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such amounts by the percentage se-
lected for the taxable year under sec-
tion 819(c)(1) and paragraph (c)(1) of
this section; and

(2) The excess referred to in section
815(e)(2)(A)(i) (without the adjustment
provided by section 815(e)(2)(B)), is
whichever of the following is the great-
er:

(i) The minimum figure for 1958 de-
termined under section 819(b)(2)(A); or

(ii) The surplus held in the United
States (as defined in section
819(b)(2)(B)) determined as of December
31, 1958.

(e) No United States insurance business.
Foreign life insurance companies not
carrying on an insurance business
within the United States shall not be
taxable under part I, subchapter L,
chapter 1 of the Code, but shall be tax-
able as other foreign corporations. See
section 881 and the regulations there-
under.

[T.D. 6558, 26 FR 2791, Apr. 4, 1961; 26 FR 3276,
Apr. 18, 1961, as amended by T.D. 6970, 33 FR
12044, Aug. 24, 1968]

EDITORIAL NOTE: For a determination with
respect to the percentage to be used by for-
eign life insurance companies in computing
income tax for the taxable year 1984 and the
estimated tax for taxable year 1985, see 51 FR
883, Jan. 9, 1986.

MUTUAL INSURANCE COMPANIES (OTHER
THAN LIFE AND CERTAIN MARINE IN-
SURANCE COMPANIES AND OTHER THAN
FIRE OR FLOOD INSURANCE COMPANIES
WHICH OPERATE ON BASIS OF PER-
PETUAL POLICIES OR PREMIUM DEPOS-
ITS)

§1.821-1 Tax on mutual insurance
companies other than life or marine
or fire insurance companies subject
to the tax imposed by section 831.

(a) In general. (1) For taxable years
beginning after December 31, 1953, but
before January 1, 1955, and ending after
August 16, 1954, all mutual insurance
companies, including foreign insurance
companies carrying on an insurance
business within the United States, not
taxable under section 801 or 831 and not
specifically exempt under the provi-
sions of section 501(c)(15), are subject
to the tax imposed by section 821 on
their investment income or on their
gross income, whichever tax is the
greater, except interinsurers and recip-
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rocal underwriters which are taxed
only on their investment income. For
the alternative tax, in lieu of the tax
imposed by section 821 (a) or (b), where
the net long-term capital gain for any
taxable year exceeds the net short-
term capital loss, see section 1201(a)
and the regulations thereunder.

(2) The taxable income of mutual in-
surance companies subject to the tax
imposed by section 821 differs from the
taxable income of other corporations.
See section 821(a)(2) and section 822.
Such companies are entitled, in com-
puting mutual insurance company tax-
able income, to the deductions pro-
vided in part VIII (section 241 and fol-
lowing, except section 248), subchapter
B, chapter 1 of the Code. The gross
amount of income during the taxable
year from interest, the deduction under
section 822(c)(1) for wholly tax-exempt
interest, and the deduction under sec-
tion 242 for partially tax-exempt inter-
est, are decreased by the appropriate
amortization of premium and increased
by the appropriate accrual of discount
attributable to the taxable year on
bonds, notes, debentures or other evi-
dences of indebtedness held by a mu-
tual insurance company subject to the
tax imposed by section 821. See section
822(d)(2) and §1.822-3.

(3) All provisions of the Code and of
the regulations in this part not incon-
sistent with the specific provisions of
section 821 are applicable to the assess-
ment and collection of the tax imposed
by section 821 (a) or (b) and mutual in-
surance companies subject to the tax
imposed by section 821 are subject to
the same penalties as are provided in
the case of returns and payment of in-
come tax by other corporations. The
return shall be on Form 1120M.

(4) Foreign mutual insurance compa-
nies not carrying on an insurance busi-
ness within the United States are not
taxable under section 821 (a) or (b), but
are taxable as other foreign corpora-
tions. See section 881.

(6) Mutual insurance companies sub-
ject to the tax imposed by section 821,
except interinsurers or reciprocal un-
derwriters, with mutual insurance
company taxable income (computed
without regard to the deduction pro-
vided in section 242 for partially tax-
exempt interest) of over $3,000 or with
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gross amounts of income from interest,
dividends, rents, and net premiums
(minus dividends to policyholders and
wholly tax-exempt interest) in excess
of $75,000, are subject to a tax com-
puted under section 821(a)(1) or section
821(a)(2) whichever 1is the greater.
Interinsurers and reciprocal under-
writers with mutual insurance com-
pany taxable income (computed with-
out regard to the deduction provided in
section 242 for partially tax-exempt in-
terest) of over $50,000 are subject to a
tax computed under section 821(b).

(b) Rates of tar. (1) The normal tax
under section 821(a)(1)(A) and 821(b)(1),
except as hereinafter indicated, is com-
puted upon mutual insurance company
taxable income for purposes of the nor-
mal tax at the rate of 30 percent.

(2) The surtax under section
821(a)(1)(B) and 821(b)(2), except as
hereinafter indicated, is computed on
that portion of the mutual insurance
company taxable income for purposes
of the surtax in excess of $25,000 at the
rate of 22 percent. The tax under sec-
tion 821(a)(2), except as hereinafter in-
dicated, is 1 percent of the gross
amount of income from interest, divi-
dends, rents, and net premiums, minus
dividends to policyholders and minus
wholly tax-exempt interest.

(3) Under section 821(a)(1)(A) compa-
nies with mutual insurance company
taxable income for purposes of the nor-
mal tax of over $3,000 and not over
$6,000 pay a normal tax, at a specified
rate, on that portion of such income in
excess of $3,000. The rate applicable in
computing the normal tax of such com-
panies is 60 percent. Under section
821(a)(2) companies with gross amounts
of income from interest dividends,
rents, and net premiums, minus divi-
dends to policyholders and minus whol-
ly tax-exempt interest, of over $75,000
and not over $150,000 pay a tax equal to
2 percent of that portion in excess of
$75,000.

(4) Under section 821(b)(1) inter-
insurers and reciprocal underwriters
with mutual insurance company tax-
able income for purposes of the normal
tax of over $50,000 and not over $100,000
pay a normal tax computed on that
portion of such income in excess of
$50,000 at the rate of 60 percent. Under
section 821(b)(2) interinsurers and re-
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ciprocal underwriters with mutual in-
surance company taxable income for
purposes of the surtax of over $50,000
and not over $100,000 pay a surtax, at
the rate of 33 percent, on that portion
of such income in excess of $50,000.

