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§1.101-3 Interest payments.

(a) Applicability of section 101(c). Sec-
tion 101(c) provides that if any amount
excluded from gross income by section
101(a) (relating to life insurance pro-
ceeds) or section 101(b) (relating to em-
ployees’ death benefits) is held under
an agreement to pay interest thereon,
the interest payments shall be included
in gross income. This provision applies
to payments made (either by an insurer
or by or on behalf of an employer) of
interest earned on any amount so ex-
cluded from gross income which is held
without substantial diminution of the
principal amount during the period
when such interest payments are being
made or credited to the beneficiaries or
estate of the insured or the employee.
For example, if a monthly payment is
$100, of which $99 represents interests
and $1 represents diminution of the
principal amount, the principal
amount shall be considered held under
an agreement to pay interest thereon
and the interest payment shall be in-
cluded in the gross income of the re-
cipient. Section 101(c) applies whether
the election to have an amount held
under an agreement to pay interest
thereon is made by the insured or em-
ployee or by his beneficiaries or estate,
and whether or not an interest rate is
explicitly stated in the agreement.
Section 101(d), relating to the payment
of life insurance proceeds at a date
later than death, shall not apply to any
amount to which section 101(c) applies.
See section 101(d)(4). However, both
section 101(c) and section 101(d) may
apply to payments received under a
single life insurance contract. For pro-
visions relating to the application of
this rule to payments received under a
permanent life insurance policy with a
family income rider attached, see para-
graph (h) of §1.101-4.

(b) Determination of ‘“‘present value’.
For the purpose of determining wheth-
er section 101(c) or section 101(d) ap-
plies, the present value (at the time of
the insured’s death) of any amount
which is to be paid at a date later than
death shall be determined by the use of
the interest rate and mortality tables
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used by the insurer in determining the
size of the payments to be made.

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as
amended by T.D. 6577, 26 FR 10127, Oct. 28,
1961]

§1.101-4 Payment of life insurance
proceeds at a date later than death.

(@) In general. (1)(i) Section 101(d)
states the provisions governing the ex-
clusion from gross income of amounts
(other than those to which section
101(c) applies) received under a life in-
surance contract and paid by reason of
the death of the insured which are paid
to a beneficiary on a date or dates later
than the death of the insured. However,
if the amounts payable as proceeds of
life insurance to which section 101(a)(1)
applies cannot in any event exceed the
amount payable at the time of the in-
sured’s death, such amounts are fully
excludable from the gross income of
the recipient (or recipients) without re-
gard to the actual time of payment and
no further determination need be made
under this section. Section 101(d)(1)(A)
provides an exclusion from gross in-
come of any amount determined by a
proration, under applicable regula-
tions, of ““an amount held by an insurer
with respect to any beneficiary’”. The
quoted phrase is defined in section
101(d)(2). For the regulations governing
the method of computation of this pro-
ration, see paragraphs (c) through (f) of
this section. The prorated amounts are
to be excluded from the gross income of
the beneficiary regardless of the tax-
able year in which they are actually re-
ceived (see example (2) of subparagraph
(2) of this paragraph).

(if) Section 101(d)(1)(B) provides an
additional exclusion where life insur-
ance proceeds are paid to the surviving
spouse of an insured. For purposes of
this exclusion, the term ‘‘surviving
spouse’ means the spouse of the in-
sured as of the date of death, including
a spouse legally separated, but not
under a decree of absolute divorce (sec-
tion 101(d)(3)). To the extent that the

total payments, under one or more
agreements, made in excess of the
amounts determined by proration

under section 101(d)(1)(A) do not exceed
$1,000 in the taxable year of receipt,
they shall be excluded from the gross
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