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section 11 (subject to the modifications
of subparagraph (1) of this paragraph).
See section 1002. However, a foreign
corporation shall not be treated as a
domestic corporation for purposes of
determining whether section 367 ap-
plies.

(4) Gross income and gross receipts. The
term ‘‘gross income’ may not have the
same meaning as the term ‘‘gross re-
ceipts’’. For example, in a manufac-
turing, merchandising, or mining busi-
ness, gross income means the total
sales less the cost of goods sold, plus
any income from investments and from
incidental or outside operations or
sources.

(5) Treatment of capital loss and net op-
erating loss. In determining taxable in-
come of a foreign corporation for any
taxable year—

(i) Capital loss carryback and carry-
over. The capital loss carryback and
carryover provided by section 1212(a)
shall not be allowed.

(ii) Net operating loss deduction. The
net operating loss deduction under sec-
tion 172(a) or the operations loss deduc-
tion under section 812 shall not be al-
lowed.

(6) Corporations which have insurance
income. For purposes of paragraphs
(a)(2) and (b)(2) of this section, in de-
termining whether a controlled foreign
corporation which is engaged in the
business of reinsuring or issuing insur-
ance or annuity contracts and which, if
it were a domestic corporation engaged
only in such business, would be taxable
as an insurance company to which sub-
chapter L of chapter 1 of the Code ap-
plies, it is immaterial that—

(i) The corporation would be exempt
from taxation as an organization de-
scribed in section 501(a),

(i) The corporation would not be tax-
able as an insurance company to which
subchapter L of the Code applies, or

(iii) The corporation would be subject
to the alternative tax for small mutual
insurance companies provided by sec-
tion 821(c).

[T.D. 6795, 30 FR 941, Jan. 29, 1965, as amend-
ed by T.D. 7893, 48 FR 22508, May 19, 1983;
T.D. 7894, 48 FR 22516, May 19, 1983; T.D. 8704,
62 FR 20, Jan. 2, 1997]
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§1.953-1 Income from
United States risks.

(a) In general. The subpart F income
of a controlled foreign corporation for
any taxable year includes its income
derived from the insurance of United
States risks for such taxable year. See
section 952(a)(1). A controlled foreign
corporation shall have income derived
from the insurance of United States
risks for such purpose of it has taxable
income, as determined under §1.953-4 or
§1.953-5, which is attributable to the
reinsuring or the issuing of any insur-
ance or annuity contract in connection
with United States risks, as defined in
§1.953-2 or §1.953-3, and if it satisfies
the 5-percent minimum premium re-
quirement prescribed in paragraph (b)
of this section. It is immaterial for
purposes of this section whether the
person insured or the beneficiary of
any insurance, annuity, or reinsurance
contract is, as to such corporation, a
related person or a United States
shareholder. For definition of the term
““‘controlled foreign corporation” for
purposes of taking into account income
derived from the insurance of United
States risks under section 953, see sec-
tion 957 (a) and (b) and §§1.957-1 and
1.957-2.

(b) 5-percent minimum premium require-
ment. A controlled foreign corporation
shall not have income derived from the
insurance of United States risks for
purposes of this section unless the pre-
miums received by such corporation
during the taxable year which are at-
tributable to the reinsuring and the
issuing of insurance and annuity con-
tracts in connection with the United
States risks exceed 5 percent of the
total premiums which are received by
such corporation during such taxable
year and which are attributable to the
reinsuring and the issuing of insurance
and annuity contracts in connection
with all risks.

(c) General definitions. For purposes of
§§1.953-1 to 1.953-6, inclusive—

(1) Reinsurance, etc. The terms “‘rein-
surance’, ‘‘insurance’”, and ‘‘annuity
contract”” have the same meaning
which they have for purposes of apply-
ing section 809(c)(1) or section 832(b)(4),
as the case may be.

