties for, among other pur-
poses, automated litigation support ser-
vices.
The Department of Justice indicated

its intention to establish an expanded
automated tracking system for all mon-
etary judgments in favor of the United
States, which wil l be operated by a
private company under contract with the
Department. Although the majority of
tax cases are handled by the Tax Divi-
sion, there are several United States
Attorneys’ offices that also have litiga-
tion responsibility in the civil tax area.
In addition, the Tax Division refers
some judgments in tax cases to the
United States Attorneys for collection.
The previously existing regulations ar-
guably would not have permitted these
offices, which are technically not part of
the Tax Division, to disclose tax infor-
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