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insurance company which adjusts am-
ortization of premium or accrual of 
discount with reference to a particular 
call or payment date must make the 
adjustments with reference to the 
value on such date and may not, after 
selecting such date, use a different call 
or payment date, or value, in the cal-
culation of such amortization or dis-
count with respect to such security un-
less the security was not in fact called 
or paid on such selected date. 

(c) The adjustments for amortization 
of premium and accrual of discount 
will be determined: 

(1) According to the method regu-
larly employed by the company, if such 
method is reasonable, or 

(2) According to the method pre-
scribed by this section. 

A method of amortization of premium 
or accrual of discount will be deemed 
‘‘regularly employed’’ by a life insur-
ance company if the method was con-
sistently followed in prior taxable 
years, or if, in the case of a company 
which has never before made such ad-
justments, the company initiates in 
the first taxable year for which the ad-
justments are made a reasonable meth-
od of amortization of premium or ac-
crual of discount and consistently fol-
lows such method thereafter. Ordi-
narily, a company regularly employs a 
method in accordance with the statute 
of some State, Territory, or the Dis-
trict of Columbia, in which it operates. 

(d) The method of amortization and 
accrual prescribed by this section is as 
follows: 

(1) The premium (or discount) shall 
be determined in accordance with this 
section; and 

(2) The appropriate amortization of 
premium (or accrual of discount) at-
tributable to the taxable year shall be 
an amount which bears the same ratio 
to the premium (or discount) as the 
number of months in the taxable year 
during which the security was owned 
by the life insurance company bears to 
the number of months between the 
date of acquisition of the security and 
its maturity or earlier call date, deter-
mined in accordance with this section. 
For the purpose of this section, a frac-
tional part of a month shall be dis-
regarded unless it amounts to more 

than half a month, in which case it 
shall be considered as a month. 

§ 1.803–7 Taxable years affected. 
Sections 1.803–1 through 1.803–6 are 

applicable only to taxable years begin-
ning after December 31, 1953, and before 
January 1, 1955, and all references to 
sections of part I, subchapter L, chap-
ter 1 of the Code are to the Internal 
Revenue Code of 1954, before amend-
ments. 

[T.D. 6513, 25 FR 12660, Dec. 10, 1960] 

INVESTMENT INCOME 

§ 1.804–3 Gross investment income of a 
life insurance company. 

(a) Gross investment income defined. 
For purposes of part I, subchapter L, 
chapter 1 of the Code, section 804(b) de-
fines the term gross investment income of 
a life insurance company as the sum of 
the following: 

(1) The gross amount of income from: 
(i) Interest (including tax-exempt in-

terest and partially tax-exempt inter-
est), as described in § 1.61–7. Interest 
shall be adjusted for amortization of 
premium and accrual of discount in ac-
cordance with the rules prescribed in 
section 818(b) and the regulations 
thereunder. 

(ii) Dividends, as described in § 1.61–9. 
(iii) Rents and royalties, as described 

in § 1.61–8. 
(iv) The entering into of any lease, 

mortgage, or other instrument or 
agreement from which the life insur-
ance company may derive interest, 
rents, or royalties. 

(v) The alteration or termination of 
any instrument or agreement described 
in subdivision (iv) of this subpara-
graph. 
For example, gross investment income 
includes amounts received as commit-
ment fees, as a bonus for the entering 
into of a lease, or as a penalty for the 
early payment of a mortgage. 

(2) In the case of a taxable year be-
ginning after December 31, 1958, the 
amount (if any) by which the net short- 
term capital gain (as defined in section 
1222(5)) exceeds the net long-term cap-
ital loss (as defined in section 1222(8)), 
and 

(3) The gross income from any trade 
or business (other than an insurance 
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business) carried on by the life insur-
ance company, or by a partnership of 
which the life insurance company is a 
partner. 

(b) No double inclusion of income. In 
computing the gross income from any 
trade or business (other than an insur-
ance business) carried on by the life in-
surance company, or by a partnership 
of which the life insurance company is 
a partner, any item described in sec-
tion 804(b)(1) and paragraph (a)(1) of 
this section shall not be considered as 
gross income arising from the conduct 
of such trade or business or partner-
ship, but shall be taken into account 
under section 804(b)(1) and paragraph 
(a)(1) of this section. 

(c) Exclusion of net long-term capital 
gains. Any net long-term capital gains 
from the sale or exchange of a capital 
asset (or any gain considered to be 
from the sale or exchange of a capital 
asset under applicable law) shall be ex-
cluded from the gross investment in-
come of a life insurance company. 
However, section 804(b)(2) and para-
graph (a)(2) of this section provide that 
the amount (if any) by which the net 
short-term capital gain exceeds the net 
long-term capital loss shall be included 
in the gross investment income of a life 
insurance company. 

[T.D. 6513, 25 FR 12661, Dec. 10, 1960] 

§ 1.804–4 Investment yield of a life in-
surance company. 

(a) Investment yield defined. Section 
804(c) defines the term ‘‘investment 
yield’’ of a life insurance company for 
purposes of part I, subchapter L, chap-
ter 1 of the Code. Investment yield 
means gross investment income (as de-
fined in section 804(b) and paragraph 
(a) of § 1.804–3), less the deductions pro-
vided in section 804(c) and paragraph 
(b) of this section for investment ex-
penses, real estate expenses, deprecia-
tion, depletion, and trade or business 
(other than an insurance business) ex-
penses. However, such expenses are de-
ductible only to the extent that they 
relate to investment income and the 
deduction of such expenses is not dis-
allowed by any other provision of sub-
title A of the Code. For example, in-
vestment expenses are not allowable 
unless they are ordinary and necessary 
expenses within the meaning of section 

162, and under section 265, no deduction 
is allowable for interest on indebted-
ness incurred or continued to purchase 
or carry obligations the interest on 
which is wholly exempt from taxation 
under chapter 1 of the Code. A deduc-
tion shall not be permitted with re-
spect to the same item more than once. 