(b) Section 821(c) provides for an ad-
justment of the amount computed
under section 821(a)(1), section 821(a)(2),
and section 821(b) where the gross
amount received during the taxable
yvear from interest, dividends, rents,
and premiums (including deposits and
assessments) is over $75,000 and less
than $125,000. The adjustment reduces
the tax otherwise computed under
those sections to an amount which
bears the same proportion to such tax
as the excess over $75,000 bears to
$50,000.

(c) Application. The application of
section 821 (a) to (c¢) inclusive, may be
illustrated by the following examples:

Example 1. The W Company, a mutual cas-
ualty insurance company, for the calendar
year 1954, has mutual insurance company
taxable income for purposes of the surtax of
$5,600 and, due to partially tax-exempt inter-
est of $800, has income for purposes of the
normal tax of $4,700. The gross amount of in-
come of the W Company from interest, divi-
dends, rents and net premiums, minus divi-
dends to policyholders and wholly tax-ex-
empt interest, is $150,000. Its normal tax
under section 821(a)(1) for the calendar year
1954 is 60 percent of $1,700 ($4,700 minus
$3,000) or $1,020, since its income subject to
normal tax is not over $6,000. It is not liable
for surtax for the calendar year 1954 as its
mutual insurance company taxable income
for purposes of the surtax does not exceed
$25,000. It has no surtax and, therefore, its
total tax under section 821(a)(1)(A) is the
normal tax of $1,020. The tax under section
821(a)(2) is 2 percent of $75,000
($150,000 —$75,000), or $1,500. Since the tax
under section 821(a)(2) exceeds the tax under
section 821(a)(1), the tax under section 821 is
$1,600, namely, that imposed by section
821(a)(2).

Example 2. If in example 1 the income for
purposes of the normal tax were not over
$3,000, the income for purposes of the surtax
were not over $25,000, the gross amount re-
ceived from interest, dividends, rents, and
premiums (including deposits and assess-
ments) were $90,000, and the gross amount of
income from interest, dividends, rents, and
net premiums, minus dividends to policy-
holders and wholly tax-exempt interest, were
$70,000, the W Company would be required to
file an income tax return but due to section
821(a) no income tax would be imposed.
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Example 3. The X Company, a mutual cas-
ualty insurance company, for the calendar
yvear 1954 has mutual insurance company tax-
able income for surtax purposes of $28,000
and, due to partially tax-exempt interest of
$5,000, has income for normal tax purposes of
$23,000. The gross amount of income of the X
Company from interest, dividends, rents, and
net premiums, minus dividends to policy-
holders and wholly tax-exempt interest, is
$1,200,000. Under section 821(a)(1) its normal
tax for the calendar year 1954 is 30 percent of
$23,000, or $6,900, and the surtax is 22 percent
of $3,000 ($28,000—$25,000), or $660. The com-
bined tax under section 821(a)(1) is $7,560
(86,900 plus $660). The tax under section
821(a)(2) is 1 percent of $1,200,000, or $12,000.
Since the tax under section 821(a)(2) exceeds
the tax under section 821(a)(1), the tax under
section 821(a) is $12,000, namely, that im-
posed by section 821(a)(2).

Example 4. The Y Company, a mutual fire
insurance company subject to the tax im-
posed by section 821 for the calendar year
1954, has mutual insurance company taxable
income for purposes of the surtax of $35,000
and, due to partially tax-exempt interest of
$5,000, has income for purposes of the normal
tax of $30,000. The gross amount received
from interest, dividends, rents and premiums
(including deposits and assessments) is
$120,000, and the gross amount of income
from interest, dividends, rents, and net pre-
miums, minus dividends to policyholders and
wholly tax-exempt interest, is $100,000. Under
section 821(a)(1), without application of sec-
tion 821(c), the normal tax would be 30 per-
cent of $30,000, or $9,000, since this is less
than $16,200, 60 percent of $27,000 (excess of
$30,000 over $3,000); and the surtax would be
22 percent of $10,000 (excess of $35,000 over
$25,000), or $2,200. The combined tax of $11,200
(89,000 plus $2,200) would then be reduced by
applying section 821(c), since the gross re-
ceipts are between $75,000 and $125,000. The
tax under section 821(a)(1), as thus adjusted,
would be 90 percent of $11,200, or $10,080,
since $45,000 (excess of $120,000 over $75,000) is
90 percent of $50,000. Under section 821(a)(2),
without reference to section 821(c), the tax is
2 percent of $25,000 (excess of $100,000 over
$75,000), or $500, since this is less than $1,000,
1 percent of $100,000. Applying section 821(c)
reduces this to $450, or 90 percent of $500.
Since $10,080, the tax under section 821(a)(1),
as adjusted, exceeds $450, the tax under sec-
tion 821(a)(2), as adjusted, the tax under sec-
tion 821(a)(1), as adjusted, is applicable. The
Y Company would accordingly pay a com-
bined normal taxing and surtax of $10,080.

Example 5. The Z Exchange, an inter-
insurer, for the calendar year 1954 has mu-
tual insurance company taxable income for
purposes of the surtax of $60,000 and, due to
partially tax-exempt interest of $12,000, has
income for purposes of the normal tax of
$48,000. The gross amount received from in-
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terest, dividends, rents, and premiums (in-
cluding deposits and assessments) is
$2,700,000. The Z Exchange is not liable for
normal tax under section 821(b)(1) for the
calendar year 1954 as its mutual insurance
company taxable income for purposes of the
normal tax does not exceed $50,000. Its surtax
is 33 percent of $10,000 ($60,000 minus $50,000),
or $3,300, since that amount is less than
$7,700, 22 percent of $35,000 (excess of $60,000
over $25,000). Since the Z Exchange has no
normal tax, is not subject to the tax imposed
by section 821(a)(2), and is not entitled to the
adjustment provided in section 821(c), its
total tax under section 821(a) is $3,300.

§1.821-2 Taxable years affected.

