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gross amount of premiums and other consid-
eration (40%x$8,000) and is treated as having
paid return premiums of $200 (the amount of
reimbursable dividends paid to L1). L.2 is also
treated as having incurred the following ex-
penses with respect to the reinsured con-
tracts: $400 as benefits paid (40%x$1,000) and
$2,400 as commissions expense (40%x$6,000).
Under paragraph (b) of this section, these ex-
penses do not reduce L2’s gross amount of
premiums and other consideration under sec-
tion 848(d)(1)(A).

Example 5. On December 31, 1991, an insur-
ance company (L1) terminates a reinsurance
agreement with an unrelated insurance com-
pany (L2). The termination applies to a rein-
surance agreement under which L1 had ceded
40% of its liability on a block of individual
life insurance contracts to L2. Upon termi-
nation of the reinsurance agreement, L2
makes a final payment of $116,000 to L1 for
assuming full liability under the contracts.
The tax reserves attributable to L2’s portion
of the reinsured contracts are $120,000. Under
paragraph (c)(4) of this section, L2 reduces
its gross amount of premiums and other con-
sideration under section 848(d)(1)(B) by
$120,000. L1 includes $120,000 in its gross
amount of premiums and other consideration
under section 848(d)(1)(A).
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Example 6. (i) On June 30, 1991, an insurance
company (L1) reinsures 40% of its existing
life insurance contracts with an unrelated
life insurance company (1.2) under a modified
coinsurance agreement. For the period July
1, 1991 through December 31, 1991, L1 reports
the following income and expense items with
respect to L2’s 40% share of the reinsured
contracts:

Item Income | Expense

Premiums $10,000
Benefits pai . $4,000
Policyholder dividends 500
Reserve adjustment 1,500
Total e | e 6,000

(ii) Pursuant to paragraph (c)(5) of this sec-
tion, L1 reduces its gross amount of pre-
miums and other consideration under section
848(d)(1)(B) by the $4,000 net consideration
for the modified coinsurance agreement
($10,000-$6,000). 1.2 includes the $4,000 net con-
sideration in its gross amount of premiums
and other consideration wunder section
848(d)(1)(A).

[T.D. 8456, 57 FR 61829, Dec. 29, 1992]
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