(b) Deductions from gross investment in-
come—(1) Investment expenses. (i) Sec-
tion 804(c)(1) provides for the deduction 
of investment expenses by a life insur-
ance company in determining invest-
ment yield. ‘‘Investment expenses’’ are 
those expenses of the taxable year 
which are fairly chargeable against 
gross investment income. For example, 
investment expenses include salaries 
and expenses paid exclusively for work 
in looking after investments, and 
amounts expended for printing, sta-
tionery, postage, and stenographic 
work incident to the collection of in-
terest. An itemized schedule of such ex-
penses shall be attached to the return. 

(ii) Any assignment of general ex-
penses to the investment department 
of a life insurance company for which a 
deduction is claimed under section 
804(c)(1) subjects the entire deduction 
for investment expenses to the limita-
tion provided in that section and sub-
division (iii) of this subparagraph. As 
used in section 804(c)(1), the term gen-
eral expenses means any expense paid or 
incurred for the benefit of more than 
one department of the company rather 
than for the benefit of a particular de-
partment thereof. For example, if real 
estate taxes, depreciation, or other ex-
penses attributable to office space 
owned by the company and utilized by 
it in connection with its investment 
function are assigned to investment ex-
penses, such items shall be deductible 
as general expenses assigned to or in-
cluded in investment expenses and as 
such shall be subject to the limitation 
of section 804(c)(1) and subdivision (iii) 
of this subparagraph. Similarly, if an 
expense, such as a salary, is attrib-
utable to more than one department, 
including the investment department, 
such expense may be properly allocated 
among these departments. If such ex-
penses are allocated, the amount prop-
erly allocable to the investment de-
partment shall be deductible as general 
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expenses assigned to or included in in-
vestment expenses and as such shall be 
subject to the limitation of section 
804(c)(1) and subdivision (iii) of this 
subparagraph. If general expenses are 
in part assigned to or included in in-
vestment expenses, the maximum al-
lowance (as determined under section 
804(c)(1)) shall not be granted unless it 
is shown to the satisfaction of the dis-
trict director that such allowance is 
justified by a reasonable assignment of 
actual expenses. The accounting proce-
dure employed is not conclusive as to 
whether any assignment has in fact 
been made. Investment expenses do not 
include Federal income and excess 
profits taxes, if any. In cases where the 
investment expenses allowable as de-
ductions under section 804(c)(1) exceed 
the limitation contained therein, see 
section 809(d)(9). 

(iii) If any general expenses are in 
part assigned to or included in invest-
ment expenses, the total deduction 
under section 804(c)(1) shall not exceed 
the sum of: 

(a) One-fourth of one percent of the 
mean of the assets (as defined in sec-
tion 805(b)(4) and paragraph (a)(4) of 
§ 1.805–5) held at the beginning and end 
of the taxable year, 

(b) The amount of the mortgage serv-
ice fees for the taxable year, plus 

(c) Whichever of the following is the 
greater: 

(1) One-fourth of the amount by 
which the investment yield (computed 
without any deduction for investment 
expenses allowed by section 804(c)(1)) 
exceeds 3 3/4 percent of the mean of the 
assets (as defined in section 805(b)(4)) 
held at the beginning and end of the 
taxable year, reduced by the amount of 
the mortgage service fees for the tax-
able year, or 

(2) One-fourth of one percent of the 
mean of the value of mortgages held at 
the beginning and end of the taxable 
year for which there are no mortgage 
service fees for the taxable year. For 
purposes of the preceding sentence, the 
term mortgages held refers to mort-
gages, and other similar liens, on real 
property which are held by the com-
pany as security for ‘‘mortgage loans’’. 
For purposes of section 804(c)(1)(B) and 
(C)(i) and (b) and (c)(1) of this subdivi-
sion, the term mortgage service fees in-

cludes mortgage origination fees. Such 
mortgage origination fees shall be am-
ortized in accordance with the rules 
prescribed in section 818(b) and the reg-
ulations thereunder. 

(iv) The operation of the limitation 
contained in section 804(c)(1) and sub-
division (iii) of this subparagraph may 
be illustrated by the following exam-
ple: 

Example. The books of S, a life insurance 
company, reflect the following items for the 
taxable year 1958: 
Investment expenses (including general ex-

penses assigned to or included in invest-
ment expenses) ............................................ $125,000 

Mean of the assets held at the beginning and 
end of the taxable year ................................ 20,000,000 

Mortgage service fees ..................................... 25,000 
Investment yield computed without regard to 

investment expenses ................................... 1,200,000 
Mean of the value of mortgages held at the 

beginning and end of the taxable year for 
which there are no mortgage service fees .. 6,000,000 

In order to determine the limitation on in-
vestment expenses, S would make up the fol-
lowing schedule: 
1. Mean of the assets held at 

the beginning and end of 
the taxable year ................. $20,000,000 

2. One-fourth of 1 percent of 
item 1 (1/4 of 1% of 
$20,000,000) ...................... 50,000 

3. Mortgage service fees ....... 25,000 
4. The greater of (a) or (b): 
(a)(i) Investment yield com-

puted without regard to in-
vestment expenses ............ $1,200,000 

(ii) Three and three-fourths 
percent of item 1 (3 3/4% × 
$20,000,000) ...................... 750,000 

