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Internal Revenue Service, Treasury § 1.846–0 

organization’s total premium revenue 
for the taxable year, computed using a 
three-year period in the same manner 
as the total premium revenue is com-
puted for the plan year for purposes of 
section 300gg–18(b) of title 42, United 
States Code and regulations issued 
under that section (see 45 CFR Part 
158). 

(2) Transition rules. The transition 
rules in paragraphs (c)(2)(i) and 
(c)(2)(ii) of this section apply solely for 
the first taxable year beginning after 
December 31, 2013, and the first taxable 
year beginning after December 31, 2014. 

(i) First taxable year beginning after 
December 31, 2013. For the first taxable 
year beginning after December 31, 2013, 
the numerator of an organization’s 
MLR is the total premium revenue ex-
pended on reimbursement for clinical 
services provided to enrollees under its 
policies for the first taxable year be-
ginning after December 31, 2013, and 
the denominator of an organization’s 
MLR is the organization’s total pre-
mium revenue for the first taxable year 
beginning after December 31, 2013. 

(ii) First taxable year beginning after 
December 31, 2014. For the first taxable 
year beginning after December 31, 2014, 
the numerator of an organization’s 
MLR is the sum of the total premium 
revenue expended on reimbursement 
for clinical services provided to enroll-
ees under its policies for the first tax-
able year beginning after December 31, 
2013, and for the first taxable year be-
ginning after December 31, 2014, and 
the denominator of an organization’s 
MLR is the sum of the organization’s 
total premium revenue for the first 
taxable year beginning after December 
31, 2013, and for the first taxable year 
beginning after December 31, 2014. 

(d) Failure to qualify under section 
833(c)(5)—(1) In general. If, for any tax-
able year, an organization’s MLR is 
less than 85 percent, then beginning in 
that taxable year and for each subse-
quent taxable year for which the orga-
nization’s MLR remains less than 85 
percent, paragraphs (d)(1)(i) through 
(d)(1)(iii) of this section apply. 

(i) Automatic stock insurance company 
status. The organization is not taxable 
as a stock insurance company by rea-
son of section 833(a)(1), but may be tax-
able as an insurance company if it oth-

erwise meets the requirements of sec-
tion 831(c); 

(ii) Special deduction. The organiza-
tion is not allowed the special deduc-
tion set forth in section 833(b); and 

(iii) Premiums earned. The organiza-
tion must take into account 80 percent, 
rather than 100 percent, of its unearned 
premiums under section 832(b)(4) as it 
applies to other non-life insurance 
companies, provided the organization 
qualifies as an insurance company by 
meeting the requirements of section 
831(c). 

(2) No material change. An organiza-
tion’s loss of eligibility for treatment 
under section 833 solely by reason of 
section 833(c)(5) will not be treated as a 
material change in the operations of 
such organization or in its structure 
for purposes of section 833(c)(2)(C). 

(e) Effective/applicability date. This 
section applies to taxable years begin-
ning after December 31, 2013. 

[T.D. 9651, 79 FR 757, Jan. 7, 2014] 

§ 1.846–0 Outline of provisions. 
The following is a list of the headings 

in §§ 1.846–1 through 1.846–4. 

§ 1.846–1 Application of discount factors. 

(a) In general. 
(1) Rules. 
(2) Examples. 
(3) Increase in discounted unpaid losses 

shown on the annual statement. 
(4) Increase in unpaid losses which take 

into account estimated salvage recoverable. 
(b) Applicable discount factors. 
(1) In general. 
(i) Discount factors published by the Serv-

ice. 
(ii) Composite discount factors. 
(iii) Annual statement changes. 
(2) Title insurance company reserves. 
(3) Reinsurance business. 
(i) Proportional reinsurance for accident 

years after 1987. 
(ii) Non-proportional reinsurance. 
(A) Accident years after 1991. 
(B) Accident years 1988 through 1991. 
(iii) Reinsurance for accident years before 

1988. 
(iv) 90 percent exception. 
(4) International business. 
(5) Composite discount factors. 

§ 1.846–2 Election by taxpayer to use its own 
historical loss payment pattern. 

(a) In general. 
(b) Eligible line of business. 
(1) In general. 
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(2) Other published guidance. 
(3) Special rule for 1987 determination 

year. 
(c) Anti-abuse rule. 
(d) Effect of section 338 election on section 

846(e) election. 

§ 1.846–3 Fresh start and reserve strengthening. 

