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Tax Commissioner, Boston, Jan. 2, 1917

To the Honorable Senate and House of Representatives, State House, Boston
Ha.

Gentlemen: In compliance with the provisions of chapter
269 of the General Acts of the year 1915 the Tax Commis-
sioner has the honor to present the part of his annual report
which requests recommendations for legislative action, accom-
panied by drafts of bills embodying the legislation recommended.

Respectfully yours,

WILLIAM D. T. TREFRY,

Cfcc Commontoealtfr of spassacljusetts.

Tax Commissioner
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1. The Taxation of Life Insurance Companies,

I call attention to the provisions of the statute imposing a
tax upon domestic and foreign life insurance companies. The
statute as amended is found in chapter 217 of the General Acts
of 1915, and provides as follows

A domestic or foreign company or association which is engaged by its
officers or by agents as defined in chapter five hundred and seventy-six of
the acts of the year nineteen hundred and seven and amendments thereof
and additions thereto, in the business of life insurance within this com-
monwealth shall annually pay an excise tax of one quarter of one per cent
upon the net value of all policies in force on the thirty-first day of Decem-
ber of the year preceding that in which the tax is payable, issued or as-
sumed by such company and held by residents of the commonwealth, as
determined by the tax commissioner upon the return required under the
provisions of tins section and such other evidence as he may obtain.

The person intended to be taxed by this section is “A do-
mestic or foreign company or association engaged in the busi-
ness of life insurance within this Commonwealth, as defined by
chapter 576 of the Acts of 1907.” This chapter defines such
companies to be

.rtnerships or individuals doing busi-
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tatives of policy and certificate holders
continuance or cessation of human

■anty, contract or pledge for the pay-
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It will be observed by this definition that the business of
life insurance companies not only includes an agreement or
contract involving the payment of money or other thing of
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value conditioned upon the continuance or cessation of human
life, but it also includes contracts involving an insurance guar-
anty, contract or pledge for the payment of endowments or
annuities.

The basis of this tax and the rate of taxation are set forth
in the statute above quoted as “one quarter of one per cent
upon the net value of all policies in force on the thirty-first
day of December, etc.”

The nature of a policy of insurance is defined in the insur-
ance laws as follows:

A contract of insurance is an agreement by which one party for a con-
siderationpromises to pay money or its equivalent or to do an act valuable
to the assured upon the destruction, loss or injury of something in which
the other party has an interest.

In view of this definition of a policy of insurance the question
arises whether or not contracts for annuities and- endowments,
which are also included in the business of life insurance com-
panies, are contracts of insurance.

With reference to this question the Supreme Judicial Court
said in Curtis v. New York Life Insurance Co., 217 Mass. 47,
that a pure endowment policy is not a contract of insurance
within the meaning of this definition. In that opinion, at page
50, it is definitely stated that an annuity contract in effect is
one providing for the payment of a series of pure endowments,
and that such contracts are not contracts of insurance within
the meaning of the definition just quoted.

Does this statute thus taxing life insurance companies on
policies of insurance exclude from the basis of taxation annui-
ties and endowments? In commenting upon this apparent
discrepancy in the statute the Attorney-General in an opinion
rendered by him said:

The question arises, therefore, as to whether the words “engaged ... in
the business of life insurance within this commonwealth,” as contained
in section 26 of the tax act, are to be interpreted narrowly as meaning-
engaged in the business of issuing contracts of life insurance, or whether
they are to be interpreted more broadly as meaning engaged in the busi-
ness of life insurance companies. If the first of these interpretations is
adopted life insurance companies are not taxable under section 26 of the
tax act upon the net value of annuity policies or contracts issued by them.
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If, on the other hand, the second of these interpretations is adopted, they
are so taxable.

