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1963 provided that for each of such suc-
ceeding taxable years M is subject to the tax
imposed by section 821(a).

Example 4. Assume the facts are the same
as in example 3, except that for the taxable
year 1964, the gross amount received by M
from the items described in section 822(b)
(other than paragraph (1)(D) thereof) and
premiums (including deposits and assess-
ments) exceeds $150,000 but does not exceed
$500,000. If M does not make the election
under section 821(d) (relating to election to
be taxed under section 821(a)) for 1964, M’s
1963 unused loss of $65,000 will not be allowed
as an unused loss carryover or carryback
since, by reason of section 825(g)(3), the un-
used loss may not be carried to any taxable
year if, between the loss year and such tax-
able year, there is an intervening taxable
year for which the insurance company was
not subject to the tax imposed by section
821(a), and by reason of section 825(g)(1), the
unused loss may not be carried to any tax-
able year beginning before 1963.

[T.D. 6681, 28 FR 11123, Oct. 17, 1963]

§1.826-1 Election by reciprocal under-
writers and interinsurers.

(@) In general. Except as otherwise
provided in section 826(c), any mutual
insurance company which is an inter-
insurer or reciprocal underwriter tax-
able under section 821(a) may elect
under section 826(a) to limit its deduc-
tions for amounts paid or incurred to
its attorney-in-fact to the deductions
of its attorney-in-fact which are allo-
cable to income received by the attor-
ney-in-fact from the reciprocal during
the taxable year. See §1.826-4 for rules
relating to allocation of expenses. In
no case may such an election increase
the amount deductible by the recip-
rocal for amounts paid or due its attor-
ney-in-fact for the taxable year. The
election allowed by section 826(a) and
this section in effect increases the in-
come of the reciprocal by the net in-
come of the attorney-in-fact attrib-
utable to its business with the recip-
rocal. A reciprocal making the election
is allowed a credit for the amount of
tax paid by the attorney-in-fact for the
taxable year which is attributable to
income received by the attorney-in-
fact from the reciprocal. See section
826(e) and §1.826-5.

(b) Companies eligible to elect under
section 826(a). Any mutual insurance
company which is a reciprocal under-
writer or interinsurer subject to the
tax imposed by section 821(a) may elect
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(in the manner prescribed by paragraph
(c) of this section) to be subject to the
limitation provided by section 826(b)
and paragraph (a) of this section pro-
vided the attorney-in-fact of the elect-
ing reciprocal:

(1) Is subject to the taxes imposed by
section 11 (b) and (c) and the regula-
tions thereunder;

(2) Consents (in the manner provided
by paragraph (a) of §1.826-3) to provide
the information required under para-
graph (b) of §1.826-3 during the period
in which the election made under sec-
tion 826(a) and this section is in effect;

(3) Reports the income received from
the reciprocal and the deductions allo-
cable thereto under the same method
of accounting used by the reciprocal in
reporting its deductions for amounts
paid or due its attorney-in-fact; and

(4) Files its income tax return on a
calendar year basis.

(¢) Manner of making election. The
election provided by section 826(a) and
this section shall be made in a state-
ment attached to the taxpayer’s in-
come tax return for the first taxable
year for which such 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 representative), and shall be
filed not later than the time prescribed
by law for filing the income tax return
(including extensions thereof) for the
first taxable year for which such elec-
tion is to apply. For information re-
quired of an electing reciprocal, see
paragraph (e) of this section.

(d) Scope of election. The election al-
lowed by section 826(a) is binding for
the taxable year for which made and
all succeeding taxable years unless the
Commissioner consents to a revocation
of such election. Whether revocation
will be permitted will depend upon the
facts and circumstances of each par-
ticular case.

