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Taxation of Insurance Companies 
 

 
 

 

Introduction 

 

 This paper provides background information 

on the taxation of insurance companies in 

Wisconsin. While the main topic is the separate 

state premiums tax imposed on certain insurance 

companies, the imposition of the state corporate 

income and franchise tax is also discussed. 

 

 In order to put the taxation of insurance com-

panies in focus, information is provided on the 

characteristics of the insurance industry and the 

Wisconsin operations of some of the major com-

panies in different lines of insurance. The regula-

tory role of the Office of the Commissioner of 

Insurance (OCI) is also discussed briefly. Finally, 

a discussion of the rationale and issues of insur-

ance taxation is presented and the insurance tax 

provisions of other states are outlined. 

 

 

The Insurance Sector 

 

Characteristics of the Insurance Industry 

 

 Insurance may be defined as an economic 

system for reducing the uncertainty of financial 

loss by transferring the risk of loss to a corporate 

insurer for a price. Based upon the types of risks 

that are covered, the insurance industry can be 

divided into two principal segments:  (1) life and 

health insurance; and (2) property and casualty 

insurance. Each of these segments is discussed 

below. 

 

 The life and health insurance industry provides 

three principal types of coverage--life insurance, 

accident and health insurance, and annuities. 

 Life insurance provides protection against 

economic losses resulting from the death of an 

individual during a specific period of time. For 

example, under a pure "term" life insurance 

policy, the insured pays a premium which 

obligates the insurance company to pay a specific 

sum in the event of the insured's death during the 

term of the policy. Term insurance is the most 

straightforward type of life insurance policy in 

that the premium provides coverage only in the 

event of death during the policy's specified term.  

 

 Certain life insurance policies perform a bank-

like function in that policyholder premiums are 

invested by the insurer on behalf of the insured. 

Income from such investments is credited to the 

policyholder's account in determining the policy's 

"cash surrender value," which is the amount which 

the insured would receive if he or she cancels the 

policy. Under this type of policy (variable, 

universal, and whole life insurance are examples), 

a portion of the premium paid by the policyholder 

is used to provide coverage in the event of death 

and a portion is deposited in a savings-type 

account which earns investment income. The 

balance of this account determines the policy's 

cash surrender value at any given time. Certain 

life insurance agreements also permit the insured 

to borrow funds against the cash balance of the 

policy. Life insurance is primarily sold on an 

individual basis. However, group and industrial 

policies and specialized coverages, such as credit 

life insurance, are also available.  

 

 Accident and health insurance protects against 

the costs of hospital and medical care which may 

arise in the event of accident or sickness. Most 

accident and health insurance is sold through em-

ployee plans and other group policies. Although 

accident and health coverage is generally grouped 
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with life insurance, such policies are sold by prop-

erty and casualty insurers as well. 

 Annuities are often used to set aside income 

for retirement. Under an annuity agreement, the 

insurer receives  premium payments (or a single 

payment), which obligates it to provide specific 

periodic benefit payments at a later date. Annuities 

are often sold in conjunction with pension plans. 

 

 Property and casualty insurers protect individ-

uals and businesses against a wide range of risks 

including automobile liability and physical dam-

age, fire, medical malpractice, homeowners' prop-

erty damages and liability, worker's compensation, 

general liability, and other more specialized risks. 

Property and casualty insurers market their prod-

ucts through a system of independent agents, al-

though a significant portion of such coverage is 

sold directly by the underwriter. The insurance is 

usually purchased by individual consumers or 

businesses, rather than on a group basis. 
 

 Insurance companies can also be categorized 

based upon the organizational structure of the 

firm. In general, insurers are organized either as 

stock corporations or mutual companies. For a 

stock corporation, the insurance company is 

owned by stockholders to whom the firm's profits 

accrue in the form of retained earnings or divi-

dends. In this form of ownership, policyholders of 

the insurer are customers and generally have no 

ownership interest in the firm. In contrast, under a 

mutual company, the policyholders actually ac-

quire an ownership interest in the insurer through-

out the duration of the policy. Profits are distribut-

ed to insureds through policyholder dividends.  
 

 In Wisconsin, most property and casualty in-

surers are organized as stock companies and these 

companies account for a majority of the industry's 

business. The situation is similar in the life insur-

ance industry, with a majority of stock companies 

writing the majority of insurance. According to 

2011 data, there were  857 property and casualty 

insurers organized as stock corporations operating 

in Wisconsin with direct premiums of $5,048.0 

million; of these firms, 80 were domestic compa-

nies. In comparison, 97 mutual property and casu-

alty insurers had Wisconsin premiums of $3,339.9 

million in 2011. Thirty-three of these insurers 

were domestic companies. (Domestic insurers are 

those companies that are organized under Wiscon-

sin law; foreign insurers are companies organized 

under the laws of another state.) 

 

 In the life and health insurance industry, 423 

stock corporations had Wisconsin written premi-

ums totaling $13,718.8 million. Of these compa-

nies, 27 were domiciled in Wisconsin. Mutual life 

and health insurance companies operating in Wis-

consin totaled 29 in 2011, of which three were 

Wisconsin-based firms. Total Wisconsin premi-

ums for mutual life insurers were $1,658.8 mil-

lion. A number of firms providing insurance in 

Wisconsin operate under structures other than the 

stock corporation or mutual company form of 

ownership. These include health maintenance or-

ganizations, fraternal benefit societies, and other 

insurers. A more detailed outline of the Wisconsin 

insurance industry is provided in the following 

section.  
 

Economic Data 
 

 During calendar year 2011 a total of 2,055 

insurance companies wrote Wisconsin premiums 

totaling approximately $31.1 billion. Of these 

companies, 384 were domiciled in Wisconsin, 

and 1,671 were domiciled in other states and in 

foreign countries. A breakdown of Wisconsin 

insurance premiums by line of insurance is pro-

vided in Table 1. 
 

 The largest share of premiums was in the ac-

cident and health line, which consists of group, 

individual, and credit accident and health insur-

ance. Of the $14,244.5 million accident and 

health premiums written, group policies totaled 

$10,278.2 million, with five of the 257 compa-

nies writing policies accounting for about 40.4% 

of the market. The company with the largest 
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market share was United Health Care Insurance 

Company, with an 11.3% share. The other com-

panies in the top five market shares included 

United Health Care of Wisconsin (8.1%), Dean 

Health Plan, Inc. (8.0%),  WEA Insurance Cor-

poration (7.5%), and Security Health Plan of 

Wisconsin (5.5%). United Health Care of Wis-

consin was the leader in the $3,946.3 million in-

dividual accident and health market with a 14.5% 

market share. In addition, $20 million of credit 

policies were issued in the accident and health 

sector. 
 

 The next largest market was $3,041.9 million 

of life insurance. The largest share of this sector 

was ordinary life, led by Northwestern Mutual 

which accounted for 18.5% of the total. Group, 

credit, and industrial life insurance make up the 

remainder of the market. The group and credit 

life sectors had premiums of $529.2 million and 

$12.8 million, respectively. Minnesota Life In-

surance led the group sector, accounting for a 

market share of 17.5%, while the next largest 

market share was Metropolitan Life Insurance 

Company (11.7%). The credit market was led by 

three firms which, together, accounted for almost 

50.3% of the total market. These companies were 

CUNA Mutual Insurance Company (22.8%), 

Central States Health and Life Company of 

Omaha (15.4%), and Minnesota Life Insurance 

Company (12%). Related to life insurance are 

annuity policies; $5,534.2 million in such premi-

ums were written in 2011 led by the Jackson Na-

tional Life Insurance Company with $450.3 mil-

lion, and PRUCO Life Insurance Company with 

$372.1 million. 
 