Section 1.821-1 is applicable only to
taxable years beginning after Decem-
ber 31, 1953, but before January 1, 1955,
and ending after August 16, 1954, and
all references to sections of part II,
subchapter L, chapter 1 of the Code are
to the Internal Revenue Code of 1954,
before amendments. Section 1.821-3 is
applicable only to taxable years begin-
ning after December 31, 1954, but before
January 1, 1963, and all references to
sections of part II, subchapter L, chap-
ter 1 of the Code are to the Internal
Revenue Code of 1954, as amended by
the Life Insurance Company Tax Act
for 1955 (70 Stat. 36). Sections 1.821-4
and 1.821-5 are applicable only to tax-
able years beginning after December 31,
1962, and all references to sections of
parts II and III, subchapter L, chapter
1 of the Code are to sections of the In-
ternal Revenue Code of 1954 as amended
by section 8 of the Revenue Act of 1962
(76 Stat. 989).

[T.D. 6681, 28 FR 11110, Oct. 17, 1963]

§1.821-3 Tax on mutual insurance
companies other than life or marine
or fire insurance companies subject
to the tax imposed by section 831.

(a) In general. (1) For taxable years
beginning after December 31, 1954, all
mutual insurance companies, including
foreign insurance companies carrying
on an insurance business within the
United States, not taxable under sec-
tion 802 or 831 and not specifically ex-
empt under the provisions of section
501(c)(15), are subject to the tax im-
posed by section 821 on their invest-
ment income or on their gross income,
whichever tax is the greater, except
interinsurers and reciprocal under-
writers which are taxed only on their
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investment income. For the alternative
tax, in lieu of the tax imposed by sec-
tion 821 (a) or (b), where the net long-
term capital gain for any taxable year
exceeds the net short-term capital loss,
see section 1201(a) and the regulations
thereunder.

(2) The taxable income of mutual in-
surance companies subject to the tax
imposed by section 821 differs from the
taxable income of other corporations.
See section 821(a)(2) and section 822.
Such companies are entitled, in com-
puting mutual insurance company tax-
able income, to the deductions pro-
vided in part VIII (section 241 and fol-
lowing, except section 248), subchapter
B, chapter 1 of the Code. The gross
amount of income during the taxable
year from interest, the deduction under
section 822(c)(1) for wholly tax-exempt
interest, and the deduction under sec-
tion 242 for partially tax-exempt inter-
est, are decreased by the appropriate
amortization of premium and increased
by the appropriate accrual of discount
attributable to the taxable year on
bonds, notes, debentures or other evi-
dences of indebtedness held by a mu-
tual insurance company subject to the
tax imposed by section 821. See section
822(d)(2) and §1.822-7. However, for tax-
able years beginning after May 31, 1960,
only the accrual of discount relating to
issue discount will increase the deduc-
tion for wholly tax-exempt interest.
See section 103. In the case of any such
evidence of indebtedness, adjustment
shall be made to basis in the same
manner as that made by life insurance
companies under section 1016(a)(17) and
the regulations thereunder.

(3) All provisions of the Internal Rev-
enue Code and of the regulations in
this part not inconsistent with the spe-
cific provisions of section 821 are appli-
cable to the assessment and collection
of the tax imposed by section 821 (a) or
(b) and mutual insurance companies
subject to the tax imposed by section
821 are subject to the same penalties as
are provided in the case of returns and
payment of income tax by other cor-
porations. The return shall be on Form
1120M.

(4) Foreign mutual insurance compa-
nies not carrying on an insurance busi-
ness within the United States are not
taxable under section 821 (a) or (b), but
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are taxable as other foreign corpora-
tions. See section 881.

(5) Mutual insurance companies sub-
ject to the tax imposed by section 821,
except interinsurers or reciprocal un-
derwriters, with mutual insurance
company taxable income (computed
without regard to the deduction pro-
vided in section 242 for partially tax-
exempt interest) of over $3,000 or with
gross amounts of income during the
taxable year from the items described
in section 822(b) (other than paragraph
(1)(D) thereof) and net premiums
(minus dividends to policyholders and
wholly tax-exempt interest) in excess
of $75,000, are subject to a tax com-
puted under section 821(a)(1) or section
821(a)(2) whichever 1is the greater.
Interinsurers and reciprocal under-
writers with mutual insurance com-
pany taxable income (computed with-
out regard to the deduction provided in
section 242 for partially tax-exempt in-
terest) of over $50,000 are subject to a
tax computed under section 821(b).

(b) Rates of tax. (1) For taxable years
beginning before July 1, 1963, the nor-
mal tax under section 821(a)(1)(A) and
821(b)(1), except as hereinafter indi-
cated, is computed upon mutual insur-
ance company taxable income for pur-
poses of the normal tax at the rate of
30 percent.

(2) The surtax under section
821(a)(1)(B) and 821(b)(2), except as
hereinafter indicated, is computed on
that portion of the mutual insurance
company taxable income for the pur-
poses of the surtax in excess of $25,000
at the rate of 22 percent. The tax under
section 821(a)(2), except as hereinafter
indicated, is 1 percent of the gross
amount of income during the taxable
year from the items described in sec-
tion 822(b) (other than paragraph (1)(D)
thereof) and net premiums, minus divi-
dends to policyholders and minus whol-
ly tax-exempt interest.

(3) For taxable years beginning be-
fore July 1, 1963, under section
821(a)(1)(A) companies with mutual in-
surance company taxable income for
purposes of the normal tax of over
$3,000 and not over $6,000 pay a normal
tax, at a specified rate, on that portion
of such income in excess of $3,000. The
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rate applicable in computing the nor-
mal tax of such companies is 60 per-
cent. Under section 821(a)(2) companies
with gross amounts of income during
the taxable year from the items de-
scribed in section 822(b) (other than
paragraph (1)(D) thereof) and net pre-
miums, minus dividends to policy-
holders and minus wholly tax-exempt
interest, of over $75,000 and not over
$150,000 pay a tax equal to 2 percent of
that portion in excess of $75,000.

(4) For taxable years beginning be-
fore July 1, 1963, under section 821(b)(1)
interinsurers and reciprocal under-
writers with mutual insurance com-
pany taxable income for purposes of
the normal tax of over $50,000 and not
over $100,000 pay a normal tax com-
puted on that portion of such income
in excess of $50,000 at the rate of 60 per-
cent. Under section 821(b)(2) inter-
insurers and reciprocal underwriters
with mutual insurance company tax-
able income for purposes of the surtax
of over $50,000 and not over $100,000 pay
a surtax, at the rate of 33 percent, on
that portion of such income in excess
of $50,000.