(2) Premiums. The term ‘“‘premiums’’
means the items taken into account for

insurance of
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the taxable year under section 809(c)(1),
or the amount computed for the tax-
able year under section 832(b)(4) with-
out the application of subparagraph (B)
thereof, as the case may be; except
that, for purposes of determining the
amount of premiums received in apply-
ing paragraph (b) of this section or
paragraph (a) of §1.953-3, advance pre-
miums and deposits shall not be taken
into account.

(3) Insurance company. The term *‘in-
surance company’’ has the same mean-
ing which it has for purposes of apply-
ing section 801(a), determined by apply-
ing the principles of paragraph (a) of
§1.801-3.

(4) Related person. The term ‘‘related
person’’, when used with respect to a
controlled foreign corporation, shall
have the meaning assigned to it by
paragraph (e) of §1.954-1.

(5) Policy period. With respect to any
insurance or annuity contract under
which a corporation is potentially lia-
ble at any time during its taxable year,
the term ‘“‘policy period’” means with
respect to such year each period of cov-
erage under the contract if such period
begins or ends with or within the tax-
able year, except that, if such period of
coverage is more than one year, such
term means such of the following peri-
ods as are applicable, each one of which
is a policy period with respect to the
taxable year:

(i) The one-year period which begins
with the effective date of the contract
and begins or ends with or within the
taxable year,

(ii) The one-year period which begins
with an anniversary of the contract
and begins or ends with or within the
taxable year, and

(iii) The period of less than one year
if such period begins with an anniver-
sary of the contract, ends with the date
on which coverage under the contract
terminates, and begins or ends with or
within the taxable year.

For such purposes, the effective date of
the contract is the date on which cov-
erage under the contract begins, and
the anniversary of the contract is the
annual return of the effective date. The
period of coverage under a contract is
the period beginning with the effective
date of the contract and ending with
the date on which the coverage under

§1.953-1

the contract expires; except that, if the
risk under the contract has been trans-
ferred by assumption reinsurance, the
period of coverage shall end with the
effective date of such transfer or, if the
contract is canceled, with the effective
date of cancellation. For this purpose,
the term ‘‘assumption reinsurance”
shall have the meaning provided by
paragraph (a)(7)(ii) of §1.809-5. The ap-
plication of this subparagraph may be
illustrated by the following examples:

Example 1. Controlled foreign corporation
A issues to domestic corporation M an insur-
ance contract which provides coverage for
the 2% year period beginning on July 1, 1963.
Corporation A uses the calendar year as the
taxable year. For 1963, the policy period
under such contract as to A Corporation is
July 1, 1963, to June 30, 1964. For 1964, the
policy periods under such contract as to A
Corporation are July 1, 1963, to June 30, 1964,
and July 1, 1964, to June 30, 1965. For 1965,
the policy periods under such contract as to
A Corporation are July 1, 1964, to June 30,
1965, and July 1, 1965, to December 31, 1965.

Example 2. The facts are the same as in ex-
ample 1 except that M Corporation cancels
the contract on August 31, 1963. For 1963, the
policy period under such contract as to A
Corporation is July 1, 1963, to August 31, 1963.

Example 3. The facts are the same as in ex-
ample 1 except that on January 15, 1965, A
Corporation cedes insurance under the con-
tract to controlled foreign corporation B,
which also uses the calendar year as the tax-
able year. For 1964, the policy periods under
such contract as to A Corporation are July 1,
1963, to June 30, 1964, and July 1, 1964, to
June 30, 1965. For 1965, the policy periods
under such contract as to both A Corpora-
tion and B Corporation are July 1, 1964, to
June 30, 1965, and July 1, 1965, to December
31, 1965.

Example 4. Controlled foreign corporation
C, which uses the calendar year as the tax-
able year, issues to domestic corporation N
an insurance contract which covers the ma-
rine risks in connection with shipping a ma-
chine to Europe. The contract does not speci-
fy the dates during which the machine is
covered, but provides coverage from the time
the machine is delivered alongside a named
vessel in Hoboken, New Jersey, until the ma-
chine is delivered alongside such vessel in
Liverpool, England. Such deliveries in New
Jersey and England take place on February
1, and February 28, 1963, respectively. For
1963, the policy period under such contract as
to C Corporation is February 1, to February
28, 1963.