(e) Information required of an electing
company. Every reciprocal underwriter
or interinsurer making the election
provided by section 826(a) and this sec-
tion shall, in the manner provided by
paragraph (f) of this section, furnish
the following information for each tax-
able year during which such election is
in effect:
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(1) The name and address of the at-
torney-in-fact with respect to which
the election allowed by section 826(a)
and this section is in effect; the dis-
trict in which such attorney-in-fact
filed its return for the taxable year;
and a copy of the consent required by
section 826 and §1.826-3 and the date
and district in which such consent was
filed;

(2) The deductible amount paid or
due to such attorney-in-fact from the
reciprocal computed without regard to
the limitation provided by section
826(b);

(3) The total amount claimed as a de-
duction by the reciprocal for amounts
paid to its attorney-in-fact after giving
effect to the limitation provided by
section 826(b);

(4) The amount of the increase (if
any) in underwriting gain (as defined in
section 824(a)) attributable to the elec-
tion allowed by section 826(a);

(5) The amount of the increase (if
any) in the deduction allowed by sec-
tion 824(a) (relating to deduction to
provide protection against losses) at-
tributable to the election allowed by
section 826(a);

(6) The amount of any increase or de-
crease in the statutory underwriting
income or loss for the taxable year (as
computed under section 823) attrib-
utable to the election allowed by sec-
tion 826(a);

(7) The amount of any increase or de-
crease in the mutual insurance com-
pany taxable income or unused loss for
the taxable year attributable to the
election allowed by section 826(a);

(8) The amount of the increase (if
any) in the tax liability of the recip-
rocal for the taxable year attributable
to the election allowed by section
826(a) before taking into account the
credit provided by section 826(e);

(9) The amount of tax attributable to
income received by the attorney-in-
fact from the reciprocal during the tax-
able year (as determined under §1.826-
5) claimed (under section 826(e) and
paragraph (a) of this section) by the re-
ciprocal as a credit for the taxable
year; and

(10) The information which the attor-
ney-in-fact is required to submit to the
reciprocal under paragraphs (b) and (c)
of §1.826-3.

§1.826-2

(f) Manner in which information is to
be provided. The information required
by paragraph (e) of this section shall be
set forth in a statement attached to
the taxpayer’s income tax return for
each taxable year for which such infor-
mation is required. Such statement
shall include the name and address of
the taxpayer; and shall be filed not
later than the date prescribed by law
(including extensions thereof) for filing
the income tax return for the taxable
year with respect to which such infor-
mation is being provided.

[T.D. 6681, 28 FR 11124, Oct. 17, 1963]

§1.826-2 Special rules applicable to
electing reciprocals.

(a) Protection against loss account.
Section 826(d) provides that for pur-
poses of determining the amount to be
subtracted from the protection against
loss account under section 824(d)(1)(D)
and the regulations thereunder (relat-
ing to amounts added to the account
for the fifth preceding taxable year) for
any taxable year, any amount which
was added to such account by reason of
the election under section 826(a) and
paragraph (a) of §1.826-1 shall be treat-
ed as having been added by reason of
section 824(a)(1)(A) and the regulations
thereunder (relating to amounts equal
to 1 percent of losses incurred during
the taxable year). Thus, no amount
added to the protection against loss ac-
count by reason of an election made
under section 826(a) may remain in
such account beyond the end of the
fifth taxable year following the taxable
year with respect to which such
amount was added. See section
824(d)(1)(D) and paragraph (b)(3) of
§1.824-1. The amount added to the pro-
tection against loss account by reason
of an election under section 826(a) is
that amount which is equal to 25 per-
cent (plus, in the case of a reciprocal
which qualifies as a concentrated risk
company under section 824(a), so much
of the concentrated wind-storm, etc.,
premium percentage as exceeds 40 per-
cent) of the amount by which:

(1) The underwriting gain (as defined
by section 824(a)(1)) computed after
taking into account the limitation pro-
vided by section 826(b) and §1.826-1, ex-
ceeds
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(2) The underwriting gain computed
without regard to the limitation pro-
vided by section 826(b) and §1.826-1.