 Following life insurance was automobile in-

surance, with premiums of $2,874.7 million. Pri-

vate passenger car insurance accounted for 

$2,440.8 million, with the market leaders being 

American Family Mutual Insurance Company 

(19.9% market share), and State Farm Mutual 

Automobile Insurance Company (12.5% share). 

Commercial vehicle insurance accounted for the 

remaining $433.9 million; Acuity Mutual Insur-

ance had a 7.9% market share. 

 

 Other significant lines were workers' compen-

sation and multiple peril insurance, with written 

premiums totaling $1,667.6 million and $1,741.8 

Table 1:  2011 Wisconsin Insurance Premiums 

Data 

 
Line of Insurance  Wisconsin Premiums 

 

 Life* $3,041,904,949 

     Ordinary  $2,495,886,694 

     Group  529,158,107 

     Credit Life  12,817,476 

     Industrial  4,042,672 

 

    Annuities 5,534,230,252 
  

Accident and Health** 14,244,516,264 

     Group   10,278,164,569 

     Individual  3,946,309,356 

     Credit  20,042,339 
  

Automobile** 2,874,672,006 

     Private Passenger Cars  2,440,788,113 

     Commercial Vehicles  433,883,893 
  

Multiple Peril* 1,741,843,921 

     Homeowners  1,048,873,463 

     Commercial  560,448,390 

     Farmowners  132,522,068 
  

 Fire** 147,199,543 
  

 All Other Lines** 3,503,860,556 

     Workers' Compensation  1,667,616,771 

     Liability Other Than Auto  631,372,018 

     Medical Malpractice  81,424,162 

     Title  114,185,591 

     Surety  44,864,984 

     Mortgage Guarantee  85,160,928 

     Fidelity  19,773,519 

     Credit  21,588,283 

     All Other        837,874,300 

  

 Industry Total $31,088,227,491 

 
 

  *Includes direct premiums written, annuity, deposit, and other 

considerations, and policyholder dividends used for renewals 

and paid up additions. 

 **Premiums earned by companies, rather than premiums 

written. 

 

   Source:  Wisconsin Insurance Report, Business of 2011 
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million, respectively. The remaining premiums 

were accounted for by fire, other liability, medi-

cal malpractice, and all others. 

 

Regulation 

 

 In general, states regulate private insurance 

companies that do business in that state. In Wis-

consin, the Office of the Commissioner of Insur-

ance (OCI) has broad responsibility for oversight 

of the insurance industry. OCI monitors the fi-

nancial solvency of insurance companies, re-

views rates and policy documents submitted by 

insurers, issues licenses for companies and pro-

fessionals in the insurance industry, and conducts 

consumer protection activities such as investiga-

tion of complaints. In addition to these regulatory 

activities, the Bureau of Financial Analysis and 

Examinations collects premium taxes owed by 

insurers. 

 
 

Insurance Taxation in Wisconsin 

 

 Wisconsin's taxation of insurance companies 

is administered by two separate agencies. The 

Office of the Commissioner of Insurance admin-

isters and collects the premiums tax on certain 

domestic and most foreign insurance companies, 

as well as a gross investment income tax on cer-

tain domestic life insurers. The Department of 

Revenue (DOR) administers and collects the cor-

porate franchise tax on certain domestic insurers. 

(Prior to 1972, these companies were exempt 

from the franchise tax, but subject to the premi-

ums tax.)  A company that writes multiple lines 

of insurance is subject to the tax that applies to 

each line. In addition, certain types of companies 

are allowed a partial or complete exemption from 

state and local taxes. (A separate 2% tax on fire 

insurance premiums is also imposed; however, 

because this is operated as a separate program 

and used for local distribution, it is not discussed 

here.) 

 Table 2 outlines the tax provisions affecting 

different types of companies and lines of insur-

ance. As shown in Table 2, foreign insurers of 

most types are taxed differently than similar 

Wisconsin companies. As discussed later, such 

dual treatment of foreign and domestic insurers 

was brought into question by a 1985 United 

States Supreme Court decision (Metropolitan 

Life Insurance Company v. Ward). In response to 

this decision, several states modified their premi-

ums tax laws to provide equal treatment of do-

mestic and foreign insurers. 
 

Corporate Franchise Tax 

 

 The Wisconsin corporate franchise tax is im-

posed on most domestic nonlife insurance com-

panies and the nonlife insurance business of do-

mestic life insurers. The tax is imposed at a flat 

rate of 7.9% on taxable income. However, an in-

surer's franchise tax liability may not exceed the 

liability calculated under the 2% gross premiums 

tax. 

 

 When a corporation that is an insurance com-

pany determines its Wisconsin income, certain 

aspects of its tax liability are computed different-

ly than for other corporations. In addition to the 

state adjustments to federal income made by cor-

porations, there are further additions specific to 

insurance companies. Insurance companies must 

add the following to federal income: (1) loss car-

ryforward, including any capital loss carryfor-

ward previously deducted for Wisconsin purpos-

es, that was deducted in computing federal taxa-

ble income; (2) dividend income received during 

the tax year to the extent the dividends were de-

ducted from, or not included in, federal taxable 

income; and (3) any deduction for discounting 

unpaid losses (customer claims). Insurance com-

panies must also adjust net business losses to ex-

clude the dividends received deduction.  

 For some companies, the resulting total in-
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come must be apportioned: (1) the nonlife in-

come of life insurers is allocated based upon its 

proportionate share of the net gain from opera-

tions; and (2) multi-state firms apportion income 

to Wisconsin based on a single sales factor for-

mula (ratio of premiums in Wisconsin to total 

premiums). Multistate insurance companies that 

are members of a unitary combined group report 

their income on the group's combined return.  
 

Insurance Premiums Tax 
 

 This section describes the taxes administered 

by the Office of the Commissioner of Insurance. 

These taxes include premiums taxes imposed at 

varying rates on all foreign insurers and domestic 

mortgage guarantee insurers and a flat rate gross 

investment income tax imposed on life insurers. 

 The tax base (taxable premiums) for compa-

nies subject to the premiums tax is equal to gross 

Wisconsin premiums for direct insurance minus 

return premiums and cancellations and returns 

from savings and gains on all insurance other 

than reinsurance by the insurer during the previ-

ous year.  
 

 Foreign insurers writing the following lines of 

insurance are subject to the premiums tax rate 

shown:  fire, 2.375%; ocean marine, 0.5%; casu-

alty, including inland marine, accident and 

health, automobile, surety, title, 2%. Domestic 

nonlife insurers pay the corporate franchise tax 

not to exceed the liability calculated under the 

2% gross premiums tax. Mortgage guarantee in-

surers, whether foreign or domestic, are subject 

to a 2% premiums tax. 

