National Western Life Ins. Co. v. Commissioner, 54 T. C. 33 (1970)

An election to revalue life insurance reserves under Section 818(c) must be made by
the due date of the original tax return, including extensions.

Summary

In National Western Life Ins. Co. v. Commissioner, the U. S. Tax Court addressed
whether a life insurance company could elect to revalue its preliminary term basis
reserves under Section 818(c) of the Internal Revenue Code using an amended
return filed after the original return’s due date. The court upheld the IRS regulation
requiring such elections to be made by the original return’s due date, ruling that the
company’s attempt to elect through amended returns was invalid. This decision was
grounded in the need for timely elections to maintain administrative efficiency and
consistency in tax law application, emphasizing that once a method is chosen, it
cannot be reversed after the statutory filing period.

Facts

National Western Life Insurance Company, successor to Heart of America Life
Insurance Company, computed its life insurance reserves on a preliminary term
basis for tax years 1959 through 1964. It filed its original tax returns without
electing to revalue these reserves under Section 818(c) of the Internal Revenue
Code, which would have allowed for a higher reserve and lower tax. Later, the
company filed amended returns attempting to make this election, arguing that it
initially believed no tax was due. The IRS challenged the validity of these late
elections.

Procedural History

The IRS issued statutory notices of deficiency for the tax years 1958-1963. National
Western filed petitions with the U. S. Tax Court to contest these deficiencies. The
court consolidated the cases and focused on the issue of whether the company could
make the Section 818(c) election after the original return’s due date through
amended returns.

Issue(s)

1. Whether a life insurance company may elect to revalue its preliminary term basis
reserves under Section 818(c) after the due date of its original tax return?

Holding

1. No, because the regulation requiring the election to be made by the due date of
the original return, including extensions, is a reasonable implementation of the
statute and necessary for its administration.
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Court’s Reasoning

The court found that the IRS regulation specifying the time for making the Section
818(c) election was a reasonable interpretation of the statute, necessary for
effective administration. The court emphasized that the election, once made or not
made, was binding and could not be reversed after the original return’s due date.
The company’s initial failure to elect was considered an election not to revalue, and
its later attempt through amended returns was invalid. The court distinguished this
case from others where no initial election was made or where the election was not
available, citing Pacific National Co. v. Welch to support its stance on the binding
nature of timely elections. The court also rejected the company’s argument that the
regulation was an unwarranted extension of the statute, upholding it as consistent
with congressional intent and necessary for administering the complex tax law.

Practical Implications

This decision underscores the importance of timely elections in tax law, particularly
in the context of life insurance reserves. It reinforces the need for companies to
carefully consider and make their elections by the original return’s due date, as later
attempts through amended returns will not be recognized. For legal practitioners,
this case highlights the necessity of advising clients on the irrevocability of certain
tax elections and the strict adherence required to IRS regulations. The ruling also
impacts how similar cases should be analyzed, focusing on the timeliness of
elections and the administrative need for finality in tax assessments. Subsequent
cases have continued to uphold the principle that tax elections must be made within
the statutory period, affecting how businesses approach their tax planning and
compliance strategies.
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