(5) Section 821(c) provides for an ad-
justment of the amount computed
under section 821(a)(1), section 821(a)(2),
and section 821(b) where the gross
amount received during the taxable
year from the items described in sec-
tion 822(b) (other than paragraph (1)(D)
thereof) and premiums (including de-
posits and assessments) is over $75,000
and less than $125,000. The adjustment
reduces the tax otherwise computed
under those sections to an amount
which bears the same proportion to
such tax as the excess over $75,000 bears
to $50,000.

(c) Application. The application of
section 821 (a) to (c¢) inclusive, may be
illustrated by the following examples:

Example 1. The W Company, a mutual cas-
ualty insurance company, for the calendar
yvear 1958, has mutual insurance company
taxable income for purposes of the surtax of
$5,500 and, due to partially tax-exempt inter-
est of $800, has income for purposes of the
normal tax of $4,700. The gross amount of in-
come of the W Company from the items de-
scribed in section 822(b) (other than para-
graph (1)(D) thereof) and net premiums,
minus dividends to policyholders and wholly
tax-exempt interest, is $150,000. Its normal
tax under section 821(a)(1) for the calendar
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yvear 1958 is 60 percent of $1,700 ($4,700 minus
$3,000) or $1,020, since its income subject to
normal tax is not over $6,000. It is not liable
for surtax for the calendar year 1958 as its
mutual insurance company taxable income
for purposes of the surtax does not exceed
$25,000. It has no surtax and, therefore, its
total tax under section 821(a)(1)(A) is the
normal tax of $1,020. The tax under section
821(a)(2) is 2 percent of $75,000 ($150,000—
$75,000), or $1,5600. Since the tax under section
821(a)(2) exceeds the tax under section
821(a)(1), the tax under section 821 is $1,500,
namely, that imposed by section 821(a)(2).

Example 2. If in the above example the in-
come for purposes of the normal tax were not
over $3,000, the income for purposes of the
surtax were not over $25,000, the gross
amount received from interest, dividends,
rents, and premiums (including deposits and
assessments) were $90,000, and the gross
amount of income from the items described
in section 822(b) (other than paragraph (1)(D)
thereof) and net premiums, minus dividends
to policyholders and wholly tax-exempt in-
terest were $70,000, the W Company would be
required to file an income tax return but due
to section 821(a) no income tax would be im-
posed.

Example 3. The X Company, a mutual cas-
ualty insurance company, for the calendar
year 1958, has mutual insurance company
taxable income for surtax purposes of $28,000
and, due to partially tax-exempt interest of
$5,000, has income for normal tax purposes of
$23,000. The gross amount of income of the X
Company received during the taxable year
from the items described in section 822(b)
(other than paragraph (1)(D) thereof) and net
premiums, minus dividends to policyholders
and wholly tax-exempt interest, is $1,200,000.
Under section 821(a)(1) its normal tax for the
calendar year 1958 is 30 percent of $23,000, or
$6,900, and the surtax is 22 percent of $3,000
($28,000—$25,000), or $660. The combined tax
under section 821(a)(1) is $7,560 ($6,900 plus
$660). The tax under section 821(a)(2) is 1 per-
cent of $1,200,000, or $12,000. Since the tax
under section 821(a)(2) exceeds the tax under
section 821(a)(1), the tax under section 821(a)
is $12,000, namely, that imposed by section
821(a)(2).

Example 4. The Y Company, a mutual fire
insurance company subject to the tax im-
posed by section 821 for the calendar year
1958, has mutual insurance company taxable
income for purposes of the surtax of $35,000
and, due to partially tax-exempt interest of
$5,000, has income for purposes of the normal
tax of $30,000. The gross amount received
during the taxable year from the items de-
scribed in section 822(b) (other than para-
graph (1)(D) thereof) and premiums (includ-
ing deposits and assessments) is $120,000, and
the gross amount of income from interest,
dividends, rents, and net premiums, minus
dividends to policyholders and wholly tax-
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exempt interest, is $100,000. Under section
821(a)(1), without application of section
821(c), the normal tax would be 30 percent of
$30,000, or $9,000, since this is less than
$16,200, 60 percent of $27,000 (excess of $30,000
over $3,000); and the surtax would be 22 per-
cent of $10,000 (excess of $35,000 over $25,000),
or $2,200. The combined tax of $11,200 ($9,000
plus $2,200) would then be reduced by apply-
ing section 821(c), since the gross receipts are
between $75,000 and $125,000. The tax under
section 821(a)(1), as thus adjusted, would be
90 percent of $11,200, or $10,080, since $45,000
(excess of $120,000 over $75,000) is 90 percent
of $50,000. Under section 821(a)(2), without
reference to section 821(c), the tax is 2 per-
cent of $25,000 (excess of $100,000 over $75,000),
or $500, since this is less than $1,000, 1 per-
cent of $100,000. Applying section 821(c) re-
duces this to $450, or 90 percent of $500. Since
$10,080, the tax under section 821(a)(1), as ad-
justed, exceeds $450, the tax under section
821(a)(2), as adjusted, the tax under section
821(a)(1), as adjusted, is applicable. The Y
Company would accordingly pay a combined
normal tax and surtax of $10,080.

Example 5. The Z Exchange, an inter-
insurer, for the calendar year 1958 has mu-
tual insurance company taxable income for
purposes of the surtax of $60,000 and, due to
partially tax-exempt interest of $12,000, has
income for purposes of the normal tax of
$48,000. The gross amount received during
the taxable year from the items described in
section 822(b) (other than paragraph (1)(D)
thereof) and premiums (including deposits
and assessments) is $2,700,000. The Z Ex-
change is not liable for normal tax under
section 821(b)(1) for the calendar year 1958 as
its mutual insurance company taxable in-
come for purposes of the normal tax does not
exceed $50,000. Its surtax is 33 percent of
$10,000 ($60,000 minus $50,000), or $3,300, since
that amount is less than $7,700, 22 percent of
$35,000 (excess of $60,000 over $25,000). Since
the Z Exchange has no normal tax, is not
subject to the tax imposed by section
821(a)(2), and is not entitled to the adjust-
ment provided in section 821(c), its total tax
under section 821(b) is $3,300.

