Part IV. Applicable Federal Interest Rates

TABLE OF

APPLICABLE FEDERAL INTEREST RATES

Year
2005
2006

FOR PURPOSES OF § 807

Interest Rate
4.44
3.98

Sources: Rev. Rul. 2004-106, 2004-2 C.B. 893, for the 2005 rate and Rev. Rul. 2005-77, 2005-2 C.B. 1071, for the 2006 rate.

EFFECT ON OTHER REVENUE
RULINGS

Rev. Rul. 92-19 is supplemented by
the addition to Part III of that ruling of pre-
vailing state assumed interest rates under
§ 807 for certain insurance products issued
in 2005 and 2006 and is further supple-
mented by an addition to the table in Part
IV of Rev. Rul. 92-19 listing applicable
federal interest rates. Parts I and II of Rev.
Rul. 92-19 are not affected by this ruling.

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Ann H. Logan of the Office of Asso-
ciate Chief Counsel (Financial Institutions
and Products). For further information re-
garding this revenue ruling, contact her at
(202) 622-3970 (not a toll-free call).

Section 864.—Definitions
and Special Rules

A notice describes a one-time election allowing
worldwide affiliated groups to allocate interest ex-
pense on a worldwide basis. See Notice 2006-47,
page 892.

Section 904.—Limitation
on Credit

A notice describes an election to treat foreign tax
paid or accrued in taxable years beginning after De-
cember 31, 2004, and before January 1, 2007, on an
amount that does not constitute income for U.S. tax
purposes as imposed on general limitation income or
financial services income. See Notice 2006-47, page
892.
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Section 986.—Determi-
nation of Foreign Taxes
and Foreign Corporation’s
Earnings and Profits

A notice describes an election allowing taxpay-
ers that otherwise must translate foreign income tax
payments at the average exchange rate to use the ex-
change rate in effect on the date the taxes are paid,
provided the foreign taxes are denominated in non-
functional currency. See Notice 2006-47, page 892.

Section 1502.—Regulations

26 CFR 1.1502-47: Consolidated returns by life-
nonlife groups.

T.D. 9258

DEPARTMENT OF

THE TREASURY

Internal Revenue Service
26 CFR Part 1

Guidance Under Section 1502;
Amendment of Tacking Rule
Requirements of Life-Nonlife
Consolidated Regulations

AGENCY: Internal
(IRS), Treasury.

Revenue Service

ACTION: Temporary regulation.

SUMMARY: This document contains
temporary regulations concerning the re-
quirements for including insurance com-
panies in a life-nonlife consolidated return.
These regulations affect corporations fil-
ing life-nonlife consolidated returns. The
text of these temporary regulations also
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serves as the text of the proposed reg-
ulations (REG-133036-05) set forth in
the notice of proposed rulemaking on this
subject in this issue of the Bulletin.

DATES: Effective Date: These regulations
are effective April 25, 2006.

Applicability Date: For dates of appli-
cability, see §1.1502—-47T(b)(2).

FOR FURTHER INFORMATION
CONTACT: Drafting Attorney,
Ross Poulsen, (202) 622-7770 (not a
toll-free number).

SUPPLEMENTARY INFORMATION:

Background and Explanation of
Provisions

In 1983, the IRS issued §1.1502-47
of the Income Tax Regulations governing
life-nonlife consolidated returns. Section
1.1502-47 provides rules for determining
whether a life insurance company meets
the five-year affiliation requirement of sec-
tion 1504(c) of the Internal Revenue Code
of 1986. As a general rule, a newly-formed
life insurance company must be affiliated
with the group for a period of five taxable
years before it joins in the filing of a con-
solidated return. However, §1.1502-47
sets forth an exception to the five-year
affiliation requirement (the tacking rule).
The tacking rule provides that, where an
existing member of the group (the old cor-
poration) transfers property to a new mem-
ber of the group (the new corporation), the
period during which the old corporation is
affiliated with the group can be tacked onto
the period for the new corporation if five
conditions are met.
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Of the five conditions, the third con-
dition of the tacking rule requires, where
both the old corporation and new corpo-
ration are life insurance companies, that
the transfer from the old corporation to
the new corporation not be reasonably ex-
pected to result in the separation of prof-
itable activities from loss activities (the
separation condition). The preamble to
§1.1502—47 expressed concern that, un-
der the so-called bottom-line method, life
insurance companies could separate prof-
itable activities from loss activities in or-
der to reduce consolidated life insurance
company taxable income. The bottom-line
method required life insurance companies
in a consolidated group to determine their
treatment under the three-phase system,
then applicable to life insurance compa-
nies, on a separate entity basis. To address
the concern, the separation condition was
included as a condition of the tacking rule.

In the Tax Reform Act of 1984, Pub-
lic Law 98-369 (1984-3 C.B. 1), Congress
substantially revised the rules for taxing
life insurance companies, largely eliminat-
ing the three-phase system. Under current
section 801, a life company is taxed at the
generally applicable corporate rate on its
life insurance company taxable income.

