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WISCONSIN TAXATION OF INSURANCE COMPANIES 

This paper provides back ground information on th e taxation of insurance 
companies in Wisc onsin. Whil e the main topic is the separate state premiums 
tax imposed on c ertain insurance companies, the imposition of th e state 
c orporate inc ome and franchise tax is al so discussed. 

In order to put th e taxation of insurance companies in proper focus, 
information is provided on the ch aracteristics of the insurance industry, the 
insuranc e sector' s rol e in th e national economy, and the Wisconsin operations 
of some of the major companies in different l ines of insuranc e. The 
regul atory rol e of the Office of the Commissioner of Insuranc e is al so 
discussed briefl y .  F inal l y, a discussion of the rational e and issues of 
insuranc e taxation is presented and the insuranc e tax provisions of other 
states are outlined. 

The insurance industry occupies a unique and changing rol e in th e 
ec onomy, providing special ized financial servic es to the business community 
and individual c onsumers. Th e regul atory and tax structures that have grown 
up around the industry refl ect th e compl exity of its operations. 

THE INSURANCE SECTOR 

Characteristics of the Insurance Industry 

Insuranc e may be defined as an economic system for reducing th e 
uncertainty of financial l oss by transferring th e risk of l oss to a corporate 
insurer for a price. Based upon the types of risk s that are covered, th e 
insuranc e industry can be divided into two principal segments: (1 ) l ife and 
heal th insurance; and (2) property and casua l ty insurance. Each of these 
segments is discussed bel ow. 

The l ife and h eal th insurance industry provides three principal types 
of coverage-- l ife insuranc e, accident and heal th insurance and annuities. 

Life insuranc e provides protection against economic l osses resul ting 
from the death of an individual during a specific period of time . .  ·For 
exampl e, under a pure "term" l ife insuranc e pol icy, the insured pays a 
premium which obl igates the insurance company to pay a specific sum in th e 
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event of the  insured's death during the term of the pol icy. Term insurance 
is the most straightforward type of l ife insurance pol icy in that the  premium 
provides coverage onl y in the event of death during the  pol icy's specified 
term. In addition, certain l ife insurance pol icies perform a bank - l ik e  
function in that pol icyhol der premiums are invested by the  insurer on behal f 
of the  insured. Income from such investments is credit ed to the  
pol icyh ol der's account in determining the  pol icy's ''cash surrender val ue" 
(the amount which the  insured woul d receive if he or she cancel s the pol icy). 
Under this t ype of pol icy (variabl e, universal and whol e l ife insurance are 
exampl es), a portion of the premium paid by the pol icyhol der is used to 
provide coverage in the  event of death (as in term insurance) and a portion 
is deposited in a savings-type account which earns investment income. The 
bal ance of this savings- type account determines the  pol icy's cash surrender 
val ue at any given time. Certain l ife insurance agreements al so permit the  
insured to borrow funds against the cash bal ance of the pol icy. Life 
insurance is primaril y sol d on an individual basis. However, group and 
industrial pol icies and special ized coverages, such as credit l ife insurance, 
are al so avail abl e.  

Accident and heal th insurance protects against the uncertain costs of 
h ospital and medical care which may arise in the  event of ace i dent or 
sick ness. Most accident and heal th insurance is sol d through empl oyee pl ans 
and oth er group pol icies. Although accident and h eal th coverage is general l y  
grouped with l ife insurance, such pol icies are sol d by property and casual ty 
insurers as wel l .  

Annuities provide protection against the  financial difficul ties wh ich 
may resul t from an individual out l iving his or h er l ife expectancy. Under 
an annuit y agreement, the  insurer receives premium payments (or a singl e 
payment), wh ich obl igates it to provide specific periodic benefit payments 
at a l ater date. Annuities are often sol d in conjunction with pension pl ans. 

P roperty and casual ty insurers provide protection for individual s and 
businesses against a wide range of risk s incl uding automobil e l iabil it y  and 
physical damage, fire, medical mal pract ice, h omeowners' coverage, work er's 
compensation, general l iabil ity and oth er more special ized risk s. P roperty 
and casual t y  insurers primarily  market their products through a system of 
independent agents, alth ough a significant portion of such coverage is sol d 
direct l y  by the  underwriter. Th e insurance is usual l y  purchased by individual 
consumers or businesses, rather than on a group basis. 
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Insurance companies can a lso be categorized based upon the  
organizational structure of the  firm. In general , insurers are organized 
either as st ock corporations or mutual companies. Under the  stock 
corporation form of organization, the insurance company is owned by 
st ock hol ders to whom the  firm's prof its accrue in the form of retained 
earnings or dividends. U nder this form of ownersh ip, pol icyhol ders of the 
insurer are essential l y  customers and general l y  h ave no ownersh ip interest 
in the firm. In contrast, under the mutual company form of organization, the 
pol icyhol ders· actual l y  acquire an ownership int erest in the insurer 
throughout the duration of the pol icy. Profits are distributed to insureds 
th rough pol icyh ol der dividends. 

Hist orical l y, most property and casual t y  insurers h ave been organized 
as mutual companies. However, stock corporat ions accounted for a majority 
of the industry' s business. This situation was essent ial l y  reversed for the  
l ife insurance industry, with a minority of mutual companies writing the  
majority of insurance. The current situation in Wisconsin differs from 
h istorical experience, with stock companies dominating (both in t erms of the  
number of insurers and written premiums) both the  l ife insurance and property 
and casual t y  insurance industries. According t o  1 98 9  data, there were 604 
property and casual ty insurers organized as stock corporations operating in 
Wisconsin with direct premiums of $2, 060. 7 mil l ion; of these firms, 48 were 
domestic companies. In comparison, 107 mutual property and casual ty insurers 
h ad Wisconsin premiums of $1 , 4 93 .4  mil l ion in 1 989.  Thirty- nine of these 
insurers were domestic companies. In the l ife insurance industry, 484 stock 
corporations h ad Wisconsin written premiums total l ing $2 , 224. 7 mil l ion. Of 
t h ese companies, 27  were based in Wisconsin. Mutual l ife insurance companies 
operating in Wisconsin total l ed 72 in 1 989, of which four were Wisconsin­
based firms. Total Wisconsin premiums for mutual l ife insurers were $1 , 1 34 . 0  
mil l ion. A number of firms providing insurance in Wisconsin operate under 
structures oth er than the  stock corporation or mutual company form of 
ownership. These incl ude h ealth maintenance organizations, fraternal benefit 
societies and oth er insurers. A more detail ed out l ine of the  Wisconsin 
insurance industry is provided in the fol l owing section. 

Economic Data 

The finance and insurance sector has comprised an increasing share of 
current dol l ar gross national product (GNP), ranging from 4 . 3% in 1 984 to 
5 . 7% in 1 987. This trend is refl ected in annual growth rates of this 
component of GNP ,  which averaged 1 6 . 1% during this period; growth during 1 987 
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was 1 1 . 7% over 1 986. Look ing specifical l y  at insuranc e c arriers, the share 
of GNP originating in this sector has al so risen recentl y from a l ow of 0 . 9% 
in 1 984 to 1 . 6% in 1 987. Growth rates have been even stronger than those of 
the finance and insuranc e component as a whol e, ranging from 1 9. 0% in 1 987 
to 38 . 2% in the previous year; average annual growth between 1 984 and 1 987 
was 27. 7%. In comparison, overal l GNP grew at a 6 . 3% average annual rate 
during this period. 

During cal endar year 1 989, a total of 1 ,478 insuranc e c ompanies had 
Wisconsin premi urns tot a 11 i ng approximatel y $8, 802 .  8 mi 11 ion. Of these 
c ompanies, 268 were based in Wisconsin, and 1 ,189 were domicil ed in other 
states and 21  were based in foreign countries. A break down of 1 98 9  Wisconsin 
insurance premiums by l ine of insurance is provided in Tabl e I. 

The l argest share of premiums was in the accident and heal th l ine, whic h 
c onsists of group, individual and credit accident and heal th insurance. Of 
the $2,901 . 7  mil l ion total acc ident and heal th premiums earned, group 
pol icies total l ed $2,457. 7 mil l ion, with four of the 324 companies writing 
pol icies which accounted for nearl y 35% of the mark et. Wisconsin Physicians 
Servic e (WPS) and Empl oyers Hea lth Insuranc e were the l eaders, with premiums, 
respectivel y, total l ing 1 1 . 2% and 9. 7% of the mark et. Fol l owing these firms 
were Bl ue Cross and B lue Shiel d United and Compacare Heal th Servic es with 
respective mark et shares of 8. 1% and 5 . 4%. N o  other company in this sector 
had a market share exceeding 5%. Bl ue Cross and WPS were the l eaders in the 
$378. 7 mil l ion individual acc ident and heal th mark et. In this segment, Bl ue 
Cross l ed with an 1 1 . 3% market share; WPS acc ounted for 8. 9% of the mark et. 
The addition of $65 . 3  mil l ion of credit pol icies brought the total accident 
and heal th sector to $2,901 . 7  mil l ion in 1 989 premiums. 

The next l argest market was automobil e insuranc e, with premiums of 
$1 ,389. 6 mil l ion. Private passenger car insurance accounted for $1 ,088. 8  
mil l ion of this segment, with the mark et l eaders being American F amil y Mutual 
( 20. 6% mark et share), and State F arm Mutual ( 1 2 .  0% share). Commercial 
vehic l e  insurance accounted for the remaining $300. 8  mil l ion of automobil e  
mark et; there was no dominant firm in this l ine. 

Fol l owing automobil e insurance was $1 ,271 . 9  mil l ion of l ife insurance. 
The l argest share of this sector was ordinary l ife, l ed by N orthwestern 
Mutual which wrote premiums worth $1 31 . 3  mil l ion, or 1 2 . 7% of the total . 
Group c redit and industrial l ife insurance mak e up the remainder of the 
mark et. The group and c redit l ife sectors had total written premiums of 
$202 . 9 mil l ion and $38 . 8  mil l ion, respectivel y. Whil e no sing l e  firm 
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dominated the  group sector, the c redit market was l ed by three firms which,  
togeth er, accounted for o ver 40% of the total mark et . Th ese companies were 
Combined Insuranc e of Americ a (16. 5% sh are), U. S .  Credit Life Insuranc e 
(1 4 . 8% share) and North Central Life Insuranc e (8. 9% share). The rel ativel y 
smal l industrial segment was dominated by one firm, with United Insuranc e 
accounting for o ver 50% o f  the  $4 12 ,800 total mark et . Rel ated to l ife 
insuranc e are annuity po l icies; $1 , 1 39. 0 mil l io n  in such premiums were 
written in 1 989, l ed by Aid Association for Luth erans' at $60. 4  mil l ion. 