[T.D. 6610, 27 FR 8718, Aug. 31, 1962]

§1.821-4 Tax on mutual insurance
companies other than life insurance
companies and other than fire,
flood, or marine insurance compa-
nies, subject to tax imposed by sec-
tion 831.

(a) In general—(1) Tax imposed. (i) For
taxable years beginning after Decem-
ber 31, 1962, all mutual insurance com-
panies, including foreign insurance
companies carrying on an insurance
business within the United States, not
taxable under section 802 or 831, and
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not specifically exempt under the pro-
visions of section 501(c)(15), are subject
either to the tax imposed by section
821(a) on mutual insurance company
taxable income or, in the case of cer-
tain small companies, to the tax im-
posed by section 821(c) on taxable in-
vestment income. The determination
of whether a mutual insurance com-
pany is taxable under section 821 (a) or
(c) for the taxable year is dependent
upon the gross amount received by the
company during such taxable year
from the items described in section
822(b) (other than paragraph (1)(D)
thereof) and premiums (including de-
posits and assessments). If such gross
amount received exceeds $150,000, but
does not exceed $500,000 for the taxable
year, the company is subject to the tax
imposed by section 821(c) on taxable in-
vestment income, unless (a) the com-
pany elects under section 821(d) in the
manner provided in paragraph (f) of
this section to be subject to the tax im-
posed by section 821(a), or (b) there is a
balance in its protection against loss
account at the beginning of the taxable
year. A company having a gross
amount received in excess of $500,000 is
subject to the tax imposed by section
821(a). For exemption from income tax
of companies having a gross amount re-
ceived not in excess of $150,000, see sec-
tion 501(c)(15). For the alternative tax,
in lieu of the tax imposed by section
821 (a) or (c), where the net long-term
capital gain for any taxable year ex-
ceeds the net short-term capital loss,
see section 1201(a) and the regulations
thereunder. For the definition of an in-
surance company, see paragraph (a) of
§1.801-3.;

(ii) The term ‘‘premiums’ as used in
section 821 and this section has the
same meaning as in section 501(c)(15)
and §1.501(c)(15)-1, and means the total
amount of the premiums and other
consideration provided in the insurance
contract without any deduction for
commissions, return premiums, rein-
surance, dividends to policyholders,
dividends left on deposit with the com-
pany, discounts on premiums paid in
advance, interest applied in reduction
of premiums (whether or not required
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to be credited in reduction of pre-
miums under the terms of the con-
tract), or any other item of similar na-
ture. Such term includes advance pre-
miums, premiums deferred and uncol-
lected and premiums due and unpaid,
deposits, fees, assessments, and consid-
eration in respect of assuming liabil-
ities under contracts not issued by the
taxpayer (such as a payment or trans-
fer of property in an assumption rein-
surance transaction), but does not in-
clude amounts received from other in-
surance companies for losses paid
under reinsurance contracts.

(2) Tax base. The taxable income of
mutual insurance companies taxable
under section 821 differs from the tax-
able income of other corporations. See
sections 821(b) and 822. Mutual insur-
ance companies have special items of
income and special deductions not pro-
vided for other corporations. See, for
example, sections 821(b)(1)(C), 822(d),
823(b), 824(a), and 825(a). Thus, the com-
putation of mutual insurance company
taxable income for a company taxable
under section 821(a), and the computa-
tion of taxable investment income for
a company taxable under section 821(c),
must be made in strict accordance with
the provisions of part II of subchapter
L of the Code.

(3) Applicability of other provisions. All
provisions of the Code and of the regu-
lations in this part not inconsistent
with the specific provisions of part II of
subchapter L of the Code are applicable
to the assessment and collection of the
tax imposed by section 821 (a) or (c),
and mutual insurance companies sub-
ject to the tax imposed by section 821
are subject to the same penalties as are
provided in the case of returns and pay-
ment of income tax by other corpora-
tions. The return shall be on Form
1120M.

(4) Certain foreign companies. Foreign
mutual insurance companies (other
than a life insurance company and
other than a fire, flood, or marine in-
surance company subject to the tax im-
posed by section 831) not carrying on
an insurance business within the
United States are not taxable under
section 821 (a) or (c), but are taxable as
other foreign corporations. See section
881.
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(b) Rates of taxr imposed by Ssection
821(a)—(1) Normal tax. For taxable years
beginning before January 1, 1964, the
normal tax imposed under section
821(a) is the lesser of 30 percent of mu-
tual insurance company taxable in-
come, or 60 percent of the amount by
which mutual insurance company tax-
able income exceeds $6,000. In the case
of taxable years beginning after De-
cember 31, 1963, the normal tax is im-
posed at the rate of 22 percent of mu-
tual insurance company taxable in-
come, or 44 percent of the amount by
which mutual insurance company tax-
able income exceeds $6,000, whichever
is the lesser. For example, a company
subject to tax under section 821(a) will
file a return but will pay no normal tax
if mutual insurance company taxable
income does not exceed $6,000. When
mutual insurance company taxable in-
come exceeds $6,000 but does not exceed
$12,000, the company will pay a normal
tax equal to 44 percent (60 percent in
the case of taxable years beginning be-
fore Jan. 1, 1964), of the amount by
which mutual insurance company tax-
able income exceeds $6,000. When mu-
tual insurance company taxable in-
come exceeds $12,000, the company will
pay normal tax at the rate of 22 per-
cent (30 percent in the case of taxable
years beginning before Jan. 1, 1964), of
such income.

(2) Surtar—(i) Taxable years beginning
before January 1, 1964. For taxable years
beginning before January 1, 1964, com-
panies taxable under section 821(a) are
subject to a surtax equal to 22 percent
of so much of their mutual insurance
company taxable income (computed
without regard to the deduction pro-
vided in section 242 for partially tax-
exempt interest) as exceeds $25,000. In
the case of an interinsurer or recip-
rocal underwriter electing to be subject
to the limitation provided in section
826(b), the surtax applies to any in-
crease in mutual insurance company
taxable income attributable to such
election, without regard to the $25,000
surtax exemption otherwise provided
by this subparagraph, and without re-
gard to whether the company is liable
for any normal tax under subparagraph
(1) of this paragraph. See section 826(f)
and §1.826-2.
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(ii) Taxable years beginning after De-
cember 31, 1963. For taxable years begin-
ning after December 31, 1963, companies
taxable under section 821(a) are subject
to a surtax at the rates and with the
exemptions provided in section 11(c) on
their mutual insurance company tax-
able income. In the case of an inter-
insurer or reciprocal underwriter elect-
ing to be subject to the limitation pro-
vided in section 826(b), the surtax ap-
plies to any increase in mutual insur-
ance company taxable income attrib-
utable to such election, without regard
to the surtax exemption otherwise pro-
vided by section 11(d), and without re-
gard to whether the company is liable
for any normal tax under section
821(a)(1) and subparagraph (1) of this
paragraph. See section 826(f) and
§1.826-2.

