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SUBJECT/TITLE
Insurance Premiums Tax

SPONSOR
Rep. Bob Damron

MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban County Government

Program/

Office(s) Impacted:
General Fund

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties

Modifies Existing

Adds New
X
Eliminates Existing

PURPOSE/MECHANICS  

HB 74 GA exempts from the license tax on insurance companies imposed by local governments under the provisions of KRS 91A.080, insurance premiums paid to insurers of municipal bonds, leases, or other debt instruments issued by, and on behalf of, political subdivisions of the Commonwealth, including cities, counties, charter county governments, urban-county governments, consolidated local governments, special districts, and non profit corporations.  Debt instruments issued by local governments on behalf of for-profit or private organizations are excluded from the exemption in HB 74 GA.
FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 74 GA on local government is indeterminable, but could range from no impact to moderate impact.  License taxes on insurance companies are levied by most cities (332) and 27 counties.  The tax is imposed on the premiums collected by insurance companies on risks located within the corporate limits of the taxing authority.  The tax rates levied by the various cities and counties range from 3% to 12%; 5% is the most frequently levied rate (130 of 359 - 36.2%), with 8% (38 of 359 - 10.5%), 6% (37 of 359 - 10.3%), and 10% (32 of 259 - 8.9%) the next most frequently levied rates.

The debt instruments of local governments, when insured, are insured to increase their market-ability and reduce their cost, i.e. the rate of interest paid to the instrument holder.  Insuring debt instruments has the effect of raising the instrument's rating, thus making the instrument more attractive to prospective buyers.

Insurance premiums paid to insure debt instruments issued by local governments are paid once, in lump sum, in the year in which the debt instrument is issued, regardless of the years of life of the debt instrument.  Thus, insurance premiums tax receipts received by a local government from premiums paid on local government debt instruments can fluctuate widely from year to year, and, ultimately, are a function of the amount of major capital project activity in which the local government is involved in any given year.
Not all local government debt instruments require insurance - some naturally command high ratings based on the financial strength of the issuing authority or the nature of the project for which the debt instrument is being issued.  When a debt instrument is insured, the issuing authority may pay the insurance premium and the tax imposed on the premium , or the underwriter of the debt instrument may pay the premium and the tax.  In the former case, the taxing authority and the issuing authority are frequently one and the same, resulting in a near
 fiscal wash.  Typically, however the underwriter makes the decision to insure the debt instrument, and pays the insurance premium and the tax.
In some instances the "risk" may be located within the corporate limits of a taxing authority that is not the issuing authority.  The bonded construction or remodeling of a county court house located within a city would be an example.  Insurance license tax receipts generated in these cases would be "profit" to the taxing authority.

To summarize:


1)
When the debt instrument is issued on behalf of the local government:



a)
If the tax is paid by the underwriter, the taxing authority would lose tax 



revenue;



b)
If the issuing authority and the taxing authority are one and the same, and 


the issuing authority pays the tax, the bill would save the local government 


up to 15% of the premium; and



c)
If the risk is located in the jurisdiction of a taxing authority other than the 


issuing authority, one local government would save money, and one would 


lose money.


2)
When the debt instrument is issued on behalf of a for-profit or private 



organization:



No change from existing law.

Following is a chart which shows the distribution of insurance premiums tax to Kentucky local governments in 2001, by four major insurers of local government debt instruments.  The information has limited utility because:


1)
the entity who actually paid the tax (the local government or the underwriter) is not 

known;


2)
whether the tax resulted from an insurance premium paid to insure a debt 


instrument issued on behalf of a local government, or a debt instrument issued on 

behalf of a for-profit or private organization, is not known; and


3)
the receipts are attributable only to the year in which they were paid (2001), and 


will not necessarily recur.

The data is offered only to give the reader a sense of the magnitude of the potential fiscal impact on local government.

COMPANY NAME
CITY/COUNTY
TAX PAID IN 2001
TOTAL PAID IN 2001

Ambac Assurance Corporation


$154,074


Bedford
$   3,667



Hartford
 122,310



Lexington-Fayette
   12,128



Louisville
   15,969


Financial Guaranty Insurance Company


$15,016


Bullitt County
$    585



Cold Spring
   4,425



Florence
   8,425



Lexington-Fayette
     369



Paducah
   1,212


Financial Security Assurance Inc.


$84,077


Ashland
$ 56,769



Carter County
     3,054



Jefferson County
   <3,660>



Louisville
    27,914


MBIA Insurance Corporation


$278,522


Campbell County
$     196



Carter County
       782



Daviess County
 184,160



Jefferson County
   84,950



Lexington-Fayette
    1,164



Louisville
    5,150



Owensboro
    2,120


Statewide Totals


$531,689

DATA SOURCE(S)
Donna Gaines, LRC; KY League of Cities; Kentucky Association of Counties; Kentucky Department of Insurance; and First Kentucky Securities Corp., Frankfort
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Mary C. Yaeger/C. Gilmore Dutton
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�Insurance companies are allowed to retain up to 15% of the tax as a "collection fee".
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