Local Premium Tax Advisory Council
October 2, 2014 ~ 1:30 pm

Department of Insurance ~ Hearing Room

Minutes

Members Present

Commissioner Sharon Clark

JD Chaney

Rick Smith

Stan Logan

Beth Murphy

Ed O’Daniel, proxy for Mark Treesh
Paula Smith, proxy for Greg Kosse

Members Absent
JT Fulkerson
Shellie Hampton

Call to Order / Roll Call / Welcome ~
Commissioner Clark called the meeting to order and the roll was called. Beth Murphy, Grange
Mutual Casualty Company, was introduced as a new member. A quorum was present.

Approval of Minutes ~
The minutes for the May 8, 2014 meeting were approved as drafted.

Subcommittee Reports ~

a. Clarify credit on quarterly statement
Members: 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. It was noted that the intent
of the statutory provision is to allow for a refund.

The subcommittee will meet to:
e Survey insurers to determine whether this is a widespread issue.
e 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 ~

The model ordinance, previously adopted by the Council, has been distributed by the Kentucky
League of Cities to its members.

New Business ~

Annual Reconciliation Filing Process

The Department provided a report on the annual reconciliation filing process. The annual
reconciliation report is required to be filed with the Department and local governments by March
31 of each year. The Department will be contacting these entities regarding this delinquency and
allowing them an opportunity to file the report. If they fail to file the annual reconciliation after
this follow-up communication, the entities are referred to the Office of Legal Services for
appropriate action.

e As of the date of the meeting, 36 insurance companies and 76 surplus lines brokers had
not filed their report.

e Many of these non-filers hold inactive licenses. The Department’s procedure is to note
the delinquency in their record with the Department. If a subsequent request for licensure
is received, the company or broker will be required to file the annual reconciliation and
pay a civil penalty before the new license is issued.

e Some of the non-filers hold an active license but have not written any premium. 806
KAR 2:095 Section 3(2)(a) requires the filing of an annual reconciliation report in this
situation in order to ensure that all licensed entities have complied with this statutory
requirement.

Installment Fee

The Department received a question from the City of Greensburg as to whether installment fees
are included in the total premium upon which the local government premium tax is applied. This
has also been a question raised with the Department during market conduct examinations of
insurers. A discussion on this issue was held and the following key points were raised:

e Based on the definition of premium in KRS 304.14-030, it has been the Department’s
long-standing position that installment fees are part of the premium and, therefore, local
government premium tax is applied.

e Insurance companies disagree, noting that based on statutory accounting principles,
installment fees are not premium because they are not refundable. Paula Smith noted that
Kentucky Farm Bureau does not terminate coverage if the installment fee is not paid.

No final decision was made on this issue during the meeting. Insurance companies are welcome
to provide comments to the Department. However, it was noted that this issue will likely be
decided through an administrative hearing on the Department’s order following a market conduct
examination.



Suggested Next Meeting ~
The next meeting will be May 5, 2015 at 1:30 pm in the Hearing Room at the Department of
Insurance.

Adjourn ~
Commissioner Clark adjourned the meeting.
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