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SUBJECT/TITLE
Insurance License taxes

SPONSOR
Representative Ron Crimm

MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban-County

X
Charter County
X
Consolidated Local

Program/

Office(s) Impacted:
 Fiscal courts, fiscal and administrative offices

Requirement:
X
Mandatory
X
Optional

Effect on

Powers & Duties
X
Modifies Existing
X
Adds New

Eliminates Existing

PURPOSE/MECHANICS

HB 503 allows insurance companies to use the Department of Insurance as a third party administrator for the collection and remittance of their insurance premium taxes owed to local governments.  

HB 503 amends KRS 91A.080 to limit the amount of life insurance premiums subject to taxation to that collected during the first 12 months of coverage, and it requires all insurance applications to identify the taxing district, but exempts agents from liability if such information is incorrect.  

HB 503 requires insurance companies to select from two options as to how they will remit taxes.  It provides for insurance companies to report and pay taxes quarterly to the Department; and, in turn, requires the Department to remit the taxes and investment income to local governments.  The bill permits any local government or the tax administrator to request an examination of an insurer by the Department of Insurance, permits the commissioner to promulgate administrative regulations for operation of the program, and establishes an eight-member Local Government Premiums Tax Administrator Advisory Council to advise the commissioner on issues impacting the program. 

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 503 on local government could be an increase or decrease in tax revenues.  According to a Kentucky Department of Insurance 2003-2004 publication, license taxes on insurance companies are levied by 334 cities and 28 counties.  The tax rates levied by the various cities and counties range from 3% to 12%.  The provisions of HB 503 that have a fiscal impact on local government are as follows.

1.  Section 1.(2), provides that the life insurance policy tax is only paid on the first 12 months of premiums.  Currently, the statute allows for the tax to be collected each calendar quarter, based upon the first year premiums.  This could have a negative fiscal impact on local governments, if insurance companies are submitting taxes on life insurance premiums after the first year.  It is difficult to project the amount of reduction in tax collection based on this provision, because the schedule and practices of insurance companies in regard to making payments vary, nor is it clearly understood how many companies actually pay this tax after the initial year the policy is written. Additionally, the amount of taxes collected vary by policy.  Some premiums are paid in lump-sum when they are issued.  Thus the premium collected in the first 12 months on this policy would be equal to the total premiums collected over years on another policy that has its premiums spread over many years. 

2.  The bill provides two methods for insurance companies to remit their local taxes:  directly to each local government, as is the current practice, or through the Department of Insurance, to be distributed to local government.  Since the insurance companies have the choice, not the local governments, local government would have to accommodate both methods of receiving the collections.  However, if insurance companies choose to make payments to the Department, the burden of making payments to every taxing district would shift from the insurance companies to the Department of Insurance.  Local governments would receive one payment from the Department instead of a large number of checks from a gamut of insurance companies.  Local government could save some administrative expenses  in processing and accounting for these payments.  

3.  The degree to which a local government could expect to receive more taxes, rather than less taxes, on a timely basis, would depend on the ability of a centralized system to offer an efficient and accurate third party administration.  One unknown would be whether or not a third-party payment system could remit taxes to local governments as timely as they are submitted directly by insurance companies.  There could be some decrease in overpayments to some districts and underpayments to other districts if the central administering agency could monitor and maintain the accuracy of the identifying taxing district provided by the insurance companies.  Currently, local governments do not have the resources or information to challenge insurance companies in regard to the accuracy and reliability of their tax collection and remittance.  If the taxes were going to one central administrative agency it may be easier to examine a pattern of non-payment by a single company, or a pattern of erroneous taxing district identification. 
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