§1.803-7

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-

26 CFR Ch. | (4-1-04 Edition)

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 |, 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
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
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