Internal Revenue Service, Treasury

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.

(@) 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.

§1.809-2

(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
(which is excluded from gain or loss
from operations) is $144.76 ($200 multi-
plied by 72.38 percent). For purposes of
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§1.809-3

determining gain or loss from oper-
ations, the life insurance company’s
share of each and every item of invest-
ment yield (including tax-exempt in-
terest, partially tax-exempt interest,
and dividends received) shall be added
to the sum of the items comprising
gross amount (as described in section
809(c) and paragraph (a) of §1.809-4).

(d) Required interest defined. (1) For
purposes of part I, section 809(a)(2) de-
fines the term required interest for any
taxable year as the sum of the products
obtained by multiplying (i) each rate of
interest required, or assumed by the
taxpayer, in calculating the reserves
described in section 810(c), by (ii) the
means of the amount of such reserves
computed at that rate at the beginning
and end of the taxable year. In the case
of the reserves described in section
810(c)(1), such rate of interest shall be
the same as that used by the taxpayer
for purposes of paragraph (b) of §1.801-
5 (relating to the definition of reserves
required by law) with respect to such
reserves. In the case of the reserves de-
scribed in section 810(c)(2) through (5),
such rate of interest shall be the same
as that actually paid, credited, or ac-
crued by the taxpayer with respect to
such reserves. Thus, the required inter-
est for any taxable year includes the
elements of interest paid (as defined in
section 805(e)) with respect to the re-
serves described in section 810(c).

(2) For purposes of computing re-
quired interest under section 809(a)(2)
and subparagraph (1) of this paragraph,
the amount of life insurance reserves
taken into account shall be adjusted
first as required by section 818(c) (re-
lating to an election with respect to
life insurance reserves computed on a
preliminary term basis) and then as re-
quired by section 806(a) (relating to ad-
justments for certain changes in re-
serves and assets) before applying the
rate of interest required, or assumed by
the taxpayer, thereto. However, in the
case of the adjustments required by
section 810(d) as a result of a change in
the basis of computing reserves, the ad-
justments to any of the reserves de-
scribed in section 810(c) shall be taken
into account in accordance with the
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rules prescribed in section 810(d) and
§1.810-3.

[T.D. 6535, 26 FR 525, Jan. 20, 1961, as amend-
ed by T.D. 6886, 31 FR 8687, June 23, 1966]

§1.809-3 Gain and loss from oper-
ations defined.

(a) Gain from operations. For purposes
of part I, subchapter L, chapter 1 of the
Code, section 809(b)(1) defines the term
gain from operations as the excess of the
sum of (1) the life insurance company’s
share of each and every item of invest-
ment yield (including tax-exempt in-
terest, partially tax-exempt interest,
and dividends received), (2) the items of
gross amount taken into account under
section 809(c) and paragraph (a) of
§1.809-4, and (3) for taxable years begin-
ning after December 31, 1961, the
amount (if any) by which the net long-
term capital gain exceeds the net
short-term capital loss, over the sum of
the deductions provided by section
809(d) and §1.809-5.

(b) Loss from operations. For purposes
of part I, section 809(b)(2) defines the
term loss from operations as the excess
of the sum of the deductions provided
by section 809(d) and §1.809-5 over the
sum of (1) the life insurance company’s
share of each and every item of invest-
ment yield (including tax-exempt in-
terest, partially tax-exempt interest,
and dividends received), (2) the items of
gross amount taken into account under
section 809(c) and paragraph (a) of
§1.809-4, and (3) for taxable years begin-
ning after December 31, 1961, the
amount (if any) by which the net long-
term capital gain exceeds the net
short-term capital loss.

(c) Hlustration of principles. The provi-
sions of section 809(b) (1) through (3)
and paragraphs (a) and (b) of this sec-
tion may be illustrated by the fol-
lowing example:

Example. For the taxable year 1958, T, a life
insurance company, had investment yield of
$900,000, including $150,000 of dividends re-
ceived from domestic corporations subject to
taxation under chapter 1 of the Code, $10,000
of wholly tax-exempt interest, and $78,000 of
partially tax-exempt interest. T also had
items of gross amount under section 809(c) in
the amount of $12,000,000 and deductions
under section 809(d) of $6,963,500 (exclusive of
any deductions for wholly tax-exempt inter-
est, partially tax-exempt interest, and divi-
dends received). For such taxable year, the
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