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What Is An Annual Statement?

* GAAP: Set of Generally Accepted Accounting Principles used by corporations to
prepare financial statements.
e Allinsurance companies are organized as a corporation:

* Mutual Insurance Companies: Organized/owned by the policyholders
who share in the insurance company’s profits and operate for their
collective benefit

» Stock Insurance Companies: Organized/owned by stockholders for the
benefit of the policyholders and stockholders

* P&Cand life insurance companies file a separate report under the statutory basis
of accounting with their state insurance commissioner, known as the Annual
Statement.
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Financial Reporting — STAT Accounting

e Statutory Accounting Principles (SAP) form the foundation for amounts reported in
the statutory annual statement.
* The basic concern of SAP is solvency. If the insurance company were
liquidated, what assets would likely be available to pay policyholder claims?
 The concern over solvency is also demonstrated on the income statement: policy
acquisition expenses are immediately expensed, rather than capitalized, as they are
for GAAP purposes
* SAP generally requires the recognition of current and deferred taxes similar to
GAAP, with several modifications based on the primary concerns and operations of
an insurance company
 The primary difference in accounting for deferred income taxes for Statutory
Accounting in comparison to GAAP is that Statutory Accounting employs an
admissibility test with respect to DTAs through the admissibility test in
Statements on Statutory Accounting Principles (“SSAP”) 101.
* In addition, deferred tax expense (change in deferred tax asset/liability) is
recorded through income statement (P&L) for GAAP and recorded through
surplus for STAT.
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U.S. GAAP -

10-K

Q‘:’iﬂce Tax Conference

Taxation Basics: STAT to Tax

Section 811(a) indicates that computations in determining income taxes for insurance
companies shall be made in a manner consistent with the manner required for purposes
of the annual statement approved by the National Association of Commissioners (NAIC).

GAAP to statutory differences
include:

* Loss Reserves

* Non-Admitted Assets
e Securities/Investments
* Cash Basis Dividends

* Realized Gains &
Losses/Interest Maintenance
Reserve (IMR) and Asset
Valuation Reserve (AVR)

e Other Than Temporary
Impairments (OTTI)

* Partnership Investments

* Pensions

* Deferred Acquisition Costs
* Transfer to IMR

* Change in Loading

Statutory

accounting -
Regulatory

Statutory to tax differences
include:

* Loss Reserve

* Salvage and Subrogation

* Unearned Premiums

* Advance Premiums

* Deferred Acquisition Costs

* Tax Exempt Interest

* Dividends Received

* Proration

* Change in Accrued Dividends
* Deferred Compensation

e Other Than Temporary
Impairments (OTTI)

* Capital Gains — Unrealized and
IMR

e Accrual of Market Discount

U.S.

Federal
Tax

2020 Virtual Insurance Tax Conference

6



Financial Statements: Source
Document
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Structure of the Annual Statement

— NAICA/S information obtained from the following books based on the type of
company:
— P&C (yellow book)
— Life & Retirement (blue book)
— Life & Annuity — Separate Accounts (green book)
— Accident & Health Prescription (orange book)
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Insurance Tax Conference

Assets —

ASSETS

Page 2
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Liabilities, Surplus, Other Funds — Page 3

LIABILITIES. SURPLUS AND OTHER FUNDS

Insurance Tax Conference
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Statement of Income/Summary of Operations

%ﬁnce Tax Conference

— Page 4

SUMMARY OF OPERATIONS
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Cash Flows — Page 5

CASH FLOW
5
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Premiums
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Premiums

* Premiums are amounts collected by an insurer from a policyholder to provide coverage
under a given insurance plan for a defined period of time

* Earned premiums: portion of premium related to expiration of the contract’s risk
period. Earned premiums are recognized currently in income

* Unearned premiums: portion of gross written premium allocable to the unexpired
term of the insurance contract. Instead of recognizing the unearned portion of
premium income through P&L, a liability is established for the unearned premium
reserve (UPR)

* Asterms of a contract expires, the related portion of the unearned premium
becomes earned. The UPR liability is reduced and the earned premiums are
recognized in income

IT‘ 2020 Virtual Insurance Tax Conference
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P&C: Unearned Premiums Tax Adjustment

Premiums Earned per I.R.C. Section 832(b)(4)
..."Premiums earned on insurance contracts during the taxable year” means an amount

computed as follows:

(A) From the amount of gross premiums written on insurance contracts during the
taxable year, deduct return premiums and premiums paid for reinsurance.

(B)To the result 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.

Gross written premium
- return premiums

- premiums paid for reinsurance

+ 80% of prior year ending UEP
- 80% of current year ending UEP

Premiums earned

IT‘ 2020 Virtual Insurance Tax Conference
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P&C: Earned Premiums: Current Tax

* Step 1: Net Premiums Written are obtained from Line 35 of the Underwriting and
Investment Exhibit of the Annual Statement
e Consider and include advanced premium amounts not excludable pursuant to the
I.R.C. Section 1.832-4(a)(5)(iii) exception
e Step 2: Prior year and current year Unearned Premiums are obtained from Page 3, Line 9
of the Annual Statement
* Note: These amounts are discounted at 80% pursuant to I.R.C. Section 832(b)(4)
* Apply unearned premium treatment to premiums received in advance
* Step 3: Subtract 80% of current year unearned premium from the sum of current year net
written premiums and 80% of prior year unearned premium
* Step 4: Report the resulting amount for taxable premiums earned on Schedule A, Line 1 of
Form 1120-PC

IT‘ 2020 Virtual Insurance Tax Conference
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P&C: Earned Premiums: Current Tax (cont.)

Annual Statement

1) NPW from A/S

CmrEne o T v as 2042 0

UNDERWRITING AND INVESTMENT EXHIBIT
P

ART 1 - PREMIUMS EARNED

ine of Business Latat vanra a1

[ fomms |

2) PY & CY UPR from A/S

0
Golumn &, Part 14

- par

Tax Return

3) (NPW + 80% PY UPR)—80% CY UPR

ANNUAL STATEMENT FOR THE YEAR 20112 OF THE

LIABILITIES, SURPLUS AND OTHER FUNDS

Insurance Tax Conference

1 Losses (Part 2A, Line 35, Column 8)

2 Reinsurance payable on paid losses and loss adjustment expenses (Schedule I, Part 1, Column 6)

3 Loss adjustmont cxpenscs (Part 2A, Line 35, Column 9)

4. Commissions payable, contingent commussions and other similar charges.

5 Other expenaea (excluding taxes, licenaes and fees)

6. Taxes, licensos and foes (excluding federal and forsign incomme laxes)

A Current federal and tareign income taxes (including $... -..0on realized capital gains (losses))

72 Net deferred tax liability

8. Borrowed money §. 0 and inlerest thereon $..........0

a Unearned premiums (Mart 1A, Line 38, Golumn 5) (after deduchnq uneamed premiums for ceded reinsurance of
$....234,444,112 and including warranty roserves of $. 0 and accrucd accident and hoalth cxperience rating
retunds including $. -0 tor medical loss ratio rebate per the Public Health Service Act)

Gurrent Year Prior Year
19,509 455 35,117,545
163,965 130,100
365,227 364,183
2,926,726

1,812,040

I 241,420,383

>

Form 1120-PC (2011) Page 5
EEELIVEYS  Premiums Eamed—Section 832 (see instructions)
1 Netpremiums written . . . S . ~ 1 Step 1
2 Uneamed premiums on outslanmng businass al tha ancal th yearT
=—Emer T00% of lfe insurance reserves included in uneamed premiums
(section 832(b)(7T)(4)) and uneamed premiums of section B33 organizations
(seeinstructions) . . . . . 2a
b Enter 90% of uneamed premlums attributable to \nsudnq certain securities . 2b
¢ Discounted unearned premiums attributable to title insurance . . . . . 2c
d  Enter B0% of all other uneamed premiums (see instructions) a Step 2[- PY
e Total Add lines 2athrough2d . . . . . . . . . L 20
3 Total Add lines 1 and 2e 3
4
a Enter 100% of life insurance resarves included in up
(section 832(b)(7)(4)) and unearnad
(see instructions) . 4a
b Enter 0% of uneam 4b
] 4c
d Step 2+ CY
'otal. Add lines 4a through 4d . de
5 Subtract line 4a from line 3 __ N 5 Step 3|
s under saction Sﬂ?{n}(?J[DJ [saemstrum\ms] . 6
rom\umseﬂmld Add lines 5 and 6. Enter here and on Schedule A, Ilne 1. 7 Step 4

Form 1120 70 20111 V' =2
Taxable Income — Sechion B32 (sec mstruchons) T P
1 Premiums samed (Schedule E. line 7) 10 S
2 Dividends (Scheduls G fine 14) 2 | |
{a} Interest received {b) Amortization of
premim
3a  Gross intsrest .
b Intersst exempt under section 103

o| = Subbsctline3biom ine 3a

E d est. Subtract line 3¢, column (B} from line 3d
a a

E| &  aross royaies 5
6  Capital gain net income (sttach Schedule D (Form 1120} 6
7 Nt gain or (loss} from Form 4797, Part I, line 17 (attach Form 4707) . 7
8 Gertain mutual fire or flood insurance company premiums (section 832(EXTND). 8
8  Income on account of special income and deduction accounts )
10 Income from protection against loss account (see instructions) 10
11 Mutual interinsurers or reciprocal underwriters —decrease in subscriber accounts ]
12 Income from a special loss discount account (attach Form B816) 12
13 Other income (attach schedule) 13
14 Gross income. Add lines 1 through 12 14

2020 Virtual Insurance Tax Conference
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Life: Taxable Premium Income: §803(a)

+ | Premiums and annuity considerations for life and accident and health contracts

+ | Considerations for supplementary contracts with life contingencies

+/- | Other considerations arising out of indemnity reinsurance

+/- | Change in the liability for advance premiums

+/- | Change in the liability for deposit type contracts

+/- | Change in the asset for due and deferred premiums

= | Taxable premium income

IT‘ 2020 Virtual Insurance Tax Conference
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Life: Taxable Premium Income: §803(a) (cont.)

Premiums per annual statement: Reference
Premiums & Annuity Considerations A/S Page 4, Line 1
Considerations for Supp. Contracts w/Life Cont. A/S Page 4, Line 2

Annual Statement Subtotal:

Reclasses:

Change in Advance Premiums:

Plus CY A/S Page 3, Line 8
Less PY A/S Page 3, Line 8
Net change
Change in deposit type contract:
Plus CY A/S Page 3, Line 3
Less PY A/S Page 3, Line 3
Net change
Change in due and deferred premiums:
Plus CY A/S Page 2, Line 15
Less PY A/S Page 2, Line 15
Net change

Consideration on Reinsurance Agreements— AE

Assets Received (Ceded) from Reinssurance

Adjusted Premium Income Per Annual Statement

2020 Virtual Insurance Tax Conference
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Investments
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Investment Income

* Investment income: Composed of the gross amount of income earned during the taxable
year from interest, dividends, rents, and royalties.

* Interest: Income generated from investments in financial instruments that represents
a fee for the utilization of cash

* Interest, dividends, rents and royalties are typically treated as ordinary income for tax
purposes.

