EVENUE ACT OF 1932

HEARINGS

BEFORR

THE COMMITTEE ON FINANCE
UNITED STATES SENATE

SEVENTY-SECOND CONGRESS
FIRST SESSION
0

H. R. 10236

AN ACT TO PROVIDE REVENUE, EQUALIZE TAXATION
AND FOR OTHER PURPOSES

MAY 20, 1032

SUPPLEMENT No. 8

INCOME TAX EXEMPTION OF
MUTUAL INSURANCE COMPANIES

Printed for the use of the Committee on Finance

&

UNITED STATHS
GOVERNMENT PRINTING OFFICE
121066 WASHINGTON : 1082






OONTENTS

Statement of—

Bartholow, B, !}5, %:eohl Assistant of the Becretary of the Treasury,

Washington e mmana———— b L. —.——————————
OOo'per, arr 'P., secrotary and mnaser of the

of Mutual Insurance Companies, In fanapols ._....coeeneeonoo.
Ekern, Herman L., Madison, Wis. . ...._.......... e mm——— —o—
Freeman, H. P., vice pre'l'dent, Assoclated Factory Mutual Fire

Insurance Compantes. .. ame e e e meee e oo e
Gross, Harry T, representing the National Association of Mutual
Insurance Companies, Des Moines, fowa.._............._..._._.
Gruhn, A, V., re reuenting the American Mutual Alliance..........
Howeli, Daniel B., Kansas City, Mo

28 8 3w % z



.

[T

FITIPIN
BT




PREFACE TO SUPPLEMENT NO. 3

After the conclusion of the hearings on the revenue act of 1932,
H. R. 10230, on April 21, 1932, the Finance Committee met in
executive session from Aprii 26, 1032, until May 9, 1932, for the pur-

ose of revising the bill as passed by the House of Representatives.
he bill, as finally adopted and reported to the Senate, restricted the
exemption from taxation of mutual insurance companies to those
types commonly known as ‘“‘{farmers,” “county,” *town,” or *local”
mutuals, When this section was reached for consideration by the
Senate soveral Senators requested that the Finance Committee per-
mit representatives of the mutual insurance companies to testify in
regard to this restriction. The Finance Committee accordingly
ranted this &mvilege and held a hearing on May 20, 1932, which 1s
ere printed in full.
A table of contents has been prepared and is appended hereto.
Isaac M. Srewarr, Clerk.
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" REVENUB ACT OF 1933

0 EXEMPT MUTUAL INSURBANOE COMPANING FROM TAXATION
* - UNDER THE 1039 REVENURE BILL

The Omarmmuan. The committee will come to order. The firet
witness is Harry F. Gross, of the National Association of Mutual
Insurance Companies. I wish t0 say that of those who desire to be
heard we have six names on the list, and I hope those following Mr.
Gross will not repeat what he may say. |

Senator WarsoN. Mr, Chairman, are these the big mutual life-
insurance comp , SR

The Caamman. No. - These are the mutusl insurance companies
slong other lines. . , |

Senator WarsoN. Not mutual life-insurance companies also?

The Crimnman, No; fire, automobile and casualty insurance
companies, I believe. - '

Senator La Foruerrs, But no mutual life-insurance companies.

STATEMENT OF HARRY P. GROSS, (DES MOINES, IOWA, BEPRE-
SENTING THE NATIONAL ASSOCIATION OF MUTUAL INSUR.
ANOE COMPANIES o

Mr. Gross. Mr. Chairman and gentlemen of the Finance Com-
mittee, we are not unmindful of the serious tasks and duties you have
before you during this Congress, and we want to express our keen
appreciation for the privilege that you have accorded the mutual
muxilm‘or? companies and association of the United States by way of

earing. . ' ‘

There are something like 2,000 or more mutual insurance com-
panies that are vitally interested in this problem, and I assume that
you understand and that we have under consideration at this time
the pro amendment as recommended by the Finance Committee

t is found in the Senate tax bill under section 103, paragraph 11:

(11) Mutual hail, oyclone, casualty, or fire insurance companies or associations

(including interinsurers an reciyrocs! underwriters) of the ty&% commonly

known as “farmers,’”’ “‘county,” *‘towns,” or ‘“local” mutuals, income of
which 18 used or held for the purpose of paying losses or expenses.

And also section 208, the section that refers to insurance other
than life and marine insurance. :

I think I should state that so that we may have at the outset a
clear understanding of what is under discussion.

Now, gentlemen of the committee, these mutual insurance com::
})anies which I have the grmloge of representing are not organized
or profit. There is no element of profit entering into anly, of the
transactions of their business, especially the vast army of mutual
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insurance companies that are in the Central and Mississippi Valley
gtatea, and I think there are a number in Pennsylvania and other
tates.

We are seriously interested in this problem, as you may gather
from the large number present this morning. The secrotaries,
managers, and othdy officdrs of the mutubl insurance companies are
here this morning from Kansas, Iowa, Missouri, Wisconsin, Iilinois,
Kentucky, Indiena, Ohio, Michigan, Pennsylvania, the Virginias

,”NemYogs, Massachusetts, and practically all ofher States east .o
“the Mississippi River. .. ‘700 s e e

Mr. Cooper, secretary and ’m’nnnxger of the National Association

of Mutual Insurance Companies, of Indianapolis, will give you & brief
“résunaé of the difficulties: we have encountered and what the most
sorioys objections .are to the situation under the proposed Senate
.amendment, . .- . SENTE : « : b

The Criamrman. The committes will be glad to. hear Mr. Cooper.
STATEMENT OF HARRY P. COOPER, INCIANAPOLIS, IND.; SEORE.

TARY. AND MANAGER OF THE NATIONAL ASSOOIATION OF

MUTUAL INSURANCE COMPANIES e

Mr. Coorki. My name is Harry P. Cooper. My. business since
moving to town has been mutual insurance. For nearly 26 years, a
number of then; while on the furm, I haye served as secretary of one of
the oldest and largest Indiana Furm Mutuals.

_ In 1907 we farm mutuals organized the Indiana Mutual Cyoclone
Insurance Co. to carry the windstorin insurance for all the ynutuals
of the State. ST

In 1918 we farm mutuals organized the Indiana Union Mutual to
‘take care of the fatin business which the farm mutual under its law
could not write. - TP

In 1925 we organized the Farmers Mutual Liability Co. to carry
the workmen's compensation insurance which the farm mutuals by
law are required to carry and to carry the automobile and work-
men’s compensation for the members of the farm mutuels of the
State, angd in 1928 a mutual hail company to insure growing crops. ' Of
these lgsat I have been an official since organization, Neither of these
ocould be organized under the county farm mutusl law. Thé cyclone
company and the hail company were organized under & special act
and the others under the general mutual law. . This indicates how
. difficult it is to draw a line which divides the farm mutual from
other mutuals. : L c

Since 1913 I have served as secretary of the National Association
of Mutual Insurance Companies; 740 mutuals are paid up active
members. Approximately 100 more are a bit in arrears and 1,400
of the femainder cooperate in various asscciation activities including
educational and legislative work. This includes wbout:75 member
companies operating along lines: similar to the farm mutuals and
cooperating .with and aseisting the farm mutusls in many ways.
For example, the mutuals insuring grain and grain elevators. - -

Eighteen years ago the farm mutuels were paying fines because of
failure to report under the excise tax law. Representative Hull seid
the law was not intended to affeet farm mutuals.  Senator Shrively
and Representative Morrison with Mr. ITull assured me that the
fines would be stopped and they were. -
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Sixteen years ago Senator Taggart toak our farm mutusl commit-
tee Wmm de wtohw ?1 the #m and gtom Committee,
Mp: Kitohen assign R?mm, vea Dixon and Rainey. to hesr our
troubles and recommended & .wotding in the tax law that wayld
exempt us. We went home with a ngdof assuranoce that our tax
troubiu were over, and they were fora while,. =

Under, thet and each succeeding law, regardless of the attempta to
exempt us, we later found we were caught by the interpretation.
The mimt.ica of » tax was recognized and the law broadened from
time to time, Even a retroactive amendment was adopted in the
Senate by a'noarly unanimous vote relieving thesr, companies from
the payment, or if payment had been made, permitting refunds.

Our own county mutusl had been checked and nearly $1,200
demanded as one year's tax. Many others were caught and many
paid but through the kindness and just consideration of Congress
and the Treasury Department, we were able to recover. - Because of
our troubles the law was broadened from time to time. In faot up
to and including 1926, when 3 s;i)msez.at. farm mutual section was
adopted, practically every tax revision bill gave us more Intitude.

After conference with Chairman Green and other members of the
Ways and Means Committes, it was my impression that subsection
11 of 103 would not require reports or ( ves of our farmers’ auto-
mobile, compensgtion, hail, cyclone, or fire insurance companies, nor
of the delling house mutuals or for similar mutuals. It seems, how-
ever, that I was wrong in this. It has even been insisted that money
held in exempt companies must be held for ‘““accrued’’ losses and
expenses, although the word “accrued’” does not appear in the farm
mutual section fn) of 103. ,

This wes not so bad for either our farmers’ automobile or compen-
sation companies, or hail, or cyclone, or fire insurance companies, so
long as when required to report we could deduct the money held for
future losses and expenses as provided in 3 of section 208, But with
it changed we will e hurt more than other companies because but
few are required to can-{ a reinsurance reserve. .

The Cramrman. Wouldn’t you prefer that we talk about section
208 of this bill? What you have given us is now past history. .
. Mr. Coopgr. I know it is, Senator Smoot, but it shows that the
law has heen one thing and the interprotation of law another thing,
and we have been plagued to death for 20 years, |

The Cuaieman. But the committee wants to know what change
you desire in section 208 of the revenue bill, ) .

Mr. Coorer. We want a complete exemption, if you please.

Senator Warson. Where would you. write it? o :
tth?ll CrarMaN, I suppose he means just to take that all out of

e bill, : ' L

Senator Couzens. What section is it that you want changed?

Mr. CoopEr. Section 208, 3 . .

Senator Couzens, What language? - ,

Mr. Coorer, Section 103, paragraph 11, found at page 63 of your
proposed revenue act of 1932, , ) o ,

‘The CuairMan. I thought you were speaking of section 208,

Senator Warson. What he is talking about is found on page 63,
being paragraph 11, mutual hail, eyclone, casualty, or fire insurance
companies or associations. Is that right, Mr, Cooper?

Ar. CoorEr. Yes, sir.
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The Cuarrman, Go shead. Do you want the House provision?

Mr, Cooren. Yes; the House provision is satisfactory, rovidlng
the House provision qlravaih in paragraph 8 of section 208. Bu
what I am txﬂ tell you gentlemen now are the troubles we have
had and are ng at the present time. -

Senator Lia Foruerre. I think it is pertinent to this disoussion.
h"l‘hoh Sumum. All right. Go ahead and tell the troubles you

ve had.

Mr. Coorer. If we may judge the future by the past it would
seom that no farm mutual would he exempt under the proposed
wording, exc:gt those that spend more money than they take in
and confine their business to a township or county at most. My
experience has been that treasury interpretations restrict even more
than we farmers anticipate. . L ,

Many changes have occurred in the insurance needs of the farmer
in the last 25 years. Then the farm mutuals wore small, most farm
buildings- of small value. The automobile, truck and tractor were
then unknown on the farm, But few farms had a gasoline engine.
No ‘farm mutual would insure it or the building in which it was
housed. To-day farm buildings are large and commodious, making
larger insurance risks, re uiring a greater territory and more risks
for safety for both fire and wind.

