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Part I:  Measure Information

	Bill Request #:
	374


	Bill #:
	HB 167/HCS 1


	Bill Subject/Title:
	AN ACT relating to the Surplus Lines Insurance Multi-State Compliance Compact.


	Sponsor:
	Rep. Damron


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

	
	X
	Charter County
	X
	Consolidated Local
	X
	Unified Local Government


	Office(s) Impacted
	Finance


	Requirement:
	X
	Mandatory
	 
	Optional


	Effect on
	
	
	
	
	
	

	Powers & Duties
	 
	Modifies Existing
	 
	Adds New
	X
	Eliminates Existing


Part II:  Purpose and Mechanics
HB 167, as introduced, adopts the Surplus Lines Insurance Multi-State Compliance Compact, which is a response to the mandates of the federal Non-Admitted and Reinsurance Reform Act of 2010.  Among its reforms to this segment of the insurance market, the reform act prohibits a state from imposing taxes on multi-state surplus lines premiums unless the insured is solely located in that state.  States may continue to tax single-state surplus lines premiums if the insured is located solely within that state.  To replace the lost revenue, the reform act intended for the states to enter into a compact for the central collection of multi-state premium taxes by a national clearinghouse, and the allocation of those amounts to compacting states based on an allocation formula.
As a result, the original bill exempts all multi-state surplus lines premiums from the state premiums tax; the state surcharge; and the local premiums tax.  The state revenue would be offset by collections allocated from the national clearinghouse; however there would be no offset for local revenues lost.  Therefore, this exemption would have a negative fiscal impact on local governments choosing to impose this tax.
The HCS would retain original provisions, but would address the negative impact on localities by the original bill by replacing the state tax; the state surcharge; and the local tax on multi-state surplus lines with a single 12% tax, to be collected by the national clearinghouse, and then remitted to the state for further allocation to localities.     

Part III:  Fiscal Explanation, Bill Provisions, and Estimated Cost
Under the HCS, single-state surplus lines premiums on risks located solely in Kentucky would remain subject to the following three taxes as under current statute:  the 3% state premiums tax; the 1.8% state premiums surcharge; and the local premiums taxes.  However, for multi-state risks, surplus lines brokers would pay a single 12% Kentucky tax to a national clearinghouse in accordance with the uniform rules and allocation formula adopted as part of the compact.  The amounts collected from this tax would be remitted to the Department of Insurance (DOI), and then distributed as follows:
1. 25% will be retained by the DOI and treated as having been collected pursuant to the state premiums tax;

2. 15% will be distributed to the Department of Revenue and treated as having been collected pursuant to the state premium surcharge; and

3. 60% will be distributed to the Department for Local Government, for allocation to cities and counties on a pro rata basis according to their share of the historical collections of the local premiums tax from surplus lines brokers, based on 2007, 2008, and 2009 collections.
According to the DOI, 377 localities currently impose this tax at varying rates.  The average rate is approximately 7% of premiums received.  To calculate a rate which would offset the lost local revenues, the DOI, with input from the Department of Local Government, the Kentucky Association of Counties, and the League of Cities, combined this average rate, the 3% state rate, and the 1.8% state surcharge and rounded up to 12%.  Therefore, this rate is estimated to be revenue neutral for purposes of the aggregate state and local taxes and the state surcharge.  However, because the local rate used to determine the new 12% rate was the average of rates imposed by all localities, those that imposed a below average rate will receive an increase in revenues by virtue of the new rate and allocation, while those that imposed an above average rate will realize a decrease in revenues.  The degree of impact to each locality resulting from this situation is indeterminable due to a lack of sufficient data.
Furthermore, because the local allocations will be measured based on amounts collected in 2007-2009, for any locality that did not impose the tax during those years but began imposing it since that time, no allocation would be provided.  For those localities, the fiscal impact of the HCS would therefore be negative, just as it was under the original HB 167 as introduced.     
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