* P&C: Annual Statement - Statement of Income pg. 4, Line 9

* Life: Annual Statement - Statement of Operations pg. 4, Line 3
* Life & P&C: Exhibit of Net Investment Income

* 1120-PC, pg. 1, Line 2

e 1120-L, pg. 1, Line 4

IT‘ 2020 Virtual Insurance Tax Conference
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Investments Schedules

e Schedule A
* Real estate investments
e Schedule B

* Mortgage loans
e Schedule BA
e Other long-term invested assets
 Schedule D
* Bonds and stocks
 Schedule DB
e Options, caps, floors, collars, swaps, and forwards investments
 Schedule DA

e  Short-term investments
* Schedule DL
e Securities lending collateral assets
e Schedule E
e Cash, cash equivalents, and special deposits

IT‘ 2020 Virtual Insurance Tax Conference
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P&C: Investment Income

e ettt Sihe gt et sre mm m & e m amm mm e mm e e e —m e — = — e = e = =
1 2
UNDERWRITING INCOME Current Year Prior.Year
1. Premiums eamned (Part 1, Line 35, Column 4)._____ 2173558 671 ~....1,940 933,381
DEDUCTIONS:

2. Losses incurred (Part 2, Line 35, COIUMN 7). et ...1,297 573,690 1,175,142 258

3. Loss adjustment expenses incurred (Part 3, Line 25, ColumN 1).......ooo oot .....334 269,787 337249720

4 Other underwriting expenses incurred (Part 3, Line 25, Column2) ..760,113,901 L. T12587 774

5 Aggregate write-ins for underwriting deductons. ... | {15 IS 0

6. Total underwriting deductions (Lines 2 through ) . .2,391,947 378 _....2224 979752

7. Metincome of protected cells.................ooo

8 MNet underwriting gain (loss) (Line f minusLine 6 plusLine?) ~(218,388,707)| ... (284,046371)

9. Netinvestment income earned (Exhibit of Net Investment Income, Line 17).. ... . ~....10,023,088

10. Net realized capital gains (losses) less capital gains tax of $.....(3,007,130) (Exhibit of Capital Gains (LOSSES)}.............oo...... .....(11,863,791)

11, Netinvestment gain (loss) (Lines 9+ 10). ... 58,169,298

EXHIBIT OF NET INVESTMENT INCOME
1 2
e Do ~~1120-PC U.S. Property and Casualty Insurance Company OMB No. 1545.0123

U.S. government bond: (a). 6,030,249 5959.118 Income Tax Return
11 Bonds exempt from U.S. tax (a). 4235273 3,126,962
12 Other bons i 67736682 033,603 Department of the Treasury For calendar yeaer?‘ or tax year beginning | . 2019, ending ; -A 20 @ 1 g
13 Bonds of afilatc al Internal Revenue Service » Go to www.irs.gov/Form1120PC for instructions and the latest information.
24 Preferred stocks (b). A Checkif Name B Employer identification number
11 Preferred stocks of affiiate: (). 1 Consolidated return Please
22 Common glocks p.064 2180 (attach Form 851) . [] print | Number, sireef, and room or sulte no. If a P.O. box, see Instructions. C Date Incorporated
221 Common stocks of affiliate 2 Life-nonlife consoli-
3. Morigage (). dated return . or
4. Real estate. (d) 1,938,665 1,938 665 3 Schedule M-3 type City or town, state or province, country, and ZIP or foreign postal code D Check applicable box If an election
5. Contract loan: {Form 1120-PC) has been made under section(s):
6 Cash, cas lents and short-term investment (@) 1,137,698 1,137,698 aftached - 0
7 . E - Checkif: (1) [ ] Final return 2) [] Name change (3) [ ] Address change (4[] Amended return | [] 831(9) - [] 953()3)c) - [ 953(0)
8. | Other invested asset 1'2;”52 “g;'v 52 1 Taxableincome (Schedule A, line37) . . . . . . A, .
B e ot g T 2 Taxable investment income for electing small companies (Schedule B, line 21) C =]
1. Investment expen: (a) 774,148 3 Check if a member of a controlled group (attach Schedule © (Form 1120)) . >
12, Investment taxes, licenses and fees, excluding federal income taxes (@) 4 Income tax L. R 4
13 Interest nse. (h). " o
14, Depreciation on real estate and other invested asset: (i). 468,821 5 Enter amount of tax that a re(:lprocal ust include . 5
15 Aggregate write-ins for deductions from investment income. - 6 Base erosion minimum tax amount (attach Form 8991) . 6
16 Total deductions (Lines 11 through 15). 3242968 7  Addlines 4 through . . . . ) 7
17__Net investment income (Ling 10 minus Line 16) ( 81,132,988 8a Forewgn tax credit {attach Form 1118) 8a

Insurance Tax Conference
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Life: Investment Income

3
t
Current Year Prior Year
1. Premiums and annuity considerations for life and accident and health contracts (Exhibit 1, Part 1, Line 20.4, Col. 1, less
Col. 11) 8,742,039.794 | 8,367,469, 774
2. Considerations for supplementary contracts with life contingencies bl i B ] 2,332,897
3. Netinvestment income (Exhibit of Net Investment Income, Line 17) 2,303 ,856,089 1,926,933
4. Amortization of Interest Maintenance Reserve (IMR, Line 5) oo 74,032,528
5. Separate Accounts net gain from operations excluding unrealized gains or losses
1 2
Collected During Year | Earned During Year
1 us. bonds @ 37,030,310 | 36.596.221
1.1 Bonds exempt from U.S. tax. (a)
12 Other bonas (L ) (a) .._1,657,143,979 | ____1,685,929,902
1.3 Bonds of affiliates (a)
21 Prefemed stocks (L (b)
11 Preferred slocks of affiiate ()
2.2 Common stocks (v 18,447,658 18,151,155
221 Common stocks of affiliates 48,886,521 62,845,000
3 Mortgage loans (5] 191,896,165 [__ 193,132,146
4 Realestate 5,082,623 65,082,623
5  Contractloans 274,105,285
6 Cash, cash equivalents and short-term ir [ J— 24,596,346 |_. .
7 Derivative (f) 2,630,880 |
8. Other invested assets 167,445,121 . |
9. Aggregate write-ins for invesiment income 2,919,862 2,919,862 H MB No. 1545-0123
10. __ Total gross investment income 2,490,584 751 2,532,968,871 Form 1120'L U's' Llfe Insurance cnmpany Inc ome Tax Return
11 expenses (g) 131,877 645 For calendar year 2019 or tax year beginning , 2018, ending .20
12, Investment taxes, licenses and fees, excluding federal income taxes (Q) 11,368 538 Department of the Treasury » Got IFormi120L for instructi i the latsst information. 2@19
13, Interest expense (h) 68,378 833 Internal Revenue Service 0 to www.jrs.gov/Form or instructions and the latest information.
14, Depreciation on real estate and other invested asse (i) .——.._.17,828 634 A Check I Name B Employer dentification number
15.  Aggregate write-ins for from income (340,868,
16, Total deductions (Lines 11 tH0UGN 18] oo —————— === 1 Gonsolidated return Please
17 Net investment income (Line 10 minus Line 16) [« 2,303,856, 089 > (attach Form 851) . D pri nt Number, sireet and room or sulte no. 11 a P.O. box. see Instrictions. C_Daie Incorporaied
DETAILS OF WRITE-INS I 2 Life-nonlife or ' ! B :
consolidated retun (] type
3 Schiedule M-3 (Form City or town, state or province, country, and ZIP or foreign postal code D ;tﬁgﬁ--gﬂc;ebé%%);r;;i;dey
1120-L) attached . [ ] sectins):
E Checkit. (1) [IFnaireum () [ INamechange (3 [ |Adaresschange  (4) [] Amended retum [esag@e [ 9530
| 1  Grosspremiums, etc., less return premiums, etc. Enter balance . . . . P R 1
o
£| 2 | Netdecrease, if any, in reserves (Schedule F, line 12) . PR PR L 2
2
£| 3a Decrease in reserves under section 807(f) . . . . IS PO S b ... | %
0
© | b Income from Reserve Transition Relief (see instructions) P P S P I S ... |3
gl 4 Investment income (Schedule B, line 6) (see instructions) . . . . . . . . - 4 >
E 5  Net capital gain (Schedule D (Form 1120), line 18) . . PR P PR 5
Q| 7 © Otherincome (attach statementi
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Taxable Interest and Dividend Income

Taxable interest income Taxable dividend income

+ | Statutory interest income — :
y + | Statutory dividend income

- | Eliminate statutory accrual of market discount

- | Dividends accrued at the end of the year

+ |81276(a)(1) interest

+ |§1276(a)(3) interest + | Dividends accrued at the beginning of the
year
+ | Original issue discount - | Reclass certain preferred stock dividends to

interest income

- | Tax exempt interest received

+ | Dividends from pass-through entities

+ | Statutory premium amortization — tax exempt

securities = Taxable dividend income
+/- | Difference between statutory and tax premium
amortization

+ | Reclass of certain preferred stock dividends from
dividend income

+ |Interest income from pass-through entities

+/- | Reserve statutory change in unearned interest and
non-admitted interest

= Taxable interest income

IT‘ 2020 Virtual Insurance Tax Conference
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Taxable Investment Income

P&C

Life

Net Investment Income:

A/S Page 4, Line 9

A/S Page 4, Line 3

Reclasses:

Plus: Company’s Occupancy of Own Buildings

Plus: Investment Expenses

A/S Page 12, Line 11

A/S Page 8, Line 11

Reclass: Investment Taxes, Licenses and Fees

A/S Page 12, Line 12

A/S Page 8, Line 12

Less: Rental Real Estate Income

A/S Page 12, Line 4

A/S Page 8, Line 4

Reclass: Other Invested Assets

A/S Page 12, Line 8

A/S Page 8, Line 8

Reclass: Depreciation on Real Estate and Other Assets

A/S Page 12, Line 14

A/S Page 8, Line 14

Reclass: From Pass-through

Statutory Tax Adjustments:

Less: Tax Exempt Interest

Less: Statutory accrual of market discount

A/S Page 12

A/S Page 8

Less: Amortization of Premium

A/S Page 12

A/S Page 8

Plus: Original Issue Discount

Plus: §1276(a)(1) Interest Income

Plus: §1276(a)(3) Interest Income

Plus/Minus: Change in Non-Admitted/Unearned Investment Income

Less: Book Income from Pass-Through

Taxable Investment Income:

Qurince Tax Conference
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Tax Exempt Interest (TEl)

* Section 103: Gross interest income received from state and local bond issuance
is exempt for tax

e State, territory, a possession of the United States, the District of Columbia
or any political subdivision thereof

e P&C: Found in Annual Statement, page 12, Exhibit of Net Investment
Income, line 1.1

e Life: Typically included in Annual Statement, page 8, Exhibit of Net
Investment Income, line 1.2
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Schedule D - Capital Gains: Annual Statement

e Exhibit of Capital Gains (Losses)
* Bonds, stocks, loans, real estate, etc.
e Reported (net of tax) on Page 4 (Summary of Operations)

e Schedule D

* Part 4: LT Bonds/Stocks sold in current year
* Part 5: LT Bonds/Stocks acquired/sold in current year

EXHIBIT OF CAPITAL GAINS (LOSSES)
2 3

1 5
Realized Change in
Gain (Loss) Other Total Realized Change in Unrealized
on Sales Realized Capital Gain (Loss) Unrealized Foreign Exchange
or Maturity Adjustments (Columns 1+ 2) Capital Gain (Loss Capital Gain (Loss]
1. U.S. government bonds 62 989 62989
1.1 Bonds exempt from U.S. tax. 2213417 2213417
1.2 Other bonds (unaffiliated) 3,203,842 3,203,842 2,172,264
1.3 - Bonds of affiliate: 0
2.1 Preferred stocks (unaffiliated) 0
211 Preferred stocks of affiliates. 0
22 Common stocks (unaffiliated) 0 4 987
221 Common stocks of affiliates 0 413,779
3. Mortgage loan: 0
4. Real estate 0
5. Contract loans. ]
6. Cash, cash equivalents and short-term 13,938 13,938
7. Derivative instruments 0
8. Otherinvested assets. 0 3,386,816
9. Aggregate write-ins for capital gains (losses) 0 0 0 0
10.  Total capital gains (losses). 5,494,187 0 5,494 187 5,977 846 0
RETAN & A WDITE Mo
e e e T e T L TR
---------------------------------------------------- realized capital gains or (Iesses) (Line 31 minus Line 32) -

34. Net realized capital gains (Iosses) (excluding gains (Iosses) transferred to
1,338,346 (excludlng taxes of $

Iess capital gains tax of $ .