Table 2:  Wisconsin Taxation of Insurance Companies 
 

Type of Insurance Type of Company Tax 
 
Life   Foreign (non-Wisconsin-based) 2% of gross premiums 
  Domestic (Wisconsin-based) 
    a. Total insurance of Lesser of 2% of gross premiums or 3.5% of a portion of gross 
       $750 million or less investment income 
   b. Total insurance more Greater of 2% of gross premiums or 3.5% of a portion 
       than $750 million of gross investment income 
   
Accident & Health Foreign 2% of gross premiums 
  Domestic Corporate franchise tax not to exceed 2% of gross premiums 
 
Mortgage Guarantee Foreign 2% of gross premiums 
  Domestic 2% of gross premiums 
 
Fire  Foreign  2.375% of gross premiums 
    Domestic Corporate franchise tax not to exceed 2% of gross premiums 
 
Ocean Marine Foreign 0.5% of gross premiums 
   Domestic Corporate franchise tax not to exceed 2% of gross premiums 
 

Other Property & Foreign 2% of gross premiums 
 Casualty Domestic Corporate franchise tax not to exceed 2% of gross premiums 
 

Annuity/Life All types of companies Exempt 
 

All types of insurance Town mutual Exempt 
 

All types of insurance Fraternal benefit society Exempt 
 

All types of insurance Nonprofit cooperative Exempt 
 

All types of insurance  Self-insurers Exempt 
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 Foreign life insurance companies are subject 

to a 2% premiums tax. Domestic life companies 

with over $750 million of insurance are subject to 

a 3.5% tax on a portion of gross investment in-

come or 2% of premiums, whichever is greater. 

Domestic life companies with $750 million or 

less of insurance in effect are subject to the 3.5% 

investment income tax or 2% premiums tax, 

whichever is less. The base for the life insurance 

investment income tax is total investment income 

from life insurance operations less a deduction 

for additions to reserves. Premiums and contracts 

for annuities are also excluded.  
 

 Taxable insurers are required to make 

quarterly reports and payments of estimated tax, 

as well as filing a return at the close of the year. 

 

 Wisconsin taxes insurance premiums by em-

ploying both "reciprocal" and "retaliatory" provi-

sions, intended to equalize the state tax treatment 

of insurers operating in more than one state. Most 

other states utilize retaliatory taxation but do not 

provide reciprocity. The reciprocal statute pro-

vides that foreign (non-Wisconsin) insurers doing 

business in the state shall pay no additional and 

no higher taxes, fees, or other charges than their 

home state imposes on similar Wisconsin insur-

ers operating there. This provision allows a for-

eign insurer to be taxed at rates lower than those 

specified in the Wisconsin statutes, if its home 

state imposes a lower tax. The limitations on the 

reciprocal statute are that it does not apply to al-

ien (non-U.S.) insurers; life insurance taxes may 

not be less than the Wisconsin statutory rates; 

and fire and ocean marine premiums may not be 

less than a minimum rate of 0.375%. 
 

 The retaliatory statute specifies that Wiscon-

sin may impose higher taxes than its statutory 

rate on a foreign insurer doing business in the 

state, to the extent that the insurer's home state 

imposes a tax on Wisconsin firms operating there 

that is higher than Wisconsin's statutory rate. The 

retaliatory provision is intended to apply broadly, 

including alien insurers; however, due to practi-

cal enforcement problems and preemption by 

U.S. treaties with other countries, alien insurers 

are generally taxed at Wisconsin's statutory rate. 

 

 Due to the interaction of the reciprocal and 

retaliatory provisions, few foreign insurers are 

taxed at Wisconsin's statutory rates; instead, they 

are generally taxed at the rates imposed by their 

home states. The issue of retaliatory taxation and 

reciprocity is discussed in greater detail later in 

this paper. 

 

 Table 3 shows insurance premiums tax collec-

tions as a percent of general fund taxes for fiscal 

years 2001-02 through 2011-12.   
 

Insurance Premiums Tax Credits 
 

 There are three credits that may be claimed by 

eligible insurance companies to offset premiums 

tax liabilities: (1) economic development tax 

credit; (2) early stage seed investment tax credit; 

and (3) health insurance risk-sharing plan 

(HIRSP) assessment credit.  

 

 Economic Development Tax Credit. An eco-

nomic development tax credit can be claimed for 

job creation, capital investment, employee train-

ing, or corporate headquarters location or reten-

tion projects. The Wisconsin Economic Devel-

opment Corporation (WEDC) certifies and veri-

Table 3:  Wisconsin Insurance Premiums Tax  

($ in Millions) 
   % % of General 

 Year Amount Change Fund Taxes 

 

2001-02 $96.1 7.9% 0.96% 

2002-03 114.9 19.6 1.13 

2003-04 123.6 7.6 1.15 

2004-05 129.8 5.0 1.14 

2005-06 134.7 3.7 1.12 

2006-07 141.4 5.0 1.12 

2007-08 156.6 10.8 1.20 

2008-09 136.3 -13.0 1.13 

2009-10 130.7 -4.1 1.08 

2010-11 140.0 7.1 1.08 

2011-12 148.1 5.8 1.10 
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fies tax credits. 

 

 Early Stage Seed Investment Tax Credit. The 

early stage seed investment tax credit is equal to 

25% of the claimant's investment paid in the tax 

year to a certified fund manager that the fund 

manager invests in a qualified new business ven-

ture (QNBV) certified by WEDC. The maximum 

aggregate amount of early stage seed investment 

tax credits that can be claimed for a tax year is 

$20.5 million, plus an additional $250,000 for tax 

credits claimed for investments in nanotechnolo-

gy businesses.  

 
 The aggregate amount of investment in any 

one QNBV that may qualify for an early stage 

seed investment tax credit is $8.0 million. In-

vestments in a QNBV must be maintained in the 

business by a certified fund manager for at least 

three years. 

 

 A person that makes an investment in a certi-

fied fund and who is eligible to claim an early 

stage seed investment tax credit may sell or oth-

erwise transfer the credit to another person to off-

set that person's tax liability.   

 

 WEDC is required to certify QNBVs and fund 

managers. In order to be certified as a QNBV, a 

business must meet a number of conditions 

regarding the level and types of investment and 

operations conducted in Wisconsin. Certain types 

of businesses, such as wholesale and retail trade 

and real estate development, are not eligible to be 

certified as QNBVs. 

 
 Health Insurance Risk-Sharing Plan (HIRSP) 

Assessment Tax Credit. An eligible insurance 

company may claim a credit against premiums 

tax liability equal to a percentage of the amount 

of HIRSP assessments paid by an insurer in the 

tax year. DOR, in consultation with OCI, is re-

quired to determine the credit percentage for each 

tax year so that the aggregate amount of income 

and franchise, and premiums tax credits for all 

claimants does not exceed $5.0 million in each 

fiscal year. The percentage equals $5.0 million 

divided by the total aggregate HIRSP assessment. 

OCI must notify each claimant assessed of the 

total HIRSP assessment at the same time it noti-

fies the claimant of its specific HIRSP assess-

ment. Unused tax credits can be carried forward 

up to 15 years to offset future premiums tax lia-

bilities. 

These tax credits are also available to insur-

ance companies and other types of businesses 

that pay taxes under the state corporate income 

and franchise tax and the state individual income 

tax.  More detailed information about these cred-

its can be found in the Legislative Fiscal Bureau 

informational paper entitled "Corporate Income 

and Franchise Tax." 

 

Exempt Insurers 
 

 Certain types of insurance companies are ex-

empt from some or all Wisconsin taxes. In addi-

tion, premiums from annuity contracts are ex-

empt for all companies (generally life insurers). 

 

 Fraternal or mutual benefit societies are ex-

empt from the premiums or gross investment in-

come tax on life premiums, premiums tax or 

franchise tax  on nonlife business, local property 

taxes (on up to ten acres of land), and sales taxes. 