There is little to be found in the remaining portions of section 26, or in
any other part of the tax act, which throws any light upon which of these
interpretations is to be adopted. However, in view of the fact that life in-
surance companies are to such a large extent engaged in the business of
issuing contracts for the payment of endowments and annuities, and in
view of the apparent purpose of the Genera! Court to impose a tax upon all
life insurance companies based upon the net value of all contracts issued
by them, it seems to me that the section in question should be given a
broad interpretation. It should not be interpreted in such a manner as
would enable these companies to engage in a substantial amount of busi-
ness of the character under discussion without the payment of any excise
tax on account thereof or for the privilege of engaging in such business.
On the whole, therefore, I am of opinion that the words “engaged ... in
the business of life insurance within this commonwealth,” as contained in
section 26 of the tax act, should be interpreted to mean engaged in the
business of life insurance companies, as defined by Acts of 1907, chapter
576, section 66,

In his administration of the law, the Tax Commissioner has
always followed the broader interpretation, and for the most
part insurance companies have paid taxes upon that basis.
But the Attorney-General’s opinion intimates that there might
be another interpretation given to the statute, and that its
operation be confined to the taxation of the reserve upon in-
surance policies only.

It is a general principle of construction of taxation laws that
they should be construed strictly, and not extended by inter-
pretation. If this principle be applied to the foregoing statutes,
it is obvious, I think, that the narrower view would hold, and
that the statute would be confined in its administration to
policies of insurance.

It is to be observed that the Attorney-General’s view of the
statute rests on the view that because insurance companies are
so largely engaged in the business of issuing contracts for the
payment of annuities and endowments, and the apparent pur-
pose of the General Court to impose a tax upon all life insur-
ance companies and upon the net value of all contracts issued
by them, that therefore the broad interpretation should be
adopted.

The present law of taxation of life insurance companies w7 as
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passed in 1880, and at that time the scope of the business of
life insurance companies included the issuing of contracts for
the payment of annuities and endowments, so that it may well
be assumed that the Legislature probably intended to cover
this kind of business in making a basis for taxation. It is true,
however, that the annuity and endowment business has in-
creased very rapidly since that time and has become a much
more important branch of the business of these companies than
ever before. In consequence, it is all the more important that
this business should enter into the basis for taxation, in order
that the whole business transacted should bear its proportionate
burden of the tax.

If it be true, as the Attorney-General’s opinion intimates,
that this section of the tax law may be susceptible to two inter-
pretations, it is quite certain that the practice of the Tax
Commissioner’s department may cause litigation, which is al-
ways undesirable. In order to avoid such a result and to make
the statute perfectly clear, I recommend legislation which will
make it certain that this statute will include for taxation all
classes of business done by life insurance companies.

A bill to accomplish this result is herewith presented.

2. Equalization of Assessments of Real Estatb
In the country at large, and in Massachusetts also, some

75 per cent, of all taxes assessed upon property is assessed upon
real estate. In Massachusetts this percentage will, in the
future, be much larger owing to the fact that, pursuant to the
provisions of chapter 269 of the General Acts of 1916, intangi-
ble personal property becomes exempt and will no longer ap-
pear on the municipal valuation and tax lists.

The correct valuation of real estate, therefore, becomes a
problem of the greatest importance, and in my judgment an
earnest and persistent effort should be made to determine the
actual values of real estate for purposes of assessment and
taxation. Guesswork in this matter should be reduced to a
minimum, and so far as possible the value of real estate should
be established upon an exact basis. This is necessary in order
to secure equality between the owners of real estate in the
same taxing jurisdiction, and to a greater extent is it necessary
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in determining the basis for State and county taxes. I already
have in press a pamphlet of instructions to assessors, to be
issued pursuant to section 5 of Part 111. of chapter 490 of the
Acts of 1909, as amended by chapter 173 of the General Acts
of 1916, giving directions as to valuation and assessment of
tangible personal property and real estate.

Information secured by this department during the last nine
years through the investigations of the supervisors of assessors,
and through our administration of the inheritance tax, con-
vinces me that the greatest inequalities in real estate valuations
exist in very many of the cities and towns, and that accord-
ingly there is great inequality in the taxes assessed.

Any variation of assessment from an assessment at the full
value of the property produces an effect upon the amount of
State and county taxes to be paid. If one town assesses its
real estate at the full value, and another at only 70 per cent,

of the full value, then in proportion as assessed values deter-
mine the ■ matter, there is great inequality between the two
towns in the amount of State and county taxes they are called
upon to pay.