35. Net income (Il ine 33 nlus | ina ‘M\

Q{:rjnce Tax Conference
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DRD and Proration
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Proration: Overview

* Proration: Based on the theory that a portion of each type of investment income will
ultimately fund obligations to policyholders with the remainder available to the company

* Proration adjustment: Designed to prevent an insurance company from receiving a double
tax benefit by excluding TEl and the deductible portion of dividends from income while
simultaneously receiving a deduction for an increase in reserves that is partially funded by
receipt of tax advantaged investment income

* P&C: For P&C, the percentage is set at a variable formula equal to 5.25% divided by the
top corporate income tax rate. For years beginning on or after Jan. 1, 2018, the corporate

tax rate is 21%, which results in a 25% proration.

* Life: The “company’s share” and “policyholders’ share” are fixed percentages of 70% and
30%, respectively.

IT‘ 2020 Virtual Insurance Tax Conference
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P&C: Proration adjustment for TEl and DRD is treated as a adjustment to “losses incurred”

P&C: Proration: Overview

(“reduction of a deduction”) as computed on Schedule F, Form 1120-L

U

Schedule F

1
2
a

Fremiums earned. Add lines b and b. ENT

er nere and on scneaule A, Iine 1.

[ 7]

Losses Incurred (sect

ion 832) (see instructions)

Losses paid during th
Balance outstanding a
Unpaid losses on life i

tax year (attach rec

nsurance contracts

t the end of the current tax year for:

onciliation to annual

statement)

2a

1]

k

Discounted unpaid los
Total. Add lines 2a an
Add lines 1 and 2¢

Balance outstanding a
Unpaid losses on life i
Discounted unpaid los

ses
d 2b
t the end of the pre
nsurance contracts
ses

eding tax year for:

2b

4a

4b

Total. Add lines 4a an
Subtract line 4¢ from |
Estimated salvage an
Estimated salvage an
Losses incurred (line 5
Tax-exempt interest s

d 4b
ne 3

plus line 6 less line
ubject to section 832

reinsurance recoverable at the end of tf
reinsurance recoverable at the end of th

7
©)E)B) -

e preceding tax year

e current tax year

T

12
13

Dividends-received de
27

The increase in policy
805(a)(4)(F) -

Total. Add lines 9, 10,
Reduction of deduction

duction subject to si
cash value of sectio

and 11
under section 832(b,

ection 832(b)(5)(B) (S

n 264(f) policies, as

(5)(5). I.Vlu\:[iply.i fne 1

chedule C, line

defined in section

2 by applicable percentage. See instructiol

<l

1

7]

14

Losses incurred ded
Schedule A, line 26

uctible under sectic

n 832(c)(4). Subtrac

t line 13 from line 8.

Enter here and on

Insurance Tax Conference
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Life: Proration: Overview

Life: Policyholder’s share of TEl is treated as a reduction of the deduction for “Increase in

Reserves” or as an increase of the income for “Decrease in Reserves” as computed on
Schedule F, Form 1120-L. DRD proration is reflected in Schedule A.

Form 1120-L (2019)

Schedule F

Page 3

Increas

e (Decrease) in

Reserves (secti

on 807) (see inst

ructions)

(a) Beginning () End of tax year |
of tax year
1 Lifeinsurance reserves . . . . . 1
2  Unearned premiums and unpaid losses 2
3  Supplementary contracts . . . . 3
4 Dividend accumulations and other amounts . 4
5  Advance premiums .. 5
6  Special contingency reserves 6
7  Add lines 1 through 6 7
8  Increase (decrease) in reserves under section 807. Subtract line 7, column (a), from line 7, column (b) m— —
9a Tax-exempt interest TUTTE TR TR TETTTTR . 79;; e —
b Increase in policy cash value of section 264(f) policies as defined in section 805(a)(4)(F) / 9b
¢ Add lines 9a and 9b P Lo . 9c
10  Policyholders’ share percentage . R et P S . 10 30%
11 Policyholders’ share of tax-exempt interest and the increase in policy cash value of secti 4(f) policies as /
defined in section 805{a)(4)(F). Multiply line 9c by line 10 R e — a4
12  Net increase (decrease) in reserves. Subtract line 11 from line 8. If an increase, enter here and on page 1. line
10. If a decrease, enter here and on page 1, line 2 P 12
(oL oo A~ [ P TPy QP g gy S S N S N SR P Y
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Dividends

* Dividends: Distributions of a company’s earnings to its shareholders earned by insurance
companies from equity investments held in its investment portfolio

* For STAT-Tax provision purposes, dividends received during the year may be found in the
Annual Statement Exhibit of Net Investment Income (only taxed on collected)

* Rev. Rul. 78-117 provides that accrued dividends do not have to be recognized as income
because they are not actually or constructively received

* Detailed investment portfolio on which an insurance company receives dividends may be
found in the various sections of the Annual Statement Schedule D

e Mutual funds make distributions, for which you need to obtain fund information to
determine DRD eligible percentage of distribution EXHIBIT OF NET INVESTMENT INCONE

2
Collected Eamed
SCHEDULE D - PART 2 - SECTION 2 Dt D e
1. U5, govemment bond ] 6030249 5859118
Showing all COMMON STOCKS Ovned December 31 of Current Year 11 semntimlS & iy Pl Pty
1 2 |- Go0tS ... § Farale 3 Dives Crange n BockiAdusizd Camjing Vale ar 1 12 Oerbonds nafieted l ) 01080
e ! : " K B u “ * N 13 Bndsoiafia o
Cunent Years 217 flated (bl
F Rate per Umealzed | OmerThan- Al igtes. (]
a] store st o Nooomitzd | vawafm | Tepory | TowChnen | TouFosip 2 p— 5 28
& Mimerc | Gowadised | OttinFar Decived bt Decbvsotit | hoes | omem | BACY. | EmgeCrn| D | A :
CUSIR ercabon Desarpion coefgr] o | comigae | vake Fi Vae At Cogt Urpaid | During Ve gt | Decee) | Recngized e nBACY. ured | Designaion i G
Comman Storks - NOUSY and MCelangOs (Unafiasn Pudicl Traea 3 orgage loans ¢
367X A |ANTERO RESOURCES ORD. .o | s | e 0000 | BB [ i 250 [ BB | BB [ e e BR[| SRS R e | IEEOAT. 4 Realestze (d. 1,938,665 1933665
KP4 2 | WPERIALBRANDS ADR. ¢]...hsom LT 1 38467 a 26t ) a8 L6117 5 Conlrac
2128 103 | WPXENERBYORD. o e | TUAR0000 | 185308 | oo 88780 | e VSR S RS O SR O L R PO S O S — OG0T ......... 6. Cash, cash equivaents and sh ] 117 656 113768
8. Tetk Stoce i W TRt ] ATUBO0 | 200 | e OO e SOATE | e B [ 20 el [ Lo (R L I o O | oo o] 7. Dei (i
8. Otherinvested asset 1011782 1011782
9. Aggregate witens for 865797 BE5T9T
0. Total gross imvestment inoome. 82,956,180 B4,375,966
11, Investment expens (g TTa %
12 , lenses and fess, i .
1 .
i st and ofer vesizdasses i FL:f]
15, Aggregate e income. ]
8. Toial deducfions Lines 11 feough 15) 342%3
17, Netinvestment income (Ling 10 minus Line 16). B1.132.988
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DRD and Proration: Current Tax

Step 1: Obtain gross dividend amounts for the Annual Statement Exhibit of Net Investment Income
and record on Schedule C, Lines 1-9

Step 2:
— P&C: Calculate DRD by multiplying gross amounts by DRD exemption amounts on
Schedule C, Lines 18 — 24
— Life: Calculate DRD by multiplying gross amounts by DRD exemption amounts on
Schedule A, Lines 1-9

Step 3:
— Life: Prorate the dividends received deduction by the company share percentage
(70%).

Step 4:

— P&C: Report total dividends received deduction amount from Schedule A, Line 2

— Life: Report total dividends received deduction amount from Schedule A, Line 22
column (c) on Page 1, Line 21 (a)

IT‘ 2020 Virtual Insurance Tax Conference
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Annual Statement for the year 2011 of the Variable Annuity L"e Insurance Company

P&C: DRD and Proration: Current Tax

EXHIBIT OF NET INVESTMENT INCOME

Schedule C

2) Calculate

2 Foem 1120-PC (015 DRD Faga &
Collected Earned EEEEMCISN Dividends, Inclusions, Dividends-Received Deduction I8
During Year During Year (see instructions)
1. U8 government bonds (a) 8113817 B51aTes Dividends and Inclusions
11 Bonds exempt from U 3. tax (3) 0 0 Income |} Subyedt o faction o} Disiciffrnts and
12 Other bonds (unafiliated) () 1.711638,123 1,750,111,176 T -] nchdions
13 Bonds of afiates i 931942 8792119 i Di\.-nu::;ﬁn:; less-than-20%-owned domestic corporations jother than delbe-
21 P (unafifated). y 788,108 788,106 e o - 1
N u — ! 2 Dividends from 20 %-or-more-owned domestic carparations jother than debt-financed
211 Preferred stocks of affliate: h). 0 0 Sk A
22 Common stocks (unaffiiated) 175,088 e ATAASS | 1) O bta | n 3 Dt o carain debt-franead st o - e facsict 3 e
221 Common stoes of afites 29300000 Zo0 | 4 Dividends on cerlain preferred stock of less-than-20%-cwned public Utilties 4 i
3. MortgageK o) 22141872 244,384,485 Gross §  Dividends on certain preferred stock of 20 H-or-more-awned public utilties s
4. Realestate e T 432431 .. €& Dividends from less-than-20%-owned forgign corparations and certain forsign sakes
5 Contractloan 821016 BI5E5 Dividends corporations (FSCs) Cb oL 6
6. Cash, cash equivalents and shortderm investments (8) 2981472 2980489 f T Dividends from 20%-or-more-awned foreign coparations and certain F3Cs 7
7 Dervative instruments. i) (2,170533) (2170533) rO m A/S a Dividends from wholly owned foreign subsidiaries and certain FSCs . 8
& 8  Dividends from certain affiliated companies a8
8 O 120,082,370 120,026,336
- * : iy - 10" Finsigrsoutn podich of ‘dhidends rosived Trim & specifisd 10% e fum.;n
9. Aagregate wie-ns for ‘_"w Mt income. 17483 1748 corporation fexciuding hybrid dividends) (ses instructions) . 1l
10, _Total gross invesiment income 3500 467 21935350 11 Dividends from fareign corparations. not inchuded on line 3, 8. 7, 8, or 10 § m:ll.dlrg any
1. Investment expenses. (a) 44,600,342 hybeid dridend) . 11
12, Invesimenttaxes, lenses and fees, excludng federal ncome faxe: U] 1750616 12a  Subpar F inclsions derfved from the sals by & controlied forsign coparation (CFC) of
13, Interest expense. (h). 0 the siock of a lowertier foreign comporation treated as a dividend jattach Formis)
14, Depreciation on real estate and other invested assets 0] 978,797 5471} {mee instructions) 12a
15, Aggreqa for deductions income. 0 b Subpant F inclusions: derived from h}hﬂﬂ diidends of tiered comorations {atach
1. Totaldeducions (Lines 1 trrough 5) 413075 Farmis) B471) (wee instructions) - 12h
. B . . ©  Other inclusions from CFCs under subpart F not included on ine 12a, 12b, 13, or 15
17, Netinvesiment income (Line 10) minus Line 16). 21725241% {aitach Farmis) 571) . -l
13 Global intangible low-taxed income [GILTI) (attach Forms 5471 and 8982) 13
14 Gross-up for foreign taxes desmed paid id
18 Section 865() inclusion . - 16
18 Odherdi nds (aitach statement) . . 18
17 Total dividends and inclesions. Add In:s i Ihluugh 16 Ent:r h:r: and on S-chemle
A line 2, ar Schedule B, line 2, whichever applies B O e I
Dividends Received and
(e S e
Deductions 1a) Subied 10 section ) Total dhvicfkets recstved
zazifisiE ardt spaciabisductions
18 Multiply fine 1 by 50% [0.50) 18
18 Multiply fine 2 by 85% [0.65) 18
20  Deduction for line 3 jzee instructions] . 20
21 Multiply ine 4 by 23 38 {0.233) . F2 Sted 2
25 Multiply fine 5 by 26.7% {0.267) . 22 B 3
23 Muhiply line 6 by 50% [0S0} 23
24 Muhiply ine 7 by 5% [0L6S) 24
25§ Errter the amount from ine & . 25
26 Taotal Add imes 18 through 25. (Ses msk'\.l:h:nsinrllnnmmn I - 28
2T Total Add line 26, column fa), and line 3, column (z). Enter here and on S:nedl.le F.
line 10 A S Y
Section 280 deduction (attach Form B233) el
‘Section 965(c) participation exemption (ses instructions) s 29
Tatal deductions. Add ine 26, column (b); and line= 9, 10, 122, 2! ancl29 :ulunr \'.b\ Ert:r h-=n= ardan
Schedule A, line 38a, or Schedule B, line 20, whichever applies A a0
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Life: DRD and