These broad exemptions are granted to organiza-

tions that provide certain types of insurance, op-

erate under a lodge system and representative 

organizational government, and serve fraternal, 

charitable, or benevolent purposes. These organi-

zations are required to report to the Commission-

er annually on their fraternal and related activi-

ties. During 2011, 45 fraternal benefit societies 

offered insurance to members. 

 Fraternals represent a significant portion of 

the insurance industry in Wisconsin. In 2011, 

such insurers had Wisconsin premiums of $922.7 

million. The justification for the tax exemption 

for insurance written by fraternal benefit societies 
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is that such organizations provide benefits to 

their members and the public that otherwise 

would have to be funded from public sources.  
 

 Town mutual insurance companies are ex-

empt from franchise and sales taxes. These are 

nonprofit companies organized under Chapter 

612 of the statutes to provide insurance to mem-

bers in a limited geographic area. In 2011, 61 

such companies were registered in the state. 

Town mutual insurers were initially created as 

informal agreements among individuals living in 

rural areas because fire insurance was unavaila-

ble or too costly for local citizens. Eventually, 

such agreements evolved into formal insurance 

organizations.  

 

 Under federal law and under state law as well, 

insurance companies (other than life insurance 

companies) are generally exempt from the corpo-

rate income tax if their gross receipts for the tax 

year are $600,000, or less and the premiums re-

ceived exceed 50% of gross receipts. (For mutual 

insurance companies gross receipts cannot ex-

ceed $150,000 and premiums must exceed 35% 

of gross receipts.) If net premiums do not exceed 

$1.2 million, a company may elect to only have 

its taxable investment income taxed. (Life insur-

ance companies are subject to the state insurance 

premiums tax, but not the state corporate fran-

chise tax.) 

 

 School benefit insurers are exempt from fran-

chise, property, and sales taxes. These are mutual 

insurers organized under Chapter 616 of the stat-

utes solely to insure schools against pupil injury 

or death. No such companies are currently oper-

ating in Wisconsin. 

 Also exempt are insurance plans offered by 

the state or local governments and self-insurers 

(individuals or companies which establish an in-

surance fund or reserve account, rather than pur-

chasing an insurance policy). 

 As noted, annuity agreements are exempt 

from the premiums tax for all companies. A 

number of arguments have been cited as justifica-

tion for the tax exempt status of annuities. First, 

it has been suggested that taxing annuity con-

tracts would be equivalent to imposing a tax on 

deposits in savings accounts. Such a levy could 

result in inequities between nontaxed savings in-

stitutions, such as banks or savings and loan as-

sociations, and insurance companies. Further, it 

has been argued that a tax on annuity premiums 

would provide a disincentive for people to pro-

vide for their own retirement. Finally, because 

annuities are generally long-term, fixed-price 

contractual agreements, insurance companies 

would not be able to pass the burden of a newly-

imposed tax on annuities to their current custom-

ers. 

Rationale and Issues of Insurance Taxation 

 

 This section provides a discussion of various 

issues regarding the taxation of the insurance in-

dustry. The section begins with an outline of the 

financial aspects of the insurance industry and a 

brief history of insurance taxation. This is fol-

lowed by a discussion of specific issues, includ-

ing the advantages and disadvantages of the pre-

miums tax versus income-based taxes, retaliatory 

taxation and the Wisconsin reciprocal provision, 

and the issue of taxing foreign insurance compa-

nies differently than in-state insurers.  

 

Unique Aspects of the Insurance Industry 
 

 Because of the nature of the services provided 

by the insurance industry, certain difficulties 

arise in determining the net income of insurance 

companies. Insurance agreements generally obli-

gate the insurance company to pay some mone-

tary benefit in the event of some uncertain occur-

rence. For example, a life insurance policy may 

require the insurer to pay $100,000 to a policy-

holder's beneficiaries should the insured die dur-
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ing the term of the policy. Likewise, an automo-

bile liability insurance policy may provide for a 

certain maximum dollar amount to compensate 

other persons for medical expenses or physical 

damage in the event of an accident caused by the 

policyholder. To be able to meet such future ob-

ligations, insurers may have to use funds in addi-

tion to future premiums payments. Thus, a por-

tion of the insurer's assets must be allocated to 

reserves and invested to provide funds for the 

potential liabilities it may incur under its policies. 

Such future obligations are essentially liabilities 

of the firm (similar to accounts payable). Argua-

bly, additions to insurance company reserves rep-

resent expenses which should be deducted from 

net income for tax purposes. 
 

 For both life and health insurance and proper-

ty and casualty coverage, the timing of benefits is 

not known under any single policy. In addition, it 

is uncertain as to what rate of return will be gen-

erated by investments of the insurer. As a result, 

it is difficult to determine the amount of reserves 

necessary to provide adequate funds for future 

obligations. This difficulty is compounded for 

health and property and casualty insurance in that 

the amount of benefits is also generally unknown. 

For example, health insurance benefits will de-

pend upon the future health of the policyholder 

and the type and extent of medical care provided 

in the event of injury or illness. The amount of 

benefits paid under liability coverage often de-

pends on such unknown factors as jury decisions 

regarding culpability and damages. Conversely, 

the amount of benefits payable under a life insur-

ance policy is usually determined contractually. 

Because the determination of reserve require-

ments is generally difficult, it is also difficult to 

compute the net income of insurers while allow-

ing for needed reserves. 
 

 An additional complication is present in cash-

value life insurance policies because a portion of 

the premium and investment income received by 

the insurer accrues to the savings-like accounts of 

policyholders. It is argued that amounts which 

accrue to such accounts, and the investment in-

come earned on such funds, are comparable to 

the principal and interest earned on individual 

savings accounts and should not be taxed as in-

come of the insurance company. 

 

 Finally, the payment of policyholder divi-

dends by mutual insurance companies poses an 

additional problem in determining the net income 

of such insurers. If such payments are treated as a 

rebate of excessive premium charges, the divi-

dends arguably should be deductible in determin-

ing net income. If, on the other hand, policyhold-

er dividends are treated as a distribution of profits 

to the firm's owners, it can be argued that such 

transfers should be taxable. 

 
History of Insurance Company Taxation 

 

 The federal government has historically taxed 

the life insurance industry on the basis of income 

rather than premiums. Prior to 1959, the federal 

income tax base for such insurers was net in-

vestment income. A deduction was permitted for 

a portion of income deemed necessary to meet 

future obligations to policyholders. However, the 

amount of the deduction was based on a specified 

percentage of reserves or investment income, ra-

ther than on the particular experience of individ-

ual insurers. Thus, for certain insurance compa-

nies, the amount of the allowable deduction was 

too high while for others the deduction was lower 

than necessary to accurately reflect the compa-

ny's financial condition. A further concern was 

that only investment income was taxed. Under-

writing income and profits from other sources 

were not subject to taxation. 

 
 The Life Insurance Company Income Tax Act 

of 1959 attempted to rationalize the taxation of 

the life insurance industry. The act taxed life in-

surance company income from all sources (rather 

than just investment income) and based the de-

duction for reserve liabilities on the experience of 

the individual insurer, rather than on the general 



 

 

10 

experience of the industry. In addition, in order to 

treat stock corporations and mutual insurers equi-

tably, a limited deduction for policyholder divi-

dends was provided. However, as outlined below, 

a number of provisions of the 1959 law resulted 

in taxable income differing from economic in-

come: 
 

 1. While net investment income was fully 

taxable, income from other sources was taxed at 

50% or less. This created an incentive  for insur-

ers to artificially allocate income and expenses 

among investment and noninvestment sources. 
 