It is & matter of common knowledge that the windstorm insurance
can not be safely conducted on a county basis. Single counties
have suffered $100,000 loss or more on farm property in a single
storm. Hail is equally hazardous in a limited territory. Many
believe such business should be conducted by companies covering a
whole State or a group of States. :

To-day we have the casualty insurance needs caused by the auto-
mobile and its use, and the compensation claims of injured workmen.
These may entail misfortune more disastrous to the farmer and town
home owner than the burning of his home or the blowing away of
his barns. To care for such needs we have, through our State associ-
ations or otherwise, organized automobile mutuals and compensation
}n%llx;ls. So these to-day are an important part of the farm mutual
amily. .

Business methods have changed. Under pressure of mortgages
many farm mutuals are Keeping some ready cash on hand. 0
United States Department of Agriculture has taught that sound
business methods require more uniform assessments and at regular
intervals, rather than different rates according to each particular
loss as in years gone by, when an assessment was made after each loss
and just for an amount to cover that loss. To-day every farm mutual
wants a bit of reserve or safety fund. It is required of their auto-
mobile and compensation companies, and in some States of the fire,
wind, and hail mutuals.

hree years ago many county mutuals had a considerable safety
fund that to-day are thousands of dollars behind, can borrow no more
money at bank, and are hard pressed by their bank for money alreadﬁ
loaned. Many members are dr_oipmg out, unable to pay their sma;
assessments or premiums. With suck conditions, the exemption
should be broadened and made sure rather than restricted and filled
with uncertainty.
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To-day as never before the Federal land bank is insisting on farm
mutuals having ready money for losses. Heavy fluctuations in losses
from year to year offer opportunity in lighter years to accumulate
and carry over funds for use in heavier years. This applies in fire as
well as wind and hail although the fluctuations are more drastio in
wind an({l hdl.d'gl? ought to be encouraged now us never before th
prepare for-a r ] -

companies were organized and are operated to prevent mis-

fortune if possible. Then when misfortune does come, it is shared

in a proportionate wu{ by the group. Any tax imposed is & tax on
_misfortune, a tax for the privilege of sharing that misfortune.

Oongress has appropriated hundreds of million dollars to encour-
age cooperation. Our companies have never asked for a single dollar
except & foew have sought loans of the intermediate credit- banks, and
were refused. Any tax on any of our companies is a discouragement
to mutual cooperation and will dishearten as nothing else can do,
Hundreds of our secretaries have a dread of income «tax
reports. - They feel helpless when it comes to considering such & re-
port and such a tax, ‘ ' \ O

They appreciate the attitude of Congress in years past in broadens
ing their exemption, and of the Treasury Department in approving
it. They can not believe to-day you will adopt a wording other than
a complete and certain exemption., o ' -

Senator CosTigaN. What is the language that you want taken out
on page 637 Have you that page before you?

Mr. Coorer. No; I do not have that. _

The CrairMaN. He wants the House provision.

Senator CostiaaN. It is paragraph 11 in italics, and you want the
pumgng)h 11 just above it which has a line run throuyh it.

Mr. Coorer. We would really like this: Amend section 103, sub-
section (11), page 63, lines 10 to 15, to read:

(11) Mutual insurance companies, including interinsurers and reciprocal
ung?::vritem, but not including mutual life or mutual marine insurance com-
panies.

And then stop there.

. Seq:tor CosTioanN. Then he does not want paragraph 11 as we
ave it. ‘

Senator Couzens. You are only speaking for the farmers’ mutuals?

Mr. Coorer. Yes; that is what I am talking about. But in that
connection I ask the question: What is a farmers’ mutual? In many
States the law for years has permitted them to insure dwellings and
properties of that kind, and the farmer’s needs have increased so
many, many times that he must to-day have compensation insurance,
automobile insurance, liability insurance, and our farm mutuals have
been trying to take care of that need. So it has come to the point
\ghqre it is hard to say where a farm mutual quits and the other

egins,

wenty-five years ago there were no trucks and tractors and auto-
mobiles on the farm. To-day every farmer has a truck and a tractor
and an automobile, and the effort of these mutval companies is to
carry that business at cost. They want to prevent loss, and because
of that prevention idea theﬁy have adog)ted certain rules and regula-
tions as to these matters. But when a fire occurs, each member shares
his common part of the loss.
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T hiave here the figures of one of the county mutuals of Senator
Smoot’s State, the only one in his. State, and over & long period of
yeays they have an average annual cost of $1.68 per $1,000 of insur-
ance, against a cost in the caseol oom;;ietinni companiesof 88 pcr $1,000.

' Now, as I say, the business needs have increased, the requirements
have increased. Under the interpretations of the Treasury Depart-
ment a good many times they have said we were not farm mutuals
becsuse we have a little mone?' on hand. And the Federal land bank

ays: We don’t want your policies unless you have money. And the
easury Department says: If you have money you are not a farm
mutual and we will tax you. - ‘ 4

And so it is we fesl the exemption should be so broad that an
poasible uncertainty would be remaved. Many of the farm mutuals
sre scared to death about the possibility of bein%t.axed, and many of
them have not the money to come down and fight their own battles,
And as I understand the situation they are taken as a unit, and each
cyg: must stand on its own bottom. v

nator Groran. You do not pay dividends? f .
. Mr. Coorer. No, sir. There are so many ways in which they
operate that it would require quite a long statement to make a
differentiation, ) ‘ T

The CuamrmaN. In what way do you pay Government taxes?

Mr. Coorer. We are not paying a tax now, but as I said a minute
Qﬁ?’ you passed a retroactive amendment some years aﬁo that
relieved us of the taxes that had been piled up. And then the
Treasury Department said when we were not purely local mutuals
_ they would tax us. :

he CuamrMan. Do you think you would be taxed under the
Senate amondment? : ‘

Mr. Coorer. I think so. ,

" The CrairMaN. What companies would not be taxed under that?

Mr. Coorer. I think the only 00111331137 that would be exempt
under that would be the one that paid out more than it takes in,
that confines its business to not more than a county.

The CuairmMaN. You would not pay any tax if you had no profits,
certuinl‘g? | ‘

Mr. CoorEr. But we are not required to maintain free insurance
reserves or anything of the kind. For instance, Mr. Gross here col-
lects over a 3-year period, or he makes his assessment, but he doesn’t
pay it nearly all out, and grobably would have $600,000 left over, on
which he would be taxed. Then the next ycar that $600,000 is
caught again. Our own company collected $135,000 more last year
than we paid out. )
~ The Cuairman. What did you do with it?

Mr. CoorEi. Eiﬁht thousand five hundred checks were issued be-
fore the 1st of April in payment of windstorm losses that occurred.

The Crarryman. Well, suppose you have $10,000 by way of profits
this year. ‘ ‘

Mr. Coorer. It is not a profit. ,

The CralrMaN. What do you do with that money?

Senator WarsoN. Yes; if you take in more than you pay out,
explain that.

Mr. Coorer. It may all be eaten up hefore the first week of
January is gone.
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was paid out? o ‘ o
Vir. Coorgr, All right. ‘ , , L
The Cuanman. Is that $10,000 cnrrifd on to the next yesr and in
the way you operate that amount left is imposed upon each farmey
for his insurance? . o N o
Mr. Coorgr. That is available the next year for payment of losses,
]'I‘ge (gmn‘mm. Do you use any of that by way of increase of
salaries . o : ‘ S
Mr. Coopur. Oh, no. ,
Senator Watson. Well, at least you have a certain amount of cash
in bank, haven’ Jou?
lMtx 00PER. Very fow
-1 ﬂ § . ) N
Sergator Warson. You have so much cash in bank to-morrow, we
&mh'ﬁy’ and it may be more or less, but you are taking care of losses
t . -

The Cramman. Say you have 810,000 as of last year more than

of theso fellows get wlfqt yp‘liu,,.Wdul‘d pall a

Mr. Cooper, Yos, sir. And I want to say innsmuch as the, matter
of salarios has been i:rought, up that many of these secrotaries get a8
low as 875 a year. ‘ . o

" Senator WatsoN. You do not distribute dividends?

Mr. Coopen. No, sir. ' L ;

Senator WarsoN. You do not pay on any interest on money?

Mr. Cooeer. The excess that you may collect this geuwwell,,we
try to strike an averago 1 will say first. The United States Depart-
ment of Agriculture suggested that we find an average, and that on
light years we collect that average so that we will say this year it
would not be heavy. Woe do not want to have to bounce way up one
year, but I might say in regard to that that hundreds of them are
jumping up. ' . ‘ ‘ ‘

Senator Georae. Sometimes the losses are light and sometimes
they are heavy? ‘ k :

Mr. Coorer, Yes, sir,

Senator Georar. And you can not absolutely foreknow what is
going to happen? : |

r. Coorer, No, sir. ,

Senator Georae. How are %our officers elected? ,

Mr. Coorer. By the policyholders. .

Senator GEoRGE. And - the salaries of officers are fised by the
directors? . Lo

Mr. Coorer. They are fived by the policyholders. |

The Cuammman. What is your salary?

Mr. Coorer. My salary "as assistant secretary of the Indiana
Mutual Fire Insurance Co. is $1,200 a year. Laughter.]

The CratrMaN. Are the presidents of the mutual insurance
companies paid salaries? ‘

r. Coorer. Some are and some are not. It depends upon the
size of the company. ,

Senator Watson. Well, Mr. Cooper, what do you do with all that
salary? [Laughter] ,

Senator GEorce. That is not much of a problem to you, is it?

Mr. Cooper. Hardly. The biggest salary that I know of in the
case of any of these companies is $12,000 a year, and I will say that
that company saves to the farmers of that State more than $1,000,000
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ia y{ear. And they have a good many millions of dollars of insurance
n force.

Senatar Couzens. I should like to draw the committee’s attention
to a communioation addressed to Representative Hawley, chairman
of the Joint Committee on Internal Revenue Taxation, dated Decem-
ber 27, 1020, wherein this matter is gone into at considerable length,
and from this report it is quite clear it was not the intention to tax
these companies such as the witness is talking about. It was rather
the large companies that have carried large surpluses. I wondered
iﬂhids witness has any objection to the large mutual companies being

axed.

Mr. Coorer. Well, I will say that if there are any that really ought
to be taxed, all right. But I do not think "Kﬁ‘u ought to penalize 2,200
o atiohs that are saving the Keople ons of dollars in order to
get maybe a dozen or two dozen that you think ougm to be caught.

The OnarrMan, Can you suggest any language
 Mr. Coorer. No; I am sorry I can not. I feel this way, folks,
about the matter— ‘
" The CuairmaN (interposing). I want you to know that it has al-
ways been the intention of this committes, and no doubt is to-day
{mdto tax farmers insurance companies thn.t are just mutual an
00 L]

Mr. Cooren. I know that, Senator Smoot, and we appreciate it,

Ut
4 'li‘zxe CHAIRMAN (interposing). And we have never attempted to
o it.
- Mr. Coorer. I know that that is true. But, Senator Smoot,
Zou know it is the interpretation that comes after a law is passed that
as plts%ued us to death, the uncertainty of the thing. We may think
we are free, and then the first thing we know, and as Senator Watson
knows, I am down here and I say to him: Here is the interpretation
on this law. What are we ﬁin to do about it? ,

Senator Warson, Well, Mr. Cooper, do you think thoy are taxed
under this?

* Mr. Coorer. It does not bother me so much, but——

Senator Watson (interposing). You are not taxed under this
provision, are you?

Mr. Coorer. Well, Senator Watson——

Senator WaTson (interposing). What about that, Mr. Bartholow?
" Mr, BarraorLow. Under prior laws we had a reconsideration of
about 85 per cent of the income where they were not exempted.

