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State Tax Day - Current, S.7, California—Insurance Tax: Regulations
Adopted Governing Use of Accrual and Cash Basis for Reporting Gross
Premiums, (Sep. 18, 2012)
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The California Department of Insurance has adopted regulations governing how and when taxpayers
may elect to use the cash or accrual basis of reporting for purposes of completing their insurance gross
premium returns. Historically, the Department of Insurance had required insurers to report their gross
premiums utilizing the accrual basis. However, In the Matter of the Petitions for Redetermination Under the
Tax on Insurers Law of California Automobile Insurance Company (December 12, 2006), the State Board
of Equalization (BOE) ruled that gross premiums were required to be reported utilizing the cash basis of
reporting. The newly adopted regulations clarify how gross premiums should be reported in the future.

Under the newly adopted regulations, an insurer must pay taxes on all premiums received during the tax
year. However, an insurer may file its return for premium taxes on either a cash basis or an accrual basis
so long as the amount of taxes paid is at least equal to the amount of taxes that would be due for premiums
received by the insurer and the return is filed by the due date for filing a cash-basis return.

Taxpayers may make an election to switch from an accrual basis to a cash basis for any open tax year.
Once the election is made, a taxpayer may not switch back to an accrual basis in any subsequent tax year.
Taxpayers are prohibited from filing a return for a particular tax year in part on an accrual basis and in part
on a cash basis. The only exception applies to a taxpayer involved in a merger and then only for the tax year
in which the merger occurred. Thereafter, the surviving insurer may file in part on an accrual basis and in
part on a cash basis only with the permission of the Insurance Commissioner.

An insurer that files on a cash basis must calculate its taxes on the basis of either of the following:

collected direct premiums in accordance with Revenue and Taxation Code §12221; or

direct premiums using a ratio of the insurer’s direct premiums written upon business transacted in
California to the insurer’s direct premiums written, as reported on the insurer’s National Association
of Insurance Commissioners (NAIC) Annual Statement Schedule T, and apply it to either the
insurer's collected direct premiums or the insurer's uncollected direct premiums.

The term "direct premiums" means premiums written and/or received in transactions conducted directly with
the insured but excludes premiums written on reinsurance business.

Subscribers can view the text of the regulations.
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