Annual Statement for the year 2011 of the Variable Annuity L"e Insurance Company

EXHIBIT OF NET INVESTMENT INCOME

Proration: Current Tax

Foem 1120-L (2015

Schedule A

2) Calculate o

7 Ny Dividends, Inclusions, Dividends-Received Deduction, and Other Sg DRD ictions)
Collected Earned {ah Dividunds ictions
During Year During Year Dividends subject to proration S T TeTes
1. US. govermment bonds (3] 8113817 85137e8 | Dividends from |less-than-20%-owned domestic corporations (other than
1.1 Bonds exempt from U.3. fax (8 0 0 debt-financed stock) | gE . wH wnER dE BT m 1 50
12 Otrerbonds unafilated) @ 1718123 1011176 2 Dividends from 20%-or-more-owned domesfic conparations (other than
1.3 Bonds of affiliates. - @ G'M 82119 ad ikl § T a &5
22-_111 ;‘memd smd‘s:l;n;ﬁl’?:sdl : 79&102 79&103 on  cerfain debé-firanced =lock of domestic: and f'clrlll;ﬂ ]
22 Common stocks (unaflted) 175,088 | J——trit5—| . b R T R i e £ 3 poe "f_:f'-"-’r
221 Conmonsioescfaes B0 B0 1) Obtain  [owceran pewemes s arm=mr2es: wiftins Step-1 235 Stap 2
3. Morgage k LILEFLE 244 384 495 G ross on carain preferred stock of 20%-or-more-owned public wilties | B, 26.7
4. Realestate, (d 742431 743243 from less-than-20%-owned foreign corporations and certain
5 Contractloan H3101 48935605 Dividends == comparations (FSCs ] Bl
6. Cash, cash equivalents and shortferm investments. (e). 2981472 2380489 freems 205 -or-more-awned foreign comarations and certain FSCs T a5
7. Derivative nstuments il [21705%) 21705%) from A/S i el cunrsbe Fodbign e ENTAS A1l ot S - 5 e
8. Oterir 120,082,370 120,026,336 irorm certam atfilated corpanis g 3
9. Aggreqate write-ng for investment income. 577483 577483
10, Tota gross inesimentincome 350467 710854350 jm"‘:"": cch b ot e | m""g" g :: ==
1. Investment expenses. (q) 44,600,342 rshare percentage . : 7
12, Invesiment taxes, icenses and fees, exciudng federal income taxe I 1750616 12 Prorated amount. Line 10 times line 11 12 ! Stup 3 I
13, Interest expense. (h) 0 e . K |
14, Degreciton n eal estate and oler vested asses 0 w7 Dividends not subject to proration
15, Angregate write-ins for deductions from i income. 0 13 Affiliated company dividends 13 GES METrUcTions
16 Total deductions (Lines 11 through 15) 47330755 | 14 Foreign-souwrce portion of dividends received 1r\c|r| a m:frhed ID'S‘E wml:d
17, Netinvesiment income (Line 10) minus Line 16). 21725241% foreign corporatian {excluding hybrid dividends) (ses instructions) 14 100
18 Dividends from foreign corporations not included online 3, 8, 7. B, or 14
lircluding hybrid dividends) . 18
16 Section 965(a) nclusion . 18 e
17a Subpart F inclusions denved from the sale by a condrolled fur:lm
corporation (CFC) of the stock of a kower-tier foreign corporation treated as 3) Prorate DRD
a dridend jattach Foemi(s) 5471) (see instructions] . - |1Ta by 70%
b Sabpart F inclusions derved from hybrid dividends of tiered corporations
(attach Formis) 5471 (see instructions) i 1Th
¢ Cther inclusions fram: CFCs under subpart F not included on ne 18, 173,
17h, ar 18 (sttach Fornis) 5471) (see nsbuctions) R
18 Giobal intangible low-faxed income [GILTI) (altach Formi(s) 5471 and B952) . 18
19 Chhar corporate dividends . 18
2 Total dividends and nclusions. hdd ines 1 'I'rnugn 'IQ |:u|urr|n |'a1 Emef
here and on Scheduls B, ine 2 . 20
21 Section 250 deduction iattach Form B2533) 21
22 Total deductions. Add bnes 12, 13, 14, 18, 172, and ".’1 |:\c|||.rnn l'cl En1|:f
here and on page 1, line 21a 1)

Insurance Tax Conference

| Schedule B

Investment Income rsee |ns.1ruct|orks1
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P&C: Reserves
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Insurance Losses

 P&C insurers establish unpaid loss reserves for specific events that may occur
and require the insurer to pay a claim to an insured
e Detail of unpaid loss reserves, by line of business and accident year,
detailed in Schedule P of the Annual Statement
* Insurance loss reserves liabilities are primarily comprised of the following:
* Unpaid loss reserves: Actuarially determined estimates of direct future
costs of incurred losses for insurance claims
* Unpaid loss adjustment expenses: Estimate of future costs for determining
and settling incurred losses
e e.g., legal costs, claims adjuster expenses
* Incurred but not reported (IBNR): Loss has occurred but has not been
reported to the company and the amount of the loss remains uncertain
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Insurance Losses: Schedule P

* A/S Schedule P:
* Total losses and loss adjustment expense

summary by accident year included in Sch. LIz
e : === - Mn — = - =

P, Part 1, Column 24

* Loss and loss adjustment expense detail by
accident year and line of business on Sch. P,
Parts 1A-1T

=
Adring a s
e

Dimctang
asmumed e

* Loss reserves established on the annual |
statement at the full dollar value of settled B
losses. Annual statement losses are not :
discounted, even though time may pass M'ﬁ ] jm
before the losses are actually paid N I = B ==
« Certain states provide an exception for ” 5 :
workers compensation and medical LR B B OB OB B &
P s s v e = EEES 7 o m—

malpractice, discounted using very
conservative interest rates
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Loss Reserve Discounting

e Losses are incurred in the accident year, but may not be paid until years later
 P&Cinsurers discount losses based on IRS prescribed payment
* Section 846(a)(1): Insurance losses are discounted separately by line of business
attributable to each accident year
* Section 846(a)(2): Method of Discounting - Amount of discounted unpaid losses
as of the end of a taxable year shall be the PV of insurance losses, computed
using the following:
 Amount you are discounting
* Interest rate
e Period of time to discount
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Loss Reserve Discounting (cont.)

Step 1

Obtain losses paid during the
tax year from the A/S
Underwriting and
Investment Exhibit, Page 9,
Ln. 35, Col. 4 and report on
Form 1120-PC Sch.F, Ln. 1

Step 4

Report PY discounted unpaid
loss amount on Form 1120-
PC, Sch. F, Ln. 4b and
subtract from losses paid
and CY discounted
unpaid losses

Q@ice Tax Conference

Step 2

Obtain annual statement unpaid
loss amounts by line of business
and accident year from A/S Sch. P
Parts 1A-1T. Discount A/S unpaid
losses by prescribed IRS discount
factors found in annually released
Rev. Proc.

Step 5

Include prorated amounts on
Form 1120-PC, Sch. F, Lines
9-12

Step 3

Sum CY discounted unpaid
losses for each line of
business and report the total
on Form
1120-PC, Sch. F, Ln. 2b

Step 6

Report total losses incurred
and deductible from Form
1120-PC, Sch. F, Line 14 on
Form
1120-PC, Sch. A, Ln. 26

2020 Virtual Insurance Tax Conference
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Loss Reserve Discounting (cont.)

Step 1

Form 1120-PC, Schedule F

A/S Underwriting and Investment Exhibit (Pg. 9, Ln. 35)

PART 2 - LOSSES PAID AND INCURRED
sses Paid g 5 5 T [ IR A  Losses Incurred— Section 832 (see instructions)
T 2 3 7 NetLosses Losses Perentzoecf
- s - Lo Fementagect 1 Losses paid during the tax year (attach schedule) R B B B B B
Poymants i vesr Loses. Cument¥ear | (ColormT Pa®) 2 Balance outstanding at the end of the current tax year for:
Direct Reinsurance Reinsurance (Columns: (Part2A Unpsid (Columns | to Premiums Eamed a Unpaid losses on Iife insurance contracts . . B Step 1
— Business Assued Recovered 23 Columm &) Pror Year 4456 | (Comd.Panl) b Discounted unpaid losses i . )
2 Alled fince ¢ Total. Add lines 2a and 2b - - B
3 Fe 3 Add lines 1 and 2c - - - B
4. Homeowners multiple peril 4 Balance outstanding at the end of the preceding tax year for:
5 Commersl mutsleperl a  Unpaid losses on life Insurance contracts . . .
6. Mortgage guaranty
8. Ocean marine. b Discounted unpaid losses - - B
& Inandmaine L0278 %20 47558 240 1020383 4169713 %17 ¢ Total. Add lines 4a and 4b i . ) ac
19 pmance 5  Subtract line 4o from line 3 . . - . 5
12 Medical k de 6 Estimated salvage and reinsurance recoverable at the end of the gy Bding tax year . - - 6
12 Earthauake 7 Estimated salvage and reinsurance recoverable at the end oS4 current tax year . B B 7
1 healh 1% 481 14,496,891
T et aerrorerury &  Losses incurred (ine 5 plus line 6 less line 7) g E . E E . 8
15 Other acoident andbealth 0  Tax-exempt intarast subject to section 832 (EE] R . . 9
16, Workers' compensation 10  Dividends- d deduct DiegiAT tion 832(b)(5)(B) (Schedule C, |
171 Otherhabi 134334569 e 89412835 18,200,344 421850 BIBT Eoll oy e resived dedudtion =22 section 832(B)ENE € uie ©. fline (.
72 oter - - - - - - -
173 Excess Workers Compensaion 11 The increase in policy Value of section 264(f) policies as defined in section | [
181 Products liability - occurrence BOS5(a)(4@)F) - - - - - -
182 Products liability - claimes made
ety et 12 Total Ageffies 9, 10, and 11 . . . . . B B B 12
193 134 Commercal auto abity 13 #Ction of daduction under saction 832(b)(5)(8). Multiply line 12 by 15 _ . . . 13
i " Losses incui deductible under section 832(c)(4). Subtract line 13 from line 8. Enter here and on |
2 Aot |1 Schedule A, line 26 B . . 5 - . - - - 14
% Suey | Form 1120-PC
3 oy
. Boiler and machinery
. Credit
. Intemational
B Waray
31 R Froperty XXX
2 R ity XXX
3 Re d Financial Lines. XXX
3 o sortf] . 13679 158
B ToTAs G50 455 BI55 TR 503
.
N Step 1: Obtain losses paid during the tax year
0>109,598 Exhibit, P 9, Ln. 35, Col. 4 and
xhibit, Page 9, Ln. , Col. 4 and report on

Form 1120-PC Sch. F, Ln. 1

2020 Virtual Insurance Tax Conference
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Loss Reserve Discounting (cont.)