Mr. Cooprr. Here is Mr. Gross, and here are a lot of others, and
if they do not make an assessment this year and if they had $50 of
interest income they were not exempted.

Senator WarsoN. Do you say those are not taxed?

Mr. Coorer. But when this bill is enacted into law I am afraid
they will say we are. _

Senator Warson. But the same experts of the Treasury Depart-
ment will have to pass upon it. .

Mr. Coorer. I know, and I am sorry to have to say it, but we have
been up against this thing for 20 years, )

Senator GEorGE. And you do not want to trust to any mistakes?

Mr. Coorer. No, sir.
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Senator WarsoN. But the man we have to pass upon it says you
are not tqxed. What more can you ask? I do not know of any
stronger language than that.

Mr. Coorer. Personally, I feel like George A. Christensen, secre-
tary of the only mutual in Senator Smoot's State, George said
" u'liy, I love my country. I would do nothing to hurt it. I will
pay gladly any tax Co s may impose upon me, But let us do
everything in our power that our members shall not be taxed for the

rivilege of sharing each others misfortune, nor have that misfortune
creased by a Federal tax.”

O tl%men, you may tax my automobile, gasoline, luxuries, and
wia no 0 s '

Senator Warson. Well, we are going to do that.

Mr. Coorer. You may raise the rate on my income to any figure
your judgment may dictate. I shall pay it ., But, Senators,
won't you onoour? the dishe ? Won't you make
sure that his mutual insurance company may operate, whether fire
hail, wind, livestock, automobile compensation, or liafoﬂity, without
the fear of a tax or an income-~tax report?

m“l‘h& CrataMaN. There is no difference between us as I see the
uation. :

Mr. Coorur. Senator, please give us a wording that will protect us.

The CHATRMAN. Well, these men sitting here are the men who are
go% to decide it.

. Coorxr. Well, we just want to be protected.

The CuaiamaN. These are the men who are going to decide as to
whether the tax shall be imposed, and they ::alf there is no tax., I
want to say this, that all these amendments will be made publio and
will be printed and you can have a copy of them. T¥f there is any
tax imposed upon the companies you are interested in, simply take the
report of this hearing before whoever may take the matter up.

ator Barxrey. Mr. Chairman, isn’t it possible for us to write
langusie 80 clear that no one would have to look up the proceedings
of our hearing? .
The Cruairman. I say if such a thing should happen. What word-
ing would you t by way of a committve amendment?

. CoorEr. I suggested that we follow the House wording, or
use this wording I %rﬁ‘sented that is a clear-cut exemption. g

The CuAirMAN. Mr. Beaman, why wouldn’t that cover the situa-
tion, the House provision? )

r. Beaman. It exempts companies other than the ones he is
talking about. It exempts all mutual insurance companies.

The CuamrmaN. And that, of course, you do not want. .

Mr. Coorer. T will say that I am more interested in the exemption
of the 2,260 mutuals I am re nting here.

The OnairMaN. Officials of the Treasury Department say you are
in that class of companies which would be exempt under the wording
of the Senate amendment.

. Coorpr. Well, they refused to give our Farmers Mutual
Liability Co. an exemption. . .

The CHAIRMAN. Well, that of course was not under this provision.

Mr. Coorer. It was under another provision which was broader.’

Senator Couvzens, I think, Mr. Chairman, we can take this report
which was made to the Joint Committee on Internal Revenue Taxa-
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tion, and draft language covering that miatter as contadined in ‘the
report. 'The réport Is very clear as to what is intended to be covered
by the act as we have drafted it. It seems to me we would be rather
stuﬁid if we could not flx it so that these companies the witness is
talking about would not be exempted. -~ -~~~
The CuairmaN. There is no question but what this committee
intends to do that, I take ft. - ‘ Lo .
Benator Courens, Let us fo over it and make it shorter.
The Ctiarnman, Is that all? ' o
Mr. Cooper. I thank you. S
Senator LaFovrerre. Mr. Chairman, there are other witnesses
present who wish to be heard. ‘ B
The Crairman. ‘Who will you have next? -+ =~ - a
Mr. Gross. Mr. Chairman, | want to rmmt ‘Mr. Herman L.
Ekern, who J am stire can expluin some of the legel phases of the
situation nnd will answer any questions. I want to sam,fter listening
to the questions you have beeu asking that I do not believe there is
any such thing 4s a immaly farm mutual eompany; or a purely farm
mutual because their bnsiness is so much nm;)wovm with town
business, (hat while it may bée 50 construed by this committes, the
various departmerts might get different views and give different
constructions. For instance, if & farm muytual is doing 90 per cent
farm business but writes 5 oF 10 per ¢ent town property business, it
certainly could not be classed as a purely farm mutual. There is no
such thing as a local farm mutual because the most of them do busi-
ness over the boundary line of one county into the county cont(ifuoun
thoreto, and then they are district mutuals. And then, in addition,
there are State mutuals of necessity. Q{cl‘o‘ne and hail companies
could not confine their business to one or two counties, They would
be annihilated following any biﬁ storm if they tried to do that. You
cgn see that it is necessary to have cyclone and hail business spread
over & larger-aren. 'This is also true in connection with farm mutual
writing fire insurance, or at least to a certain extent. Lo
The CuairmMaN. We will hear Mr. Ekern, :

oy

STATEMENT OF HERMAN L. EKERN, MADISON, WIS.

- Mr, Exean, Mr. Chairman and gentlemen of the committee, I
appear with the others here who represent National Association of
utual Insurance Companies, and also for the State Farm Mutual

Automobile and a number of other casualty companies, .
Right at the outset I will say that the Senate propossal would in

my judgment introduce such uncertsmn?' into the exemption of these
companies that it never would be settled. An attempt to confine the
exemption to farmers, to a county, a town, and local mutual has been
made before, and resulted in great controversy which had to be settled
by the courts in reference to the special provision in the revenue
act of 1924, ‘

Senator WarsoN. Why does a farmers’ mutual gotten up for the
~ purpose of insuring farmers want to write insurance in towns? That
18 where the contention comes in, isn't it?

Mr., Exern. They are practically compelled to doit. Any attempt
* at o distinction_between farmers’ mutuals and other mutuals has no
basis in fact. Property will burn whether it helongs to the farmer,
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or the homo owner in thié éity, or whether it belongs to, the big manu-
factureer. It does not make wi& difference. And the operation of
the mutual com;mny is identicgl in any casé. , It is just merely &
matter of collecting enough money to pay expenses and losses.

Now, some companies, a8 Mr. Cooper stated, collect this money
after lossts are incurred and then pay it out. But it is the most
expensive way. It is the Yﬂst method {)f transacting the insurance
butinﬁnh botuade it resulta ih logses in wcﬁ] ections, and discouragement,
to po c;‘holders in a particular year when losses ate excessive.
‘Now, then, fatmers’ companies, quite a large fiumber of theu, all
of the 'arg‘er ones, thé mituhl txompn}ﬁes; enerally, have gone over
to the basis of collecting their pay for the insurance in advance.
Then you have it. l ‘ | |

Now, gentlemen of the conmittee, no company should be penalized
because 1t does that. And that is all that there is to this matter,
When they colloct in advance what do they do? They keep that
money in trust for the policyholder who J)ays it, and dips into it as
they need it for the payment of losses and expenses, and they try to
acm&mulute enough to be so held go that there will be an excess on
h}t:l@' pptin&et(any extraordinary lossds and expenses. That is all
there 1s to 1t. ‘ ’

hese companies necessarily, in order to be safe, must collect from

olicyholders mote than enough“ "There is not anybody who has the

judgment to determine in advanee éxactly how much is enough.
ow, what are they going to do with that? When they collect

more than enough, at the end of the yéar generally, or at other times,
they determine approximately what they can saie_ly return to the
polieyholders by way of the;none%v they have held in trust for them
and still continue their business safely. ~That is returned. . That is a
dividend to the policyholders resulting from the saving in the conduct
of the business, ‘ |

. Here is the fact about these companies, and if you will just permit
me to give the committee a little about the practical operation of
them I think it will be illuminating. We have been doing business
throughout the country, in addition to these farmers’ companies,
which, as stated by Mr. Cooper, insure farmers generally, and then
some homes in vi ages and towns and cities where farmers move,
and sometimes other properties, and we have thus furnished their
insurance at a saving of anywhore from one-third to one-half or two-
thirds the cost in the other corupanies. And we have the grain dealers
and the Iumber men that furnish insurance at a saving of 30 to 40
per cent, and sometimes a little more, of the cost in the regular com-
panies insuring at the regular rates. And then we have the hardware
dealers which furnish insurance, and have done it for years, at an
actnal saving of 50 per cent over that of stock-company rates to
their policyholders.  Then we have the great sprinkler mutuals,
factory mutual insurance companies in New England, the companies
that put into this country the best thing ever done for fire prevention,
the automatic sprinkler, and put it all over this country against the
opposition in the early days, or at least with little acquiescence, now
is my conception, from the companies that write the other kind of
insurance. '

Now, these companies save their policyholders and return to them
annualfy 96 per cent of the amount they deposit.

121068---32—~No, 32
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Now, it was necesssry for them to do that, because thereby the
practically wipe out fire losses with this automatio sprinkler, that
a fireman on the job 24 hours in the day.

The Crairman. Did I understand you to say that the regular fire
insurance companies obgected to the use of these automatio sprinklers?

Mr. Exeny. Well, at least they were not enthusisstio about them
in the early days. :

The Cuarnman. Well, I will say that they were in favor of them
in the early days so far as insurance in Provo, Utah, was concerned,
In the matter of the woolen mills out there they told me if T did
not put the automatio sprinkl.r in:my rate would be increased.

r. ExzrN. Was that & mutual insurance company?

The Cuatruan. No.

Mr. Exxrn. Well, they probably told you that if you did not put
them in your rate would be increased; yes. But this matter dates
way back to the seventies, when the automatio sprinkler was first
put in in New England.

Senator Couzuns. Are you pleading also for the big factory mutual
insurance companies?

Mr. Exgrn, Yes, sir; forall of them. I am not representing them
here specifically to-day, I mean the factory mutuals, but I have
acted for them, and I know their case very well, and I will say that
they are the people who have really done more for fire prevention,
f(:;ll; the safegua of property, in the United States than any
others.

The CHamnman. And I take it they have made a fair profit.

Mr. ExerN. They have not made a dollar of profit. And pardon
me, Senator Smoot, for m that answer so positive, but that is
the very point I wanted to make. None of these mutual companies
which would come under the description of mutual, make a dime
by way of profit. They take this money which belongs to their
foli_cyholdern and hold it in trust for them for this specific purpose.
i: is t:ue that they invest the money and that money earnssome

Senator Couzens. But they pay no taxes on that?

Mr. ExEsN. No, sir.

Senator Couzens. Sould they pay taxes?

- Mr. ExerN. No, sir.

Senator Couzuns. But every other investor should pay taxes.

" Mr. Exesn. I will say that the Government gets more taxes
because of these people insuring in these mutual companies thau it
gets out of all taxes on stock companies and all that the policyholders
in stock companies pay by reason of carrying that kind of insurance,
I think I can illustrate that and make it very clear to you: A stock
isurance company under your law of to-day, and under this bill,
pays a tax on its profits ascertained from its report made to the
insurance department. When a stock comp p?a a dividend to
its stockholders & stockholder pays no tax on that dividend, at least
pormal tax, so that there is one tax paid there.