Other significant l ines were work ers' compensation and mul tipl e peril 
insurance, with earned premiums total l ing $72 7 . 9 mil l io n  and $578. 0 mil l ion, 
respectivel y. The remaining $7 94 . 7 mil l ion in total premiums was accounted 
for by fire, other l iabil ity, medical mal practice and al l oth ers. 
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TABLE I 

1989 Wisconsin Insurance Premiums Data 

Line of Insurance Wisconsin Premiums 

Accident and Health $2' 901 , 7 29  , 700 
Group $2, 4 57' 7 1 1 , 000 
Credit 65, 31 2 , 800 

Other Individual 378 , 705'  900 

Automobile 1 '389' 5 7 7  '200 
Private P assenger Cars 1 , 088, 7 5 5 , 300 

Commercial V eh icles 300, 821 , 900 

Life 1 , 27 1 , 862, 400 
Ordinary 1 , 02 9, 725 , 000 
Group 202 , 940, 600 
Credit Life 38,784,000 
Industrial 4 1 2 , 800 

Annuities 1 , 1 39, 01 6 , 900 

Multiple P eril 577 , 96 7 , 000 
Commerc ial 281 , 749' 100 
Homeowners 245 , 1 04 , 900 
F armowners 41 , 1 1 3, 000 

Fire 7 1 , 587 , 1 00 

All Other Lines 1 , 4 5 1 , 037, 300 
Work ers' Compensation 727'  905'  500 
Liability Other Than Auto 360' 7 7 5 '  300 
Medical Malpractice 74, 899, 500 
Title 31 , 1 5 9' 900 
Surety 21 , 983, 1 00 
F idelit y 1 6 , 266 , 500 
Mortgage Guarantee 1 9, 180, 300 
Credit 2 ,037 , 800 
All Other 1 96 , 829, 400 

Industry Total $8 , 802' 7 7 7 '  600 

Sourc e: Wisc onsin Insuranc e Report, Business of 1 989 
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Regul ation 

In general , insurance companies are not subject to federal regul ations, 
inc l uding anti-trust provisions. The anti-trust exemption was provided under 
the  Mccarron- F erguson Act of 1 945 .  This act ,  in part, specified that the  
industry woul d be immune from federal anti-trust l aws for a period of three 
years, after which such l aws woul d be appl icabl e to the business of insuranc e 
t o  the extent that such business was not regul ated by state l aw .  This 
provision afforded the  insurance industry and state regul at ors the  
opportunity t o  preempt federal anti-trust l aws with state regul atory 
prov1 s1ons. As a resul t ,  the insuranc e industry, part icul arl y in the area 
of rat e setting, has been regul ated primaril y at the  st ate l evel . The anti­
t rust exemption h as been defended on the  grounds that a competitive pricing 
system in the insuranc e industry woul d l ead t o  intense competition and the 
demise of many insurers, thus, denying the publ ic the  benefit of a rel iabl e 
insuranc e mech anism. 

The Office of the  Commissioner of Insuranc e (OCI) h as broad 
responsibil ity for oversight of the insurance industry in Wisconsin. The 
Office's Divis ion of Regul ation and Enforcement provides such consumer 
prot ect ion servic es as investigation of compl aints, review of insurance rates 
and contracts and enforcement of appl icabl e l aws. Th e Division al so staffs 
the Health  Insurance Risk - Sharing P l an and other state risk-sharing pl ans. 
Other major responsibil it ies inc l ude the monitoring of insurance c ompany 
financial sol vency, through periodic audits and other means, and the  
c ol l ection of fees and premiums taxes. 

The Division of Administrative Services within the  Office is charged 
with functions which extend from the testing and l icensing of insurance 
agents t o  administering the state insurance programs. These programs, funded 
th rough segregated insurance funds, are the l ocal government property 
insurance fund, stat e l ife insuranc e fund (offering c overage of up t o  $10 , 000 
for Wisc onsin residents) and the  patients compensation fund (providing 
medic al mal practic e  insurance). 

INSURANCE TAXATION IN WISCONSIN 

The most not abl e aspect of Wisconsin's taxat ion of insuranc e companies 
is that it is basic al l y  a three-part tax structure, administ ered by two 
separat e agenc ies. The Offic e of the Commissioner of Insurance administers 
and col l ects the premiums tax on c ertain domestic and most foreign c ompanies, 
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as wel l as a gross investment income tax on certain domestic life insurers. 
Th e Departmen t o f  Revenue administers an d co l lects the corporate income and 
franchise tax on certain domestic insurers. (Prior to 1 97 2 ,  these currentl y­
taxable companies were exempt from th e franchise tax , but subject to the 
premiums tax . )  In addition , certain types of companies are allowed a partial 
or  complete exemption from state and local taxes. Each type o f  tax and th e 
group of exempt companies will be discussed separatel y, but it should be 
noted that a company writing multipl e l in es o f  in surance would be subject to 
the tax appl ying to each lin e. (A separate 2% tax on fire insurance premiums 
is also imposed; however, because this is operated as a separate program and 
used for l o cal distribution ,  it wil l not be discussed h ere. ) 

Tabl e II o utlines the tax provisions affecting different types o f  
companies and lines o f  insurance. As shown in Tabl e II, foreign insurers o f  
most types are taxed differently than similar Wisconsin companies. As 
discussed later, such dual treatment of foreign and domestic in surers h as 
been brought in to question by a 1 985 United States Supreme Court decision 
(Metropo l itan Life Insurance Company v. Ward). In response to this decisio n ,  
several states have modified their premiums tax l aws to provide equal 
treatmen t o f  domestic and foreign insurers. 
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TABLE II 

Wisconsin Taxation of Insurance Companies 

Type of 
Insurance Type of Company 

Life Foreign (non-Wisconsin-based) 
Domestic (Wisconsin- based) 

a. Total insurance of 
$750 million or less 

b. Total insurance more 
than $750 million 

Accident & Health Foreign 

Mortgage Guarantee 

F ire 

Ocean Marine 

Other P roperty & 
Casualty 

Annuity/Life 

A 11 

A 11 

A 11 

A 11 

Domestic 

Foreign 
Domestic 

Foreign 
Domestic 

Foreign 
Domestic 

Foreign 
Domestic 

A 11 

Town Mutual 

F raternal Benefit Society 

Nonprofit cooperative 

Self-insurers 

WISCONSIN TAXATION OF INSURANCE COMPANIES 

2% of gross premiums 

Lesser of 2% of gross premiums 
or  3. 5% o f  a portion of 
gross investment income 

Greater of 2% o f  gross 
premiums o r  3. 5% o f  a 
portion o f  gross investment 
income 

2% o f  gro�� premiums 
Corporate franchise tax 

not to exceed 2% o f  gross 
premiums 

2% o f  gross premiums 
2% o f  gross premiums 

2 . 375% o f  gross premiums 
Corporate franchise tax 

not to exceed 2% o f  gross 
premiums 

0. 5% o f  gross premiums 
Corporate franchise tax 

not to exceed 2% of gross 
premiums 

2% o f  gross premiums 
Corporate franchise tax not 

to exceed 2% o f  gross premiums 

Exempt 

Exempt 

Exempt 

Exempt 

Exempt 
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Corporate Income and Franchise Tax 

The Wisconsin c orporate income and franch ise tax is imposed on most 
domestic nonl ife insurance companies and the nonl ife insuranc e business of 
l ife insurers. However, an insurer's franch ise tax l iabil ity may not exc eed 
the l iabil ity as c al c ul ated under th e 2% gross premiums tax. 

The corporate income and franchise taxes are basic al l y  two versions of 
th e same tax, both imposed at a fl at rate of 7.9% on taxabl e income. 
However, th e franch ise tax is imposed on businesses exercising a franch ise 
in th e state; a 11 tax ab 1 e insurers are taxed on this basis. The major 
difference between the income and franchise tax is that interest and 
dividends exempt from the income tax (general l y  federal obl igations) are 
taxabl e under the franch ise tax. 

F or insurance c ompanies subject to the franch ise tax, the starting point 
for calcul ating Wisconsin taxabl e income is federal taxabl e income, al though 
various adjustments are made to this amount. Several items exc l uded from 
federal taxabl e income are added back to arrive at Wisconsin taxabl e income, 
inc l uding l oss carryforward, the amount by which the federal basis of any 
assets disposed of in a taxabl e transaction exceed the Wisc onsin basis of 
such assets, federal l y  deductibl e interest and dividends (mainl y earnings on 
federal obl igations) and state taxes. Subtrac ted from federal taxabl e income 
are deductibl e dividends from Wisconsin corporations and th e amount by which 
the Wisc onsin basis of any assets disposed of in a taxabl e transaction 
exceeds the federal basis of such assets. In addition, for assets first 
pl aced into service before January 1 ,  1 987 , depreciation must be cal cul ated 
under th e meth od al l owed by Wisconsin for the year in which the asset was 
pl aced in servic e. F or assets pl aced into service after January 1 ,  1 987 ,  
federal depreciation rul es are appl icabl e. F or some c ompanies, the resul ting 
total must be apportioned: th e nonl ife income of l ife insurers is determined 
based upon the net gain from operations; mul ti-state firms apportion income 
to Wisconsin based on a two- factor formul a (premiums and payrol l ). 

Information inc l uded in th e Department of Revenue Corporation Statistics 
Report for processing year 1 988-89 (primaril y tax year 1 988) indicates that 
224 insurance carriers paid approximatel y $10. l mil l ion in c orporate income 
taxes. This represented about 2 . 4% of total c orporate tax l iabil ities. 
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Insurance Premiums Tax 

This section describes the taxes administered by the Offic e of the 
Commissioner of Insurance. These taxes inc l ude premiums taxes imposed at 
varying rates on al l foreign insurers and domestic mortgage guarantee 
insurers and a f lat rate gross investment income tax imposed on l ife 
insurers. 

