PTAC Meeting Summary
August 11, 2015

The Premium Tax Advisory Council held its latest meeting on August 11, 2015. 1 will key each
of the items to the agenda for the meeting which is enclosed under separate cover.

IV. Minutes
The minutes from May 5, 2015 were approved as presented and they are attached.
V. Subcommittee Reports

a. Clarify credit on quarterly statement
The Subcommittee reported that we had met in June and had subsequent email
discussions to discuss the issue and that we were still working toward a resolution at the
time of the meeting.

As further background when the Subcommittee met we all agreed that it was unfair that
carriers would be required to carry forward credit balances indefinitely without being
refunded by local governments. We (Beth Murphy and I) proposed that local
governments be prohibited from requiring carriers to carry forward credit balances for
more than two quarters and the local government members countered with a year so that
local governments could carry the payment into the next fiscal year if necessary.

We also discussed how to proceed with the legislation and the local government members
preferred to do a stand-alone bill rather than include it in the DOI housekeeping bill. We
agreed at the meeting that we would continue to discuss the time limit on how long local
governments can hold balances before a refund is made and that J. D. Chaney of KLC
would do a draft for the Subcommittee’s review.

Following that meeting | emailed all the committee members and suggested that we split
the difference on our proposals and require local governments to pay all outstanding
credit balances within three quarters or 270 days. | have not received a response yet, but
J. D. Chaney told me at the PTAC meeting that we should have his draft soon with their
proposal.

We hope to have agreement on a proposal to present to the PTAC at the next meeting. |
will keep members informed on the progress of this issue.

V1. Old Business

DOI gave a summary of non-filings on Annual Reconciliation Reports for both 2014 and
2015.

It was announced that the hearing on the issue of whether installment fees are premiums
for the purpose of LGPT would be held on October 22 & 23.

We continued our discussion of the issue that DOI raised at the last meeting of whether
an institution that is of “purely public charity and education” is exempt from LGPT under
Section 170 of the Constitution. | reported that | had surveyed our members and that no
member reported granting an exemption from LGPT to charities unless the local
ordinance specified such an exemption.



In the meantime since the last meeting Prentice Harvey who represents State Farm had
done some excellent research on the matter and he presented it to the PTAC. Prentice
found that the KY Supreme Court had taken varying positions on Section 170 of the
Constitution over the years and that its latest pronouncements indicated that charities
would not be exempt in the absence of a local ordinance.

Section 170 of the KY Constitution deals with the exemption of property from taxation
and it includes the following among the exemptions:

“... institutions of purely public charity, and institutions of education not used or
employed for gain by any person or corporation, and the income of which is
devoted solely to the cause of education, public libraries, their endowments, and
the income of such property as is used exclusively for their maintenance...”

For many years this section was interpreted as dealing only with ad valorem or property
taxes. Later it was interpreted as applying more broadly, including to excise and license
taxes. This was the interpretation as of the time of the 1984 OAG that the DOI distributed
at the last PTAC meeting.

However, in 1999 the Supreme Court held in in Children's Psychiatric Hospital Of
Northern Kentucky v. Revenue that Section 170 should only be applied to ad valorem
taxes. In effect, this means that charities cannot look to Section 170 as a justification for
exemption from LGPT.

We therefore argued that absent a provision in the local ordinance there remains no
provision for a charity to be exempt from LGPT in the Constitution or in the statutes.
Therefore, insurers should be able to collect the tax from policyholders when it is
required to be remitted to local governments.

DOI announced before the discussion that they proposed getting a new AG opinion but
after the discussion they pulled back from that. Instead, they will review the case law
that Prentice gave them and we will discuss it at the next meeting before any further
action is taken.
| think that the most likely outcome of this issue is that DOI will agree with our
conclusions and will suggest that agents, carriers, and local governments should be
educated on the current status of the law.

VI1. New Business
None.

VI11. Next Meeting Date
The next meeting was set for Tuesday, October 27, 2015 at 1:30 PM.

There being no further business the meeting adjourned.


http://www.lrc.state.ky.us/legresou/constitu/170.htm
http://caselaw.findlaw.com/ky-supreme-court/1243537.html
http://caselaw.findlaw.com/ky-supreme-court/1243537.html

