for the dividends received deduction) used
to fund the.company’s obligations to poli-
cyholders, sections 807 and 805 require the
company to adjust certain income and de-

duction items for the policyholders' share.

of such tax preferred income. See section
807(a) and (b), section 805(a}(4). -
Section 812 provides the mechanism
to calculate the life insurance company’s
and policyholders’ respective shares of
net- investment income. Under section
812(b)(1), a life insurance company's

share of nct investment income is the ex—
cess (if any) of “net investment income".

(determined under section 812(c)) for the
taxable, year over- the.-sum of (i) “pol-
icy .interest”
812(b)(2)) for the taxable year, and (il)
the . “gross, investment income's propor-.
tionate share of policyholder dividends™
(determined under section 812(b)(3)) for
the taxable year.

Policy interest includes “required inter-
est” on reserves. Section 812(b)(2)(A).
Required interest on a contract’s reserves
is calculated using the mean of the con-
tract’s beginning-of-year and end-of-year
reserves and the ‘interest ratc used in de-

termining the contract’s reserves. For ex-.

ample, if the life insurance reéserves for a
contract are determined using the greater
of the applicnble Federal interest rate or the
prevailing State assumned isterest rate for
the contract, then required interest on those
reserves is calculated by multiplying (i) the
mean .of the rescrves by (ii) the interest
rate used in calculating the reserves (i.e.,
the greater of the applicable Federal in-
terest rate-or the prevailing State agsumed
inerest rate for the contract). If neither
the, prevailing. State-assumned interest rate
nor, the applicablé Federal Interest rate is
used In determining ‘2 contract's life in-
surance reserves, then required interest is
calculated using. another appropriate rate.
Section 812(b)(2); Rev. Rul 2003~120,
2003-2 C.B. 1154.

In both Situation ] and Situation 2, the
amount of the life insurance reserves.taken
into account under section 807 for Con-
tract A is the amount of tax reserve d¢-
termined under section 807(d)(2), which
is determined using the applicable Federal
interest rate for the Contract. As the applis
cable Federal interest rate is used to deter-
mine the amount of the life insurance re-
serves for Contract A, the required interest
on the’ Contract’s life insurance reserves

'2007-38 1.R.B.

(determined under section-

is calculated by multiplying the mean of
those reserves by the applicable Federal
interest rate: for the Contract. Rev. Rul,
2003-120.

In Situation 1, the mean of the 2007
beginning-of-yéar and end-of-year life in-
surance reserves for Contract A is $9,000

([58,000 + $10,000] + 2 = $9,000) and the'

applicable Federal interest rate for Con-
tract A is 4.82.percent. For taxable year
2007, the required interest on Contract A’s
life insurance reserves is $433.80($9,000
x 4.82% = $433.80). .

In Situation 2, thé mean of the 2007
bepinning-of-year and end-of-year life in-
surance reserves for Contract A is $9,160
([$8,155 + $10,165] + 2 = §9,160). The
applicable Federal interest rate for Con-
tract A i5.4.82 percent. For taxable year
2007. the required interest on Contract A's
life insurance reserves is $441.51 (39,160
x'4.82% = $441.51).- Consistent with the
allocation of Contract A's life insurance
reserves between /C's genernl account
reserves and separate account: reserves,
$7.71 of the required interest ($441:51
x $160 / $9,160 = $7:71) is taken into
account under scetion 812 as required in-
terest oo /C's general account reserves.
The remaining $433.80 ($441.51 x $9,000
/89,160 = $433.80) of the required interest
is taken into account under section 812 as
required interest on JC's separate account
Teserves. Co

HOLDING(S}

I. Under section 807(d)(1), the
amounts of the end-of-year life insurance
reserves for Contract A in both - Situa-
tion I and Situation 2 are the amounts
of the tax reserve determined under sec-
tion 807(d)(2). Thus, in Situation 1. the
amounts of the 2006 and 2007 end-of-year
life insurance reserves for Contract A are
$8,000 and $10,000, respectively. In Sit-
vation 2, the amounts of the 2006 and
2007 end-of-year life insurance reserves
for Contract A are 38,155 and 510 168,
respecuvely

2. In both Situation 1 and Snuauon 2,
the required interest on Contract A's life
insurance reserves is calculated by multi-
plying the. mean of the Contract's begis-
ning-of-year and end-of-year reserves by
the applicable Federa! interest rate for the
Contract. In Situation 1, the 2007 required
interest on Contract A's life insurance re-
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serves is $433.80. In Sitwation 2, the 2007. |
required interest on-Contract A's life insur-
ance reserves is $441.51 Of this amouny. * | t Kons have b