*Perform loss reserve discounting calculation for each line of business

Sch. P Part 1H: Other Liability - Occurrence Loss Reserve Discounting: Other Liability - Occurrence

SCHEDULE P - PART 1H - SECTION 1
OTHER LIABILITY - OCCURRENCE

23 24 Other Liability - Occurrence
Gross Discount Discounted
Total MNet Resemnves Eactor Reserves
Savageand | Losses and I
Subrogation | Expenses 2) Obtain annual statement AY+14 2001 ~ | 0.000000
Anticipated Unpaid . AY+13 2002 ; 0.000000
unpaid loss and amounts Avi12 2003 ) 0.000000
___________ from Sch. P, Column 24 AY+11 - 0.000000
0 2005 - 0.000000
----------- AY+9 2006 [ Step2—Anmual ). 0.841796
I AY+8 2007 | Unpaidtoss |- 0.918064
___________ AY 4T 2008 Reserves. - 0.914032
AY+6 2009 - 0.871929
R AY+5 2010 - 0.886000
I 6 AY+4 2011 - 0.897297
|1 137 AY+3 2012 - 0.894745
AY+2 2013 - 0.921126
------ 498 AY+1 2014 - 0.929358
I R 228 AY+0 2015 - (.930106
17,626 Total
18,495

2) Discount at IRS prescribed

discount factors

Q{:rince Tax Conference 2020 Virtual Insurance Tax Conference
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Loss Reserve Discounting (cont.)

Loss Reserve Discounting: Other Liability - Occurrence Form 1120-PC, Sch. F, Ln. 2b

ISl  Losses Incurred—Section 832 (see instructions) .
1 Losses paid during the tax year (attach scheduls) R R R R 1
2 Balance outstanding at the end of the current tax year fur
LOB: Part 1B Private Passenger Auto Liability/Medical a  Unpaid losses on ife insurance contracts . E E E

b Discounted unpaid losses
e Total Add lines 2a and 2b .
3 Addlinesiand2c . . . . . . . .

Accident Statutory Discount Discounted 4 Balance outstanding at the snd of the preceding tax year for
Year Reserves Factor Reserves : g;z@snlf;;ii;;;';;?smnDewmmm .
c Total Add lines 4a and 4b
5 Subtract line 4c fromline3 . . . . . .
Prior 0 98.513% 0.00 T T T 2
2010 0 97.7282% 0.00 it st A ;
2011 0 95.6473% 0.00 10  Dividends-received deduction subject sec(lcn 832(5)(5)B) (Scheduls G, line Step |
24) 10
2012 0 95.0550% 0.00 11 ;g:c:;gﬁ;se in policy cash val DT section 254(0 policies as defined in section " 5 |
2013 4] 94.5205% 0.00 12 Total Addlines 9,10, ged 11 . . . . . . . . . . . . . . . . . / N .. Yz
43 Beguciion of decugue® e secion Mutoly e 12 0y /s
2014 0 94.2824% 0.00 g#”deductible under section 832(c)4). Subtract line 13 from unejé Enter ne\annj/| | I
fle 26 " " " " " " " 14
2015 0 94.2325% 0.00 Form 1120-PC
2016 0 94.8920% 0.00
2017 0 95.2520% 0.00
2018 0 95.2920% 0.00
2019 o] 95,4657% 0.00
0 0.00
Total 1 0.00

4) Report PY 5) Report
discounted unpaid prorated

3) Sum all discounted

reserves for each
losses on Sch. F, Ln. 4b amounts on Sch.

and subtract from Ln. 1 F,
and Ln. 3 Lines 9-12

business line and
report on Sch. F, Ln. 2b

2020 Virtual Insurance Tax Conference
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Loss Reserve Discounting (cont.)

Form 1120-PC, Sch. F, Ln. 2b Form 1120-PC, Sch. A, Ln. 26

Il  Losses Incurred —Section 832 (see instructions) Form 1120-PC 2011) Pags 2
1 Losses paid during the tax year (attach schedule) B B B B B 1 Steo 1 r Sched A Taxable Income —Section 832 (see instructions)
2 Balance outstanding at the end of the current tax year for: 1 Premiums earned (Schedule E, line 7) . T %
a Unpaid losses on life insurance contracts R R R R 2  Dividends (Schedule C. line 14) . . . . . . . . . . . . . PR 2
b Discounted unpaid losses . . . . . (a) Interest receivea | (8 Amortization of
¢ Total Add lines 2a and 2b . . .. P
3 Addlinesfand2c . . . . Step3 | s Grossmmersst. . . . . . . .
4 Balance outstanding at the end of the preceding tax year for:
a Unpaid losses on life insurance contracts . . . . . 4a b Interest exempt under section 103 . . _ . . . .
b Discounted unpaid losses . . . - - [an] ep 4
¢ Total Add lines 4a and 4b . . . . . - N ac o| © Subractineshwomiinesa . [
5  Subtract line 4c from line 3 R B R R 5 Sten 4 [ g A Taxable interest. Subtract line 3¢, column (o) from line 3¢, column (8} . . . . . . . . ad
&  Estimated saivage and relnsurance recoverabie at the end of the preceding tax year . . 6 2| ¢ (Grossrents . S e e e 4
7  Estimated salvage and reinsurance recoverable at the end of the current tax year . . . 7 & Grossroyalties . - S e s
8  Lossesincurred (ine 5 plus line 6lessline 7) . .. T 8 ©  Gapial gan et income (atiach Schadule D (Form 1120) Co 2
7 Net gain or (105s) from Form 4797, Part Il line 17 (attach Form 4797) - B 7
9  Tax-exsmpt interest subject to section 832(b)(5)(B) - E | 8 Certain mutual fire or flood insurance company premiums (section 832ENIION - - - . . )
10 Dividends-received deduction sublect to section 832(b)(S)B) (Scheduls C. line 8 income on account of spacial income and deduction accounts. - oo o
24) . o X . 10 Step 5 10 Income from protaction against loss account (see Instructions) - o 0
11 The inorease in policy cash value of section 264(0) policles as defined In seation 11 Mutual interinsurers or reciprocal Undenwriters—decrease in subscriber accounts . - . . . 11
BO5(=)(4)(F) 11 12 Income from a special loss discount account (attach Form 8816} . . . . . . R 12
12 Total Add lines 9, 10, and 11 . . , , . 12 13 Other income fattach schedule) T 13
13 Reduction of deduction under section ssz(n)csz(a) Mumply line 12 by 15 . R . . 13 15 Gross income. Add ines 1 through 13___ - S SN 14
14 Losses Incurred doductible under section 832(c)(4). Subtract line 13 from line &. Enter here and on | _—| 15 Compensation of officers (attach schedule) ‘5‘“! ‘"5‘"-":"0”5) L T 15
Schedule A, line 26 i N i 3 i . 1 | 16 salaries and wages (less employment credits) . . o 18
—— 17 Agency balances and bills receivable that bacame worthiess during the tax year . - . . . 17
ferm 1120-PC zo1i] il 18 Rerts . . B . oo 18
T nd licenses . . . . . R 19
208 ionerest s b Less tax-axempt inarast exp. [ | esar [20s
c | 21 Charitable contributions . - - L LT 21
S| 22  Depreciation (attach Form 4562) . 22
23 Depletion . . 23
6) Report Iosses 24 Pension, profit-sharing. eto.. plans 24
26  Employee benefit programs |
26 Losses incured (Schecule F, tine 14) . . . . . . . . . . . . . ... % Step |
o S| 27 Additional deduction (attach Form 8816) - T 27 - J
InNcurre an 28 Other capital losses (Schedule G, lne 12, columm (@) - - - - - . - . . . _ . . 28
20 Dividends to policyholders . . Lo 29
. 30 Mutual interinsurers or reckrocal undsrwiiters—increass in subscriber accounts . . . . . 20
d e d u Ctl b I e o n S c h A 31 Other deductions (see Instructions) (attach schedule) . . . . . . . . . . . . . 3
. ) 32 Total deductions. Add lines 15 through 31 . . e a2
|33  Subtotal Subtractline 32 from fine 14 . . . . . . S 33
B | 34a Special deduction for section 833 organizations (Scheduls H.
L n 2 6 @ line ) L . . . .. |s4a
. b Deduction on account of speclal income and deduction accounts . . . |34b| |
© Total Add lines 3daand 34b . . ..o 34c
36 Sudsotal. Subtmct ha 34cem Wne3a . . . . ... ... a5
36a deduction Lline25) . .
b Net operating loss deduction . . . R
© TotalAgdlines3Baand38b . . . . . . . . . . . 36c
37 Taxable income (subtract line 35c from line 35). Enter here and on a7

Insurance Tax Conference
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Loss Reserve Discounting (cont.)

Step 7

Adjust the prior year
loss reserve DTA by the
current year M-1 amount s

Q@ice Tax Conference

Step 8

Report the total in the
current year

cumulative temporary
difference inventory

2020 Virtual Insurance Tax Conference
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Loss Reserve Discounting (cont.)

Step 7 Step 8

7) Adjust PY DTA by CY M-1 amount (previous slide)

ANNUAL STATEMENT FOR THE YEAR 2012

LIABILITIES, SURPLUS AND OTHER FUNDS 8) Report difference between STAT and Tax

1
Current Year Prior Year .
T Losses (Part2A, Line 35, Golumn 8] 19,509.455] 35117585 reserves as ending DTA
2. Reinsurance payable on paid losses and loss adjustment expenses (Schedule F, Part 1, Column 8)
3. Loss adjustment expenses (Part 2A, Line 35, Column %) 153,965 130,100

Losses 19,509,455

*Note the remaining $1.2M

of reserves relate to inland LAE 153,965

Total Unpaid Losses 19,663,420

marine coverage

Accident Statutory Discount Discounted
. e Year Reserves Factor Reserves
Other Liability—Losses 18,495,000
Prior 0 96.7300% 0
2010 0 94.4974% 0
" )
SCHEDULE P - P /iAol L A E R LA LAY o] o) 2011 0 92.6228% 0
SLLILRRENVCIEY  discount factors prescribed in Rev. 0 91.9830% 0
T T O — 0 90.7788% 0
13 14 15 16 17 18 PrOC' O 90.7542% O
Direct and Direct and Direct and 6 90.6836% 5
Assumed Ceded Assumed Ceded Assume: d Ceded

1 Prior 137 90.9196% 125
2 o 498 90.7535% 452
&z 228 90.2053% 206
6. 2007 - - 17,626 88.8810% 15,666

7. 2008 1 .5

8 2009 20 116

9. 2010 72 . 424 . . . . -

oo | sseal sl sse| sass| | B iamel . iars Total TEIoE 16.454
12. Totals 3,682 1,240 21,399 5,446 — 00| —_18,495] _ 1,424 e L |
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Life: Reserves
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Tax Reserves: Overview

Reserves are recomputed for tax purposes

— Life and annuity reserves shown on annual statement exhibits 5 through 7, including non-
cancellable and guaranteed renewable accident and health reserves, are recomputed for
tax purposes under Code §807.