(b) Denial of surtax exemption. Section
826(f) provides that the tax imposed
upon any increase in the mutual insur-
ance company taxable income of a re-
ciprocal which is attributable to the
limitation provided by section 826(b)
shall be computed without regard to
the surtax exemption provided by sec-
tion 821(a)(2) and the regulations there-
under. Thus, a company making the
election provided under section 826(a)
will be subject to surtax, as well as
normal tax, on the increase in its mu-
tual insurance company taxable in-
come for the taxable year which is at-
tributable to such election. Similarly,
any amount which was added to the
protection against loss account by rea-
son of an election under section 826(a)
and §1.826-1, and which is subtracted
from such account in accordance with
section 826(d) and paragraph (a) of this
section, will be subject to surtax, as
well as normal tax, to the extent such
amount increases mutual insurance
company taxable income in the year in
which the subtraction is made. Fur-
thermore, the company will be subject
to surtax on such increases notwith-
standing the fact that it may have no
normal tax liability for the taxable
year, because its mutual insurance
company taxable income (after giving
effect to the election provided by sec-
tion 826(a)) does not exceed $6,000.

(c) Adjustment for refunds. Section
826(g) provides that if for any taxable
year an attorney-in-fact is allowed a
credit or refund for taxes paid with re-
spect to which credit or refund to the
reciprocal resulted under section 826(e),
the taxes of such reciprocal for such
taxable year shall be properly adjusted.
The reciprocal shall make the adjust-
ment required by section 826(g) by in-
creasing its income tax liability for its
taxable year in which the credit or re-
fund is allowed to the attorney-in-fact
by the amount of such credit or refund
which is attributable to taxes paid by
the attorney-in-fact on income re-
ceived from the reciprocal, as deter-
mined under §1.826-6, but only to the
extent that the payment of such
amount by the attorney-in-fact re-
sulted in a credit or refund to the re-
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ciprocal. However, if the refund or
credit to the attorney-in-fact is the re-
sult of an error in determining its
items of income or deduction for the
taxable year with respect to which the
refund or credit is allowed, and such
error affects the amount of deductions
allocable to its reciprocal for such tax-
able year, then, if the reciprocal’s pe-
riod for filing an amended return has
not otherwise expired, the preceding
sentence shall not apply and the recip-
rocal shall make the adjustment re-
quired by section 826(g) by filing an
amended return for such taxable year
and all subsequent taxable years for
which an adjustment is required. The
reciprocal’s amended return or returns
shall give effect to the change in the
deductions of the attorney-in-fact allo-
cable to income received from the re-
ciprocal and the tax paid by the attor-
ney-in-fact attributable to such in-
come. The amount of any adjustment
required by section 826(g) and this sec-
tion and the computation thereof shall
be set forth in a statement attached to
and filed with the taxpayer’s income
tax return for the taxable year for
which the adjustment is made. Such
statement shall include the name and
address of the taxpayer, and a copy of
the notification received by the attor-
ney-in-fact indicating that it has been
allowed the credit or refund requiring
adjustment of the reciprocal’s taxes.

[T.D. 6681, 28 FR 11125, Oct. 17, 1963, as
amended by T.D. 7100, 36 FR 5334, Mar. 20,
1971]

§1.826-3 Attorney-in-fact of electing
reciprocals.

(a) Manner of making consent. Section
826(c)(2) provides that a reciprocal may
not elect to be subject to the limita-
tion provided by section 826(b) unless
its attorney-in-fact consents to make
certain information available. See
paragraph (b) of this section. The at-
torney-in-fact of a reciprocal making
the election provided by section 826(a)
shall signify the consent required by
section 826(c) in a statement attached
to its income tax return for the first
taxable year for which the reciprocal’s
election is to apply. Such statement
shall include the name and address of
the consenting taxpayer; the name and
address of the reciprocal with respect
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to which such consent is to apply; shall
be signed by the taxpayer (or its duly
authorized representative); and shall be
filed not later than the date prescribed
by law (including extensions thereof)
for filing the income tax return for the
first taxable year for which such con-
sent is to apply. In addition, such
statement shall specify that the tax-
payer is subject to the taxes imposed
by section 11 (b) and (c); the method of
accounting used in reporting income
received from its reciprocal and the de-
ductions allocable thereto; and that its
return is filed on the calendar year
basis. Consent, once given, shall be ir-
revocable for the period during which
the election provided for the reciprocal
by section 826(a) is in effect. See para-
graph (e) of §1.826-1.