(iii) Excess of (i) over (ii) 
($1,200,000 minus 
$750,000) ........................... 450,000 

(iv) One-fourth of (iii) (1/4 × 
$450,000) ........................... 112,500 

(v) Less: Mortgage service 
fees (item 3) ....................... 25,00 

(vi) Excess of (iv) over (v) 
($112,500 minus $25,000) 87,500 

(b) One-fourth of 1 percent of the mean of the 
value of mortgages held at the beginning 
and end of the taxable year for which there 
are no mortgage service fees (1/4 of 
1% × $6,000,000) ............... 15,000 

5. The greater of item 4 (a) or (b) ................... 87,500 

6. Limitation on investment expenses (items 
2, 3, and 4(a)) .............................................. 162,500 

As the investment expenses (including gen-
eral expenses assigned to or included in in-
vestment expenses) of S for the taxable year 
1958 ($125,000) do not exceed the limitation on 
such expenses ($162,500), S would be entitled 
to deduct the entire $125,000 under section 
804(c)(1). 

VerDate Mar<15>2010 11:07 Aug 11, 2011 Jkt 223091 PO 00000 Frm 00738 Fmt 8010 Sfmt 8010 Y:\SGML\223091.XXX 223091er
ow

e 
on

 D
S

K
5C

LS
3C

1P
R

O
D

 w
ith

 C
F

R



729 

Internal Revenue Service, Treasury § 1.804–4 

(2) Real estate expenses and taxes. The 
deduction for expenses and taxes under 
section 804(c)(2) includes taxes (as de-
fined in section 164) and other expenses 
for the taxable year exclusively on or 
with respect to real estate owned by 
the company. For example, no deduc-
tion shall be allowed under section 
804(c)(2) for amounts allowed as a de-
duction under section 164(e) (relating 
to taxes of shareholders paid by a cor-
poration). No deduction shall be al-
lowed under section 804(c)(2) for any 
amount paid out for new buildings, or 
for permanent improvements or better-
ments made to increase the value of 
any property. An itemized schedule of 
such taxes and expenses shall be at-
tached to the return. See subparagraph 
(4) of this paragraph for limitation of 
such deduction. 

(3) Depreciation. The deduction al-
lowed for depreciation is, except as 
provided in section 804(c)(3) and sub-
paragraph (4) of this paragraph, iden-
tical to that allowed other corpora-
tions by section 167. Such amount al-
lowed as a deduction from gross invest-
ment income in determining invest-
ment yield is limited to depreciation 
sustained on the property used, and to 
the extent used, for the purpose of pro-
ducing the income specified in section 
804(b). An election with respect to any 
of the methods of depreciation pro-
vided in section 167 shall not be af-
fected in any way by the enactment of 
the Life Insurance Company Income 
Tax Act of 1959 (73 Stat. 112). However, 
in appropriate cases, the method of de-
preciation may be changed with the 
consent of the Commissioner. See sec-
tion 167(e) and § 1.167(e)–1. See subpara-
graph (4) of this paragraph for limita-
tion of such deduction. See section 
809(d)(12) and the regulations there-
under for the treatment of depreciable 
property used in the operation of a life 
insurance business. 

(4) Limitation on deductions allowable 
under section 804 (c)(2) and (c)(3). Sec-
tion 804(c)(3) provides that the amount 
allowable as a deduction for taxes, ex-
penses, and depreciation on or with re-
spect to any real estate owned and oc-
cupied for insurance purposes in whole 
or in part by a life insurance company 
shall be limited to an amount which 
bears the same ratio to such deduction 

(computed without regard to this limi-
tation) as the rental value of the space 
not so occupied bears to the rental 
value of the entire property. For exam-
ple, T, a life insurance company, owns 
a twenty-story downtown home office 
building. The rental value of each floor 
of the building is identical. T rents 
nine floors to various tenants, one 
floor is utilized by it in operating its 
investment department, and the re-
maining ten floors are occupied by it in 
carrying on its insurance business. 
Since floor space equivalent to eleven- 
twentieths, or 55 percent, of the rental 
value of the entire property is owned 
and occupied for insurance purposes by 
the company, the deductions allowable 
under section 804(c)(2) and (3) for taxes, 
depreciation, and other real estate ex-
penses shall be limited to nine- 
twentieths, or 45 percent, of the taxes, 
depreciation, and other real estate ex-
penses on account of the entire prop-
erty. However, the portion of such al-
lowable deductions attributable to the 
operation of the investment depart-
ment (one-twentieth, or 5 percent) may 
be deductible as general expenses as-
signed to or included in investment ex-
penses and as such shall be subject to 
the limitations of section 804(c)(1). 
Where a deduction is claimed as pro-
vided in this section, the parts of the 
property occupied and the parts not oc-
cupied by the company in carrying on 
its insurance business, together with 
the respective rental values thereof, 
must be shown in a schedule accom-
panying the return. 

(5) Depletion. The deduction for deple-
tion (and depreciation) provided in sec-
tion 804(c)(4) is identical to that al-
lowed other corporations by section 
611. The amount allowed by section 611 
in the case of a life insurance company 
is limited to depletion (and deprecia-
tion) sustained on the property used, 
and to the extent used, for the purpose 
of producing the income specified in 
section 804(b). See section 611 and 
§ 1.611–5 for special rules relating to the 
depreciation of improvements in the 
case of mines, oil and gas wells, other 
natural deposits, and timber. 