Th e tax base (taxabl e premiums) for al l companies is equal to gross 
Wisc onsin premiums for direc t insurance minus return premiums and 
c ancel l ations and policyhol der dividends from savings and gains on direct 
insuranc e. Direct insuranc e means al l insuranc e except reinsurance or risk ­
sharing. 

Foreign insurers writing the fol l owing l ines of insuranc e are subject 
to the premiums tax rate shown: fire, 2. 37 5%; ocean marine, 0 . 5%; c asual ty, 
inc l uding inl and marine, disabil ity (accident and h eal th) ,  automobil e, 
surety, titl e, 2%. Domestic nonl ife insurers pay th e corporate franchise tax 
not to exc eed the l iabil ity cal cul ated under the 2% gross premiums tax . 
Mortgage guarantee insurers, whether foreign or domestic , are subject to a 
2% premiums tax . 

Foreign l ife insurance c ompanies are subject to a 2% premiums tax . 
Domestic l ife companies with over $750 mil l ion of insurance in effect are 
subject to a 3. 5% tax on a portion of gross investment income, or 2% of 
premiums, which ever is greater. Domestic l ife companies with $7 50 mil l ion 
or l ess of insuranc e in effect are subject to the 3. 5% investment inc ome tax 
or 2% premiums tax , which ever is l ess. The base for th e l ife insuranc e 
investment income tax is total investment income from l ife insuranc e 
operations l ess a deduction for additions to reserves. 

Taxabl e insurers are required to mak e quarterl y reports and payments of 
estimated tax , as wel l as fil ing a return at the c l ose of the year. 

Wisconsin is th e onl y  state which taxes insuranc e premiums and empl oys 
both " rec i pro c al " and " retal iatory" provisions, intended to equa l iz e  the 
state tax treatment of insurers operating in more than one state. Most other 
states util ize retal iatory taxation but do not provide reciprocity. The 
reciprocal statute provides that foreign (non- Wisc onsin) insurers doing 
business in the state shal l pay no additional and no higher taxes, fees or 
other c harges than their h ome state imposes on simil ar Wisconsin insurers 
operating there. This provision woul d al l ow a foreign insurer to be taxed 
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at rates l ower than those specified in the Wisconsin statutes, if its home 
state imposes a l ower tax. The l imitations on the reciprocal statute are 
that it does not appl y to al ien ( non-U. S. ) insurers; l ife insuranc e taxes may 
not be l ess than the Wisconsin statutory rates; and fire and ocean marine 
premiums may not be l ess than a minimum rate of 0 . 37 5% .  

The retal iatory statute specifies that Wisconsin may impose higher taxes 
than its statutory rate on a foreign insurer doing business in the state, to 
the extent that the insurer's home state imposes a tax on Wisconsin firms 
operating there that i s  higher than Wisconsin's statutory rate. The 
retal iatory provision is intended to appl y broadl y, inc l uding al ien insurers; 
however, due to prac tical enforc ement probl ems and preemption by U.S. 
treaties with other countries, al ien insurers are general l y  taxed at 
Wisconsin's statutory rate. 

Due to the interaction of the reciproc al and retal iatory provisions, few 
foreign insurers are taxed at Wisconsin's statutory rates; instead, they are 
taxed at the general l y  higher rates imposed by their home states. The issue 
of retal iatory taxation and reciprocity is discussed in greater detail l ater 
in this paper. 

Fuel ed by increases in premium charges, premiums tax col l ections between 
1 985-86 and 1 987 -88 exhibited rel atively  significant growth. In 1 98 5-86, the 
increase of $10.8 mil l ion, or 22.1% over 1 984-85 represented the greatest 
growth in col l ec tions in 14 years. Col l ections in 1 987 -88 were $7 1 . 8 mil l ion 
and acc ounted for 1 . 39% of total general fund revenues, the l argest share of 
general fund revenues in 14 years. However, since 1 987 -88 , col l ections have 
decreased annual l y. In 1 989- 90 c ol l ections were $69.5 mil l ion ( a decrease 
of 2 . 52% from 1 988-89) and represented 1 .23% of general fund revenues. 
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TABLE IV 

Wisconsin Insurance Premiums Tax as Percent 

of State General Fund Taxes 

Year Amount 

1 97 3-74 $23. 0 
1 974-75 24. 5 
1 97 5 -76 27 . 1  
1 97 6 - 7 7  31 . 0  
1 97 7 - 78 35. 9 
1 978- 7 9  38. 5  
1 97 9-80 39. 9 
1 980-81 40 . 2  
1 98 1 -82 42 . 6  
1 982-83 41 . 3  
1 983-84 4 5 . 0  
1 984-85 48 . 8  
1 985-86 59. 6 
1 986-87 6 7 . 0  
1 987-88 7 1 . 8  
1 988-89 71 . 3 
1 98 9-90 69. 5 

Average Annual 
Compound % Change 

Exempt Insurers 

(In Millions) 

% Change 

6 . 43% 
1 0 . 6 9  
14 . 37 
1 5 . 72 

7 . 30 
3. 56 
0 .87  
5 . 96 

-3. 18 
8 . 96 
8 . 44 

22 . 1 3 
1 2 .42  

7 . 1 6 
-0. 7 
- 2 . 52 

7 . 1 6% 

Percent of 
General F und Taxes 

1 . 31% 
1 . 32 
1 . 28 
1 . 29 
1 .  31 
1 .  33 
1 . 34 
1 . 26 
1 . 24 
1 . 0 9  
0 . 99 
1 . 1 0 
1 . 2 5 
1 .  35 
1 . 39 
1 . 2 9  
1 . 2 3  

Certai n  types of compani es are exempt from some or all Wi sconsi n taxes, 
as descri bed below. In addi ti on, premi ums from annui ty contracts are exempt 
for all compani es (generally li fe i nsurers). 
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Cooperative sick ness care organizations, organiz ed as cooperatives under 
Chapter 185  of the Wisconsin statutes, are exempt from franchise, l o  ca 1 
property and sales taxes that woul d otherwise be imposed, due to their status 
as nonprofit cooperatives. There were five such cooperatives operating in 
Wisconsin in 1 989. 

F raternal or mutual benefit societies are exempt from the premiums or 
gross investment income tax on l ife premiums, premiums tax or franchise tax 
on nonl ife business, l ocal property taxes (on up to ten acres of l and) and 
sa Jes taxes. These broad exemptions are granted to organizations which 
provide certain types of insurance, operate under a l odge system and 
representative organiz ational government, and serve fraternal , charitabl e or 
benevo 1 ent purposes. These organizations are required to report to the 
Commissioner annual l y  on their fraternal and rel ated activities. During 
1 989, 56 fraternal benefit societies offered insurance to members. 

F raternal s  represent a significant portion of th e insurance industry in 
Wisconsin. In 1 989, such insurers h ad Wisconsin premiums of $259. 0  mil l ion. 
The justification for th e tax exemption for insurance written by fraternal 
benefit societies is that such organizations provide benefits to their 
members and th e publ ic that otherwise woul d h ave to be funded from publ ic 
sources. A simil ar justification is often cited for the tax exemptions for 
cooperative sickness care organiz ations. 

Town mutua 1 insurance companies are exempt from franchise and sa Jes 
tax es. These are nonprofit companies organiz ed under Chapter 6 1 2  of the 
statutes to provide insurance to members in a l imited geograph ic area. In 
1 989, 103 such companies were registered in th e state. Town mutual insurers 
were initial l y  created as informal agreements among individual s l iving in 
rural areas because fire insurance was unavail abl e or too costl y for l ocal 
citiz ens. E ventual l y, such agreements evol ved into formal insurance 
organiz ations. 

Smal l mutual insurance companies (nonprofit companies with gross 
investment and premium income l ess than $1 50, 000) are exempt from th e 
franchise tax, based on their exemption from federal income tax . It is 
estimated that onl y seven companies qual ified for this exemption in 1 989. 

School benefit p 1 ans are exempt from fr an chi se, property and sales 
taxes. These are mutual insurers organiz ed under Chapter 6 1 6  of the statutes 
sol e ly  to insure sch ool s against pupil injury or death . Onl y one company was 
organiz ed under these provisions in 1 989. 
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Al so exempt are insuranc e pl ans offered by the state or l ocal 
governments and sel f- insurers (individual s or companies whic h establ ish an 
insuranc e fund or reserve account, rather than purchasing an insurance 
pol icy). 

As noted, annuity agreements are exempt from the premiums tax for al l 
c ompanies. A number of arguments have been cited as justification for the 
tax exempt status of annuities. F irst, it has been suggested that taxing 
annuity c ontracts woul d be equival ent to imposing a tax on deposits in 
savings accounts. Such a l evy c oul d resul t in inequities between nontaxed 
savings institutions, suc h as banks or savings and l oan associations, and 
insuranc e companies. F urther, it has been argued that a tax on annuity 
premiums woul d provide a disincentive for peopl e to provide for their own 
retirement. F inal l y, bec ause annuities are general l y  l ong- term, fixed- pric e 
c ontractual agreements, insurance c ompanies woul d not be abl e to pass the 
burden of a newl y- imposed tax on annuities to their current customers. 

RATIONALE AND ISSUES OF INSURANCE TAXATION 

This section provides a discussion of various issues and c oncerns 
regarding the taxation of the insurance industry. The section begins with 
an outl ine of the unique financial aspects of the insuranc e industry which 
c ompl icate the taxation of such firms and a brief history of insurance 
taxation. This is fol l owed by a discussion of specific issues, inc l uding the 
advantages and disadvantages of the premiums tax versus income-based taxes, 
retal iatory taxation and the Wisconsin reciprocal provision and the issue of 
taxing foreign insuranc e companies differentl y from in-state insurers. 