Changes reserves result in income or deductions

— Alife insurance company includes as income or expense the decrease or increase in life and
annuity reserves.

— Section 803(a)(2): decreases in reserves result in taxable income.

— Section 805(a)(2): increases in reserves result in tax deductions.

Computation under Tax Cuts and Jobs Act

The method of computing reserves under Section 807(d) is significantly simplified under the
TCJA and provides that the life insurance reserve for any contract are the greater of the net
surrender value of the contract or 92.81% of the tax reserve method applicable to the contract.
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Life Reserves: STAT

ANNUAL STATENVIENT FUR THE TEAR LV IV VE THE GUARDIAN LIFE INDURANWE WUNVIFANT Ur AVIERIWA

EXHIBIT 5 - AGGREGATE RESERVE FOR LIFE CONTRACTS

Credit
{Group and
Valuation Standard Total Industrial Ordinary Individual) Group

0100001. 1941 C50 2.5% IPC 1948 - 1964 92,529,959 92,529,959
0100002. 1958 Ccs0 2.5% IPC 1964 - 1972 149,134,553 149,134,553
0100003. 1958 cs0 3.5% /204 2.5% |PC 1968 - 1987 _._.| ... 436,720,115 436,720,115
0100004. 1958 CS0 4% CNF 1975 - 1986 833,670,551 833,670,551
0100005....1958..CS0..4% NLP..ONF..1981). ~.. 1986 525,139,318 525,139,318
0100006. 1960 CSG 4.5% All Wholesale & Group 1957 - NB

350,014, 306 2,156 350,012,150
0100007. 1980 CS0 3% /Age 90/ 4% CAVM CNF 2004 - 2007

17,956,485 17,956,485
0100008. 1980 CS0 3% /Age 90/ 4% MNLP CNF 2004 - 2007 _|oeomm 1,530,002 1,530,002
0100009. 1980 €S0 4% NL CNF ANB (ISL) 1998-1999 _._ .22 621,997 322,621,997
0100010. 1980 CSO 4% CRVM CNF 1986 - 2007 ...__. - _.-B,318 340,209 §,318,340,209
0100011.--1980-CS0--4%-NJ-- CNF- 1986~ 2007 -... -.5,008 335,542 £.098.,335,542
0100012. 1980 €SO 4% NLP CNF 1986 - 2007 . £,902,271,749 6,902,271,749
0100013. 1980 CS0 5% /20/ 4% NLP.CNF 1992 - 1993 ... l...........419.752 469 419,752,469

ANNUAL STATEMENT FOR THE YEAR 2019 OF THE GUARDIAN LIFE INSURANCE COMPANY OF AMERICA

EXHIBIT 6 - AGGREGATE RESERVES FOR ACCIDENT AND HEALTH CONTRACTS

Comprehinsive 10 1 12 13
2 3 Federal
Employees
Medicare Health Benefits Title XVIII Title XIX Disability Long-Term
Total Individual Group Supplement Vision Only Dental Cnly Plan Medicare Medicaid Credit A&H Income Care Qther Health
ACTIVE LIFE RESERVE
1. Uneamed premium reserves ....66,916,710 63,645 1,036,911 |4 562 417 ..B1,244 214 9,523
2. Additional contract reserves (b) 510,071,763 _Brdeds 682 | 35426080
3..Additional-actuarial reserves-Asset/Liability analysis
4. Reserve for future contingent benefits
[ O T T
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Life Reserves: Tax

* Life Insurance Companies maintain statutory reserves for future policy claims and benefits
determined by actuarial forecasts

* Unlike most accrued liabilities, insurance companies are entitled to deduct reserves for
future policy claims before they are paid pursuant to Section 807, subject to discounting for
tax purposes

* |In general, the method of computing reserves under Section 807(d) is significantly simplified
under the TCJA.

* Ingeneral, life insurance reserve would be the greater of the net surrender value of the
contract or 92.81% of the reserve computed using the tax reserve method (CRVM/CARVM)
applicable to the contract.

* Forvariable insurance contracts, the tax reserve would be

* 1. The greater of: (a) the net surrender value, or (b) the portion of the reserve that is
separately accounted for under Section 817,

plus
* 2.92.81% of the excess (if any) of the reserve computed using the tax reserve method

(CRVM/CARVM) over the amount in 1.

* Differs from property and casualty insurers who discount based on prescribed IRS discount
factors
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Life Reserves: Tax

Reserves: 1120-L, Schedule F, line 1

Life Reserves (Sch. F, Line 1): Change in reserves for future life insurance claims deductible for tax
purposes

Unearned Premiums and Unpaid Losses (Sch. F, Line 2): Change in premiums unearned on
contracts other than life insurance contracts

Advance Premiums (Sch. F, Line 5): Change in premiums received to secure coverage for policies
not yet in force

Special Contingency Reserves (Sch. F, Line 6): Change in additional contingency reserves
maintained for certain group term life or group accident and health insurance

Form 1120-L (2019) Page 3
m Increase (Decrease) in Reserves (section 807) (see instructions)

(a) Beginning (b) End of tax year
of tax year

Life insurance reserves . R
Unearned premiums and unpaid losses
Supplementary contracts .
Dividend accumulations and other amounts .
Advance premiums

Special contingency reserves

Add lines 1 through 6 .

IT‘ 2020 Virtual Insurance Tax Conference
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Life Reserves: Tax Return

Section 807(e)(6): The Secretary shall require reporting opening and closing balances and the
method of computing reserves

Form 1120-L (2019) Page 3
BN  Increase (Decrease) in Reserves (section 807) (see instructions)
(a) Beginning (b) End of tax year
of tax year
1 Life insurance reserves . 1
2  Unearned premiums and unpaid losses 2
3 plementary contracts 3
4  Dividend accumulations and other amounts 4
5  Advance premiums - 5
6  Special contingency reserves 6
7  Add lines 1 through 6 7
8  Increase (decrease) in‘reserves under section 807. Subtract line 7, column (a), from line 7, column (b) A 8
9a Tax-exempt interest . . P P . 9a
Increase in policy cash value of section 264(f) policies as defined in section 805(a)(4)(F) 9b
Add lines 9a and 9b e A A . 9¢
10  Policyholders’ share percentage . . prpr—— e B S P 10 30%
11 Policyholders’ share of tax-exempt interest and the increase in policy cash value of section 264(f) policies as
defined in section 805{a)(4)(F). Multiply line 9c by line 10 . e e R 11
12 Netincrease (decrease) in reserves. SLfbtract line 11 from line 8. If an increase, enter here and on page 1, line
10. I a decrease, enter here and on page*l line2 . . . S T e R - . 12
S hodiilo Dalirr Anriticitinn Evnancace leantinn 249) leaa inetr infinnel
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Deferred Acquisition Costs
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Deferred Acquisition Costs: Tax

* |RC Section 848(a): “In the case of an insurance company -
* (1) specified policy acquisition expenses for a taxable year will likely be capitalized, and

* (2) such expenses shall be allowed as a deduction ratably over the 180 month period
beginning with the first month in the second half of such taxable year.”

» “Specified policy acquisition expenses” means, under §848(c)(1), so much of the general
deductions for a taxable year as does not exceed the sum of:

* 2.09 percent of the net premiums on specified insurance contracts which are annuity
contracts (§848(c)(1)(A))

* 2.45 percent of the net premiums on specified insurance contracts which are group life
insurance contracts(§848(c)(1)(B))

* 9.2 percent of the net premiums on all other specified insurance contracts (§848(c)(1)(C))

IT‘ 2020 Virtual Insurance Tax Conference
Insurance Tax Conference
55



Deferred Acquisition Costs: Tax

General rule: Amortized over 180 months using a half year convention (i.e., 6 months amortization
in the first year)

First $5,000,000 is amortized over 60 months

* If amount capitalized exceeds $10,000,000, the amount subject to 60 month amortization is

phased out on a dollar for dollar basis; no 60-month amortization where capitalized amount
is $15,000,000 or greater

* Determination is made on a controlled group basis

Capitalized amounts relating to reinsurance contracts need to be amortized over 180 months
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Deferred Acquisition Costs: Current Tax

e Step 1: Obtain gross premiums and annuity considerations from Exhibit 1, Part 1 of the Annual
Statement. Consider other necessary adjustments (e.g. premiums from non-specified contract(s),
amounts excluded under reg 1.848-2(d)) and report on Sch. G, Line 1

* Step 2: Separate by type of insurance contract and capitalize based on the Section 848 IRS
prescribed capitalization percentage

» Step 3: Compare current year capitalization amount to Section 805 general deductions and report
the lesser of the two on Sch. G, Line 10
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Deferred Acquisition Costs: Current Tax (cont.)

2) Capitalize expenses
based on type of

v St o o 2071

EXHIBIT1-PART 1- PBEMI MS eND ANNUITY EMOHESIDERA'\ IONSSFOR LIFE ANDG%DCCIDENT AND HEALTH CONTRACTS i, lnsurance contract
ndusval ° ndintal (Epane ¢ ! : it N ficied
Tom L e urance At ngodan e nsuance Aamites cow |t dnginzn|  oner s
R G EE ) ) N K insurance
§ D s e . * ¢ 2 1 Gross premiums and other consideration [ 1 ~ "
52 nenm o . 8 ] 2 Retumn premiums and premiums and other consideration incurred Step 1
b H H 5 5 reinsurance
: ;L'T.’gi.ﬁéh";;,w S H H 5 3 Net premiums. Subtract line 2 from line 1 2
oo sz 0 19557 | o 2as3ETRATS mssse s 2 4 Net premium percentage (see instructions) [ R : Step 2 |
6 o o a K] i
LR ez i i : § . Mitplyine3tyined
B Z"f‘n"‘“""‘""“”“"""‘”'“’“’“““ [ N tass | esseTaes s N 0 6  Combine line 5, columns {a), (b), and (c), angkénter here. If zera or less, enter -0- on lines 7 and 8 | 6 |
e ] o : ] 7 Unused balance of negative capitalizagjeff amount from prior years . . . . L 7 m
e e s ! S e : -t 8  Combine lines 6 and 7. If zero or Ipe€ enter -0- s <
;‘“ ?ﬁi":‘“’“““”““““““‘ ama s 8 - 9 General deductions (attach sjBment) 9 Step 3
1oa R e H s H H 10 Enter the lesser of line 8@flined . . . [T BT c b e 10
I RENEwAL N N N 0 11 Deductible general uctions. Subtract line 10 from line 9. Enter here and include on page 1, line 18 11
e Detmet. sccuad s ncaecis. ¢ ‘ ¢ o 12 i the amount ine 6 is negative, enter it as a positive amount. If the amount on line 6 is positive, enter -0- . 12
i o . o H 13 Unamortizad specified policy acquisition expenses from prior years i 13
ey ] 5 : ] 14  Dedyptfle negative capitalizaiion amount. Enter the lesser of line 12 or line 13 R S 14
s e H H H 5 152 tive 80-month specified policy acquisition expenses. Enter amount from line 10,
= e e . ez s s but not more than $5 million 15a
e e : P 2 b Limitation 150 | $10.000.000
Bt 24089045555 H 2134691232 H H 16  Phase-out amount. Subtract line 15b from line 10. If zero or less, enter -0- 16
15 Reneas remiums and consieraons: o 17a  Curment year 60-month specified policy acquisition expenses. Subtract line 16 from line
e : S’ p—— g p— 15a. If zero or less, enter -0- I T R TS O T P T I R A !
e = === e = b Enter10% (0.10) of line 17a . . . . . T T T o [17b |
ey i b—— ssm0ee7 o 19557 | agss.sns07 2128022 . s 18a  Current ysar 180-month specified policy acquisition expenses. Subtract line 17a from
SR — —— — i 10 éa
b Enter3.34% (0.0334) of line 18a [ 18b |
18 Enter the applicable amount of amoriization from specified policy acquisition expenses capitalized in prior years
. . . and deductible this year. Attach statement 19
Capltallzatlon % 92 92 209 92 245 209 92 92 92 20  Deductible policy acquisition expenses. Add lines 14, 17b, 18b, and 19. Enter here and on page 1. line 16 . [20 ]
Form 1120-L 2019
1) Obtain gross premium
and annuity
considerations from A/S 3) Compare CY capitalization
amount to CY Section 805

general deductions (limited to
lesser of 2)
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Deferred Acquisition Costs: Current Tax (cont.)