In the American Jobs Creation Act
of 2004, Public Law 108-357 (118 Stat.
1418), Congress suspended, during 2005
and 2006, the rules that impose a tax
on direct or indirect distributions from a
pre-1984 policyholders surplus account,
the last significant remaining vestige of
the former three-phase system.

In light of the changes to the taxation
of life insurance companies, the IRS and
Treasury Department believe that the sep-
aration condition should be eliminated be-
cause the rationale for adopting the separa-
tion condition is no longer relevant under
current law.

Accordingly, these temporary regula-
tions eliminate the separation condition
of the tacking rule in §1.1502—47(d)(12).
These regulations apply to taxable years
for which the due date (without exten-
sions) for filing returns is after April 25,
2006.

In addition, this document amends
§1.1502-76 to reflect amendments to sec-
tion 843.
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Special Analyses

It has been determined that this Trea-
sury decision is not a significant regula-
tory action as defined in Executive Or-
der 12866. Therefore, a regulatory as-
sessment is not required. It has been de-
termined under 5 U.S.C. 553(b)(B) that
notice and public procedure are unneces-
sary because this Treasury decision merely
conforms the regulations to current law.
In addition, it has been determined un-
der 5 U.S.C. 553(d)(1) that a delayed ef-
fective date is not required because these
regulations relieve affected taxpayers of
regulatory restrictions. Accordingly, good
cause is found for dispensing with notice
and public comment pursuant to 5 U.S.C.
553(b) and with a delayed effective date
pursuant to 5 U.S.C. 553(d). For the appli-
cability of the Regulatory Flexibility Act
refer to the Special Analyses section of
the preamble to the cross-reference notice
of proposed rulemaking published in this
issue of the Bulletin. Pursuant to sec-
tion 7805(f) of the Internal Revenue Code,
these temporary regulations will be sub-
mitted to the Chief Counsel for Advocacy
of the Small Business Administration for
comment on their impact on small busi-
ness.

Drafting Information

The principal author of these regula-
tions is Ross Poulsen, Office of Associate
Chief Counsel (Corporate). However,
other personnel from the IRS and Treasury
Department participated in their develop-
ment.

k ockok ockock

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation for
part 1 is amended by adding entries in nu-
merical order to read, in part, as follows:

Authority: 26 U.S.C. 7805 * * *

Section 1.1502-47T also issued under
26 U.S.C. 1502, 1503(c) and 1504(c).
k ok ok

Section 1.1502-76T also issued under
26 U.S.C. 1502. * * *
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Par. 2. Section 1.1502-47 is amended
by:

1. Revising paragraph (b).

2. Revising paragraph (d)(12)(v).

3. Removing paragraph (d)(14) Exam-
ple (10) and Example (11).

4. Redesignating paragraph (d)(14) Ex-
ample (12) through Example (16) as para-
graph (d)(14) Example (10) through Exam-
ple (14).

5. Revising paragraph (d)(14) newly-
designated Example (11), Example (13),
and Example (14).

The revisions and additions read as fol-
lows:

§1.1502—47 Consolidated returns by
life-nonlife groups.

T S S

(b) Effective dates—(1) General rule.
This section is effective for taxable years
for which the due date (without exten-
sions) for filing returns is after March 14,
1983, except as provided in paragraph
(b)(2) of this section.

(2) [Reserved]. For further guidance,
see §1.1502-47T(b)(2).

k ok ok ok ook

(v) [Reserved]. For further guidance,
see §1.1502—47T(d)(12)(v).

kock ok sk sk

(14) * * *

Example (11). The facts are the same as in Exam-
ple (10) except that X owns all of the stock of Sl’ Ll’
and S,. In addition, on January 1, 1982, X transfers
the stock of S, and S_ to L . Ll is eligible in 1982
under paragraph (d)(12)(iv) of this section. L would
still be eligible even if it owned a subsidiary during
the base period but sold the subsidiary prior to Jan-
uary 1, 1982. S1 and 82 are ineligible in 1982.
sk osk sk ok sk

Example (13).
Example (12) except that 52 (the first corporation
in §1.1502-75(d)(3)) acquires the stock of S1 in
exchange for the stock of S_. The result is that only
Sz’ Sl’ and Ll are eligible in 1982.

Example (14). Since 1974, S had owned all of
the stock of L . L is a large life company. On
January 1, 1982, L  incorporates L2 and transfers
$40 million in cash and securities to L, in a transac-
tion described in section 351(a). On March 1, 1982,
L2 purchases the assets of L3, an unrelated life com-
pany. The purchased assets have a fair market value
(without liabilities) of $ 30 million on March 1, 1982.
L, is ineligible for 1982 because the tacking rule in
§1.1502-47T(d)(12)(v) does not apply. L2 experi-
enced a disproportionate asset acquisition in 1982.
See §1.1502-47T(d)(12)(v)(C).