(¢) Mutual insurance company taxable
income defined. The tax imposed by sec-
tion 821(a) with respect to any taxable
year is computed upon mutual insur-
ance company taxable income for the
taxable year. Section 821(b) provides
that in the case of a mutual insurance
company subject to the tax imposed by
section 821(a), mutual insurance com-
pany taxable income means the
amount by which:

(1) The sum of:

(i) The taxable investment income
(as defined in section 822(a)(1) and
paragraph (a)(1) of §1.822-8).

(ii) The statutory underwriting in-
come (as defined in section 823(a)(1)
and paragraph (b)(1) of §1.823-6), and

(iii) The amounts required by section
824(d) and paragraph (b)(3) of §1.824-1 to
be subtracted from the protection
against loss account, exceeds.

(2) The sum of:

(i) The investment loss (as defined in
section 822(a)(2) and paragraph (a)(2) of
§1.822-8),

(ii) The statutory underwriting loss
(as defined in section 823(a)(2) and
paragraph (b)(2) of §1.823-6), and

(iii) The unused loss deduction pro-
vided by section 825(a) and paragraph
(a) of §1.825-1.

If for any taxable year the amount de-
termined under subparagraph (2) of this
paragraph equals or exceeds the
amount determined under subpara-
graph (1) of this paragraph, the mutual
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insurance company taxable income for
such year shall be zero.

(d) Ezxamples. The application of the
tax imposed by section 821(a) may be il-
lustrated by the following examples:

Example 1. (a) M, a mutual casualty insur-
ance company, for the calendar year 1963 has
gross receipts from the items described in
section 822(b) (other than paragraph (1)(D)
thereof) and premiums (including deposits
and assessments) in excess of $500,000, and
therefore is subject to the tax imposed by
section 821(a). M’s taxable investment in-
come, computed under section 822, is $30,000
and its statutory underwriting income, com-
puted under section 823, is $15,000. M sub-
tracts $3,000 from its protection against loss
account in accordance with the computation
made under section 824(d). M has no unused
loss deduction. M received no partially tax
exempt interest. If M is not subject to sec-
tion 826, its mutual insurance company tax-
able income for the taxable year 1963 is
$48,000, computed as follows:

(1) Taxable investment income .. $30,000
(2) Statutory underwriting income .. 15,000
(3) Subtractions from protection ag

count ........... 3,000
(4) Total INCOME IEMS ... 48,000
(5) Investment loss 0
(6) Statutory underwriting 0SS ........ccccoveereeeenenennens 0
(7) Unused loss deduction ...........c.cccoeveviciiiniiinnnnns 0
(8) Total loss items 0
(9) Mutual insurance company taxable income

(item (4) minus item (8)) ...coovverrririrercireeneene 48,000

(b) Since M’s mutual insurance company
taxable income is in excess of $12,000, M will
pay normal tax on its mutual insurance com-
pany taxable income at a rate of 30 percent.
In addition, since M’s mutual insurance com-
pany taxable income exceeds $25,000, M will
pay surtax on such excess at a rate of 22 per-
cent. M’s total tax liability for the taxable
yvear 1963 is $19,460, computed as follows:

(1) Mutual insurance company taxable income as

computed in item (2)(9) ..o.ovvvvrreiiceen $48,000
(2) Normal tax; 30 percent of mutual insurance

company taxable income ... 14,400
(3) Surtax exemption 25,000
(4) Mutual insurance company taxable income

subject to the surtax (item (1) minus item (3)) .... 23,000
(5) Surtax: 22 percent of mutual insurance com-

pany taxable income subject to the surtax .......... 5,060
(6) Total tax (item (2) plus item (5)) 19,460

Example 2. If in example 1, M’s mutual in-
surance company taxable income for 1963 had
been in excess of $6,000 but not in excess of
$12,000,b, M would pay normal tax in an
amount equal to 60 percent of the amount by
which such income exceeded $6,000. Thus, if
M had mutual insurance company taxable in-
come of $11,000, M’s total tax liability for the

755



§1.821-4

taxable year 1963 would be $3,000, computed
as follows:

(1) Mutual insurance company taxable income ...... $11,000
(2) Mutual insurance company taxable income in

excess of $6,000 ($11,000 minus $6,000) ... 5,000
(3) 30 percent of item (1) ...... 3,800
(4) 60 percent of item (2) ...... 3,000
(5) Normal tax (lesser of items (3) or (4)) . 3,000
(6) Surtax exemption 25,000

Since the surtax exemption exceeds the mu-
tual insurance company taxable income for
purposes of the surtax, there is no surtax li-
ability. Since the normal tax under section
821(a) is the lesser of 30 percent of mutual in-
surance company taxable income or 60 per-
cent of the amount by which such income ex-
ceeds $6,000, M’s normal tax (and total in-
come tax liability) is $3,000. If M’s mutual in-
surance company taxable income was not in
excess of $6,000, M would be required to file
a return, but would not be liable for any nor-
mal tax, since, in such a case, 60 percent of
M’s mutual insurance company taxable in-
come in excess of $6,000 would be zero.
Example 3. Assume the same income as in
example 1 in the 1965 calendar year and that
M is not a corporation to which section 1561
(with respect to certain controlled corpora-
tions) applies. Since M’s mutual insurance
company taxable income is in excess of
$12,000, M will pay normal tax on its mutual
insurance company taxable income at a rate
of 22 percent. In addition, since M’s mutual
insurance company taxable income exceeds
the surtax exemption provided in section
11(d) of $25,000, M will pay a surtax on such
excess at the rate provided in section 11(c),
26 percent. M’s total liability for the taxable
year 1964 is $16,540, computed as follows:
(1) Mutual insurance company taxable income as