(b) Information required of consenting
attorney-in-fact. Every attorney-in-fact
making the consent provided by sec-
tion 826(c)(2) and paragraph (a) of this
section shall, in the manner prescribed
by paragraph (c) of this section, furnish
the following information for each tax-
able year during which the consent
provided by section 826(c)(2) and para-
graph (a) of this section is in effect:

(1) The name and address of the re-
ciprocal with respect to which the con-
sent required by section 826(c)(2) and

paragraph (a) of this section is to
apply; ) )
(2) Gross income in total and by

sources, adjusted for returns and allow-
ances;

(3) Deductions (itemized to the same
extent as on taxpayer’s income tax re-
turn and accompanying schedules) al-
locable to each source of gross income
and in total (see §1.826-4);

(4) Method of allocation used in sub-
paragraph (3) of this paragraph;

(5) Taxable income (if any) in total
and by sources, as in subparagraph (2)
of this paragraph (income by sources
from subparagraph (2) of this para-
graph minus expenses allocable thereto
under subparagraph (3) of this para-
graph);

(6) Total income tax liability (if any)
for the taxable year;

(7) Taxes paid attributable (under
§1.826-5) to income earned by the tax-
payer in dealing with the reciprocal;

(8) Such other information as may be
required by the district director.

§1.826-4

(c) Manner in which information is to
be provided. (1) The information re-
quired by paragraph (b) of this section
shall be set forth in a statement at-
tached to the taxpayer’s income tax re-
turn for each taxable year for which
the consent provided by section
826(c)(2) and paragraph (a) of this sec-
tion is in effect. Such statement shall
include the name and address of the
taxpayer, and shall be filed not later
than the date prescribed by law (in-
cluding extensions thereof) for filing
the income tax return for each taxable
year for which such information is re-
quired.

(2) A copy of the statement con-
taining the information required by
paragraph (b) of this section shall be
submitted to the board of advisors (or
other comparable body) of the recip-
rocal on whose behalf the consent pro-
vided under section 826(c)(2) is given.
The copy shall be executed in the same
manner as the original and shall be de-
livered to such board not later than 10
days before the last date prescribed by
law (including extensions thereof) for
filing the reciprocal’s income tax re-
turn for the taxable year for which the
information is required unless the at-
torney-in-fact establishes to the satis-
faction of the district director that the
failure to furnish such copy or the fail-
ure to furnish such copy within the
prescribed 10 day period was due to cir-
cumstances beyond its control. In addi-
tion, there shall be attached to and
made a part of such copy, a copy of the
income tax return of the attorney-in-
fact (including accompanying sched-
ules) for each taxable year for which
such statement is required.

[T.D. 6681, 28 FR 11125, Oct. 17, 1963]

§1.826-4 Allocation of expenses.

An attorney-in-fact allocating ex-
penses as required by section 826(b) and
paragraph (b) of §1.826-3 shall allocate
each expense itemized in its income
tax return (and accompanying sched-
ules) for the taxable year to each
source of gross income (as set forth
pursuant to paragraph (b)(2) of §1.826-
3). However, no portion of the net oper-
ating loss deduction allowed by section
172 shall be allocated to income re-
ceived or due from the reciprocal, and
no expenses, other than those directly
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related thereto, shall be allocated to
capital gains. Where the method of al-
location used by the taxpayer does not
reasonably reflect the expenses of the
taxpayer allocable to income received
or due from the reciprocal, the district
director may require the taxpayer to
use such other method of allocation as
is reasonable under the circumstances.

[T.D. 6681, 28 FR 11126, Oct. 17, 1963]

§1.826-5 Attribution of tax.

(a) In general. Section 826(e) provides
that a reciprocal making the election
allowed by section 826(a) shall be cred-
ited with so much of the tax paid by
the attorney-in-fact as is attributable
to the income received by the attor-
ney-in-fact from the reciprocal in such
taxable year.