(6) Trade or business deductions. (i) 
Under section 804(c)(5), the deductions 
allowed by subtitle A of the Code 
(without regard to this part) which are 
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attributable to any trade or business 
(other than an insurance business) car-
ried on by the life insurance company, 
or by a partnership of which the life in-
surance company is a partner are, sub-
ject to the limitations in subdivisions 
(ii), (iii), and (iv) of this subparagraph, 
allowable as deductions from the gross 
investment income of a life insurance 
company in determining its investment 
yield. Such deductions are allowable, 
however, only to the extent that they 
are attributable to the production of 
income which is included in the life in-
surance company’s gross investment 
income by reason of section 804(b)(3). 
However, since any interest, dividends, 
rents, and royalties received by any 
trade or business (other than an insur-
ance business) carried on by the life in-
surance company, or by a partnership 
of which the life insurance company is 
a partner, is included in the life insur-
ance company’s gross investment in-
come by reason of section 804(b)(1) and 
paragraph (b) of § 1.804–3, any expenses 
fairly chargeable against the produc-
tion of such income may be deductible 
under section 804(c) (1), (2), (3), or (4). 
The allowable deductions may exceed 
the gross income from such business. 

(ii) In computing the deductions 
under section 804(c)(5), there shall be 
excluded losses: 

(a) From (or considered as from) sales 
or exchanges of capital assets, 

(b) From sales or exchanges of prop-
erty used in the trade or business (as 
defined in section 1231(b)), and 

(c) From the compulsory or involun-
tary conversion (as a result of destruc-
tion, in whole or in part, theft or sei-
zure, or an exercise of the power of req-
uisition or condemnation or the threat 
or imminence thereof) of property used 
in the trade or business (as so defined). 

(iii) Any item, to the extent attrib-
utable to the carrying on of the insur-
ance business, shall not be taken into 
account. For example, if a life insur-
ance company operates a radio station 
primarily to advertise its own insur-
ance services, a portion of the expenses 
of the radio station shall not be al-
lowed as a deduction. The portion dis-
allowed shall be an amount which 
bears the same ratio to the total ex-
penses of the station as the value of ad-
vertising furnished to the insurance 

company bears to the total value of 
services rendered by the station. 

(iv) The deduction for net operating 
losses provided in section 172, and the 
special deductions for corporations 
provided in part VIII, subchapter B, 
chapter 1 of the Code, shall not be al-
lowed. 

[T.D. 6513, 25 FR 12662, Dec. 10, 1960] 

§ 1.806–1 Adjustment for certain re-
serves. 

(a) For taxable years beginning after 
December 31, 1953, but before January 
1, 1955, and ending after August 16, 1954, 
a life insurance company writing con-
tracts other than life insurance or an-
nuity contracts (either separately or 
combined with noncancellable health 
and accident insurance contracts) must 
add to its life insurance company tax-
able income (as a factor in determining 
1954 adjusted taxable income) an 
amount equal to eight times the 
amount of the adjustment for certain 
reserves provided in paragraph (b) of 
this section. 

(b) The adjustment for certain re-
serves referred to in paragraph (a) of 
this section shall be an amount equal 
to 3 1/4 percent of the mean of the un-
earned premiums and unpaid losses at 
the beginning and end of the taxable 
year on such other contracts as are not 
included in life insurance reserves. If 
such unearned premiums, however, are 
less than 25 percent of the net pre-
miums written during the taxable year 
on such other contracts, then the ad-
justment shall be 3 1/4 percent of 25 
percent of the net premiums written 
during the taxable year on such other 
contracts plus 3 1/4 percent of the mean 
of the unpaid losses at the beginning 
and end of the taxable year on such 
other contracts. As used in this sec-
tion, the term ‘‘unearned premiums’’ 
has the same meaning as in section 
832(b)(4) and § 1.832–1. 

§ 1.806–2 Taxable years affected. 

Section 1.806–1 is applicable only to 
taxable years beginning after Decem-
ber 31, 1953, and before January 1, 1955, 
and all references to sections of part I, 
subchapter L, chapter 1 of the Code are 
to the Internal Revenue Code of 1954, 
before amendments. Sections 1.806–3 
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and 1.806–4 are applicable only to tax-
able years beginning after December 31, 
1957, and all references to sections of 
part I, subchapter L, chapter 1 of the 
Code are to the Internal Revenue Code 
of 1954, as amended by the Life Insur-
ance Company Income Tax Act of 1959 
(73 Stat. 112). 

[T.D. 6513, 25 FR 12668, Dec. 10, 1960] 

§ 1.806–3 Certain changes in reserves 
and assets. 