Now, in the case of a mutual company-—and I will say that that
was discussed and threshed out in 1916 and 1918, and I sat all through
that matter and in connection with the subsequant enactments of law.
- Suppose {ou tried to tax mutual companies in the same way, and then

tried to follow that saving in the mutual companies, and followed it
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through to the policy holder, and sa, { he shall deduct that saving and
not pay a tax on it, the same as in acmofaotoo uompm'il

is who l¥ hnpractioable because the saving is combined wi tha
return of the excess deposit that is made in order to make the com-
pany safe. So that instead of attempting to tax & mutual comp

and such has been the law from the begmni , and it has been t. the
intention of the law because these co nva not ;tmid a dollar
of tax since 1914 as far as I know, except w d’ he promium
tax, which was a diﬂorent propomion at did not havo anything
to do with &oﬁu. far as profits are wnneme it has been
xacod;nized throughout by Congm that these companies are not

aking companies, and
subiect to tax.

And let me follow your &uuﬁon a little further, Senator Couzens.
When this money is return older. that money increases
by that much the taxable inoomo o that policyholder, and the
overnment because ths Eolioyholdar took the insurance in & mutual
company, gets a tax on that hich is &« much ator tax and
produces a greater revenue to the Government, es in the cnse
of thess factory mutuals, which are the only companies this committee
would consider tul:l'g and perhaps a very few of the lngw; of the
othar class of mutuals; and the Govommem ﬁ“ a much greater tax
from this money in the hands of tho policyholder than it gets or
could wossai &et from taxing the insurance company on any basis
comparable wi that levied on stock companies.
Senator Covzens, Why should we tax life insurance and not
prg;d)or\‘. insurance companies?
r. Kxprn. There is a clear distinotion. You gentlemen are
Brobably all familiar with the way these insurance companies do
Fire and casualty companies insure for a term of three or
five years at tho most. The money that is paid in by way of premium
is just to cover t.he risk that may come from a lom 'I‘hat is'all there
is to it. There no certaint.y at that pro 'Ee wrn, or that a
cwualf.y hap the term of insumme, fn fact, in
the great mass of ¢ am t oes not ocour. Now, in the case of life
insurance, that is written on the basis of collecting from the policy-
holder an amount of money which is in oxcesa of the amount re
to carry the loss, and it mutures the ufo for the full face of it at
age 96 in the case of an ordin })oay,or the case of an
endowment polioy it matures it mto the full face before that time. A
life-insurance policy is ax:ﬂinvestment trust, to enable the
insurance company to ha ve the difference between the amount acou-
mulated in that investment trust and the face of the policy. That is
all there is to it. And consequently it is entirely proper to tax life
insurance companies, whether stock or mutual, 8o as to get a tax on
those acoumulations, which are entirely sepambe snd distinet from
those in casualty or fire companies.
Senator Couzkns, Could you tell me what happened after 1918?
I believe you went back to 1914,
1t\illr ExEern. I started with this matter in 1916, but I am familiar
with it.
Senator Couzens, The record shows that in 1918 mutual com-
panies had, when we were talking about (l)uttmg an excess-profits tax
in the income tax law, $1,472,696. And in 1919 it was $1,800,640.

t they have no profits that are
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Then in 1023 it was 81..,000. And in 1021 it was $711,000, And

in 1922 it was $179,000. And now it has }xon«a down to nothing.
“Mr. Exern. Does this exclude refunds R

* Senator Couzens. These are the figures given hero.

Mr. Exern. They are not net figures? '

Senator Couzens, These are figures paid to the Government.

Mr. Exegrn. Large amounts of those were refunded.

Senator Couvzins, Is that your understanding, Mr. Parker?

Mr. Panker. As to some of them. ' o

Mr. Exenn. Large amounts of them were refunded. And others
were collected and retained because of some State interpretations of
those deducting provisions, that they did not spply in thoso cases to
casualty companies, As to tho casualty company deduction the ap-
glicntion was only applied later.  Casualty companies were intro-

uced into the exemption in 1924 at the Instince of these mutual
companies, and I think in the matter of deduction there was some
controversy over it for some time, during the years you ipesk of.
But the tax that was paid by those companies, that amounted to
nothing through the premium tax. o '

Senator Covzens. Well, I understand that the eity companies, tho
peopla that are ihsuring in the citios and with stock companles, they
are supposed to pay a tax. And as to the others that are insured in
the mutuals theg are hot supposed to pay a tax, {s that corroct?
| Mr. ExenN. No; that Is not ¢orrect.” A stock company pays an
income tax, o - |

Senator Couvzens, Yes. ,

Mr. Exern. On its not profits, not on its business. I mean if it
has any net profits. If its investments go down, or if it has excessive
lowses, it does not pay any tax. = C ‘

p Senator Wavsu of Massachusetts. The same ss any other corpora-
ion, : C ‘ A '

Mr. Exerk. You wott’ have any companies to pay any tax this

ear, I am sure. ' Now then, mutual companies do not pay any tax.
owever, the stockholder in a stock company who gets & dividend,
who gets a profit in a stock company when there is one, he pays no
tax on that dividend. But when the mutual com&any policy holder
gets his dividend, that increases by just that much his taxable income.

Senator Couzens. And if he has a loss it does not tax him at all.

Mr. ExerN. No; but if it swells up his income he does. But that
apslies to anybody. We can not assume that all manufacturers
and all large merchants and grain dealers and hardware dealers are
operating at a loss 'and w%]l pay no taxes. Or if that were true of'
them it would be true of all. |

Senator Couzens. We have heard that many of them are not going
to pay any income tax. = ‘

Mr. Exern. I am arguing the principle of the thing. -

Senator Warsu of Massachusetts. Is the payment which a
policyholder in & mutual company receives taxable in his income?

Mr. EgerN. Yes. o

Senator WaLsn of Massachusetts. Then what difference does it
make about his having his dividend back? He deducts what he pays
in, and then when the dividend comes to him it becomes a part of
the profits of the company or the individual and he then pays a tax:
upon 1t.

[ ¢
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Mr. Exegrn, Yes. o : )

Senator Wars of Massnchusetts. But the Government gets very
little blv«‘ that. ‘ " ' 1 )

Mr. Exern. The diffgrence is this: Lot us suppose that you have
o hardware denler who insures in a stock compani/. " He pays 8100
premium, or in order to make it & httle stronger lot us say $1,000.
he does not get hack a dollar of that money. ,

Senator WaLsn of Massachusetts. I understand the difference be-
tween a stock company and a mutual company. As I understand in
a mutual comeny a man who Ka 8 $1,000 premium has that as
deductible, and then if he gets back $800 he pays a tax on the $800.

Mr. Exern. In the case of a stock company he would deduct the
full $1,000, and consequently he would pay a tax gn 8800 leas than he
pays u tax on if he insures in a mutual company, and the. Government
gets the revenue. That revenue that the Government gets in the
cage of the stock company is a very small amount, because the truth
of it is that the net profits of the stock compapies are very small, and
the mutual companies by reason of their selection and economy of
operation are able to return a great desl more by way of savings,
incomparably grenter than the profits in the case of & stock company.
There is no question about that.

Senator Wavss of Massachusetts. I think you ave right, that in
tho end the Goyernment gets more out of a policy holder in a mutual
company than in a stock company., ’ '

r. KKeRrN. There is no question nhout that.
‘Senutor Covuzens. Well, I-think there is considerable question
ahout it. : ‘

Mr. Exern. There are no statistics to prove otherwise, and sta-
tistics on that point would be extremely difficult to figuse out.

Senator Covzrns. Therefore, it is all & guess, and one can take
either side he likes.

Mr. Exenn. No; 1 ang
because it is ahsolutely 4
policyholder. Therg'$§,
arising to guess AL
tax; how many g*
pay no taxes.
prior to 1929,
on these savig
stock compaif

Now, therk is
is this, that
the Nation 1§

e that it is o gucss,
‘ returned to the
j¢ only question
M the way of o

not only benef
tition they givig

Senator W )

Mr. Exern, 'K ¥ ios in the
United States, I b answer that
question, :

Mr. Coorer. Two tHo4 5 Hine. )
ST M “they take all kinds of
risks, or are they confined to factories and miils and industrial plants?



18 ’ REVENUR ACT OF 1088

. Mr, E=uax, Different kinds of comipanies mﬁgamll“ herally organised
to confine their insurance to par%icnlar?dnd- of business or particular
olasses of Huks. B | o .
mﬂ:ﬁiwf wiﬁfr‘bg:m Mmt:c‘limug_tu. And there are some mutuals

a oo%n ° oo to dwellings.

Mr. Exenn. Yes, eir; to dwellings In cities and in the smaller
towr.s. And then, of course, farm property outside of cities, and
ltil;oqa ugﬁa dgmpanit%u go into r:ities and towns and insure also dwel-

and perhaps other . S

gmm"%'uﬁ of M&“ﬁpfuzth. Have you a record of how many
stock companies there are? N o

Mr. Exern. 1 should say offhand there would be about 500 stock
companies now. But perhaps someone else present could answer
that more authoritatively. o

Mr. Gruan, There are 800, counting the French, German, and
Evﬁlith companies. ' o
- Mr. ExenN. The fact of the matter is, of course, that the great
mass of these insurance companies, or, I mean the great mass ol the
insurance business, is done in stock companies, quite naturally.

Senator WaLsa of Massachusetts. How much greater in percent-

?
mlavlr. Exerx. Oh, in volume of premuims it used to be about 85
per cent in stock companies and 15 per cent in mutuals, But in
actual amount of insurance in force—that is, in the w:i of property
covered, because of the predominance of these mutuals that insure
factories—about half of the property values are covered by the mutual
companies. Is that right approximately, Mr. Freeman?
r. Feexuan, I think that is too much.

Mr. Coorsr. More than half of the farm stuff is in mutuals.

Mr. Exenrn. It is a much larger amount of insurance in force than
the premiums would indicate because of the lower rates and also
because of the s .perior class of property which they generally insure.

Now, the reas r: that these companies are asking for this particular
kind of amendm:ut is this: In the first place, the deduction as I have
stated has been upplied so that, with comparatively few exceptions, it
has resulted in a payment of no tax by these companies, and my
recollection is that the factory mutual companies have never paid any
income tax, that this ] ¢lass of mutuals have never paid any
income tax. Also, generally that the farmers’ companies have never
paid an income tax.

Now, I am speaking of the net payment made by these companies.

e Treasury Department in a number of cases during certain periods
has attempted to collect a tax from these companies, and they have
been compelled to pay, and then they have filed claim for refund, I
belietve :nd nearly all cases the refunds have been allowed and repay-
ment made. ' '

Now, I have not access to the Treasury Department’s records and
I ean not tell how much is covered by that. But I was counsel for
some groups represented here for years, and I am very familiar with
their operations, and know that they did not pay any tax. '

Senator Cosriaan, Have you provided a form of amendment that
you recommend? ' ’

Mr. ExenN. Yes. The one that has been handed to the committee
reporter. | '
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Senator Wavsa of M’mwhtmm. Read it aguin e it 8 ulioﬂz
smmdment B
Mr. Exunn. Yes; ithy shoet. =
Senator 4mx of Mamis usetts. Pléiio mui it qdn '
Mr. Exern. What we sre Ei‘c posing is, to have you adopt ap
amendment Jlaca of eubsection 11, of mtion 108, pm 63, lines
10 to 15 to ré

ungwee ‘“‘éui not Tnoﬁ mutm HH%\::!“ mm eﬁ,ﬂfﬁ‘

In other words, this. would doolu? the uma kind of exemption for
moutusl insurance oompmiel as is nt law as to
mutual sayings banks or and lom ﬁmia ons or any other
of the strictly mutual o sations whioh are now exemp tmdov
the present law and always have been
@ reason we are ulnng for that kind of aendment is thu 'l‘ho
Government does not get any revenue out of this. There has been
in force all this time & deduot provision under which these com-
ani:sf are ) s twd to .amounts that they carry overin
or
Now, the, only oase, or cm, aud thm may be some -uch, bus
the only case where there would be a profit in these companies would
be @ case where the investment of a company produced money in
excess of ite losses and expenses. Thon cm are in the courts and

of course that is a different pro , when these com-
anies that are mutual miaay o handling funds in
st and using them for payment of expenses, obviously,

they don’t have any roﬂto use if ehoro is mx gain from interest
all that sort of tbm% Yhed to the p losses and the rest
i&;etﬁmed to the policyholders, and as I AVe atatod before, becomes
able L

Now, the proposal of the Seoals Bmauld instead of per-
mitting this exemption Jim S jpovn s farm,
mmm%y t%wn ;:umals S ‘

) nen

thousands of dollarsg
these companies
doliars and even 1

Senator Wavrey
bill take cave of.