 2. For certain policies, deductions were 

based on a percentage of premiums, as under 

prior law, rather than on the actual experience of 

the insurer. 

 3. The amount of gross income treated as 

interest expense exceeded the amounts credited 

to policyholders to compensate them for the use 

of their money. 
 

 4. Estimates of the amount of reserves for 

tax purposes often were greater than the amounts 

required statutorily. Because  statutory reserve 

requirements are set with the objective of pre-

venting insurance company failures, state regula-

tors were primarily concerned with the under-

statement of reserves by insurers. However, the 

overstatement of reserves had the effect of reduc-

ing taxable income and eroding the tax base. 

 
 In addition to these problems, disputes and 

litigation arose over the classification of various 

expenditures as interest expenses. 

 

 The next major change in the federal taxation 

of life insurance companies was provided in the 

Tax Reform Act of 1984. This legislation sought 

to remedy the shortcomings of the 1959 law by 

taxing all income on the same basis (thus elimi-

nating the incentive to artificially allocate income 

and expenses) and basing the deductibility of ad-

ditions to reserve liabilities on Internal Revenue 

Service actuarial rules. In addition, modifications 

were made regarding the treatment of policy-

holder dividends. Further adjustments were made 

in the 1986 Tax Reform Act, including elimina-

tion of a special life insurance deduction enacted 

in 1984 and the treatment of loss carryforwards. 
 

 In contrast to the federal government, states 

have generally attempted to avoid the problem of 

determining net income for tax purposes by im-

posing premiums taxes rather than income-based 

taxes on insurance companies. The first premi-

ums tax was imposed by the state of New York in 

1836. This tax was initially imposed only on fire 

insurance agents representing foreign companies. 

In response to this tax, Massachusetts imposed a 

tax that was limited to insurance companies dom-

iciled in states that imposed a tax or fee on Mas-

sachusetts insurers doing business in that state. 

The Massachusetts tax was the first retaliatory 

tax enacted in the  United States. Subsequently, 

every state has imposed some form of premiums 

tax at some time and most states have enacted 

retaliatory provisions. In addition, several states 

(including Wisconsin) impose income or fran-

chise taxes on certain insurers. Current insurance 

tax provisions in other states are discussed in 

greater detail in a later section of this paper. 

 
Premiums Tax Versus Income-Based Taxes 

 

 As noted, the federal and state governments 

have differed in the tax treatment of insurance 

companies, with the  federal government impos-

ing income-based taxes and the states primarily 

utilizing premiums taxes. In a study of the taxa-

tion of the insurance industry, the Wisconsin De-

partment of Revenue identified a number of gen-

erally recognized policy and administrative ad-

vantages and disadvantages of the premiums tax 

as opposed to income-based taxes. The ad-

vantages and disadvantages noted by the De-

partment and by other sources are outlined be-

low. 
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 The premiums tax is generally acknowledged 

to have the following advantages: 
 

 1. The tax is relatively uncomplicated to 

compute, collect, and administer. Further, diffi-

culties in determining  insurance company net 

income are avoided. Also, due to its relative sim-

plicity, the premiums tax lends itself to a single 

audit which may be utilized by all states, and the 

tax more easily fits the concept of retaliation. 
 

 2. Because the tax is not dependent upon 

profitable operations in a given year and premi-

um volume tends to increase in an expanding 

economy, the tax provides a relatively stable 

source of revenue. 

 

 3. The stability of the tax lends itself to ac-

tuarial treatment which allows the tax to be 

passed on to policyholders relatively easily. 

 

 The following disadvantages have been 

attributed to the premiums tax:  

 1. The tax is unrelated to the insurer's 

profitability.  

 

 2. In the case of cash-value life insurance, 

the tax has been criticized as a being a levy on 

thrift because it is imposed on  the entire premi-

um, a portion of which represents savings of the 

policyholder. 

 

 3. Because the tax is generally passed 

through to the policyholder, it may impose a 

greater burden on persons least able to afford it, 

such as older insureds and high-risk policyhold-

ers paying higher premiums than standard risks 

might pay. 

 

 4. In relation to income, the tax may impose 

a greater burden on new or small insurers as op-

posed to larger, more established firms with 

greater reserves and, thus, proportionately greater 

investment income. 
 

 5. Unequal tax burdens may arise between 

holders of new versus old policies and between 

policyholders in low- and high-premiums tax 

states. Often, premiums on old policies cannot be 

increased to accommodate a premiums tax in-

crease. Thus, such increases must be passed on to 

new policyholders to the extent that they are not 

borne by the insurer. This problem is more likely 

to occur with life insurance than nonlife insur-

ance due to the long-term nature of life policies. 

In addition, if an insurer cannot vary premium 

rates from state to state, insureds in low-tax states 

may have to bear a portion of the tax imposed by 

a higher tax state. 
 

 The advantages of income-based insurance 

taxes are generally the opposite of the disad-

vantages of the premiums tax. Likewise,  the dis-

advantages of income taxes tend to mirror the 

advantages of premiums taxation. An income- 

based tax is generally considered to provide the 

following advantages: 

 

 1. Because it is based on profitability, the 

income tax is related to an insurer's ability to pay. 

 2. Use of an income tax provides that insur-

ance companies and other financial institutions 

are taxed in essentially the same manner. 

 

 3. Because the tax is not directly related to 

premiums paid, it may be less likely to impose 

unequal tax burdens on insureds. 

 4. To the extent that all revenue sources are 

included in the tax base, the income tax may be 

less likely to impose unequal burdens on new, 

small companies as opposed to older, larger in-

surers. 

 

 A number of disadvantages of imposing the 

income tax on insurance companies are outlined 

below: 

 

 1. The tax is more difficult than the premi-

ums tax to compute, administer, and audit. Fur-



 

 

12 

ther, problems in accurately calculating insurance 

company net income are present, and the tax fits 

less easily into the retaliatory concept. Account-

ing for income from certain types of long-term 

insurance agreements on an annual basis may 

produce distorted results. Finally, large compa-

nies are often late in filing income tax returns. 

Consequently, extensions of time to file are often 

requested. 

 2. Due to annual fluctuations in insurance 

company profitability, the tax base is less stable. 

Also, the tax does not readily lend itself to 

actuarial treatment due to its instability. 

 

 3. The overall tax burden may be less 

uniformly spread among policyholders because 

the tax liability will vary according to the 

insurer's profitability. 
 

Retaliatory Taxation and Reciprocity 
 

 The first retaliatory tax to be imposed in the 

United States was enacted by Massachusetts in 

response to New York's premiums tax on fire 

coverage sold by agents representing foreign in-

surers. Prior to the adoption of its retaliatory tax, 

Massachusetts had imposed no tax on insurance 

premiums. The adoption of the retaliatory tax 

provisions in other states soon followed and use 

of the tax has continued to the present time. Cur-

rently, 49 states utilize retaliatory provisions; on-

ly Hawaii does not. Under the retaliatory laws of 

most states, foreign insurers are taxed at the 

greater of the liability as calculated under that 

state's statutory provisions or as a similar foreign 

insurer would be taxed by the home state. As 

noted, Wisconsin insurance tax law also includes 

a reciprocity provision whereby a foreign insurer 

may pay lower taxes than statutorily imposed in 

Wisconsin, if the Wisconsin tax exceeds the taxes 

imposed by the insurer's state of domicile. (How-

ever, foreign insurance companies must pay a 

minimum amount which, for certain insurers, 

may be higher than that determined under reci-

procity provisions.) 