- §7.71'is required interest-on /C's genem) i‘. ¢ ruling po
account reserves for Contract A, and the Qi slatute, re
remaining $433.80 is required interest op JHebed POSIll
IC's seperate account reserves for Contray ¢ Ming po
A, ‘ :jg Af¢ NO SU
’ ‘a r applica
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K 5 Bcv Rul
The principal author of this revenue rul, X " onccms the
ing is Stephen D. Hooe of the Office of SEployed b
Associate Chief, Counsel (Financial Insti. i z, emational
wtions & Products). For further informa. , ", I¥ites signi

tion regarding this revenue ruling, contact.. §§ |L11,ensblp
Stephen D, Hooe at (202) 622-3900 (nota  §f 4@ CiS) F
toll-free call). 1 U 7(1,) .of t
. gy Act (81

Section 812 —-Deﬁnltlon
of Company’s Share and
Policyholders' Share

A revenue rullng that provides guidance r:gmi
ing (1) the amount of Life insurance reserves rake™
into account for a variable contract where some or all
of the resarves arc accounted for as part of a ife in! 4 L.
surance company’$ separale aecount reserves and (2)
what Interest rate is used to calculate required inerest
under scction 812(b)(2)(A) on life insurance reserves, -
in smmdoal where the omeunt of thns: reserves fsthe .
lax reserve determiined undu section’ 807(5)(2) Ser ;

) L‘ xsexempti
\, from
faxytreaty, 1

iEmationa

Sectlon 893. —Compen-
sation of Employees of
Foreign Governments or
International Organizahons

26 CFR 1 8931 Campmsa:ion of employees foﬂ"
eign gover £ or inlernati 'organlmuan.n

bendent upt
Q; the Unit
Q 1:893~1(c

¥ Rev. Rul

: 5

iy uon of th

Revenue rulings obsolete. This k-~ b . a 5t of for
|

ing obsoletes Rev. Rul. 75-425, 1975-2 W e s

C.B. 291, which'provides guidance relsted '\l tau
to the effect of signing a waiver (USClS
Form 1-508) under section 247(h) of the,’
Immigration and Nationality Act (8 U.S.C”
section 1257(b)) by alien individuals em-’
ployed in the’ United States by a forclg{! .
government or international otganization.
Rev. Ruil. 75-425 obsoleted.

i

N\Y oftho
aslt‘;en).ems.
t:been
]ngcr ii

The Internal Revenue Service is con-’ '
tinuing its program of reviewing guidan
(including revenbe rulings, revenue prO'
cedures, and notices) published in the In-
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g 1 eraz] Revenue Builetin o identily those  currently applicable fogal provisions and  SUMMARY: This document cantains final
(-‘;‘% lings hat aie obsoleie because (1) the  agreements, the Internal Revenue Service  regulations under section 6011 of the Inter-
M . - .. . . .
ﬁcﬁ‘&{ applicable statutoty provisions or segula-  has concluded that Rev, Rul. 75425 isne  nal Revenuve Code that madify the rules re-
W

pens have been changed or repealed; (2)
e ruling position is specifically covered
py statue, regolarions, or subsequant pub-

lonpar determinative with respect to for-
cign povernment and iniernational organ-
ization employees of any foreign country.

lating to the disclasvre of reportable trans-
actions under section 6011, These regulu-
tions affect taxpayers. participating in re-

R

{;’}Eﬂ'&

57

jished position; or (3} the fzeis on which
ihe ruling posiion is based nu longerexist
or are not sufficiently deseribed o permit
civar application of the current stawute and
regulations.’

Rev. Rull 75425, 1975-2 C.B. 241,
concerns the effvct of an alien individuul
smployed by 2 foreign governmenl or
jnemational vrganization in the Uniied
States signing a waiver (United States
Citizenship  and  Immigration  Services
(USCISY Form T-508) under section
247(7) «of the Immigration and Nation-
ality Act (8 U.S.C. § 125%(h)). Generally,
ag stien individual emplayed by a forcign
governmenl or nternational organizaloy
who files the watver provided by section
247(b) of the Immigration and Nationaliw
Actis, from the date of filing the waiver,
no langer emitled to exemption from in-
voine 1ax under sectian 393 af toe Internal
Revenue Code with respect to his or her
sempensation received from such foreign
overnment ar internationsl  organiza-
ion. See Treas. Reg. & 1LE93-1(a)3s)
and (i3, However, the filing of the
wajver will have no effect on any ircone
tax cxemption derived by an alien indi-
viduai from the crovisions of an income
X Ltreaty, cousular agreement, or other
international agreemeni o the extent the
eppitcation of the exemption is not de-
peadent upon the intermnzl revenoe laws
of the United States. See Treas.  Reg,
§ 18051 {cX2)