(a) In general. For purposes of part I, 
subchapter L, chapter 1 of the Code, 
section 806(a) provides that if there is a 
change in life insurance reserves (as 
defined in section 801(b)), during the 
taxable year, which is attributable to 
the transfer between the taxpayer and 
another person of liabilities under con-
tracts taken into account in computing 
such life insurance reserves, then the 
means of such reserves, and the mean 
of the assets, shall be appropriately ad-
justed to reflect the amounts involved 
in such transfer. For example, the ad-
justments required under section 806(a) 
are applicable to transfers in which one 
life insurance company purchases or 
acquires a part or all of the business of 
another life insurance company under 
an arrangement whereby the purchaser 
or transferee becomes solely liable on 
the contracts transferred. This provi-
sion shall apply in the case of assump-
tion reinsurance but not in the case of 
indemnity reinsurance or reinsurance 
ceded. Thus, no adjustments shall be 
required under section 806(a) when, in 
the ordinary course of business, an in-
demnity reinsurance contract is en-
tered into with another company (on a 
yearly renewable term basis, on a coin-
surance basis, or otherwise) whereby 
there is a sharing of risks under one or 
more individual contracts. It will be 
necessary for each life insurance com-
pany participating in a transfer de-
scribed in section 806(a) to make the 
adjustments required by such section. 
Such adjustments shall be made with-
out regard to whether or not the trans-
feror of the liabilities was the original 
insurer. 

(b) Manner in which adjustments shall 
be made—(1) Daily basis. The means of 
the life insurance reserves, and the 
mean of the assets, shall be appro-
priately adjusted, on a daily basis, to 

reflect the amounts involved in a 
transfer described in section 806(a) and 
paragraph (a) of this section. The 
transferor and the transferee shall be 
treated as having held such life insur-
ance reserves and assets for a fraction 
of the year in which the transfer oc-
curs. 

(2) Determination of period held. In de-
termining the fraction which rep-
resents the fractional year that such 
reserves and assets were held, the nu-
merator shall be the number of days 
during the taxable year which such re-
serves and assets were actually held, 
and the denominator shall be the num-
ber of days in the calendar year of the 
transfer. In computing the period held 
for purposes of the numerator, the day 
on which such reserves and assets are 
transferred is included by the trans-
feror and excluded by the transferee. 

(3) Adjustments to the means of life in-
surance reserves and assets not trans-
ferred. All life insurance reserves and 
assets transferred during the taxable 
year, within the meaning of section 
806(a), shall be excluded from the be-
ginning and end of the taxable year 
balances of the transferor and trans-
feree, respectively. The amount of as-
sets to be excluded from the beginning 
of the taxable year balance of the 
transferor shall be an amount equal to 
the value of such reserves at the begin-
ning of the taxable year. The amount 
of assets to be excluded from the end of 
the taxable year balance of the trans-
feree shall be an amount equal to the 
value of such reserves at the end of the 
taxable year. The means of the life in-
surance reserves and assets not so 
transferred shall be determined in the 
ordinary manner, that is, the arith-
metic means. There shall be added to 
these means an amount to appro-
priately adjust them, on a daily basis, 
for the life insurance reserves and as-
sets that were transferred during the 
taxable year. This adjustment shall be 
determined by multiplying (i) the 
mean of the transferred life insurance 
reserves (or assets, as the case may be) 
at the beginning of the taxable year 
(or, if acquired later, at the beginning 
of the period held as defined in sub-
paragraph (2) of this paragraph) and 
the end of the period held as defined in 
subparagraph (2) of this paragraph (or 
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at the end of the taxable year, if held 
at such time) by (ii) the fraction deter-
mined under subparagraph (2) of this 
paragraph. 

(4) Examples. The application of this 
paragraph may be illustrated by the 
following examples: 

Example 1. On March 14, 1958, the M Com-
pany, a life insurance company, transferred 
to the N Company, a life insurance company, 
pursuant to an assumption reinsurance 
agreement, all of its life insurance reserves, 
and related assets, on one block of policies. 
The reserves (and assets) for this block were 
held by the M Company on January 1, 1958, 
and totaled $60,000; on March 14, the reserves 
(and assets) totaled $64,000. The M Company 
had life insurance reserves of $1,000,000 at the 
beginning of 1958 (including those subse-
quently transferred) and $1,040,000 at the end 
of 1958. The M Company had assets of 
$1,300,000 at the beginning of 1958 (including 
those subsequently transferred) and $1,380,000 
at the end of 1958. The mean of M’s life insur-
ance reserves for the taxable year 1958 is 
computed as follows: 
Reserves at 1–1–58 .................. $1,000,000 

Exclude reserves (at begin-
ning of year) on contracts 
transferred to N ............... 60,000 

Recomputed amount at 1–1–58 ................. $940,000 
Reserves at 12–31–58 ...................................... 1,040,000 

Sum .............................................. 1,980,000 

Mean ............................................ 990,000 
Adjustment for reserves trans-

ferred on 8–14–58: 
Reserves at 1–1–58 on 

contracts transferred to N $60,000 
Reserves at 3–14–58 on 

such contracts ................. 64,000 

Sum ...................... 124,000 

Mean .................... 62,000 
Fraction taken into account ....... 73/365 

Adjustment (73/365×$62,000) ...... $12,400 

Mean of M’s life insurance reserves after sec-
tion 806(a) adjustment ................................... 1,002,400 

Example 2. Assuming the facts to be the 
same as in example 1, the mean of M’s assets 
for the taxable year 1958 is computed as fol-
lows: 
Assets at 1–1–58 ....................... $1,300,000 

Exclude assets (at begin-
ning of year) on contracts 
transferred to N ............... 60,000 

Recomputed amount at 1–1–58 .. $1,240,000 
Assets at 12–31–58 ........................................... 1,380,000 

Sum .............................................. 2,620,000 

Mean ............................................ 1,310,000 

Adjustments for assets trans-
ferred on 3–14–58: 

