Local Premium Tax Advisory Council

November 8, 2010 ~ 1:30 pm

Department of Insurance ~ Hearing Room

Minutes

Members Present

DJ Wasson, proxy for Commissioner Sharon Clark
Neil Hackworth

Rick Smith

Stan Logan

Greg Kosse

Mike Lane

Mark Treesh

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 August 18, 2010 meeting were approved as drafted.

Subcommittee Reports ~

a.

Risk Location Criteria: Neil Hackworth reported that the subcommittee had not
met.

Guidelines for Due Diligence: Greg Kosse reported that the subcommittee had
not met.

Data Collection: Mark Treesh reported that the subcommittee had not met.
Education: Stan Logan reported that the subcommittee had not met.

Future Reforms: Mike Lane reported that the subcommittee had not met.
However, Mike noted that one issue that had been previously discussed in the
subcommittee was the issue of consistency in local ordinances. It was not being
suggested that a uniform rate be established. Rather, consistency in exclusions
was discussed. It was noted that it is not difficult for an insurer to exempt a tax
for a line of insurance (for example, health, life, etc.). However, when an
exemption is imposed within a line (for example, exempting coverage on horses
but not on other livestock), it becomes administratively difficult for an insurer to
ensure that the tax is imposed correctly.



Old Business ~
a. Review of Draft Collection Fee Regulation

The Department noted that it had received minimal comments on the draft
regulation related to typographical errors. The Department would like to file
the regulation by the December 15 filing deadline.

The motion was made that the Advisory Council expresses its support of the
Department’s current position related to collection fees, as set forth in the
draft regulation. The motion was passed unanimously.

New Business ~

a.

Discussion of Verification Criteria For Risk Location Systems

KRS 91A.0808 requires the council to review the criteria for verification of
risk location systems at least annually and make recommendations for
updating and improving the verification criteria.

The current accuracy standard is 90% (806 KAR 2:088). As of the date of the
meeting, there were 16 verified vendors and 42 vendors that had gone through
the verification process. Two vendors qualified with an accuracy percentage
over 95%. Most vendors qualify with an accuracy percentage between 90% -
95%. 1t was noted that the backlog of maps to be digitized by the
Commonwealth Office of Technology makes it difficult to have a higher
standard. It was also noted that vendors are verified for a three-year period.
Changing the standards would result in vendors verified at different standards
(the existing verified vendors would remain at the 90% standard until their
verification was renewed).

The motion was made to maintain the 90% accuracy standard. The motion
was passed unanimously.

DOT’s role regarding enforcement of KRS 91A.080 (City of West Point)

The Department received a complaint from a broker related to a refund after a
policy was canceled. The statute governing this issue is KRS 91A.080(3),
which states that a credit must be taken on the next quarterly report to the
local government. An issue arises if an insurer does not write a significant
amount of business in a city or county; no credit can be taken if there is no tax
paid in the next quarter. While many local governments will allow the credit
to carry forward until a tax is owed, there are some local governments that
claim if an insurer can’t recoup the tax on the next quarterly statement, they
are not eligible to recoup the tax. In the complaint at issue, the city would not
issue a refund check based on the statutory language. Further, there may be a
budget issue in some local governments if there was a requirement to issue a
refund. It was requested that the Future Reforms Subcommittee review this
issue to determine whether there needs to be an amendment to the existing
statutory language to address situations in which a credit on the next quarterly
statement cannot be given.



C.

Due diligence issues (calls to the Department)

The Department has been receiving several phone calls asking the proper
procedure when a verified risk location system returns a risk location that
appears to be incorrect. There are many reasons that an incorrect response
could be received: systems are only verified based on a 90% accuracy
standard, there is a backlog of maps to be digitized at COT, systems are only
required to be updated quarterly with new boundary information, and some
areas of Kentucky do not have street addresses. The insurance company is
statutorily responsible for paying the correct tax to the correct local
government. While the risk verification system is a tool, insurers are also
required to have a system of due diligence in place to ensure the tax is paid
correctly. Therefore, if an insurer has information that shows a risk location
different than the software, the insurer should appropriately document why the
tax is being paid to a local government other than that identified by the
verified software.

AON Issue with cities not cashing checks

It was brought to the Department’s attention by a surplus lines broker that
they have a continuing program of municipalities not cashing tax payment
checks in a timely manner. The checks are good for 90 days. When they are
not cashed, there is an administrative cost to re-issue the check. The
Kentucky League of Cities agreed to help with communicating to cities that
checks should be cashed timely.

Taxing of municipalities (exemption from taxes)

During the annual Insurance Institute of Kentucky meeting, members
expressed their desire to find a statutory solution to the issue of exemptions
from local government premium taxes when the policyholder is a
governmental agency before revenue from these policies becomes more
widespread. Stan Logan noted that agents had raised similar questions.

It was noted that there may be a distinction between local government and
state government policyholders because the state exempts itself through
statutes outside of KRS 91A. This issue also arises with school boards,
county owned property located within a city, and non-profit entities. It was
noted that an exemption for non-profit entities may be too far reaching. It was
suggested that perhaps the tax and the exemption from the tax could be built
into the rate structure. Insurers and local governments will continue
discussing potential solutions to this issue.

Kendrick (certified class action)
Mike Lane shared that Judge Bunning certified the class in this lawsuit in
Northern Kentucky. There are 10 insurance companies left as defendants in



the lawsuit; others have entered into settlements. Insurers will be requesting
an appeal to the 6™ Circuit Court of Appeals. However, there is no automatic
right of appeal. If the 6™ Circuit does not hear the appeal, insurers will have
difficulty in identifying the risk location and city boundaries in that the class
was certified as including policies from 2001 to 2010. Many boundaries and
addresses have changed since that time. The court has sixty days to decide
whether to hear the appeal. It was noted that the exclusive remedy in HB 524
was not addressed in the ruling. It was also noted that if the policyholders
prevail in the lawsuit, there will be a recoupment issue for cities and counties
if taxes are ordered to be refunded.

. Failure by brokers and insurers to file municipal premium tax issues

The Department reported that of approximately 3,000 filers, 117 have failed to
file an annual reconciliation. The Department will begin issuing orders and
penalties related to this failure to file. This is a comparable number of non-
filers from previous years. Most are surplus lines brokers that did not place
business in Kentucky, but are still required to report to us.

. Any other matters

Neil Hackworth shared that he will be retiring and that this was his last
meeting as a member of the advisory council. He was warmly thanked for his
knowledge and contributions to the council. It is likely that JD Chaney will
be recommended to take his place.

It was also noted that as Mayor Will Cox was not re-elected, the Kentucky
League of Cities will be making a recommendation for his replacement.

Next Meeting ~

The suggested next meeting is May, 2011. The Department will send suggested dates to
the members during the second or third week of May. It was noted that a special meeting
will be called during the legislative session if issues arise.

Adjourn ~

DJ Wasson adjourned the meeting.
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