By chapter 366 of the Acts of 1911, it became the duty of
the Tax Commissioner, in his determination of the basis for
State and county taxes, to equalize the inequalities thus found
to exist. In making up this basis for legislative approval in
1915 (Acts of 1916, chapter 171) I added to the real estate
values reported to me by assessors a total of some $33,500,000,
thus affecting to some extent the amount of State and county
taxes to be paid by the several municipalities. The event has
proved that my changes in valuations were amply justified,
and, in fact, were conservative. I am satisfied that fuller in-
formation would cause me to make further equalizations in the
future to the benefit of every community wherein real estate
is assessed at full value or a high percentage thereof. The duty
to equalize assessment thus reposed in the Tax Commissioner
by the Act of 1911, and first exercised by him in the following
year, is an onerous task. Its proper performance is of prime
importance to every municipality, since State and county taxes
now aggregate some 14 per cent, of the total taxes raised by
assessments upon property, and are over 18 per cent, of the
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taxes paid by real estate. Furthermore, the more exact the
knowledge of assessors as to the actual value of real estate in
their respective communities, the more even will be their
sessment. For these two reasons, therefore, I ask authority
to gather and tabulate information as to real estate value
namely, that State and county taxes may be better equalized
and that local assessments may be made more uniform.

In several States, especially Wisconsin and Kansas, the State
Tax Commission for years has been gathering facts as to the
actual value of separate parcels of real estate, until now there
is tabulated a large amount of valuable information which is of
great assistance to local assessors and to State tax authorities.
I believe that the Tax Commissioner of this State should be
directed and empowered to gather similar information for his
own use and for the assistance of assessors. Such information
need not be open to public inspection. It may be used only
for tax purposes. A body of facts of this kind will help amaz-
ingly in equitable assessments of property, a result to be striven
for by every one in this State. I have prepared and submitted
a bill to accomplish this purpose and respectfully urge its
passage. The bill provides that the Tax Commissioner may
examine the records of registries of deeds, and may consult with
persons who have knowledge of actual facts as to values of
real estate, and shall arrange and tabulate the information he
thus gathers If I shall be empowered to secure and tabulate
such information and to give it to assessors, it will come about
in a few years that they will be in possession of a body' of facts
more extensive and better authenticated than is at present
at their disposal The total amount of taxes annually raised
by assessments upon property exceeds $93,000,000. Substan-
tially three-fourths of this amount is laid upon real estate.
The importance of an even and accurate valuation is at once
apparent. Assessors and property owners should welcome an
attempt of this kind to accomplish greater justice in taxation.
The plan has worked well elsewhere. It has the general ap-
proval of citizens in the States where it is in operation. It
will accomplish much here.
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3. Dissolution of Corporations.

It has been my practice since the enactment of the Business
Corporation Law to recommend the dissolution of those corpo-
rations which from one cause or another have ceased to operate
under their charters, have liquidated their assets, paid their
debts and gone out of business. The only method of dissolving
a corporation is that provided by section 51 of chapter 437 of
the Acts of 1903, that is, by application to the Supreme Judi-
cial Court. But as most corporations do not care to meet the
expenses incident to this procedure, and the failure to dissolve
corporations results in much unnecessary expenditure of time
and expense in this office, I have asked the Legislature which
created these corporations under the general law to dissolve
them. I therefore present a bill for this purpose, and recom-
mend that the corporations in question be dissolved.

4. Relative to the Department op the Tax Commis-
sioner.

The salary of the deputy tax commissioner is fixed by stat-
ute (section 2, Part 111., chapter 490, Acts of 1909). The
salaries of the second deputy tax commissioner and the income
tax deputy are both fixed by the Tax Commissioner, with the
approval of the Governor and Council (chapter 792, Acts of
1913; chapter 299, General Acts of 1916). The salaries of the
four assistant tax commissioners, the income tax assessors,
income tax deputies, supervisors of assessors and two perma-

commissioner with the approval
In order to make the statutes
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