Local Premium Tax Advisory Council
June 28, 2012 ~ 1:30 pm

Department of Insurance ~ Hearing Room

Minutes

Members Present

DJ Wasson, proxy for Sharon Clark
Mark Treesh

JD Chaney

Greg Kosse

Prentice Harvey, proxy for Mike Lane
Rick Smith

Stan Logan

Members Absent
Shellie Hampton
JT Fulkerson

Call to Order / Roll Call / Welcome ~
DJ Wasson called the meeting to order and the roll was called. A quorum was present.

Approval of Minutes ~
The minutes for the January 25, 2012 meeting were approved with the following changes:

e Under New Subcommittees, Tax exempt policyholders/self-funded vs. reinsurance,
the minutes were amended to reflect that the subcommittee met numerous times.

e Additionally, under that same section, the minutes were amended to reflect that a
general discussion was held related to local taxes and exemptions from the local
government premium tax.

Subcommittee Reports ~

a. Tax exempt policyholders / Self-funded vs reinsurance
Members: Stan Logan, Mark Treesh, JD Chaney

The subcommittee has not met since the last meeting. However, there were some
items of note related to this issue.

e Provisions were enacted in HB 499 that exempt from local government
premium taxes premiums paid by non-profit self-insurance groups whose
membership consists of cities, counties, charter county governments, urban-
county governments, consolidated local governments, school districts, or any



other political subdivisions of the Commonwealth. This exemption is
applicable for the fiscal year beginning July 1, 2012 and expires June 30,
2014.

e Inresponse to an inquiry, the Attorney General issued a letter stating school
boards are agencies of the state. Therefore, policies in which the school board
is the policyholder are exempt from the local government premium tax. This
exemption was included in the Department’s annual local government
premium tax bulletin.

A general discussion of exemption from the tax was held.
Remaining issues for the subcommittee — none. Monitor the excess coverage issue.

The following new issues were presented to the subcommittee for review and
recommendation:

e Sharron Burton shared an unpublished 2011 Attorney General Opinion, that
appears to be inconsistent with position of the subcommittee and the DOI
related to the applicability of the local government premium tax on a policy in
which the policyholder is another local government or one of its agencies. The
subcommittee was charged with reviewing the letter and determining whether
its previous position needs to be revisited.

Consistency in local ordinances
Members: Rick Smith, JT Fulkerson, Greg Kosse

The subcommittee has not met. However, there are plans to meet soon to review
common provisions in ordinances and determine whether a template can be
developed for local governments to use in enacting ordinances. Sharron Burton is the
DOl staff that will be assigned to work on this issue.

Clarify credit on quarterly statement
Members: Mike Lane, JD Chaney, Shellie Hampton

The subcommittee has not met. A general discussion regarding the issue was held
including a discussion regarding the difference between an amended return
(overpayment/underpayment) and unearned premium credits. The subcommittee will
meet to determine whether to recommend an amendment to KRS 91A.080(3), which
currently requires that any credit for unearned premium be taken on the next quarterly
statement.



Old Business ~
There was no old business.

New Business ~
The Department of Insurance provided the following update:

There are approximately 151 surplus lines brokers and 89 insurance
companies that have not filed their annual reconciliation as required by KRS
91A.080. The majority of these relate to entities that do not owe taxes.
However, the DOI requires the filing of the annual reconciliation statement as
a control to ensure that all licensees have complied with the statutory
requirements for payment of the local government premium tax.

The filing of city boundaries with the Secretary of State and the digitizing of
those boundaries remains an on-going process. However, in checking with
the Secretary of State’s office, there are no critical issues at this time.

The renewal of risk location verification is going smoothly. An updated list of
verified systems is available on the DOI’s website.

The Department also requested the following amendments to the risk location chart:

Barbara Hartung, an attorney in Louisville, sent a letter regarding the location
of the risk for mortgage guaranty. The letter referenced a previous DOI
Bulletin that stated the risk is located where the real estate is located.
Currently, the risk location chart identifies the location of the risk as being the
location of the lender. The DOI would like to recommend that location of the
risk for mortgage guaranty be changed to the location of the real estate.

With regard to the location of the risk for surety and financial guaranty, the
DOI recommends that the wording be amended to state that, unless otherwise
provided by local ordinance, a surety or other bond instrument is not exempt
on the basis that the oblige or principal on the surety or boned instrument is a
local government. The current wording references a governmental unit rather
than a local government.

A motion to accept these recommended changes to the risk location chart was made. The
motion was seconded. The changes were adopted unanimously. The DOI will email an
updated chart to the member.

Rick Smith raised an issue related to a new hospital being built on property in the county, but
adjacent to property in the city. The old hospital was located completely in the city and
subject to city tax. The land on which the new hospital is located is subject to a revenue
sharing agreement between the city and the county. (The city and the county have agreed to



share equally the occupation and premium tax revenue for properties built on this parcel of
land.) Under the agreement, the city collects the tax and remits the required amount to the
county. Mr. Smith’s question is how to gather information on the correct amount of
premium/tax to be remitted. It was noted that, unfortunately, there is no data currently
gathered that would identify the amount of local government premium tax that should
properly be paid to the county under this agreement. This is an issue that will need to be
addressed locally.

Suggested Next Meeting ~
The Department of Insurance will suggest dates in October for the next meeting. In doing so,
it was recommended that the following dates not be considered: October 9 — 12, and 22 - 31.

Adjourn ~
DJ Wasson adjourned the meeting.
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