(b) Computation. For purposes of sec-
tion 826(e) and paragraph (a) of this
section, the amount of tax attributable
to income received by the attorney-in-
fact from the reciprocal in the taxable
year shall be computed in the following
manner:

(1) First, compute the taxable income
(if any) from each source of gross in-
come set forth in paragraph (b)(2) of
§1.826-3 by deducting from each such
amount the expenses allocable thereto
under §1.826-4;

(2) Second, compute the normal tax
on each amount of taxable income
computed in subparagraph (1) of this
paragraph at the rate provided by sec-
tion 11(b) of the Code;

(3) Third, deduct from each amount
determined in subparagraph (1) of this
paragraph an amount which bears the
same proportion to the surtax exemp-
tion provided by section 11(c) of the
Code as each amount computed under
subparagraph (1) of this paragraph
bears to the total of the amounts com-
puted under subparagraph (1) of this
paragraph;

(4) Fourth, compute the surtax on
each remainder computed in subpara-
graph (3) of this paragraph at the rate
provided by section 11(c) of the Code;

(5) Fifth, add the normal tax com-
puted under subparagraph (2) of this
paragraph to the surtax computed
under subparagraph (4) of this para-
graph for each amount computed under
subparagraph (1) of this paragraph;
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(6) Sixth, deduct from each amount
of tax computed under subparagraph (5)
of this paragraph any tax credits (other
than those arising from payments
made with respect to the tax liability
for the taxable year or other taxable
years) allocable (in the same manner
as provided for expenses under §1.826-4)
to such amount;

(7) Seventh, compute that amount
which bears the same proportion to the
tax actually paid with respect to the
taxable year as each individual amount
computed under subparagraph (6) of
this paragraph bears to the total of the
amounts computed under subparagraph
(6) of this paragraph. The amount so
determined with respect to each
amount computed under subparagraph
(6) of this paragraph is the tax paid
which is attributable to the amount
computed under subparagraph (1) of
this paragraph.

To the extent the amounts determined
under subparagraph (1) of this para-
graph are attributable to amounts re-
ceived from the reciprocal for the tax-
able year, the tax attributable to such
amounts (as determined under subpara-
graph (7) of this paragraph) shall be the
amount of tax attributable to income
received by the attorney-in-fact from
the reciprocal during the taxable year.

(c) Taxes of attorney-in-fact unaffected.
Nothing in section 826 or the regula-
tions thereunder shall increase or de-
crease the taxes imposed on the income
of the attorney-in-fact.

[T.D. 6681, 28 FR 11126, Oct. 17, 1963]

§1.826-6 Credit or refund.

(a) Notification required. In any case
where a taxpayer applies for a credit or
refund of taxes paid by it in respect of
a taxable year for which the taxpayer
was the consenting attorney-in-fact of
a reciprocal making the election pro-
vided by section 826(a), such taxpayer
shall give notice to its reciprocal for
such taxable year, first, upon applying
for the credit or refund; and again,
within 10 days from the date on which
a final determination is made that
such credit or refund has been allowed
or denied.

(b) Notice form. The notices required
by this section shall include the name
and address of the taxpayer and shall
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be signed by the taxpayer or its duly
authorized representative. In addition,
there shall be attached to and made a
part of each first notice a concise
statement of the claim upon which the
application for refund or credit is
based; and there shall be attached to
and made a part of each second notice:

(1) A copy of the notification (if any)
received by the taxpayer indicating
that the credit or refund has been al-
lowed; and

(2) A statement setting forth the
amount of such credit or refund attrib-
utable to taxes paid by the taxpayer on
income received from the reciprocal,
and the computation by which such
amount was determined.

(¢) Manner of apportioning refund or
credit. The taxpayer shall determine
the amount of the refund or credit at-
tributable to taxes paid on income re-
ceived from its reciprocal by reallo-
cating its income and expense items for
the taxable year, with respect to which
the refund or credit is allowed, in the
manner provided by 8§§1.826-3 and 1.826-
4 so as to reflect the adjustments (if
any) in such items which resulted in
the credit or refund of tax for the tax-
able year. The taxpayer shall then re-
compute the tax attributable to in-
come received from its reciprocal for
such taxable year in the manner pro-
vided by §1.826-5. The district director
may require such additional informa-
tion as may be necessary in the cir-
cumstances to verify the computations
required by this paragraph.

[T.D. 6681, 28 FR 11126, Oct. 17, 1963]

§1.826-7 Examples.