computed in example (1) .ooooovreeeeeeerrreenes $48,000
(2) Normal tax: 22 percent of mutual insurance

company taxable income for normal tax pur-

poses ............ 10,560
(3) Surtax exemption provided by section 11(d) ..... 25,000
(4) Mutual insurance company taxable income

subject to the surtax (item (1) minus item (3)) .... 23,000
(5) Surtax: at rates provided in section 11(c): 26

percent of mutual insurance company taxable in-

come subject to the surtax 5,980

(6) Total tax (item (2) plus item (5)) 16,540

(e) Alternative tax for certain small mu-
tual insurance companies—(1) In general.
(i) Section 821(c) provides an alter-
native tax for certain small mutual in-
surance companies. This alternative
tax, which is in lieu of the tax imposed
by section 821(a), is imposed on taxable
investment income (as defined in sec-
tion 822(a)(1) and paragraph (a)(1) of
§1.822-8) and consists of a normal tax
and a surtax. The tax provided by sec-
tion 821(c) is imposed on every mutual
insurance company (other than a life
insurance company and other than a
fire, flood, or marine insurance com-
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pany subject to the tax imposed by sec-
tion 831) which received during the tax-
able year from the items described in
section 822(b) (other than paragraph
(1)(D) thereof) and premiums (including
deposits and assessments) a gross
amount in excess of $150,000 but not in
excess of $500,000, except a company
which has properly elected under sec-
tion 821(d) and paragraph (f) of this sec-
tion to be subject to the tax imposed
by section 821(a), or a company which
has a balance in its protection against
loss account at the beginning of the
taxable year.

(ii) Any company which would be
taxable under section 821(c) but for the
presence of an amount in its protection
against loss account at the beginning
of the taxable year may elect to sub-
tract the balance from such account.
See section 824(d)(5) and §1.824-3. If
such an election is made in such a case,
the company shall not be subject to the
tax imposed by section 821(a), but shall
be subject to the tax imposed by sec-
tion 821(c).

(2) Rates of tax imposed by section
821(c)—(@{1) Normal tax. The normal tax
for taxable years beginning before Jan-
uary 1, 1964, is the lesser of 30 percent
of taxable investment income or 60 per-
cent of the amount by which taxable
investment income exceeds $3,000. For
taxable years beginning after Decem-
ber 31, 1963, the normal tax is imposed
at the rate of 22 percent of taxable in-
vestment income, or 44 percent of the
amount by which taxable investment
income exceeds $3,000, whichever is the
lesser. Thus, a company subject to tax
under section 821(c) will file a return
but will pay no tax if for the taxable
year its taxable investment income
does not exceed $3,000; or will pay a
normal tax equal to 44 percent (60 per-
cent in the case of taxable years begin-
ning before Jan. 1, 1964), of taxable in-
vestment income in excess of $3,000
when such income exceeds $3,000 but
does not exceed $6,000. When taxable in-
vestment income exceeds $6,000, the
normal tax is imposed at the rate of 22
percent (30 percent in the case of tax-
able years beginning before Jan. 1, 1964)
of such income.

(ii) Surtax. For taxable years begin-
ning before January 1, 1964, a surtax is
imposed at the rate of 22 percent of
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taxable investment income (computed
without regard to the deduction pro-
vided in section 242 for partially tax-
exempt interest) in excess of $25,000.
For taxable years beginning after De-
cember 31, 1963, a surtax is imposed at
the rate provided in section 11(c) on
taxable investment income in excess of
the surtax exemption provided in sec-
tion 11(d).

(f) Election to be tared under section
821(a)—(1) In general. Section 821(d) pro-
vides that any mutual insurance com-
pany taxable under section 821(c) may
elect, in the manner provided by sub-
paragraph (3) of this paragraph, to be
taxed under section 821(a).

(2) Scope of election. Except as other-
wise provided herein, an election made
under section 821(d) and this paragraph
to be taxable under section 821(a) shall
be binding for the taxable year for
which made and for all succeeding tax-
able years unless the Commissioner
consents to a revocation of such elec-
tion. If for any taxable year the gross
amount received from the items de-
scribed in section 822(b) (other than
paragraph (1)(D) thereof) and premiums
(including deposits and assessments)
does not exceed $150,000, a company’s
prior election made under section
821(d) to be taxable under section 821(a)
will automatically terminate and any
balance in the protection against loss
account will be taken into account for
the preceding taxable year. (See sec-
tion 824(d)(4) and §1.824-2 for automatic
termination of protection against loss
account if company is not subject to
the tax imposed by section 821(a).) If
for any taxable year thereafter the
gross amount received exceeds $150,000
but does not exceed $500,000, the com-
pany shall be taxable under section
821(c) unless it makes a new election to
be taxable under section 821(a). If a
company subject to tax under section
821(c) for a taxable year elects under
section 821(d) and this section to be
taxed under section 821(a) and, in a
subsequent taxable year, the gross re-
ceipts of such company exceed $500,000,
the election made for such earlier tax-
able year shall be considered as con-
tinuing in effect. Thus, such a company
will continue to be taxable under sec-
tion 821(a) notwithstanding that its
gross receipts subsequently fall below
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$500,000 (so long as they do not fall
below $150,000) unless the Commis-
sioner consents to a revocation of the
prior election. Whether revocation is
permissible in any case will depend on
the facts and circumstances of the par-
ticular case, but in no case will revoca-
tion be granted in the absence of a
showing that the election creates an
undue burden or material hardship on
the company due to a substantial
change in the character of its oper-
ations.

(3) Time and manner of making election.
The election provided by section 821(d)
shall be made in a statement attached
to the company’s income tax return for
the first taxable year for which the
election is to apply. The statement
shall include the name and address of
the taxpayer, shall be signed by the
taxpayer (or its duly authorized rep-
resentative), and shall be filed not
later than the date prescribed by law
(including extensions thereof) for filing
the return for such taxable year.