. emial Health
3 of a health and

& Accident Co. v Plckering . .
accident compmy doing a State-WIE %5, and that was in the
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State of Illinols, the court held that thet company was not a lacal
ori:gizntion, and properly so. There is no doubt about that. And
they held furthermore that they were not entitled to an exemption
as & like organigation, not being a local pompany, Now, thess
?%atlity cowpanies were not mentioned in the exsmption olause at
&% time. o o b D
I want to make this absolutely clear because this history is im-
portant. 'These casualty companies were not mentioned. Conse-
quenily if health and cssualty eomymim we 3 e exempted it
must be because a like organization ol a purely local character. Now
then, the court very properly held it was not exempt. In discussin
this matter, however, the court took up the entire seotion d‘uug‘
language that indieated the court thought all mutual eom ‘and
other companies mentioned in the exempting section hed to be of a
purely local character. o R o
‘Senator Warsn of Massachusetts. Is the idea of profit completely
eliminated from all mutual:pompenies? - -~ -~ - -
- Mr. Exenn. It is. S R
‘Senator WaLsn of Massachusetts. Them why should farmers or
county or local mutuals be exempt and not all mutuel eompanies?
" Mr. Exenn. There is absolutely no reason. I think such- an
exemption would be unconstitutional or ought to be.” - v
Senator WaLsw of Massachuseits. You are sure’ that all mutuals
entirely eliminate the ides of profit? RN o '
- Mr. ExprN. We are sure of that. There is just one case that I
mentioned where there might be an excess of income over losses and
anses, and which were not appliedfor. -~ -~
The Crarrman. The House Committee language after the word
“farmers’’ ia: - A
or other mutual hall, cyclone, casualty, or fire insurancé companies or assoclations.

Mr. ExerN. That is the language of the 1926 act. And it was
repeated in 1928, N owﬁlat me finish this ;séatame t lto Jou; I mean
ul

!

about the Commercial Health & Accident:Co. v. Pickering., Imme-
dlatetli following that decision Tressury Regulation No. 69 was issued,
and that regulation said that no company would be held as exempt
unless it was of a purely local character. Now, that precipitated a
geat contest down here. These mutual companies all protested, and

e thing that Mr, Cooper was describing here happened. . - It put the
mutual companies to a great deal of expense and loss, and the Tm?wry
Department likewise to a great deal of expense. ‘)l’,hs result of that
was that in 1924, in the revision of the revenue act of that.yaar,
Congress took this matter into ite own hands and provided specifi-
cally that these mutual companies should all be exempted under the
1918 act and the 1921 act. And not only that but they provided
that the mutual companies should be refunded any taxes that they
had paid. So that we had a different construction by Congress of its
intention under these earlier acts. And consequently the following

year, in the regulations issued, the Trensury Department stated that.

companies are exempted regardless of whether or not. they are of a
purely local character. = o

We then came down to the 1926 act, which is the present aef.
Here is what we complain about in addition to that sort of conatruc-
tion: In the present act, which you adopted in 1926, provided that
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fartners, -eithier tmutual’ casaalty’ dr fArednsurance compinles, nnd
ouualty was inserted in 1921 uludul !micmi wluoh 1 M
held for the J)urpo o of payir}ﬁ
Unde t wo the éi? 133 ar&ﬁmﬂs ladu@d ite -
and'in atm it specifick thid I think we are entitl
to the benefit of, at*ti 522 of th r%g atlon 69 of August 28,'1926:
o i ]
that the s m’?:ﬁt\%i."fﬁnﬁ‘% B myt I’:“&a‘t%‘i ":?"‘f’&%"m&a{’%?m‘b"’o?’ﬁaia
for the purpbse of paying losses' e;qwnm
" 'The mviswns of this artiple &l#o ap ly eu nw‘im\u' .
This'is wht :pgened under latl m : Th i?*gbr 'I‘rmury
Depar ot grz¢ ed to exe p théw'i tuu hie facto
mutualy Wef Whengver any | ot these gr er muw
,apph “for an exa ptio a d bg ‘were not éxem;‘)
app then t ey were | ) exq;npbion right and left. tha
compan “ ”erihf bji t in th T Depart-
Then' there wag sortie o gc jon 8 reasvr ®
ment. '!&héy tried to Mold that the w Wf d "cama.lty ndyn o xlr)ttran

arme

‘what insurance men understaod b to mean, th it moaut only comi- .
rop

panies transacting insurance’ On roperty, , of course that om
not be justified on any basis, because t ewbr& cnsual » hasa
ferent mieaning, and  that include ‘iu ese different 5nds of i
afte, workinen’s compensation, Jj {)il .automobile and all of then
'l‘lky held that héslt and acci'dent. was pot a, 3&:& ty matter.
ow, in another. regpget thdy went on and tried to hold that a
company tha%held over money from ohe year to another was not o
be exempted because the money wab not used or held, or losses and
expenses, And as a conge “em;ﬁ e of the 'lim ‘of 1920 as I racall
it they biegan to recall those exeltiptions and gr ually récalled them,
and then msnst.ed that thoge companies whx or three years had been
maki ng eir returns ahd transaéting thelr business ‘on the theo
that they were exompt should make & return. Well, they maéy
returns, end in those returns they made the deductions anthorized
by thé other Eection, ‘and those deductions wers accepted by .the
ovem ent except in cases where t they felt the policyholder did ot
get a dollar of revenue. Now, if he got some revenue, or in the case
f some co ames that did not inderstand the law—and that is

wro fs morally ‘and ethically wrong. I think ev
;:gxpa)gar shou!d be treated alike whether ignorsnt or informed as
8 rights.

Now, that is the situution we face. ‘Under the circlimstances I
submit to you Senators that these %xgptmies are entntie to have this
law read so there will be no qﬁes about it. And it can be so
written. Itisa snmple matter I is exac ‘E whut you have done for
savmgs banks of New ngland a ew York. 'Itis exactly what y yop

ze dotée wfdr all building , an loaia posociations. throughout “the

8

Why, gent.lemen of the committee, these companies are ‘purely
trustees. That is all they are, They are managing this busmess
For themselves? N o, for the general good of the community.

I want to suy further thac there was some question asked here
about salaries. "I should nx ave a careful comparison made of
salaries in mutual companies ond in stock companids. = A
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... Benator WarsoN. You exempt here from taxation mutusl insurance
¢ OO s ) ' Co "
r. Exean. Yes, sir. , _ K

Senator Warson. Inoluding interinsurérs and reciprocal under-
~writers but do not include mutual life companies. Is there any
difference between a mutual life insurance comm; end one of your
mutual compavies? Are they o for profit

Mr. Exern. [ answered am Cousens on that but did not

uite nail it up. In the case of & mutual fire or casualty company

e money is collected purely for the payment of losses that may
hlﬁpen during the year or & lo term and there is no roney
collected to buy that &rgﬁeﬂy. o the case of life insurance there
_is enough money collected not alone to pay the death loss which ma
_ lmgpen during the gm-lod of the policy, but also to accumulate enoug|
to buy the face of that policy at whatever time may be specified, at age
06 in the case of ordinary life, or & shorter period in the case of endow-
ment, and that accumulation for that gurpose is an investment
trust held over a long period of time. It may be for a lifetime or
longer, because most insurance companies provide that the death
,ﬁyment may be made to benefliciaries throughout their lifetime.

at being the case whatever excess there is of interest, and that is
the question you are passing upon now, it is actually gone. Now,
it is practicable to tax that excess of interest in the life insurance
companies. It is the only practicable place to tax it. That arises
not because it is in life insurance companies, but because it is in the
investment-trust business. I am not enthuslastic about the idea of
the life insurance companies, but there is & margin there that
you won'’t get any tax on unless you get it in this way, which is an
antiro:{i justified thing from the matter of taxes on fire and casualty
companies. !
3 Se':mtor WaTsoN. Are these mutual companies organized for profit?
yieLl}cllr' Exn&xw. No. But life insurance company investment funds
aprofit. -
h Senat%r Grorae. That is just what I was tﬁyini to ask you.
'Mr. ExurN. In these mutual life companies there is a certuin
carryover in the service. ‘ .

- Senator WarsoN. What was that? o

Mr. ExerN. In case you dr:ip your policy you forfeit a certain

art of the reserve. You forfeit all of the accumulated surplus on
‘the Rolicy generally. ’

The Cramrman. Not always.

Mr, Exern. Yes; you do if you drop your policy and get extended
‘term infurance. That is nonparticipating and consequently you get
no s us, ' ,

Tg:pcmmwm. But if evoou reinstate it half way during the period
in which you are allowed to do it, then you get it back.

" Mr. ExerN, Yes. There is no doubt about that. But'the per-
centage of reinstatements is small. So that there is 8 material profit.
there to life insurance companies, which does not obtain in other forms
of insurance. There are a couple of grounds of distinction between
life and casuslty insurance, but I have taken much more of your
.time than I had intended. |

The CrAIrRMAN. We were glad to hear from you.

Mr, ExerN. Ishould be glad tq submit a memorandum if you wish.
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Senator La FouLerre. I am .informed the purgou in adopﬁnq
this language was to reach the companies which have an excess ¢
luwm; ig;:;sr and above losses and expensss. Are there many such
compa . : .

t. Exgrn. The only one I know positively about is one that ls
now in Iitiﬁaﬁon. That is the only coropany In the country I know
about. There may be two or thres others, I do not think I violate
auy oonfidence by disclosing it. It is the oldest mutual life insurance
company in the United States if not in the world, and was founded
by Benjamin Franklin. They are entitled to have this matter tested
out. We ought to leave them alone and we are not entering into that.

The CratrMaN, Thank you.

Mr. Exern. There is one other point. On that Senate amend-
ment to section 208, the Senate proposal is that there be subatituted
for the rresent deduction of premium deposits returned to their
policyholders and the amount of premium deposits retsinad for the
payment of losses, expenses, and reinsurance reserves, this language:

The amount of premium deposite returned to their polisyholders, and, unless
otherwise allowed, a reasonable net addition to reinsuranoe resorves. .

