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SUMMARY

The Supreme Court considered whether the Commissioner of Internal Revenue could allocate a
portion of reinsurance premium income earned by a controlled insurance subsidiary to affiliated
national banks under Internal Revenue Code § 482. The Court held that the income could not be
attributed to the banks because federal banking law prohibited them from receiving insurance-related

commissions or premiums, and affirmed the decision of the Tenth Circuit. Justice Marshall dissented.
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COURT Supreme Court of the United States

WRITING FOR THE COURT Justice Powell; Chief Justice Burger; Justice Douglas; Justice
Brennan; Justice Stewart; Justice White; Justice Marshall; Justice
Blackmun
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DISPOSITION affirmed

PROCEDURAL POSTURE The Commissioner allocated a portion of a controlled subsidiary's

insurance-premium income to the respondent national banks under
Internal Revenue Code § 482 and assessed tax deficiencies. The Tax
Court affirmed. The Tenth Circuit reversed, and the Supreme Court
granted certiorari to resolve a conflict with Local Finance Corp. v.
Commissioner.

STANDARD OF REVIEW Review of the legal validity of the Commissioner's allocation under
Internal Revenue Code § 482; the Court accepted the Tax Court's

relevant factual findings because they were not contested.
PRECEDENTIAL VALUE United States Supreme Court precedent

PARTIES Commissioner of Internal Revenue v. First Security Bank of Utah, N.
A., First Security Bank of Idaho, N. A.
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QUESTIONS PRESENTED

1. Whether Internal Revenue Code § 482 authorized the Commissioner to allocate to the Banks insurance-

premium income received by Security Life when the Banks could not lawfully receive that income.

2. Whether the Banks' referral and processing of credit insurance, without receipt of commissions or
premiums, resulted in taxable income attributable to them under § 482.

HOLDINGS

1. Section 482 did not authorize allocating Security Life's premium income to the Banks because the Banks
could not lawfully receive insurance commissions or premiums and therefore did not have the complete

power contemplated by the § 482 regulations to receive or shift that income.

2. The Court did not decide the full circumstances under which originating or referring business may

generate taxable income, but agreed that origination or referral does not necessarily result in taxable
income to the originating party.

KEY QUOTATIONS

“The underlying assumption always has been that in order to be taxed for income, a taxpayer must have

complete dominion over it.” (405 U.S. at 403)

“We think that fairness requires the tax to fall on the party that actually receives the premiums rather than on
the party that cannot.” (405 U.S. at 405)

“We conclude that the premium income received by Security Life could not be attributable to the Banks.” (405
U.S. at 407)

FACTUAL BACKGROUND

First Security Bank of Utah and First Security Bank of Idaho were wholly owned subsidiaries of First Security
Corporation. The Banks offered borrowers credit life, health, and accident insurance, but received no
commissions or other insurance-related income. After 1954, an independent insurer issued the policies and
reinsured them with the holding company's subsidiary, Security Life, which retained 85% of the premiums; the
Commissioner allocated 40% of that premium income to the Banks under § 482. The Banks had been advised

that federal banking law prohibited them from receiving insurance commissions or premiums.

PROCEDURAL HISTORY

The Commissioner determined that 40% of Security Life's premium income should be allocated to the Banks as

compensation for originating and processing credit insurance. The Tax Court upheld the allocation. The Tenth



Circuit reversed and remanded for further consideration of an alternative allocation to Management Company.

The Supreme Court affirmed the Tenth Circuit's judgment.

DISPOSITION

affirmed
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