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§1.805-1. Interest paid or accrued con-
sists of (a) interest paid or accrued on
indebtedness (except indebtedness in-
curred or continued to purchase or
carry tax-exempt securities as set forth
in section 803(f)(1)) and (b) amounts in
the nature of interest paid or accrued
on certain contracts, as provided in
section 803(f)(2). Interest on indebted-
ness includes interest on dividends held
on deposit and surrendered during the
taxable year but does not include inter-
est paid or accrued on deferred divi-
dends. Life insurance reserves as de-
fined in §1.803-1 are not indebtedness.
Dividends left with the company to ac-
cumulate at interest are a debt and not
a reserve liability. Amounts in the na-
ture of interest include so-called ex-
cess-interest dividends as well as guar-
anteed interest paid or accrued within
the taxable year on insurance or annu-
ity contracts (or contracts arising out
of insurance or annuity contracts)
which, at the time of payment, do not
involve life, health, or accident contin-
gencies. It is immaterial whether the
optional mode of settlement specified
in the insurance or annuity contract
arises from an option exercised by the
insured during his or her lifetime or
from an option exercised by a bene-
ficiary after the policy has matured,
frequently referred to as a supple-
mentary contract not involving life
contingencies; for example, a contract
to pay the insurance benefit in 10 an-
nual installments. No distinction is
made based on the person choosing the
method of payment, and the full
amount of the interest paid or accrued
and not merely the guaranteed interest
is considered as interest paid or ac-
crued.

§1.803-4 Taxable income and deduc-
tions.

(a) In general. The taxable income of
a life insurance company is its gross
amount of income received or accrued
during the taxable year from interest,
dividends, and rents, less the deduc-
tions provided in section 803(g) for

wholly tax-exempt interest, invest-
ment expenses, real estate expenses,
depreciation, and the special deduc-

tions provided in part VIII (section 241
and following, except section 248), sub-
chapter B, chapter 1 of the Code. In ad-
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dition to the limitations on deductions
relating to real estate owned and occu-
pied by a life insurance company pro-
vided in section 803(h), the limitations
on the adjustment for amortization of
premium and accrual of discount pro-
vided in section 803(i), and the limita-
tion on the deduction for investment
expenses where general expenses are al-
located to investment income provided
in section 803(g)(2), life insurance com-
panies are subject to the limitations on
deductions relating to wholly tax-ex-
empt income provided in section 265.
Life insurance companies are not enti-
tled to the net operating loss deduction
provided in section 172.

(b) Wholly tax-exempt interest. Interest
which in the case of other taxpayers is
excluded from gross income by section
103 but included in the gross income of
a life insurance company by section
803(a)(2) is allowed as a deduction from
gross income by section 803(g)(1).

(c) Investment expenses. (1) As used in
the Code, the term general expenses
means any expense paid or incurred for
the benefit of more than one depart-
ment of the company rather than for
the benefit of a particular department
thereof. Any assignment of such ex-
pense to the investment department of
the company for which a deduction is
claimed under section 803(g)(2) subjects
the entire deduction for investment ex-
penses to the limitation provided in
that section. The accounting procedure
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.

(2) If no general expenses are as-
signed to or included in investment ex-
penses the deduction may consist of in-
vestment expenses paid or incurred
during the taxable year in which case
an itemized schedule of such expenses
must be appended to the return.

(3) Invested assets for the purpose of
section 803(g)(2) and this section are
those which are owned and used, and to
the extent used, for the purpose of pro-
ducing the income specified in section
803(a)(2). They do not include real es-
tate owned and occupied, and to the ex-
tent owned and occupied, by the com-
pany. If general expenses are assigned
to or included in investment expenses,
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the maximum allowance will not be
granted unless it is shown to the satis-
faction of the district director that
such allowance is justified by a reason-
able assignment of actual expenses.

(d) Taxes and expenses with respect to
real estate. The deduction for taxes and
expenses under section 803(g)(3) in-
cludes taxes and expenses paid or ac-
crued during the taxable year exclu-
sively upon or with respect to real es-
tate owned by the company and any
sum representing taxes imposed upon a
shareholder of the company upon his
interest as shareholder which is paid or
accrued by the company without reim-
bursement from the shareholder. No
deduction shall be allowed, however,
for taxes, expenses, and depreciation
upon or with respect to any real estate
owned by the company except to the
extent used for the purpose of pro-
ducing investment income. See para-
graph (c) of this section. As to real es-
tate owned and occupied by the com-
pany, see §1.803-5.

(e) Depreciation. The deduction al-
lowed for depreciation is, except as
provided in section 803(h), identical
with that allowed other corporations
by section 167. The amount allowed by
section 167 in the case of life insurance
companies 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
803(a)(2).

§1.803-5 Real estate owned and occu-
pied.

The amount allowable as a deduction
for taxes, expenses, and depreciation
upon or with respect to any real estate
owned and occupied in whole or in part
by a life insurance company is limited
to an amount which bears the same
ratio to such deduction (computed
without regard to this limitation) as
the rental value of the space not so oc-
cupied bears to the rental value of the
entire property. For example, if the
rental value of the space not occupied
by the company is equal to one-half of
the rental value of the entire property,
the deduction for taxes, expenses, and
depreciation is one-half of the taxes,
expenses, and depreciation on account
of the entire property. Where a deduc-
tion is claimed as provided in this sec-

§1.803-6

tion, the parts of the property occupied
and the parts not occupied by the com-
pany, together with the respective
rental values thereof, must be shown in
a statement accompanying the return.

§1.803-6 Amortization of premium and
accrual of discount.

(a) Section 803(i) provides for certain
adjustments on account of amortiza-
tion of premium and accrual of dis-
count on bonds, notes, debentures, or
other evidences of indebtedness held by
a life insurance company. Such adjust-
ments are limited to the amount of ap-
propriate amortization or accrual at-
tributable to the taxable year with re-
spect to such securities which are not
in default as to principal or interest
and which are amply secured. The
question of ample security will be re-
solved according to the rules laid down
from time to time by the National As-
sociation of Insurance Commissioners.
The adjustment for amortization of
premium decreases, and for accrual of
discount increases, (1) the gross in-
come, (2) the deduction for wholly tax-
exempt interest, and (3) the deduction
for partially tax-exempt interest.

(b) The premium for any such secu-
rity is the excess of its acquisition
value over its maturity value and the
discount is the excess of its maturity
value over its acquisition value. The
acquisition value of any such security
is its cost (including buying commis-
sions or brokerage but excluding any
amounts paid for accrued interest) if
purchased for cash, or if not purchased
for cash, then its fair market value.
The maturity value of any such secu-
rity is the amount payable thereunder
either at the maturity date or an ear-
lier call date. The earlier call date of
any such security may be the earliest
call date specified therein as a day cer-
tain, 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, speci-
fied in the security as may be selected
by the life insurance company. A life
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
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