Unique Aspects of the Insurance Industry 

Because of the nature of the services provided by the insuranc e 
industry, certain difficul ties arise in determining the net income of 
insuranc e companies. As mentioned, insurance agreements general l y  obl igate 
the insuranc e company to pay some monetary benefit in the event of some 
uncertain occurrenc e. F or exampl e, a l ife insurance policy may require the 
insurer to pay $100 , 000 to a pol icyhol der's beneficiaries shoul d the insured 
die during the term of the pol icy or an automobil e  l iability insurance pol icy 
may provide for a certain maximum dol l ar amount to c ompensate other persons 
for medical expenses or physical damage in the event of an accident c aused 
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by the po l icyho l der. To be abl e to meet such future obl igations, insurers 
may h ave to use funds in addition to future premi urns payments. Thus, a 
portion o f  the insurer's assets must be al located to reserves and invested 
to provide funds for th e potential l iabil ities it may incur under its 
po l icies. Such future obl igations are essential l y  l iabil ities of th e firm 
(simil ar to accounts payabl e). Arguabl y,  additions to insurance company 
reserves represent expenses which shoul d be deducted from net income for tax 
purposes. 

For both l ife and h eal th insurance and property and casual ty coverage, 
it is unk nown as to if or  when benefits wil l be paid under any singl e 
po l icy. In addition,  for both major segments o f  th e industry, it is 
uncertain as to what rate of return wil l be generated by investments o f  the 
insurer. As a resul t,  it is difficul t  to accuratel y determine the amount o f  
reserves which are necessary to provide adequate funds for future 
obl igations. This difficul ty is compounded for h eal th and property and 
casual ty insurance in th at th e amounts of benefits which may h ave to be paid 
are al so general l y  unk nown. For exampl e ,  h eal th insurance benefits wil l 
depend upon the future h eal th of the po l icyho l der and the type and extent o f  
medical care provided in the event o f  injury or  il l ness. The amount o f  
benefits paid under l iabil ity coverage often depends o n  such unknown factors 
as jury decisions regarding cul pabil ity and damages. In contrast, the amount 
of benefits payabl e under a l ife insurance po l icy is general l y  determined 
contractua 11 y. Because the determination of reserve requirements is comp l ex ,  
it is difficul t  to accurate ly  assess net income for insurance companies. 

An additional compl ication is present in cash-val ue l ife insurance 
po l icies in that a portion o f  the premium and investment income received by 
the insurer accrues to the savings- l ik e  accounts of po l icyho l ders. It is 
argued that amounts which accrue to such accounts, and the investment income 
earned o n  such funds, are comparabl e to th e principal and interest earned o n  
individual savings accounts and shou 1 d not be taxed as income o f  the 
insurance company. 

F inal l y, th e payment of po l icyho l der dividends by mutual insurance 
companies poses an additional probl em in determining the net income o f  such 
insurers. If such payments are treated as a rebate of excessive premium 
charges, th e dividends arguabl y sho ul d  be deductibl e in determining net 
income. If, on the other hand, po l icyhol der dividends are treated as a 
distribution o f  profits to the firm's owners, it can be argued that such 
transfers shoul d be taxabl e. 
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History of Insurance Company Taxation 

The h i story of federal taxat ion  of the  li fe i nsuranc e i ndustry i s  
i llustrative o f  the  pro blems inherent in i nsuranc e company taxat ion. 
Despi t e  the di ffi cult i es noted above, the federal government h as h i stori c ally 
taxed the  li fe i nsurance i ndustry o n  the  basi s o f  i ncome rath er than 
premi ums. Prior to 1 95 9, t h e  federal i ncome tax base for such i nsurers was 
net investment i ncome. A deduct ion  was permitted for a port io n  o f  i ncome 
deemed necessary to meet future obli gat ions to policyholders. However, the 
amount o f  the deduct ion  was based on a spec i fi ed perc ent age o f  reserves or 
i nvestment i ncome rather than o n  the part i c ular experi ence o f  i ndi vi dual 
i nsurers. Thus, for c ertai n i nsuranc e compani es, the  amount of the  allowable 
deduct i o n  was too h i gh wh i le for others the  deduct i o n  was lower than 
necessary to accurately reflect the  company's fi nanc i al condi t i o n. A further 
problem was the  fact t h at o nly i nvestment i ncome was taxed. Underwri t i ng 
i ncome and pro fi t s  from other sources were not subject to t axat i on. 

The Li fe Insurance Company Income Tax Act of 1 959  represented an attempt 
to rat i onali z e  the taxat i on of the  life i nsuranc e i ndustry. The act 
provi ded for taxat i o n  of li fe i nsuranc e company i ncome from all sources 
(rather than just i nvestment i ncome) and based the  deduct i o n  for reserve 
li abi li t i es o n  the  experi enc e o f  the i ndi vi dual i nsurer rather than o n  the  
general experi ence of t h e  i ndustry. In addi t i o n, i n  order to  treat stock 
corporat i ons and mutual i nsurers equi tably, a l im ited deduct ion  for 
policyholder di vi dends was provi ded. However, as outli ned below, a number 
o f  pro vi sions of the  1 95 9  law resulted i n  taxable i ncome di fferi ng from 
economic  i ncome i n  several respects: 

1 .  Wh i le net i nvestment i ncome was fully taxable, i ncome from other 
sources was taxed at 50% or  less. Th i s  c reated an i ncent i ve for i nsurers 
to art i fi c i ally allocat e  i ncome and expenses among i nvestment and 
noni nvestment sources. 

2 .  For certai n  poli c i es, deducti ons were based o n  a percentage o f  
premi ums, as under pri or  law, rather than on the  actual experi enc e o f  t h e  
i nsurer. 

3. The amount of gross i ncome treated as i nterest.expense exc eeded the 
amounts credi ted to poli c yholders to compensate them for the  use of their 
money. 
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4 .  Estimates of the amoun t of reserves for tax purposes often were 
greater than the amounts requir ed statutoril y. Because statutory r eserve 
requirements are set with the objective of preven ting insurance  c ompany 
fail ures, state regul ators wer e primaril y  c oncerned with the understatemen t 
of reserves by insurers. However, the overstatemen t of r eserves h ad the 
effect of reduc in g  taxabl e income and eroding the tax base. 

In addition to these probl ems, disputes and l itigation arose over the 
c l assification of various expenditures as in terest expense. 

The n ext major chan ge in th e federal taxation of l ife insurance 
companies was provided in the Tax Reform Act of 1984. This act sough t to 
remedy the shortcomings of th e 1959 l aw by taxing al l income on th e same 
basis (thus el iminating the incen tive to artific ial l y  al l oc ate income and 
expenses) and basing the deductibil ity of additions to r eserve l iabil ities 
on Internal Revenue Servic e actuarial rul es. In addition, modification s were 
made r egarding th e treatmen t of pol icyhol der dividends. Further adjustmen ts 
were made in the 1986 Tax Reform Act, inc l uding el imination of a special l ife 
insurance deduction enacted in 1984 and the treatment of l oss c arryforwards. 

In c ontr ast to th e federal government, states h ave general l y  attempted 
to avoid the probl em of determining n et income for tax purposes by imposing 
premiums taxes r ather than income-based taxes on insur anc e  companies. Th e 
first premiums tax was imposed by the state of N ew York in 1836. This tax 
was initial l y  imposed on l y  on fir e insur ance agents representing foreign 
companies. In r esponse to this tax, Massachusetts imposed a tax that was 
l imited to insurance companies domicil ed in states that imposed a tax or fee 
on Massachusetts insurers doing business in that state. The Massachusetts 
tax was the first r etal iatory tax enacted in the Un ited States. 
Subsequen tl y, every state has imposed some form of premiums tax at some time 
and most states h ave enacted r etal iatory provisions. In addition , several 
states (inc l uding Wisconsin) impose income or franch ise taxes on certain 
insurers. Curren t  insur ance tax provisions in other states are discussed in 
greater detail in a l ater section of this paper. 

Premiums Tax Versus Income-Based Taxes 

As noted, the federal government and state governments h ave differ ed in 
the tax treatmen t of. insur ance c ompanies, with the federal government 
imposing income- based taxes and the states primaril y uti 1 izing premiums 
taxes. In a 1978 study of the taxation of th e insuranc e industry, the 
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Wisconsin Department of Revenue identified a number of generally recogniz ed 
policy and administrativ e advantages and disadvantages of the premiums tax 
as opposed to income-based taxes. The advantages and disadvantages noted by 
the Department and by other sources are outlined below. 

The premiums tax is generally acknowledged to have the following 
advantages: 

1 .  The tax is relatively uncomplicated to compute, collect and 
administer. F urther, the difficulties noted abov e in determining insurance 
company net income are avoided. Also, due to its relative simplicity, the 
premiums tax lends itself to a single audit which may be utiliz ed by all 
states and the tax more easily fits the concept of retaliation. 

2 .  Because the tax is not dependent upon profitable operations in a 
giv en year and premium volume tends to increase in an expanding economy, the 
tax provides a stable and growing source of revenue. 

3. It is relatively easy to adjust to meet revenue needs. F or foreign 
insurers, however, retaliatory provisions mak e adjustment of the premiums 
tax more difficult. 

4 .  The stability of the tax lends itself to actuarial treatment which 
allows the tax to be passed on to policyholders relatively easily. 

The following disadvantages hav e been attributed to the premiums tax: 

1 .  The tax is unrelated to the insurer's profitability. 

2 .  In the case of cash- v alue life insurance, the tax has been 
criticiz ed as a being a levy on thrift because it is imposed on the entire 
premium, a portion of which represents savings of the policyholder. 

3. Because the tax is generally passed through to the policyholder, 
it may impose a greater burden on persons least able to afford it, such as 
older insureds and high-risk policyholders paying higher premiums than 
standard risks must pay. 

4 .  In relation to income, the tax may impose a greater burden on new 
or small insurers as opposed to larger, more established firms with greater 
reserv es and, thus, proportionately greater investment income. 