 The Massachusetts tax was intended to coun-

ter the New York state provision which gave 

preferential treatment to New York insurers over 

insurance companies which were domiciled in 

other states and did business in New York. How-

ever, as utilized today, retaliatory provisions may 

be imposed on insurers domiciled in states which 

treat foreign and domestic insurers identically. 

For example, West Virginia imposes a 3% tax on 

both foreign and domestic life insurance compa-

nies. Under Wisconsin's retaliatory law, however, 

a West Virginia insurer would be taxed at the rate 

of 3% (rather than Wisconsin's statutory rate of 

2%) on its Wisconsin premiums, despite the fact 

that the West Virginia provision does not dis-

criminate against foreign companies. Thus, the 

effect of retaliatory provisions is to induce other 

states to show the same consideration to insurers 

domiciled in the enacting state as is shown by the 

enacting state to insurers domiciled in such for-

eign states rather than to "punish" other states for 

discriminating against foreign insurers. 

 
 The nationwide system of retaliatory taxation 

discourages states from increasing taxes on for-

eign insurers due to the negative effect such an 

increase would have on domestic firms conduct-

ing business in other states. For example, an in-

crease in Wisconsin's premium tax rate for for-

eign life insurers from 2% to 4% could have two 

effects. First, depending upon the effect of reci-

procity and minimum tax provisions, foreign life 

insurance companies that are domiciled in states 

with tax rates of less than 4% would pay in-

creased taxes to Wisconsin on the business such 

insurers conduct in this state. Second, Wisconsin 

life insurers would pay increased taxes in those 

states which statutorily impose taxes lower than 

4% but utilize retaliatory provisions. In this in-

stance, Wisconsin life insurers may pay more in 

increased taxes to other states than Wisconsin 

would receive through the increased tax on non-

Wisconsin companies. It is argued that such an 

increase would place Wisconsin insurers at a 

competitive disadvantage in relation to insurers 
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domiciled in other states.  

 
 Wisconsin is the only state which includes 

reciprocal provisions in its insurance taxation 

statutes. Other states provide for lower taxes for 

foreign insurers in certain cases; however, the 

lower rates are generally contingent upon the in-

surance company maintaining certain invest-

ments in property or securities within the state. 

The principle behind such provisions is to en-

hance capital and employment opportunities 

within the state through such tax incentives.  

Dual Treatment of Domestic Versus Foreign 

Insurers 
 

 As described earlier, Wisconsin insurance tax 

law provides for dual treatment of domestic ver-

sus foreign insurance companies, with certain 

domestic firms paying a gross investment income 

or corporate franchise tax not to exceed 2% of 

gross premiums and non-Wisconsin insurers pay-

ing the gross premiums tax. Only in the mortgage 

guarantee line are domestic and foreign insurers 

taxed in the same manner (2% gross premiums 

tax).  

 
 A 1985 U.S. Supreme Court decision (Metro-

politan Life Insurance Company v. Ward) 

brought into question the legality of providing 

domestic preference in the state taxation of insur-

ance companies. Specifically, the court held that 

the State of Alabama's dual treatment of insurers 

was not rationally related to a legitimate state 

purpose. Lower courts had ruled that the dual 

treatment did not violate the equal protection 

clause of the U.S. Constitution because it was in 

the interest of the State of Alabama to promote 

the domestic insurance industry and encourage 

investment in Alabama assets and securities. The 

Supreme Court overturned the decisions of the 

lower courts and ruled that these purposes were 

not legitimate for the state to impose a discrimi-

natory premiums tax on foreign insurers. It 

should be noted that the state initially advanced a 

number of additional purposes in support of the 

domestic preference statute. However, because 

neither the Circuit Court nor the Court of Civil 

Appeals ruled on the legitimacy of these other 

purposes in previous decisions, the Supreme 

Court did not review whether these additional 

purposes were legitimate to justify the domestic 

preference provision of the tax. As a result, it was 

not resolved as to whether the state could contin-

ue to collect the discriminatory premiums tax; 

however, the constitutionality of the statute was 

brought into question.  

 
 In response to this ruling, a number of states 

modified their insurance tax statutes to ensure 

uniform treatment of foreign and domestic insur-

ers. For example, in 1987, Michigan modified its 

statutes to impose the single business tax on both 

domestic and foreign insurers. Previously, do-

mestic insurance companies paid the single busi-

ness tax, while out-of-state insurers paid a 2% 

gross premiums tax, subject to retaliatory provi-

sions. Michigan continues to impose a retaliatory 

tax on foreign companies.  

 It should be noted that, although the constitu-

tionality of the statutory dual treatment of domes-

tic versus foreign insurers by states has been 

questioned, the legality of retaliatory provisions 

has been affirmed by the Supreme Court (West-

ern and Southern v. California, 1981). 

 

 

Other States 

 
 The range of premiums tax rates and certain 

other insurance tax provisions in effect among 

the states in 2012 are shown in Tables 4 and 5. 

Table 4 presents this information for the life and 

health insurance industry including life insur-

ance, health and accident insurance, and annui-

ties. Table 5 provides similar data for the proper-

ty and casualty insurance industry. For both do-



 

 

14 

mestic and foreign insurers, this data points out 

different approaches adopted by the states in the 

taxation of insurance companies. In addition, the 

rates imposed on foreign insurers by other states 

suggest the extent to which the actual rates at 

which foreign insurance companies are taxed by 

Wisconsin differ from the statutory rates, due to 

the retaliatory and reciprocal provisions. 

 

 As shown in Table 4, 30 states, in general, 

impose the premiums tax on domestic and for-

eign life insurers at a rate of 2% or lower. Sixteen 

states may impose a higher premiums tax rate. 

The premiums tax in Louisiana, for life and 

nonlife insurers, is imposed with a rate scale, 

while insurance companies in Oregon pay an ex-

cise tax. 

 

 Domestic health and accident insurers are 

subject to the corporate franchise tax rather than 

the premiums tax in Wisconsin. However, the 

franchise tax liability of such insurance compa-

nies may not exceed 2% of gross premiums. 

Twenty-nine states impose a premiums tax at the 

rate of 2% or less, and 17 impose the tax at a 

higher rate on domestic insurers. As noted, Wis-

consin imposes the premiums tax on foreign 

health and accident companies, increasing the 

number of states levying a tax of 2% or less to 

30. Domestic sales of annuities are taxed in six 

states at rates ranging from 0.5% to 2.25%. Con-

sideration received from annuities, both by do-

mestic and foreign insurers, is exempt from the 

premiums tax in Wisconsin. 