Step 4: Enter current year capitalized policy acquisition expenses on Sch. G, Line 18a (More than
S5 million) or Sch. G, Line 15a (Less than S5 million)

Step 5: Enter current year amortization amount on Sch. G, Line 18b (note that mid-year
convention for first and last years applies to amortization)

Step 6: Report amortizable policy acquisition expenses from prior years deductible in the current
year on Sch. G, Line 19

Step 7: Add amounts capitalized in current year and deductible in current year to amounts
capitalized in prior years and deductible in current year, then report on Form 1120, pg. 1, Line 16
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Deferred Acqwsmon Costs:

Current Tax (cont.)

1. 11 d UeIgddt, B IETY dliu Ul paye |, g & | LN U s u'e Insurance com " Income Tax Return OMB No. 1545-0123
o 1120-L S. pany
ELACENEYe]  Policy Acquisition Expenses (sechon 848) (see mstrucllons) - o ertaitoe Tieasury | FOF calendar year 2019 or tax year beginning 2019, ending 2 2019
(a) Annuity b) Group fife (c) Other Senvice » Ga to www.rs.gov/Form1120L for instructions and the latest information. &Y
Insurance A Check it Name B Emplayer identfication number
1 Gross premiums and other consideration . |1 " " | 1 Fft"’:"g’:adﬁ'm Please
2 Refum premiums and premiums and ofher consideration incurred for | ep 1 | , ;j;:w::" =1 srmt Number, street. and raom or suite no. a F.0. box. see instructians. C Date incarporatad
relnsurance 2 concoidated retom [ type
3 Net premiums. Subtract line 2 from line 1 3 3 ?ﬁgﬁdﬂe.ﬁ""h‘ff"“ City or town, state or province, country, and ZIP or foreign postal coda [l E‘:;::ﬁg:;:;: trlr?:dlmder
-L} attache
4 Net premium percentage (see instructions) s ) sectionlek:
) ° I tep 7 I E Checkit: (1) [JFinairstum () [Mamechange  3) [JAddress change  (9) [] Amended retum Oosaigyepe) O esag
5 Muitply line 3 by i 4 [ : 5 g | 1 Gross premiums, etc., less return premiums, etc. Enter balance . 1
§ | 2 ' Netdecrease, if any, in reserves (Schedule F, line 12) 2
6  Combine line 5, columns (a), (b}, and (c), and enter here. If zerg or less, enter -0- on lines 7 and & 6 8| 3a Decreasein resenves under section 807(0) 2
7 Unused balance of negative capitalization amount from prior years Step2 T | b Income from Reserve Transition Reliet (see instructions) kil
8 Combine lines 6 and 7. If zero or less, enter -0- 4 Re ort CY g’ 4 Investment income (Schedule B, line 6) (see instructions) 4
9 General deductions (attach statement) Ste 0] 3 ) P Bl 5 Nt capital gain (Schedule D (Form 1120 line 18) 5
10 Enter the lesser of line 8 or line 9 : 10 / cap italization E ; $w income (aftach statemen) PR ;
11 Deductible general deductions. Subiract line 10 from e 9. Ener ners and incude cn page,line 18 . . . 1 / — D;:r:;:g:::;my gross income Add fines 1 throug .
12 Ifthe amount on fine & is negative, enter it as a positive amount. If the amount on line 6 is positive, enter 0- . 1z amount on Sc h . 2 o
& | 10 Netincrease, if any, in reserves (Schedule F, line 12) 10
13 Unamortized specified policy acquisition expenses from prior years 13 / G L| ne 1 8a % | Ha Increase in reserves under section 807() Ha
14 Deductible negative capitalization amount. Enter the lesser of line 12 or line 13 . 14 ’ g b Deguction from Reserve Transition Relief (see instructions) 11b
15a  Tentative s0-month specified palicy acquisition expenses. Enter amount from line 10, & |12 Deductivle policyholder dividends under section 808 12
but not more than $5 million 15a 2113 Assumption by anather person of liabilities under insurance, etc.. cantrams 13
b Limitation . X 15| $10.000000f § | 14 Dividends reimbursable by taxpayer 14
16 Phese-out amount, Subiractine 150 from e 10, f zero o less, enter 0- . 16 5) Enter CY £ | 16 Inereste ___ b lLesslacexamptintarest expense > © Balance —
17a_ Cument year 60-month specified policy acquisition expenses. Subtract line 16 from line / : :: Dedmbli;ﬂ? equstion oxperece et G, Ine 21 1 prp Z |
15a. If I ter -0- i i 5 Reserved forfuurs use s T—
3.1 zefo orless, enter - 17a amo rt I Zatl on i 18 . Other deductions {see instructions) (attach statement)
b Enter 10% (0.10) of line 17a 17b h E | 48 | Arid linos O fhonei 40 —
18a Curent year 180-month specified policy acquwsrtlun expenses. Subtracl hne 173 from Step 4 ] amount on Sch. G, 7) Re port CY deductible
linet0 . . . . [ S B 1 L- A R
b Enter 3.34% (0.0334) of line 182 1 Step 5 ) Line 18b (mld year pollcy acquisition
19 Enter the applicable amount of amortization from specified policy acquisition expenses capitalized in prior years Ste 6 conv
and deductible this year. Attach statement . P €Xpenses on Form 11 201
N cron 7 |
20 Deductib e 16 . Sten 7 1 Line 16
6) Report amounts capltallzed in PE- L,
PY and deductible in CY on Sch. G,
Line 19
CAPITALIZATION
Annuity A&H Life Total
Total Non-Qualified Direct Premiums 211,564,765 211,564,765
Other Adjustments (+)
Total Non-Qualified Direct Premiums 211,564,765 - - 211,564,765
Capitalization Percentage 2.09% 2.45% 9.20% \
Total Capitalized 4,421,704 \ 4,421,704
Periods Period Ending  C: Amortized (Prior Period) Amortized (Currdpteriod) . Unamortized Balance
10 2009 2,833,696 (2,692,011) (141,685) -
10 2010 2,856,416 (2,427,954) (285,642) 142,820
10 2011 2,541,419 (1,906,064) (254,142) 381,213 . . . . .
1 a2 2360857 (1530297 (235,005) sons | Includes premium information for another life insurance
10 2013 2,012,507 (1,106,879) (201,251) 704,377 . .
) 201 258169 (1143,761) (252,169) uam | company to illustrate the tax return reporting example.
10 2015 3,444,069 (1,205,424) (344,407) 1,894,238
10 2016 5,277,080 (1,319,270) (527,708) 3,430,102
10 2017 6,099,271 (914,891) (609,927) 4,574,453
15 2018 8,744,540 (291,485) (582,969) 7,870,085
& 20na 202355 uzs.215) gt 2020 Virtual Insurance Tax Conference
42,413,528 (14,542,035) (3,561,358)| 24,310,135
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Other Supporting Schedules
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Supporting Schedules on the Annual Statement

P&C

Schedule F — Reinsurance

Schedule H — Accident and health exhibit

Schedule P — Analysis of losses and loss expenses

Schedule T — Exhibit of premiums written (allocated by states)
Schedule Y — Related-party transactions

Schedule F — Resisted Claims

Schedule H — Accident and health exhibit

Schedule S — Reinsurance

Schedule T — Exhibit of premiums written (allocated by states)
Schedule Y — Related-party transactions

Q{:rjnce Tax Conference
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Notes to Financial Statements

P&C/Life

1.
5.

11.
12.

17.
20.
24.
25.

Summary of Significant Accounting Policies and Going Concern

Investments

Debt

Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated
Absences, & Postretirement Benefit Plans

Sale, Transfer, and Servicing of Financial Assets & Extinguishment of Liabilities

Fair Value Measurements

Retrospectively Rated Contracts & Contracts Subject to Redetermination

Change in Incurred Losses & Loss Adjustment Expenses
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P&C: Schedule F: Reinsurance

Used to identify the different reinsurance arrangements that an insurer may be taking part
in, and provides an indicator of whether the insurer’s likelihood of collecting reinsurance

losses
* Tracks both ceded and assumed reinsurance

Includes a portfolio of reinsurance effected or cancelled during the current year

SCHEDULE F - PART 1

Assumed Reinsurance as of December 31, Current Year ($000 Omitted)
1 2 3 4 5 R On [ 10 " 12 3 4 kL3
6 T 8 Amount of Assets Amount of
Funds Held by Pledged or Assets
NAIC Paid Losses and | Known Case Contingent Assumed or Deposited Letters of Compensating Pledged or
D Company Domiciliary Assumed Loss Adjustment Losses Cols. Commissions Premiums Uneamed With Reinsured Credit Balances to Secure Collateral
MNumber Code Name of Reinsured Jurisdiction Premium Expenses and LAE 6+7 Payable Receivable Premium Companies Posted Lefters of Credit | Held in Trust
Affiliates - U.S. Non-Pool - Other
... | Agent Alliance Insurance Gompany. AL | 54979 3710 3710 e 14976 | 15273
..... | Gentury-National Insurance Company. CA..... 195896 | T 08T [ i 43270 || 50,327 | 1686 | 6T7H4 943 |
Nirart Ganaral Inciranea Cmnamy w ane anl - wam wan 157 45 o7t I
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Life: Schedule F: Resisted Claims

SCHEDULE F
Showing-all claims for-death-losses and-all-other contract claims resisted-or-compromised-during the-year; -and
all claims for death losses and all other contract claims resisted December 31 of current year
1 2 3 4 5 6 7 8
State of Year of
Residence | Claim for Amount Resisted

Contract Claim of Death or Amount Paid Dec. 31 of

MNumbers Numbers Claimant | Disabilit Amount Claimed During the Year current Year Why Compromised or Resisted
6958958 118523 ni 208 2,500,000 7.843 Suicide within 2 years __________________
628695 L8960 NY 2019 934,086 25,14 Suicide within 2 years
6828896 L8960 Ny oo 1,293,666 2.432 Suicide within 2 years ______ ..