WISCONSIN TAXATION OF INSURANCE COMPANIES Page 19 



5 .  Unequal tax burdens may arise between holders o f  new versus old 
policies and between policyholders in low- and h igh- premiums tax states. 
Often, premiums o n  o ld policies cannot be increased to accommodate a premiums 
tax increase. Thus, such increases must be passed o n  to new policyholders 
to the extent that they are not borne by the insurer. This problem is more 
lik ely to occur with life insurance than nonlife insurance due to the long­
term nature of life policies. In addition, if an insurer cannot vary premium 
rates from state to state, insureds in low- tax states may h ave to bear a 
portion of th e tax imposed by a h igher tax state. 

The advantages o f  income- based insurance taxes are generally the 
opposite of the disadvantages of the premiums tax. Likewise, the 
disadvantages of income taxes tend to mirror the advantages of premiums 
taxation. An income- based tax is generally considered to provide th e 
following advantages: 

1. Because it is based on profitability, th e income tax is related to 
an insurer' s ability to pay. 

2 .  Use o f  an income tax would provide that insurance companies and 
other financial institutions are taxed in essentially the same manner. 

3. Because the tax is not directly related to premiums paid, it may 
be less likely to impose unequal tax burdens o n  insureds. 

4 .  To the extent that all revenue sources are included in th e tax 
base, the income tax may be less likely to impose unequal burdens o n  new, 
small companies as o pposed to older, larger insurers. 

A number o f  disadvantages of imposing the income tax o n  insurance 
companies are outlined below: 

1. The tax is much more complicated than th e premiums tax to compute, 
administer and audit. Further, th e above noted problems in accurately 
calculating insurance company net income are present and the tax fits less 
easily into th e retaliatory concept. A related concern regards the fact 
that, due to th e long- term nature of certain types o f  insurance agreements, 
accounting for income o n  an annua 1 basis may produce di started results. 
Again, this issue particularly affects the life insurance industry as well 
as certain types o f  liability coverage. F inally, large companies are o ften 
late in filing income tax returns. Consequently, extensions of time to file 
are o ften requested. 
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2 .  Due to annual fluctuations in insurance company profitability, the 
tax base is less stable. This point is particularly evident in the recent 
h istory of th e property and casualty industry. N ationwide, in 1 984, property 
and casualty insurers experienced a net loss before taxes o f  $3. 5 billion, 
despite increasing premium income. This concern is less relevant to th e life 
insurance industry which h istorically has been less cyclical than the 
property and casualty industry. 

3. Because of the complexity and instability o f  th e tax , it is less 
easy to adjust an income- based tax to meet revenue needs. Also , th e tax does 
not readily lend itself to actuarial treatment due to its instability. 

4 .  The o verall tax burden may be less uniformly spread among 
policyholders because the tax liability will vary according to the insurer's 
prof it ability. 

Retaliatory Taxation and Reciprocity 

The first retaliatory tax to be imposed in the U nited States was enacted 
by Massachusetts in response to N ew York's premiums tax o n  fire coverage sold 
by agents representing foreign insurers. P rior to the adoption of its 
retaliatory tax, Massachusetts h ad imposed no tax o n  insurance premiums. The 
adoption of th e retaliatory tax provisions in other states soo n  followed and 
use o f  the tax h as continued to the present time. Currently, 4 7  states 
utilize retaliatory provisions; the states which do not impose retaliatory 
taxes are Hawaii, Louisiana, N ew Mexico and th e District o f  Columbia. Under 
th e retaliatory laws o f  most states, foreign insurers are taxed at th e 
greater of the liability as calculated under that state's statutory 
pro v1 s1ons or  as a similar foreign insurer would be taxed by the home state. 
As noted, Wisconsin insurance tax law also includes a reciprocity provision 
wh ereby a foreign insurer may pay lower taxes than statutorily imposed in 
Wisconsin if th e Wisconsin tax exceeds the taxes imposed by th e insurer's 
state o f  domicile. 

Th e Massachusetts tax was intended to counter th e N ew York state 
provision which gave preferential treatment to N ew York insurers over 
insurance companies wh ich were domiciled in other stat�s and did business in 
N ew York . However, as utilized today, retaliatory provisions may be imposed 
o n  insurers domiciled in states which treat foreign and domestic insurers 
identically. For example, West Virginia imposes a 3% tax o n  both foreign and 
domestic life insurance companies. U nder Wisconsin's retaliatory law, 
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however, a West V irginia insurer would be tax ed at the rate of 3% (rather 
than Wisconsin's statutory rate of 2%) on its Wisconsin premiums, despite the 
fact that the West V irginia provision does not discriminate against foreign 
c ompanies. Thus, the effect of retaliatory provisions is to induce other 
states to show the same c onsideration to insurers domiciled in the enacting 
state as is shown by the enacting state to insurers domiciled in suc h foreign 
states rather than to " punish" other states for discriminating against 
foreign insurers. 

A related effect of the nationwide system of retaliatory taxation of 
insuranc e c ompanies is to discourage states from increasing taxes on foreign 
insurers due to the negative effect such an increase would have on domestic 
firms conducting business in other states. F or example, an increase in 
Wisconsin's premium tax rate for foreign life insurers from 2% to 4% would 
have two effects. F irst, foreign life insurance c ompanies that are domiciled 
in states with tax rates of less than 4% would pay increased taxes to 
Wisconsin on the business suc h insurers c onduct in this state. Also, 
Wisconsin life insurers would pay increased taxes in those states whic h 
statutorily impose taxes lower than 4% but utiliz e retaliatory provisions. 
Under suc h a scenario, it is possible that Wisconsin life insurers may pay 
more in increased taxes to other states than Wisconsin would receive through 
the increased tax on non-Wisconsin companies. It is argued that suc h an 
increase would pl ace Wisconsin insurers at a competitive di sad vantage in 
relation to insurers domiciled in other states. In such a situation, the 
state's revenue needs would be more efficiently satisfied by simply 
increasing the tax on in-state life insurers. 

In fact,  a c ase similar to this example occurred in Massachusetts when 
its net investment inc ome excise tax on domestic life insurers was enacted. 
At the time the tax was adopted, the state needed additional revenues and a 
decision was made that a certain amount would be raised from the life 
insuranc e industry.  One way the state could have raised suc h funds would 
have been to increase the tax liability of all life insurers selling c overage 
in Massac husetts. Under this alternative, a significant port ion of the 
needed revenue would have been collected from foreign insurers. However, due 
to the retaliatory system, Massachusetts life insurers would have been 
subjected to increased taxes nationwide. F urther, it was estimated that the 
increased nationwide liability of suc h insurers would have exceeded the total 
amount of revenue Massachusetts sought to raise from the industry. In 
response, the state, instead, imposed the net investment income excise tax 
on domestic insurers only. Under the tax , the Massachusetts liability of 
domestic insurers was greater than it would have been under the alternative 
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prov1s1 on ( since the needed r evenue was col l ected from onl y domestic 

companies) , but the nationwide l iabil ity of such firms was l ower because no 

increased retal iatory taxes wer e imposed by other states. B ecause 
r etal iatory provisions effectivel y create a barrier to increasing state 
premiums taxes, the insurance industry has supported the nationwide system 
of r etal iatory taxation. 

A 1986 study by the Virginia Department of P l anning and Budget suggested 
three options for increasing taxes paid by the insurance industry in the face 
of r etal iatory statutes. These al ternatives are outl ined bel ow. 

1. Through additional taxes, pl ace a higher aggregate tax burden on 
domestic insurers than foreign insurers. This option is simil ar to the 
Massachusetts l aw where domestic l ife insurers pay both a premiums tax and 
an income- based tax whil e foreign l ife companies pay onl y the premiums tax. 

2 .  Impose the premiums tax at a higher rate on domestic companies than 
on foreign insurers. This al ternative has general l y  not been adopted by the 
states. In fact, as discussed bel ow, many states have discriminated in favor 
of domestic firms in their insurance tax provisions. 

3. Increase the premiums tax on foreign insurers, but provide a credit 
for al l or a portion of the r etal iatory taxes paid by domestic firms to other 
states. P rior to 1 989, Ok l ahoma incl uded such a credit in its insurance tax 
statutes. 

The first two of these al ternatives woul d increase the tax paid by 
domestic firms to the enacting state. However, for insurers which conduct 
significant business in other states, the over al l tax l iabil ity may be l ower 
than if tax r ates wer e increased for foreign insurers as wel l .  The third 
option al l ows a state to increase r evenues from foreign insur ers whil e 
l imiting the increased retal iatory taxes paid by domestic fir ms. It shoul d 
be noted that this option is more desirabl e  in a state, l ik e  Ok l ahoma, that 
does not have a l arge domestic insurance industry with significant out-of­
state operations than it woul d be for a state with a l arge domestic industry 
operating nationwide. 

As noted previousl y, Wisconsin is the onl y state which incl udes 
r eciprocal provisions in its insurance taxation statutes. Other states 
provide for l ower taxes for foreign insur ers in certain cases; however ; the 
l ower r ates are general l y  contingent upon the insurance company maintaining 
certain investments in property or securities within the state. The 
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principle behind such prov1s1ons is to enhance capital and employment 
opportunities within the state through such tax incentives. In its 1 978  
study, the Department of Revenue suggested that Wisconsin should consider 
adding similar investment requirements to the state's reciprocal law. A 
further problem with Wisconsin's reciprocal taxation statute is that the 
state's premiums tax revenue wi 11 be reduced whenever another state decreases 
its premiums tax on foreign insurers. This point was noted by the Office of 
the Commissioner of Insurance in its 1987-89 biennial budget request which , 
in part, suggested that the reciprocal provision should be repealed. 
However, the repeal of this provision was not included in the Governor's 
budget recommendation, nor was it adopted by the Legislature. 

Dual Treatment of Domestic Versus Foreign Insurers 

As described earlier, Wisconsin insurance tax law provides for dual 
treatment of domestic versus foreign insurance companies, with domestic firms 
generally paying the corporate franchise tax not to exceed 2% of gross 
premiums and non-Wisconsin insurers paying the gross premiums tax. Only in 
the mortgage guarantee line are domestic and foreign insurers taxed in the 
same manner (2% gross premiums tax). 

