Local Premium Tax Advisory Council
May 5, 2015 ~ 1:30 pm

Department of Insurance ~ Hearing Room

Minutes

Members Present

Commissioner Sharon Clark

Huston Wells

Greg Kosse

Mark Treesh

Beth Murphy (called in)

Tyler Campbell, proxy for JD Chaney

Members Absent
JT Fulkerson
Shellie Hampton
Stan Logan

Call to Order / Roll Call / Welcome ~
Commissioner Clark called the meeting to order and the roll was called. Huston Wells, Franklin
County Magistrate, was welcomed as a new member. A quorum was present.

Approval of Minutes ~
The minutes for the October 2, 2014 meeting were approved as drafted.

Subcommittee Report ~

a. Clarify credit on quarterly statement

Members: JD Chaney, Shellie Hampton, Mark Treesh, and Beth Murphy

Commissioner Clark provided an explanation of the issue. KRS 91A.080(3) requires that
a credit for unearned premium be taken on the next quarterly statement rather than having
a local government issue a refund check for an overpayment. There are occasions where
the credit is carried for numerous quarters because the insurer does not have any taxes
owed to that local government on which to base the credit. The subcommittee is
considering whether statutory changes need to be made to allow options for the return of
the overpayment.

It was noted that this type of credit occurs when an insured has canceled a policy and
insurance premium needs to be refunded. This is different from a refund related to a
payment error for which there is a statutory process.

A question was asked about the amount of the refund and whether it is the total tax
initially paid or a percentage of the tax paid. The statute requires a pro-rata refund.



Mark Treesh shared that he discussed the issue with the members of the Insurance
Institute of Kentucky. It was noted that, for most personal lines insurers, this is not a
significant issue due to the volume of business written. However, he did have two
members, who write specialized, commercial policies, who commented that this can be
an issue. On these types of policies, the premium and, therefore, the tax, can be large.
Local governments may have spent the funds and are not in a position to issue a refund
check. One option may be to allow an insurer to request a refund check after a credit has
been carried for 2 or 3 subsequent quarters. This would allow the local government to
have notice of the potential refund and time to budget for the amount.

Representatives of the local governments noted that the concern is not paying the refund,
but the amount of time between the receipt of the initial payment and the request for the
refund. Counties typically work on their budgets in March through May. They must
have two readings before they are submitted to the Department of Local Government by
June 1. Therefore, it may be appropriate to allow a refund check to be requested in the
next local budget cycle rather than specifying a specific number of quarters for which a
credit may be carried.

It was agreed that this issue warranted further consideration and potentially legislation in
the 2016 session. The following members were appointed to serve on the subcommittee:
JD Chaney, Shellie Hampton, Mark Treesh, and Beth Murphy. The DOI offered to
facilitate subcommittee meetings, if needed.

Commissioner Clark noted that if legislative language can be agreed upon by the
members of the Advisory Council, the DOI may be able to include the language in its
housekeeping legislation.

Old Business ~

An update was provided on the issue of whether installment fees are part of premium and,
therefore, subject to local government premium taxes. It is the Department’s position that
installment fees are considered premium. This position has been challenged through the appeal
of an order on a market conduct exam. An administrative hearing has been scheduled for July.
The public can attend the hearing. However, only parties to the hearing can provide testimony.

An update was provided on the filing of the annual reconciliation statements due on March 31 of
each year.

The following have not filed 2013 annual reconciliation statements:

16 insurance companies (as opposed to 36 insurers reported at the October 2014
Advisory Council meeting)

66 surplus lines brokers (as opposed to 76 surplus lines brokers reported at the October
2014 Advisory Council meeting)



The following have not filed 2014 annual reconciliation statements:
e 302 insurance companies

e 446 surplus lines brokers

By comparison, at the same time in the previous year, 202 companies and 332 surplus
lines brokers had not filed 2013 annual reconciliation statements.

It was noted that most of these involve filings where no tax is due. In order to ensure
compliance, the DOI requires reporting by all licensed entities, even if a payment is not due. It
was also noted that this was the first year that the DOI did not accept paper filings from surplus
lines brokers.

New Business ~

The DOI has been receiving several questions regarding whether local government premium
taxes are due on policies where the policyholder is a charitable, non-profit entity or an
educational institution. The DOI’s current position is that the local government premium tax is a
tax on the insurance company. Therefore, the tax is due unless otherwise exempt (by statute or
local ordinance). Whether the insurance company can pass the tax along to the policyholder is a
separate question that must be determined between the insurance company and the policyholder.
Members noted that the exemptions from the tax are generally based on lines of coverage, not on
the status of the policyholder.

Following a general discussion, the members agreed to gather additional information from their
constituencies for a discussion at the next meeting.

Suggested Next Meeting ~
The next meeting will be August 11, 2015 at 1:30 pm in the Hearing Room at the Department of
Insurance.

Adjourn ~
Commissioner Clark adjourned the meeting.
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