Assets at 1–1–58 on con-
tracts transferred to N ..... $60,000 

Assets at 3–14–58 on such 
contracts .......................... 64,000 

Sum ...................... 124,000 

Mean .................... 62,000 

Fraction taken into account ....... 73/365 
Adjustment (73/365×$62,000)¥ .. $12,400 

Mean of M’s assets after section 806(a) adjust-
ment ............................................................... 1,322,400 

Example 3. Assume the facts are the same 
as in example 1. At the end of 1958, N Com-
pany had life insurance reserves (and assets) 
of $80,000 on the contracts transferred on 
March 14, 1958. The N Company had life in-
surance reserves of $6,000,000 at the begin-
ning of 1958 and $6,400,000 at the end of 1958 
(including those transferred). The N Com-
pany had assets of $6,800,000 at the beginning 
of 1958 and $7,300,000 at the end of 1958 (in-
cluding those on the contracts transferred). 
The mean of N’s life insurance reserves for 
the taxable year 1958 is computed as follows: 
Reserves at 1–1–58 .......................................... $6,000,000 
Reserves at 12–31–58 .............. $6,400,000 

Exclude reserves (at end of 
year) on contracts trans-
ferred from M .................. 80,000 

Recomputed amount at 12–31–58 6,320,000 

Sum .............................................. 12,320,000 

Mean ............................................ 6,160,000 
Adjustment for reserves trans-

ferred on 3–14–58: 
Reserves at 3–14–58 on 

contracts transferred from 
M ..................................... $64,000 

Reserves at 12–31–58 on 
such contracts ................. 80,000 

Sum ...................... 144,000 

Mean .................... 72,000 
Fraction taken into account ....... 292/365 

Adjustment (292/365×$72,000) .... 57,600 

Mean of N’s life insurance reserves after sec-
tion 806(a) adjustment ................................... 6,217,600 

Example 4. Assuming the facts to be the 
same as in example 3, the mean of N’s assets 
for the taxable year 1958 is computed as fol-
lows: 
Assets at 1–1–58 ............................................... $6,800,000 
Assets at 12–31–58 ................... $7,300,000 

Exclude assets (at end of 
year) on contracts trans-
ferred from M .................. 80,000 

Recomputed amount at 12–31–58 7,220,000 

Sum .............................................. 14,020,000 

Mean ............................................ 7,010,000 
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Adjustments for assets trans-
ferred on 3–14–58: 

Assets at 3–14–58 on contracts 
transferred from M ................. $64,000 

Assets at 12–31–58 on such 
contracts ................................. 80,000 

Sum ...................... 144,000 

Mean .................... 72,000 

Fraction taken into account ....... 292/365 
Adjustment (292/365×$72,000) .................. $57,600 

Mean of N’s assets after section 806(a) adjust-
ment ............................................................... 7,067,600 

Example 5. The facts are the same as in ex-
ample 1, except that on October 19, 1958, 
company N transfers to company P, a life in-
surance company, all of the life insurance re-
serves, and related assets, on the block of 
policies it had received from company M on 
March 14, 1958. The reserves (and assets) for 
this block totaled $76,000 on October 19, 1958. 
The means of company M’s life insurance re-
serves and assets, as computed in examples 1 
and (2), respectively, would be unchanged by 
the transfer of October 19, 1958. Since com-
pany N did not own this block of policies at 
either the beginning or end of the taxable 
year, it would not have to recompute its be-
ginning or end of the taxable year reserves 
or assets. Company N will, however, have to 
adjust (or increase) the mean of its life in-
surance reserves and assets on account of the 
policies it received from company M. This 
adjustment will be $42,000, which is deter-
mined by multiplying the means of the life 
insurance reserves (or assets) on these poli-
cies as of March 15, 1958, and October 19, 1958, 
$70,000 ($64,000+$76,000=$140,000÷2) by the frac-
tion 219/365 (the numerator of 219 is deter-
mined by excluding the day of the transfer to 
N, March 14, 1958, and including the day of 
the transfer from N to P, October 19, 1958). 
Company P will have to recompute its end of 
the year life insurance reserves and assets 
(in the same manner as illustrated in exam-
ples 3 and 4). Assuming the end of the year 
reserves (and assets) on this block of policies 
is $80,000, company P will have an adjust-
ment under section 806 (a) of $15,600, which is 
determined by multiplying the means of the 
reserves on these policies as of October 20, 
1958, and December 31, 1958, $78,000 
($76,000+$80,000= $156,000÷2) by the fraction 73/ 
365. 

[T.D. 6513, 25 FR 12663, Dec. 10, 1960] 

§ 1.806–4 Change of basis in computing 
reserves. 

(a) In general. For purposes of subpart 
B, part I, subchapter L, chapter 1 of the 
Code, section 806(b) provides that if the 
basis for determining the amount of 
any item referred to in section 810(c) 
(relating to items taken into account) 

as of the close of the taxable year dif-
fers from the basis for such determina-
tion as of the beginning of the taxable 
year, then in determining taxable in-
vestment income the amount of the 
item as of the close of the taxable year 
shall be the amount computed on the 
old basis, and the amount of the item 
as of the beginning of the next taxable 
year shall be the amount computed on 
the new basis. For purposes of the pre-
ceding sentence, an election under sec-
tion 818(c) shall not be treated as a 
change in basis for determining the 
amount of an item referred to in sec-
tion 810(c). A change of basis in com-
puting any of the items referred to in 
section 810(c) is not a change of ac-
counting method requiring the consent 
of the Secretary or his delegate under 
section 446(e). 