A 1985 U. S. Supreme Court decision (Metropolitan Life Insurance Company 
vs. Ward) brought into question the legality of providing domestic preference 
in the state taxation of insurance companies. Specifically, the court held 
that the interests of the state of Alabama relied upon by the lower courts 
in ruling that state's dual treatment of insurers did not violate the equal 
protection clause of the U. S. Constitution were not rationally related to a 
legitimate state purpose. The state purposes cited by the lower courts were 
the promotion of the domestic insurance industry in Alabama and the 
encouragement of investment in Alabama assets and securities. The Supreme 
Court overturned the decisions of the lower courts and ruled that these 
purposes were not leg it imate for the state to impose a di scr imi natory 
premiums tax on foreign insurers. It should be noted that the state 
initially advanced a number of additional purposes in support of the domestic 
preference statute. However, because neither the Circuit Court nor the Court 
of Civil Appeals ruled on the legitimacy of these other purposes in previous 
dee is ions, the Supreme Court did not review whether these add it ion al purposes 
were legitimate to justify the domestic preference provision of the tax. As 
a result, it was not resolved as to whether the state could continue to 
collect the discriminatory premiums tax; however, the constitutionality of 
the statute was brought into question. 
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In r esponse to this ruling ,  a number of states hav e modified their 
insurance tax statutes to ensure uniform treatment of foreign and domestic 
insurers. F or example, in 1 987 , Michigan modified its statutes to impose the 
single busin ess tax on both domestic and foreign insurers. Prev iously, 
domestic insurance c ompanies paid the single busin ess tax, while out- of-state 
insurers paid a 2% gross premiums tax, subj ect to r etaliatory provisions. 
Mic higan c ontinues to impose a retaliatory tax on foreign c ompanies. 

In addition to suggestin g repeal of the r eciprocal prov 1 s1 on in its 
1 987- 89 budget request, the Office of the Commission er of Insurance 
r ec ommended that the state abo 1 i sh the current dual system of insur ance 
taxation and,  instead, tax all insurers  doing business in Wisconsin on the 
basis of gross premiums. U nder the proposed system, all domestic insurers 
would hav e paid a gross premiums tax at the Wisconsin statutory r ate; suc h 
insurers would have been exempt from the corporate franchise tax. As under 
current  law, premiums tax r ates would hav e v aried by the line of insurance.  
N on domestic insurers would have paid either a gross premi urns tax at the 
Hi sc ons in rate or a retaliatory tax, whichev er was greater. In order to 
ensure revenue n eutrality and prev ent large increases in taxes paid by 
domestic insurers,  the Office also proposed adopting lower premiums tax r ates 
for all insurers and certain other modifications. The recommended system 
would hav e been administered entirely by the Offic e of the Commissioner of 
Insurance. The Metropolitan vs. Ward case was c ited by the Offic e as the 
impetus for these r ec ommended changes. It was also argued that the proposed 
system would be easier to administer , both for insurers and the state. These 
provisions wer e  not r ec ommended by the Gov ern or in the executive budget bi 11 , 
n or wer e  they adopted by the L egislature. 

It should be n oted that, although the c onstitutionality of the statutory 
dual treatment of domestic versus foreign insurers by states has been 
question ed, the legality of r etaliatory provisions has been affirmed by the 
Supreme Court (Western vs. Southern). 

OTHER STATES 

The range of premiums tax r ates and cer tain other insur ance tax 
provisions in effect among the states in 1 989 ar e shown in Tables V and VI. 
Specifically, Table V presents this information for the life and health 
insurance industry including life insurance,  health and accident insur ance 
and annuities. Table V I  provides similar data for the property an d c asualty 
insurance industry. F or both domestic and foreign insur ers ,  this data points 
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out different a pproaches a dopted by the states in the taxat ion of insurance 
c ompanies. In addition, the rates imposed on foreign insurers by other 
states suggest the extent to which the actua l  rates at whic h foreign 
insurance companie s  are taxe d  by Wisconsin differ from the statutory rates, 
due to the retal iatory and reciprocal  provisions, 

As shown in Table V ,  1 5  other states, in genera l ,  impose the premiums 
tax on domestic l ife insurers at the 2% rate a ppl icable to l arge Wisconsin 
l ife insurance c ompanies. Seventeen states impose a higher tax rate whil e 
14 states l e vy t he tax at a rate be l ow 2%. Three states ( inc l uding Mic higan ,  
whic h l e vies a singl e  business tax  on a l l  insurers) impose no premiums tax  
on domestic l ife insurers. The premiums tax  in Louisiana , for l ife a nd 
nonl ife insurers, is imposed with a sl iding rate sca l e  whic h makes  
c omparisons difficul t .  As mentioned,  domestic hea l t h  and accident insurers 
are subject to the c orporate franc hise tax rather than  the premiums tax in 
Wisconsin. Howe ver ,  the franchise tax l iabil ity of such insurance c ompanies 
may not exceed 2% of gross premiums. F orty- seve n  states impose a tax on 
domestic accident a nd hea l t h insurance premiums. Of these states, 1 4  
genera l ly l e vy the t a x  a t  the rate of 2% , 1 6  impose the t a x  a t  a higher rate 
and 16 util ize a l ower rate in some cases. Domestic sa les  of annuities are 
taxe d  in 12 states at rates ranging from 0 . 5% to 2 . 37% .  As me nt ioned, 
c onsideration received from annuities, both by domestic and foreign insurers ,  
is exe mpt from the premiums tax  in Wisconsin. 

In genera l ,  foreign l ife insurers are taxed at Wisconsin' s 2% rate in 
18  other states, while  22 states impose a higher rate and eight states impose 
a l ower rate in some cases. Again, specia l  provisions a pply in Michigan and 
Louisiana. In the hea l t h  and accident l ine , 1 7  other states genera l ly tax 
premiums of foreign insurers at Wisconsin' s  2% rate. E ighteen states util ize 
a higher rate while  - thirteen states impose a l ower premiums tax rate. 
Thirteen states impose a premiums tax on annuities sol d by foreign insurers. 

As note d,  Wisc onsin property and casua l ty insurers, other than mortgage 
guarantee insurers, pay the corporate franchise tax rather than the gross 
premiums tax. Most other states impose a premiums tax on domestic property 
and casua l ty insurers. F ourteen states genera l ly impose t he tax at a 2% 
rate, 21 states util ize a higher rate and 1 2  states impose the tax at a l ower 
rate in some cases. Like Wisc onsin, Il l inois and Mic higan impose a n  income­
based tax rather than a gross premiums tax on domestic property and casua l ty 
insurers. Wisconsin fire insurance companies pay a specia l  2% fire insurance 
tax in addition to the franchise tax. In other states ,  suc h insurers 
genera l ly pay a state premiums tax and additiona l suppl e mental  taxes. As 
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note d  i n  T able V I, these states general l y  i mpose such taxes at combi ne d  rates 
wh i ch exceed 2%. 

Fore i gn property and casual ty i nsurance compan i es, other than fi re 
i nsurers, are general l y  t axed at Wi sconsi n 's 2% rate i n  16 other states. 
Hi gher rates are i mposed i n  23 other states wh i l e n i ne states uti l i ze l ower 
rates. Fore i gn fi re i nsurance compan ies  do i ng busi ness i n  Wi sconsi n pay a 
basi c state pre mi ums tax o f  2. 375% and a 2% speci al fi re i nsurance tax. The 
combi ned fi re i nsurance rates i n  other states are general l y  l ower than the 
Wi sconsi n  tax , wi th on l y  M i nnesota and Montana i mposing  premi ums taxes at 
combi ned rates exceeding  4 . 375% .  

T abl es  V and V I  al so i n di cate that a number o f  states, l i ke Wi sconsi n ,  
i mpose i n co me and/or franch i se taxes on certai n i nsurers. In most cases ,  
such taxes appl y on l y  to i nsurance compan i e s  that are not  subject to the 
pre mi ums tax (as i n  Wi sconsi n )  or  credi ts o r  deductions are provi de d  for 
premi ums tax pai d wh i ch reduce or e l i mi nate the i n come or fran ch i se tax 
l i abi l i ty. Al tern ati ve l y, certai n states pro vi de cre di t from the premi ums 
tax for i n come or  fran ch i se tax paid. Because pre mi ums tax l i abi l i ties  
usual l y  exceed i n come o r  franch i se tax l i abi l i ti es, such a pro vi sion 
general l y  resul ts in i nsurers payi n g  two separate taxes i n  amounts wh i ch ,  
together,  equal the total premi ums tax l i abi l i ty. It shoul d al so be noted 
that several states al l o w  vario us reductions i n  tax rates, other  offsets to 
tax due or  other provi sions. Many of these pro vi si on s  are e i ther restricted 
to domesti c i nsurers o r  are structured so as to pro vi de the greatest benefi t 
to domesti c compan ies. Al so ,  some states gi ve i nsurers the option o f  payi n g  
e i ther a gross pre mi ums tax o r  an i n come tax. F i n al l y, defi n i ti on al 
di fferences i n  the tax bases among  states may resul t i n  di ffering  tax 
l i abi l i ties  be i n g  i mposed by states wh i ch uti l i ze i denti cal tax rates. 
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TABLE V 