(g) Examples. The application of the
tax imposed by section 821(c) may be il-
lustrated by the following examples:

Example 1. M, a mutual casualty insurance
company, for the calendar year 1963 has a
gross amount received from the items de-
scribed in section 822(b) (other than para-
graph (1)(D) thereof) and premiums (includ-
ing deposits and assessments) of $400,000.
Since M’s gross amount received exceeds
$150,000, but does not exceed $500,000, M is
subject to the tax imposed by section 821(c)
on taxable investment income unless it
elects to be subject to the tax imposed on
mutual insurance company taxable income
by section 821(a). M computes its taxable in-
vestment income under section 822 to be
$35,000. In computing taxable investment in-
come, M deducted $2,000 of partially tax-ex-
empt interest under section 242. If M does
not make an election to be taxed under sec-
tion 821(a), its total tax liability for the tax-
able year 1963 is $13,140 computed as follows:
(1) Taxable investment income as computed

under section 822 ...........cccevrereiereineeieeeenenes $35,000
(2) 30 percent of taxable investment income ...... 10,500
(3) 60 percent of taxable investment income in

exCeSS Of $3,000 .....ovvvevcvrenericieririrreiceeiseneeeens 19,200
(4) Normal tax (lesser of items (2) or (3)) ........... 10,500
(5) Partially tax-exempt interest deducted in

computing taxable investment income ..... 2,000
(6) Taxable investment income for purp

the surtax (item (1) plus item (5)) 37,000
(7) Surtax exemption .........cccevererinnenieseseeens 25,000
(8) Taxable investment income subject to surtax

(item (6) minus item (7)) ....cocoevvriiviiiiiiiiis 12,000
(9) Surtax (22 percent of item (8)) .......... 2,640
(10) Total tax liability (item (4) plus item (9)) ...... 13,140
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Example 2. N, a mutual casualty insurance
company, for the taxable year 1963 has a
gross amount received from the items de-
scribed in section 822(b) (other than para-
graph (1)(D) thereof) and premiums (includ-
ing deposits and assessments) of $210,000.
Since N’s gross amount received exceeds
$150,000 but does not exceed $500,000, N is sub-
ject to the tax imposed by section 821(c) on
taxable investment income unless it elects
to be subject to the tax imposed by section
821(a). Furthermore, since the gross amount
received by N does not exceed $250,000, N is
entitled to the special tax reduction pro-
vided by section 821(c)(2). N computes its
taxable investment income under section 822
to be $24,000. In computing taxable invest-
ment income, N deducted $2,000 of partially
tax-exempt interest under section 242. If N
does not make an election to be taxed under
section 821(a), its total tax liability for the
taxable year 1963 is $4,4562 computed as fol-
lows:

(1) Taxable investment income as computed

under Section 822 ..........ccccerrenrrierernieieenenens $24,000
(2) 30 percent of taxable investment income ...... 7,200
(3) 60 percent of taxable investment income in

excess of $3,000 12,600
(4) Normal tax (lesser of items (2) or (3)) . 7,200
(5) Partially tax-exempt interest deducted in

computing taxable investment income ............. 2,000
(6) Taxable investment income for purposes of

the surtax (item (1) plus item (5)) .. 26,000
(7) Surtax exemption 25,000
(8) Taxable investment income subje:

(item (6) minus item (7)) 1,000

(9) Surtax 22 percent of item (8) ... 220
(10) Tax liability computed without regard t

special reduction (item (4) plus item (9)) ......... 7,420
(11) Amount by which gross receipts exceed

$150,000 ($210,000 gross receipts minus

$150,000) ..... 60,000

(12) Percentage which “it.em (1) .k.).éars to
$100,000 ($60,000 over $100,000) ........ccc.... 0.60
(13) Tax as adjusted (percentage determined in

item (12) applied to item (10)) .....cccceovviciiiennns 4,452

If N’s taxable investment income for pur-
poses of the surtax did not exceed $3,000, N
would file a return but would pay no tax.
Had N elected (under section 821(d)) to be
subject to tax under section 821(a), N would
not be entitled to the special reduction af-
forded by section 821(c)(2), since that provi-
sion applies only to companies taxable under
section 821(c).

[T.D. 6681, 28 FR 11110, Oct. 17, 1963, as
amended by T.D. 7100, 36 FR 5333, Mar. 20,
1971; 36 FR 5846, Mar. 30, 1971]

§1.821-5 Special transitional under-

writing loss.

(a) In general. Section 821(f) provides
a special reduction in the statutory un-
derwriting income (as defined by sec-
tion 823(a)(1) and paragraph (b)(1) of
§1.823-6) of any company taxable under
section 821(a) which was taxable under
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section 821 for the five taxable years
immediately preceding January 1, 1962,
and which incurred an underwriting
loss (as defined in section 821(f)(3) and
paragraph (c) of this section) for each
of such five taxable years.

(b) Amount of reduction. In the case of
a company described in section 821(f)(1)
and paragraph (a) of this section the
statutory underwriting income for the
taxable year (determined without re-
gard to this paragraph) shall be re-
duced by an amount equal to the
amount by which:

(1) The sum of the underwriting
losses of such company for the five tax-
able years immediately preceding Jan-
uary 1, 1962, exceeds

(2) The total amount by which the
company’s statutory underwriting in-
come was reduced by reason of section
821(f) and this section for prior taxable
years.

(c) Underwriting loss defined. For pur-
poses of computing the amount of the
reduction available under section 821(f)
and paragraph (a) of this section, the
term underwriting loss means statu-
tory underwriting loss (as defined by
section 823(a)(2) and paragraph (b)(2) of
§1.823-6) computed without any deduc-
tion under section 824(a) and paragraph
(a) of §1.824-1 (relating to deduction to
provide protection against losses) and
without any deduction under section
832(c)(11) (relating to dividends and
similar distributions paid or declared
to policyholders). For rules relating to
the definition of dividends and similar
distributions paid or declared to pol-
icyholders, see paragraph (a) of §1.832—
5.

(d) Years of applicability. Section
821(f)(4) provides that the special re-
duction of statutory underwriting in-
come allowed by section 821(f)(2) and
paragraph (b) of this section shall
apply to any taxable year beginning
after December 31, 1962, and before Jan-
uary 1, 1968, for which the taxpayer is
subject to the tax imposed by section
821(a).

[T.D. 6681, 28 FR 11112, Oct. 17, 1963]
§1.822-1 Taxable income and deduc-
tions.

(a) In general. For taxable years be-
ginning after December 31, 1953, but be-
fore January 1, 1955, and ending after
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