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TAX MATTERS

Insurance industry hot topics:

« Section 174 regulations

 |nvestment losses

 Otheritems




SECTION 174

Specified Research & Experimental expenditures (SRE)

Before the TCJA amendments

For tax years beginning Jan. 1, 2022

Notice 2023-63 published on September 8, 2023




SECTION 174

« Capitalization and amortization of SRE expenditures
» Scope of Section 174

« Software development

* Research under contract

» Disposition, retirement, or abandonment of property
« Long-term contracts

» Cost-sharing regulations




SECTION 174

* Requirement to capitalize and amortize
» Definition of SRE expenditures
« ldentification and allocation of SRE expenditures

 Costs that are incident to SRE activities:
. Labor Costs

* Materials and supplies costs

* Cost recovery allowances

 Patent costs

* Certain operation and management costs
* Travel Costs

* Costs NOT treated as SRE




SECTION 174

« Software Development

» Activities treated as software development:
*  Planning
+  Designing
*  Building a model
*  Writing source code
« Testing

« Activities NOT treated as software development




SECTION 174

Research Performed under contract

Disposition, retirement, or abandonment of property

Transactions in which corporation ceases to exist

Interplay with Section 41 R&D credits




INVESTMENT LOSSES

« Valuation Allowance
*  More likely than not threshold (51%)

*  Must consider carryback and carryforward period
* Schedule reversal pattern of deferred tax assets/liabilities

« Abnormal Losses
* Negative cash flows from operations
* Had to sell investments at a loss in order to
pay claims or policyholder dividends




INVESTMENT LOSSES

Evaluate Cash Flows from Operations |
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CASH FROM OPERATIONS
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Evaluate Schedule D Part 4 & 5:

INVESTMENT LOSSES
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OTHER

 Employee Retention Credit
* IRS moratorium on processing September 14, 2023

. IRS withdrawal announcement October 19, 2023

« Tax Sharing Agreement — a contract allowing a parent company with subsidiaries to file a
consolidated tax return that satisfies the tax liability of all entities together.

« Consolidated tax return

«  Appoint an agent

*  Whois included

 How and when tax settlement occurs



Questions?

Stephen M. Andrews, CPA
Thomas Howell Ferguson P.A.
850-841-9942
sandrews@thf-cpa.com
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