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§1.815-2 Distributions to
holders.

(@) In general. Section 815 provides
that every stock life insurance com-
pany subject to the tax imposed by sec-
tion 802 shall establish and maintain
two special surplus accounts for Fed-
eral income tax purposes. These special
accounts are the shareholders surplus
account (as defined in section 815(b)
and §1.815-3) and the policyholders sur-
plus account (as defined in section
815(c) and §1.815-4). To the extent that
a distribution to shareholders (as de-
fined in paragraph (c) of this section) is
treated as being made out of the share-
holders surplus account, no tax is im-
posed on the company with respect to
such distribution. However, to the ex-
tent that a distribution to shareholders
is treated as being made out of the pol-
icyholders surplus account, the amount
subtracted from the policyholders sur-
plus account by reason of such dis-
tribution shall be taken into account
in determining life insurance company
taxable income under section 802(b).

(b) Priority system for distributions to
shareholders. (1) For purposes of section
815 (other than subsection (e) thereof
relating to certain mutualizations) and
section 802(b)(3) (relating to the deter-
mination of life insurance company
taxable income), any distribution made
to shareholders after December 31, 1958,
shall be treated in the following man-
ner:

(i) Distributions shall be treated as
first being made out of the share-
holders surplus account (as defined in
section 815(b) and §1.815-3);

(if) Once the shareholders surplus ac-
count has been reduced to zero, dis-
tributions shall then be treated as
being made out of the policyholders
surplus account (as defined in section
815(c) and §1.815-4) until that account
has been reduced to zero; and

(iii) Finally, any distributions in ex-
cess of the amounts in the shareholders
surplus account and the policyholders
surplus account shall be treated as
being made out of other accounts (as
defined in §1.815-5).

(2) For purposes of subparagraph (1)
of this paragraph, in order to deter-
mine whether a distribution (or any
portion thereof) shall be treated as
being made out of the shareholders sur-
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plus account, policyholders surplus ac-
count, or other accounts, the amount
in such accounts at the end of any tax-
able year shall be the cumulative bal-
ance in such accounts at the end of the
taxable year, computed without dimi-
nution by reason of a distribution (or
any portion thereof) during the taxable
year which is treated as being made
out of such accounts. For example, on
January 1, 1960, S, a stock life insur-
ance company, had $1,000 in its share-
holders surplus account and $3,000 in
its policyholders surplus account. On
November 1, 1960, S distributed $4,000 to
its shareholders. Under the provisions
of section 815(b)(2) and paragraph (b) of
§1.815-3, S added $5,000 to its share-
holders surplus account for the taxable
year 1960. Since the distributions to
shareholders during the taxable year
1960, $4,000, does not exceed the cumu-
lative balance in the shareholders sur-
plus account at the end of the taxable
year, computed without diminution by
reason of distributions treated as made
out of such account during the taxable
year, $6,000 ($1,000 plus $5,000), the en-
tire distribution is treated as being
made out of the shareholders surplus
account.

(3) Except in the case of a distribu-
tion in cash and as otherwise provided
herein, the amount to be charged to
the special surplus accounts referred to
in subparagraph (1) of this paragraph
with respect to any distributions to
shareholders (as defined in section
815(a) and paragraph (c) of this section)
shall be the fair market value of the
property distributed, determined as of
the date of distribution. However, for
the amount of the adjustment to earn-
ings and profits reflecting such dis-
tributions, see section 312 and the regu-
lations thereunder. For a special rule
relating to the determination of the
amount to be charged to such special
surplus accounts in the case of a dis-
tribution by a foreign life insurance
company carrying on a life insurance
business within the United States, see
section 819(c)(1) and the regulations
thereunder.

