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TAXATION OF LIFE-INSURANCE COMPANIES

Jul,Y 9, 1956.-Ordered to be printed

Mr. BYRD, from the Committee on Finance, submitted the following

REPORT
[To accompany H. R. 11995]

The Committee on Finance, to whom was referred the bill (H. R.
11995) to provide that the 1955 formula for taxing income of life-
insurance companies shall also apply to taxable years beginning in
1956, having considered the same, report favorably thereon without
amendment, and recommend that the bill do pass.

PURPOSE

The bill would amend the Internal Revenue Code of 1954 by
applying the tax imposed by section 802 on the income of life insur-
ance companies to taxable years beginning in 1956. Under present law
this section imposes the tax only for taxable years beginning in 1955.

REASON FOR THE BILL

When the bill, H. R. 7201 (Public Law 429 of the 84th Cong.),
which provided the tax formula for 1955, was considered by your
committee last year, the Secretary of the Treasury endorsed the bill
as a 1-year stopgap with the understanding that the Department of
the Treasury would submit a recommendation for permanent legis-
lation during this Congress. It is now apparent that the Treasury
will not be able to offer a definite legislative alternative in this session
of the Congress. If such an ,alternative were submitted, it would
require careful study, including public hearings, and it would not be
possible to adequately consider a major revision in the life insurance
company income tax formula either during the remainder of this
session or prior to March 15, 1957.

It is clear, therefore, that since the Treasury Department's literna-
tive will not be available as a possible method of taxati n f)r this
year, legislation is needed at this time. Present law, while providing
a special tax formula for the year 1956 provided that the tax for 1956
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woil(l revert, to prior law, specifically, to tle foriniula enacted in
1942 alnd ilowv colltlnaitine inl sections 811, 812, and 813 of the Internal
{(eveinlle ('ode of 1954. lWhile the 1942 formula would increase the

rev enlile to Ie collecte(i frolli life ilsurallne colil)taniies, it woul(l involve
a shift; of tax bilr(dell among tlhe companies.

In general, tie formula contained in Public Law 429 has been recog-
inized ais aii ilpl)rovemlenlt over previous temporary formulas and it
sllotld l)e exte(de(lcd for t lie year 1956(. By the end of this calendar
year c('ol)panies must declare dividends to he paid in 1957. Con-
siderable, difficulty was involve(l at the end of last year, in the absence
of a positive tax forluilla when the coillpanies were in tlie position of
not knowing wlialt their tax livability would be.

EXI'PA NATION OF TH'' ; BILL,

Section 802 (a) of t lie Internal Rlevenue Code of 1)954 iml)poses a
tax oil t h1( inc ollme of life insurance companies for taxable years
Ibe(inninig in 1955. Section 802 (c) ilnposes, also for taxable years
beiliinglig in 19)55, aili alternative tax oil certalii life insurance coin-
l)laies hav ing flonlife ilnsuiralice businl ss. Your committee's bill
wouldll ann1111i sullbsec tions (a) and (c) of section 802 by inserting "1955
or 1956" in place of "1955".

Section 811 lilposes talx lnder( a different formula for taxable years
beginningil a after i)eccenber 31, 1955. This date is amended to
December 31,, 950.

('H1 \(; ES IN EXISTI N( LAWi\

TIn (c'Opl)liancne with subsection 4 of rule XXIX of the Standing
lles of I (he Se(avte(, (c 1a1 Iges in existing law made by thle bill are
slhowni as follows (existlig 1aw proposed to b)e omitted is enclosed in
black brackets; ilvwilatlteri is plrintedl in italics; existing law in which
no change is proposedd is shown ill romant):

INTERNAL REVENUE CODE OF 1954

Subchapter L. Insurance Companies
PART I-IFE INSURANCE COMPANIES

Subpart A. 1i155 formula.
Slubpart 1 19,12 formula.
Subpart C. MNiscellaneous provisions.

Subpart A-1955 Formula
Sec. 801. Definition of life insurance company.
[Sec. 802. Tax imposed for 1955.1
Sec. 802. 7Tx imposed for 1956 and 1956.
Sec. 803. Income and deductions.
Sec. 804. Reserve and other policy liability deduction.
Sec. 805. Special interest deduction

SEC. 802. TAX IMPOSED FOR 1955 AND 1956.
(a) TAX IMPosED.--A tax is hereby imposed for each taxable year

beginning in 1955 or 196' on the income of every life insruance com-
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plany. Except, as provided in subsection (c), such tax shall consist of
a normal tax (computed under section 11 (b)) and a surtax (computed
under section 11 (c)) oil the sum of-

(1) the life insurance taxable income (as defined in subsection
(b), plus

(2) the non-life insurance taxable income (as defined in sub-
section (f).

(b) LIFE INSURlANCE TAXABLE INCOME DEFINED.-For purposes
of tlls sub)part, the term'"life insurance taxal-le income" means the
11et investilen t ilncolme (as defined in section 803 (c)), minus tile sum
of-

(1) tle net investment income allocable to non-life insurance
reserves (detcernined under section 804 (d)),

(2) the reserve and other policy liability deduction (deter-
mined unller section 804), and

(3) the special interest deduction, if any, allowed by section
805.

(c) ALTERINATIVE TAX IN TIHE CASE OF COMPANIES IHAVING NON-
LIFEJ INSURANCE RESERVES.-

(1) IN GENERAL.-In the case of a life insurance company
which has non-life insurance reserves, the tax imposed by subsec-
tion (a) of this section for any taxable year beginning in 1955
or 1956 shall be the tax computed under such subsection (or under
section 1201 (a) if applicable) or the tax computed under para-
graph (2) of this subsection, whichever is the greater.

(2) ALTEIINATIVE 1 PERCENT TAX ON NON-LIFE INSURANCE
nUSINESS.-Tl'he tax referred to in paragraph (1) is a tax equal
to the sum of the following:

(A) A partial tax consisting of a normal tax (computed
under section 11 (b)) and a surtax (computed under section
11 (c)) on tile life insurance taxable income.

(B) A partial tax consisting of-
(i) 1 percent of the amount which bears the same

ratio to the gross investment income (reduced by the
deduction for wholly-exempt interest allowed by section
803 (c) (1) as the non-life insurance reserves bear to
tile qualified reserves (determined under section 804 (c)),
plus

(ii) 1 percent of the excess of the amount by which
the net premiums on contracts meeting the requirements
of section 804 (d) (2) (A) exceed the dividends to
policyholders on such contracts. For purposes of this
clause, net premiums, and dividends to policyholders,
shall be computed in the manner provided in section 823.

SUBPART B-1942 FORMULA
Sec. 811. Tax imposed.
Sec. 812. Reserve and other policy liability deduction.
Sec. 813. Adjustment for certain reserves.
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SEC. 811. TAX IMPOSED.

(a) I'Ax IMlPOsrED.-A tax is hereby imposed, on the life insurance
company taxable income of every life insurance company, for each
t axal)le year beginning after [December 31, 1955] December 31, 1956.
Such ttax shall consist of--

"(1) a nonnal tax on such income computed under section 11
(b), and

"(2) a surtax on such income computed under section 11 (c).
0