Rescission of policy due to material

4432418 - NY 2019 250,000 10,815 misrepresentation
0199999. Death Claims - Ordinary 4 977,752 46 238 XK
0599999. Death Claims - Disposed Of 4,977,752 46,238 XXX
00387990 201044328 .......ooohin 1) o A u | 135,000 27,500 Settlement reached
00447847 701050283 | _____ N 2018 _ 75,000 15,000 Settlement reached
0899995 -Additional-Accidental Death Benefits-Group 210,000 42500

Q{:rjnce Tax Conference

2020 Virtual Insurance Tax Conference

65



Life: Schedule S: Reinsurance

* Used to identify the different reinsurance arrangements that an insurer may be taking part
in, and provides an indicator of whether the insurer’s likelihood of collecting reinsurance
losses

o Tracks both assumed (Part 1) and ceded (Part 3) reinsurance
* Includes a portfolio of reinsurance effected or cancelled during the current year
SCHEDULE S - PART 1- SECTION 1
Reinsurance Assumed Life Insurance, Annuities, Deposit Funds and Other Liabilities
Without Life or Disability Contingencies, and Related Benefits Listed by Reinsured Company as of December 31, Current Year
T Z k] [ 3 b i ] 9 T il Tz
Rensurance Funds
HAIC Type of Amourt of Payable on Modifed Withheld
Company 0 Effective Domiclizry | Reingurance In Forceat Pad and Unpad Congurance Under
Code Number Date Name of Rensured Jurigdiction|  Assumed End of Year Resere Premiums Logses Resenie Coingurance

General Account - Affiliates - 1.5, - Other

SCHEDULE S - PART 3 - SECTION 1

Reinsurance Ceded Life Insurance, Annuities, Deposit Funds and Qther Liabilities
Without Life or Disability Contingencies, and Related Benefits Listed by Reinsuring Company as of December 31, Current Year

1 2 3 4 ] b 7 8 Reserve Credit Taken 11 Outstanding Surplus Relief 14 15
E] 10 12 13 Funds
NAIC Type of Type of Amount Modified Withheld
Company D Effective Domiciliary | Reinsurance|  Business In Force at Current Prior Current Prior Coinsurance Under
Code Number Date Name of Company Jurisdiction|  Ceded Ceded End of Year Year Year Premiums Year Year Reserve Coinsurance

General Account - Authorized - Non-,f-‘\fﬁliates - U.S. Non-Affiliates
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P&C/Life: Schedule T — Exhibit of Premium Written

* The schedule is intended to report Premiums, Losses, and Other Items allocated to each
state or territory during the current reporting period regardless of the reporting entity’s
license status within that state or territory

* Allocation of Premiums and Other Items reported within this schedule should be
based on the physical location of the insured risk
* Amounts reported as Losses should be assigned to the state in which the associated
Premium has been allocated
* Part 2 of Schedule T relates to specific lines of business and coverages
* Extremely helpful for purposes of calculating apportionment on state income tax returns!

SCHEDULE T - PREMIUMS AND ANNUITY CONSIDERATIONS

Allocated by States and Terrtories
1 Lirect Busmess Only

Life Coniracts 2 3 [ T
3 Accadent and Health
Insurance Premiums, Tatal
Active | Life Insurance Annuity Including Policy, Mem- Other Columns Depost-Type
States, Efe. Status Premiums Considerations | bership and Cther Fees | Considerations 2 through 5 Confracis
AZ
R

Anzona......... e B33 | 58D ..
v | v BT BBE | e 2T |
| e B2 EBE | L ATTE |
..254 §09 35506 (...

Arkansas......
Califomia.......
Colorada......

£ g LN e La [
FrrEzrrEr

L TSN ;= (OO | SNUUU (URPURUN 1 N U (SR [N [
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P&C/Life: Schedule Y: Intercompany Activities

e Diagrams the company’s organizational chart in addition to displaying it in a list form
e Details all of the intercompany transactions with affiliates, in which the sum of each
column must equal zero

Annul Sistzment for e vear 2015ef e American Southern Insurance Company

PART 1A - DETAIL OF INSURANCE HOLDING COMPANY SYSTEM -
1 ‘ Z 3 ] ] [] ¥ ] ] il 11 1z 13 14 1%
| Name of Type of
| Securities | Control
\ | Exchange (Cwmership
3 Pkl Baard, If Gontral is
Relztionship Management | Cwnership
Group Domicifiary | to Reporting Directly Controlled by | Altomey-in-Fact, | Provide Ultimate Controling
Code | Lo 4y emee ey, 5 Location Entity (Mame of Entity/Parscn) | Influence, Other) | Percentage Entitylies)/Persan(s
||||||
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Financial Reporting for
Income Taxes
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Tax in the Annual Statement

* Pages where tax amounts are reported

Page 2 — Deferred Tax Asset (admitted and non-admitted); Taxes Recoverable

Page 3 — Deferred Tax Liability; Taxes Payable

Page 4 — Tax benefit/expense; Interest Maintenance Reserve; Tax on Capital Gains
Page 5 — Change in admitted DTA
Notes — Income Tax Footnote

Components of gross and net deferred tax assets and deferred tax liabilities
including admissibility computations

Components of current tax and deferred taxes
Carryforwards/carryovers, including expirations

Entities included in consolidated return and tax sharing method
Information about tax contingencies and statutory valuation allowance
Rate reconciliation

IT‘ 2020 Virtual Insurance Tax Conference
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SSAP 101
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Overview of SSAP 101

*  NAIC codified the Accounting Practices and Procedures Manual as Statements on Statutory
Accounting Principles (“SSAP”)

*  NAIC adopted ASC 740 principles with modifications:
e Admitted DTAs are limited to:
e DTAs admitted per 11(a), 11(b), & 11(c)
e Change in DTAs and DTLs are recorded directly to surplus

* Intercompany income tax transactions must be pursuant to written agreement, consistent with SSAP,
and asset must be settled within 90 days
* Non-admitted assets: Assets that are not readily converted to cash including impaired
investments, receivables over 90 days old, deferred taxes, and furniture and fixtures.
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SSAP 101 Admissibility Testing

e Adjusted gross DTAs admitted based upon a 3-component admission calculation at
an amount equal to the sum of paragraphs 11.a., 11.b. and 11.c.

Adjusted gross DTAs

(after valuation allowance & uncertain tax position)

v ¥y

SSAP 101 Paragraph 11.a

¥ \ ¥
SSAP 101 Paragraph 11.b

S

SSAP 101 Paragraph 11.c

Admitted DTAs

’TC 2020 Virtual Insurance Tax Conference
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SSAP 101 — Paragraph 11.a

 Admitted DTA equals the amount of “federal income taxes paid in prior years
that can be recovered through loss carrybacks for existing temporary differences
that reverse during a timeframe corresponding with IRS tax loss carryback
provisions, not to exceed three years...”
* Ordinary losses = 2 year carryback period (P&C only)
e Capital losses = 3 years carryback period (both P&C and Life)
e Capital losses can only be recovered to the extent of capital gains
* Need to first determine how much of the DTAs will reverse over the next three
years
e Such reversals create a hypothetical tax loss that then must be tested to see if
have capacity to realize under hypothetical carry-back claim
e Other key points:
e Applies to all insurance companies (not elective and no eligibility
requirements)
e Tax loss contingences are included in definition of “tax paid”
e Tax years and carryback provisions must be respected
* Must consider character of taxes recoverable

IT‘ 2020 Virtual Insurance Tax Conference
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SSAP 101 — Paragraph 11.a illustration (P&C)

Ordinary and capital loss carrybacks

£ IA

2018 2019 2020 2021 2022 2023
Taxes paid Taxes paid Current 1 year 2 year 3 year
(capital only) (ordinary and provision reversals reversals reversals
capital) (ordinary and
capital) “Hypothetical “Hypothetical “Hypothetical
s s S loss” loss” capital losses
only”
J ]

S/

Capital loss carryback only
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SSAP 101 — Paragraph 11.b

DTA admitted under Paragraph 11.b equals the lesser of:

Paragraph 11.b.i

*  The amount of adjusted gross DTAs, after the
application of paragraph 11.a., expected to be
realized within the applicable period following the
balance sheet date

*  Applicable period based on new Realization
Threshold Limitation Tables

*  Requires “with and without” computations to
determine the tax savings a company would
expect to realize from its reversing deductible
temporary differences

Paragraph 11.b.ii

*  Anamount no greater than the applicable
percentage of adjusted statutory capital and surplus
shown on the statutory balance sheet for the current
period?.

*  Applicable percentage based on new
Realization Threshold Limitation Tables

*  Phrase “an amount no greater than” is meant
to ease the application of the standard during
an interim period (and possibly year-end)

L. Adjusted capital and surplus is based on statutory capital and surplus for the current reporting period excluding any net DTAs,
EDP equipment and operating system software and any net positive goodwill.

Qsirince Tax Conference
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SSAP 101 — Paragraph 11.b

There are three “Realization Threshold Limitation Tables”

Use the applicable table depending on type of reporting entity:

1. RBC Reporting Entities
e  For those entities subject to RBC requirements

2. Financial Guaranty or Mortgage Guaranty Non-RBC Reporting Entities

e Must not be subject to RBC requirements or required to file a RBC report with domiciliary
state

*  Must meet the minimum capital and reserve requirements in state of domicile

3. Other Non-RBC Reporting Entities

e Must not be subject to RBC or required to file a RBC report with domiciliary state
*  Must not be a financial guaranty or mortgage guaranty insurer
*  Must meet the minimum capital and reserve requirements in state of domicile

IT‘ 2020 Virtual Insurance Tax Conference
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SSAP 101 — Paragraph 11.b

Table for RBC reporting entities:

ExDTA ACL RBC! Par. 11.b.i Par. 11.b.ii
Greater than 300% 3 years 15%
200% — 299% 1 year 10%
Less than 200% 0 years 0%

1 RBC ratio calculated based on the authorized control level (ACL) RBC without net DTAs.
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SSAP 101 — Paragraph 11.b

Table for Financial Guaranty and Mortgage Guaranty Non-RBC Reporting Entities:

ExDTA
LI R EEEE Par. 11.b.i Par. 11.b.ii
and contingency
reserves?!
Greater than 115% 3 years 15%
100% — 115% 1 year 10%
Less than 100% 0 years 0%

1 For mortgage insurers, the ratio is based on the requirements of Section 12 of the NAIC Mortgage Guaranty
Insurance Model Law. For financial guaranty insurers, the ration is based on the requirements of Section 4C of
the NAIC Financial Guaranty Insurance Model Law.
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SSAP 101 — Paragraph 11.b

Table for Other Non-RBC Reporting Entities:

Adj. Gross
DTA1/Adj. Capital Par. 11.b.i Par. 11.b.ii
and Surplus?
Greater than 115% 3 years 15%
100% — 115% 1 year 10%
Less than 100% 0 years 0%

1 Excludes DTAs admitted under SSAP 101 paragraph 11.a.

2 Adjusted capital and surplus is based on statutory capital and surplus for the current reporting period excluding
any net DTAs, EDP equipment and operating system software and any net positive goodwill
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Expected to be realized (11.b.i)

Addressed in Q&A 6 with various examples

Encompasses a reasonable expectation as to the value of DTAs reversing within the applicable
period

Accomplished through a calculation of a company’s future income tax liability “with and
without” the reversing temporary differences

What is the benefit to the company via future tax savings from the reversing temporary
differences?

Can’t double-count with the first component
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Expected to be realized (11.b.i)

Addressed in Q&A 6 with various examples

Encompasses a reasonable expectation as to the value of DTAs reversing within the applicable
period

Accomplished through a calculation of a company’s future income tax liability “with and
without” the reversing temporary differences

What is the benefit to the company via future tax savings from the reversing temporary
differences?

Can’t double-count with the first component
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SSAP 101 — Paragraph 11.c.

 Admitted DTA equals the amount of adjusted gross DTAs, after the application of paragraphs
11.a. And 11.b., that can be offset against existing gross DTLs.
* Character is key to the analysis
* Must consider the reversal patterns of temporary differences
* However, scheduling of DTAs and DTLs is not required beyond what was performed in
the statutory valuation allowance analysis

Ordinary DTAs can offset both Ordinary and Capital DTLs

Ordinary DTLs
Capital DTLs

Ordinary DTAs

Ordinary DTAs can offset both Ordinary and Capital DTLs

Capital DTAs Capital DTLs
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Questions?
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Contact Information

Christina Hwang

Senior Vice President — Tax
Allstate Insurance Company
847-402-5235

Christina.Hwang@allstate.com

KT Gim

2nd VP - Head of Federal Tax
Guardian Life

212-598-8647

kt gim@glic.com

Q{:rjnce Tax Conference

Michael Goldstein

Senior Vice President - Tax
National General Insurance
347-380-2201

Michael.Goldstein@ngic.com

Sarah Pugel

Tax Senior Manager
Ernst & Young LLP
312-879-4822

Sarah.Pugel@ey.com
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