(a) In general. 
(b) Applicable discount factors. 
(1) Calculation of beginning balance. 
(2) Example. 
(c) Rules for determining the amount of re-

serve strengthening. 
(1) In general. 
(2) Accident years after 1985. 
(i) In general. 
(ii) Hypothetical unpaid loss reserve. 
(3) Accident years before 1986. 
(i) In general. 
(ii) Exceptions. 
(iii) Certain transactions deemed to be re-

insurance assumed (ceded) in 1986. 
(d) Section 845. 
(e) Treatment of reserve strengthening. 
(f) Examples. 

§ 1.846–4 Effective dates. 

(a) In general. 
(b) Section 338 election. 

[T.D. 8433, 57 FR 40843, Sept. 8, 1992; 57 FR 
48563, Oct. 27, 1992; T.D. 9257, 71 FR 18005, Apr. 
10, 2006; T.D. 9377, 73 FR 3873, Jan. 23, 2008] 

§ 1.846–1 Application of discount fac-
tors. 

(a) In general—(1) Rules. A separate 
series of discount factors are computed 
for, and applied, to undiscounted un-
paid losses attributable to each acci-
dent year of each line of business 
shown on the annual statement (as de-
fined by section 846(f)(3)) filed by that 
taxpayer for the calendar year ending 
with or within the taxable year of the 
taxpayer. See § 1.832–4(b) relating to the 
determination of unpaid losses. Para-
graph (b) of this section provides rules 
relating to applicable discount factors 
and § 1.846–3(b) contains guidance relat-
ing to discount factors applicable to 
accident years prior to the 1987 acci-
dent year. Once a taxpayer applies a se-
ries of discount factors to unpaid losses 
attributable to an accident year of a 
line of business, that series of discount 
factors must be applied to discount the 
unpaid losses for that accident year for 
that line of business for all future tax-
able years. The discount factors cannot 
be changed to reflect a change in the 
taxpayer’s loss payment pattern during 

a subsequent year or to reflect a dif-
ferent interest rate assumption. How-
ever, discount factors may be changed 
for taxpayers who elect to use their 
own historical loss payment pattern, if 
information upon which the pattern is 
based is adjusted upon examination by 
the district director. 

(2) Examples. The following examples 
illustrate the principles of paragraph 
(a)(1) of this section: 

Example 1. A taxpayer discounts unpaid 
losses attributable to all accident years prior 
to 1992 using discount factors published by 
the Service. In 1992, the taxpayer elects, 
under § 1.846–2, to compute discount factors 
using its own historical loss payment pat-
tern. The taxpayer must continue to dis-
count unpaid losses attributable to pre-1992 
accident years using the discount factors 
published for those accident years by the 
Service. 

Example 2. On its annual statements 
through 1987, a taxpayer did not allocate un-
paid losses attributable to proportional rein-
surance to the line of business associated 
with the risks being reinsured. Beginning 
with the 1988 annual statement, the taxpayer 
allocated those losses for all accident years 
to the line of business being reinsured. The 
taxpayer must continue to discount the un-
paid losses attributable to proportional rein-
surance from pre-1988 accident years using 
the discount factors that were used in deter-
mining tax reserves for the 1987 tax year. 
(See paragraph (b)(3) of this section for rules 
relating to the application of discount fac-
tors to reinsurance unpaid losses.) 

(3) Increase in discounted unpaid losses 
shown on the annual statement. If the 
amount of unpaid losses shown on the 
annual statement is determined on a 
discounted basis, and the extent to 
which the unpaid losses were dis-
counted can be determined on the basis 
of information disclosed on or with the 
annual statement, the amount of the 
unpaid losses to which the discount 
factors are applied shall be determined 
without regard to any reduction attrib-
utable to the discounting reflected on 
the annual statement. 

(4) Increase in unpaid losses which take 
into account estimated salvage recover-
able. If the amount of unpaid losses 
shown on the annual statement reflects 
a reduction for estimated salvage re-
coverable and the extent to which the 
unpaid losses were reduced by esti-
mated salvage recoverable is appro-
priately disclosed as required by § 1.832– 

VerDate Mar<15>2010 14:38 May 23, 2014 Jkt 232096 PO 00000 Frm 00888 Fmt 8010 Sfmt 8010 Q:\26\26V8.TXT ofr150 PsN: PC150


		Superintendent of Documents
	2020-01-30T04:28:21-0500
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




