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26 CFR Ch. I (4–1–02 Edition)§ 1.815–1

[T.D. 6535, 26 FR 539, Jan. 20, 1961]

DISTRIBUTIONS TO SHAREHOLDERS

§ 1.815–1 Taxable years affected. 

Sections 1.815–2 through 1.815–6, ex-
cept as otherwise provided therein, are 
applicable only to taxable years begin-
ning after December 31, 1957, and all 
references to sections of part I, sub-
chapter L, chapter 1 of the Code are to 
the Internal Revenue Code of 1954, as 
amended by the Life Insurance Com-
pany Income Tax Act of 1959 (73 Stat. 
112), the Act of October 10, 1962 (76 
Stat. 808), and the Act of October 23, 
1962 (76 Stat. 1134). 

[T.D. 6886, 31 FR 8689, June 23, 1966]

§ 1.815–2 Distributions to share-
holders. 

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

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

(i) Distributions shall be treated as 
first being made out of the share-

holders surplus account (as defined in 
section 815(b) and § 1.815–3); 

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

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

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

(3) Except in the case of a distribu-
tion in cash and as otherwise provided 
herein, the amount to be charged to 
the special surplus accounts referred to 
in subparagraph (1) of this paragraph 
with respect to any distributions to 
shareholders (as defined in section 
815(a) and paragraph (c) of this section) 
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