Now, if the members of the committee will turn to page 156 you
will note that on line 9 there is provided already a deduction of
“the net addition re(’uired by law to be made within the taxable
year to reserve funds.’ ‘, '

That ‘shm all the deduction that may be given by this language,
and in addition it probably would deprive these companies of deduc-
tions of reserve funds in the bill, because it would give to the Treasury
- Department the power to hold that thess net additions to reserve
funds were not reasonable even where the statute of the local State
suthorizes such deductions. ‘ :

Senator LA FoLLerre. I have been informed that was for the
purpose of taking care of companies where the State law did not set
up any requirement. | Co

~Mr. Exzrn. There is no need of such a provision if you leave the
House bill as it was. And I will say that we spent weeks and months
in 1916 in attempting to devise some other form of statement which
would protect these companies against a tax on trust funds that they
carry over purely for the &wmant of losses. And we were unable to
devise anything because these companies collect the money through
each day of the year. At the end of the year, on December 81, they
make their return on a cash basis, as they do tmgl carry-over, when
this deduction would be subject to a tax, when the ¢, obviously
is money that they hold in trust to pay losses during the next 8
months or 11 months of the year, and which should not be taxed.
A part of the money that they hold in trust is money held as reserves.
That is already deducted. A part of the money that they hold in
trust is money that they hold that has been accumulated as surplus
and that will operate as a refund. B

Now, if that surplus is to be taxed, and I am %uite familiar with the
argument that is made, if that surplus is to be taxed it will drive
these companies out of business, because the very ge of that
surplus that they hold over, partioularl{ in the case of theso New
England factory mutuals, is to meet & situation such as they met in
the Chelsea fire. And I am very sure if the Treasury Department
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had gone hack and mvumgawi what happened in’ the Chelsea fire
they never would tuwt‘ any discouragement of the carrying over
of these surpluses, lp dv o8 there I8 always att accounting for such
@ surplus to the pol oylwl ors, and the cyholders get the money
and pay their taxes. ' -

The OnAmmman. What is the hmn fbr the indrease of surplus
from 1014 of about 360,000,000 to 1027 when it was $182, 000,000
That is & 800 per cent lticréase in -urpluu

Mr. Exern. That is péHeeEly plain.’ |

The Cuareman. What s it?

Mr. Exurn. In 1014, as the Senator will recall, bhe country was
in the dumps. Then ’ha war broke out. Prices skyrocketed, and
all these mutual companies wrote enormous amounts of business on
the inoreased values and collected enormously increased amounts,
Let me show you what that surplus reprosents.

Senator WavLsa of Massachusetts. And you of course had to pay
inoreased amounts in case of loss.

Mr. Exern. Yes; but losses were favorable.

The CHAIRMAN. And losses were taken care of,

Mzr. ExurN. If you will 'germit me, 8s you know, the amount of
money involved in all kinds of businesses to-day is probably three
or four times what it was in 1914, It is materially above what it
was then. Here is what huPpenad These mutual companies insure
s manufacturer., They collect from him 81,000 premium. They
.CAITY that over at the end of the year. Under the Massachusetts
law, which is recognized in every State cf the Union, they put u
at the end of the year 8500 of reserve, but as s matter of 1act the
total loss, if they ran six months, wouli be $20 or $30 out of the
$1,000. "l‘he result of it is that that com any has 8470 which it
carries over at the end of the year in surplus. But on June 30th
that company pays to that policyholder back not only the 8500
reserve that 1t put up but 8460 more, making a total of $960, which
it carries as a trust fund, and on top of that pays the losses for the
next six months,

he CrarMAN. And with all of thom ou have about $285, 000 000.
XERN. Do you mean the sprinkler mutuals?

The CHAIRMAN. All that. are prov.\dod for in this bill.

r. Exgrn. That may be. I would not be surprised if it was more.

'L‘he CualrMax: That is udmitted in the statement. .

. Mr. Exenn. Yes, .

The Cmmum. On that 3285,000,000 how much tax do you pay

ann

N}'r éxmm 1 do not think any tax.. But that is )ust a personal
view. I do not knpow.
* The.CuarMAN, I am informed it is’ $60,000.

Mr. Exern. Well, I think it is $60,000 too much 'I‘here is no
doubt about that.

‘Senator Couvzens. Is that. 8285 000 000 piled up in bank somewhere
to be checked against, or do you mveﬁt it and make a proﬁt out of 1t?

Mr. Exern. Well, ‘the necessarily invest it.

Senator Couzens. Well, if you invest it and make a proﬁt. out of 1t
do t.hey pay & tax on that pro it, or ia that exempted, too? -
‘ . ERERN. - They pay notax. Thatisnota proﬁt to the insurance
company but belongs to the policyholder and goes back to him when
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ho gets his distributive, shara. 31};11 that is subject w tax. Whereas,

if it ware returned as g divid an ‘the, case pf 8 atock camp ny t ra

would bﬁ no m»rmrd tax. paid in any e‘mut. 1 am u{ ,
preaent aw. That is t nasum why 1 Q M‘a .o tax o hese .
mutua} companiea, nu thera gu txmt any, L e
-1 thank you gent amqlxs of the commjitee, .

The (ﬁ‘nunuw ‘Mr. Ekern, I should like to have a reprmnmhva {
of the Treasury Depanmem to mako a statement whila yau arg,’
present, fo 'l

‘Mr. Exery, 1 will remmh in tim room. i

STATEMENT OF H. P mmmw VIC ?l% KT ﬁﬂgﬁu‘l‘ﬂ)‘

" FACTORY MUTUAL VIRE msu

Mr. anmmu I should like, w say that the surplys c not
from excessive earnings, b due fro whzt ‘ﬁm u&onk mra% e 0‘2:’ to us

in the way of enhancement of vwiues [Laughter.) - 1, o

The uunum And {hat is
Freeman. Yes, sir. Ido not hka to admit this; this pmer 1
now h%d to the chairman shows it.

HAIRMAN., Well, that does not mquim any argumgpt to .

rove it.
P Mr. Freeman, When the Treasury I)epmment uw thoqq :g
figures in 1020 they thought we were pretty wealth: y ut webb
not those figures then we would be in the ioup w uy A reasopable
addition each year to ourpluﬁ is naoem.g to take care of
conflagrations as they come ong sure the arger indystrial
g}lmta of this country. Take for instance ylanu Jike the General
lectric Co., and we have $165,000,000 of insurance thure, and
probably in ‘one group of buildings $30 000,000. In order to meet
thac we have tp have a great deal more in t e way of assets than do
the farm mutuals. So that our figures do lock hig to the Treuury
Department and others who do not understand our metbods but
the S’a: are not out of lme with the size of the business we do

nator ALsH of Massachusetts, What is
o Freeman. The Amomwcg Factory Mvutuul Fue%uranca
ompames

The CuAtRMAN. 'S0 fax as the taxes are concerned that werepud
in t;l:f past they are not large. - Now, does anybody else wish to be

Mr. Gross. Ishould like to have Mr. A. B. Gruhn, of the American
Mutual Alliance, representing & number of compamea all over th
United States, to be heard.

STATEMENT OF A, V, u‘gtvan Rwamgnnua THE. mmm -

Mr. Gruan. I re resent the Amaman Mutual Alliance, gomj aed‘l

of compames :{g ed In every section of the country. And
resent als hearing a large group of farm companies.
I kqow that you oxpecl; me to cover only that w h has nat been
covered before, QAd am {:

I am extremely
the session that lt is ampossnble to present in the short space of t

t matter comes 50 ?a in ‘

w0y
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allowed a great mmy facts which you ought to know about a great
many companies, middle-olass companies, so to speak, which would

be crushed in between the favored few and the aristocrats of the busi.

ness, if it is your intention in ch the law to reach only a few
companies, and which would regult in grave injustice being done to &
great many companies, some of which are local in character. Man
of tlzm companies would pay unreasonable taxes under this amend-
ment.

The mutual fire and casualty business represents, from all state-
ments made to insurance defartmenu or in Best Reports, about 10
or 15 per cent of the total volume, although in numher of companies,
as has been stated, and we have 2,500.

Early in the hearing the question was raised why the Senate amend-
ment to section 103 of p ph 11 did not exempt farm companies
and I think I can show by the Treasury expert’s own words, which 1
take it are verbatim in the mJ)ort of the committee, that the amend-
ment is not intended to include all farm comsanieu. ‘

I think I can show to you, and I wish I had plenty of time to do it,
that the amendment to section 208, 0-8, imposes an unjust tax on a
great many companies, a tax way out of reason as compared with
compeﬁng companies operating on a profit basis,

I can show you where under the broad amendment of 1926, which
the Treasury Department says exempted all farmers’ mutual com-
gunias, that within the last two years or three years they have denied
the exemption to farmers’ mutual companies not very extensive in
their operation es to torritmx and have collected taxes from a few
companies. Claims for refun have been made and in connection with
one or two cases they are still pending and the moneys collected have.
not yet been returned. :

I have a number of instances here that I might cite. There is a
oomgany in Kansas, a strictly farmer's company, that was examined
by the agent and assessed $3,000 in taxes. And at the agent’s sugges-
tion they signed an agreement to pay the tax, and a claim for refund
of course is pen now and has been I think for a year or more.

I want to call the attontion of the committee to the fact that the
present deduction section, paragragh 208, section c-3, has been the
governmental golioy for 19 years; that it is substantially the wordin
of tpﬂlm 1918 and 1916 and 1918 and 1921 and 1924 and 1926 and 192
aots.

I wan? to show you that of the mutual fire companies in ‘Massa-
chusetts not one would be exempted under the Senate amendment, no
matter whether a comparatively small company or a comparatively
lmPo company.

would want to show you where companies in Wisconsin, Penn-

'sylvania, and other States, particularly local in their operation, would
be considered as class companies subject to & tax on the amountfof
premium income held over at the end of the year, at the rate of 14
per cent, even though that income might be used within the next
m to pay losses and expenses, the purposé for which it was set

A | o

’I‘h'q Cnamuan. Tsn't & fact that mutual life insurance . com-
paltlxie:s“ggw pay & tax merely on the interest, dividends, and rente
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Mr. Gronrn. I believe that is so. . -
The CratamaN. Wouldn't that be fair to the mutuals?
Mr. GruaN. I do not think so. The bill does not do that.