Taxation of the Life and Health Insurance Industry in Other States 
1989 

Premiums Tax Rates 
Domest i c  Forei n 
Health & Hea 1th & I ncome Franchise 

State L i fe Accident Annui ty hlli._ Accident Annui ty Tax Tax 

Alabama ( 1 )  1% 1% 1% 3% 4% 1% D&F 
Alaska ( 2 )  2 .  7 2 . 7 - 6  2 . 7  2 . 7-6 
Ari zona 2 . 0  2 . 0  2 . 0  2 . 0  
Arkansas ( 3) 2 . 5  1 -2 . 5  2 . 5  1-2 . 5 D&F 
Ca l i fornia ( 4 ) ( 5) 2 . 37 2 . 37 0 . 5 -2 . 37 2 .3 7  2 . 37 0 . 5-2 .37  
Colorado 1 1 2 . 25  2 . 25 
Connect icut 2 2 2 2 D 
Delaware ( 6 )  2 2 2 2 D&F 
D i strict of Columbia 2 2 2 2 
F lorida ( 7 )  2 . 25 2 . 25 1 2 . 25 2 . 25 1 D&F 
Geor g i a  (8) 0 . 5-2 .25  0 . 5-2 .25 0 . 5-2 .25  0 . 5-2 . 25 0 . 5-2 .25  0 . 5-2 .25  D&F 
Hawa i i  1 . 918 2 . 965 3 . 197  4 . 282 
Idaho ( 9 )  1 . 6-3 1 . 6-3 1 . 6-3 1 . 6-3 
l l l i no i s  ( 10)  2 2 D&F D&F 
Indiana ( 1 1 )  2 2 2 2 D 
Iowa 2 2 2 2 2 2 
Kansas ( 12 )  1 1 1 2 2 2 
Kentucky ( 1 3 )  2 2 2 2 
Louisiana ( 1 4 )  Spec i a l  Prov i s ions 
Maine 2 2 2 2 2 2 
Maryland 2 2 2 2 
Massachusetts ( 15 )  2 . 28 2 . 28 2 .28 2 . 28 
M i ch i gan ( 16 )  D&F 
M i nnesota ( 1 7 )  2 2 2 2 D&F 
M i s s i ss i ppi ( 18)  3 3 2 3 3 2 D&F 
Missouri ( 1 9 )  1-2 1-2 1-2 1-2 
Montana 2 . 75 2 . 75 2 . 75 2 . 75 
Nebraska (20)  1 1 1 1 D&F 
Nevada ( 2 1 )  3 3 3 3 
New Hampshire ( 1 7 )  2 2 2 2 O&F D&F 
New Jersey ( 22) 3 1 .  5-3 3 1 . 5-3 
New Mexico (23)  3 1 -3 3 1-3 
New York (24)  0 . 8  1 0 . 8  1 D&F 
North Caro l ina (25)  1 .  7 5  0 . 5-1 . 75 1 .  7 5  1 .  7 5  0 . 5- 1 . 75 1 .  7 5  
North Dakota 2 1 .  7 5  2 1 . 75 
Oh i o  (26)  2 . 5  2 . 5  2 . 5  2 . 5  
O k l ahoma ( 2 7 )  2 . 25 2 . 2 5  2 . 25 2 . 2 5  
Oregon (28) 2 . 2 5  2 . 2 5  2 . 2 5  2 . 2 5  D 
Pennsylvania 2 2 2 2 
Rhode I s land 2 2 2 2 
South Caro 1 i na 0 .  75 1 . 25 0.  75 1 . 25 
South Dakota 2 . 5  2 . 5  1 . 25 2 . 5  2 . 5  1 . 25 
Tennessee (29) 1 .  75 2-2 . 5 2 . 5  2-2 . 5  D&F D&F 
Texas ( 30) 1 . 4-2 . 5  1 . 4-2 . 5  1 .4-2 . 5 1 . 4-2 .5  
Utah 2 .25  2 . 25  2 . 25  2 . 2 5  
Vermont 2 2 2 2 
V i rg i n i a  ( 3 1 )  1 - 2 .  25 0 . 25-2.25 2 . 25 0 . 75-2 . 25 
Washi ngton 2 2 2 2 
West V i r g i n i a  3 3 3 3 
WISCONSIN ( 32 )  2 2 2 D 
Wyoming ( 33) 2 . 5  2 . 5  2 . 5  2 . 5  

*D--Oomes t i c ,  F--Foreign 
Notes appear on the fo l l ow i ng page. 
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Notes for Table V :  

( 1 )  
( 2 )  

( 3) 
( 4 )  

( 5 )  

( 6 )  

( 7 )  

( 8 )  

( 9 )  
( 10)  
( 1 1 )  
( 12 )  

( 13)  
( 14 )  
( 15 )  

( 16)  

( 1 7 )  
( 18) 

( 19)  

( 20)  
( 2 1 )  
(22)  
(23)  

(24)  

(25)  

(26)  
( 2 7 )  
( 28)  
( 29)  

( 30) 

( 3 1 )  

( 32) 

( 33) 

A cred i t  from the premiums tax is provided for franchise tax pa i d .  
Hospital  and med ical  service corporations pay 6% of premiums less  c l a ims pa id .  Other health and 
accident i nsurers pay a 2 . 7% premiums tax. 
Hospital  and medica l  service corporations pay 1%i other health and accident i nsurers pay 2 . 5%.  
Certain  federa l ly exempt pension and prof i t  sharing plans are taxed at 0 . 5%:  other annu i t ies are taxed 
at 2 . 35%. 

· 

Beginning i n  January, 1990, Propos it ion 103 requires the State Board of Equa l i zation to adjust the 
insurance premiums rate to generate revenues at pre-Propos i t ion 103 levels i n  order to account for 
the effects of· Propos it ion 103 on premiums tax col lections. 
Domest i c  i nsurers are genera l ly subject to a $2 ,000 annual minimum tax. In practice, the franchise 
tax is not imposed on fore ign firms. 
A cred i t  from the premiums tax is  provided for income tax pa id .  A part i a l  credi t  from the i ncome tax 
is prov ided for premiums and other taxes paid by insurers. 
Insurance companies w i th spec if ied leve l s  of investment in  Georg ia  assets are e l igible  for the 0 . 5% 
or a 1 . 25% rate. Add i t ional county and mun icipa l  premiums taxes may be levied on l i fe insurance, 
other than annu i t ies .  The combined county and munic ipa l rate may not exceed 2 . 5% .  
I nsurers w i th certa i n  I daho investments qua l i fy for the 1 . 6% rate; other i nsurers pay 3%. 
A deduction from the premiums tax is a l lowed for i ncome tax pa i d .  
Dorrest ics may pay e i ther the premiums tax or the incorre tax. 
A 25% premiums tax cred i t  is provided for insurers w i th at least 30% of their assets i nvested in  
Kansas secur i t ies . 
Domest i c  l i fe insurers pay a tax on capi ta l  and reserves.  
Rates d i ffer by l i ne of insurance and level of premiums . 
Rates include a 2% genera l rate p l us a surtax equa l to 14% of the premiums tax l iabi l i ty.  Domestic 
l i fe i nsurers a lso pay a gross invstment tax of 14% of net investment income. 
Domestics pay s ing le  bus iness tax . Fore ign insurers pay the greater of the s i ng l e  bus i ness tax or 
reta 1 iatory tax . 
A credi t  from the incorre tax i s  provided for premiums tax pa i d .  
A cred i t  from the premiums tax is  provided for incorre tax paid for the preceding year. Unt i l  June 
30, 199 1 ,  tax l iab i l i ty i s  reduced i f  the insurer ma i ntains certa i n  M iss iss ippi investrrents . 
Mutua l s  are taxed under a s l iding rate scale ranging from 1% to 2% depending on the level of premiums : 
other i nsurers pay 2%. A cred it  i s  provided for incorre and franchise taxes pa id .  
An  income tax credit is  a l lowed for premi ums tax pa id .  
A part i a l  cred it  is  ava i lable to  i nsurers with  a home office i n  Nevada . 
Group s ickness and accident insurers pay 1 . 5%;  a l l  others pay 3.0%.  
Tax rate i s  reduced to 0 . 9% for any insurer with at least 40% of its  investments in  New Mex ico . 
Domest i c  prepa id dental plans pay 1%; foreign 2%. A 5% supplemental premiums tax i s  a l so imposed on 
a l l  insurers , if necessary to ma i ntain the level of premium tax revenues .  
Insurance companies are subject to a separate i nsurance income tax . An income tax surcharge is  
imposed for tax years through 1993. Total taxes may not exceed 2 . 6% of New York premiums . 
Hosp ita l ,  rredical  and dental service corporations pay 0 . 5% of gross rrembership dues. Other health 
and accident i nsurers pay a 1 . 75% premiums tax. 
Dorrestics may pay e i ther the premiums tax or a 0 . 6% franch ise tax on capital and surplus .  
Cred its  for fore ign i nsurers ma i nta in ing employes in Oklahoma are provided. 
Domest ic  insurers pay only the state income tax unless control led by a fore ign insurer. 
Premiums taxes are credited against income and franch ise taxes. Other cred its  are provided depending 
upon the level of Tennessee i nvestments . HMOs pay 2%; other hea lth insurers pay 2 . 5%.  
App l icable tax rate depends upon the percentage of  assets invested i n  Texas and year of  impos i t ion. 
Addi t ional mai ntenance taxes are imposed . 
A credi t  i s  provided for investments in approved neighborhood assistance programs . Domesti c  mutua l 
companies pay 1% ;  other l i fe i nsurers pay 2 . 25% to 2 . 75% depending on the benefits offered. Health 
and accident insuers pay from 0 . 75% to 2 . 25% depending on the type of insurance. 
Domest i c  l i fe insurers pay e i ther the 2% premiums tax or a 3 . 5% tax on a portion of investment income 
depending the amount of insurance i n  force. Ool'OZst i c  accident and health insurers pay the corporate 
franchise tax not to exceed 2% of gross premiums. See Table I I  and tax for deta i l s .  
A premiums tax cred i t  i s  prov ided for i nsurers w i th certa i n  Wyoming investments. 