(b) Illustration of change of basis in 
computing reserves. The application of 
section 806(b) and paragraph (a) of this 
section may be illustrated by the fol-
lowing examples: 

Example 1. Assume that the life insurance 
reserves of Y, a life insurance company, at 
the beginning of the taxable year 1959 are 
$100 and that during such taxable year a por-
tion of the reserves is strengthened (by rea-
son of a change in mortality or interest as-
sumptions, or otherwise), so that at the end 
of the taxable year 1959 the reserves (com-
puted on the new basis) are $130 but com-
puted on the old basis would be $120. Assume 
further that at the close of the next taxable 
year, 1960, the reserves (computed on the new 
basis) are $142. Under the provisions of sec-
tion 806(b) and paragraph (a) of this section, 
the mean of such reserves for the taxable 
year of the reserve strengthening, namely 
1959, is $110 (the mean of $100, the balance at 
the beginning of the taxable year 1959, and 
$120, the balance at the end of the taxable 
year 1959 computed on the old basis). The 
mean of such reserves for the next taxable 
year, 1960, is $136 (the mean of $130, the bal-
ance at the beginning of the taxable year 
1960 computed on the new basis, and $142, the 
balance at the end of the taxable year 1960 
computed on the new basis). 

Example 2. The life insurance reserves of S, 
a life insurance company, computed with re-
spect to contracts for which such reserves 
are determined on a recognized preliminary 
term basis amount to $50 on January 1, 1959, 
and $80 on December 31, 1959. For the taxable 
year 1959, S elects to revalue such reserves 
on a net level premium basis under section 
818(c). Such reserves computed under section 
818(c) amount to $60 on January 1, 1959, and 
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$96 on December 31, 1959. Under the provi-
sions of paragraph (a) of this section, the 
mean of such reserves for the taxable year 
1959 is $78 (the mean of $60, the balance at 
the beginning of the taxable year 1959 com-
puted under section 818(c), and $96, the bal-
ance at the end of the taxable year 1959 com-
puted under section 818(c). 

[T.D. 6513, 25 FR 12669, Dec. 10, 1960] 

§ 1.807–1 Mortality and morbidity ta-
bles. 

(a) Tables to be used. If there are no 
commissioners’ standard tables appli-
cable to an insurance contract when 
the contract is issued, then the mor-
tality and morbidity tables set forth in 
this subsection are used to compute re-
serves under section 807(d)(2) for the 
contract. 

Type of Contract Table 

1. Group term life insurance 
(active life reserves).

1960 Commissioners’ Stand-
ard Group Mortality Table. 

2. Group life insurance (ac-
tive life reserves); acci-
dental death benefits.

1959 Accidental Death Bene-
fits Table. 

3. Permanent and paid-up 
group life insurance (active 
life reserves).

Same table as are applicable 
to males for ordinary life in-
surance. 

4a. Group life insurance dis-
ability income benefits (ac-
tive life reserves).

The tables of period 2 dis-
ablement rates and the 
1930 to 1950 termination 
rates of the 1952 Disability 
Study of the Society of Ac-
tuaries. 

4b. Group life insurance dis-
ability income benefits (dis-
abled life reserves).

The 1930 to 1950 termination 
rates of the 1952 Disability 
study of the Society of Ac-
tuaries. 

5. Group life insurance; sur-
vivor income benefits in-
surance.

Same tables as are applica-
ble to group annuities. 

6. Group life insurance; ex-
tended death benefits for 
disabled lives.

1970 Intercompany Group life 
Disability Valuation Table. 

7. Credit life insurance .......... 1958 Commissions’ Extended 
Term Table. 

8. Supplementary contracts 
involving life contingencies.

Same tables as are applica-
ble to individual immediate 
annuities. 

9. Noncancellable accident 
and health insurance (ac-
tive life reserves); benefits 
issued before 1984.

Tables used for NAIC annual 
statement reserves as of 
December 31, 1983. 

10a. Noncancellable accident 
and health insurance (ac-
tive life reserves); group 
disability benefits issued 
after 1983 and individual 
disability benefits issued 
after 1983 and before 1989.

1964 Commissioners’ Dis-
ability Tables. 

10b. Noncancellable accident 
and health insurance (ac-
tive life reserves); indi-
vidual disability benefits 
issued after 1988.

1985 Commissioners’ Indi-
vidual Disability Table A or 
Commissioners’ Individual 
Disability Table B. 

Type of Contract Table 

11. Noncancellable accident 
and health insurance (ac-
tive life reserves); acci-
dental death benefits 
issued after 1983.

1959 Accidental Death Bene-
fits Tables. 

12. Noncancellable accident 
and health insurance (ac-
tive life reserves); all bene-
fits issued after 1983 other 
than disability and acci-
dental death.

Tables used for NAIC annual 
statement reserves. 

13a. Noncancellable accident 
and health insurance 
(claim reserves); group dis-
ability benefits for all years 
of issue and individual dis-
ability benefits for years 
before 1989.

1964 Commissioners’ Dis-
ability Tables. 

13b. Noncancellable accident 
and health insurance 
(claim reserves); individual 
disability benefits for years 
after 1988.

1985 Commissioners’ Indi-
vidual Disability Table A or 
Commissioners’ Individual 
Disability Table B. 

14. Noncancellable accident 
and health insurance 
(claim reserves); all bene-
fits other than disability for 
all years of issue.

Tables used for annual state-
ment reserves. 

