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§ 1.804–3

The maturity value of any such security is the amount payable thereunder
either at the maturity date or an earlier call date. The earlier call date of
any such security may be the earliest
call date specified therein as a day certain, the earliest interest payment
date if it is callable or payable at such
date, the earliest date at which it is
callable at par, or such other call or
payment date, prior to maturity, specified in the security as may be selected
by the life insurance company. A life
insurance company which adjusts amortization 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 calculation of such amortization or discount with respect to such security unless 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 regularly employed by the company, if such
method is reasonable, or
(2) According to the method prescribed by this section.
A method of amortization of premium
or accrual of discount will be deemed
‘‘regularly employed’’ by a life insurance company if the method was consistently followed in prior taxable
years, or if, in the case of a company
which has never before made such adjustments, the company initiates in
the first taxable year for which the adjustments are made a reasonable method of amortization of premium or accrual of discount and consistently follows such method thereafter. Ordinarily, a company regularly employs a
method in accordance with the statute
of some State, Territory, or the District 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) attributable 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, determined in accordance with this section.
For the purpose of this section, a fractional part of a month shall be disregarded 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 beginning after December 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.
[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) defines 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 interest and partially tax-exempt interest), as described in § 1.61–7. Interest
shall be adjusted for amortization of
premium and accrual of discount in accordance 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 insurance company may derive interest,
rents, or royalties.
(v) The alteration or termination of
any instrument or agreement described
in subdivision (iv) of this subparagraph.
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§ 1.804–4

26 CFR Ch. I (4–1–10 Edition)

For example, gross investment income
includes amounts received as commitment 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 beginning after December 31, 1958, the
amount (if any) by which the net shortterm capital gain (as defined in section
1222(5)) exceeds the net long-term capital loss (as defined in section 1222(8)),
and
(3) The gross income from any trade
or business (other than an insurance
business) carried on by the life insurance 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 insurance business) carried on by the life insurance company, or by a partnership
of which the life insurance company is
a partner, any item described in section 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 partnership, 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 excluded from the gross investment income of a life insurance company.
However, section 804(b)(2) and paragraph (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.
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[T.D. 6513, 25 FR 12661, Dec. 10, 1960]

§ 1.804–4 Investment yield of a life insurance 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, chapter 1 of the Code. Investment yield
means gross investment income (as defined 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 expenses, real estate expenses, depreciation, depletion, and trade or business
(other than an insurance business) expenses. However, such expenses are deductible only to the extent that they
relate to investment income and the
deduction of such expenses is not disallowed by any other provision of subtitle A of the Code. For example, investment 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 indebtedness incurred or continued to purchase
or carry obligations the interest on
which is wholly exempt from taxation
under chapter 1 of the Code. A deduction shall not be permitted with respect to the same item more than once.
(b) Deductions from gross investment income—(1) Investment expenses. (i) Section 804(c)(1) provides for the deduction
of investment expenses by a life insurance company in determining investment 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, stationery, postage, and stenographic
work incident to the collection of interest. An itemized schedule of such expenses shall be attached to the return.
(ii) Any assignment of general expenses 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 limitation provided in that section and subdivision (iii) of this subparagraph. As
used in section 804(c)(1), the term general 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 department thereof. For example, if real
estate taxes, depreciation, or other expenses attributable to office space
owned by the company and utilized by
it in connection with its investment
function are assigned to investment expenses, such items shall be deductible
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