The application of section 826 may be
illustrated by the following examples:

Example 1. For the taxable year 1963, R, a
reciprocal underwriter subject to the taxes
imposed by section 821(a), has the following
items (determined before applying any elec-
tion under section 826):

Gross income under sec. 832
Gross investment income

$578
50

Deductions under sec. 832 (as modi-
fied by sec. 823(b)):
Deduction for amounts paid
by R to attorney-in-fact A

$100
All other deductions ............. 500

Total deductions under
sec. 832 .
Deductions under sec. 822(c) ..

40

§1.826-7

Incurred 10SSeS ......cccvviiiiiii 400
Protection against loss deduction . . 4
Underwriting gain ..............ccccoeeune 0
Mutual insurance company taxable income 0
Unused l0SS .......ccoveeiiiiiniiinne 22
Credit or refund for taxes paid .. 0

Assume that the deductions of attorney-in-
fact A allocable to the income received by A
from R are 60 and the tax paid by A allocable
to the income received from R is 16. If R
elects to be subject to the limitation pro-
vided in section 826(b), the results for 1963
would be as follows:

Gross income under sec. 832 $578
Gross investment income 50
Deductions under sec. 832 (as modi-
fied by sec. 823(b)):
Deduction for amounts paid
by R to attorney-in-fact A $60
All other deductions ............. 500
Total deduction under
sec. 832
Deductions under sec. 822(c) 40
Incurred losses .. 400
Underwriting gain 8
Protection against loss deduction . 6
Mutual insurance company taxable income 12
Unused l0SS ......cccovveiiiiiciiine 0
Credit or refund for taxes paid .. 16

Under the provisions of section 826(b), R’s
deduction for amounts paid or incurred to
the attorney-in-fact in the taxable year 1963
would be limited to the deductions of A allo-
cable to the income received by A from R.
Thus, R’s deductions under section 832 (as
modified by section 823(b)) for 1963 would be
60 (the deductions of A which are allocable to
the income received by A from R). As a re-
sult of making the election under section
826(a) for the taxable year 1963, R’s under-
writing gain would be 8, and its statutory
underwriting income would be 2 (the under-
writing gain of 8 minus the protection
against loss deduction of 6—of which 4 rep-
resents the amount determined under sec-
tion 824(a)(1)(A)—and 2 represents the
amount determined under section
824(a)(1)(B)—or 8 minus 6). R’s mutual insur-
ance company taxable income for 1963 would
be 12, consisting of taxable investment in-
come of 10 (gross investment income minus
deductions under section 822(c), or 50 minus
40) plus statutory underwriting income of 2.
Since all of R’s mutual insurance company
taxable income of 12 is attributable to the
limitation under section 826(b), the entire
amount is subject to the surtax under sec-
tion 821(a)(2) without regard to the $25,000
surtax exemption. The credit of 16, rep-
resenting that part of the tax paid by A
which is allocable to the income received by
A from R, may be applied by R against its
taxes with respect to its mutual insurance
company taxable income of 12 for 1963, and R
would be entitled to a refund of any excess of
the amount of such credit over its tax liabil-
ity for 1963.
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Under the provisions of section 826(d), no
portion of the amount added to the protec-
tion against loss account in 1963 by reason of
the election under section 826(a), 2 (25 per-
cent of the amount by which the consoli-
dated underwriting gain exceeds 25 percent
of the underwriting gain determined without
regard to the election under section 826(a), or
the amount by which 25 percent of 8 exceeds
25 percent of 0), may remain in such account
beyond the taxable year 1968.

Example 2. For the taxable year 1963, F is a
corporate attorney-in-fact subject to the
taxes imposed by section 11(b) and (c) of the
Code. F files its return on the calendar year
basis and reports income received from its
reciprocal and the deductions allocable
thereto under the same method of account-
ing used by its reciprocal in reporting its de-
ductions for amounts paid to R. F properly
consents to provide the information required
by paragraph (b) of §1.826-3. In addition to its
attorney-in-fact business, F owns real estate
for investment purposes, and operates a real
estate management service. For the taxable
year 1963, F has gross income from these var-
ious sources as follows:
Attorney-in-fact fees ..................... $85,000
Real estate management fees.. .
Rental income........coocoiiiiiiiiiiiicieeeen, 25,000