Rev. Rull 73425 ses forth tie appli-
calion: of the above rules with respect to
& list of foreign countrics with which the
Uaited States had an income tax treaty or
consular aprecment and @ list of jnterna-
tonal oranirations with respect to which
the United Stares was a signatory to the in-
temational agrecment creating the interna-
lvial orpanization(s) at the tme of pub-
lication of the revenue raling, Decause
many of those income tax treaties, consular
tgreements, and international agreements
hi!\‘c been modified, suparseded, or are
20 longer in force, and because the facts
on which the ruling position was based
%0 longer exist o7 are not suificiently de-
sribed to permii clear appiication of the

2 i Septernber 17, 2007
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Accordingly, Rev. Rul. 75-423 is hereby
declared obsalete.

Alien individuals employed by a for-
cign povernment or international organi-
zation in the United States, who file the
waiver provided by section 247(b) of the
Immigration and Nationality Act (USCIS
Form 1-508), will be entitled t0 any tax
cxemption conferred under the provisions
of an applicable income tax treaty, con-
sular agreement. or intcrmational zgree-
ment, thai is siill in force. 1o the exteni
the application of the exemption is not

dependent upon the internal revenue laws |

of the United Swates. For puidance with
respect o a specific foreign counwry or
internutional orpanizadon, send an e-mail
0y embassy@irs.gov.

DRAFIING INFORMATION

Various personnel from the Office of
Associate Chief Counsel (Intemiational)
participated in the drafting of this rev-
enue niling.  For further information
regarding this revenue mling, contact
Richard A. Ward at (202) 874-1621 {nota
toll-free call) or e-mail embassy@irs.gov,

Section 6011.~—General
Requirement of Return,
Statement, or List

20 CFR 1004 f-: Reguiremen: of sieemen: disclos-
mp pastcpaion in certain teansacions by taxpay-
ers.

T.D. 9350

DEPARTMENT OF

THE TREASURY

Internal Revenue Service
26 CFR Parts 1, 20, 25, 31,
53, 54, and 56

AJCA Modifications to tire
Section 6011 Regulations

AGENCY: Internal
(IRS). Treasury.

Revenue Service

ACTION: Final regulations.

607

portable transactions under section 6011,
material advisors responsible for disclos-
ing reportable transactions under section
&111, and material advisors responsible for
kieping lists under section 6112,

DATES: Effective Dare: These regulations
are effective August 3, 2007,

FOR FURTHER INFORMATION
CONTACT: Charles D. Wien,
Michael M. Beker, ar Tolsunt N. Wadadle,
202-622-3070 (not 2 toll-free number).

SUPPLEMENTARY INFORMATION:
Background

This document contains final regula-
tions that amend 26 CFR part 1 by modify-
ing and claritying the rules refating (o the
disclosure of reportable transactions under
scction 6011, This document also contains
final regulations that amend 26 CFR pans
20, 25, 31, 53, 54, and 56 by modifying
the rules for purposes of estate, gift, em-
ployment, and pension and exempt organi-
zations excise taxces thai require the disclo-
sure of listed transactions by cenain tax-
payers on their Federal ax rewras under
section 6G11. -

The American Jobs Creation Act of
2004, Public Law 108-357, (118 Suav
1418), (AJCA)} was cnacted on October
22, 2004, The AJCA revised sections
6111 and 6112, thereby necessitating
changes 10 the rules under section 6011,
On November 1, 2006, the IRS and Trca-

- sury Department issued 2 notice of pro-

posed rulemaking and temporary and final
regulations under sections 6011, 6111, and
6112 (REG-103038-03. 200649 I.R.B.
1049, REG-1032039-0s, 200649 LR.B.
1057, REG-103043-05, 2006-49 LR.B.
1063, T.D. 9295, 200649 T.R.B. 1030}
(the November 2006 reguiations). The
November 2006 regulations were pub-
lished in the Federal Register (71 FR
64488, 71 FR 64496, 71 FR 64501, 71 FR
64458) on November 2. 2006.

‘The IRS and Treasury Department re-
ceived writien public commenis respond-
ing w the proposed reguiztions and held

2007-38 L.R.B.
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