(c) Distributions to shareholders de-
fined. (1) Except as otherwise provided
in section 815(f) and subparagraph (2) of
this paragraph, the term distribution, as
used in section 815(a) and paragraph (b)
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of this section, means any distribution
of property made by a life insurance
company to its shareholders. For pur-
poses of the preceding sentence, the
term property means any property (in-
cluding money, securities, and indebt-
edness to the company) other than
stock, or rights to acquire stock, in the
company making the distribution.
Thus, for example, the term includes a
distribution which is considered a divi-
dend under section 316, but is not lim-
ited to the extent that such distribu-
tion must be made out of the accumu-
lated or current earnings and profits of
the company making the distribution.
For example, except as otherwise pro-
vided in section 815(f) and subpara-
graph (2) of this paragraph, there is a
distribution within the meaning of this
paragraph in any case in which a cor-
poration acquires the stock of a share-
holder in exchange for property in a re-
demption treated as a distribution in
exchange for stock under section 302(a)
or treated as a distribution of property
under section 302(d). For special rules
relating to distributions to share-
holders in acquisition of stock pursu-
ant to a plan of mutualization, see sec-
tion 815(e) and paragraph (e) of §1.815—
6.

(2) The term distribution, as used in
section 815(a) and paragraph (b) of this
section, does not (except for purposes
of section 815(a)(3) and (e)(2)(B)) in-
clude any distribution in redemption of
stock issued prior to January 1, 1958,
where such stock was at all times on
and after the date of its issuance and
on and before the date of its redemp-
tion limited as to the amount of divi-
dends payable and was callable, at the
option of the issuer, at a price not in
excess of 105 percent of the sum of its
issue price plus the amount of con-
tribution to surplus (if any) made by
the original purchaser at the time of
his purchase.

[T.D. 6535, 26 FR 542, Jan. 20, 1961, as amend-
ed by T.D. 7189, 37 FR 12793, June 29, 1972]

§1.815-3 Shareholders
count.

(a) In general. Every stock life insur-
ance company subject to the tax im-
posed by section 802 shall establish and
maintain a shareholders surplus ac-
count. This account shall be estab-
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lished as of January 1, 1958, and the be-
ginning or opening balance of the
shareholders surplus account on that
date shall be zero.

(b) Additions to shareholders surplus
account. (1) The amount added to the
shareholders surplus account for any
taxable year beginning after December
31, 1957, shall be the amount by which
the sum of:

(i) The life insurance company tax-
able income (computed without regard
to section 802(b)(3)),

(i) In the case of a taxable year be-
ginning after December 31, 1958, the
amount (if any) by which the net long-
term capital gain exceeds the net
short-term capital loss, reduced (in the
case of a taxable year beginning after
December 31, 1961) by the amount re-
ferred to in subdivision (i) of this sub-
paragraph,

(iii) The deduction for partially tax-
exempt interest provided by section 242
(as modified by section 804(a)(3)), the
deductions for dividends received pro-
vided by sections 243, 244, and 245 (as
modified by section 809(d)(8)(B)), and
the amount of interest excluded from
gross income under section 103, and

(iv) The small business deduction
provided by section 809(d)(10). Exceeds
the taxes imposed for the taxable year
by section 802(a), computed without re-
gard to section 802(b)(3).

(c) Subtractions from shareholders sur-
plus account—(1) In general. There shall
be subtracted from the cumulative bal-
ance in the shareholders surplus ac-
count at the end of any taxable year,
computed without diminution by rea-
son of distributions made during the
taxable year, the amount which is
treated as being distributed out of such
account under section 815(a) and para-
graph (b) of §1.815-2.

(2) Special rule; distributions in 1958.
There shall be subtracted from the
shareholders surplus account (to the
extent thereof) for any taxable year be-
ginning in 1958 the amount of the dis-
tributions to shareholders made by the
company during 1958. For example, as-
sume S, a stock life insurance com-
pany, had additions to its shareholders
surplus account (as determined under
section 815(b)(2) and paragraph (b) of
this section) for the taxable year 1958
of $10,000, and actually distributed as

655