F allocates its expenses for the taxable year
on the basis of their direct relation to each
source of income. During 1963, F acquired
property for use in its attorney-in-fact oper-
ations which entitled F to an investment
credit of $800 under section 38. For 1963, F de-
termines that the tax paid by it which is at-
tributable to its reciprocal is $21,863, com-
puted as follows:

Attorney- | Real es- :
in»facty tate man- | Rental in- Total
fees agement come

Gross in-

come ... $85,000 | $18,000 | $25,000 | $128,000
Allocable

expenses 25,000 3,000 35,000 63,000
Taxable in-

come

(loss) ...... 60,000 15,000 | (10,000) 65,000
Normal tax

(30 per-

cent) ....... 18,000 4,500 0 19,500
Surtax ex-

emption .. 20,000 5,000 0 25,000
Income sub-

ject to

surtax ... 40,000 10,000 0 40,000
Surtax (22

percent) .. 8,800 2,200 0 8,800
Total tax ..... 26,800 6,700 0 28,300
Investment

credit ...... 800 0 0 800
1963 tax li-

ability ...... 26,000 6,700 0 27,500
1963 tax

PaId oo | e | e | e 27,500
Allocation of

tax paid .. 21,863 5,637 0 27,500
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Under paragraph (b)(1) of §1.826-5, F com-
putes its taxable income from its attorney-
in-fact fees to be $60,000 ($85,000 minus
$25,000), and its taxable income from its real
estate management to be $15,000 ($18,000
minus $3,000). Since F’s rental operations re-
sulted in a $10,000 loss for the taxable year
($25,000 minus $35,000), F’s taxable income
from its rental operations is zero. Using the
30 percent rate provided by section 11(b), F
computes its normal tax to be $18,000 on its
attorney-in-fact fees and $4,500 on its real es-
tate management operations. F’s normal tax
on total income is $19,500. The $3,000 dif-
ference between the normal tax on F’s total
income and the normal taxes on F’s profit-
able operations results from the loss on F’s
rental operations. Under paragraph (b)(3) of
§1.826-5, F allocates its surtax exemption as
follows: $20,000 $60,000/$75,000x$25,000) to its
attorney-in-fact fees; and $5,000 $15,000/
$75,000x$25,000) to its real estate management
operations. F computes its surtax on its
profitable operations at the 22 percent rate
provided by section 11(c) as follows: $8,800 (22
percent of $40,000) on attorney-in-fact fees;
and $2,200 (22 percent of $10,000) on real es-
tate management income. F adds its normal
tax and surtax on its profitable operations
and determines its total tax to be $26,800 on
its attorney-in-fact operations; $6,700 on its
real estate management operations; and
$28,300 on its total income. F must allocate
its investment credit on the same basis as it
used to allocate its expenses. Thus, F’s en-
tire investment credit must be allocated to
its attorney-in-fact operations. Accordingly,
F’s 1963 tax liability is $26,000 on its attor-
ney-in-fact fees; $6,700 on its real estate man-
agement operations; $0 on its rental oper-
ations; and $27,500 on its total income. Under
paragraph (b)(7) of 8§1.826-5, F allocates
$21,863 ($26,000/$32,700x$27,500) of its 1963 tax
paid to its attorney-in-fact fees; and $5,637
($6,700/$32,700x$27,500) of its 1963 tax paid to
its real estate management business. F’s re-
ciprocal will be allowed a credit or refund of
$21,863 for taxes paid by F which are attrib-
utable to F’s income received from its recip-
rocal.

Example 3. Assume the same facts as in ex-
ample 2, and assume further that in 1966 F
sustains a net operating loss on its overall
operations of $5,000. In carrying the loss back
to 1963 as a net operating loss deduction
under section 172, F must allocate the deduc-
tion under the same method it used in allo-
cating its 1963 deductions. Thus, if the loss
was entirely attributable to F’s rental oper-
ations for the taxable year 1966, F would re-
duce its taxable income attributable to those
operations by the entire amount of the loss
and would recompute the tax attributable to
those operations under paragraph (b) of
§1.826-5. As recomputed in the table below,
F’s 1963 tax liability from attorney-in-fact
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fees would be $19,800 and F’s total tax liabil-
ity would be $24,900.

