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TAXATION IN LIFE INSURANCE SYSTEM

Olena Boiko, PhD-student
Sumy State University, Ukraine

The idea of life insurance is to save and increase the funds of policyholders,
additional pensions, insurance coverage in case of death, disability and health
problems.. Revenues from life insurance companies include income from insurance
and reinsurance operations, investment income and income that arises in the course
of economic activity that does not belong to insurance operations. Accordingly, the
insurance market is a powerful financial instrument that accumulates and invests
significant amount of funds Therefore, the issue of taxation is extremely important.
In the life insurance system, we can talk about two components of taxation: the
taxation of the insurance companies themselves and the taxation of insurance
payments. Key aspects and controversial issues of this topic were considered in the
works of both foreign and domestic scientists. It is necessary to mention that each
county has its own approach to life insurance taxation and in many cases it occurs to
be client oriented in some cases not.

In Ukraine the activities of life insurance companies in matters of taxation
are regulated by the Law of Ukraine "On Insurance" and the Tax Code of Ukraine.

Tax benefits are provided for life insurance companies. However, they are
not completely exempt from taxes. This abstract is devoted to the analysis and logical
arrangement of issues of tax rates concerning both insurers and policyholders and its
consequences that can result in insurance market totally. According to the Article
136 of the Tax Code, tax rates are:

- 3% of the object of taxation under insurance contracts [1];

- 0% under contracts for long-term life insurance, long-term voluntary life
insurance within the framework of non-state pension provision, in particular
supplementary pension. In this case, the contract of long-term life insurance is a
contract concluded for 5 years or more and provides for a lump sum or in the form
of an annuity [1, p. 14.1.25]. The beneficiary may receive funds upon expiration of
the insurance contract. Supplementary pension insurance contract is a contract which
stipulates that the insured may receive funds not earlier than 10 years before the
official retirement age [1, p.14.1.527].

- 18% of insurance and non-insurance activities, which are taxed at the
general rate. In this case, if the contract of life insurance or supplementary pension
is terminated during the first five years of validity, there is a taxation of 120% of the
discount rate of the National Bank of Ukraine.

For owners of life insurance policies and supplementary pensions,
according to the Article 170.8 of the Tax Code taxation occurs in the following cases:

- 0% - when receiving funds for medical options [1];
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- 0% - upon receipt of annuity payments under life insurance contracts or
supplementary pensions by citizens who have not reached the age of legal majority
or older than 70 years [1];

- 0% - when receiving insurance payments by the heirs of the first line of
kinship [1];

- 18% - 60 percent of the amount of one-time insurance payment at the end
of the insurance contract is taxed, provided that the insured and the insured person
are different people. If the beneficiary under the contract is an insured person, then
the amount of excess of the insurance payment over the amount of insurance
payments is subject to taxation [1];

- 18% - when receiving insurance benefits by heirs who are not the first line
of kinship and a non-resident person of any age [1];

- 1.5% of the military fee from the amount of excess of the insurance
payment over the amount of paid insurance premiums. In this case, the military fee
is levied only on contracts that are taxed at a rate of 18% [1].

Policyholders who are officially employed, so they are taxpayers, are
entitled to a tax rebate. The tax rebate is set at 18% of the amount of premiums paid
under a long-term life insurance contract or a supplementary pension contract. This
payment has a zero tax rate. This option aims to encourage citizens to take care of
their own financial future. But there are some exceptions. Entrepreneurs who are not
taxpayers in the general system are not entitled to a tax rebate.

Talking about corporate insurance it is important to distinguish long-term
life insurance contracts and supplementary pension contracts. In both cases, the
amount of insurance premiums is attributed to gross expenses and is not taxed.
However, when concluding a long-term life insurance contract, single social
security tax is calculated and paid on the amount of the contribution, and when
concluding a supplementary pension contract, such contributions are not a subject to
single social security tax. This difference in the interpretation of insurance programs
is quite significant. Not all life insurance companies have the option of
"supplementary pension insurance"[2]. Therefore, in the process of work there is a
large number of misunderstandings and lack of interest, as there is a double payment
of a single social security tax. Therefore, companies and organizations are reluctant
to consider creating of additional retirement savings for their employees. The
maximum amount of contributions to insurance programs should not exceed 15% of
annual salary. The legal entity - the insured cannot act as the beneficiary under the
contract of corporate insurance. The only beneficiary is the insured person.
Therefore, when receiving insurance benefits, taxation of insurance benefits is
carried out according to the general rules for individuals.

Special system of taxation of insurance companies is of two part approach
to the activities of insurers. They carry out both insurance and investment
performance. The amount of investment resources is not large enough at present, as
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the level of demand for insurance products among the population is quite low. On
the other hand, insurance provides for the creation of additional pensions and social
protection. Therefore, the excessive tax burden will reduce demand. Tax benefits for
both insurers and policyholders should be an indicator of reliability, to encourage
people to use these services. By promoting the development of the life insurance
system, the state has the opportunity to actively influence the solution of social
problems, revive money circulation, increase the purchasing power of the national
currency, and increase the country's investment opportunities. After all, in countries
where this system is developed, the standard of living of ordinary citizens and the
level of economic condition of countries is much higher than in countries where
insurance is not a priority type of social protection and economic relations. It is the
tax system that can help to create demand for insurance products, which in turn will
allow insurance companies to have an attractive investment portfolio.

In order to encourage citizens to create their own pensions, life insurance
programs and pension insurance programs should be exempt from taxation, as this
is a solution to the pension problem at the expense of citizens. And the funds received
as a pension will return to the economy. So this question is quite controversial and it
needs thorough studying and discussing.
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