The facts are the same as in

2006-20 I.R.B.
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Par. 3. Section 1.1502—47T is added to
read as follows:

§1.1502—47T Consolidated returns by
life-nonlife groups (temporary).

(a) through (b)(1) [Reserved]. For fur-
ther guidance, see §1.1502—47(a) through
(d)(D).

(2) Tacking rule effective dates. (i)
In general. The provisions of paragraph
(d)(12)(v) of this section apply to taxable
years for which the due date (without ex-
tensions) for filing returns is after April
25, 2006.

(ii) Prior law. For taxable years for
which the due date (without extensions)
for filing returns is on or before April 25,
20006, see §1.1502-47 as contained in the
26 CFR part 1 edition revised as of April
1, 2006.

(c) through (d)(12)(iv) [Reserved].
For further guidance, see §1.1502-47(c)
through (d)(12)(iv).

(v) Tacking rule. The period during
which an old corporation is in existence
and a member of the group engaged in
active business is included in (or tacks
onto) the period for the new corporation
if the following four conditions listed in
this paragraph (d)(12)(v) are met. For
purposes of this paragraph (d)(12)(v) and
§1.1502-47(d)(12), a new corporation is
a corporation (whether or not newly orga-
nized) during the period its eligibility de-
pends upon the tacking rule. The four con-
ditions are as follows:

(A) The first condition is that, at any
time, 80 percent or more of the new cor-
poration’s assets it acquired (other than in
the ordinary course of its trade or busi-
ness) were acquired from the old corpora-
tion in one or more transactions described
in section 351(a) or 381(a). This asset test
is applied by using the fair market values
of assets on the date they were acquired
and without regard to liabilities. Assets ac-
quired in the ordinary course of business

2006-20 I.R.B.

will be excluded from total assets only if
they were acquired after the new corpora-
tion became a member of the group (deter-
mined without section 1504(b)(2)). In ad-
dition, assets that the old corporation ac-
quired from outside the group in transac-
tions not conducted in the ordinary course
of its trade or business are not included in
the 80 percent (but are included in total as-
sets) if the old corporation acquired those
assets within five calendar years before the
date of their transfer to the new corpora-
tion.

(B) The second condition is that at the
end of the taxable year during which the
first condition is first met, the old corpo-
ration and the new corporation must both
have the same tax character. For purposes
of this paragraph (d)(12), a corporation’s
tax character is the section under which
it would be taxed (i.e., sections 11, 802,
821, or 831) if it filed a separate return. If
the old corporation is not in existence (or
adopts a plan of complete liquidation) at
the end of that taxable year, this paragraph
(d)(12)(v)(B) will apply to the old corpo-
ration’s taxable year immediately preced-
ing the beginning of the taxable year dur-
ing which the first condition is first met.

(C) The third condition is that, at the
end of the taxable year during which
the first condition is first met, the new
corporation does not undergo a dis-
proportionate asset acquisition under
§1.1502—47(d)(12)(viii).

(D) The fourth condition is that, if there
is more than one old corporation, the first
two conditions apply to all of the corpo-
rations. Thus, the second condition (tax
character) must be met by all of the old
corporations transferring assets taken into
account in meeting the test in paragraph
(d)(12)(v)(A) of this section.

(vi) through (s) [Reserved]. For fur-
ther guidance, see §1.1502-47(d)(12)(vi)
through (s).

Par. 4. Section 1.1502-76 is amended
by revising paragraph (a) to read as fol-
lows:
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§1.1502-76 Taxable year of members of
group.

(a) [Reserved]. For further guidance,
see §1.1502-76T(a).

ok ok ok ook

Par. 5. Section 1.1502-76T is added to
read as follows:

§1.1502-76T Taxable year of members of
group (temporary).

(a) Taxable year of members of group.
The consolidated return of a group must be
filed on the basis of the common parent’s
taxable year, and each subsidiary must
adopt the common parent’s annual ac-
counting period for the first consolidated
return year for which the subsidiary’s
income is includible in the consolidated
return. If any member is on a 52-53-week
taxable year, the rule of the preceding
sentence shall, with the advance consent
of the Commissioner, be deemed satisfied
if the taxable years of all members of the
group end within the same 7-day period.
Any request for such consent shall be filed
with the Commissioner of Internal Rev-
enue, Washington, DC 20224, not later
than the 30th day before the due date (not
including extensions of time) for the filing
of the consolidated return.

(b) through (c)(3) [Reserved]. For fur-
ther guidance, see §1.1502-76(b) through

©(3).

Mark E. Matthews,
Deputy Commissioner for
Services and Enforcement.

Approved April 12, 2006.

Eric Solomon,

Acting Deputy Assistant Secretary

of the Treasury (Tax Policy).

(Filed by the Office of the Federal Register on April 24, 2006,

8:45 a.m., and published in the issue of the Federal Register
for April 25, 2006, 71 ER. 23856)
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