 

 Wisconsin property and casualty insurers, 

other than mortgage guarantee insurers, pay the 

corporate franchise tax rather than the gross pre-

miums tax. Table 5 shows that most other states 

impose a premiums tax on domestic property and 

casualty insurers. Thirty states generally impose 

the tax at or below a 2% rate, while 17 impose a 

higher rate. Thirty-one states (including Wiscon-

sin) tax foreign property and casualty companies 

at or below the 2% rate. Wisconsin fire insurance 

companies pay a special 2% fire insurance tax in 

addition to the franchise tax. In other states, such 

insurers generally pay a state premiums tax and 

additional supplemental taxes.  
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Table 4:  Taxation of the Life and Health Insurance Industry in Other States (2012) 
 
  Premiums Tax Rates   
                  Domestic   Foreign   
  Health &   Health &   
State Life Accident Annuity Life    Accident Annuity     
       

Alabama (1) 0.5-2.3% 0.5-1.6% --- 0.5-2.3% 0.5-1.6% --- 
Alaska (2) 2.7-2.8 2.7-6 --- 2.7-2.8 2.7-6 --- 
Arizona  2 2 --- 2 2 --- 
Arkansas  2.5 2.5 --- 2.5 2.5 --- 
California  2.35 2.35 --- 2.35 2.35 --- 
       

Colorado (3) 1 1 --- 1-2 1-2 --- 
Connecticut (4) 1.75 1.75 --- 1.75 1.75 --- 
Delaware (5) 1.75 1.75 --- 1.75 1.75 --- 
Florida (6) 1.75 1.75 1 1.75 1.75 1 
Georgia (7) 0.5-2.25 0.5-2.25 0.5-2.25 0.5-2.25 0.5-2.25 0.5-2.25 
       

Hawaii  2.75 4.265 --- 2.75 4.265 --- 
Idaho  1.5 1.5 --- 1.5 1.5 --- 
Illinois (8) 0.5 0.4-0.5 --- 0.5 0.4-0.5 --- 
Indiana  1.3 1.3 --- 1.3 1.3 --- 
Iowa  1 --- --- 1 --- --- 
       

Kansas  2 2 --- 2 2 --- 
Kentucky (9) 1.5 2 --- 1.5 2 --- 
Louisiana (10)   Special Provisions   
Maine (11) 2 1-2.55 2 2 1-2.55 --- 
Maryland 2 2 --- 2 2 --- 
       

Massachusetts (12) Special Provisions 2 --- Special Provisions 2 --- 
Michigan  1.25 1.25 --- 1.25 1.25 --- 
Minnesota (13) 1-2 1-2 --- 1-2 1-2 --- 
Mississippi  3 3 --- 3 3 --- 
Missouri (14) 1-2 1-2 --- 1-2 1-2 --- 
       

Montana  2.75 2.75 --- 2.75 2.75 --- 
Nebraska (15) 1 0.5-1 --- 1 0.5-1 --- 
Nevada (16) 1.75-3.5 1.75-3.5 --- 1.75-3.5 1.75-3.5 --- 
New Hampshire  1.0 1.0 --- 1.0 1.0 --- 
New Jersey (17) 2.1 1.05-2.1 --- 2.1 1.05-2.1 --- 
       

New Mexico (18) 3.003 3.003 --- 3.003 3.003 --- 
New York (19) --- 1.75 --- --- 1.75 --- 
North Carolina (20) 1.9 1.0-1.9 --- 1.9 1.0-1.9 --- 
North Dakota 2 1.75 --- 2 1.75 --- 
Ohio (21) 1.4 1.0-1.4 --- 1.4 1.0-1.4 --- 
       

Oklahoma  2.25 2.25 --- 2.25 2.25 --- 
Oregon (22)   Special Provisions   
Pennsylvania  2 2 --- 2 2 --- 
Rhode Island  2 2 --- 2 2 --- 
South Carolina 0.75 1.25 --- 0.75 1.25 --- 
       

South Dakota (23) 2.5-3.3 2.5 1.25-1.33 2.5 2.5 1.25-1.33 
Tennessee (24) 1.75 2.5 --- 1.75 2.5 --- 
Texas  1.75 1.75 --- 1.75 1.75 --- 
Utah (25) 2.25-2.33 2.25 --- 2.25-2.33 2.25 --- 
Vermont 2 2 --- 2 2 --- 
       

Virginia (26) 1-2.25 0.75-2.25 --- 2.25 0.75-2.25 --- 
Washington  2 2 --- 2 2 --- 
West Virginia (27) 3 3 1 3 3 1 
WISCONSIN (28) 2 --- --- 2 2 --- 
Wyoming  0.75 0.75 1 0.75 0.75 1 
 
 

Notes appear on the following page. 
 
Source:  Commerce Clearing House, State Tax Guide, 2012 
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Notes for Table 4:
 

(1) Life insurance policies with a face amount of $5,000 or less 
are taxed at 0.5%; policies with a face amount of $5,000 to 
$25,000 are taxed at 1%. Health insurance premiums for an 
employer-sponsored plan with less than 50 participants are 
taxed at 0.5%.  

(2) Life insurance policies with policy year premiums in excess of 
$100,000 pay an additional 0.1%. Hospital and medical service 
corporations pay 6% of premiums less claims paid. Other 
health and accident insurers pay a 2.7% premiums tax. 
Independently procured insurance is taxed at 3.0%.  

(3) The 2% rate is for insurers that do not have a home or regional 
office in the state. 

(4) Hospital and medical service corporations pay 2%, health care 
centers pay 1.75%. 

(5) Special rates apply to company-owned and trust-owned life 
insurance policies and certain captive insurers. A special 
privilege tax is imposed on domestic, nonmutual insurers that 
write less than 50% of total premiums on property or persons 
residing in the state. An additional tax of 0.25% on gross 
premiums written is imposed on insurance business in the 
state.  

(6) Premiums on non-profit self-insurance funds, medical 
malpractice self-insurance funds, or assessable mutual insurers 
are subject to a 1.6% premiums tax. 

(7) Insurance companies with specified levels of investment in 
Georgia assets are eligible for a 0.5% or a 1.25% rate. 
Independently purchased coverages subject to 4% rate.  

(8) HMO's pay 0.4%. 
(9) A surcharge of 1.8% is imposed on nonlife insurers.  
(10) Rates differ by line of insurance and level of premiums. The 

tax on life, accident and health insurance ranges from a 
minimum payment of $140 to $140 plus $225 for each 
$10,000 in premiums over $7,000. 

(11) Long-term care and disability policies are taxed at either 1% or 
2.55%, depending upon the size of the insurance company.   

(12) Rates include a 2% general rate plus a surtax equal to 14% of 
the premiums tax liability. Life insurers pay 0.25% of net 
value of policies until tax equals or exceeds the premiums tax 
after which the tax is based on premiums. Domestic life 
insurers also pay an investment tax of 14% of net investment 
income, which phases out after five years of contributions. 

(13) Town and farmers mutual insurers pay 1%. Mutual property 
and casualty companies pay 1.0% or 1.26% depending upon 
assets. 

(14) Mutuals are taxed at the rate of 1% or 2%, depending on the 
level of premiums; other insurers pay 2%. HMOs, nonprofit 
health service corporations and community integrated service 
networks pay 1%. 

(15) The rate for group sickness and accident insurance is 0.5%. 
(16) Insurers with a regional or home office in Nevada receive a 

50% credit (effective rate 1.75%). 
(17) Group health and accident insurers pay 1.05% of premiums 

from policies on residents; all others pay 2.1%. 
(18) A 1% surtax is imposed on certain health insurance premiums. 
(19) Life insurance companies are subject to a separate insurance 

franchise (income) tax of 7.1%. Additional tax of 0.7% 
premiums.  

(20) Health maintenance organizations pay 1.0%. Other health and 
accident insurers pay a 1.9% premiums tax. 

