§1.826-5

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
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;
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(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;

(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
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