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Overview

¢ Creates requirements for insurance companies to use accurate and
reliable risk allocation methods.

¢ Creates new rules for dealing with erroneous payments and resolving
disputes that minimizes the potential for litigation.

For more information
about insurance
premium tax reform

¢ Imposes new and strengthened penalties against insurance companies contact Jerry Deaton at
that fail to comply with the law. jdeaton@klc.org or
¢ Establishes an advisory council that will ensure a continuing dialogue 1-800-876-4552.

between local governments and the insurance industry.

¢ Imposes new requirements on insurance companies to inform policy-
holders/citizens of tax rates and jurisdictions, helping insure greater levels of accuracy in
collection and administration of the tax.

Risk location systems and programs

*  Kentucky Office of Insurance (KOT) will create criteria to certify risk location systems.

®  The new law requires that an approved system use the boundary information from the
Commonwealth Office of Technology.

¢ In 2010, insurance companies with more than 2000 Kentucky policies are required to use risk
location systems.

¢ The reform includes incentives and penalties against insurance companies for using risk
location systems:

o Insurance companies that can demonstrate use obtain safe harbor from market conduct
penalties.

o Beginning for refund requests on payments occurring after January 1, 2010, insurance
companies that cannot demonstrate use must pay a 10 percent penalty to the local
government and a 10 percent penalty to the policy holder if the refund is due to a policy
holder.

¢ Small insurance companies with 200 or fewer risks in Kentucky may be granted an exemption
from KO if they can demonstrate an equally reliable method of locating risks.

Erroneous payments and resolving disputes
* A two-year statute of limitations applies for tax payments beginning for the 2009 tax year.
o This is measured from the date of annual reconciliation due date, which is March 31.
o Irapplies to refund requests from policy holders to insurance companies, refund requests

from insurance companies to local governments, and to assessments made by local
governments against insurance companies for underpayments and nonpayment.
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An exhaustion of administrative remedies is required before legal actions can be filed.
Insurance companies requesting refunds from local governments for overpayment or for
payments when no tax was due:

o Insurance companies must submit an amended return and supporting documentation to
the local government. Supporting documentation must include policy-specific
information.

o Local governments have 90 days from the time of receiving the request to grant a
refund or credit to the insurance company.

o An insurance company that disagrees with the decision of the local government
may appeal to KOL

o Insurance companies are prohibited from applying a credit against future quarterly
payments without authorization from the local government.

Policy holders may file requests for refunds with insurance companies and may appeal to
KOTI in the event of disagreement.

Local governments may assess insurance companies for underpayment or nonpayment in
the following manner:

o Request KOI to conduct an audit of the insurance company. The KOI now has the
authority to determine the scope of the audit, which may minimize the expense.

o When an audit shows an insurance company made an error the local government can
assess the insurance company.

o Insurance companies must pay or appeal to KOT within 90 days of receiving the
assessment.

o Failure of an insurance company to pay in full or appeal within 90 days allows local
governments to recover additional penalties.

Requires insurance companies receiving refunds from local governments to return it to the
policy holder if it is not due another local government. In addition, the insurance company
must return any collection fee to the policy holder.

Confidentiality provision requires local governments to protect proprietary information

of the insurance company. Intentional inspection or divulgence by an individual is a Class A
misdemeanor for each offense.

Confidentiality provision requires most local governments to destroy proprietary information
in accordance with state records retentions regulations. Failure of local governments to
comply can result in civil penalties.

All notifications, requests and assessments must be sent by certified mail, return receipt
requested.
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Penalties against noncompliant insurance companies

Local governments may assess additional 10 percent penalty against insurance companies for
payments received 30 days after the due date.

When refund requests are made and the insurance company cannot produce adequate proof
of the employment of a certified risk location system (on payments occurring after January 1,
2010), 10 percent penalty to be retained by the local government . In addition, a 10 percent
penalty may be paid to policy holder.

When insurance companies take credits against future quarterly payments without
authorization from the local government, penalties payable to local governments may be
assessed. In addition, this is cause for revocation of license.

Audit and additional penalties will be assessed against insurance companies that do not pay
assessments made by local governments.

Local Insurance Premium Tax Advisory Council

KOI appoints advisory council that provides advice and expertise on the local insurance
premium tax by recommending future legislative and regulatory changes and by providing
information to effected parties.

The Advisory Council is required to make recommendations regarding criteria for risk
location systems certification at least once each year.

The advisory council must meet at least two times per year and is chaired by the executive
director of KOL

Eight members are appointment by the executive director of KOI as follows:

Two city government representatives nominated by KLC
Two county government representatives nominated by KACo
One independent insurance agent

One representative of a foreign insurance company

One representative of a domestic insurance company

One representative of an insurance trade association

oooooo

Informing policy holders
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Insurance companies are required to include notice in renewal certificates or billings the
amount of the tax charged and the name of the taxing jurisdiction to which the tax is paid if
the tax is passed on to the policy holder.

Insurance companies are also required to provide a one-time notice before December 31,
2008 to each current policy holder of policy holder rights under the law.
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Additional provisions

¢ County governments are permitted to impose a premium tax only in the unincorporated
portions of the county.

¢ Insurance companies will fund additional costs for KOI for a period of two years by paying
annual assessments not too exceed $200.

*  This reform clarifies that a consolidated local government is treated as a county for purpose
of determining the application of credits for city residents paying both a county and city
insurance premium tax.
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