(6) Foreign country. The term “‘foreign
country’ includes, where not otherwise
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expressly provided, a possession of the
United States.

[T.D. 6781, 29 FR 18201, Dec. 23, 1964]

§1.953-2 Actual United States risks.

(a) In general. For purposes of para-
graph (a) of §1.953-1, the term “‘United
States risks’’ means risks described in
section 953(a)(1)(A)—

(1) In connection with property in the
United States (as defined in paragraph
(b) of this section),

(2) In connection with liability aris-
ing out of activity in the United States
(as defined in paragraph (c) of this sec-
tion), or

(3) In connection with the lives or

health of residents of the United States
(as defined in paragraph (d) of this sec-
tion).
For purposes of section 953(a), the term
“United States” is used in a geo-
graphical sense and includes only the
States and the District of Columbia.
Therefore, the reinsuring or the issuing
of insurance or annuity contracts by a
controlled foreign corporation in con-
nection with property located in a for-
eign country or a possession of the
United States, in connection with ac-
tivity in a foreign country or a posses-
sion, or in connection with the lives or
health of citizens of the United States
who are not residents of the United
States will not give rise to income to
which paragraph (a) of §1.953-1 applies,
unless the income derived by the con-
trolled foreign corporation from such
contracts constitutes income derived
in connection with risks which are
deemed to be United States risks, as
defined in §1.953-3.

(b) Property in the United States. The
term ‘‘property in the United States”
means property, as defined in subpara-
graph (1) of this paragraph, which is in
the United States, within the meaning
of subparagraph (2) of this paragraph.

(1) Property defined. The term ‘“‘prop-
erty’”” means any interest of an insured
in tangible (including real and per-
sonal) or intangible property. Such in-
terests include, but are not limited to,
those of an owner, landlord, tenant,
mortgagor, mortgagee, trustee, bene-
ficiary, or partner. Thus, for example,
if insurance is issued against loss from
fire and theft with respect to an in-
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sured’s home and its contents, such
risks are risks in connection with prop-
erty, whether the insured is the owner
or lessee and whether the contents in-
clude furniture or cash and securities.
Furthermore, if insurance is issued
against all risks of damage or loss with
respect to the automobile of an in-
sured, such risks are risks in connec-
tion with property, whether the risks
insured against may be caused by the
insured, another person, or natural
forces.

(2) United States location—(i) In gen-
eral. Property will be considered prop-
erty in the United States when it is ex-
clusively located in the United States.
Conversely, property will be considered
property not in the United States when
it is exclusively located outside the
United States. In addition, property
which is ordinarily located in, but tem-
porarily located outside, the United
States will be considered property in
the United States both when it is ordi-
narily located in, and when it is tempo-
rarily located outside, the United
States if the premium which is attrib-
utable to the reinsuring or issuing of
any insurance contract in connection
with such property cannot be allocated
to, or apportioned between, risks in-
curred when such property is actually
located in the United States and risks
incurred when it is actually located
outside the United States. If such pre-
mium can be so allocated or appor-
tioned on a reasonable basis, however,
such property will be considered prop-
erty not in the United States when it is
actually located outside the United
States. However, property will not be
considered property in the United
States if it is neither property which is
exclusively located in the United
States nor property which is ordinarily
located in, but temporarily located
outside, the United States. The rules
prescribed in subdivision (ii) of this
subparagraph shall apply in deter-
mining whether a premium can be allo-
cated or apportioned on a reasonable
basis to or between risks incurred when
property is actually located in the
United States and risks incurred when
such property is actually located out-
side the United States. The rules pre-
scribed in subdivisions (iii) through (x)
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