(21) Certain health insurance premiums subject to 1.0% tax. 
(22) Insurers pay an excise tax instead of a premiums tax. Health 

insurers pay an additional 1% of premiums.  
(23) Life insurers pay 2.5% of first $100,000 of premiums and 

0.08% on remaining amounts, and 1.25% of first $500,000 in 
annuity contracts and 0.08% of remaining amounts. Life 
policies with face amount less than $7,000 subject to 1.25% 
rate. 

(24) HMOs pay 5.5%; other health insurers pay 2.5%.  
(25) Life insurers pay 2.25% on the first $100,000 of Utah variable 

life insurance premiums, and .08% on the remainder. 
(26) Domestic mutual companies pay 1%; other life insurers pay 

2.25%. Health and accident insurers pay from 0.75% to 
2.25%, depending on the type of insurance.  

(27) The basic rate is 2% plus an additional rate of 1%.  
(28) Domestic life insurers pay either the 2% premiums tax or a 

3.5% tax on a portion of investment income, depending the 
amount of insurance in force. Domestic accident and health 
insurers pay the corporate franchise tax not to exceed 2% of 
gross premiums. 

 

 
 
 

      Source:  Commerce Clearing House, State Tax Guide, 2012. 
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Table 5:  Taxation of the Property and Casualty Insurance Industry in Other States (2012) 
 
  Premiums Tax Rates*   
                 Domestic   Foreign  
State Rate Fire Rate Rate Fire Rate   
     

Alabama (1) 3.60% 3.60% 3.60% 3.60% 
Alaska (2) 2.7-2.8 2.7-2.8 2.7-2.8 2.7-2.8 
Arizona (3) 2 2.2 2 2.2 
Arkansas 2.5 2.5 2.5 2.5 
California  2.35 2.35 2.35 2.35 
     

Colorado (4) 1 1 1-2 1-2 
Connecticut  1.75 1.75 1.75 1.75 
Delaware (5) 1.75 1.75 1.75 1.75 
Florida (6) 1.75 2.75 1.75 2.75 
Georgia (7) 0.5-2.25 0.5-3.25 0.5-2.25 0.5-3.25 
     

Hawaii  4.265 4.265 4.265 4.265 
Idaho  1.5 1.5 1.5 1.5 
Illinois  0.5 0.5 0.5 0.5 
Indiana  1.3 1.8 1.3 1.8 
Iowa  1 1 1 1 
     

Kansas  2 2 2 2 
Kentucky (8) 2 2.75 2 2.75 
Louisiana  (9)   Special Provisions 
Maine  2 2 2 2 
Maryland  2 2 2 2 
     

Massachusetts (10) 2 2 2 2 
Michigan  1.25 1.25 1.25 1.25 
Minnesota (11) 1-2 1-2 1-2 1-2 
Mississippi  3 4 3 4 
Missouri (12) 1-2 1-2 1-2 1-2 
     

Montana  2.75 2.5 2.75 2.5 
Nebraska (13) 1 1.375-1.75 1 1.375-1.75 
Nevada (14) 1.75-3.5 1.75-3.5 1.75-3.5 1.75-3.5 
New Hampshire 1.0 1.0 1.0 1.0 
New Jersey  2.1 2.1 2.1 2.1 
     

New Mexico  3.003 3.003 3.003 3.003 
New York  2 2 2 2 
North Carolina  1.9 1.9 1.9 1.9 
North Dakota 1.75 1.75 1.75 1.75 
Ohio  1.4 2.15 1.4 2.15 
     

Oklahoma  2.25 2.56 2.25 2.56 
Oregon (15)   Special Provisions 
Pennsylvania  2 2 2 2 
Rhode Island  2 2 2 2 
South Carolina 1.25 2.35 1.25 2.35 
     

South Dakota 2.5 3 2.5 3 
Tennessee  2.5 3.25 2.5 3.25 
Texas  1.6 1.6 1.6 1.6 
Utah (16) 2.25-2.26 2.25 2.25-2.26 2.25 
Vermont 2 2 2 2 
     

Virginia  2.25 2.25 2.25 2.25 
Washington  2 2 2 2 
West Virginia (17) 3 3.05 3 3.05 
WISCONSIN (18)  --- --- 2 2.375 
Wyoming  0.75 0.75 0.75 0.75 
     
 

  *Excludes ocean marine insurers, which cover specialty items, and surplus lines brokers, which offer coverage for lines 
not otherwise available. Ocean marine insurers are generally taxed at lower rates while surplus lines brokers are subject to 
higher rates. Rates for fire insurance include state premiums tax and special taxes.  
   Notes appear on the following page. 
 
Source:  Commerce Clearing House, State Tax Guide, 2012. 
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Notes for Table 5: 

 

 
 

(1) Premiums for certain property and multiperil insurance are 
taxed at 1%. 

(2) Independently procured insurance taxed at 3.0%. Title 
insurance 1%. 

(3) An additional tax of 0.4312% is imposed on motor vehicle 
coverage. 

(4) The 2% rate is for companies that do not have a home or 
regional office in the state.  

(5) An additional tax of 0.25% is imposed on insurance businesses 
in the state. A special privilege tax is imposed on domestic 
nonmutual insurers that write less than 50% of total premiums 
on property or persons in the state.  

(6) Premiums on nonprofit self-insurance funds, medical 
malpractice self-insurance funds, or assessable mutual insurers 
are subject to a 1.6% premiums tax. There is a fire marshal 
assessment of 1% of gross premium from fire insurance. 

(7) Insurance companies with specified levels of investment in 
Georgia assets are eligible for a 0.5% or a 1.25% rate. 
Independently  procured coverages subject to a 4% rate.  

(8) A surcharge of 1.8% is imposed on non-life insurers. Rates 
differ by line of insurance and level of premiums.  

(9) The tax on property and casualty insurance ranges from a 
minimum payment of $185 to $185 plus $300 for each 
$10,000 of premiums over $6,000. Foreign and alien non-life 
insurers pay 2% of gross premiums on fire risks, and an 
additional 0.25% of premiums for insurance against fire 
damage or loss on Louisiana property.  

(10) General rate is 2%; in addition, a surtax equal to 14% of the 
premiums tax liability is imposed. 

(11) Town and farmers mutual insurance companies pay 1%. 
Mutual property and casualty companies pay 1.0% or 1.26% 
depending upon assets. Fire safety premiums are subject to a 
0.65% surcharge.  

(12) Mutuals are taxed at a rate of 1% or 2% depending on the level 
of premiums; other insurers pay 2%. 

(13) Domestic mutual fire insurers pay 1% premiums tax plus 
0.375% fire tax. All other fire insurers pay premiums tax plus 
0.75% fire marshal tax.  

(14) Insurers with a regional or home office in Nevada receive a 
50% credit (effective rate 1.75%). 

(15) Insurance companies pay a state excise tax instead of a 
premiums tax. Fire marshal tax of 1% of premiums. 

(16) Motor vehicle insurers pay an additional 0.01% of total 
premiums, other insurers pay 2.25%. 

(17) The basic rate is 2% plus an additional 1%. Fire insurance 
policies subject to .55% surcharge. Fire marshal tax of 0.5% 
for insurance companies other than life.  

(18) Domestic mortgage guarantee insurers pay the 2% premiums 
tax; other domestics pay the franchise tax not to exceed 2% of 
gross premiums. Foreign fire insurers pay basic premiums tax 
rate of 2.375% plus an additional tax of 2%. The 2% tax is also 
imposed on domestic fire insurers. 

 

 