The Orammuan. I know that, but 1 am for your opinion
now, why should mutual life insurance companies be treated entirely
diﬂoml:.{v from these others? '

Mr. Gruoax. I think Mr. Ekern covered pmuilull{ the differehice .
between a mutual life company and other mutusls. I am ad ‘
myself to a of comp w are comparable to mutu
savinge banks and which in my opinion should be trated as they are
The Treasury Dernrtmant in 1024 considered the proposition of
the income of mutusl fire and casual oompanfu and made -
an attempt at that time to go through with plans. 'l‘hay heard
various interests on that question and came to conclusion that
if that were done there were many cases where companies would pay
& tax on investment income when they were operating at a loss, at /

least in some years. »
‘The CrarrMaN., Mutual life insurance companies pay a tax? :
Mr. Gruns. Their opportunities for o at & Joss are not a¢

all as great, or not at comiﬂarablo with the opportunities that fire
companies have of the posaibility of unusual and heavy losses, and of
operating at a loss d any one year. *
I can show you, Mr. Chairman, where the Tressury Department in
1928 said that the surplus held by certain companies for conflagration
and for reserves were way out of reason, whereas to-day those surpluses
must be restored if the companies are going to be permitted to
operate under the laws of some States. o
. Now, the class of companies doing business in Massachusetts and
Penmyivania and a good many of these States of which I speak, are
required under the laws of certain States, in order to be permitted to
do business there, to. maintain unearned premium reserves, to main. -
tain surplus accounts. And when those surplus accounts are below
a certain standard they must be restored. ‘ :
Now, I eaid I would prove to you that the exemption which waa
sruumod to be given to farmers’ companies under the Senate bill
oes not do that. And I am:fo to read from the committee report
with respect to section 108 (11): ) :

Snc. 103(11). Exemption of mutual hail, oyclone, casualty, or fire insurance

companies. . :
Tge rovisions of the exlstin! law if subject to the interpretation sometimes
contended for would result in the excraption of virtually all mutual property
insurance companies without regard to their character or manner of organisation
and operation, Thus it ia contended that the phrase ‘‘or other’ following
‘farmers’ *’ doos not restrict the exemption to those companies which are similar
to the type commonly known as farmers and that this phrase in fact embraces
praotic i' all mut %:operty insurance companies which are not farmers’ com«
anfes. It is also contended that the clause in the existing law requiring the
noome to be *‘used or held for the purpose of paying losses or expenses” is com«
plisd with by all mutual oomgn!u sinoe all such companies are at least in prin. -
ciple required to hold all of their income for the payment of losses (present or -
prospective) and of expenses. In order to state more clearly what your coms«
mittee belleves to be the true policy under the exemption of mutual in+
surance companies of this general class the bili confings the tmmptlon to com.
anies of the type commonly known as ‘“farmers’,” ‘“‘ocounty,” “town,” ox
‘local!’ mutuals, with the same limitation as in the existing law that the income . -
must be used or held for paylnﬁ losses or expenses.. The use of the words *‘farms: .
ere’,” “county,” etc., as modifying the word “mutuals’ {s not intended to de. -
seribe or denote different types of mutual insurance companies but rather ta
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Indlcate somie, If not all, of the designations emrloyadfiq the severgl Btate
statutes to denote the same vnoml type of mytual muugcc vompa!m. . Com-
panies of this ty{re are almost without gxception organide ;‘&2 r statutes which
restriot the serritorisl scope of thelr operations and alwo ¢ anser of orghn-

izgtion and operation so aa io preserve thelr tmgly_ mutusl charsoter '

That means without question that the Trehwat'y Department has
in mind exempting only farm companies of a'pyrel
When you have farm companies, many - of them operating on & biate-
wide basis or beyond the borders: of ofe State, and into seversl

States, that assess in.one ydar for ehough to take eare of their néeds

for three or four or five years, for ¢ tune'they will have what the

loeal chatueter. -

Treasury would consider excessive amownts, and ‘on- whio thgi‘y’ |

would under this bill have to pay s heavy tax. * -+ e

Now, I have a memordndum here' which mdicates thait the chajrs :
man of the committee desires & representative of the Treas De-
pmmant to have whatever time-is loft, and I want %0 respeot that
w . [ S " [ ‘ Tl P T

I want to point this out to you first, however: I' want to ‘take
Massachusette again as an example. We have a group of fire com-
panies, not factory mutusl companies, but general writing 'oom-
panies, - collecting premiums in advance and putting up unearned

premium and loss reserves and setting aside small accimulations to

sirplus for conflagrations, and they returned; 16 of them, over:
$40,000,000 to th “Jmlioyhuidem in the form of savings, s |

part of which has undoubtedly been taxed; many of the companies
are 100 years old, and a great many of them over 50 years old, and
which to-day have not a surplus account' of more than $200,000.
They operate in the New England territory, but would nevertheless'

be taxed even though the savings banks in-that Abprﬁt‘ory hold LU

pluses. which are not taxed. - - ' .

I am corry I have not the time to describe the conditions of & great
mass of these middleclass companies that would -be affected by any
amendment that you introduce in order to reach some of the )
companies. 1f this matter had been brought up early in the sedsion,
and. the Treasury Department had made its recommendations at
the time when all other recommendations were made, at the begin-

ning of the hearings before'ths Ways and Means Committes of the

House.of Representatives, we would have had seme opportunity,
the same opportunity as other interests, over this period of time, to
make clearer to Congress the situation affecting these various groups
of companies. - : ' R

1 appreciate the Senate committee gw% us this hearing, and, I
further appreciate that your time is limited. I am sorry thet we
can not eover the 88 I think it should be covered. And for
that reason, if for no other reasom, I think it would be o xl'mr,in
order to avoid injustice to a lar"ge group of companies which I rep-
resent, small companies many of. them, that the bill as it came from

the House, which is the present lJaw as far as exemptions are oon-

cerned since 1926, and the present law as far as
cerned since 1013, should be retained,” =
Mr. Exzry. How about our amendment? '

deductions are con-

Mr. GaueN. Of the smendment. I have no objection :to. the

amendment if it will clarity the exemption to all companies, and

with that I am perfectly in accord, -
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But in any event if tho Treasury feels differently about this matter,
at the next revision, why, then give ue the eame oppertunity and the
same length of time to consider all the various phases of what appar-
ently is & complex and little understood question as aﬂwtin§ & good
manly; companies, and in that way be sure that substantial justice
will be done to everyone. ‘
+ Now, I am hurrymIg along all 1 can, and am leaving the question

with the feeling that 1 have not reprosented my interests adequately

but I realize that you are pressed for time this morning, and that you

desire the representative of the Treasury Department to be heard.
The Cuaimnman. Did I understand you to say that the savings

banks of Massachusetts do not pay a tax?

m?dr. GrusN. The mutual savings banks are exempted under the

ill.

The C&!A!RMAN. 1 thought you said the savings banks were
crxompted. , o

Mr. GrunN. The mutual savings banks, mutual benefit associa~
tions, fraternal associations, and so forth, are exempt. I am not
saying that mutual savings banks should be taxed, but I am saying
that we are in the same category and should be treated in the same
manner, 1

I thank you, Mr, Chairman, and gentlemen of the committee.

The CHAIRMAN. Is that all?

Mr. Gross. We have with us Mr. Daniel B. Howell, of Kansas
City, representing a number of reciprocal underwriters. It you have
& moment, we should like you to hear him, K

Senator WarsoN.' Are they not all in the same class?

Mr. Gross. They are all under the same law.
mer. Howerv, They have some different problems arising under the

The CraiRMAN. We will hear Mr. Bartholow now, and hope we
- will have time to hear Mr. Howell before we close.

STATEMENT: OF B, H, BLRTHOLOW, SPECIAL ASSISTANT TO THE
SECRETARY OF THE TREASURY, WASHINGTON, D. C.

Mr. Barraorow. Mr. Chairman and gentlemen of the committee:
I want to call attention to the change in the language in this exemp-
}ioc% provision on page 63 of the bill to be known as the revenue act of
The main purpose of this amendment is to bring into the class of
taxable corporations those large factory mutuals and not to affect in
mﬁ menner the so-called farmers’ companies. :
ow, that might have been done by merely omitting the words
;;or oth:s” as it stands in the present law, so that the section would
ave read: . . "

Farmers' mutual hall, cyclone, casualty, or fire insurance companies—

And so forth. But it was felt if that language ulong were used
someone might contend that it was only companies made up of farmers
that were entitled to the exemption.

Senator MrToaLr. Why don’t we change the name of these factory
mutuals to farmers’ factory mutuals and then they would come

h

within the same category as farmers,
121066--82—No, 8——3
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Mr. BartHorow. Well, as I understand, the word ‘‘farmers’ is
used to denote a certain kind of insurance company, usually local in
character, although they do not have to be‘conﬁnmi to a town or a
county, but may oporate in contiguous counties. And under the most
of the State laws these small insurance companies are provided for
with certain restrictions, such as they can not do business in towns
exceeding a certain number of population, and so forth. But there-
is no area purposo at all in that, because one of these local companies
may go over county lines, and it would thereby lose its exemption.
These companies for the most part I am informed are organized under
special State statutes looking toward this particular type of company.

s long as & company is organized under one of these State statutes,
the extent to which it does business, so far as the matter of legality
is concerned, would be wholly immaterial,

As a matter of fact, the language in here when we say ‘‘formers’,”
“county,” town,” or ‘‘local,” was put in so that there could not be
any contention that it was restricted to companies made up solely
of farmers, )

In hunting for what language we should use I will say it was taken
out of Hagner’s Book on Property Insurance, in which he says:

The best examples of this type are the so-called local miuiualy, county, town,

ot farmers’ mutualr, of whlchyghere are fully 2,000 in the United States, with
a total insurance In foree of between five and six millions of dollurs.

Now, the very la e.ss? there is the language which we adopted in
merely trying to specify tho type of organization, because the language
sa¥a ‘“of the type commonly known as.”

n other werds, it does not have to bo an organization made up of
farmers or doing business in one town. It is the type of organization
which the statute specifies., A deal of thought was given to
this language, and this was the best lsnguaﬁr which the committee
could find in order to express the thought which was adopted by the
Finance Committee. .

_Senator WaLsa of Massachuretts, s it the thought of the Treasury
Department in writing this exemption, or is it based upon the theo,
that it desires to exempt mutuals or that it desires to exempt small
groups and farmers’ mutuals? )

Mr. Batrorow. Generally sgeakmg, the latter, because the
Treasury Department does not believe that just because a company
is a mutual compax.n{ it is entitled to the exerption any more than
in the case of u life-insurance company. It is true that certain
distinotions have been mentioned, but as far as taxability is concerned
the Treasury Department sees no reason why the life-insurance
company and the property of the insurance company that does a
great business-through a number of States and builds up very sub-
stantial reserves should be exempt solely because it is mutual. The
fact remains that even in these mutual companies if a exl»:)li«syholdm'
leaves the company does he have given to him his share of the
accumulated surplus? No. When he leaves the company that
surplus ﬁ“ on with the company, and it is for that reason that we
believe the company should be treated as a taxable entity and taxed

on those accumulations of surplus which it has,

- Benator WaLsx of Massachusetts. Isn’t the same thing true of the
small farmérs’ mutual company? When he leaves doésn’t his accumu-
lation remain? ‘
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Mr. BarTiorow. I understand from some of the statements made
here to-day that these companies do business without having any
specified reserves, or in the case of m~ny of these farmers’ companies
I do not believe that the amount involved is more than negligihle
While it is difficult to specify why one class should be exempt an
another taxable, the fact remains that the bill does not attempt to
po tax the small cooperative groups, which are ususally local in char-
acter but as to which there is no necessity in the law that they should
be confined locally.

Senator MeToaLr. Why do you exempt the small ones and yet
you want to get after the big ones?

Mr. BartHoLow, As I have stgted, it is very difficult to give any
substantial reason for the distinction, except that in tha case of the
small companies if returns were required there would be practically
no income and probably the cost of getting the returns would not
justify the revenues collected. )

Senator MuToALr. In these factory mutuals that you have in New
Engkl.and, that surplus goes back to the policyholders. It is not kept
in the company.

Mr. BarTHoLOW. It goes along with the compansr,lnnd as policy-

holders change the old policyholders drop out an

ose any claim
to that surplus,

Senator MercaLr. That aurplus is roturned every year, whatever

it amounts to. | )

Mr. BArTHOLOW. As much as is returned only is allowed under the
deduction section to be taken as a deduction by those companies.
In other words, the amounts of premiums which are actually returned
to policyholders are not taxed to the company. It is the amount
left in the company to accumulato as & surplus toward which this
tax is directed.

Senator WarsoN. What do you think of this amendment that is
propoecd?

Mr. Barrnorow. Well, thin amendment suggested here is an out
and out exemption to all mutual insurance companies other then
marino and life, and for no reason that I know of. Naturally this
would not be subject to any difficulties because it, exempts the whole
world. The only question is: Ara you a life or marine mutual, and
if so then you are entitled to the exemption.