(b) Adjustments. An appropriate ad-
justment may be made to the tables in 
paragraph (a) of this section to reflect 
risks (such as substandard risks) in-
curred under the contract which are 
not otherwise taken into account. 

(c) Special rule where more than 1 table 
or option applicable. If, with respect to 
any category of risks, there are 2 or 
more tables (or options under 1 or more 
tables) in paragraph (a) of this section, 
the table (and option thereunder) 
which generally yields the lowest re-
serves shall be used to compute re-
serves under section 807(d)(2) for the 
contract. 

(d) Effective date. This section is ef-
fective for taxable years beginning 
after December 31, 1983, except that the 
1985 Commissioners’ Individual Dis-
ability Tables A and B shall be treated 
(for purposes of section 807(d)(5)(B) and 
for purposes of determining the issue 
dates of contracts for which they shall 
be used) as if the tables were new pre-
vailing commissioners’ standard tables 
adopted by the twenty-sixth State on 
December 26, 1989. 

[T.D. 8278, 54 FR 52934, Dec. 26, 1989; 55 FR 
1768, Jan. 18, 1990] 

§ 1.807–2 Cross-reference. 
For special rules regarding the treat-

ment of modified guaranteed contracts 
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(as defined in section 817A and § 1.817A– 
1(a)(1)), see § 1.817A–1. 

[T.D. 9058, 68 FR 24350, May 7, 2003] 

GAIN AND LOSS FROM OPERATIONS 

§ 1.809–1 Taxable years affected. 
Sections 1.809 through 1.809–8, except 

as otherwise provided therein, are ap-
plicable only to taxable years begin-
ning after December 31, 1957, and all 
reference to sections of part I, sub-
chapter L, chapter 1 of the Code are to 
the Internal Revenue Code of 1954, as 
amended by the Life Insurance Com-
pany Income Tax Act of 1959 (73 Stat. 
112), the Act of June 27, 1961 (75 Stat. 
120), the Act of October 10, 1962 (76 
Stat. 808); the Act of October 23, 1962 
(76 Stat. 1134), and section 214(b)(4) of 
the Revenue Act of 1964 (78 Stat. 55). 

[T.D. 6992, 34 FR 827, Jan. 18, 1969] 

§ 1.809–2 Exclusion of share of invest-
ment yield set aside for policy-
holders. 

(a) In general. Section 809 provides 
the rules for determining the gain or 
loss from operations of a life insurance 
company, which amount is necessary 
to determine life insurance company 
taxable income. In order to determine 
gain or loss from operations, a life in-
surance company must first determine 
the share of each and every item of its 
investment yield (as defined in section 
804(c) and paragraph (a) of § 1.804–4) set 
aside for policyholders (as computed 
under section 809(a)(1) and paragraph 
(b) of this section), as this share is ex-
cluded from gain or loss from oper-
ations (as defined in section 809(b) (1) 
and (2) and paragraphs (a) and (b) of 
§ 1.809–3, respectively). The life insur-
ance company shall then add its share 
of each and every item of its invest-
ment yield to the sum of the items 
comprising gross amount (as described 
in section 809(c) and paragraph (a) of 
§ 1.809–4). In addition, the life insurance 
company shall, for taxable years begin-
ning after December 31, 1961, add the 
amount (if any) by which its net long- 
term capital gain exceeds its net short- 
term loss. From the sum so computed 
(which includes the capital gains item 
only for taxable years beginning after 
December 31, 1961) there shall then be 
subtracted the deductions provided in 

section 809(d) and paragraph (a) of 
§ 1.809–5. The amount thus obtained is 
the gain or loss from operations for the 
taxable year. 

(b) Computation of share of investment 
yield set aside for policyholders. Section 
809(a)(1) provides that the share of each 
and every item of investment yield (in-
cluding tax-exempt interest, partially 
tax-exempt interest, and dividends re-
ceived) of any life insurance company 
set aside for policyholders shall not be 
included in gain or loss from oper-
ations. For this purpose, the percent-
age used in determining the share of 
each of these items comprising the in-
vestment yield set aside for policy-
holders shall be determined by dividing 
the required interest (as defined in sec-
tion 809(a)(2) and paragraph (d) of this 
section) by the investment yield (as de-
fined in section 804(c) and paragraph (a) 
of § 1.804–4). The percentage thus ob-
tained is then applied to each and 
every item of the investment yield so 
that the share of each and every item 
of investment yield set aside for pol-
icyholders shall be excluded from gain 
or loss from operations. However, if in 
any case the required interest exceeds 
the investment yield, then the share of 
any item set aside for policyholders 
shall be 100 percent. 

(c) Computation of life insurance com-
pany’s share of investment yield. For 
purposes of subpart C, part I, sub-
chapter L, chapter 1 of the Code, sec-
tion 809(b)(3) provides that the percent-
age used in determining the life insur-
ance company’s share of each and 
every item of investment yield (includ-
ing tax-exempt interest, partially tax- 
exempt interest, and dividends re-
ceived) shall be obtained by sub-
tracting the percentage obtained under 
paragraph (b) of this section from 100 
percent. For example, if the policy-
holders’ percentage (as determined 
under section 809(a)(1) and paragraph 
(b) of this section) is 72.38 percent, then 
the life insurance company’s share is 
27.62 percent (100 percent minus 72.38 
percent). In such a case, if the amount 
of a particular item is $200, then the 
life insurance company’s share of such 
item included in determining gain or 
loss from operations is $55.24 ($200 mul-
tiplied by 27.62 percent) and the share 
of such item set aside for policyholders 
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