PTAC Meeting Summary
October 2, 2014

The Premium Tax Advisory Council held its latest meeting on October 2, 2014. | was out of
town and unable to attend at the time of the meeting so Ed O’Daniel who represents AIA
graciously agreed to take my place at the meeting. Following is a report that he gave me on the
meeting:

Commissioner Sharon Clark chaired the Local Insurance Tax Advisory Council meeting on
October 2. Principal subjects discussed included KRS 91 A.080 (3) providing credit for
overpayment of the tax and KRS 304.14-030 dealing with charges that are subject to the tax on
the billing statement to insureds.

Credit for overpayments of the tax is taken on subsequent quarterly returns to the local
government against the amount owed for the quarter. KRS 91 A.080 (3) states:

With respect to premiums returned to policyholders, the license fee or tax shall be
returned by the insurance company to the policyholder pro rata on the unexpired amount
of the premium at the same rate at which it was collected and shall be taken as a credit by
the insurance company on its next quarterly report to the local government.

An insurance company may cease doing business in a locality, or withdraw from the state, and
therefore discontinue filing quarterly returns to one or more local governments. Refunds may be
owed to the company due to overpayments in one or more prior quarters.

Since there is no statutory directive on refunds, the Department has concluded that overpayments
from prior quarters may not be claimed when a company discontinues its business in a locality or
withdraws from the state. Legislation to insert refund authority in the statute may be introduced
in the 2015 General Assembly. J.D. Chaney, Executive Director of the League of Cities, stated
that his organization would not oppose a new refund provision.

Market conduct exams by DOI include a review of local insurance taxes paid to cities and
counties. Late charges, interest, service fees and installment charges should be included in the
calculation premium, according to the market conduct staff at DOI. KRS 304.14-030 defines
premium as follows:

“Premium” is the consideration for insurance, by whatever name called. Any
“assessment,” or any “membership,” “policy,” “survey,” inspection,” “service” or similar
fee or other charge in consideration for an insurance contract is deemed part of the
premium. In addition to the ordinary premium charges there may be imposed a late
charge not to exceed 18 percent per annum on insurance premium accounts once those
accounts remain unpaid for a period of 30 days beyond the date that the original premium
was due and owing. Such charges shall be clearly indicated on all bills and statements of
account.
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The market conduct staff stated that most companies do not charge the premium tax on interest,
late charges, service fees and installment charges. According to the staff, they obtain agreement
from the companies to include these charges going forward after the market exam. They do not
attempt to collect back taxes for any quarters that may have been owed prior to the market
exam.

Bulletin #94-3 on policy fees issued by former Commissioner Don Stephens dated May 5, 1994
was cited by DOI on what constitutes total premium paid for the purpose of calculating premium
taxes. A copy of the bulletin is attached.

A model ordinance for use by local governments enacting the premium tax is on the DOI
website.  http://insurance.ky.gov/Documents/ModelLGPTOrdinance051314.pdf

Commissioner Clark stated that annual reports were not filed in 2013 by 36 insurance companies
and 36 brokers who are currently licensed. She stated that some of the non-filers are inactive,
but a company or broker wishing to be reinstated will be assessed a penalty. More than 2,600
companies and brokers are currently licensed in the state.

The next meeting of the advisory council will be May 5, 2015 at the Department of Insurance.
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