Senator MmrcaLr. Might Mr. Freeman ask & question, Mr.
Chairman? :

The CuairMan. Yes, _

Mr. Freeman. In regerd to the surplus, I should like to explain
that where there is any in our company, and in my own office, and
it is about on e par with the o‘her companies, it is 97% per cent.
That is the total amount available that we can return to the mem-
bers, and we are paying 96 per cent. Surely it can not be argued
that the 1.6 cents we put aside to meet conflagrations is excessive.
The rest of the surylus comes from appreciation in security. At the
present time this fund we have been building up to take care of
conflagrations has been used to meet stock-market losses.

The Cuamman. You de not think we ought to legislate to meet
those losses, do you? o
. Mr. Freeman, No. Bui I do not want the committee to get the
impression that we are building up tremendous surpluses. Our sur-
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lus at the present time is based on the one and a half per cont of

e insurance in force. 1 can not see any difference between the
small company and the mutual. As long as the profits go to any.
body, I do not ses why we should not be exempt. . )

Senator Warsu of Massachusetts, Why not, instead of pioking ont
the farmers and local mutuals, consider making such demarcation us
between taxable and nontaxable mutuals, the companics that do a
cortain volume of business. '

Mr. Freeman, Well— A , :

Mr. Bartuoroy (interposing). That distinction is possible, but
mayhe Mr, Parker has given some thought to it. Maybo some line
could be arrived at more satisfactopily through that means., =

Mr. Parken. Before I answer the question let me say I thought
there was a distinotion between the small farmers’ mutual and these
larger factory mutuals. It is well known that the farmers’ mutual,
if this interest is acoumulated on the surplus, is distributed. That
is, if the con:fmny is 0 trustee for the beneficiaries of the trust, they
would save the tax on the interest. The farmers are not generally
taxpayers, because they do not make enough money. ién you
come to the factory mutuals, unless the large companies, they get
the benefit of every dollar of interest earned by the big companies.
You have a different t{pe of people in them,

I want to be sure I got your question, Sonator Walsh, before I
attempt to answer it.

Senator Wavrsu of Massachusetts. I can conseive of some of these
farmers and locsls doing & large volume 41 busni s, the same as the
mutuals that have been referred to throughout the country that take
care of and protect homesteads and factories. Why couldn’t you
make a difference like this, instead of exempting the farm local and
county mutuels, fix the volume of business as being the line of demar-
cation between nontaxable and taxable mutuals?

Mr. Parker. An arbitrary distinction? ‘ )

Senator WaLsn of Massachusetts. Exempt the small companies
and let all other companies pay the tax.

Senator WarsoN. Wouldn't that be unconsitutional? ,

Senator Warsx of Massachusetts. Well, we exempt small tax-
evayem.' We give certain exemptions to married men and single men.

e make exemptions all along the line differently. In the sales tax

rovision of the House bill they exempted those doing a volume of
usiness less than $20,000. :

Mr. Parker. For mu}y years we have exempted ‘all c:rporations
of 82,000, ard in case of insurance companies it is $25,000. That
‘vivoulci do it instead of this othéer way. Yes; I think that could be

one. . : .

Senator Warsh of Massachusetts. The distinction here seems to be
one of names. They are all mutual companies, but certain ones with
certain names are exempt and others are not. If your idea is to
exempt all amall companies let us put them out because of their small
business rather than because of their name. o ‘

Mr. Parxer. I think if you can have a specific exemption to apply
to all mutual companies, the big ones as well as the little ones, you
would 1g«atz rid of any constitutional objection. You would be giving
a specific exemption, so that that exemption would be more to the net
income of the small companies. |
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Senator WaTsoN., Aren’t there some very large farm mutuals?
Who can answer that question? :

Mr. ExxaN. There are sore of the largest automobile insurance
companies in the United States that are, farm mutuals, They are
not exclusively that, but perhs&s 95 per cent of thelr business is with
farmers, so you can not make that distinotion, b

Let me make this suggestion, and I am making it, I think, in the
interest of the Government saving some money: line you may
draw on this exempt class won't cut an re at all because all you
will do is to merely turn around and make the layger companies make
one and they make a deduction and pay no tax. Any just law that
you enaot will permit deductions, as under the old law. ‘

Mr. Parkbr. I can not agree to that. You are getting the same
deduction over and over again. - “ o

Mr. Exenn. If you will pardon me for « moment, and I do not want
to take the chairman’s tiwe. Here is the zmint on the question of
doublinﬁ deductions. I want to leave with the chairman a brief that
was filed with the Treasury Department, and it was approved by
the Treasury Department in L. O. 1050, which settles that question.

I merely want to say further that as long as you do not grant an
oxemption you require reports to be made, and it iraposes a very
great expense to the Treasury Department with no revenue. :

The CHairMAN. That ie the way with every tax.

Mr. Exgrn. It has been the case for 20 years. , )

Mr. BartioLow. One statement on the second section, 208, and
we havo talked about section 203. Under the amendment some com-
panies now exempt, the factory mutuals, would be taxable through
the provisions of section 208, and in determining their tax liability,
having gotten some of the companies into the taxable class it is neces-
sary to make somo amendment to this provision. I want to call
attention to subsection (¢), which says that these companies are
entitled to all deductions allowed by section 23. That means that
they can deduct all losses incurred and expenses paid. But the last
part of section 208 says in addition to allowing them to take deduc-
tions for losses incurred and expenses paid, that they are entitled to
an additional deduction for the amount of premium deposits retained
for payment of losses and a reasonable net addition to reinsurance
reserves,

Senator WarsoN. Where are you reading?

Mr. Bartiorow. The last sentence of section 208. In other words,
these companies would be allowed under this scheme to set aside
moneys to pay losses in future years and deduct it then, and then in
any year when they pay a loss ont of the yearly fund thay wauld
deduct it, and so the losses would be deducted twice. "

Evenifa company were determined to be taxable under this scheme
of taxation it would be almost impossible to get any company that
would be taxable because these same amounts would be allowed as
deductions when set aside, and secondly, when the losses were actuall
paid. This amendment therefore in section 208 is directed parti-
cularly to doing away with that double deduction.

Senator WaLsH of Massachusetts. If 1 understand the complaint
here it is that certain mutuals hecause of the name they bear are
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mm‘n a re;orenoa over other mutuals? Isn't that the net result of
§ section

Mr. Barruorow, It isnotonly the names they bear but the statute
under which they operate, and there are certain restriotion limits.
All these farmers’ compunfes, which does not apply to the big com-
panies, dmw business throughout a number of States,

Senator WaLsH of Massachusetts. Are we agreed upon that as
being true? Is that a fact? : :

r. Enxan, No.

Senator WavLsn of Massachusetts. You say that is in dispute.
What these people went is to be all treated alike. If you are going to
double the tax or triple tax them do it to all mutuals, small an
large, and then if you are going to give exemptions to any give it to
all, is that it? ‘

r. Exgrn. That is it exactly. <

Senator Mercarr. Wouldn't it under this law affect the big fac-
tory mutuals more than the stock companies because of the way they
kagg their surplus on hand?

r. Barraorow. There are certain points which Mr. Freeman
brought up in conference the other day which are well taken points
as far as the Treasury is concerned, and there would be no objection
to & certain amendment along the lines he suggested. In other words,
we recognize that there are some situations where this section 208,
nog p?cause of the amendment, however, would operate somewhat
unfairly.

Senator MrroaLr. How would l‘you remedy that?

Mr. Barraorow., Well, Mr. Freeman was going to give some
thousht to preparing an amendment to section 208 to which we
woul five consideration. He has not as yet submitted a draft so
far as 1 know. |

‘Senator Metoary. That is the point I wanted to bring out.

- Mr. EgerN. May we suggest that we had & conference on that
matter. When we reviewed what had happened we were wholly
* unable to find any way that would do this in a more fair way than
is done at the present time. 'The objection to an,¥ duplicate deduc-
tion is avoided by using the formula we have in this statement.

Senator WaLsua of Massachusetts. I think the Treasury Depart-
ment ought to be given an opportunity to read over this record and
think about it and come to us with additional suggestions. 1 think
they have been handicapped by some cases that have been put in
by the opponents of the present recommendation of the committee.

.Senator WatsoN (presiding). Does any other Government expert
want to be heard?

Senator Warsu of Massachusetts. I move that we adjourn,

Senator WaTsoN. Are you satisfied now, Mr. Gross? =~

Mr. Coorer. Our Farmers’ Mutual Lubxlitly of Indiana, in order
to take care of certain farm risks under the Indiana law, and it is
the same thing in some other States, has to be organized under a
different statute than the ordinary farm mutual, but if you determine
it according to the law it is all ngll-}t. L
. Mr. Gross. I understand Mr. Howell would like to say a word or

wo.

Senator Watson (presiding). All right.
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STATEMENT OF DANIEL B. HOWELL, KANSAS OITY, MO,

Mr. Howsrr, I appear for the reciprooal underwriters, blocked
with the mutual companies here not becausé they are the same in form
of o?miuﬁon. but because they do operate on what would be
celled the mutual plan. Now, there are s igvmd many differences.
One is that they are not incorporated. It is simply a cooperative

up. y .
ngenator'Wamu of Massachusetts. A voluntary organization?

Mr. HoweLr. A voluntary cooperative group, You will observe
that it would put the corporation tax upon individuals because the
saving is by the individual, if any, or the interest earning is by the
individual, if any, whereas there is np‘plied the corporation tax.

All that has been said by Gisneral Ekern and the other gentlemen
appearing hers for the mutuals is applicable to us, and likewise what
has been said with respect to the factory mutuals in the carry-over
of unreturned dividends is applicable to us. o

1 am only addrersing myself to particular matters. If you say
return savings without any consideration of those returned savings,
or return dividends, unless the dividends are uniforin or the savings
are uniform, you are going to have peaks and valleys in your deduc-
tions, and if you did that you will have times of deduction of lx‘)uruly
cooperative concerna far in excess of what you would tax a stock com-
pany organized for profit. - :

So that when we undortook to work out that plan last week for
these gontlemen, we found the greatest difficulty in it, and if Mr.
Bartholow attompts it he will find the greatest difficulty in under-
taking to reconcile a plan hero in this short time that we have that
will cover it, in these multifarious forms of cooperative insurance
plans that are organized and maintained solely for the purpose of
protecting the Yropérty of the policyholder and not for making profits,
and in which there can be no profit. And the small accretions in
surplus iu'éa returned under the reciprocal plan the very day the policy
is canceled.

It is the Treasury Department’s opinion that it is carried over and
if a man drops out that is held. But that is not true. The policy
expires the moment of the cancellation of the policy, so that there
would have to be a provision for a return of these savings, otherwise
you would tax us far in excess of stock companies,

Upon the whole my opinion is that the House plan should stand.
It has been intersreted. It is the old law, and if you open it up you
get into an unen squabble as to what the words you put in really
mean. And there will be litigation.

I might say this, tvo, that the amendment offered by General Ekern
is quite satisiactory to us. That is, either the House bill or the Ekern
amendment.

Senator WaL:,H of Massachusetts. Mr. Chairman, I think the
record ought to show before we close these hearings what the Treasury
Department expects to receive in the way of revenue from this Senate
amendment.

Senator Warson. Will Mr. Parker state that?
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Mr, Parker. I do not think the Treasury Department has made
an estimate. I mado o rough estimate on o little different ’plnu that
I was working on, whereas we are getting now about 60,000 I
understand, I figured it would run somewhere in the gg?hharhmd
of 81,000,060, somewhere between $000,000 and $1,000,000,

Senator Wavrst of Massachusetts. Under the terms of the Senate
amendment?

Mr. Panken, Yos.

Senator Warson. The committee now stands adjourned.