Sources :  Comnerce C learing House, State Tax Guide and Amer ican Counc i l  of L i fe I nsurance, Premium 
Tax Manua l .  
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TABLE VI 

Taxation of the Property and Casualty Insurance Industry in Other States 
1989 

State 

Alabama ( I )  
Alaska ( 2 )  
Ari zona ( 3 )  
Arkansas 
Ca l i fornia ( 4 )  
Colorado 
Connecticut 
De !aware ( 5 )  
District o f  Columbia 
F lorida ( 6 )  
Georgi a  ( 7 )  
Hawa i i  
Idaho (8)  
1 1 1  inois ( 9) 
Indiana ( 10)  
Iowa 
Kansas ( I I )  
Kentucky ( 12 )  
Louis iana ( 13)  
Ma i ne 
Maryland ( 14 )  
Massachusetts ( 1 5) 
Michigan ( 16 )  
Mi nnesota ( 1 7 )  
Mississipp i  ( 18)  
Mi ssouri ( 1 9)  
Montana 
Nebraska ( 20 ) 
Nevada ( 2 1 )  
New Hampsh ire ( 1 7 )  
New Jersey (22)  
New Mexico (23)  
New York ( 24)  
North Caro l i na (25)  
North Dakota 
Ohio ( 26 )  
O k lahoma ( 27 )  
Oregon (28) 
Pennsylvania 
Rhode l s land 
South Carol i na 
South Dakota 
Tennessee (29)  
Texas ( 30 )  
Utah 
VerITKlnt 
Virg in ia ( 3 1 )  
Washington 
West Virg i n ia 
W ISCONSIN ( 32 )  
Wyoming ( 33)  

General 
Rate* 

1 %  
1-2 . 7  
2 . 0  
2 . 5  
2 . 37 

l 

2 
2 
2 

2 . 25 
2 . 25 
2 . 965 
1 . 5-3 

2 
2 
l 

3 . 5  

2 
2 

2 . 28 

2 
3 

1 -2  
2 . 75 

I 
3 
2 

3 . 0  
3 

1 . 2  
I .  75 
! .  75 
2 . 5  
2 . 25 
2 . 25 

2 
2 

1 . 25 
2 . 5  
2 . 5  

1 . 6 - 3 . 5  
2 . 25 

2 
1-2 .25  

2 
3 
2 

2 . 25 

Premiums Tax Rates 
Domest ic  

F ire 
I nsurance 

Rate 

1% 
2 . 7  
2 . 2  
2 . 5  
2 . 37 

l 

2 
2 
2 

2 . 25  
3 .25 
2 . 965 
1 . 6-3 

2 . 5  
2 

2 . 25 
4 . 25 

2 . 95 
2 

2 . 28 

4 . 5  
4 . 0  
1-2 
5 

Spec ial  

! .  375-1 . 75 
3 
2 

3 . 0  
3 

2 . 45 
! .  75-2. 25 

! .  75 
3 . 25 
2 . 56 
3 .25 

2 
2 

1 . 25 
3 . 0  
3 . 25 

1 . 6-4 . 75 
2 . 25 
2 

1 -2 .25 
2 
4 

2 
2 . 25 

General 
Rate* 

4% 
1-2 .  7 
2 . 0  
2 . 5  
2 . 37 
2 . 2 5  

2 
2 
2 

2 . 25  
2 . 25  
4 . 282 
1 . 5-3 
2 
2 
2 
2 

3 . 5  
Prov i s ions 

2 
2 

2 .28 

2 
3 

1-2  
2 . 75 

l 

3 
2 

3 . 0  
3 

1 . 2  
! .  75 
! .  75 
2 . 5  
2 . 25 
2 . 2 5  

2 
2 

1 . 25 
2 . 5  
2 . 5  

1 . 6-3 . 5  
2 . 25  
2 

2 . 2 5  
2 
3 
2 

2 . 2 5  

Fore ign 
Fire 

I nsurance 
Rate 

4% 
2 . 7  
2 . 2  
2 . 5  
2 . 37 
2 . 2 5  
2 
2 
2 
2 . 25  
3 . 25 
4 . 282 
! .  6-3 
2 . 5  
2 . 5  
2 
3 .25  
4 . 2 5  

2 . 95 
2 
2 .28 

4 . 5  
4 . 0  
1-2 
5 

1 . 375-1 . 75 
3 
2 

3 . 0  
3 

3 .2  
1 . 75-2 .25  

! .  75 
3 .25 
2 . 56 
3 .25 
2 
2 

1 . 25 
3 . 0  
3 . 2 5  

1 . 6-4 . 7 5  
2 . 25  

2 
2 . 25  
2 
4 

2 
2 . 2 5  

I ncome 
Tax** 

D 

O&F 

O&F 
D 

O&F 
O&F 
D&F 

D&F 

D&F 

O&F 

D 

O&F 

D 

Franchise 
Tax* 

D&F 

D&F 

D&F 

O&F 

D&F 
D&F 

D&F 

*Excludes ocean marine insurers, which cover specia lty items, and surplus l i nes brokers, which offer coverage for 
l i nes not otherwise ava i lable .  Ocean marine insurers are genera l ly taxed at lower rates wh i l e  surplus  l i nes brokers 
are subject to h igher rates. Rates for fire insurance include state premi ums tax and spec i a l  taxes. 

'' D--Domestic ,  F--Fore lgn Notes appear on the fol lowing page. 
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Notes for Table V I :  
( 1 )  A mu�i c ipal .tax of u p  to 4% i!�:faZ�

;
iri::�;�;ine i nsurance . A cred i t  from the premiums 

tax 1 s prov 1ded for franch i se ·pa id .  ( 2 )  T i t l e  i nsurers pay 1 % :  other .property and. casua l ty i nsurers pay 2 . 7% .  
(3) An add i t iona l tax of .4312% is  imposed on ll'<ltor vehic le  coverage.  
(4)  Begi nn ing In  January, 1990,  Propos i t ion 103 requires the State Board of Equa l i zat ion to adjust the 

i nsurance premiums rate to generate revenues at pre-Propos i t ion 103 levels in order to account for 
the effects of Propos i t ion 103 on premiums tax col lections. 

( 5) Dorrest i c  i nsurers are genera l ly subject to a $2, 000 annua 1 min irnum tax . I n  pr act ice, the franchise 
tax is not imposed on fore ign f irms . 

(6) I nsurance companies w i th spec i f ied leve l s  of i nvestment i n  Georg i a  assets are e l ig ib le  for an 0 . 5% 
or a 1 . 25% rate. Cred i t  from the premiums tax i s  a l lowed for i ncome tax pa id .  A part i a l  cred i t  from 
the i ncome tax i s  provided for other taxes paid by i nsurance companies . 

( 7 )  Add i t ional mun i c i pa l  and county taxes, not to exceed 2 . 5% combi ned , may be imposed . 
(8) T i t l e  i nsurance tax rate i s  1 . 5%;  a l l  other property and casualty i nsurers pay 1 . 6% or 3% depend ing 

on the level of Idaho i nvestments. 
(9 )  A deduct ion from the premiums tax ls a l lowed for i ncome taxes pa i d .  

( 10) Domestics may pay e i ther the premiums tax or the i ncome tax. 
( 1 1 )  Domest i c  i nsurers w i th at least 30% of their assets i nvested i n  Kansas secur i t ies receive a 25% 

premiums tax cred i t .  
( 1 2 )  I nc l udes 1 . 5% surtax, 
( 13) Rates d i ffer by l i ne of insurance and level of premi ums . 
( 14 ) � Auto l iab i l ity i nsurers pay add i t i ona l taxes i f  there is a def ic iency i n  the Automob i le I nsurance 

Fund. A l l  other Insurers pay 2%. 
( 1 5 )  General rate ls 2%; in add i t ion, a surtax equa l to 14% of the premiums tax l iabi l ity i s  imposed. 

Domestic  i nsurance companies a l so pay a gross i nvestment i ncome tax of 1%.  
( 1 6) Domestics pay s i ng l e  bus i ness tax . Fore ign i nsurers pay the greater of the s i ng l e  busi ness tax or 

reta l iatory tax . 
( 1 7 )  A cred i t  from the i ncome tax i s  provided for premiums tax pa id .  
( 18) A premiums tax cred i t  is  provided for i ncome tax pa id  for the preceding year. Unt i l  June 30,  1991 , 

tax l iabi l ity i s  reduced i f  the i nsurer maintains certa i n  M i ss i ss ippi investments. 
( 19 )  Mutua l s  are taxed under a s l id ing rate scale ranging from 1% to 2% depend i ng on the level of premiums ; 

other i nsurers pay 2%. A cred i t  i s  provided for i ncome and franch i se taxes pa i d .  
{20) Domestic  mutual f ire i nsurers pay 1 %  premiums tax plus 0 . 375% fire tax. A l l  other f ire i nsurers pay 

premi ums tax p l us 0 . 75% f ire marshal tax. An i ncome tax cred i t  i s  provided for premiums tax pa i d .  
( 2 1 )  A part ia l  cred i t  i s  ava i lable to insurers with a home office in Nevada . 
( 22)  Franch ise tax i s  imposed only on i nsurers not subject to the premiums tax--domes t i c  and fore ign mar i ne 

i nsurers . A surtax of up to 5% i s  imposed on automobi le i nsurance premiums for 1990-92 . 
(23)  Tax rate i s  reduced to 0 , 9% for any i nsurer with at least 40% of i ts i nvestments i n  New Mex ico.  A 

5% supplemental premiums tax i s  a lso imposed on a l l  insurers, i f  necessary to ma i ntain the level of 
premium tax revenues . 

(24) I nsurance compan ies are subject to a separate i nsurance i ncome tax. A surcharge i s  imposed for tax 
years 1989 through 1993. Other than for f ire i nsurance, total taxes may not exceed 2 . 6% of New York 
premi ums . 

(25)  Certa i n  f ire i nsurance companies pay an add i t ional 0 . 5% tax. 
(26)  Domes t ics may pay e i ther the premiums tax or a 0 .6% franchise tax on cap i t a l  and surplus .  
(27 )  Cred i ts for fore ign i nsurers mainta in ing employes i n  Ok lahoma are prov ided . 
(28) Domest i c  i nsurance companies pay only the state i ncome tax unless contro l led by a foreign insurer. 
(29)  Premiums taxes are cred i ted against i ncome and franch ise taxes . Other cred i ts are prov ided depend ing 

upon the level of Tennessee i nvestments .  
(30) Applicable tax rate depends upon the percentage of assets i nvested i n  Texas .  Add i t ional maintenance 

taxes are imposed . 
( 3 1 )  Domestic  mutua l companies pay 1%; other i nsurers pay 2 . 25%. 
( 32 )  Domestic  mortgage guarantee i nsurers pay the 2% premiums tax; other domestics pay the franch ise tax 

not to exceed 2% of gross premiums . Foreign fire i nsurers pay bas ic premiums tax rate of 2 . 375% plus 
an additional tax of 2%. The 2% tax i s  a l so imposed on domest i c  f ire insurers. See Table I I  and text 
for deta i l s .  

(33)  A premiums tax cred i t  i s  provided for i nsurers w i th certa i n  Wyoming investments . 

Sources:  Conmerce C lear i ng House, State Tax Guide and American Counc i l  of l ife Insurance. Premium 
Tax Manua 1 .  
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