Attorney- Real es- .
in-facty tate man- | Rental in- Total
fees agement come

Gross in-

come ... $85,000 $18,000 $25,000 | $128,000
Allocable

expenses 25,000 3,000 35,000 63,000
Net oper-

ating loss

deduction 0 0 5,000 5,000
Taxable in-

come

(loss) ...... 60,000 15,000 | (15,000) 60,000
Normal tax

(30 per-

cent) ....... 18,000 4,500 0 18,000
Surtax ex-

emption .. 20,000 5,000 0 25,000
Income sub-

ject to

surtax ... 40,000 10,000 0 35,000
Surtax (22

percent) .. 8,800 2,200 0 7,700
Total tax ..... 26,800 6,700 0 25,700
Investment

credit ...... 800 0 0 800
1963 tax li-

ability ...... 26,000 6,700 0 24,900
1963 tax

Paid oo | e | i | e 24,900
Allocation of

tax paid .. 19,800 5,100 0 24,900

As a result of its 1966 net operating loss, F
would be entitled to a refund of $2,600 (1963
taxes paid of $27,500 minus recomputed 1963
taxes of $24,900). Under paragraph (a) of
§1.826-6, F would be required to notify its re-
ciprocal of its claim for refund and of the
amount of the refund or credit attributable
to taxes paid on income received from the re-
ciprocal. Since the 1963 tax paid by F attrib-
utable to its reciprocal (as recomputed) is
less than the amount claimed in 1963 by F’s
reciprocal as a credit, F’s reciprocal would
be required, under section 826(g), to add the
difference—$2,063 ($21,863 minus $19,800), to
its tax liability for 1966. Thus, F’s reciprocal
would first compute its tax liability for 1966
without regard to section 826(g) and then
would increase such liability by $2,063.

[T.D. 6681, 28 FR 11126, Oct. 17, 1963]
OTHER INSURANCE COMPANIES

§1.831-1 Tax on insurance companies
(other than life or mutual), mutual
marine insurance companies, and
mutual fire insurance companies
issuing perpetual policies.

(@) All insurance companies, other
than life or mutual or foreign insur-
ance companies not carrying on an in-
surance business within the United
States, and all mutual marine insur-

§1.831-1

ance companies and mutual fire insur-
ance companies exclusively issuing ei-
ther perpetual policies, or policies for
which the sole premium charged is a
single deposit which, except for such
deduction of underwriting costs as may
be provided, is refundable upon can-
cellation or expiration of the policy,
are subject to the tax imposed by sec-
tion 831. As used in this section and
§§1.832-1 and 1.832-2, the term ‘‘insur-
ance companies’ means only those
companies which qualify as insurance
companies under the definition pro-
vided by paragraph (b) of §1.801-1 and
which are subject to the tax imposed
by section 831.

(b) All provisions of the Code and of
the regulations in this part not incon-
sistent with the specific provisions of
section 831 are applicable to the assess-
ment and collection of the tax imposed
by section 831(a), and insurance compa-
nies are subject to the same penalties
as are provided in the case of returns
and payment of income tax by other
corporations.

(c) Since section 832 provides that the
underwriting and investment exhibit of
the annual statement approved by the
National Convention of Insurance Com-
missioners shall be the basis for com-
puting gross income and since the an-
nual statement is rendered on the cal-
endar year basis, the returns under sec-
tion 831 shall be made on the basis of
the calendar year and shall be on Form
1120. Insurance companies are entitled,
in computing insurance company tax-
able income, to the deductions pro-
vided in part VIII (section 241 and fol-
lowing), subchapter B, chapter 1 of the
Code.

(d) Foreign insurance companies not
carrying on an insurance business
within the United States are not tax-
able under section 831 but are taxable
as other foreign corporations. See sec-
tion 881.

(e) Insurance companies are subject
to both normal tax and surtax. The
normal tax shall be computed as pro-
vided in section 11(b) and the surtax
shall be computed as provided in sec-
tion 11(c). For the circumstances under
which the $25,000 exemption from sur-
tax for certain taxable years may be
disallowed in whole or in part, see sec-
tion 1551. For alternative tax where the
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